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AGRICULTURAL INQUIRY. 

TUESDAY, AUGUST 2, 1921. 

CONGRESS OF THE UNITED STATES, 
JOINT COMMISSION OF AGRICULTURAL INQUIRY, 

Washington, D. O. 
The joint commission met, pursuant to call of the chairman, at 

10 o'clock a. m., in room No. 70, Capitol Building, Representative 
Sydney Anderson (chairman) presiding. 

The CILUBMAN. The commission will come to order. The com
mission this morning will hear HoIl.. John Skelton Williams, former 
Comptroller of the Currency. . 

Mr. Williams, the commission is investigating, among other things, 
the causes of the present condition of agriculture; and the bankiDg 
and financial resources and credits of the country, especially as 
affecting agricultural credits. The commission assumes that as 
Comptroller of the Currency you are familiar with the policies that 
have been adopted during the past 18 months, and that you will be 
in position to give the commission information upon which it can 
recommend a definite policy with reference to agricultural credits in 
particular. The commission will be glad to hear you develop the 
matter in any way that you desire to prese.t it. 

STATEMENT OF liON. JOliN SKELTON WILLIAMS, FORMER 
COMPTROLLER OF TlIE CURRENCY AND MEMBER OF TlIE 
FEDERAL RESERVE BOARD. 

Mr. WILLIAMS. Mr. Chairman and gentlemen of the commission, 
the value of testimony depends not oilly upon the character of the 
witness and the study which he may have given to the particular 
subject which is under discussion, but also to a large extent upon the 
practical experience of the witness; and with the permission of the 
commission, I should therefore like to state briefly what my experi
ence has been during the past quarter of a century. 

For more than 30 years (except during the past eight years which 
I have spent in Washmgton as FIrst Assistant Secretary of the Treas
ury and as Comptroller of the Currency) 'I have been a director, vice 
president, president, or chairman of trust companies and banks, both 
National and State, not only in the South, but also for a considerable 
portion of this period in Baltimore and New York City. Twentyyears 
ago I was presIdent or chairman of the trust company section of the 
American Bankers' Association, and member of the executive council . 
of the American Bankers' Association .. 

More than 25 years ago I became president of a railroad company 
in the South, and three or four years later planned,organized, and 
was president of the Seaboard Air Line system, operatmg approxi
m.ately 3,000 miles of railroad. I parted with my interests m that 
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4 AGRICULTURAL INQUIRY. 

property in 1904 and retired from its management, but about three 
years later when the property got into difficulties following the panic 
of 1907, I was urged to return to a participation in its affairs, aiding 
in its reorganization, which was probably the most successful ever 
carried through for a railroad of that size, the floating debt creditors 
being paid in full without assessment upon stockholders, and the 
credit of the company fully restored. I retired from membership in 
the board of directors and executive committee of the company a 
few months before coming to Washington in 1913. 

Eight years ago, in 1913, I accepted from President Wilson and 
Secretary McAdoo the office of First Assistant Secretary of the 
Treasury, and by the President was desi~!lated Actirig Secretary of 
the Treasurv in the absence of Secretary McAdoo. 

I declined the office of the Comptroller of the Currency when it 
was first offered to me, but later on when it was tendered a second 
time I accepted, and as comptroller had supervision over more than 
8,000 national banks with 20,000,000 depositors and twenty-three 
billions of resources; I was also ex' officio member of the Federal 
Reserve Board. 

When the railroads were taken over by the Government in 1917, 
in addition to my other duties, I was appointed by Director General 
McAdoo, Director of the Division of Fmance an'd also Director of 
the Division of Purchases, and as such arranged, under Director 
General McAdoo's direction, loans and advances of many hundreds 
of millions of dollars to the railroads; also supervised the purchases 
of about $2,000,000,000 worth of supplies and equipment for the 
300,000 miles of railroads in the Unitea States. In March, 1919, I 
resi~ned the offices of dtrector of finance and purchases, which were 
hela by me without remuneration, and those positions were sub
sequently :filled by two able men, Congressman Sherley, former chair
man of the Appropriations Committee of the House, becominO' 
director of finance, and Henry B, Spencer, former vice president ,01 
the Southern Railway system, becoming director of purchases, at 
salaries of $25,000 per year, which were not large for the skill and 
responsibility involved. . 

I was also dUl'ing the year 1918, by appointment of President 
Wilson, a member of the Capitol Issues Committee, and as such 
afproved or rejected app!i~ations for the is~uance of several billions 
o dollars of new secunbes, Those servIces were also rendered' 
entirely without remuneration, 

My appointments to public office have been three times confirmed 
by the United States Senate, practically unanimously each time. 
Upon the termination of my term as Comptroller of the Currency 
in 1919 I was reappointed, and my nomination was favorably passed 
upon by the Senate BankinO' and Currency Committee, but action 
by the 'Senate was prevented' by a filibuster in the closing hours of 
the session, My renomination as comptroller was sent by the Presi
dent to each succeeding session of the Senate, The Senate Committee 
on a strictly party vote refused to reFort favorably, but made no 
unfavorable report; although I urO'ed them earnestly to make l\ 

rep?rt either favorable or unfavora~e so that the Senate might act 
on It. This the chairman of the Banking and Currency Committee 
also refused to do. A member of the Federal Reserve Board who 
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saw Chairman McLean on the subject informed me immediately after 
his interview that Senator McLean agreed that I had made a good 
comptroller and said that he had nothing against me, and that as 
far as he was personall.v concerned, he would be willing to report 
the nomination favorably and have it confirmed, but that he had 
promised some one outside of the Senate that he would not do so, 
and was therefore restrained from favorable action; but that if the 
gentleman to whom he had given his promise would release him he 
would make, in behalf of his committee, a favorable report. 

I think it only proper, gentlemen, that you should MOW plainly 
why my nomination was not reported or acted upon in the Senate. 
I am j>repared to submit correspondence to corroborate· the state
ment I have just made if it should be questioned or denied by anyone. 

Let me SIlV at the outset that mv criticisms are not and never 
hll"l'"e been directed against the Federal reserve system, but against 
the administration of that system. My admiration for the system 
and for the men who created it has been expressed continuously 
publicly and privately, and I ask to insert in the record the follow
mg extracts from my address at Washington in April, and from my 
more recent address at Augusta, Ga. 

Before the Peoples' Reconstruction League at Wllshington April 
15, 1921, I said: 

The theory, conception, and purpose of the, Federal reserve system are as near 
perfect.ion as the hulflan mind can produce. I am earnestly sincere in declaring 
that it was one of the most potent means for saving this country and the world dur
ing the war, and that without it hideous disaster would have come upon us. I can 
recall numerous occasions durin!\" thesel8St few fateful years when without the aid 
of the Federal reserve system rulll woul have been inevitable. ' 

But no machinery can operate successfully indefinitely without intelligent super
vision and direction. 

Regardless of whatever flaws there may be in its administration, our Federal re
serve system has, in the past, saved our country from conditions far worse than those 
which we are now endurmg, and I believe that with ,the reversal of certain policies, 
and by the adoption of a constructive program the Federal reserve system could 
no,! a!d enormously in restoring lost confidence and in inspiring hope and a justifiable 
optuUlsm. 

There has, in my opinion. been an indefensible withholding of credit in many 
of the producing sections of the country when sorely needed. I stated frankly at a 
meet in(\" of the Federal Reserve Board not many weeks ago that a high ratio of reserve, 
indicatmg useless impounding of funds in reserve bankS, under existing conditions, 
when money is so badly wanted for the vital purposes of agricultural and business 
of all kinds, is a thing for the board to be ashamed of, rather than to boast of. 

At Augusta, Ga., I said in a speech, July 14, 1921, before the 
board of commerce and Georgia Press Association: 

The Federal reserve act is the finest tool for commercial protection and construc
tion ever put into the hands of a Government and people. I believe that by awkward 
and inefficient handling it has been used to injure where it was intended to guard, 
and to encourage and protect what it should have restrained and prevented. 

I will also add that I know of no present or past membe.r of 
the Federal Reserve Board who has worked harder to defend the 
Federal reserve law from the attacks of men within and withou t 
the board who would impair or multilate it, than Secretary McAdoo, 
Secretary Glass, and myself, assisted at times by Mr. Hamlin. I 
refer here especially to the efforts which were made in 1915 to dis
establish four of the 12 banks, and also to the efforts which were 
made from within the hoard to reduce the capital of the Federal 
reserve banks by one-half. I also joined heartily with Secretary 
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McAdoo in insisting that the Federal reserve system should be started 
promptly in November, 1914, despite the gloomy prophecies which 
were made by'a certain element within the board who urged delay 
and predicted that if the banks should open at that time they would 
have to close within a few months. 

T understand, 1Ir. Chairman and gentlemen, that I have been 
asked to appear before you because of certain public speeches which 
I have made recently in which I have discussed the Federal reserve 
system and its admmistration. If it is agreeable, and permissible 
'for me to do so, I should like to present for your record three of 
these public addresses which have dealt with the Federal reserve 
system, one address being made in Washington, in April, and a 
recent address in Augusta, Ga., and one--

Representative MILLS (interposing). Just one minute. It is not 
my understanding, ~fr. Chairman, that I\fr. Williams has been called 
before this comnussion becanse of any public utterances which he ha,'l 
made. It is my understanding that he is called before this commis
sion by the request of one Member of Congress especially, and various 
other Members of Congress, because of h1S knowledge of the general 
credit situation. It is not my understanding that this commission is 
particularly interested in the charges which ~1r. Williams made 
against the Federal Reserve Board, and therefore it seems to me 
tliat the introduction of speeches in toto, containing a lot of irrelevant 
matter, should not be permitted in this record. • 

The CnAIRMAN. The chairman thinks that whateyer statements 
are to be made here should be made in such a way as to he subject to 
examina.t.ion and cross-examination, and that if the comptroller 
desires to bring to the attention of the 'COmmission the matters con
tained in his speeches, the matter should be read into the record, 
rather t,han inserted into the record, so that there will be opportunity 
for cross-examination. 

Senator HARRISON. Mr. Chairman, I do not think there is any doubt 
that one of the reasons why I\Ir. Williams is before the cOffiIlllssion is 
because of these speeches he has made. vVhen he was called I lmder
stand the rule or policy of the commission was that he was to discuss 
these thinO's that were contained in the resolution adopted by the 
Senate ana: House. If these speeches cover that subject matter, it 
seems to me it would be admissible. 

Representative MILLS. They cover a lot of other things. 
Senator I-lARRISON. I do not know what they cover. I have not 

read them . 
. Representative :MILLS. They do cover a lot of other matters, and if 

those matters go into the record, it will necessitate a great deal of 
investigation on the part of this commission. 

Representative TEN EYCK. What are the matters that do not per-
tain to the general conditions of the country ~ . 

Representative MILLS. We would have to read the speeches, and 
that IS the reason why I think it is objectionable to put any matter 
into the record in this wholesale fashion, without any opportunity to 
know what is going into the record. . 

Senator HARRISON. You have been more fortunate than I, to be 
able to read the speeches. 

Representative l\iILLS. I have been able to secure only one. 
Senator ROBINSON. AR a matter of fact, I think the speechos have 

, all been printed in the ConO'ressional Record. 
. b 
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Mr. WILUAMS. I do not think all of them have. 
Senator ROBINSON. The Augusta, Ga., speech has, and I think one 

other. 
Mr. WILUAMS, It was only my pW'pose to introduce three, which 

it seems to me bear on the subject we are discussing. The speeches 
are the one delivered at Bangor, Me., a year ago; one delivered in 
Washington in April; and one delivered at Augusta, Ga., about two 
weeks ago. 

Representative FuNK. Do those speeches pertain to the workings 
01 the Federal Reserve Board ¥ 

?tlr. WILUAMS. Very directly. 
The CuA:mMAN. The only objection I see to the introduction of 

these speeches is that the memberS have not read them, and will 
not have ample opportunity for cross-examination on what is in 
them. If there are portions which bear directly on the matters in 
which the commission is interested, it seems to me it would be more 
in accordance with proper procedure that those portions of the 
speeches should be read in, with such additional comment as Mr. 
Williams wants to make, and with opportunity for cross-examination 
with respect to those statements which are made. 

May I ask you, Mr. Williams, if it is your intention to comment 
on the material already in those speeches and to amplify it in any 
wav¥ . 

Mr. WILLIAMS. I thonght we would save time by introducing the 
speeches, and I.will have very little to say about them, as it is my 
feeling that they would speak for themselves. 

The CuA:mMAN. SO far as I am concerned, I think the commission 
is entitled to have full cross-examination with respect to the matter 
that is presented here for consideration, and I personally, am not 
willing that matter should go into the record in the form of speeches 
made at various places in tlie United States, without the opportunity 
on the part of the members of the commission, including myself, to 
examine into the facts upon which the claims are made, or the facts 
on which the statements made by the witness in those speeches are 
based. . 

Representative TEN EYCK. What is the difference whether he reads 
them, or speaks here, or puts the matter· into the record 1 Each 
man has a right to read over the matter and cross-examine him, and 
bring him back for cross-examination, if desired. If the witness 
feels disposed to put it in here in typewritten form, or :{lrinted form, 
I see no reason why it should not go in, and later on bnng him back 
for cross-examinatIOn, if desired. But instead of sittin~ here and 
listening to the three speeches, it seems to me they should. go in. 

Representativ~ MILLs. B.ut the~e are a. lot of things in those 
~eeches that will not go mto this record, and that I assume Mr. 
Williams will not ask to go in. I admit there is a great deal of ma
terial in the speeches that should go into the record and is relevant, 
but there is a great deal that is not relevant. And this commission 
ought to have an opportunity to pass on what is relevant and what 
is not relevant. 

Representative FUNK. We would consider only that part in each 
of those speeches that is relevant; if there is other and extraneous 
matter in the speeches, we will ignore it. . 

Representative MILLs. But can we ignore it in justice to the people 
Ilgainst whom charges are made ~ Arid they will say that we have 
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allowed these speeches to go in, and they will desire an opportunity 
to refute these ~atements, and we will be investigating everything 
except agriculture. I think this commission should have an oppor
tunity to pass on what is going into the record. I have only read 
one of the ~peeches, but I should like to read the other two. 

Senator HARRISON. Why could we not put them into the record, 
. and then after we have read them we could strike out that part 
which is not relevant ~ 

ReIJresentative MILLs. If you allow that one speech to go in, I 
should like to examine Mr. Williams on everything that is contained 
in the Augusta speech, and we will be here for a week, I warn you, 
and that for 90 per cent of the time we will be talking about and 
investigating matters that do not pertain to agriculture. 

Senator HARRISON. In order to get somewhere with it, Mr. Chair
man, I move that the speeches be admitted into the record, with 
the opportunity of striking out everything that is not pertinent 
before they are printed in the hearings; and that the witness can 
then elaborate on the proposition. . 

The CHAIRMAN. Senator Harrison moves that the speeches be ad
mitted into the record with the understanding that all matter not 
relevant to the subject under consideration be eliminated before 
printing. 

Representative MULS. May I ask' how we shall proceed to deter
mine whether the matter is relevant ~ Shall we proceed to consider 
the speeches and vote upon the various sentences ~ 

Senator ROBINSON. As a substitute for the motion of the Senator 
from Mississippi, I move that the speeches be admitted into the 
record. 

Senator HARRISON. I withdraw my motion. 
The CHAIRMAN. The motion of Senator Harrison is withdrawn, and 

Senator Robinson moves that the speeches be admitted into the 
record. 

Representative MILLS. Mr. Chairman, I make a point. of order that 
under a rule adopted by this commission the matter of what was 
relevant to the terms of this inquiry was left to the decision of the 
Chair upon objection of any member of the commission, and it is 
obvious that under that rule you can not admit speeches which the 
Chair himself has not read. 

Senator ROBINSON. Mr. Chairman, in reply to the statement of the 
gentleman from New York, and discussing the point of order, I call 
attention to the fact that this commission has never precluded itself 
from admitting anything into the record that the commission regards 
as admissible ill evidence, and that the commission has never O'iven 
the Chair. arbitrary power to exclude or admit testimony whic'h the 
commission itself desires to admit into the record. 

The CHAIRMAN. The Chair is of the impression that the proper 
practice should be that if objection is made to the admission of testi
mony the Chair should rule, and if the Chair should rule that it was 
not admissible in evidence, that his decision is then subject to appeal 
to the commission and subject to the decision of the commission. 

Senator ROBINSON. That is true; that is the practice in all the 
committee of the Senate and the House . 

. The CHAIRMAN. If the point of order is made by Representative 
Mills that the whole matter now submitted for the record is not in 
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order the Chair will sustain the point of order, and the Chair will: 
now put the question whether--

Re{>resentative SUMNERS (interposing). Mr. Chairman, before the 
questIOn is put I want to suggest for the consideration of the com· 
mission that perhaps a good way out of this situation would be for: 
the commission to receive these speeches and have the commission 
at a later time decide whether or not they shall be incorporated into 
the record. 

Senator ROBINSON. I am willing to do that. 
Representative SUMNERS. It seems to me that would obviate the 

difficulty now confronting us. . 
Senator ROBINSON. The difficulty about that is that the purpose of 

Mr. Williams in offering these speeches is to condense his own testi· 
mony here, and I take It that the witness himself would like to know 
what part is going in, to the end that he may offer to read parts that 
he desires to have considered and which may be excluded by the 
action of the commission. I do not know what particular matter in 
the speeches mi&.~t be objectionable, or whether any part is. The 
gentleman from l'leW York has stated that parts ofthein are objec
tionable to him. 

Representative MILLS. They are not objectionable to me, Senator, 
but they are irrelevant to the matter before this commission. 

Senator ROBINSON. That is what I mean. 
Representative SUMNERS. My suggestion grew out of this thought, 

that when Mr. Williams shall have concluded his testimony an ex
amination of the speeches may be made, and it will then be apparent 

. what part of the speeches supplement his testimony. It does not 
make much difference now one way or the other. 

The CluJRMAN. The difficulty is just this, Mr. Sumners: Of course, 
if these speeches are admitted to the record, then the various char~es 
made in those speeches become normally the subject of further m· 
vestigation by the commission, and that means that those who are 
attacked by Mi-. Williams ouO'ht to have full and complete oppor
tunity to refute any charges that are made. Representative Mills's 
idea, I take it, is to restrict the scope of the investigation to the 
matte-rs that are clearly within the purview of the resolution unde". 
which the commission is acting. 

The question now seems to be upon the ruling of the Chair that 
thpse speeches are not admissible, Shall the Chair be sustained ~ 

Representative TEN EYCK. Mr. Chairman, I feel that here is 
testimony to be presented in printed form. I, for one, do not want 
to haye It go abroad that we are endeavoring to restrict the investi· 
gation as to any particular subject; I think it will hurt the influence 
of the commission later on. And I feel that these speeches ought to 
be taken just as the witness presents them, and the commission 
always has the power to act in any way it wishes to afterwards. 

Senator HARRISON. We shall not give any consideration to any 
part of it, except that part which pertains to the subject matter 
contemplated in the resolution under which we are acting. 

Representative MILLS. But you will have in your record charges 
against individuals and institutions, and you will have given no 
opportunity to those individuals and institutions to refute those 
charges. 
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Senator HARRISON. I am perfectfully willing to strike out of the 
record any part of those speeches that do not pertain to the subject 
matter under consideration here. 

Representative MILLS. When do we have that opportunity 1 
Senator HARRISON. Mter we have read the speeches. 
Representative }'frLLS. Then we shall solemnly sit here and make 

motions to strike out ~ 
Senator HARRISON. I think we should read the speeches. 
Representative TEN EYCK. I think we should read all of the 

testimony that is presented here, in order to make up an intelligent 
report. . 

Representative MILLS. I think we should read the testimony that 
is pertinent to the matter we are investigatinO'. 

The CHAIRMAN. The question is, Shall the decision of the Chair be 
sustained 1 

Senator HARRISON. The point of order was inade, and as the matter 
now stands it is a question whether the Chair shall be sustained on 
his rulinO'. 

The &AIRMAN. The question is, Shall the Chair be sustained ~ 
Those in favor of sustaining the Chair will vote aye and those op
posed will vote no. 

(Thereupon a viva voce vote was taken.) 
The CHAIRMAN. The noes seem to have it. 
Representative }'frLLS. I ask for a roll call. 
The CHAIRMAN. The clerk will call the roll. 
Thereupon the clerk proceeded to call the roll. Senator Lenroot 

was not present. Senator Capper voted aye; Senator McNary 
voted aye; Senator Robinson voted no; Senator Harrison voted no; 
Chairman Anderson voted aye; Representative Mills voted aye; 
Representative Funk voted no; Representative Sumners voted no; 
Representative Ten Eyck voted no. 

The CHAIRMAN. On this vote there are 4 aves and 5 noes. The 
decision of the Chair is not sustained, and the speeches will be ad
mitted to the record, as follows: 

TASK TITANIC-STRENGTH SUPREME-FAITH INVINCIBLE • 
..... 

[Address 01 John Skelton Williams, Comptroller 01 the CurrencY, before the annual convention 01 the 
Maine Bankers' ASS<lciation at Bangor, Me., June 26, 1920.1 

Mr. President, members of the Maine Bankers' Association, ladies and gentlemen: 
My father's elder brother, who was an officer in the Confederate Army, was severely 
wounded and captured by Union troops in 1865. When he was paroled and sent home, 
he told his son, then a small boy, "Remember always, my son, if you meet anywhere 
a member of the Eleventh Maine Regiment, to treat him as you would your brother." 
He said many times afterward that he had resigned himself to die until he fell into 
the keeping of that regiment, the men of which were not only brave soldiers, but kindly 
and chIvalric gentlemen, and had saved his life. Therefore gratitude and warm 
feeling for Maine is a kind of tradition in my family. My kinsman, to whom the charge 
was given, was talking to me about it a few days ago, when I mentioned that I was 
coming here; and he said to me, "I've been looking 50 years for opportunity to do 

. something for a Maine man, but all the men from that State I've met were much more 
likely to do something for me than to need my help. They seem to be mighty well 
able to take care of themselves." So the family debt to your State and people n?t 
only remains unpaid, but is increased heavily by the honor you have done me In 
askmg me here, and by the many dolightful kindnesses of which I am the grateful 
reciI>ient. Your invitation and reception are alike graceful gracious, and generous, 
conhrming the high and warm estimation for you I already had formed from contact 
with your honored president of the Maine NatIonal Bankers' Aa:,'Ociation. I knew an 
association which chose such a leader and representative must share his quality. It 
is easy to know strang.'lrs when you know what kind of a man they admire an~ honor. 
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My official contact with Maine banks and bankers,let me add, has illustrated and 
brought home to me the experience of my cousin in looking for a Maine man to help. 
They seem to be mighty well able to take care of themselves. Your State has the 
remarkable re<:.ord of no failure of a national bank since the system was established 
57 vears ago. That absolutely clean score is a higher and better eulogy of the character 
and quality of the men who conduct your banks and oftheir yredeceBBors than any 
words of mine could expreBB. It is the conclusive and convincmg evidence of sturdy 
honesty and that finest sagacity that sees straight and true because it fearles31y con· 
Biders and faces facts and the real meaning of experiences. My observation is that most 
husineBB troubles come from forming conclusions and purposes and trving to approve 
them by makinl!' hard facts malleable and inflexible logic flexible. I also congratu· 
late you cordially upon the excellent record of your State banks--only one failure 
b .. ing reported in Maine during the past 10 years. In another State some distance 
off thf>l'e were 10 State bank failures in one year, in 1919. 

Maybe your Puritan ancestry and traditions harden you to the habit of recognition 
of actualities of right and wrong, and you inherit from New En~land women, famed 
the world over for careful housewifery, the instinct for cleanlmess. Talking here 
frankly among ourselves. I may say that perhaps I get from a strain of New England 
blood in my own veins, the,t same mstinct. It taught the New England women, long 
before the scientists gave us the germ theory, that thoroughness in housekeep,ing and 
house cleaning was an essential virtue. that slovenly and careless habits mea.ntd~ 
aster and disgrace. If you could stand where I do officially, you would realize the 
distl'CSl!ing and dangerous consequences of absence or suppression of that instinct. 

It is not quite true in banking that a chain is only so strong as its weakest link. It 
is true that a speck of foul method or malfeasance in a banking institution especially 
one apparently succe;eful, spreads through the territory like a spot of rot in an apple, 
that when one bank begins to forget to throw out garbage and to leave trash in the 
comers, it becomes a center of infection. To put it in a homely way, one of my 
functions is to be absolutely sure that the rotten spots are cut out and that there are 
no. dangerous, overlooked dust heaps in the corners, or under the furniture. The 
housekeeper who does that task in the home may be a bit disturbing at times, but she 
makes a clean. wholesome, safe house. Compliance by the Maine bankers with the 
Puritan standards and habits of thought, and obedience to the New England instinct 
seem to be proved by the condition of impregnable granite solvency befitting the State 
of much granite. If we were blessed with like conditions everywhere, the division of 
insolvent banks in the comptroller's bureau would have nothing to do and we would 
be rid of one office at least. . 

We are not so far from that now. A few years ago if any man had predicted that 
with 8,000 national banks in this country, more than a year would pass without a 
dollar of loss to a depositor among them, he would have been dismissed as a dreamer of 
idle dreams. Yet, if Maine can show the record of no national bank failure in 57 
years, why can not the entire country do it? I am optimist enough to hope that men 
now here will live to see the time when a bank failure anywhere in the United States 
will be a thing unthought of. We are told it used to be so in China after the establish
ment of the system of chopping off with an ax the heads of all officers of a failed bank; 
but a much better way of prevention is to make sure that the officers have heads and 
keep their heads about them and their eyes open. 

Efficiency and fidelity have already reached so high a point that the record of the 
national banks for immunity from failure for the 22 months' period from January 1, 
1918, to the close of the last fiscal year, October 31,1919, embracing 10 months of the 
trials of war and 12 months of the strain of the reconstruction period, was thirty times 
or 3.000 per cent better than the average for the 40 years prior to the year 1913. 

With more careful management, stricter adherence to law, and closer supervision, 
our national Lanks have within the past six years reached the highest point of pros
perity, and their net earnings in this period have shown a greater increase than during 
the entire 40 years prior to the year of 1914. . 

I t will also interest you to know that the official reports show that the national 
banks of the country now have on their books more than :W,OOOrOOO deposit accounts, 
as compared with something less than 7,700,000 ten years ago, an mcrease in the decade 
of over 150 per cent. 

The apprehension which was at one time expressed that with the inauguration of 
the Federal reserve banks there might be a subsidence in our national banks was quite 
unjustified, for the records show that the annual increase in the paid·up capital of the 
national banks of the country during the fast six years has averaged approximately 
100 per cent more than the average annua increase in the 50 years prior to the year 
L914. 
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You will judge-and judge correctly-from the record which I have-the honor of 
placing before you that I am an optimist on American banking. I frankly avow 
myself to be one, not only on banking, but on everything else with which the American 
people are concerned. The more I read of our history the more firmly established 
my optimism becomes. I believe human nature improves, although the betterment 
is so gradual as to be imperceptible at times, except as we compare the standard 
methods, customs and conditions of now with those of two or three thousand years ago. 
But we have the faculties of holding the advancements we make, of learning from our 
own mistakes, of making disasters into bleBSings, of impressing our civilization and 
thought on those who come among us. 

Another wave of bank wrecking and smashing in this country ought to be as impossi
ble as another Civil War. Thus far, under the guidance and by the blessings of God, 
we have ripened through the variations of storm and sunshine without rotting. From 
the very beginning we have had waves of radical and revolutionary sentiment which 
have startled the people of successive generations. All have subsided and each has left 
us some residuum of real good. Wave after wave of immigration has come upon us 
and assumed threatening proportions, but we have absorbed, assimilated, used and 
improved all. It is true, In a measure, that the radicalism of to-day is the conserva
tism of to-morrow, and equally true with us, that the forces which seemed to mean 
destruction in one generation have become powerful implements of con.~truction in 
the next-a~ the old Spanish IJroverb has it: •. God writps straigh t upon crooked lines." 

I think attentive consideration of our pro~ess will prove that what we have regarded 
as violent radicalism has followed the pushing outward of our frontiers, that the newly 
come people and the pioneers have tended always to restlessness and revolution. As 
the churches, the methodical and conservative influence of the business man, and 
prosperity and stability of thought have reached them, they have steadied to sub
stantial and valuable citizenship. 

Not to flatter you here, but to be in accord with the facts and to do plain justice, 
I may repeat the familiar ~eference to the vast part New England's morality of thought, 
reverence for law and usage, political power, financial power, social power have had 
in this wonderful work. You have had your times of extreme radicalism when you 
were the outposts of a new civilization brought to a strange country. Witch burning 
was religion gone mad, the blue laws were morality made frantic by logic, followed to 
the absurd extreme of disregard of facta of human nature. Shay's rebellion was the 
conception of liberty and equality perverted to insane uprising. But history proves 
that our Constitution, which brought order from chaos and made an effective Nation 
from a loose association of jealous and undi.J:ected communities, was given us by the 
pressure and labor of the business men of the country led by our master business man, 
George Washington. The fierce struggle over the adoption of that great chart of govern
ment was largely between the nonprofessional doers of things and the professional 
thinkers of tlioughts and dreamers of dreams. It is within tlie bounds of strict truth 
to say that Boston and Mount Vernon gave the Constitution life after great minds 
conceived it, and that our Virginia Chief Justice Marshall appointed by your President 
Adams made it effectual and efficient. 

The Puritans who occupied New England, the people of different forms of worship 
and yolitical training who landed in VIrginia and on the southern coasts, both repra
eentmg all the strata of society, were alike the living examples of the Bame great prin
ciple that the easy way is not the best way always, that for the things in life really 
worth having, for the ambitions and purposes worthy of manhood and womanhood, 
price must be paid in danger, in pain and sorrow, in deprivation and labor. They 
could not create or transmit a perfect race. They did establish here a race in which 
that principle lives. generation after generation, sometimes apparently dormant, but 
ever deathless, ready to awake to activity at the touch of occasion or the coming of 
emergency. 

That pnnciple is power, driving power, controlling power, spreading and permeating 
power, governing sometimes steriily, sometimes softly as the coming of the dew or the 
spreading of the morning light. It is the foundation which has given us safety after 
many mistakes and failures on which we have rebuilt after many disasters. 

Because I see the evidence of it in every chapter and crisis of our varying history, 
because always the storms and waves of heresies. lunacies, crimes. and griElVOUS 
error!! sweeping oyer it and beating upon it have left it enduring as your Pilgrim Rock, 
I am nn optimist on America. In Vu!!'i.nia we celebrated 13 years a"."O the three hun
dredth anniversary of the landing at Jamestown. This year you celebrate the three 
hundredth anniyersary of the landing at Plymouth. Stlldy our history closely, 
step by step, from these two arrivals at points on our coast soparated by 80 many 
h~ndred miles, of voyagers in many outward aspects so widely different, in the under
lymg essenti!Us of character, fiber, instinct, and ultimate purpose so splendidly alike, 
so closely akin. 
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It W88 in obedience of an old, long-known law of humanity that you in New England 
went beyond us in developing wealth, commerce, and productive power. Th:lt law 
is that the greater and more complex the obstacles and difficulties that beset man, 
the hardier he becomes, the f88ter he learns from necessity to utilize every oppor
tunity to make the beet of what he h88. Because nature was kinder and conditions 
were easier, the South lingered in the path- of material progress and let supremacy of 
wealth and population slip from her. You here, in New England and the Middle 
States. took the scepter and throne of financial control. Your stubbomees and un
wavering fealty to the idea of a permanent and mighty Union W88, probably, the most 
powerful factor in maintaining the Union and crushing secession. Your capital W88 
one of the potent factors in rebuilding the South and reestablishing a great section 
which W88 dismantled, and to the eyes of the pessimist and those of little faith looked 
to be nun-to be more hopeless, than any country of Europe seems now. 

The South W88 taught by the adversities of war as your people before you were 
taught by the adversities of nature. The South has acquired strength from struggle 
as you did, as the brave and strong have ever done, and is now your friendly and eager 
rival in building our common country to unprecedented and unparalled greatness 
and power-I hope, too, to such majesty of thought and consecration of purpose as 
will accomplish vaster work for humanity than any nation has ever dreamed. 

That is my hope, my belief. It is not for us to look with contempt or indifference 
upon any people. Considering where we stand now in the world, we have ample 
reasons for exultant :pride; but with the pride in our power must be overwhelming 
sense of the responsibllity that power fastens upon us which we may not escape, which' 
manhood and honesty and our own welfare forbid us from attempting to avoid. 

We have the right to look to the future with confident hope; but as we look back
ward, our pride and hope must be glorified by deep humility and eamest gratitude 
to the power that h88 made and preserved us a Nation. Bome residents of South 
('arolina say the people of that State go stark, raving, crazy regularly about every 
33 years. It seems to me sometimes that many other States of the Union have about 
the same record. There is hardly a crime or a lunacy of which we have not been 
guilty at one time or another. Maybe we have been saved by the fact that always 
some of us-some of our powerful men and States-have maintained sanity, so that 
we did not all go wild at the same time. When Massachusetts, while your State was 
yet part of it, and moat of New England blustered of seceding, along 1812, other States 
stood steady. Ten years later, when Virginia, Ohio, and Kentucky were threatening 
defiance of the Government and withdrawal from the Union, New England and the 
Middle States decided that the Union was good enough to endure. 

So we have come through these 300 years since your Pilgrims landed and these 
hundred and forty-four ;years since our independence was declared. Radicalism, 
unrest, revolution have nsen on our frontiers as we have spread outward and onward, 
have caused dismay and affright and subsided. The waves of immigration Which have 
come upon us and aroused gloomy forebodings and developed dark presages of disaster 
have all settled presently to peace and haimonious unity with the mighty mass of 
stability and strength. States and sections have threatened dissolution and ruin and 
lived to give examplee and evidences of the sturdiest patriotism, to become immovable 
forces of conservatlsm. Historytelle us all this of the past. The visible facts give us 
assurances of the future of the Nation. 

I can find in the facts no confirmation of the opinion, sometimes expreBBed, that we 
have grown rich by squandering our capital, ewusting our natural resources. The 
truth seems to me to be that we have not yet taken the cresm from those resources. 
We are finding continually new ways to multiply them. We get from coal, from oil, 
from gas, from cotton seed-Which we used to throwaway-from animals we kill for 
food a thousand new useful products and by-products undreamed of a generation ago. 
We -h!lvll in reserve within our own borders 80,000,000 horsepower of water power 
yet untouched and undeveloped and ready to give us light, heat, and driving force 
equivalent to 640,000,000 tons of coal a ye!lr perpetnally, which is more coal anuually 
than we have ever yet produced in anyone year. We have learned how to take from 
air, from the sea, from the unconsidered waste or desert lakes, the means of keeping 
our soil perpetua.lly replenished. 

And how are we prepared to provide-for utilizing aU'this for ourselves and doing 
the part becoming the 8trongest of the nations in the rebuilding of nations, the read
justment of the world, the hastening of a time of ordered peace and more progress, 
safety and happiness for humanity than the world ever h88 seen? 

Let us tum now for a while to the figures which tell us 80mething of our present 
financial position. Looking back over certain important features and aspects of 
our banking record we may perhaps read more clearly the prospects for the inlmediate 
or near future of money conditions and the banking outlook upon which all other 
business interests 80 greatly depend. 
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Until the Spanish-American War we were regarded by the older countries of Europe 
with rather supercilious disdain, and more or less as an experiment ill government.. 
Perhaps all the powers but Germany began to realize after that event, and the rapidity 
with which the climax came, that we were to be reckoned with. Now we are conceded 
by all to be the mightiest, strongest, and richest nation of the globe-the balance wheel 
of the world. . 

Our industrial and financial growth has broken all records in the history of progress. 
Hardly 20 years have passed since England exceeded us and led the world in the 
production of steel, iron, and coal-the foundation stones of industrial wealth. This 
country is now mining yearly more coal than was produced in the whole world as 
late as 20 or 25 years ago, and our present output already is more than twice that of 
Great Britain-and with the water power and the limitless oil shales of the West to rein
force and conserve our stores. In 1918 our furnaces turned out nearly twice as much 
pig iron as all the rest of the world produced in 1897, and our production of steel in 
1918 was three times as great as that of all other countries of the world combined 
just 20 years before. ' 

In 1919 the foreign commerce of the United States amounted to $12,000,000,000, 
exceeding by more than $5,000,000,000 the total foreign commerce at the time of the 
outbreak of the European war, in 1914, of Great Britain, until that time the greatest 
oommercial nation on the globe, while our exports of merchandise last year were two 
and a half times as great as the maximum exports ever reported by Great Britain at 
any time in her commercial history. 

Our ~owth in bankin~ power has fully kept pace with our industrial and commercial 
expaIlBlon, and at this tIme it is estimated at $50,000,000,000, or more than three times 
the total banking :{lower of the whole world in 1890. It is amazing but nevertheless 
true that the banking power of the United States has grown more in these past seven 
years than in the entire century and a quarter which elapsed from the adoption of 
the Constitution in 1789 down to the year 1913. 

We have been swiftly transformed from a debtor nation, owing to the rest of the 
• world, as we did in 1914, some four or five billion dollars, represented by securities 

and debit balances, into the world's greatest creditor, holding the demand obliga
tions of foreign Governments for more than $10,000,000,000, in addition to several 
billion dollars due to our merchants, bankers, and investors by the banks and business 
men of the most solvent nations of Europe and South America. . 

The total resources of the national banks of issue of the leading countries of the 
world-including the Bank of England, the Bank of France, the Bank of Italy, also 
the great national banks of Spain, of the Netherlands, Belgium, Norway, Sweden, 
Denmark, Switzerland, Rumania, the Imperial Bank of Japan, the Reichsbank of Ger
many, and the Austro-H ungarian Bank-now aggregate, at the normal rates of exchange, 
approximately $51,000,000,000; but at the exchange rates which prevail at this time, 
the combined resources of all of the national banks of these 14 leading countries of 
Europe and Asia are worth in American money less than $12,000,000,000, which is 
about one-half of the resources of the national banks of the United States alone, 
exclusive of the resources of our Federal reserve banks, about $6,000,000,000, and of 
our State banks and trust companies whose resources amount to over $26,000,000,000 
additional. This means that the assets of these foreign banks show a depreciation in 
value, as compared with the normal exchange rat.e of nearly $40,000,000,0000. 

While taking the leading part in the commercial, the banking, and industrial affaire 
of the world, our people, rich and poor alike, have also distin,,<>'Uished themselves for 
high altruism, and have now the deep satisfaction of having given away for the relief 
of human misery and human suffering---and in aid of our own and our allies' fighting 
men in these several soul-stirring years through which we have just passed-sume 
vaster than any people have ever before raised and contributed in so short a time for 
the relief of mankind. During these past three years we have poured out to the 
hungry, the sick, and destitute abroad through the American Red Cross and one or 
two other like agencies alone nearly as much as the whole of the resources of the 
great Bank of England a little while before the beginn~ of the World War in 1914. 

The tremendous impetus which was given to industrlal development here by the 
European war and the insatiable demand arising from the absolute need for 
American products of all kinds, food, equip~ent, and munitions, regardless of cost, 
brought about a price inflation and expansion, resulting in unprecedented increase in 
wages and profits which sound economists believed could not continue without lead
ing ultimately to explosion and collapse. Through many months past the best 
thought of statesmen, economistsJ and financiers has been directed toward the prob
lem of replacing our business ana industrial interests on a solid and enduring basis. 
The deflation and subsidence in prices are proceeding by orderly and satisfactory· 
steps and methods. If we will continue to act on wise counsel a.nd keep clear heads 
and steady hands,. we can and will avert a panic or crisis like those ~ hich have in the 
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P8l!t followed periods of wild prosperity and excessive business activity. The fact 
that deflation is gradual, marked by ocC8l!ionai pauses, is the best possible evidence 

. that it will proceed safely. A process of change involving many billions of dollars, 
a hundred millions of our own people, and, less directly, all the nations of the earth 
must be smooth, slow, and steady to avert a cr8l!h. 

We need the prospective o.f history to enable o.ur people to realize fully their lIplen
did financial achievements o.f the past six years. It was the United States o.f America. 
which not only provided all of the money needed to mobilize, equip, and feed its 
o.wn Army and Navy of 4,000,000 men, o.f whom 2,000,000 were fighting 3,000 mile. 
from home, but this country also, by its financiJ1.l aid to England, France, and Italy 
prevented the defeat o.f the Allies. They would have been unable to continue the 
war but for American money, so liberally and promptly put at their service. I 
remember vividly the earnest statement to me by the then Bntish ambassador, Spring
Rice, 800n after we entered the war, that if our country should not continue its finan
cial assistance and maintain in the money markets of the world the price of sterling 
exchange, the Allies would be obliged to surrender. He waruinglyadded, "It will 
be our time to go first, but yours next. 

In the three years from our entrance into the war this country raised for itself and 
its allies thirty-eeven and one-half billion dollars, about one-third by taxation and 
two-thirds by the sale of bonds and short-time notes. Present indications are that 
within the first two. years from the signing of the armistice, this Government will have 
reduced its debt from the highest point by two., if not three, billion dollars. In other 
words, we will. in two. years have paid off an amount almost equal to the total debt 
of the United States at the close of the Civil War, then at the highest point since the 
formation of o.ur Government. • . 

The total amount o.f Liberty bonds and Victory notes placed by this country was 
about twenty-one and one-half billion dollars, the balance of the Government debt 
being made up of short-term certificates o.f indebtedne88. The records of our national 
banks show that at the beginning of May, 1920, the amount o.f Liberty bonds and 
Victory notes owned by them, plus the amount upon which they were making loans, 
was only $1,940,000,000 .. 

If we &88ume that the State banks and trust companies of the country hold an 
equa.! amount of these securities for investment and as collateral, it would appear 
that the aggregate amount of Liberty bonds and Victory notes now owned by investors 
upon which no money is being borrowed in the banks, reaches the huge total of 
$16,000,000,000. This vast sum. therefore, represents savings of the American people 
which the." have invested in Government securities during these past three yea.ra 
exclusive of the enormous investments which they have made in the same period in 
other securities and enterprises. 

I believe that the banks of our country, both national and State, are now fully pre
pared to meet any strain or shrinkage in busine88. The Federal reserve system, with
out which it would have been impOBSible for this country to have financed itself or 
the Allies, and without which the war would have been lost to u&-involving miseries 
which bame imagination and would have been protracted through generations-is 
o.perating smoothly and most efficiently, with the gathered and accumulated experi
ence of the past five and one-half years. 

I am happy to be able to say to you that I see no. clouds upon the horizon to justify 
fears o.f a financia.l cyclone, but we can not count upon enjoying fair weather forever. 
There will neceBBarily be some stiff breezes, perhaps some stormy weather, but none 
that we ca.n not safely endure by adjusting our sails and holding firmly the helm. He 
is a foolish ca.ptain who fails to reef when weather signals and barometer tell of squa.IIs 
coming. 

Much has been said in the newspapers recently of alleged .scarcity of money and 
credit, and grave fears and doubts have been expre886d regarding the ability of the 
banks of the country to furnish the funds which will be required in the next few 
months for the movement of the crops. The popular idea is that the money needed 
for crop movement may be obtained only by loans and accommodations from banks, 
national and State. I am not in a position to give you full figures as to State banks 
and trust companies, but I have figures in regard to the national banks, which I think 
throw much light upon the rresent situation. 

The loans and discounts 0 the national banks of the country at the time of the last 
reports from all banks, just a year ago, amounted to something o.ver $11,000,000,000 
as compared with about $7,000,000,000 of loans and discounts in State commercial 
banks and private banks; $3,000.000,000 of loans and discounts in mutual and stock 
savings banks, and $4,000,000,000 of loans and discounts in the trust companies. As 
the loans and discounts in the national banks therefore represent so large a proportion 
of the total, I think we may be jURtified in assuming that the figures as to the national 
banks are typica.l of general banking conditions. 
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An a.na.lysis recently made of the loans and discounts of all the national banks. of 
the country, as reported at the time. of each call for the past 50 years, brings out the 
difference shown between the third call for statements of conditlOn, usually in June, 
and the fourth call, usually in September or October. This interval is the active 
period of crop moving, supposed to be the critical time of the year. For the past 
50 yeais the loans' a.nd discounts of the national banks have shown between the sum
mer and autumn calls the following average annual percentages of increase for each 
of the five decades: 

Per cent. 
From 1870 to 1880, average yearly increase in loans and discounts .............. 1.5 
From 1880 to 1800, average yearly increase in loans and discounts ............... 2 .. 3 
From 1890 to 1900, average yearly increase in loans and discounts...... . . . . . . . . . .:4. 
From 1900' to 1910, average yearly increase in loans and discounts....... . . . . . . .. 2.2 
From 1910 to· 1920, average yearly increase in loans and discounts....... . . . . .. .. 1. 5 

It is 0.1£10. worthy of note that in years of financial panic or special money pressure 
the loans and discounts of the national banks instead of increasing in this particula.r 
period of the year have usually shown an actual contraction. For example, in the 
year1884, between June 20 and September 30, there was a red'l'lction in loans' and dis~. 
counts in the national banks of 1.9 per cent. In the panic year 1893, between. July 12 
and October 3, there was a shrinkage of 8~8 per cent. In 1896, between July 14 and 
October 6, there was a decline in loans and discounts of 4 per cent. In 1914 between 
June 30 and September 12, there was a shrinkage of 0.5 per cent, and in 1918, the last 
year oftha war, between June 29 and september 1, there was a shrinkage ofOA per cent. 

The present indications, unfortunately, are that some of the principal crops of the 
current year are likely to be less abundant than in 1911r, and as prices are also showing 
a declining tendency, the amount of money necessary to move the crops this year 
s!ould be proportionately reduced. 

The primary function of the reserve banks as originally designed was to provide an 
agency which could furnish credit and currency in times of financial emergency, or in 
periods of the year when additional funds were necessary for the movement of crops or 
to meet the legitimate demands of expanding business. Until the creation of the • 
Federal reserve system, and until Secretary McAdoo, just before this system was in· 
augurated, deposited Government money In the banks to help move the crops, the 
only means the banks had for providing funds for special emergencies was by borrowing 
through loans and rediscounts of other banks which might happen to be better supplied, 
or by drawing upon their reserves, principally carried with the national banks 1n the 
reserve citieS. For some years prior to 1914 there had been no opportunity for increas
ing the circulating currency by issuing more bank notes because of the scarcity of the 
old issues of·Government bonds, nearly all of which had been retired, except those 
which were already deposited as security for bank circulation. 

Let us now consider the extent to which the banks,on their part, have met the de
mands upon them by borrowing money from other banks. The records of the comp
troller'soflice show that the total borrowings of all the national banks of the country for 
the 50-year period prior to 1913, both.on notes rediscounted and on bills payable, had 
never exceeded at the time of any call for reports of condition $100,000,000; the maxi
mum of 100 millions being reached at the time of the fifth call in 1907 for reports of 
. condition, after the panic in October of that year. By November, 1908, the total 
borrowings of all the national banks on notes rediscounted and: bills payable had been 
reduced to 39 millions. In the summer of 1913 the ~te of-notes rediscounted 
and bills payable again went up, this time to $108,000,000 at the time of the August 
call. In 1914, after the outbreak of the European war, the total amo.unt of bills payable 
and rediscounts of all national banks reached $162,000,000-the highest that had ever 
been recorded prior to the inauguration of the Federal reserve system. 

During the year 1915, after the opening of the Federal reserve banks; the maximum 
borrowing of all the national banks was 105 millions, at the time of the September 
call. In 1916 the highest borrowing of the national banks on notes rediscounted and 
bills payable was $91:,000,000, in September of that year .. 

The records show and it is worthy of note, that the national banks of the country did 
not avail themselves of the discount facilities of the Federal reserve system to any 
material extent until the first Liberty loan was placed in the summer of 1917-two 
and one-half years after the opening of these banks. 

In the year 1917 the first and second Liberty loans were placed, reaching a 
total of nea.rly $6,000,000,000, but the maximum borrowings by national banks at 
the time of calls that year, including all advances from the Federal reserve banks 
were reported, il). December, at $741,000,000. In 1918 the third and fourth Liberty 
loa.ns aggregating over $11,000,000,000 were floated, and the borrowings from the 

. Federal reserve and other banks at the time of the December call, in 1918, had in-
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creased to $l,3S0,ooo,ooo."Tbe Victory notes for $4,500,000,000 were placed in 1919, 
and the borrowin/!8 of the national banks from the Federal reserve and other banks 
advanced from 1.380 million in December, 1918, to the then maximum of $1,911,000 
in December, 1919, of which the far greater part was borrowed on notes secured by the 
'lfar bonds. 

It is also distinctly reassuring to contemplate how comparatively small has been 
the expansion, which the placing of these huge bond issues has involved, in the loans 
and discounts made to their customers by the national banks during the period in which 
the Government was thus marketing and collecting the proceeds of $21,500,000,000 
of Liberty bonds and Victorv notes, and several billion dollars additional of short 
tenn certificates of indebtedness. Although these vast transactions were carried 

-throu~h in a time of extraordinary business activity, yet the increase in the loans 
and t1iscounts of the national banks, excllL.-';'ve of rediscounts, in the three years be
tweell May 1, 1917, and Mav 4, 1920, was only about $3,500,000,()()(}-less than 15 per 
cl'nt of all Government securities placed in this period. 

At the present time the total amount of money which all the national banks of the 
country are borrowing on notes rediscounted and bills payable, from the Federal 
J'e8l'n'e banks. and from all other banks, is only about $2,000,000,000. As thaEe 
national banks now, themselves, own only about $'1.000,000,000 of Liberty bonds and 
\'ictorv notes and are holding, as stated, approximately one billion additional as col
lateral; it is apparent that, if by any means the Government should take over or re
deem the $2,000,000,000 of liberty bonds and Victory notes owned and held as collat
eral by national banks, these banks would be able to discharge practicallv all their 
loans ohtained from the Federal reserve banks and from all other banks. These figures 
are indicative of the stren,,<>th of the banks at this time, but there is neither need nor 
probability that the Goyernment will redeem its bonds in the immediate future save 
by purchases in the open market, and through the operations of the sinking fund, as 
provided bv law. 

The striIdng feature of the situation is not that the banks of the country should ha"e 
become as much indebted to the Federal reserve banks as they are, but that they should 
have been ahIe to handle these gigantic transactions during these past three years so 
easiIv and so comfortably, with 80 little inflation, and with such comparatively small 
borrowings, when we consider the unprecedented size of the bond issues which were 
sold and collected for through our banks, both National and State, from 20,000,000 
buyers. . 

1t will probahly be surprising, and certainly reassuring, to the public to know that 
at the time of the last call for statements of condition, the 4th of last month, 4,596 
national banks, out of a total of 8,000, reported that thev were not borrowing one dollar 
from their Federal resen'e banks either through notes rediscounted or on bills paJable; 
the total number so borrowin~ l;eing less than 42! per cent of the whole. 

The Government financing IS now practically completed and the Nation is reducing 
instead of increasing the public debt. With the declining tendency'in the ,Prices of 
commodities, now visible in many directions, with the quieter tendency lD many 
classes of business, there are cumulative reasons for expecting a gradual and healthy 
reduction of the indebtedness now due bv the member bllIlki! of the country to the 
Federal reserve banks and an early return to more normal financial and industrial 
con,litions. 

In vie\\' of the apprehension which has been expressed as to a possible shrinkage in 
bank deposi ts between the summer and autumn calls, incident to the harvesting of the 
crops, it may be interesting to you to learn first, that in the amount of deposits held 
by national banks for otber national banks in the past half century there has been an 
increase between the times of the summer and autumn calls for reports of condition 
allJlO'.!t ae frequently as there has been shown a shrinkage. Increases are reported in 
22 years and reductlOIll'in 28. Secondly, the individual deposits in the national banks 
of the country for the past 50 years have far more frequently increased than they have 
declined dunng the period while bankinlf resources have heen drawn upon to furnish 
the crop-mo\"in~ fund. In 30 :years of this period the individual depol!lts of national 
banks actually lDcreased, and lD only 20 years of this time did they show a decline. 

For reasons which I have endeavored to explain to you here in some detail, the 
probabilities are that the demands upon the banks for funds for crop moving purposes 
this year will be less than last year and less than for several years past. But if this 
anticipation should not be fulfilled, and if the member banks should make larger calls 
than ever upon the Federal reserve banks, these will be abundantly able to meet any 
legitimate demand for which human foresight may provide. 

I have shown you that the largest amount the national banks of the country ever 
borrowed in anyone year through rediscounts and bills payable prior to 1913 was 

58589-21-" 18--2 
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$100,000,000. "Without reducing their resen-e limits v.-hkh, Ullder the law, the Fed! 
eral Reserye Board has the right in its discretion to waive. the Federal resen-e bank! 
showed la..<tt week an Ullused lending pov.-er of more than $700,000,000, and by reducing 
the gold resen-e requirements by only 10 per cent on deposits and on notes this addi
tionallending rov.-er could be increased to two and a half billion dollars v.-hich, added 
to the $"2,000,000.000 already loaned (mostly on war issues) would bring the total 
lending power of the reserYe banks up to about four and a half billion dollars, or ~ 
times as much as the DllL.Umum amount which the national banks of the country 
(comprising a yast majority of the membership of the reserve system) eyer borrowell 
at anyone time prior to 1913, as disclosed by the official records, and far more than 
they are likely to"avail of for a great many years to come. 

The abounding prosperity and strong condition of the business houses of this country 
gener-allyare vi..-idlyillustrated by the oaicial record of yearly commercial failures III 
compiled by the mercantile agencies. These reports tell us that the number of busi
nes;! failures in the L" nited States for la.<tt year, 1919, was actually the smallest in about 
40 years, or since the year ISSI, despite the fact that the total number of busines! 
hoUge6 has more than doubled in that time. 

Furthermore, the percentage of bn;,-in~ failures to the total number of business 
houses in the country for the year 1919, following in the wake of the greatest war in 
all hit,-tory, 1rIIIl the lowest reported for any year since the Civil "War, and the total 
liabilities of the failed busin~ concerns in 1919 were also the lowest, with one ex
ception, of any year since IS82. These figures are encoura"oing and are reflected in 
the reduced loas€'o3 accruing to the banks, and in the unprecedented pI09peritv of 
these banks-for the records prove that our national banks have enjoyed a far greater 
increase in net earnings in the past six yea~ than in the entire 40 preceding vears. 

In conclusion, I have the pleasure of sa)ing to you that 80 far as can be foreseen 
now with known conditions, from the actual figures of the present and study of the
pa.st, the banks of the L"nited States are at this time amply prm.ided to meet any 
Imaginable emergency. Kot only the cash and other resources in sight, but the 
character and methods of our banking community and iraternity give me confidence. 
I think our bankers are n,ot only sure of the machinery of the system, but surer than 
eyer before of their own institutions, of their IIBBOCiates and connections, near and 
far, and of the country. I haYe something of the feeling of that good Kew England 

• hou...oewife, of whom I spoke a. v.-hile 8,,00, and after whom you seem to have patterned 
80 faithfully and loyally, when she could look about her satisfied that her house was 
in order. 

Gentlemen, let me thank you a"oain for the honor you did me in asking me here; for
the pleasure you haye given me with the opportunity to be among vou; for the patience 
with which you have heard me. I conf~ to beIDi a proud enthUsiast on our Ameri
can banks; and when I begin to think of them, write of them, or speak of them, it is
a little difficult for me to find a stopping place. I am ready to stop now in a moment. 
I do congratulate you Maine men particularly, on the greai record of your own banks, 
both State and Xationa!. Then I COll,,"1'8tulate vou as citizens of the ('nion, on our
general financial condition, and on the ma"anificent showing of our :Kationa! and 
Federal reserve banking svstems especially. Our country, through many tribula
tions and dangers, has come from poverty, extreme weakness and obscurity to wealth, 
power, and the foremost place among the nations, to strength and power and greatness 
beyond the conception of the most ardent dreamer who landed on these shores three
centuries a"oo. "Thank God and take coura"oe," they would have said. It is for us, 
too, to thank God, to enlarge our coura"oe, to fix our faith in America and the American 
people, to feel we a.re on granite foundations, to realize that we have the huge strength 
to do the hu"oe tasks before us and to set our faces to them and go right on. 

Ag=~:.]:~ :~~:cio~~~~~fJ::r;.J:::f ~~:~~~~r:~ ~f!:t~~~=~~ro~8~ 
of tbe (jnited StateS Railroad Administration, before the convention of the People's Reconstruction 
League,at Wa$hinglon, D. C., Apr. IS, 19"1l.) 

"V.-HAT COli GRESS SHOULD Do." 

Mr. Chai..rman and members of the People's Reconstruction League, it is no mere 
form of words when I tell you that I thank you for inviting me here to speak. I am 
~lad of the opportunity, becBuse eight years of experience and observation behind 
the scenes in the financial department of our Government have taught me much and 
formed for me thoughts and OpiniOIlB which, if time allowed-fortunately for you it 
does not-I could pOur out here before you through many hours. I venture to hope-
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that some of these Uioughta, results of what may be called expert training, may be 
Wlf>ful, at least 80 far 118 to suggest further Uiought among my fellow-eitizens. 

I am asked to speak on .. What Con"areae Should Do." There is a Federal law which 
requires the Comptroller of the Currency to include in his annual reports to the Con
gTe!II 8uch recommendations 118 he may think desirable for the improvement of our 
bankine and currency system, or to increase the safety of the depositors and holders 
of national bank notes and other creditors of our national banks: and in obedience to 
that law I have had the honor of submit~, in my annual reports as comptroller, for 
the past aewn years, many such recommendations. some of which have been enacted 
into law and others are still wai~. 

I shall be¢n my addre!s by adding in advance one declaration of what I think 
Congress should not do. As I am out of office and desire to stay out, you will acquit 
me of selfu;h motive when I expreee my strong belief that Congress should not abolish 
the office of the Comprroller of the Currency, as it is asked to do. Having held that 
post from February, 1914, to March, 19'21, I am peculiarly well qualified to judge of 
11.8 importance in our banking system, on the intej!titv and ability of which our sta
bility and general prosperity 80 greatly depend. But'more of that presently. 

IIECR£TARY 0, AGRICULTURB SHOULD BB BX OPPICIO KElIBER OF FEDERAL RESBRVE 
BOARD. 

One of the thinl!'8 that in my opinion Conl!1'el! should do is to make the Secretary of 
AJ!ricultuM, ex officio, a member of the Federal :S-Ve Board, and I would gh-e him 
!'utbority to deputize an AssL-tant Secretary of Agriculture to represent him at meet-
11lJ!'11 of the board which he may be unable to attend. This I believe to be desirable, 
ewn thoUj!h it involve a reduction in the number of appointed members. The Hon. 
F.. T. ).reredith, of Iowa, was one of the ablest and most uaeful directors of the Federal 
Res.>rv8 Bank of Chicago until he resigned to enter President Wilson's Cabinet as 
8et!retary of Aeric.ulture. If he had been a member, ex officio, of the Federal Reserve 
Board d~ the PL'4critical year, while he was Secretary of Agriculture, his services 
00 the board would have been invaluable. The Secretary of Agriculture is, or should 
be, a man who knows closely and thoroughly the needs and condition of the farmerq, 
the orlj;nal producers, the real mainsprinW! of our acti"ities and SOUl"Ces of out' strength. 
We are at a moment of reaction-reaction in this case. in the ri~ht direction. "Back 
to the farm" h8l'l meanin~ far wider than the return Of individuals from the cities to 
the furroW'S and fields. It means that the l'trongest and mOl!t earnest intellect of the 
country is being directed to the farm, and the fanner, and their requirements, and has 
been aroW!ed to the truth that uulesa there is fair opportunity and reward for the 
inyestment., intelligence, and labor of the man and woman on the farm, the halting 
of our Pr0gTe98 and the collapse of our power are inevitable. 

The agricultural inte~uiet, generally steady, inarticulate, scattered and 
unorganized and sometimes wasting strength, and losing cause by misdirected out
break and protest vainly vehement-bas not had the power, or the consideration to 
which its importance entitles it. That unhappy fact is being realized now as never 
before in three-fourths of a century. We see the curious and apparently contradictory 
condition that now when the city and town population, the first time in our history, 
outnumbers the country population, the welfare of the farmer is studied more zealously 
and its promotion sought more dili..oently than when the farmers outnumbered the 
urban residents five to one. The cities have been taught by strokes of adversity that 
they can not fatten and thrive while there is starvation and poverty on the farms. 
Therefore the presence of a direct representative of the farming people in the supreme 
council of the nation's financial management would be in exact accord with the trend 
of present-day political philO8Ophy and economic doctrine. 

KEY E)o-nTLED TO lIAIN CREDIT POR FEDERAL RESERVE ACT, WHICH IS DESCRIBED AS 
"THB GREATEB1' PRODUCT OF FINANCiAL AND POLITICAL GENIDS THE WORLD HAS 
ESOWX.~' 

If a real farmer or a man in real sympathy with farmers, and having practical 
knowledge of their situation, had been on Uie Federal Reserve Board, perhaps his 
intluen<:e and representations might have sayed that body from some of the errors 
into whidr, in my opinion, it has been led, or has straYed. .As you know, the Reserve 
Board forms and d~ts the policies and management of the Federal reserve system. 
That &vstem, I believe, to be the greatest product of financial and political genius the 
world has known, and the men who had the largest pa.rt in its creation and de\'elop
ment were: President Woodrow Wilson, William G. McAdoo, Secretary of the Treas
ury; Carter Glass, later Secretary of the Treasury; and at thll time of the passage of 
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the Federal reserve act chairman of the Banking and Currency Committee of the 
Honse of Representatives; and Senator Robert L. Owen, then chairman of the Bank
ing and Currency Committee of the United States Senate. 

WITHOUT FEDERAL RESERVE ACT THE WAR WOULD HAVE BEEN" LOST. 

The theory, conception, and purpose of the Federal reserve system are as near per
fection as the human mind can produce. I am earnestly sincere in declaring that it 
was one of the most potent means for saving this country and the world during the 
war, and that without it hideous dis~ster would have come upon us. I can recall 
numerOUB occasions durin\\" these past few fate.ful ~ears when without the aid of the 
Federal reserve system rum would have been mevltahle. 

But no machinery can operate su.:cessfully indefinitely without intelligent super
vision and direction. The finest watch must be examined, corrected, oiled, and 
cleaned sometimes. I think one mistake of the Federal Reserve Board, of which], 
officially, was a member, was in leaving the Federal reserve machine to operate to 
too great an extent automatkall~', regardless of special and exceptional circumstances 
and changing conditions. By that mistake farming communities and farmers and 
business men and others in all parts of the country have suffered. in mv opinion. 
I am jealous as any conservative business man must be of intrusive interference by 
Congress, or any political power, in commercial or financial affairs. Yet it seems to 
me some wrongs have been done and some unnecessary hardships inflicted by lack of 
regulation of the machinery, such as Congress could require and enforce, and by BOmp. 
changes make certain. 

HOW MONEY RATES IN NEW YORK CITY ARE ARTIFICIALLY MADE AND MAINTAINED. 

A primary purpose of the reserve system is to provide for the ebb, flow, and dis
tribution of the country's supply of money to meet the legitimate needs of the people 
and of commerce. Generally, that purpose has been fulfilled admirably. Some
times it has been impeded or prevented and troubles have ensued in consequence. 
For instance, when abnormally high rates for money for speCUlative or other pur
poses have been made and maintained in New York, the natural result has been to 
draw money from sections where it was needed for productive and constructive 
work to where it could earn extraordinary profits from the necessities of speculators 
and promoters. The farmer, merchant, or manufacturer in the West and South, 
and also elsewhere found money scarce at the 6 per cent, 7 per cent. and 8 per cent 
rates he could afford to pay, because New York wa. offering from 10 per cent to 30 
per cent. This tends to defeat the wise and beneficent purpose of the system. 

I used my official powers to investigate this subject as thoroughly as possible and 
made some astounding discoveries. The daily rates for call money, meaning money 
loaned on stock and bond collateral, to be called at will, are fixed daily by from five 
to eight members of the New York Stock Exchange, men also actively concerned 
in the purchase and sale of stocks, meeting informally at the exchange or consulting 
over telephones. They are responsible to nobody, under no direction. Their casual, 
hasty decisions not only affect the prices of money and stocks there---frequently 
meaning disaster or gain to hundreds of individuals and interests-but tend strongly 
to determine the movement and prices oE money and incidentally, to a greater or 
less extent, of wheat and other commodities-for more than a hundred million peo
ple. 

Perhaps it may be difficult to prevent this fixing of the daily money rate, and 
adoption of it, by all the banks in the financial capital of the country. The State 
of New York makes the sky the limit for interest on demand collateralloane for $5,-
000 or more. I respectfully suggest to the Congress that these burdensome and some
times destructive rates could lie largely, if not entirely, prevented by an amend
ment to the Federal reserve act which should provide that no Federal reserve bank 
shall loan money t.o a member bank which charges its customers as interest on any 
of its loans a rate in excess of what Congress may regard as a reasonable maximum 
rate. Many of the most successful banks in the country-both large and small
adhere closely to the interest rates fixed by law, and prosper while doing so. It 
has been suggested that the passage of such an amendment would result in the wi;th
drawal from the Federal reserve system of many State banks and trust <!ompames, 
which would refuse to accept such restrictions, but my answer is that I believe the 
system would be stronger and better off without those banks which think they can 
not exist or prosper without exacting usurious and unconscionable rate_ for money. 
I also believe that even without such a law, active, vigilant, intelligent administra
tion of the Federal reserve system machinery could prevent or limit such conditions 
and methods, which so greatly impair its usefulness and diminish its value. 
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"BUREAUMANIA" AND THE "CIRCUMLOCUTION OFFICE." 

Talking on this subject I shall be .forced to speak bluntly. I do not know that it 
is neCeB8ary for me to follow the recent example of another Comptroller of the Currency 
to regale and entertain you with colloquial convel'8a.tions quite as vivid and pic
turesque as thoae he employed so brilliantly, eo successfully. But it is proper for 
a maD talking to, and for, men who dig their lhings from the ground to call a spade 
a spade when necessary. 

I believe CongreBS should eo amend the Federal reserve act as to make it not only 
fool proof and crook proof, but immune from the disease which I coin a word to des
cribe as "bureaumauia. " That is the mauia so prevalent here in Washington, and 
at every other seat of Government, for trusting the official machinery to work auto
matically, insisting on inflexible routine, ;refusing to recoguize or imagine that the 
shifting and changin~ of conditions may require departure from established rules 
and precedents. It 18 not a new trouble. Dickens' description of the "Circum-
10cutlOn office" in London, written 70 years ago, reads like a photograph of one of 
our departments. Every civilized Government has been and is hampered in every 
emergency by "bureaumania." Victims of it lose initiativel human sympathy, and 
the capacltv for human interest in any event or person. TheIr thought is compressed 
in fixed uliform molds, each exactly like all the others. Emotions are diluted un
til hardly a trace of them remains, and faculties are congealed and atrophied. 

BANKS 'CAN NOT BE EFFICIENTLY SUPERVISED BY A "DEBATING ·SOCIETY." 

Early in my tenure of office I learned that the national banking system can not 
be properly watched, regulated, and governed from Washington merely by traditions, 
fixed rules, form letters, and" resp-ectfully referreds." Eight thousand banks repre
sent eight thousand, more or leBS, dIfferent personalities and conditione to be dealt with. 
With some of them the blunders of honest men must be corrected and ill consequences 
averted with generous and gentle consideration. With others arrogant defiance and 
disregard of the law, crookedness, or culpable carelessness must be met by stern 
rebuke. and, when necessary, prosecution. In my judgment attempt to operate this 
vast complex system either automatically or by a debating society of seven benevolent 
gentlemen, through usual bureaucratic methods, and without the direction of a vigor-; 
ous, thinking, understanding personality familiar with facts and problems outside 
official information, would be injurious certainly, 'disastrous almost inevitably. 

That this evil of "bureaumania" that would threaten our national banking system 
ha... already impaired the value of the Federal reserve system I believe strongly-my 
belief based on practical experience and the results of actual experiment. Using my 
privilege as an ex officio member, one of a total of seven members, of the Federal 
Reserve Board, I have filed protests as strong as I could make them against failure 
to use the board's power to correct or modify the wrongs and evils which I thought 
I could see very distinctly. I regret to say that my remonstrances and appeals seemed 
to create in the majority of my fellow members the mood of an old gentleman aroused 
rudely from a nap. 'fhey were more querulous than interested, seemed to be'more 
intent on constructing a snarling retort than on considering whether there was need 
of reform or correction. They had started the machine to work, strictly in accord 
with the law, and apparently considered their duty to be to let it work along, regard
less of what havoc or injustice it might cause or what unforeseen conditions might 
demand some tightening up here or loosening there, slowing down,. or oiling:' , 

EARNEST PROTESTS AGAINST BOARD'S FAILURE TO USE ITS POWERS TO. CORRECT PRESS-
ING EVILS PASS UNHEEDED. 

The ensuing correspondence was voluminous-more than 100 pages of typewritten 
matter. They seemed to me to dodge and evade the main issue by making complaint 
that the Comptroller. of the Currency's examinations of banks were too frequent or 
too infrequent, too rigid or too lax. As to that they were pI'omptly referred to·the 
official records for complete vi.n~icati?n of the met~ods and policies of the' comp
troller's bureau under my admmlStratIon. The offiCIal figures showed them that In 
the matter of immunity from failure, in growth, in earnings, and in service rendered, 
the record under the last administration was by far the best in the history' of the 
national banking system. For example, the percentage of losses to depositors to total 
deposits, last year was the smallest in about 40 years, except only the fiscal year 1919, 
when tlrere was not one dollar's loss to any depositor in any national bank in the 
United States, although the number of depositors was approximately 20,000,000 and 
the Bum total of their deposits about $16,000,000,000. , 
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It is obvious that the question of the examination of national banks was quite 
irrelevant to the grave matters of 'Which I complained in my corrl'Spondence with 
the board. such as (a) the rerilous swiftness of the process of deflation; (b) the artificial 
diversion to New York 0 hundreds of millions of doIlars, sorely needed elsewhefe; 
(c) the huge sums advanced to certain banks for use in promotions and speculations, 
and (d) the excessive and burdensome interest rates imposed upon so many banks 
in the West and South. The rate charged at one time by a Federal fl'SefVe bank, 
under regulations approved by the board, in one exceptional case to a small bank 
in a farming section amounted to more than 80 per cent per annum. 

These things seemed Wrong to me from my standpoint, as an ordinary working 
American business man, temporarily intrusted with certain official powers and 
duties. The majority of the board apparently was very much more concerned over 
my duties than their own, and judging from a recent letter from the board it saturated 
itself with some kind of a va.,aue suspicion that I was trying to "establish a record" 
at its expense-aa if I was a candidate for something. It did not seem to awake to 
the poasibility that I mi~ht be very seriously intent upon doing something to revive 
and help the business 01 the country and make our recovery as quick and painless 
and comfortable as possible. In this same letter I am informed, to my great aston
ishment, that the board does not perceive or comprehend the constructive sugges
tions I had so consistently urged, but it complains that I have attacked or criticized 
the board of which they appear to be acutely sensitive. If that were true, it seems 
~o me that the criticism should have caused thought rather than resentment. amend
ment if that were found to be justified, or definite contradictions if the facts and 
figures would sustain it. The truth is, I have offered a series of suggestions and 
recommendations, results of study and of conditions, some for the board itself, others 
to be put before Congress and for which the board's approval was .urged. 

NEW YORK RESERVE BANK LENDS AT 6 PER CENT TO MEMBER BANK, CHARGING CUS
TOMER AT SAME TIME EQUIVALENT OF 200 PER CENT PER ANNUM ON LARGE LOAN 
FOR SIX MONTHS. 

I am giving this outline of inside events to support my contention that Congress 
should take action to provide a.,aainat negligence, lack of ability. or stubborn disre
gard of the needs and rights of the public by the board or any future board. As an 
illustration, I knew that certain New York banks were borrowing from the Federal 
reserve bank, which means from the people of the United States, millions of dollars 
at 5 per cent to 6 per cent, and lending it at from 10 per cent to 50 per cent. and 
sometimes higher still. In fact, among others, I gave them one instance, an extreme 
case, where a certain large bank last summer borrowed money from its reserve bank 
at about 6 per cent per annum, and about the same time loaned a customer, the head 
of a large manufacturing enterprise, $1,000,000, well secured by collateral, of which 
loan about $500,000 was passed on to correspondent banks (without liability to the 
selling bank) at about 12 per cent per annum, and $500,000 of the loan retained on 
a basis of interest and commission which yielded the lendin~ bank about 200 per 
cent per annum, on its net outlay, the whole loan being paid m full in six months. 
When that 200 per cent transaction was referred to in a meeting of the reserve board, 
one member, to my amazement, was disposed to condone or defend it on the groundl as he expressed it, that "the banks all charge such rates, more or less." I resente<1 
his imputation ullon the banks of the country, and I am happy to say that his opinion 
can not be sustamed, for the vast majority of our banks, of which I am informed, 
conduct their business on a very different plane, and would not be guilty of exacting 
such extortionate rates of interest as I have here referred to, which might well bring 
the blush of shame to Shylock's cheeks. 

BOARD CAN NOT ESCAPE NATURAL CONSEQUENCES OF POOR ADMINISTRATION OF A 
GREAT SYSTEM. 

In a letter to the board t February 19,1921, in commenting upOn the exaction of the 
200 per cent per annum mterest from a customer by a member bank to which the 
reserve bank was at the same time lending at about 6 per cent, I said: 

"Is not this incident another strong argument in favor of the recommendation which 
I have recently made to Congress that banks obtaining accommodations from reeerve 
banks should be prevented from charging their customers more than a reasonable and 
moderate advance above the rates they pay to the reserve banks?' 

* * . * * • • • 
" Eyery busineBB man knows that the inevitable,losical results of such unscrupulous 

-extortion. as these here brousht to your notice is ruID for the victim of them. The 
crash which the banks exacting such tribute-with the unconscious assistance o[ the 
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Federal reserve bank-created to conserve and protect our commerce and finances
did 80 much to precipitate, might have been far-reaching. ·It might have thrown 
thousands of employees out of work, forcing distress on their families and destroying 
their power to buy from our merchants and manufacturers and pay their rent to real 
estate owners. It would have added very seriously to the dangers to our welfare 
already existing. - . 

"The Reserve Board can not with impunity condone or sit silently by While its 
funds are being used for wrecking purposes. It may make itself, it seems to me, 
particeps criminis, accessory before and after the fact." 

Furthermore, the 200 per cent transaction referred to above was a time loan, and in 
direct violation of the nsury laws, even in the State of New York, But the penalties 
provided by statute were not enforceable by the Comptroller of the Currency. Action 
In such cases has to be brought by the borrower, but as the victims in nsurious transac
tions are generally reluctant to brin~ proceedings against banks for fear of being shut 
oll from further credit, offenders ordinarily go unpunished. In my last annual report 
I again urged an amendment to the bank act, which I had recommended in several 
previous reports, to authorize and direct the Department of Justice to bring suit 
against offending banks guilty of usury-and I think the amendment should also 
include all banks which are members of the reserve system-upon information fur
nished either through the Comptroller of the Currency or other sources. Such a law 
vigorously enforced would be of inestimable value to the country. 

CERTAIN MEMBER BANKS BORROW HEAVD.Y FROM RESERVE BANK WHILE LENDING 
LARGE AMOUNTS TO THEIR OWN Ol!'l!'ICERS FOR SPECULATIONS IN STOCKS AND BONDS. 

In formal communications I made it quite clear to the Federal Reserve Board that 
certain favored institutions, to which a certain prominent Federal reserve bank had 
banded out enormous sums of moner, were employing their funds largely in the pro
motion of speculations of divers kinds; and I called attention to various instances 
where the executive officers of certain large debtor member banks were borrowing 
heavily from their own banks for their speculative ventures and hazardous promotions 

- and were also obtaining money from other banks to which the Federal reserve bank 
was advancing large sums. The reserve bank making these huge, and often, improvi
dent, loans was itself borrowing, at times, heavily from other Federal reserve banks, 
far and near. 

In my last annual report to the Congress, in urging an amendment to the national 
bank act, to prevent bank officers from borrowing from their own banks, I said: 

"Cases from time to time come to light where important banks to which are intrusted 
millions of dollars of the funds of depositors are found lending the funds of the bank 
in large sums to practically all their senior and junior officers-president, vice presi
dents, cashier, and assistant cashiel'lt-1md while they are extending these large and 
excessive accommodations to their own officers, directly and indirectly, largely for 
speculative ventures, the banks are themselves borrowing heavily from the Federal 
reserve bank of their district." ' 

HUGE LOANS GRANTED ON EASY TERMS TO BIG MEMBER BANKS CONSPICUOUS FOR 
SPECULATIVE OPERATIONS, WHILE SOME OTHER MEMBER BANKS SUl!'l!'ER AND PAY 
EXTORTIONATE RATES. -

Another phase of these loans made by member banks to insiders, on stocks and bonds, 
is what has been called the "family" rate, charged by certain banks to their own offi
cers, and officers of other banks who may be expected to reciprocate, and which rate 
is materiallr leBB-tlOmetimes less than half-the rate charged other less favored 
customers. It is quite impoesible to justify practices prevailing in some of the banks 
which have received, at easy rates, the largest indulgences from the reserve system, 
while smaller banks have been skimped, and .taxed unconscionably on the far less 
advances grudgingly doled out to them. 

More than a year ago, on January 28, 1920, I warned the board, by letter, against 
- concentration of the funds of the Federal reserve system for use in speculative opera

tions and promotions I. and expressed my strong-disapproval of certain conditions to 
which I specifically airected their attention. 

In another letter to the reserve board under date of February 19, 1921, I said: 
"The manner in which certain New York banking institutions have borrowed 

enormous sums from the Federal reserve bank of New "York at rates of from 5 per 
cent to 7 per cent and have taken advan~e of the necessities of needy borrowers, in 
trying times, by 'accommodating' them WIth time mOlley at rates, in some instances 
as-higD. as 50 per cent per annum, and in at least one instance about 200 per cent per 
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annum, is, in my opinion, uneconomic, unsconscionable, and barbarous, and I am 
not willing, as far as I am concerned, to have such operations paBB unnoticed or with-
out protest. . 

"Our reserve board will not hereafter be able to escape heavy public censure on 
the excuse that it was not advised of the details of such transactions." 

RESERVE BOARD AND RESERVE BANKS SHOULD EXERCISE CLOSER SUPE~VlSlON AND 
CARE IN DISPENSING FUNDS OF RESERVE SYSTEM. 

The Federal Reserve Board, as I understand, claims that it is not within the duty 
or the power of either the board or the officers of the New York reserve bank to prevent 
this abuse and misuse for extortionate private gain of the faciliteis for safety and 
convenience of all the people, provided by the Government. I say that if the authority 
does not exist, it should be provided by act of Congress. I know enough of the practical 
facts of banking to know that it is also always pOBBible for a bank to restrain a borrow
ing customer-big or little-who is borrowing more than his share or using what he 
borrows for purposes improper or detrimental to the public welfare. But the instances 
I have cited, in my correspondence with the board, prove that the board and the 
reserve banks should be given specifically the power, if they lack it, and they should 
be specifically required to use it. 

But it is useless and foolish to contend that our Government is impotent to forbid 
diversion of money supplies it provides so liberally, through the issue of its federal 
reserve notes and otherwise to maintain general prosperity, to hinder that prosperity 
and enable powerful individuals to fatten their purses without risking a dollar of their 
own. It is indisputably true, as I have stated, that banks have borrowed heavily 
from Federal reserve banks and used the funds so obtained to promote speculative 
undertakinlr' of their own officers, as well as for customel'B-ilOmetimes b:y the use of 
"dummies' -to amounts far in excess of prudent limits, or even the limits fixed by 
law. I contend, and shall continue to contend, that the duty of the Federal Reserve 
Board or the directors of the Federal reserve banks is to call imperative halt on such 
dangerous and unlawful habits, and if that duty, for any reason, 18 neglected, Congress. 
should find others to assure its performance. 

BOARD APPROVED "PROGRESSIVE" INTEREST POLICY UNDER WHICH AS mGH AS 87t 
PER CENT PER ANNUM INTEREST WAS CHARGED MEMBER BANK BY A FEDERAL 
RESERVE BANK. 

Many weeks ago I urged the board very earnestly to suspend, in all districts, the 
so-called "progressive" interest rates wlllch were working serious hardships upon 
many small banks which could least afford the exactions imposed. My attention 
had been called to a little national bank in the cotton section of Alabama, which, in 
September, 1920, in the height of the cotton-moving season, was straining its resources 
and credit to aid its community and assist its customers, 85 per cent of them farmers 
and cattle raisers. That country bank was charged by its reserve bank under the 
"pro!!l'essive" plan from 6 per cent to 87t per cent per annum. The average rate 
which it paid the last two weeks in September for the advance of $112,000 was about 
45 per cent. The excess interest above 6 per cent which was charged this small 
bank for that two-weeks' period was equivalent to more than 7 per cent dividends 
on the bank's capital stock for a whole year. I do not know how many other cases 
of extortionate interest charges there were, but there were others, and there should 
be none. 

The record shows that on February 4, 1921, in a letter to the board referring to the 
extortionate interest rates charged by reserve banks to member banks in certain 
districts, I said: 

"If you care to call for them, the records of the reserve banks, I am advised, will 
provide you too many instances of the exaction of these amazing and ruinous rates. 

,COMPTROLLER'S MOTION TO LIMIT RATES CHARGED MEMBER BANKS BY ALL RESERVE 
BANKS TO 10 PER CENT VOTED DOWN BY BOARD. 

"I trust that the board may determine that a safer, sounder, and more humane 
policy will be to lend member banks as much as discretion will allow at rates in no 
event in excess of 10 per cent per annum (as was contemplated in the resolution 
which I had the honor to offer recently in the board, but which was voted down at 
the board meeting of the 2d instant), and when that line has been reached refuse them 
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further accommodation'-eertainly not impose upon them 'interest rates which are 
merely aids to suicide ... 

• • • * * * * 
.. The practical meaning of this is that the bank" (which had been charged the 87l 

per cent per annum interest) "was driven to choose between permitting the ruin at 
dependent customers on the one side, and on the other side putting itself in serious 
danger while trying to save ita clients of having surplus and perhaps capital wiped 
out by the exorbitant interest charges exacted by the reserve bank . 

.. The superinterest charged this little bank, in excess of 6 per cent per annum for 
the two weeks ending September 30 last, was ~o exorbitant that if kept up it would 
in less than a year have eaten up the bank's entire capital and surplus and rendered 
it inoolvent." 

The hoard claimed that the "average" interest charged by the reserve bank on 
all loans to all member banks in the district referred to was not high, but this is a 
poor conpolation to thOPe member banks from which were exacted killing rates, which 
certain victims in some districts expired in paying, as, for example, in Colorado and 
in Texas. It should be said to their credit t.hat certain Federal reserve banks, in
cluding the reserve bank of Atlanta, had, formally or informally, urged the board 
in tbe summer of 1920 to give them permission to adopt more liberal policies, especially 
with respect to loans on Liberty bonds, but their requests were refused, the board 
alleging technical objections. 

I am gTatified to be able to add that the "progressive" plan;,n the Atlanta district 
under which the 87; per cent interest charge W88 made, was suspended two weeks 
after the governor of the board had received my letter of October 18, 1920, in which 
I had urged general reconsideration and revision of "the plans and policies which 
have aided in bringing about deflation." I had also warned the governor in the eame 
letter that "if this is not done speedily I am fearful as to the consequences which 
mavellBue.'J 

When my motion, however, to abolish the "progTessive" interest rate in the other 
districts in which it was then still in force, or limit it to 6 per cent per annum, was 
refused bv the board in February, I sought to provide that in no case should a reserve 
bank undl>r that plan charge a member bank interest exceedin~ 10 per cent per 
annum. But this motion was aleo rejected. The "progressive" lDterest plan as it 
has been operated in some sections exactly defeats one of the chief and best purposes 
of the Federal reserve svstem, which is to prevent congestion of money at the centers 
and scarcity in the agricult.ural dist,ricts when needed to gather and moye crops. I 
tholl~ht the suggestion for a suspension or modification or reasonable limitation of the 
progressive rate in all districts, as well as in those where it had already been discon
tinued, was di"tinctly constructive. I think now that Congress should enact an 
amendment to forbid such exactions resulting from misunderstandin!tf3 or bad judg
ment or lack of sympathy with the plight of small banks and those they serve. 

I am bound to say that so far as I can judge from the correspondence; neither the 
burdens put on small banks in the agricultural districts nor the enrichment from 
Government funds of the big banks in the centers, interested the majority of the 
Federal Reserve Board so much as the alleged too frequent or too infrequent exam
inations of banks by the comptroller's bureau, my own motives in raising these 
annoying questions, the Dames of persons to whom I had given copies of my remon
strance, and the tremendous issue as to whether or not I should be furnished with 
copies of stenographic reports of certain meetin"as of the board, which minutes the 
board has apparently decided to keep secret and, as they have stated solemnly, 
"under seal." 

,TIlIIF. WASTED IN ·tRIVIAL DISCUSSIONS IN BOARD. MEETINGS; IMPORTANT MATTERS 
OVERWOKED OR SIDETRACKEp. 

I was about io 'for~et the other great disturbing question-,-the number of board 
meetings I did and did not attend. I confess my absences from the board (but not 
from the comptroller's office) were frequent, although I probably averaged two or 
three such meetings per week. I really felt that I could employ my time more use
fullv than in attending board :palavers and in listening to discursive discussions, 
begInning nowhere and ending lD 'precisely the same place, conducted by eminent 
gentlemen. Probably our board 18 not exceptional in this weakness. The New 
York Herald only yesterday, in opposing editorially the addition of another member 

. of the Cabinet, described perfectly the situation as I sometimes found it. 
The editorial says: "Any man, though he be a steam engine for work and a wonder 

f or achieving results in the world of affairs, knows how perfectly hopeless it is to get 
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.anything worth while done by a large committee. The beginning and the end of its 
functioning is nearly always talk. Pretty much everything in between is talk. De
cisionis postponed for conversation, and accomplishment is sidetracked by debates." 

A great statesman gave us the axiom, "Battles have been won by fools and cowards, 
but never by a debating society." I am so much of an iconoclast and so thoroughly 
broke to the habit of trying to do something practical that even eminence does not make 
futility interesting. . 

The intensity of the intellectual activities of these board convocations may be 
judged from the fact that on February 14, 1921, I received a notice that the board on 
February 10, 1921, four days previous, had decided to take action and make a report 
relative to a somewhat energetic and, I thought, important communication I had 
addressed and forwarded to it, from a distance of about 25 feet, on December 28, 1920, 
44 days previous. The conclusion reached by this solemn consultation was that I be 
asked or required to supply the board with names of persons to whom I had given copies 
of my letter, so that the executive committee might be in a "position" to "formulate 
its report" to the board. 

COMPTROLLER URGES PUBLICITY FOR CORRESPONDENCE REGARDING BOARD'S POLICY 
AND MANAGEMENT. 

What on earth the names or numbers of persons to whom I had given these copies 
had to do with the board's process of incubation, or how such information possibly 
could effect the qualify or quantity of the hatch, I never have been informed, although 
1 very earnestly demanded in two separate letters to have it explained to me. My 
clear inference from all the circumstances wss that if the board had not caught rumor 
that eyes other than mine and theirs had seen my communication the keen interest 
they began to manifest in the subject would not have been aroused. Let me add 
that in a letter to the board, March 1, 1921, I said frankly: 

"I will be glad to have the whole of my corresI?ondence with the board made public, 
.deleting such names or references as may cause mdividual hardships or injury;" 

I had also said in a previous letter "To make public this information I believe 
would be distinctly salutary and beneficial," and I believed the public entitled to it

1 but the board shrank, apparently in dismay, from the suggestion. I also told the boara 
·that I would gladly forward to each person who had received from me copies of the 
letter about which they expressed so much concern (where publicity might embarass 
or injure others names had been deleted before giVIng out the copies of the letter) 
any answer or explanation or defense the board might have to present, but at this 
offer they also shied. 

·BOARD SUMMONS AID OF NEW YORK RESERVE BANK OFFICIAL TO "LOBBY" FOR IT AT 
CAPITOL. 

Instead of giving the public the benefit of the facts set forth in the correspondence 
·the board, I hear, sent a hurry call to New York for a certain high official of the New 
York Reserve Bank who was supposed to have a large acquaintance and influence 
with United States Senators, and this gentleman, I am informed, spent five days or 
·more at the Capitol, in the latter part of February-in plain language-"lobbying," 
for the board, and endeavoring to find out what Senators had "seen" the correspon
dence, in order to make quiet and ex parte explanations of matters for which the board 
had been seriously criticised) and as to which I had urged pUblicity and open dis
cussion, which the board haa refused. 

It is my judgment that conditions and features of management contained in that 
correspondence were of special interest to Members of the Senate and the House of 
Representatives by which the Federal reserve system had been created as well as of 
vital concern to the public. Communications I laid before the board on February 
19 and 26, 1921, would also be instructive in this connection-likewise my letter to 
the board of March 26, 1921. 

Comprehensive statements from the Comptroller of the Currency ~ving facts with
in his official knowledge, and asking attention to serious and alarmmg conditions in 
the business world were before the Federal Reserve Board, and the comptroller's 
definite recommendations unacted upon after 44 days. At the expiration of that 
time, more than twice as long as is required for the productive activities of the ordinary 
hen-the board, suddenly aroused, bestirred itself and responded with demand to 
know who else had read the comptroller's letter, that it might "formulate a report." 
Even the gravity of the occasion could not hidethe humorous aspects of the perform

cance, 
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BOARD WARNED IN OCTOBER, 1920, TO REVISE POLICIES TO MEET NEW AND CHANGED 
CONI,,':.lONS AND ADMONISBE\l AS TO FEARFUL CONSEQUENCES OF NEGLECT. 

In all se,riollBness, gentlemen, I am impressed with the necessity for some amend
ment to the Federal reserve act which will awaken the board from the inertia and 
stifinef!FI and concentration on trivialities that are symptoms of "bureaumanla." 
The subject on which I wrote in October last, and as-ain in December, and which 
developed faint reaction in February, was of vital Importance. I had begun in 
October to heseech for it the board's attention. On the 18th of that month I pointed 
out that the decline in prices, facilitat€d by the policies of the Board, had become too 
rapid. I itemized some of the appalling shrinkages of values, for instance, loss of 
$500,000,000 in wheat, to which 500000,000 or more is to be aided since that time; 
from one to two billiollB in com, a billion in cotton. I used these words at that time: 

"The plallB and policies which have aided in bringing about deflation in the great 
staple commodities should be at once taken up for consideration and revised as far as 
may be necessary to meet present and changed conditiollB. If this is not done speed
ily, I am fearful as to the cOllBequences which may ensue." 

Three days later, on October 21, 1920, I addressed a communication to the Secretary 
of the Treasury, who is also the chairman of the Federal Reserve Board, presenting 
arguments which seemed to me to be impelling, urging that some COllBtructive measures 
of relief be adopt€d to steady the situation and ease the further shrinkage in values, 
which has since then taken place with such ruinous results. I~ that letter I said, in 
part: ' 

"The strain upon the business fabric of the country isrin some respects, unparalleled, 
and I do feel that the time has come for the exercise of such salutary and COllBtructive 
powers as may be at our command. * * * 
. "The situation * * * has become more aggravated of late" and unless relief 

can be found an increase in bank failures, I believe, will be inevitable. 
"The revival of the War Finance Corporation would, provide in my judgment, a 

much·needed steadying influence at this time." 
My remoustrances, however, went unheeded, but the War Finance Corporation 

was revived as a result of action by Congress about five months later and agaillBt the 
earnest expostulations of the chairman of the Federal Reserve Board. 

WARNINGS REPEATED IN DECEMBER AND BOARD AGAIN URGED TO ADOPT EFFECTIVE 
MEASURES OF RELIEF. 

By the end of December two more months had gone. Reports reaching me from all 
parts of the country increased my concern. - It was then that I wrote the letter of 
December 28. In this I reviewed, repeated, and amplified what I had said before, 
adding that shrinkage of additional billions had come since October. I tried to 
demonstrate that the welfare of the world depended upon the welfaI:e of this country, 
and that the fate of this country, for the near future at least, depended largely on the 
policies of the Federal Reserve Board, controlling the fimLnciallevers. In the letter 
of December 28 the following paragraphs, I think, may be interesting to you just now: 

"Since my letter to you was written,'commercial, industrial, and financial con
ditions have become steadily worae and the further shrinkage which has taken place 
since the middle of October amounts to billions of dollarS. 

"I feel more strongly than ever that the welfare of the country calls for the adoption 
of somewhat more liberal policies on the part of the Federal Reserve Board and the 
Federal reserve banks, whose powers are now more widely recognized and acknowl
edged than ever before. 

"It is my strong belief that it is within the power of the Federal Reserve Board at 
this time, by the adoption of new, wise, liberal, and sound policies and the announce· 
ment of such policies, to illBtill a feeling of confidence and hope and to check the 
spirit of demoralization which, unless arrested in time, may lead to disaster. * * * 

"Events, developments, and conditions warn us to remember that a stoppage too 
Budden may be disastrous as an explosion, that an unyielding barrier thrust into the 
path of a runaway machine may only hasten wreckage and assure a smash which 
skillfully regulated gnidance might prevent. ' 

"Two months of actual experience which have elapsed since my letter to you of 
October 18, 1920, was written tend to intellBify rather than diminish my fears for the 
immediate future. I am as confident of the safety and development of American 
business, society, and government as the most enthusiastic optinuat, but it is our part 
to strain every nerve and apply every resource of labor, thought, and self_criticing 
patriotism to avert an interval of disaster, or to make it brief and easy as may be 
possible. * *, * ... 
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TREASURY IN PREVIOUS YEARS MET CRISES RESOURCEFULLY AND PREVENTED DISASTER 
BY SWIFT, CONSTRUCTIV~ ACTION. 

In that same letter 1 had reminde:!. the board of the constructive work of Secretary 
McAdoo in previous crise.'! in the following language: 

"During the past several years I have seen many occasions where the action of the 
Treasury Department has distinctly prevented financial panics. 

"I have witne3sed other occasions where the mediation and timely action of the 
Treasury 'Department has ameliorated many serious and dangerous situations and has 
been an important factor in checking grave losses to the business interests of the 
country . 

.. At other time3 the same influence has been exerted to aid directly in the stimu-
lation and encouragement of our commercial and industrial interests. ' 

"The part which the Treasury took in the formation of the cotton pool in 1914 is 
one illustration. Another illustration was the action of the Treasury in organizing the 
War Risk Insurance Bureau, which made possible the continuance of our export 
trade in the earlv days of the war when cargo insurance was unobtainable elsewhere. 

"The action of the Treasury in making practicable the emergency currency law 
and in facilitating and expediting the issuance of that currency in the summer and 
autumn of 1914 averted a financial catastrophe and prevented chaos. These illus
trations could be multiplied if need be, but you are dOUbtless as familiar with them 
as I am." 

BOARD URGED TO RESTRAIN .PROFITEERING BY MEMBER BANKS BORROWING FROM 
RESERVE BANKS AT 4i TO 7 PER CENT AND LENDING TO CUSTOMERS AT 20 TO 200 
PER CENT. 

The excessive rates which were being exacted by member banks to which the 
reserve bank of New York was in some instances lending lavishly, were also alluded 
t'o in the same letter, as follows: 

"Member banks should be given to understand that the board disapproves and will 
not countenance the excessive rates which have been in vogue in New York City 
and which are higher than the rates charged by banks in any other countrv in the 
world. Such rates, in my opinion, have been very damagmg to the commercial 
and financial interests of the country, and I submit that it would be well for the 
board to establish regulations to prevent the reserve banks from lending money to 
member banks at 6 per cent to be passed on to customers at extortionate rates. The 
effect of such a re"ulation, I believe, would be most helpful and salutary. 

"The records of this office show numerous instances of banks which have gotten 
large sums of money from the reserve banks to be loaned in Wall Street for the purpose 
of profiting by the difference in interest rates. 

"The official reports also show that in addition to the money which the l'iew York 
banks Were lending on call. in New York for account of their correspondents and 
customers, the national banks of New York City this time last year had on deposit 
to the credit of their correspondent banks in all parts of the country approxiamtely 
$900,000,000 more, while the total sum which the New York nationsl banks were 
were lending, directly and indirectly, to all other banks throughout the country was 
considerably less than one-fourth of that sum. * * * 

"The important thing is to find and apply proper remedies. Perhaps there has 
never been a time when the business and industrial interests of the country were more 
deeply dependent upon a sound, wise, and courageous administration of our banking 
and financial system than at the present moment." 

RESERVE BANKS SHOULD NOW REDUCE RATES TO 6 PER CENT MAXIMUM. 

In the same letter among the measures and changes in policy which I urged upon 
the board were the following: 

First. Reduction in the rate of interest charged by Federal reserve banks on the 
loans to member banks secured by liberty bonds from 6 per cent to 7 per cent to a 
uniform rate of, say, 4i per cent, as it was clear that the ~olicy of the reserve banks 
toward loans on Liberty bonds, besides working hardships on borrowers, was de
pressing the market value of the bonds and the credit of the Government.' . 

Second. Suspension or modification of the "progressive" rate in the three Federal 
~eerve districts where it still prevailed, to 6 per cent per annum. Instances can be 
C:1ted where banks had been charged 20 per cent, 30 per cent, and 40 per cent, and 
lD one exceptional case as high as 87i per cent. I brought to t.he attention of the 
o?:rd specific instances of suffering and the lack of money and credit scarcity in many 

"""nt sections of the country, and said: . 
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"Such facts and conditions as have been brought so vividly before us can not be 
met with theories or removed by explanations and should not be dealt with by vague 
8urmises and promises or unconsidered experiments. They demand definite and 
energetic action, even if precedent mUllt be disregarded, accepted rules suspended 
or waived, and new plans and methods devised. -

_ "The people have entrusted their welfare and interests to those of us who have been 
honored with public office of any degree and in any department of the Government, 
supposing us to be fitted for our task by knowledge, intellect, and character. Our 
plain duty is to act as promptly and as independently of usual habits of thought as 
may be neceaaary to find and apply remedy. 

INI!!QUALlTII!!S IN LOANS GRANTED BY RESERVE BANKS, SOME GOT LAVISH LOANS, 
OTHERS DENIED CREDIT . 

. , While there appears to be this scarcity of money and of credit in the great agri
ctiltural and/roducing sections of the West and Northwest and in the South and South
west, we fin that individual banks in New York City are borrowing from the reserve 
system, in a number of cases, more than $100,000,000 each and sometimes as much as 
$145,000,000 is loaned there to a single bank, twice as much as the total loans some of 
the reserve banks have been lending recently to all the member banks in-their dis-
tricts. * * * . 

"The inequalities and injustice in the dist.ribution of these funds become apparent 
when we analyze the uses which big' favored banks in the East sometimes make of 
the money they borrow from the reserve system." 

A few weeks later, on January 17, 1921, in again uriPng the board to some con
I'tntctive action for the relief of the situation, conditions m many parts of the coul\try 
having become still more desperate, I said: . 

. , I can not see that any former expansion of values, however artificial or exaggerated, 
would make an excuse for us if we aided in or by inaction ~llowed such rapid and ex
treme shrinkages as would mean general collapse and rum. Perhaps the supreme 
test and finest achievement of statesmanship is in saving the people from the worst 
('onsequE'nces of their own mistakes. In this present situation the vast majority of 
those on whom the ruin would fall are those in no way responsible for the conditions 
that caused it. 

"I do not think we would prove ourselves fit for the important work entrusted to 
liS if we stood content to remind thousands suffering from hunger and cold that some 
profiteers and speculators and a few-others produced and many partook of a surfeit 
last year. Tho gain in prices may have been fantastic and largely on paper, but the 
loss, coIning so swiftly, produces very real distress for hosts of good people, including 
women and children. We can not cure or palliate destitution by philosophizing or 
explaining or proving that it comes obedient to the laws of political economy." 

WARNINGS AND REMONSTRANCES, GIVEN TIME AND AGAIN, PASS UNHEEDED BY BOARD, 
WITH DIREFUL CONSEQUENCES. 

Fourteen months have elapsed since my letter to the board of January 28, 1920, 
with reference to which, in a letter to the governor of the board of February 19, 1921, 
concerning the unequal distribution of the funds of the system and the large loans 
which were being extended to certain favored member institutions, I had said: 

"I pointed out to you that the New York reserve bank was, at that time (January, 
1920), lending an amount nearly six times its own ca~ital, that is to say six times the 
-capital of the reserve bank of New York to * * one member institution, and 
I showed you that the money which the N ew York reserve bank had loaned to * * * 
<lne borrower on December 31, 1919, amounted to nearly twice as much as the aggre
gate amount of loans and discounts which the Federal Reserve Bank of Dallas was 
lending at that time to all of its member banks in that great district, embracing the 
entire State of Texas and part of the States of Louisiana, Oklahoma, New Mexico, and 
Arizona. . 

"It appears that in order to make these huge loans to those institutions the New 
York Federal reserve bank had found it desirable to rediscount or borrow. About 
the time of my letter to YOU of January 28, 1920, over $118,000,000 from seven other 
Federal reserve banks, including among others, the reserve banks of Dallas, Chicago, 
and Atlanta, whose resources available for their own ,member banks were to that 
extent lessened." 

Six months have now passed since I took the liberty of giving my warning of Octo her 
last to the Secretary of the Treasury and to the board, and of urging so earnestly a 
revision of policies. 
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Four months have gone since I supplemented that warning in an earnest and 
elaborate presentation of the situation. The suffering throughout the country had 
meanwhile become greatly intensified. In that subsequent letter I had advocated 
reduction of interest rates and increased extension of credit for urgent business needs 
to the limits consistent with prudence and the equitable distribution of our available 
resources. 

Instances illustrative of the widespread distress in the West and South, and in the 
East as well, and argument for such a policy of forbearance and consideration for 
borrowing banks, as would .enable them to give like treatment to individuals, was 
drawn as strong as my ability permitted. It seemed to me something was wrong 
somewhere and somehow, when with an actual shrinkage in values of our commodi
ties within a year of twelve to eighteen billion dollars, four or five favored member 
banks in New York City were borrowing from the Government's reservoir of money 
and credit as much as four or five thousand member banks in the West and South 
were borrowing from five Federal reserve banks, embracing in their respective dis
tricts 21 great States. 

"AVERAGE" RATES CHARGED ARE DELUSIVE, SOME GORGED, OTHERS STAR\'ED. 

The board, with its knowledge of these huge loans to certain New York City banks, 
claims there was, "on an average," ilO restriction of credit, etc.; but ~oain it must be 
pointed out that it is a poor consolation to starving families to be assured that taking 
mto consideration food wasted in riotous living and luxury, the "average" amount 
consumed in their community is fair. Of such "averages" as these we may well 
exclaim, "What crimes are committed in thy name." The purpose of the Federal 
reserve act is not to secure satisfactory "averages"-we already had tolerably good 
"averages"-but to secure a fair distribution and equitable allotments to each and 
everyone. 

1500,000,000 FROM OTHER SECTIONS, ENTICED BY FANCY INTEREST RATES, FOR LOANS 
IN WALL STREET. 

I was further painfully impressed by the evidence of the official records that at the 
beginning of August, 1920, in crop moving time, the national banks in New York City 
were lending for correspondents on so-called "Wall Street" loans for stock specula
tions and operations, more than $500,000,000 coaxed from banks everywhere in the 
country by the hiS-h rates speculators would pay. This was more than the Federal 
reserve banks of Mmneapolis, St. Louis, Kansas City, Dallas, and Atlanta were lending 
to their 4,000 or more member banks. 

This document, my letter of December 28, 1920, to the board, was long, elaborate, 
carefully prepared. I tried to make the statements of conditions, as I saw them from 
my inside view, vivid and energetic and the suggestions for improvement clear. The 
reaction I got, after 44 days, was that I had wrltten Bomet;hing, not to be acted upon 
but to be reported on-when the board knew how many persons had seen my letter, 
and what their names were. The board was to determine, not how to do something, 
but, perhaps, how to formulate reasons for not doing it. "Whatever was required to 
be done," says Dickens, "The circumlocution office was beforehand with all the 
public departments in the art of perceiving how not to do it." 

BOARD SAYS SHRINKAGE IN VALUES "SOMEWHAT ANALOGOUS TO PUNCTURIKtl.BALLOON' 
TO LET OUT GAS." COMPTROLLER REPLIES SENSIBI.E MEN' BRING DOWN BALLOONS 
BY CAREFUL HAN'DLING OF VALVE ROPES AND BALLAST. 

After a. preliminary incuba.tion of two weeks, the governor of the board had also 
written me in a general wa\' on January 13, some comments on my letter of December 
28, defensive of board poliCies and the status quo, but without acting upon the recom
mendations in my letter, and he stated that the views expressed in his letter were also 
those of other members of the board. He impressed me as being rather more intent 
on rasping me, if possible, than on acting to meet the unhappy conditions existing, 
but did remark that the process of deflation was "somewhat ll11a)ogous" to what takes 
place "when a balloon is punctured and the gas escapes." 'raking this as a text, I 
urged that sensible men bring down balloons by careful handling of valve ropes and 
ballast, not by driving a hole in the bag and precipitating collapse and destruction. 
'l'hat had been the gist of mv entire compla.int and plea. It was impossible so far as 
my e:"tperience went, to Iast(m the minds of the board on that point. I never have, 
to .this day, secured a. definite denial of any material statement.s I have made or a 
eOffhd reason for opposing any of the suggestions or recommendations I ventured to 
o er. 
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While in the earlif'.r period the board was very helpful in facilitating an orderly 
decline, its subse~uent obtuse refusal to recognize changed conditions, and to revise 
its policies accordmgly, though fully warned and urged to do so, has, in my opinion, 
to uee the board governor's Aimile been" somewhat analogous" to puncturing a balloon 
and producing a ruinous and needless cl'af'h, which wise management could have 
averted. This was no fault of the Federal reserve act, but of its administration, for. 
without the Federal reserve system conditions would be infinitely woree than they 
are, despite its faulty administration. The most perfect machine which genius can 
invent, or ingenuity construct, may be ruined by Ignorance and mismanagement. 

WISJ!! EXERCISE OF POWERS BY RESERVE BOARD COULD HAVE MADE SHRINKAGE MORE 
UNIFOR!I AND GRAI>UAL AND SAVED COUNTRY "FROM MUCH OF THE DISTRESS AND 
RUIN THROUGH WHICH WE HAVE BEIlN DRAGGED." 

All this has been cited to illustrate the need of some action bv Congress in the 
interest of farmers, of the laborin~ men, and the business men of the whole country, 
to make the vastly important Feaeral Reserve Board a more elastic, more initiative, 
sympatlletic, and responsive body than it is; to put it in more direct contact with the 
public, and to fix its responsibility. There is no time or need here to consider details 
of such legislation. Among our 532 members of Congress there is brain power enough 
to devise simple remedies for an obvious situation. I believe firly that tile board by 
its power to regulate and increa!'e or reduce the supplies of funds and the interest 
charges for money could have saved us from a fall so precipitate and smashing, and 
from much of the distress and ruin through which we have been dragged, it could have 
made the shrinkage of values more gradual and uniform instead of "iolent and sporadic, 
could ha"e helped strongly to keep the circulating currents of commercial at more 
e~n flow, 80 tIlat the 10000s of each producer might be offset by reasoIllLble reduction 
in the cost of what he must consume. 

LORD LEVERHULME DECLARES "TOO RAPID DEFLATION" HAS BROUGHT STAGNATION 
AND UNEMPLOYMENT. 

These view8 and apprehensions, which I expreBSed in urging the board, during the 
past six months, to constructive action and to a revision of its policy of contraction 
before it was too late, were shared by able and clear-thinking men far and wide. 
The fatal consequences of its folly or inertia, or both, have been far-reaching. Lord 
Leverhulme, one of the largest and most successful manufacturers in the British 
Empire, a man of broad vision whose interests are world-wide, recently declared in 
an interview, as reported in our newspa'pers, that: 

"The process of too rapid deflation IS undoubtedly the cause of the present un
employment and trade stagnation." 

Continuing, the interviewer said: • 
.. The prices of commodities rose to the extreme limit dunng the war, and their 

reduction was a prime necessit", but the fall has been too sudden for adjustment. 
This deflation has been accomplished through the banks calling in loans which were 
used to finance stocks at high prices, and the effect of the forced realization of these 
stocks has been to drive down prices of commodities below the cost of production . 

.. Under these circumstances, manufacturers are not likely to go on producing at a. 
loBS, and have consequently been compelled to shut down their factories." 

Our country being now the principal creditor nation of the world, its financial 
policies, as is clearly recognized, have a world-wide effect. 

NEED ~R WISE>' COUNSEL, EXPERIENCE, KNOWLEnGE OF BUSINESS, COURAGE, AND 
SYMPATHY WITH PUBLIC NEEDS • . 

We learn by experience, and should provide that the Federal reserve boards of the 
future shall have less of the characteristics of the automatic bureau and more of the 
activities and spirit of the wide-awake business man. I believe it desirable from the 
standpoiut of the public, and of the commercial interests of the country that the mem
bership of the board should include at least one man of wide business experience, out
side of banking. The six members at the time of my resignation included, in addition 
to the Comptroller of the Currency, two college pruiessors, two bankers, a lawyer, and 
a newspaper man from Poughkeepsie. A Chicago business man of signal ability and 
exemplary character whose counsel would have been of great value, especially in our 
recent experiences, was refused by the Senate when nominated by the President 
Beveral years ago. 
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ENLIGHTENED:'STATESMANSHIP_"SHOWN BY BANK OF FRANCE IN -LESSENING VIOLENCE 
OF CRISIS. 

r' 
The enlightened statesmanship with which the management of the great Bank of 

FraDce met this world crisis and tempered its strain and shock for its people may be 
.judged by a statement made by the governor of the Bank of France in his recently 
published anImal report. In referring to the existing financial and commercial 
crisis, he said: 

"We have welcomed, Whether by means of rediscount or by direct discount, all 
paper whose creation responded to the legitimate needs of commerce and production. 
By this liberal policy, to whlc'h we have remained and always will remain faithful, 
We expect to support with all our power the activities of widely varying business 
enterprises which in FranC'e are needed to lessen the violence of the crisis." 

In striking contrast was the plan discussed by an "important official" of the Federal 
Reserve Bank of New York, with a heartlessness which even amazed Wall Street, and 
of which I shall speak again presently, which called for "putting on still more pres
sure, thus cleaning up the after-war mess in a hurry and getting it over," though it 
should involve" many forced failures;" but the" important official" referred to com
placently concluded that it seemed best to stick to the present set course without 
increasing or reducing Pressure, "despite the criticism" which it wall admitted was 
"heard from all quarters for lower interest rates and withdrawal of pressure to force 
payment of outstanding loans." 

As is natural and proper, I offer my suggestions of what Congress should do chiefly 
within the limits of my own direct experiences. Along the same line I have embraced 
in my annual reports, including the last, a number of suggestions for legislation to 
cleanse and strengthen our national banking and Federal reserve systems. Among 
these is included the measure to give the Federal reserve banks, under proper safe
guard, more latitude and power to render aid in an emergency, to member banks than 
is permitted under the law as it now stands. Other important changes in and addi
tions to existing laws which my observation convinces me are needed are set forth 
clearly in my last report to Congress, submitted not many weeks ago; but these are not 
of special interest here. 

I have attempted to indicate briefly how the Federal reserve system might have 
been used, in my opinion, to lessen the difficulties with which our agricultural in
terests have been beset so so;nely, and how it may be used in the future. It is not 
yet too late for the board to face about and help. • 

GOVERNMENT EXPENDITURES ENSUING YEAR CAN AND SHOULD BE REDUCED TO 
$3,000,000,000 AND EXCESS-PROFITS TAX SHOULD STOP. 

Turning now to more general matters, let me say that from such study as I have 
been able to give the Jlubject, and based upon my experience and observations! I 
believe it possible for the ensuing fiscal year, beginning July 1, for the present admin
istration to reduce the total expenses of the Government, including interest and a 
reasonable sinking fund on the public debt, to approximately $3,000,000,000, and in 
reducing receipts raised by taxation, I believe a way should and can be found to do 
away with the burdensome and complicated excess-profits tax. We have been 
engrossed in fighting and winning a great war and in handling the immediate effects 
and resu~ts. The time for setting our house in order after the fray has corne .. ~ w~ 
an Amencan before I was a Democrat, and like every other man whose amb1tIon 1S 
to be a good citizen, I hold the welfare of people and country far nearer my heart 
than any party or political advantage. .. . . 

Therefore, r hope most sincerely that the present Congress and admllllStratlOn Wlll 
complete the work of retrenching expen~es and reducing taxes thoroughly and 
promptly. 

BUSINESS WORLD GETTING DOWN TO BEDROCK. READJUSTMENTS IN STEEL AND IRON 
PRODUCTS; IN RETAIL DEALERS' PROFITS AND IN WAGES, YET TO COME. 

Before closing I "\\ill, if you will indulge me a little longer, say a few w?rds as to 
present business and financial conditions, and the outlook. We are now indisputably 
closer to bedrock than we have been for years, and we have it within our po,,:er to 
hasten the time when farms, factories, mills, mines, and railroads shall agam go 
forward at full speed. 

For generations past the market for steel and ir!ln has ~een re~e.d as the ther
mometer of trade. The prices for these underlYlllg b8.Slc commoditi;es ha,:e .been 
regarded as an index of general condition of business. At the present time this 18 not 
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entirely true, for in the great depression which now exists, the most acute perhaps 
that we have experienced in this generation, owing to the heat artificially applied to 
the bulb of the steel thermometer, steel and iron 1?rices are still registering about 100 
per cent above the prewar basis. These artifiClal prices are adding enormously, 
directly and indirectly, to the cost of living and I believe firmly are doing much to 
block the road to btIlliness resumption and prosperity. ':\.'hey must be reduced 
radically. 

The exclusive profits still being exacted by some middlemen and retail stores 
are also unfair and are delaying the needed increase in consumption and in produc
tion which mus\f~:~e better times. 

Like all who . and honestly hope for the welfare and happiness of our race, 
I am earnestlf in favor of decent hours and liberal wages for the wor~..t~an and 
of a fairer diVlBion of the joint products of capital and labor. But in . g these 
adjustments there are great economic laws of which it is necessary, for IlB to take 
cognizance. It is hopeless to attempt to force a railroad, ,or any other joint-stock 
corporation or business enterprue to continue to operate at a heavy loss and to pay 
one class of employees $8 or $10 a day if there are host.<! of men well qualified and 
anxious to do the same work for $5 and $6 a day. 

PRINCIPLE OP 8-HOUR DAY AND EPPICIENCY OF LABOR ADVOCATED. 

I am an em-nest advocate of the principle of the 8-hour day, which has necessarily 
to be modified under some conditions, but I am equally strong in insisting that serv
ice rendered shall be efficient and thorough. Let me also add that it ought to be 
clear to any thinking mind that it is far better for manufacturers and business men 
of all kinds to keer their mills and factories going even if they have to operate at no 
profit, or at a smal profit. It is also sound policy and common sense for the working
man to accept such reduction in wages as may be necessary to enable his factory to' 
operate rather than to precipitate, a strike or a lockout and earn nothing at all. 

The 12, 14, and 16 hour days, 7 days in the week, which it has been charged have 
been, up to now, exacted by some great corporations, are intorerable and inhuman. 
E~ht years ago, as ABBistant Secretary of the Treasury, my duties included super
ThllOn of the Bureau of Engraving and Printing, employing then about 4,000 workers, 
and under my instructions the director of the bureau arranged for operatives whose 
work was 'particularly monotonous and wearing to have a number of rest periods of. 
say, 10 nunUteR each, at intervals during the day, without requiring them to work 
overtime for time so taken. He subsequently reported to me that as a result of that 
plan the efficiency and output of that department was increased about 15 ,per cent
more work performed in less time. ' 

Regardless of whatever flaws there may be in it.<! administration, our Federal reserve 
system has, in the past, saved our country from conditions far worse than those which 
we are now enduring, and I believe that with the reversal of certain policies, and by 
the adoption of a constructive prograIIL the Federal reserve system could now aid 
e~ormously in restoring lost confidence and in inspiring hope and a justifiable opti
IIl18m. 

RESERVE BOARD UNDER EXISTING CONDITIONS SHOULD' VIEW WITH SILUIE RATHER 
'THAN PRIDE BIG RESERVE RATIOS. 

There has, in my opinion, been an indefensible withholding of credit in many 
of the producing sections of the country when sorely needed. I stated frankly at a 
meetinlJ of the Federal Reserve Board not many weeks ago that a high ratio of reserve, 
indicating useless impounding of funds in rese,ve banks}, under existing conditions, 
when money is so badly wanted for the vital purposes ot agriculture and busin~ of 
all kinds, was a thing for the board to be ashamed of, rather than to boast of. 

The time has come, in my judgment, when the rates of Federal reserve banks in all 
districts should be reduced to a maximum of ~ per cent per annum. 

RATIt ON BANK LOANS SECURED BY LIBERTi BONDS SHOULD BE REDUCED TO ,4t PER 
CENT. 

On United States Government bonds purchased and subscribed for at par upon, 
which the banks are now lending the original subscribers, the discount rate to mem
ber banks should be reduced to 4t per cent, with a proviso that the member bank 
shall reduce the rate to its cllBtomer to not exceeding 5 per, cent. 

58589-21-PT 13-:; 
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UNUSED LENDING POWER OF FEDERAL RESERVE BANKS NOW Fln:.EEN HUNDRED 
MILLION DOLLARB--TEN ,TIMES AS MUCH AS ALL NATIONAL BANKS 011' THE COUNTRY 
EVER BORROWED AT ANY ONE TIME BEFORE 1914. 

Prior to the inauguration of the Federal reserve system, according to the official 
reports, the maximum amount of money which the national banks of the United 
States had ever borrowed at anyone time on their bills payable and rediscounts' 
was not over $150,000,000. I know it will be of genuine mterest to every man in 
this assembly to know that our 12 Federal reserve banks at this time have an unused, 
lending power of approximately fifteen hundred millions dollars, or 10 times as much 
as the maximum amount which all the national banks of the country ever borrowed 
at anyone J;ime on their bills payable or rediscounts prior to the European war. . 

Under such conditions as these, there is no reason why every farmer and business
man in this country of good credit should not be able to obtain all the money needed 
for their conservative business wants--at least so far as the domestic requirements 
of our own country are concerned. Obviously the question of funds for foreign trade 
while the world is upset as it is at this time is another problem yet to be solved. 

Of course, you do not expect, and I do not intend, that I llour out on you any theories 
of government-or general program of legislation, domestlc and foreign. I presume 
you have agreed on legislation you will ask in favor of the organized farmers and work
mgmen of the country. I have tried to give you for your consideration and mental 
digestion some of the thoughts brought to me by contact with conditions. 

POLICY DISCUSSED BY "HIGH OFFICIAL" TO PUT ON "STILL MORE PRESSURE" AT THIS 
rWE RESENTED AS A "MASSACRE 011' BUSINESS." 

Precisely in point with what I have been saying and as illustration of what I may 
call callous, if not the brutal, attitude of some of our officials, let me read you a para
graph or two from the New York financial article printed in the newspapers the day 
before yesterday. . 

The writer of the article said: 
"From a talk I had to-day with one of the important officials of the Federal reserve 

bank here it appears that there is a consensus of opinion among the different governors 
of the Federal reserve banks favoring a continuation of present policies despite the 
criticism heard from all quarters for lower interest rates and withdrawal of pressure 
to force payment of outstanding loans. There are three general policies which might 
be adopted, it was pointed out. 

"One would be to ease up on interest rates, but that policv, with the heavy inflow 
of gold, it was argued, might result in a renewal of dangerous speculation and inflation. 

"Another policy might be adopted that would result in putting on still more pres
sure, thus cleaning up the after-war mess in a hurry and gettinll' it over. But if that 
course were adopted, it was pointed out, 'we would be a loug tlDle in picking up the 
pieces caused by the many forced failures.' .-' 

"By far the best plan, it was argued, was the one now being followed, which permits 
continuous, but moderate liquidation." , ' 

It must be noted that the only objection mentioned by the "important official" 
of the Federal reserve bank quoted, to the plan for "putting on still more preseure," 
was not the cruel injustice, the disregard of every principle for which the Federal 
reserve measure was created, which it would involve, but the probability that they 
"would be a long time in picking up the pieces," i. e., the dead bodies "caused by 
the many forced failures.' . 

One policy" might" cause renewal of dangerous inflation and speculation. Another 
would mean acute panic forced by unskillful or indifferent management or wanton 
mismanagement of the machinery ably devised to give relief and prevent panics. 
It is proposed to check disease, and give the doctors and nurses surcease from troubles 
and resJlonsibility by killing all the patients in the hoepitale-a plan actually under 
diSCUSSIOn being to restore bueinese to general sound condition by a preliminary 
massacre of business. . • 

The now prevailing- method is supposed to be a compromise between these two, and 
we are told there is a consensus of opinion among the governors of the Federal reserve 
banks to let it continue. The Buggestions offered by the" important official" of the 
Federal reserve bank quoted above are, I aseume, a reflection of the attitude of the 
board, for which I can conceive of no excuse. Apllarently it has not occurred to the 
boa.rd t.hA.t it mA.V hp. nnAAihlA hv Any;nllR And A.1Art VlO'ilnnrp. stnil f'A.rAf1l1 rARnonsiveness 

todilly~it~;tio'n;~~d-;a;Yi~g -;;~tio~al-;-;'q~~~~~~~~ -av~id-elfu&ofihe &Iter~ 
natives described above-delirium on one side, death. on another,. or a sleeping sick-
neBS, as at present. . '. 
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The man who put an automobile on the road with steering gear set and let it run; 
or the doctor who failed to adapt his treatment to stimulate or retard heart action, 
ae conditions indicated, would be liable to indictment for murder. 

The policy outlined in this newspaper paragraph, as obtained from a Federal reserve 
bank official, is precisely that against which I war, and against which I hope all of us 
will war. It is the policy of setting the steering gear and letting her go; of applying 
the eame treatment to high fever and paralysilr-the "bureau" method of hard and 
fixed rules. . 

The Federal reserve system was not intended to be worked that way". It presupposes 
attention, intelligence, flexibility of thought in those who operate it, the capacity 
to feel and understand and to value the welfare of the country and of each of the 
individuals composing it as more important than official dignity, pride in an adopted 
policy, or blind and slavish allegiance to rules by those who first create them, and 
then abjectly worship them. " 

.. LIQUIDATION NEEDS TUlE IF DISASTER IS TO BE PREVENTED," SAID PROF. LAUGHLIN. 

The method mentioned by the "important official" of the Federal reserve system, 
as quoted by the New York financial writer, is directly contrary to common sense, 
fair dealing, and the most elementary principles of econOinics. In painful contrast 
with certain board theories and practices, are the mature conclusions, not only of 
leaders in business, but the ablest thinkers, and teachers of econoInics. For example, 
Prof. J. Laurence Laughlin, of the University of Chicago, a distinguished and accepted 
authority, nine years a,.,ao, in discUSBing the subject of banking reform, made the 
following statements, which in the interest of the country, I respectfully subInit, 
it would be well for our reserve board to ponder, inwardly digest, and act upon: 

" A crisis comes because credit has been unduly expanded in a period of prolonged 
prosperity; in an optimistic spirit men have entered into transactions beyond their 
actual means, as is shown when the teet of actual payment is exacted, and in a time 
of fright collateral as well as goods falls in price. In such a situation liquidation 
needs time if disaster is to be prevented. ' 

"* * * the great need is BOme means-whatever it may b_which will enable 
a bank to make loans to a client, who can thereby be saved from failure and from 
hasty and ruinous liquidation." 

Contrary to this BOund, practical and humane doctrine the- "important Federal 
reserve bank official" announced that a plan actually under discussion, conscience. 
less though i~ be, contemplates "putting on still more pressure," and it appears 
that the only argument he mentions against that policy, is not the cruelty and suffer. 
ing which such a plan would entail, but "the long time" which would be consumed 
in "picking up the pieces," which he frankly tells us "the many forced failures." 
i. e .• financial ruin of thousands of firms, corporations, and individuals-would in. 
volve. Bradstreet's Mercantile Agency reports that there had already been in the 
United States in the six months ending on the 1st instant 8,607 failures, an increase 
of 5,i75 over the same period a year ago. Now it is suggested to put on "still more 
pressure" and "force" many more failures. 

PEDERAL RESERVE SYSTEM INTENDED FOR GOOD OF THE WHOLE PEOPLE, AND SHOULD 
BE ADMINISTERED IMPARTIALLY. 

I believe. gentlemen, the Federal reserve system was intended and should be' 
used for the good of the whole people. I also believe the rural sections and agri. 
cultural interests have not been given the share of advantages and benefits they 
should have had and have suffered from that denial. I know that legislation can 
aid enormously in assuring to those sections and interests their fair share, and can 
make our banks l!tronger and safer even than _they are, which would be good for 
all of us. 

I am here to say what I think, and to share with you what I have learned and to 
assure you that I shall never neglect an opportunity to use voice. energy, and in. 
fluence. and any knowledge or ability I have, for the purpose of having the protec. 
tion and benefit of our wonderful Federal reserve system-designed and constructed 
for all-bestowed equally and impartially on all. 
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SILK SHIRTS AND BUBBLES. 

[Address of John Skelton Williams before tbe Augusta Board of Commerce and Georgia Press Association 
at Augusta, Ga., July 14, 1921.} 

I 

Hon. John Skelton Williams spoke as follows: 
"Mr. Chairman, members of the Augusta Board of Commerce, farmers of Georgia, 

members of the Georgia Press Association, ladies and gentlemen, addresses of this 
kind, according to immemorial custom, are served like a Chinese banquet, hind part 
before. We begin with the dessert of compliment and oratorical confectionery, put the 
spice and pepper in the middle, and wind up with solid intellectual food, in case we 
have any to offer. . 

"It is not, however, merely com{llimentary or conventional when I say I thank you 
for the honor you have done me in mviting me here, for I appreciate most deeply your 
invitation to talk to the imperial powers of the Empire State, an empire in territory, 
in wealth, and in power, conducted on the highest principles of democracy. 

"I thank you for aaking me here not only because I feel gratified by the personal 
courtesy but because I believe I have something to say that should be said. Having 
no political purpose, no ax to grind, as you people say, I suppose I can talk rather 
more freely than those who are more or le!!8 entangled with parties or factions or 
individuals. 

"My employment through the laat seven years as Comptroller of the Currency of the 
United States has given me exceptional opportunities for knowing the inside and the 
outside of our commercial and banking operations and conditions, the mo\ing spirits 
and influences, and has imposed on me the duty of making special study of them, 
divested as I am of the interests and alliances which sway the judgments of men. 

"We are now pMBing and have been passing through the same processes that haye 
followed every great war. In my opinion we have been SUbjected to unnecessary 
hardships and losses by failure to use properly the means provided for avoiding or 
ameliorating those hardships. We will recover completely and triumphantly. but 
there have been delays, dismays, and disasters from methods and policies which I 
believe to have been unnece3sary, erroneous, and inexcusable, and neither political 
party can charge the other with responsibility for these grave errors, because the men 
m authority upon whom the responsibility primarily rested were, I believe, affiliated 
in equal numbers with both parties. 

"Newspapers and magazines and much of our daily conversation have been filled 
with the period of extravagance among the people. We have read columns, and many 
of us haye listened for hours to talking of the silk shirts of the workingmell and the fine 
automobiles the farmers bought during the flush times. Both those much-discussed 
classes may comfort themselves with the knowledge that if they were unwise and lack
ing in foresight, they were not more so than many, if not most, of those supposed to 
be the seers and high priests of our finance and the special repositories and sources 
of business wisdom. The silk shirt was on the man's back. and the automobile was 
on the big road or plainly in view in the barn, but the millions invested in wildcat, 
impossible, or fraudulent enterprises and schemes are out of sight on the pages of books 
locked in safes and vaults or shut in safe deposit boxes in the shape of paper with pretty 
pictures and printing and bearing large figures and not worth what was paid the printer 
to make them. The difference is that, while the money spent by the workman and 
farmer went to help the dealers and manufacturers, and was their own, the invest
ments in worthless so-called securities oftentimes built/nothing, developed nothing, 
al?d frequently, if not generally, belonged to other people, who were made to foot the 
bill. 

"Recklessness in expenditure and investment amounting almost to madness is 
one of the greatest of the many evils attending and following war. It has never been 
fully explained, as far as I know, but it seems like a psychological reaction of human 
nature to emergencies. Poorer men go to silk shirts or other corresponding indul
gences, and those better off to bubbles, apparently spontaneously and automatically. 

"Exactly two cent~lries a~, after two decades of lon~, general, and de~dly Europ~an 
war, there was a penod of notous waste among the people, !\ond frantic speculatIOn 
which culminated in the notorious South Sea bubble, one of the most famous scandals 
of history. Kings of the world's foremost countries involved themselves, and even the 
Prince of Wales himself was forced to resign from the presidency of a bubble company. 
Contemporary history tells UB of nobles, dukes, bootblacks, and criminals elbowing 
each other in the London streets about the offices where stock might be bought at a 
high premium, in wild competition to secure some; of ladies of the highest rank com
promising their characters that they might win the favor of a few shares. It was a 
swindle often repeated since, familiar to some of to-day from recent instances in 
Boston and elsewhere, the simple scheme of using t.he money paid in for new stock 
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to pay dazzling dhidends on the old, but in the South Sea days the Government of 
Great Britain became a partner, adding new frenzy to the mania and for the time 
displacing the Bank of England itself in showering its confidence on the agents of-a 
crazy dream and a fraud ridiculously barefaced. 

"The official reports of the debates of the British Parliament of 1721 reveal that the 
ruin became widespread, tens of thousands of families, once prosperous and respected, 
dis?!aced, bankrupt, and destitute . 

• To check the speculative mania in those days it became necessary for·the King 
and Parliament, by proclamation and otherwise, to call a halt to the schemes and pro~ 
motions which. in the language of the official record of those days, were described as 
• pernicious projects and undertakings, first set on foot and promoted by crafty knaves, 
then pursued by multitudes of covetous fools, and at last appeared to be, in effect, what 
their vulgar appellation denoted them to b,e, namely, bubbles or mere cheats.' Con
tinuing, the official report declares: 'By these extravagant and unwarranted practices 
ma~y unwary persons we!e defrauded an.d impoverished and a few busy upstarts 
ennched, to the great detriment of domestic trade.' . 

"Among the corporations and flotations which two centuries ago were specifically 
mentioned in the parliamentary debates were such as a company for the purpose of 
carrying on.' an undertaking of great value, but nobody to know what it is;' another 
'for erectin~ salt pans in Holy Island, two million sterling;' for 'importing walnut 
trees from "irginia, two million sterling;' 'for insuring to all masters and mistresses 
the loss they shall SUBtain by servants, three million sterling;' for the 'transmutation 
of quick eilverinto a malleable fine metal;' for' buying and fitting out ships to suppress 
pirates,' etc. The famous company for extracting sunshine from cucumbers does 
not appear on the list, but the worst of them all are but little more absurd than some 
of the enterprises in which our people of this day were putting their money a year or 
two ago. 

"Incidentally this country gained vastly from the destruction abroad, because 
many people of fine heritage, abilities, and ambitions were driven to seek to mend 
their fortunes in the new land of Virginia, and their descendants have peopled and 
blessed all the older States of our Union. 

"I cite this matter to illustrate that what we are seeing and feeling is no new thing 
under the sun, and as a comforting assurance that we are no worse and no more sub
ject to crazes and paroxY8ID8than our respected forefathers, who ruined themselves 
with considerably more rapidity and completness than we- do, and with less provo
cation or excuse . 

.. Coming down another hundred years, we find more of the same conditions we 
have known in the last four years, only verf much worse in proportion to our size and 
wealth. In 1821, following the Napoleomc wars and our war with Great Britain, 
this country and Europe were feeling the results of a debauch of imaginary prosperity. 
Seven years after we had made peace with His Britannic Majesty and six years after 
Waterloo we were in the depths. Until about 1820 anybody could sell anything at 
any price. Wildcat bankirig was the rule and conservatism the discountenanced 
exception. The crash and panic that came were as,inevitable as the operation of 
any law of nature. N eWl!Papers of those days were filled with advertiEements of real 
estate bought at fancy {lnces in boom times, for which buyers could not pay, and 
of farms and homes selZed for debt improvidently contracted. The older Ameri
can States in their turn contributed to the frontier States, as they had been con
tributed to by the old country, swarms of active and enterprising people who had 
been sweyt from discretion by the frenzy of the time and compelled to seek in new 
surroundings the fortunes hoped for and missed: As is the case always in such con
ditions, a few who had kept their heads and taken advantage of the follies of their 
neighbors, or who had been lucky enough to close out at the right moment, profited 
enormously and piled up fortunes enormous in that day, but in the cities the appeals 
for charity were lDcessant, and New York and Philadelphia saw bread riots. 

" Fifty years later, after our Civil War, after duplication of the whirl of reckleEs 
spending, came duplication of the crash, and the panic of 1873 shook the world. 
Complete recovery from this did not come for many years. 

"Now we are less than three [ears from the armistice of November 11, 1918. We 
have come through the period a lavishness in far less time than was required for the 
fever to exhaust itself after most of the other modern wars in which we ha,e been 
concerned. The inherent wealth of our country is so enormous, the energy and 
intelligence of our people so unlimited, and our prestige among the nations of the 
world is eo high, that with a wise use of our opportunities, an intelligent and COllla
geous handling of our financial machinery, and an unselfish leadership on the part 
of our business and financial leaders, it is entirely possible for us to get back speedily 
to prosperity and good times. Howeyer, one of the most important opinions I am 



38 AGRICULTURAL INQumy. 

here to express to you is that we are not recovering as rapidly and as smoothly as 
we should have done, and as our great Federal reserve'8ystem was intended to enable 
us to do. I further declare the opinion that the partial failure is not the fault of the 
Federal reserve system itself, but is the fault of the administration of that system 
by individuals who have not measured up as they should have done to the great 
resJ;>onsibilities imposed upon them. I know this opinion is founded on facts. I 
beheve I can convince you that it is fully sustained by the evidence. I formed that 
opinion from close knowledge of the situation and developments acquired by me offi
CIally and accurately while I was comptroller. I expressed my views as strongly 
and. clearly as I could put them into words, both orally and in writing, during the 
past 18 months or more, and I believe that if my remonstrances had been heeded 
and my admonitions given the consideration to which I considered them entitled, 
coming from a member of the reserve board, untold lOBS and suffering might have 
been avoided. .. 

"Perhaps it is too late now to correct the very serious mistakes that have been, as 
I think, made, or to avoid or cure the natural and inevitable consequences. It is 
not too late to try to point out some of those mi9takes, especially when there is oppor
tunity to do so 'before the ruling powers of a powerful Commonwealth. The local 
preBS and the farmers of any community can and should be powerful in guiding its 
thought and directing its action. 

"All progress of the human race and of individuals is based on understanding of our 
blunders. My hope is to expose and explain blunders that have been made, to try 
to make them so thoroughly understood that they will not be repeated or continued. 

"The Federal reserve act is the finest tool for commercial protection and construc
tion ever put in the hands of a Government and people. I believe that by awkward 
and inefficient handling it has been used to injure where it was intended to guard, 
and to encourage and protect what it should have restrained and prevented. I believe 
it has been weakened and misdirected by the 'bureau disease,' a disease which I 
have described heretofore as 'bureaumania,' to which too often those intrusted with 
authority seem to become subject. It is so much easier to hold and regard policies 
and rules when once adopted as final, fixed, and unalterable, rather than to undertake 
the labor of stUdying their workings and effects and deciding on modifications and 
changes. It is so much more self-satisfying to accept our own opinions as the supreme 
fruit of wisdom than be at the trouble of analyzing and amending them in the light 
of results and to fit changing conditions and circumstances. 

"I question nobody's motives. The dismal, cold fact, as it seems to me, is that 
the Federal reserve act, which was designed to provide a system of banking and 
currency supply, pliable and elastic, adaptable to the variations of seasonal and sec
tional req,uirements and of supplv and demand and commercial'development, became 
stiff and lllelastic, consequently oppressive and injurious where it should have been 
he!.I~ful, 8:nd d~ngerously lenient :vhere it shOUld. h~ve been repr~ssive. . 

A valiant lIttle country bank III Alabama, Strlvlllg and strallllllg to help Its farmer 
customers, needed $112,000 to meet the needs of its community in crop-moving tinle, 
the latter part of September, 1920: and that little bank was charged for the use of that 
money for about two weeks by Its Federal reserve bank an average rate of about 
4 per cent-not 4 per cent per al1num, gentlemen, but about 4 per cent per month 
on an average; in fact, the rate charged for a portion of that money was actually 
87~ per cent per annum . 

• I have studied the reports of the interest rates charged by the Government banks 
of all the ~ther ciyilized countries of the globe-England, France, Italy, Scandinavia, 
Japan, Chma, and you may lI-lso include Germany and Austria, and all others-and I 
think the records will show, ~entlemen, that the rates which certain small banks i.n 
Colorado, Kansas, Texas. LoUlsiana, Alabama, and other States were charged by theIr 
reserve banks, in certain exceptional cases, amoun~ed to from two to five times as 
much as the rates charged by any Government bank in any civilized country on the 
globe. Gentlemen, these amazing rates are brutal, wholly without excuse. The 
Federal reserve system should be made to refund in every instance every dollar of 
interest exacted in excess of 10 per cent, if not in excess of 6 per cent. 

"More than six months ago I urged the Federal Reserve Board to abolish entirely 
these grossly excessive rates which were being imposed under what was called the 
·progressive·interest plan,' and offerer! a resolution to make the rate of interest 6 
per cent, but my resolution was voted down. I then offered another resolution tha.t 
the rate of interest should not e'tceed 10 per cent i.:l any instance, but this resolution 
was also disapproved by my colleagues. . 

"Writing to the board, tmder date of February 4, 1921, I said very plainly: 
.. :The more I have looked into this subject the more I am convinced that the pro

gre.3Slve rate, as it has been applied in certain districts, is wholly indefensible, and I 
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believe that the reserve banks and this board would be very severely criticized if 
the rates of interest which have been exacted upon this plan by some of our reserve 
banks should be made public. I do not believe we are ever justified in pursuing a 
policy which can Dot be approved by a BOund public opinion.' 

.. It is due to the Federal Reserve Bank of Atlanta that I should tell you that officers 
of that bank earnestly pleaded with the Federal Reserve. Board a year ago for per
mission to adopt, in certain respects, more liberal policies than those laid down for 
them br. the board, but their supplications were unavailing. 

"While small banks in the fanning districts were being taxed in this ma.nner, great 
banks in New York were being supplied with practically unlimited amounts of money 
at 5, 6, and 7 per cent. The official record will show that while the reserve bank 
collected $2,100 (equal to 8 per cent on the bank's entire capital stock for 12 montha) 
from a little bank in your adjoining State of Alabama for the use of about $112,000 for 
two weeks in crop-moving time a year ago, a big bank in New York, whose funds were 
largely employed in speculative operations and deals, for the same cash consideration, 
or. say, $2,100, was given the use of about $800,000 for the same time . 

.. The policy of the Federal Reserve Board and of certain reserve bank authorities 
Beemed to be that if certain big banks wanted anything, why let them have it promptly 
and no questions asked; but if a little bank or a farmer needed funds. comb him well; 
make him give up everything he has as security. and then.make the directors, as well, 
guarantee the loans for all they are worth. This policy was carried so far that I have 
been informed recently of a national bank in the Southw69t claims that it was not saved 
but was broken by the exactions of a reserve bank, and its directors are now planning 
to bring suit against a Federal reserve bank demanding that they pay its depositors 
in full. The prodigality with which certain big banks disposed of the funds so unstint
ingly loaned them by certain reserve banks may be illustrated by a loan of $500.000 
to a fisheries company made by a big northern bank which came to my notice. When 
I inquired what the security for the loan was, I was informed that the collateral was 
fish. And when I asked where the fish were, I was informed officially that the fish 
had not been cau~ht at the time the loan was made, but that they were supposed to 
be. swimming in the oceans tholl!!aDds of miles away; but that the corporation had 
promised to go fishing, and if they caught any fish, pack them and can them and then 
put them in warehouses and then denosit the warehouse receipts as security for their 
loan, which, when I last heard from it, had not been paid or reduced. 

"Of course, much of the money loaned by the reserve banks was used for the legiti
mate purposes of trade and commerce. but ent:rely too large a proportion of it was also 
used for the promotion of all kinds of speculative schemes, and many millions bor
rowed from the New York reserve bank was employed by the borrowing banks to 
promote speculative schemes of the executive officers of prominent banking institu
tions in that city. to whom in various cases specially low interest rates, commonly 
spoken of as 'family' rates. were sometimes charged . 

.. In other cases banks which were borrowing from the Federal reserve bank at 6 per 
cent took advantage of the neceesities of their customers, and in BOme instances 
charged them 20, 30, and 50 per cent per annum on good security, and I have before 
me one case where a bank which was borrowing several million dollars from the 
Federal reserve bank at 6 per cent charged its cuetomer, the head of a large manufac
turing corporation, the equivalent of about 200 per cent per annum interest on the net 
amount of money which the bank itself advanced to the borrower. That loan was 
secured by collateral and repaid within six months. For six months' use of about 
$250,000 the reserve bank charged the member bank approximately $7,500. About 
the same time that the member bank borrowed at 6 per cent from the reserve bank 
it loaned its customer approximately $250,000 net-exclusive of a portion of the loan 
which it passed on to the correspondents without indorsement-and for the accommo
dation exacted, in interest and commiesion, the sum of approximately $250,000 for 
a loan repaid within six manthe, the interest rate being ilie equivalent of about 200 
per cent per annum.' In other words, the rate of interest per annum which that partic
Ular bank exacted from its unfortunate cuetomer was about 33 times the rate of interest 
which it paid to the Federal reserve bank for the money at the time the loan was made. 
Is there any honest man in the entire United States who will seriously attempt to 
defend that transaction? 

"The directors of the New York reserve bank include men of high character and 
excellent ability, and I do not believe that they would have approved of some of its 
methods and policies if they had been kept fully informed by the officers in active 
charge. 

"You have noticed the uneasiness and well-nigh UDllrecedented depression in the 
security markets and in financial circles. This, my friends, ie, in my judgment, in 
no emaIl measure the natural result of a collapse of public confidence and, the suspicions 
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aroused by the operations of some of the men at the head of some of our big institu
,tions, who have Shown themselves unworthy of the trust which has been reposed in 
them. The p\lblic have 'the right to deIIl8.J1.d, and will demand, that the heads of 
the great banking institutions of our country, to whom are intrusted the savings and 
property of millions of business men and other depositors, shall be men of the highest 
mtegrity, whose first tho\1iht and duty shall be the protection of the interests com
mitted to them, and whose time and thought and energy must not be dissipated or 
absorbed by their fantastically wild speculative ventures and promotion schemes, 
of too many of which it might be truly said as Horatio Walpole said of the South Sea 
bubble in hie day, that it was 'weak in its projection; villainous in its execution, and 
calamitous in its end.' ' 

,"My attention was recently directed to the case of a certain prominent high execu
tive official of a certain large banking institution, to which he should have given all 
his time and thought and ener!\1:', but who was also a director in some 30 or 40 other 
corporations, a majority of which had already been crippled or come to grief. The 
shrinkage which has already taken place in the securities of less than half of those 
corporations from the top prices at which their stocks were sold in the P;aBt to the 
prices prevailing now amounts to about as much as the combined capital of all the 
banks arid trust companies in New York City, or, say, from a quarter to a half billion 
dollars. 

, "Such instances as these emphasize the importance of the recommendations con
tained in my last annual report to the Congress, that the aqti.ve officers of large banks 
should not be permitted to be directors in other corporatious. 

"The noval theory, which, uhfortunately, appears has been acted upon sometimes 
in the past, that proper selections for bank executives, presidents, and vice presi
dents are active speculators and stock ju~lers, on thll one hand, or expert publicity 
men and 'tooters' whose main functions are to prepare press statements or attend 
bankers' conventions and maneuver the appointment of committees, who adroitly 
shape resolutions and policies for such conventions to adopt, has received a rude 
setback during the past year, and the importance of having men of the highest in
tegrity, ripe experience, and sound views, both on the ethics and economics of bank
ing, is, I am happy to observe, recognized now more thoroughly than ever before 
in~hie~ . 

"I have no hesitation in telling you that, as far as I am able to see, the decent and 
conservative banking element in New York City, as everywhere else, regards just as 
I do, and as I know you do, the operations and methods of certain big speculators, 
all the more dangerous because of the prestige given by their official positions, who 
have made playthings of the funds of other people, and the performances of acci
dents and sons of somebody who have used the wealth and power intrusted to them 
to defy the moralities and decencies. "''hen the stockholders understand how their 
confidence has been abused there will be radical changes in the personnel of some 
of our bi~ banking institutions. , 

"If this was not the richest and strongest country the world has ever known, with 
its big element of the best people, immeasurable power of production, and natural. 
resources, we would face to-day disaster by a comparison with which the disaster 
following the explosion of the South Sea bubble would appear trivial, despite our 
admirable banking system intended to make disaster impossible. 

"Yet while this orgy .of usury a?d speculation was raging in New Y?rk m~y of 
you here had the expenence of gomg to your local banks for money Wlth whIch to 
pick or hold your cottori or to carry your paper through the dull season, and of being 
told of the difficulty of getting money through the reserve bank, and of the limita
tion bein~ put on the small borrowers. Seeing these things as I do, nobody on earth 
can convmce me that there is not something wrong, a perversion of purpose some
where. I do not mean to suggest th~t the New York banks, for instance, were handed 
out mor.ey without security. I do mean that they could and should have been 
admonished and restrsined by the Federal reserve administrators precisely as the 
village man or the country farmer, even with ample assets, is advised and restrained 
by village and small-town bankers when showing a disposition to be too speculative 
or extravagant. These things, as all of you know, occur every day. 

"I heard much talk while I was a member of the Federal Reserve Board about 
forcing the farmer to sell his wheat, or the cotton planter his cotton, or the cattle raiser 
his live stock, the wholesaler or retailer their stocks of goods, but I must tell ~ou 
frankly that I do not recall a singl~ occasion ~uring the past ye~r o~ ~wo of defl~~on 
when the board ever discussed senously the unportance or deeuabllity of reqrnnng 
the big banks in New York City, some of which were lending millions of dollars to 
their own executive officia.ls on highly specula.tive securities and to big syndicates 

gressl •. 
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in which those officials were actively interested and which those banks had been carry
ing for months and sometimes for years to liquidate a portion of these loans; in order 
that by so doing those banks might have more money to f)upply the legitimate use of 
trade and commerce. 

"Eighteen months ago, while this speculative orgy was under full headway, I 
addressed a written communication to the Federal Reserve Board protesting against 
the extent to which the funds of the system were bein~ used in fanning the fires of 
speculation, and I pointed to one instance where the Federal reserve bank of New 
York was lending to one institution about $130,000,000, twice as much money lIB the 
Federal reserve bank of Dallas was lending to all of the 1,000 member banks'in that 
great district, embracing the State of Texas and parts of the States of Louisiana, 
Oklahoma New Mexico, and Arizona. It was also shown that the New York reserve 
bank was lending to that particular institution at one time an amount equal to nearly 
six times the total capital of the Federal reserve bank of New York. The significance 
of this may be better appreciated when we remember that for many years a national 
bank was forbidden to lend to anyone bort:ower more than 10 per cent of its capital 
stock. In my written remonstrance I said: 

••• Thi~ is a concentration of the funds of the system with one debtor bank * * * 
which, in my judgment, is not only not justified but distinctly dangerous, and I feel 
it my duty to register my strong dissent from a continuance of such conditions as these.' 

"In my letter to the board of January 17, 1921 I pointed to the extraordinary "fact 
that the Federal reserve bank of New York was lending to one particular institution 
in that city ,at one time last year more money~in one instance more than twice as 
much~than the seven Federa! reserve banks of St, Louis, Kansas City, Minneapolis, 
Dalias, Richmond, Atlanta, and San Francisco were lending to all of the member 
banks, both N ationa! and State, in any of those seven respective districts. 

"I also said in that same letter: 
" • It is entirely true that I wish to go on record * * *. I wish to be recorded 

definitely as having done my utmost to urge our board to saving or palliative action and 
consideration for the troubles of the I?ublic, and thereby at least free myself from the 
cellBure that will fall on us with crushing force if we omit any pOSBible effort to mitigate 
present and real suffering or to avert disaster, although the consideration of personal 
exculpation is, of course, slight and negligible in comparison with my main purpose 
and hope, which are to obtain from the board some prompt and effective action for 
relief.' 

"Neither I nor any other local banker can regulate the conduct of our busineBB by 
unreasoning iron-clad, inflexible rules. We can not lend without limit to every man 
who offe1'8 security, or require $2 of gilt-edge security for every dollar we lend. We 
consider, if we are at all fit for our jobs, such matte1'8 as the moral hazard and the pur
pose for which the money is to be used. We do not lend without stint to the richest 
customer if we know he is gambling beyond the safety line, while denying the man 
who is trying to build something useful or productive, or to enlarge the trade of the 
community and fromote its prosperity. ' 

"The intent 0 the frarnel'8 of the great Federal reserve law WIIB that the system 
should be governed and conducted on those plain, common-l!6nse principles applicable 
to both the village and small-town and big-town banker. , 

"One of the primal and most vital purposes was to prevent congestion of money at 
the cente1'8 for use in gambling or exactions from gamblers and speculato1'8 when funds 
are needed for moving or carrying crops, or for development and for the conduct, of 
productive enterprises. I say that broad and noble purpose has been hindered, per
verted, and in a large measure reversed by the attempt of a majority of the membe1'8 of 
the Federal Reserve Board to maintain and enforce rules and policies, unneceBBarily 
bard, inflexible, and unvarying. 

"I have been and am very much in earnest about this. For a long time past, as the 
,records will show, but especially during the past 18 months, I poured in remonstrances 
and protests and alsO prophecies as to what would happen if my warnings were not 
heeded, and most of these prophecies, I am sorry to say, have been verified by unhappy 
events and unneceBBarY troubles for the people and our busineBB. I gave facts which 
could not be disputed, deductions which could not be refuted, pointing to inevitable 
consequences. The correspondence would frighten you to look at. It covered hun
dreds of pages of writing J.>aper. I was met with responses which certainly were not 
answel'8 which, to my limited intelligence, seems to be absolutely apart from the im
portant points which I was trying to have considered, dealing laboriously with matte1'8 
of detail so small that I do not think I am discourteous when I describe them as trilling. 
In discUBBions in board meetings in which I sought to urge vital reforms for the welfare 
of the people so largely committed to our care, some astonishing and dismaying replies 
were elicited. . 
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""'nen I remarked that serioUj! failures might occur unless a certain course of action 
was taken, one member remarked with a cynicism and heartlessness which I was 
unable to comprehend, 'Let them fail. ' Since then the same idea ac~ual!Y has been 
published in newspapers as a suggestion discussed by an important official of a certain 
prominent Federal reserve bank. . 

"The writer of the newspaper article to which I refer sa,ld: 
" 'From a talk I had to-da,y with one of the importa,.nt official,e of the Federal reserve 

bank here it appears that there is a consensus of opinion among the different gover
nors of the Federal reserve bahks favoring a continuation of present policies despite 
the criticism heard from all quarters for l.ower interest rates and withdrawaJ. of prea
sure to force payment of outstanding loans. There are three general policies which 
mi~ht be adopted, it was pointed out. 

, 'One would be to ease ul> on interest rates, but that policy, with the heavy inflow 
of gold, it was argued, might result in a renewal of dangerous speculation and inflation. 

" 'Another policy might be adopted that would result in puttin~ on still more 
pressure, thus cleaning up the after-war-mess in a hurry imd getting It over. But if 
that course was adopted, it was pointed out, we would -be a long time in picking up 
the pieces caused by the many forced failures.' 

"In co=enting upon that article I took occasion to point out that it was not the 
cruel injustice or disregard of every principle for which the Federal reserve measure 
was created which, it seems, prevented the i=ediate adoption of the policy of further 
pressure, but it was because of the 'long time we would be in picking up the pieces 
ca.used by the many forced failures.' It was perhaps to lessen the troubles of the 
d?ctors and nurses by killing all the patients in the hospital_ plan actually under 
d18cussion being to restore business to generally sound condition by a preliminary 
maseacre of business . 
. "The d~flation policies of the past 12 months have borne the,ir fruit. !'he m~rcan

tile agenCIes tell us since October last there have been about 14,000 busmess faIlures 
in this country, an increase of not far from 10,000 failures over the same period last 
y~r. I can not forbear drawing a parallel between such policies as these an~ the 
!'-ttItude of the Treasury Department in the Comptroller's Bureau toward the busmess 
mterests of the country in the critical months following the outbreak of the Europren 
war. In the autumn of 1914, when the stock exchanges in the principal cities o~ the 
country" had been closed as the result of the European crisis, a number of ~tional 
banks m the big cities arbitrarily raised the rates of interest on their loans whIch were 
general,Iy secured by bond and stock collateral from the prewar rates of 2 or 3 per cent 
to 8, ~ and 10 per cent, and also to as high as 12 per cent. Some national banks, how
ever, ill the same cities refrained from charging, in any instance, more than 6 per cent 
p~r annum. The Treasury Department through the Comptroller's Bureau, had fn!
nished to the national banks in New York, Chicago, St. Louis, and PhiladelphIa 
emergenc'y currency to the extent of more than $200,000,000 upon which .th~ banks 
were paymg 3 per cent. per annum interest. By November 1 the money SItuatIon had 
greatly Improved, but the stock exchanaes were still closed and there was no market 
for securities and no way open by whiciJ: the owners of securities could sell them to 
pay those banks who had raised the rates of interest on their loans. As C0Il!ptr<.>~er 
of t,he Currency I sent telegrams to national banks in New York and other bIg CI~Ies 
asking them to inform me as to the maximum interest rates which they were charging 
on l~ans and inquiring in event the rate should be in excess of 6 per cent when a re
ductIon to 6 per cent might be expected. As a result of those telegrams nearly all ~e 
banks addressed which were charging more than 6 per cent promptly reduced theIr 
interest rates to that fi!!'Ure. But in New York there were tluee large banks, one of 
which had received frgm the Government over $10.000 000 of emergency currency 
on w~ch it w.as paying 3 per cent, which refused to reduce their rates. This latter 
bank ill replymg registered a formal protest against what its officers referred ~ as. an 
attempt to force upon them a policy which they did not approve. The presIdent of 
that bank said in his letter: . . 

" 'We judge there is a sentiment by debtors not of prime standing or With prune 
collateral, and we feel that they should not assume that they are enti!led to the samd treatment by banks when they know the way they can ea.sily have theIr notes reduce 
to 6 per cent or can pay.' . 

"In aIlSwering that co=unication as Comptroller of the Currency, I replied as 
follows: . 

" 'You suggest that debtors not of prime standing and not with prime collateral 
"should not assume that they are entitled to the same treatInent by banks, when they 
know the way they can easily have their notes reduced to 6 per cent or C!'-ll pay." h 

" 'In such times as these through which we have been passing I consIder that t e 
weaker concerns and those who may not have been in possession of abundant resources 
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should have been treated with special consideration' and forbearance, and to levy 
against and exact from them excess or unjust interest rates simply because they were 
under unparalleled conditions, unable to help themselves is not defensible, 

.. 'In all kindness let me remind you that the usury laws are framed more for the 
protection of the weak than of the strong. who can take care of themselves. and I am 
sure that you will agree with me that it is neither good policy nor good ethics. in times 
like these. to take advantage of the weakness or misfortune of a bank's clients and 
customers. If some of those borrowers should have been forced to the wall and com
pelled to sacrifice their collateral. the consequences, in the delicate conditions through 
which we have been passing. might have been unfortunate and serious.' 

"The bank which refused to reduce its rates of interest also protested warmly against 
the comptroller's publication of the list of banks which were charging not more than 
6 per cent per annum interest. In answer to that protest as comptroller, I said: 

" 'May I suggest that, if it was improper or unjust or unethicsl or unbusinesslike 
to exact excessive interest rates, the fact that such a policy is kept from the public 
does not make it right; nor is it the pUblication of such facts that constitutes the wrong. 
A bank should not make, nor take part in, transactions which will not bear the light 
of day. 

" 'If a bank is willing to have it knowp. that it is charging olie rate of interest but is 
ashamed or unwilling to have it known that it charges another rate, there must be 
something about the other rate which challenges criticism or cslls for an explanation. 
Nothing is gained by concealing such operations from the pUblic: and. under conditions 
like these. it is no part of the business or the proper function of this office to do 80, 
directly or indirectly.' 

.. In commenting on the correspondence published in the comptroller's report to 
Congress in 1915, 1 said: 

" . The effect of the action of the/:Omptroller's office at that time was as above stated, 
an immediate reduction in the high rates of interest which were being charged by a 
number of banks in the larger cities to a uniform rate of 6 per cent, which other banks 
there had adhered to through the crisis. This result inured greatly to the benefit of 
borrowers on collateral who had been obliged to pay the high rates dictated by the 
banks, as the stock exchanges being closed, they had no possible way of realizing 
upon their collateral except by ruinous sacrifices.' , 

"It seems to me that these references to the work of the Treasury Department in 
the early days of the European war are not out of place at this time. 

" I have been wholly unable to understand the point of view of some of my col
les"oues as matters aff~ the welfare and well-being of the country came up for 
consideration from time to time in board meetings and conflicting views develOPed. 

"For example, I was wholly unable to sympathize with the theory referred to by 
an eminent member of the board upon one occasion who alluded to, with what seemed 
to me to be a certain degree of approval, the theory that 'It is better to be unanimous 
than right,' which was certainly a striking parody on Henry Clay's famous declara
tion: 'I had rather be right than President.' 

"Stenographic reports were taken of certain important discussions -within the 
board shortly before I retired. and at the time the record was made the governor of 
the board stated before the board that he would furnish copies of the proceedings 
to myself and to another member who was retiring about the same time. Subse
quently he changed his mind denied making the promise,and notified me that the 
record of the meeting referred to would be kept under seal, and the promised copy 
has never been..supplied. If he really thinks he made no such promise his memory 
has become dangerously feeble. The records of those meetin~, if they have been 
preserved intact, may be interesting some day to an investigatmg committee. 

"The Federal reserve system, despite its faulty administration, in some respects 
has been of tremendous service to the countrYi but from the very outset Secretary 
McAdoo and the more liberal elements of the board had to combat and oppose the 
reactionary faction which fought for the centralization rather than the democratiza.
tion of banking power. 

"In the latter part of 1915, while the European War was raging and world finances 
'Were in a delicate condition, three or four members of the board made a determined 
effort to secure the closing up of 4 of the 12 Federal reserve banks, their efforts to 
do so being finally defeated as a result of Secretary McAdoo's appeal to President 
Wilson and the effecitve action of the Attorney General. -

" I think it will surprise you to know that again in the early part of this year the 
governor of the Federal Reserve Board, who hails from your adjoining State I proposed 
at a Federal Reserve Board meeting, and informally advocated, the disestaolishment 
or removal of the only two Federal reserve banks located south of the States of Vir
ginia and Missouri, namely, the Federal reserve bank of Atlanta and the Federal 
reserve bank of Dallas. I can not conceive what his purposes were, but in a letter 
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which I had occaaion to address him under date of March 26,1921. I~said.to him very 
plainly: 

'" I am convinced that the proposition to close those banks and to attach the sixth 
and eleventh districts to other districts would work a grevious and unpardonable 
injury to a vast section of our country, and furthermore that the agitation of such a 
plan at this time will result only in harm. 

'''The 12 Federal reserve banks as at present established have, I believe, vindi
cated fully their right to exist, and if properly supervised and administered they can 
be of untold value to our country and to the world, both now and in the years to come. 
I earnestly hope that they may never become the footballs of politics or the instru
mentalities of unscrupulous or designing interests of any kind. 

" 'I trust any effort to close up reserve banks and centralize further the money of 
the country may be as abortive now as were the efforts to this end in 1915, in which 
I vividly recall you joined, and which attempt was frustrated fiD.ally by action of the 
White House and of the Attorney General. It is far more important at this time to 
provide the reserve banks which we have with wise supervision and management 
and to have them function efficiently and adequately than it is to agitate for their 
disestablishment, removal, or increase.' 

"Facts which I have tried to give you briefly, and a multitude of others, were put 
before the board by me with names, dates, figures, times, places, and circumstances, 
sustained by official reports on file and accessible, but it seems that I failed to make 
at the time the desired impression upon my colleagues. 

"I know of no way of dealing with what I regard as wrong but to fight it with all 
the fair means I can command, and with both fists, and to go on fighting. I confess 
that as this fight progre8Sed I had but little hope except that in some way the battle 
might go before the people direct or through Con!P'eBS. Experience had taught me 
to hope for little from the board itself. During iIle difficult uphill work of rooting 
out evils which had crept into our national banking system, all the more dangerous 
because they had been made respectable by long acceptance and uninterrupted 
usage, I had little or no help from the majority of the board or evidence of their 
sympathy. Struggling against tremendous political, social, financial, and journalistic 
powers in my efforts to rescue an important bank in Washington from mismanagement 
that had degraded it in certain respects to the plane of a pilfering bucket shop, and 
which had been openly violating nearly every provision of the national bank act or 
decent banking, and which I was endeavoring to convert into a useful, decent, and 
legitimately prosperous institution, I had the loyal, unwavering, and energetic 
support of Secretary McAdoo, but distinct indications of what I regarded as a dis
creditable lack of sympathy upon the part of certain board members. Their motive 
for their attitude I will not disCU8B. Striving to cure the disease of usury, which was 
not only oppreBSing and injuring the people but bringing the banks into disrepute, 
I had reason to know that President Wilson and Secretary McAdoo were supporting 
me cordially, but a majority of the members of the Reserve Board gave no sign or 
word of accord with my purpose, which was performed nevertheleBS, and the pro
priety of which time and conditions have fully vindicated. 

"The heart-breaking and purse-breaking collapse in prices of farm products and other 
commodities were referred to in the board in terms of satisfaction, as indicating the 
.uccess of its policy of deflation, and in response to my ap:{leals of more than six months 
to apply the brakes and secure a more orderlv rece8Bion ill values, their response was 
as expre8Bed bv the governor of the board, to the effect that a balloon was merely being 
punctured to let. the gas escape. My reply on this point was that wise and sensible 
men shl?uld t!Y ,to bring a balloon laden with human lives and fortunes salely to earth 
by, the lDtelligent use of valve ropes and ballast, not by precipitating a sudden and 
rUInous crash. 

"Some months before my retirement as Comptroller of the Currency and ex officio 
~ember of. the. R8}!erve Board I was impre8Bed with the ~xp~ed posi~on of c~rtain 
~mport~nt lDstItutions, and feared that lD an emergency It nught be difficult, If not 
Impos5:!ble, for them to p~ovide a sufficient amount of eligible paper to enahle them 
to obtain the help they mIght need from the reserve banks in the event of a run upon 
them, and I therefore recommend to Congress in my annual report that in an emergency 
but under proper safeguards, securities other than Government bonds and business 
paper not now eligible, which might include, for example, warehouse receipts for com, 
Wheat, cotton, and merchandise, might become necessary in order to prevent failures 
and aver.t.a financial crisis. The majority of the members of the Reserve Board of 
both polItical parties opposed my recommendation, and it was then that one of the 
8pea~ers in dOlDg so Bald in effect, with a heartleBBness which to me was incompre
liensIble: 'Let 'em fail. Their condition is the result of their own mismana."uement, 
and they can take the consequences of it.' I remonstrated that the failure of an im
portant banking institution would not only bring ruin to the culpable ofrlcers, but 
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would mean wreck and disaster to many depositors and shareholders, and might also 
lead to widespread trouble elsewhere, but these considerations failed, apparently, to 
arouse the interest or concern of my distinguished collea~es. 

"Upon another occasion when certain policies were beIng discussed in the Federal 
ReaE>rve Board, which were being opposed on· the ground that they might result in 
forcing the failure or retirement from business of many amall State banks throughout 
the country, a certain member of the board, who has never been conspicuous for a 
knowledge of banking or an adequate comprehension of the difficulties which the 
country has had to face in the past year, spoke up and said in effect that 'if this plan 
means the failure of the small State banks, that need not stop it; in fact, if we can't 
get rid of the small State banks by any other method, it might be as well to get rid of 
them that wav'-that is to say by thell' failure. It was the same statesman and mem
ber of the bo&rd who a few weeks later condoned the action of a large bank in a big 
city which had been diecovered to have charged a valued customer the equivalent 
of about 200 per cent per aunum interest on a loan of several hundred thousand dollars 
for about six months, with the remark that 'all banks charge those rates more or less.'. 
His imputation upon the character and methods of the banks of the countrv I resented 
instantly, for a large majority of our banks are operated decently, honOrably, and 
efficiently, and most of them would not countenance for a moment such interest rates 
as those which I deprecated, and which a colleague on the board sought to condone 01' 

justify. 
"In the earl}" days of my administration as Comptroller of the Currency I took 

some pains to determine what the experience of the national banks had been in the 
matter of loans to farmers. I know it will be gratifying to you to know that the mana
gel'll of hundreds of country banks stated to me that the eventua1losses on their loans 
to farmel'll had been strikingly small, a mere fraction of 1 per cent of their aggregate 
loans, and that although the farmer is not always prompt in meeting his notes at 
maturity, the farmer's loans are about the best and safest the banks make, despite the 
fact that it was principally the farmer who was usually required to pay the highest 
rate of interest and who suffered most from the excessive interest charges. 

"While the Federal Reserve Board has been, during the past year, preaching and 
urging deflation with such vengeance it is interesting to note there has been no defla
tion in the salaries paid to the officers of the 12 Federal Reserve banks, especially to 
big banks. For examl?le, in 1916 the salaries paid all officers. of one reserve bank 
aggregated $93,000, while the amount paid for officei'll' salaries for the same bank in 
1920 was over $400,000, and for 1921, I understand, there has been still further inflation 
in officers' salaries. The total pay roll of the Federal Reserve Bank of New York, in the 
period of acute deflation from 1919 to 1920 actually increased $778,000 in that one year. 

"I will not tire yoU at this time to ~ve you illustrations of the extravagance and 
waste which have' characterized certain features of the management of the reserve 
system. Perhaps there may be reasons why four officers of one reserve bank are al
lowed to draw salaries exceeding the aggregate salaries paid the President of the 
United States, the Vice President of the United States, the Chief Justice of the United 
States, and to Gen. l'erphing, or why one officer of a reserve bank is given a salary 
while off duty and on a 12-months' leave of absence exceeding the aggregate salaries 
paid to three United States Senators for the same period.. It also seems to me ridiculous 
for a reserve bank to employ at a salary exceeding that :paid to a United States Senator 
or the editor in chief of many important newspapers m big cities, a man for whose 
employment an urgent argument was made by the reserve bank employing him that 
he was needed to touch up and give literary style to the press statements which the 
bank had occasion to give out from time to time, although high-priced men were 
already employed in the bank's publicity department who were supposed to be fully 
competent for such work. 

"These high salaried officials of the reserve bank, men not particularly conspicuous 
either for talent or constructive achievement, have luxurious tastes. You probably 
saw in the newspapers'that plans were filed in N ew York by the reserve bank there 
last Thursday for a temple of baukingin New York City to cost, including land; it is 
estimated, $16,OOO,OO~probably more ~ the combmed cost of the White House 
and Tr~ Building at Washington, and the State capitols of a dozen States of the 
Union. This building with its luxurious and lavish appointment of marble and brass, 
its auditoriums, gymnasium! club quarters, restaurant de luxe, and objects of art will 
make Solomon's temple of 0 d seem quite cheap by comparison . 

.. Not caring to be left behind, I am told the governor of the reserve board, some 
mo~ths ago, mad~ 9uie~ inquiri':8 looking to J:he purchase of the expens'!-v~ M'1tro
politan Club BuIlding m Washington; sometimes referred to as the MillionllJ.l"es' 
Club, with a view to converting it, if obtainable, into the Washington headquarterS 
of the Federal Reserve Board and their employees. I hope these negotiations have 
fallen through. 
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"The reserve board can authorize a $10,000,000 or a $20,000,000 bank buildinl 
when it pleases, but you can not get a $50,000 post-office building or a customhoUSI 
or court house-however badly it may be needed-without passing a bill througJ 
both Houses of Congress. 

"While members of the Cabinet and other important Federal .officers are limited h 
their traveling expenditures (exclusive of transportation) to $5 per day, officers ane 
employees of the Federal reserve banks, I am advised, have been perInltted to spene 
on theu traveling expenses several times as much as the highest officials of the Govern 
ment. But I will not weary you with further evidences of looseness or extravagancE 
at this time. 

"All this is history. What has been done can't be undone, but we can prevent i1 
from being done ag8J.n. . We can stop it from continuing to be done-we, the people, 
masters in the last analysis and when it comes to the final showdown. That is why 1 
am here and welcome and thank you for this opportunity to put the case before you, 
directors of public opinion and men and women who mold public opinion and makE 
it irresistible. I say that the losses and the ruin which have attended the drastic 
shrinkage and deflation of values have been accentuated and made unnecessaril) 
hard to bear by the stubbornly unwise and unwisely stubborn course of a majority 01 
the members of the Federal Reserve Board. This will be borne out by the testimony 
of men of affairs, statesmen and bankers in this country and abroad. One of Eng· 
land's foremost thinkers and economists in discussing a few months ago what hE 
describes as the extremely sudden slump which was _overtaking the business world 
said: 

" 'What, then, are the common denominators which best account for the univer
sality of that disaster now impending over the new year? I have pointed out one, 
namely, the deflation of credits and currencies. It is enough to say that if this inten· 
tional and malevolent destruction of credit is followed to its logical conclusion men'l 
hearts may well fail them everywhere for the days that are at hand.' 

"The effects of the Federal Reserve Board's policies and criticism of them have beeD 
world-wide. To illustrate, a Tokyo, Japan, newspaper in April, 1921, in discussing 
trade between the United States and l)hina, mentioned an instance of machinery 
which had been bought in the United States by a Chinese firm on a four months' draft, 
and then-

" 'When the Federal Reserve Board called in credits, the firm was told that they 
would have to pay cash on delivery. This almost threw them into bankruptcy.' 

"The newspaper adds significantly: 
" 'The Chinese memory is a long one.' 
"1 say to you, gentlemen, that the process of deflation has been accompanied by lOS! 

and suffering and danger which could have been avoided or greatly ameliorated by 
intelligent study and comprehension of the facts and of developments and consistent 
compliance with the teachings of such study. I say, and the record proves, the board 
was abundantly warned by the leaders of public opinion from many parts of the 
country, by able Members of both Houses of l)ongress, and by me as Comptroller of the 
Currency and ex-officio member of the board, on divers occasions of the necessity for 
the revision of their policies before the resulting losses should become irreparable. 
For example, on the 18th of October last I pointed out to the board sorne of the appall
ing shrinkages in values which had already taken place; for instance; the loss of 
$5001000,000 in wheat, 'of two billions in corn, of a billion in cotton, and I used these 
woras at that time: 

" 'The plans and policies which have aided in bringing about deflation in the great 
staple commodities should be at once taken up for consideration and revised.as far as 
may be necessary to meet present and changed conditions. If this is not done speedily 
I am fearful as to the consequence which may ensue.' 

"Three days later, October 21,1920, in a letter to the Secretary of the Treasury, who 
was also chauman of the Federal Reserve Board, I said: 

" 'The strain upon the business fabric of the country is in some respects unparalled, 
and I ·do feel that the time has come for the exercise of such salutary and constructive 
powers as may be at our command. * * * 

" 'The situation * * * has become more a.,ogravated of late, and unless relief 
can be found an increase in bank failures, I believe, will be inevitable.' 

"All these remonstrances, however, appear to have fallen on deaf ears. I now say 
to you, my friends, that if the policies and methods hitherto governing the course of 
the reserve board are continued the purpose of assuring proper distribution of the 
available currency of the country to meet the needs of the people and of legitimate 
!:>usiness will be defeated in large part certainly, perhaps entirely, but I believe that 
~tthe.public understands the situation it will make its opinions and demands felt at 
and'1.i.ngton so strongly that the administration of the system will be revised and we 
portant ~.a reserve board whose members will have an understanding of. the needs of 
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the country and of all parte of it, as the local banker understands the needs of his own 
communjty and is sympathetically helpful to each great section as the local man is to 
hiB neighborhood and withiJ! his own territory. That iB what we want and what we 
will have when the real conditions are understood . 

.. It is reported that the board has become much agitated over recent exposures and' 
criticiBDl8 of its mismanagement, although I am now hopeful of better results from 
certain new elements recentlv introduced into ita personnel. I have received a num
ber of personal warnings, including a letter a few davs ago from a gentleman of promi
nence more or less in touch with the situation, who wrote concerning the board's: 
uncomfortable position: 

'''I have found a disposition initially to belittle your exposurea, then to condemn, 
you, and now to destroy you by "propaganda," and it is of the utmost importance 
that the facta as you have stated them should be gotten clearly into the'comprehension 
of every business man, farmer, and laborer in the country.' 

"I might also add in this connection that the governor of the reserve board, at a 
meeting of the board which I attended shortly before my resignation, forgetting the· 
proprieties, angrily threatened to defend himself with 'poison gas'in the event I 
Mould continue my attacks and exposures of board methods and policies. COncerning 
hiB threat to use 'poison gas,' I said to the governor of the board in a letter of March 
26,192): 

" 'I promptly informed you that as far as I and my administration olthe comptroller's 
office were concerned or my relationship with the board, I had nothing whatsoever to 
conceal, and that you were quite at liberty to go ahead and publish anything you 
pleased, so long as you confined yourself to the truth. In fact, I rather urged pUblicity 
for our correspondence. I also informed you, in the presence of the board, that 
whatever methods of attack you might adopt, I should certainly not use "poison gas" 
or any other plan or method not consistent with honor or fair play, and I should not 
expect you to adopt unworthy methods of attack. However, I am, of course, abund
antly ready for any attacks from you or anyone else, whatever form they may take; 
and your threat of "poison gas," etc., impresses me merely as an evidence of despera
tion on your part, which I beg to assure you gives me not the least annoyance or con
cern. My only regret will be the damaging reaction on you.' 

"At another time I may have something to say concerning efforts made to suppress 
information concerning Federal Reserve Board matters. 

"This is practically the message I have to give you. I am trying to be useful to 
you and to the country by pointing out the weakness, as I see it, in a.§Ystem controlling 
literally the heart's blood of our commercial life and prosperity, a weakness which is 
entirely curable in a structure designed and entitled to endure. 

"I am anxious to have you think over what I have said, the merest bare outline of 
what I could say, and to have the results of your thinking on a matter touching the 
last one of you, your homes, and families passed on to your Representatives in Congress. 

"We are living in a kind of era of good feeling, and this is not a party matter. As 
it happens, the needs of Democratic cotton growers of the South and of the Repub
lican wheat growers of the West are the same, and the country is awake as never 
before to the truth that there can be no prosperity in this country unless the farmers
the great producers of wealth and buyers and consumers of commoditiel!--il.re pro~
pering. If the last five years have done nothing else, they have taught that. You 
may feel that in the South as you are, and Democrats as many of you are, you have 
a powerful say in directing matters of internal policies.' 

"But what I would like to impress on you would be incomplete if I did not go 
further. You :P.I!0ple-you editors and farmers here in Georgia-may as well realize 
now that you will have to think not only for your own counties and States and country, 
but for the world.' All I can learn from the past and from the intimate study of world 
conditions forced on me by the position I held, and can discern in the ~present, give 
me not a vision of enthusiasm but a deliberate conclusion based on irresistible facts 
and realities. That conclusion is that the United States must be for geIl(lrations to 
come the dominant financial power of the world, and therefore the ump'ire for the 
world. We can not avoid it. Our financial and commercial resources will develop 
to an extent hitherto undreamed. Our banks and bankers and people will 'view an 
ever-widening horizon, not only of opportunity,but of duty and responsibility. 
To put this subject in its very lowest and most practical and prosaic aspect, your 
thoughts must follow your cotton bales, because the buyers of those bales are in Eng
land, France, Belgium, Germany, Japan, China., and Africa. On their ability to 
buy and pay for what you make lD your fields here your prosperity largely depends. 
The nations are now woven and knitted together by the strongest threads of mutual 
interest and interdependence, so that nothing but the destruction of civilization can 
dissever them. You must meet and deal with the facts as they are. Those facts 
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are that the United States, especially you cotton makers, are vitally concerned in 
the restoration of the world's peace and growth for increase of its own wealth and 
development, and that the world is dependent on the power, the wealth, and wisdom 

. of th/l United States for restoration. Therefore, in doing your part to make this 
superb Federal reserve system of ours do its best work and fulfill its highest purposes 
you will be doing service not only for your own country' and yourselves, but for 
humanity, for people of all lands and tongues. 

"I am an optimist. I am taught by history and observation to trust confidently 
to the American people to retrieve their own mistakes and correct faults and strengthen 
weak places in their own Government and to find their way, sometimes after many 
divergencies and errors, the right, the generous, and noble course. 

"Looking back 200, 100, or 50 years, I am forced to believe that we have learned 
much/ and with wonderful speed, because 50 years is supposed to be but a short 
time 1U the life of a people. We are thinking more broadly and on higher planes. 
It is the business of those who have had special opportunity to learn of the internals 
()f our lif~ or any part of it, to communicate their knowledge to the people as oppor
tunity otters, and the duty of the people is to assimilate and weigh and consider 
what they hear and to give the results of their thought tongue and action. 

"I have tried to outline some of the difficulties, it seems to me, I have seen in what 
now is the most im:portant agency of our Government. I shall leave believing that 
I have not spoken 1U vain. My look backward, my knowledge of our people, and 
-observation of present conditions combine to teach me to look forward with strong 
faith and brilliant anticipation. I believe we will make progress in the next 50 years 
.along all lines of thought, discovery, development, and endeavor far surpassing the 
progress of the 50 years just past. I see much reason ,to believe that our country 
'has met gloriously its last great emergency, has come bravely and with honor through 
this last great crisis. I hardly dare dream of what we shall be and do, because I 
know what we are and are doing reach so far beyond the visions and most brilliant 
:hopes of the great and far-seeing men who founded and freed and established our 
·country. I do dare, however, believe and humbly trust that with continued guid
ance of the Almighty Power our preeminence in the world will become secure and 
acknowledged without war or wrong to any people, will be accepted gratefully and 
gladly by all people, because it will be used always to make the world and its nations 
better and happier and to lead humanity forward to fulfillment of its vast, myste
.rious-I believe, magnificent-destiny." 

The CaAmMlN. Mr. Williams, you may proceed. 
Representative MILLS. May we have copies of those speeches 

·to-day, Mr. Williams ~ 
Mr. WILLIAMS. Yes, sir. 
In the autumn of 1919 we were in the midst of a whirl of specu

lation, not only in public securities of all sorts but in commodities. 
As Comptroller of the Currency I was sincerely concerned over the 
situation, and urged upon my associates in the Federal Reserve 
Board the importance of a conservative course. I did not agree 
"With them that the wisest method of restraining speculation was 
simply to advance money rates. . 

The CHAIRMAN. What period are you talking about now~ 
:Mr. WILLIAMS. In the autumn of 1919. I felt that there should 

'be a greater discrimination exercised on the part both of the niem
'ber banks and of the Federal reserve banks in the extension of 
·credit. More than 18 months ago, on January 28, 1920, I filed a 
remonstrance and protest with the Federal Reserve Board against 
the manner in which the funds of the, Federal reserve system were 
being concentrated in the East and loaned with what seemed to 
me to be an unjustifiable prodigality for speculative purposes. 

Senator ROBINSON. Under what date was that 1 
Mr. WILLIAMS. January 28, 1920. In niy letter I directed the 

board's attention to a concrete instance where the Federal reserve 
system was lending, directly and indirectly, to a certain banking 
institution in N ew York City about $130,000,000. I said in my 
letter-- . 
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Representative Mn.Ls. Mr. Chairman, I move to strike out the 
testimony with reference to the loan granted to a specific institu
tion, on the ground that it is irrelevant and immaterIal to the pur:" 
poses of this mquiry. 

Senator HARRISON. Mr. Chairman, he' has not named any. par
ticular institution. He says in the East, and in New York City. 
That may be very relevant if he is going to show in other agri
cu,ltural sections that it was not loaned proportionately at all. It 
seems to me it is very relevant, if that is what he is leading up to. 

Mr. WILLIAMS. Mr. Chairman, right there, departing for a moment 
from the line I was pursuing, and in connection with Senator Har
rison's statement, I would like to read this memorandum: 

On p'age 222, volume 1, of the c,!mptroller'~ II:nnu~1 rep~rt for 
1920 Will be found a statement showmg the j>rmclpalltems ill the 
assets and liabilities of the national banl{s at the time of the autumn 
call each. year from 1913 to. ~920, classified according to central 
reserve CItIes, other reserve CItIes, and country banks. 

The following comparison gives the figures as to the banks in the 
three central reserve cities of New York, Chicago, and St. Louis as 
compared. with the country banks; that is to say, with all national 
banks outside of the reserve and central. reserve cities. 

The comparison is mad~ for September 8, 1920, and .shows in 
one column the rediscounts and bills payable, and in another the 
loans and discounts, and in another the total assets exclusive of 
rediscounts.. . 

This statement shows that the central reserve cities at that time 
had in rediscounts and bills payable $896,POO,000, and the country 
banks had $596,000,000. 

Representative Mn.Ls. What date is this ~ 
Mr. WILLIAMS. September 8, 1920. The rediscounts and bills 

payable for the ctlntral reserve cities was $896,000,000, and for the 
country banks, $596,000,000. . 

Representative FUNK. Mr. Williams, are you sure of that date, 
1919; wasn't it 1920~ 

Mr. WILLIAMS: Yes; 1920. 
The CHAIRMAN. 'What is the page and the report you are referring 

to~ . 
Mr. WILLIAMS. Page 222 of volume 1 of the report of the comp

troller for 1920. 
Senator HARRISON. And what cities ~ 

. Mr. WILLIAMS. New York, 9hlcago, an~ St .. Louis. Wo~ld you 
hke to see the report, Mr. ChaIrman, showuig those figures 1 

TheCIuIRMAN. You may j>roceed. I will have it ill a minute. 
Mr. WILLIAMS. The total loans and discounts as of that date in 

the central reserve cities amounted to $3,695,000,000, rediscounts 
and bills payable being about 24 per cent of loans. 

Representative MILLS. What were those figures, the $896,000,000 
and the $596,000,000 ~ 

Mr. WILLIAMS .. Rediscounts and bills payable. Shall I proceed, 
Mr. Chairman ~ , 

The CHAIRMAN. Yes; go ahead. 
Representative SUMNERS. It seems to me, before the witness 

begins, Mr. Chairman, that'in giving these figures, if he desires to 
follow some svstem, that it would. be well to have the statement of . , 

58589-21-l'T 13--;--4 
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the witness come uninterrupted by interrogation, and that the 
figures bo incorporated in his statement in that manner. 

The CHAIRMAN. Go ahead. 
Mr. WILLIAMS. The total loans ann discounts for the three central 

rtlserve cities of Chicago, New York, Ilnd St. Louis, as of the date 
mentioned, amounted to $3,695,000,000, showing that an amount 
equal to 24 per cent of them was rediscounted or borrowed. The 
total assets, exclusive of rediscounts, were $5,471,000,000, tne ratio 
of borrowed money being 16 per cent of their assets, excluding 
rediscounts. 

In the" country" banks the rediscoun~s and bills payable were 
$596,000,000, out of a total of loans and dIscounts of $5,853,000,000, 
or ]0 per cent; the total assets exclusive of rediscounts were $9" 
958,000,000 in the country banks, the ratio of borrowed monev to 
total assets being 6 per cent. ~ 

On September 12, 1919, the national banks in the three central 
reserve cIties of New York, Chicago, and St. Louis held $497,000,00C 
of rediscounts and bills payable and the country banks $437,000,000 
the loans and discounts.in the three central reserve cities of New 
York, Chicago, and St. Louis were $3,144,000,000, rediscounts and 
bills payable being 16 per cent of total" loans, excluding rediscounts 
The country banks haa in loans and discounts $4,759,000,000, thE 
amount of rediscounts and bills payable being only 9 per cent oj 
total loans and discounts. v 

Of these rediscounts and bills payable, I should estimate aboul 
90 per cent were gotten from thtl Federal reserve banks. This state· 
ment shows that in the autumn of 1920, although the "country' 
national banks were carrying $2,158,000,000 more of loans ane: 
discounts than the national banks of New York, Chicago, and St 
Louis, yet the banks in the three big cities were being accommodated 
principally by the Federal reserve banks, with $300,000,000 morE 
than the country banks, which had become so heavily loaded ill 
their efforts to care for their communities. 

Mr. Chairman, may I insert the tabulation in the record ~ 
The CHAIRMAN. Without objection, it may go in. 
(The tabulation. referred to IS as follows:) 

Statement 8howing the borrowings, by rediscounts and bills payable, olthe national bank, 
in New York, Chicago, and St. Louis,!18 compared with the borrowing8 of the "country' 
national bank8for Sept. 8, 1920, and Sept. 12, 1919. 

[Report or Comptroller or the Currency ror 1920, p. 222, Vol. 1.1 
[Inmillions.1 

Redis· 
counts 

and bills Total loans and discounts.1 

payable. 

--. 
Sept. 8, 1920: 

Central reserve cities (New S896 13,695, - 24 per cent, rediscounted ••.• 
York, Chicago, St. Louis). 

Country banks •.••••.•••.•.•. 596 15,853, - 10 per cent, rediscounted •••• 

SePB;;i/;;:I~;..erve cities (New 497 13,144, -16per cent, rediscounted .• _. 
York, Chicago, St. Louis). 

437 St,759, - 9 per cent, rediscounted ••••• Country banks ••...••••••.•.• 

1 Nearly all with Federol reserve banks. 

Ratio 01 
Total redis-
assets, counts 

exclUSIve and bin. 
of red is· 
counts. 

~ay.bl. 
o total 
assets. 
--
Perc"'" 

15,471 1 

9,958 

5,695 8. 

9,1671 '-, 
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Mr. Chairman, shall I proceed now with my narrative ~ 
The CHAmMAN. Yes; unless there are some questions at this 

point. 
Representative MILLS. You are just giving the figures for one 

month~ 
Mr. WILLlAMS. I gave them for September 8, 1920; and I also 

gave them for September 12, 1919. I think I gave all of th'em. 
Shall I proceed now with my narrative, Mr. ChairmanW 
The CHAmMAN. Yes. 
Representative MILLS. Will you give those same figures for June, 

19211 _ 
Mr. WILLIAMS. I can get them for you. 
Representative J.fILLs. Well, will you, and give the same per-

centages? . 
Mr. WILLIAMS. I can get them for you, if you desire them. 
Representative MILLS. Will you get them, and give the same 

percentages? , 
Mr. WILLIAMS. Yes; if the commission desires them. Shall I 

proceed 1 . 
The CHAIRMAN. Yes. 
Mr. WILLIAMS. I was about·to read from a letter which I addressed 

to the Federal Reserve Board on January 28, 1920. I said in tha~ 
letter: 

Is it not a little disconcerting. not to say alarming, to fiI\d th'at the Federal reserve 
bank of New York had loaned or rediscounted for the -' -' - on Deceml>er 31, 1919, 
an amount equal to nearly six times the capital of the Federal reserve bank of New 
York-about 250 per cent of the capital and surplus of the Federal reserve bank of 
New York-and that more than one-seventh of all the bills discounted for all members 
and all those purchased in the open market at the end of December, 1919, were for the 
benefit of the --? _, 

These figures also show that the Federal reserve bank of New York was lending to 
the -- at the close of December, 1919, an amount in excess of the total loans 
and discounts made as of December 26, 1919, to all of their member banks by either 
the Federal reserve banks of 8t_ Louis or Minneapolis or Kansas City or Richmond or 
Atlanta and about twice as much as the agl,'1'egate of all loans and discounts and 
purchased paller held at that time by the Federal reserve bank of Dallas. • ~ 

The CHAIRMAN. Right there, Mr. Williams, would it not be fairer 
to compare loans and discounts with resources than to compare 
absolute figures with New York and absolute figures for other 
districts 1 

Mr. WILLIAMS. May I suggest, Mr. Chairman, that it might be 
easier for you to comment on the statement after it is concluded; 
perhaps some of your inquiries may be answered as I proceed. I 
shall be very glad, however .... to answ~r ~y question that ~omes up. 

TheCHAJRMAN. I am aSJrulg you If It would not be faIrer for you 
to make that comparison instead of the one that you are making. 

Mr. WILLIAMS. I am making some other comparisons as I go along. 
The CHAmMAN. If that is your answer to the question, I am 

satisfied. 
Mr. WILLIAMS (reading) : 
The -- noi only borrowed back the entire amount of its reserve balance but 

is also borrowing from the New York reserve bank a further sum . equal to about 
four times the total capital of the Federal reserve bank of New York. Frankly, 
are you not surprised that the officers of the reserve bank of New York should 
approve these transactions? 

Governor, this is a concentration of the funds of the reserve system with one debtor 
bank, conspicuous filr its speculative operations and promotions, which, in my judg-
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ment, is not ·only not justified but distinctly dangerous, and I feel it my duo/. to 
register my strong dissent from a continuance of such conditions as these by wntmg 
you, as I am doing, as an ex officio member of the board. , 

Representative MILLS. ·Now, Mr. Chairman, I renew my motion to 
strike out that portion of the testimony which !vir. Williams has just 
read, as irrelevant and immaterial under the terms of the resolution 
appointing this commission. 

Representative FUNK. Mr. Chairman, a number of times we have 
had complaints made here by people representing the agricultural 
interests that they have been discriminated against in the matter of 
accommodation by the Federal reserve banks. I think this state
ment is very pertment in view of the complaints or charges which 
have been made. 

The CHAIRMAN. I think if objection is made to this testimony it 
must be in the form of objection that the chairman can pass upon 
and decide and which can be appealed from, rather than in the form 
of a :motion to strike out testimony. 

Representative MILLS. Mr. ChaIrman, I did not object-although 
I knew perfectly well what Mr. Williams's testimony was going to be, 
because it appears elsewhere-at the time he started to give it, 
because I thought the commission should have an opportunity to 
know the nature of the testimony. In presenting my objection it 
seems to me there is no recourse left to me except a motion to strike 
out. 

The CHAIR~IAN. Irl order to bring the matter before the commis
sion, I will put the matter to a vote, and in voting those who favor 
striking out the testimony will vote aye, and those who favor not 
striking out the testimony will vote no. 

(rhe question was thereupon put by the chairman on viva voce 
vote.) 

The CHAIRMAN. The motion is lost. , 
Representative MILLS. Then let me ask you, Mr. Williams, whether 

you are not giving absolute figures there, without any reference what
soever to the assets of the Federal reserve banks in question, with
out any reference to the assets of the borrowing bank, and without 
any reference to the deposits carried by the New York banks with 
their Federal reserve bank, as compared with the deposits carried by 
the banks in other cities ~ 

Mr. WILI.J.AMS. I will give some other figures later on, Mr. Mills. 
Representative MILLS. But you have not to date, have you 1 
Mr. WILLIAMS. They are in this statement. . 
Representative MILLS. But you have not to date, have you; those 

are absolute figures that you have given 1 
Mr. WILLIAMS. Yes; in the 'paragraph which I have just O'iven, I 

made a comparison between the ca{lital of the Federal reser~e bank 
in New York and the percentage of ltS capital and surplus which was 
borrowed by one institution. 

Representative MILLS. Now, will you please explain to this com
mission what the basic line is 1 

Mr. WILLIAMS. I see several members of the Federal Reserve Board 
present here, incl~ding the governor.. I should prefer that they 
answer that questIOn; that that questIOn be answered by members 
of the Federal Reserve Board. 
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Representative MILLS. I think I should have an answer to the 
guestIOn. The witness is appearing here as an expert, and he should 
lie able to tell what the basic line IS. 

Mr. WILLIAMS'. I do not know on what principle the basic line is 
now being figured at New York; the basic line has varied in different 
districts. . 

Representative MILLS. In what way has it varied ~ 
Mr. WILLIAMS. I should prefer to have that come from the board 

members themselves. I am appearing here, not as a member of the 
board now. 

Representative MILLS. You are appearing as an expert. . 
Mr. WILLIAMS. No; I do not understand that I am appearmg here

as an expert. I understand that I am appearing here as the 'former' 
Comptroller of the Currency. I would prefer that the members of 
the Federal Reserve Board answer that question, rather than have 
me go into such details of their administration. , 

Representative MILLS., I am not asking ;you to pass on the admin
istratIOn; Lam asking you to define what IS meant by the basic line. 

Mr. WILUAMS. I do not know what the basic line isat the present 
time in each of the 12 reserve districts. . 

Representative MILLS. I am asking you what the term "basic 
line" means. . 

Mr. WILLIAMS. You ask me what the term "basic line" means ~ 
Representative MILLS. Yes; what does the term "basic line" , 

mean ~ 
Mr. WILLIAMS. The term "basic line" as here applied means the 

"line" or amount of loans which the several Federal reserve banks 
regard as the "line of rediscount," which could be properlJ" appor
tioned from their total resources to ~ach member in each district. 

Representative MILLS. In other words, the Federal Reserve Board 
attempts to define, generally speaking, what each member Qank in 
a particular district is entitled to borrow from its Federal reserve 
bank" 

Mr. WILLIAMS. In conjunction with the Federal reserve banks of 
the various districts. ' I 

Representative MILLS. Exactly. 
Mr. WILUAMS. Yes, sir. 
Representative MILLS. Now, do you know whether in attem.pting 

to determine that variation, or the allocation ,to each partlcular 
bank-whether any formula was adopted ., 

Mr. WILUAMS. I think there were several formulre adopted. 
That is a matter of detail which I would prefer 'should be answered 
by the'members of the Federal Reserve Board. 

Representative MILLS. Do you, or do you not, know whether 
formulre were adopted .,-

Mr. WILLIAMS. Yes; they were established on certain bases. 
Representative MILLS. What was the basis for the establishment 

of those formulre" . . ' 
Mr. WILUAMS. I would have to look up the record for that. The 

basis has been changed from time to time. , . 
Representative MILLS. Generally speaking; what were the ele

ments that entered into that basis" 
Mr. WILLIAMS. I decline to answer that. The secretary of the 

board is present, and you can get that information from him, if you 
d~ire~ . 
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Representative MILLS. I am trying to get it from you; I am not 
trying to tie you down to any particular percentage; but I am asking 
you what particular elements went into the formulre that made the 
basic line ~ , 

Mr. WILLIAMS. I understand several elements entered into it. But 
I would desire not to discuss that, when the members of the board are 
present and can answer. !twas not my duty to prepare those formulre. 

Senator ROBINSON. Were those formulre in writing~ 
Mr. WILLIAMS. My recollection is they were prepared by the re-

spective Federal banks with or without the approval of the. board. 
Now, I assume that the board approved the formulre in the several 
districts. 

Senator ROBINSON. Were they reduced to writing, Mr. Williams~ 
Mr. WILl"lAMS. Presumably they were, and they can be furnished 

to your commission. 
Senator .ROBINSON. Did the .board keep minutes of their pro

ceedings when they made these formulre, or do you know about that ¥ 
Mr. WILLIAMS. The basic line was established in different Federal 

reserve districts and they varied. 
Senator ROBINSON. You have not possession of the records of the 

minutes of those meetings where action was taken establishing the 
basic lines ~ 

Mr. WILLIAMS. No; I have not. 
Representative MILLS. Did they take into consideration different 

elements in different districts ~ 
Mr. WILLIAMS. You can ask them that; I assume they did. 
Representative MILLS. Do you mean to say you have no knowledge 

~~~ . . 

Mr. WiLLIAMS. I assume they did. 
Representative MILLS. Have you any knowledge of it ~ 
Mr. WILLIAMS. I assume they did, but whether they did or not, 

those bases varied. 
Representative MILLS. I am asking you whether you have any 

knowledge of it; that, it seems to me, you can answer by yes or no. 
Mr. WILLIAMS. I do not know what they are at this time. 
Representative MILLs. I am asking you whether you have any 

knowledge-
Mr. WILLlAMS (interposing). I had knowledge at the time it was 

desirable for me to have kriowledge, in a general way. I did not 
follow the details of the basic lines in detail. I knew of it in a 
general way. 

Representative MILLS. I will now ask you whether, in fixing the 
basic line for the various districts, the elements taken into .considera
tion were the same ~ 

Mr. WILLIAMS. I do not understand that they ·were the same.· 
r.think there were variations in the different districts. That is my 
impression. 

Representative MILLS. What elements would normally be taken 
into consideration in fixing those basic lines ~ . 

Mr. WILLIAMS.,I would prefer not to answer that question. The 
gentlemen familiar with the details are in the room, and can answer. 

Representative MILLS. Let me ask you-I think it is importartt 
to kriow what the basic line is--' . 

Mr. WILLIAMS (interposing). The governor and secretary of the 
Federal Reserve Board are present. 
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Representative Mn.LS. I would like to have, Mr. Williams explain 
what the basic line is. He has told us, in a general way, just the 
method used in determining what p~oportion of the. funds of the 
Federal reserve bank the member bank of a particular district is 
entitled to. Now, I would like to know what elements .would be 
considered in determining--

Representative SUMNERS (inte!'Posing). Mr. Chairman, I submit 
that the question has been asked a half dozen times by Mr. Mills, 
and the WItness has given the answer he desires to go into the record; 
and I submit that further time should not be taken up in this manner. 

Senator ROBINSON. I make the further point that there is a record 
of this matter easUrr~btainable. 

Representative s. I withdraw the question, in view of the fact 
that the witness declines to answer it. 

Senator IlARRISON. He defined it. 
Represe!ltative TEN !!1.YCK. ~ !iesire to bring out this point: T~e wit

ness IS trymg to define his posItIOn. If, later on, the board,qesll"es t.o 
justify what they have been doing, and bring to us the basis ~n which 
the basic line is determined, we would be glad to hear from them 
what the bllBic line is. But I believe what the witness,is giving us to
day is his general idea of the basic line of the credit of the country. 

Representative Mn.Ls. Mr. Williams, is it not a fact that on 
November 15, 1920, the date to which you have referred, the banks 
to which you refer in New York--, , . , 

Mr. WILLIAMS (interposing)., May I interrupt you ~ I did not refer 
to that date. 

Representative Mn.LS .. Well,.on the date to which you did refer. 
Mr. WILLIAMS. All right. ' , 
Representative MILLS. The banks in New York had borrowed only 

142 per cent of their basic line, whereas the member banks, not in
cludmg the merely five largest. borrowers in the case of the New York 
district, and of the Richmond district, had borrowed 120 per cent of 
their basic line ~ , , 

~fr. WU.LIAliS. YOll'are wrong: you are discussing one date, and'! 
am discussing another, as I understand it., ' 

Representative MrLL~., What is your date ~ . , ' 
Mr. WILLIAMS. I am discussing J?ecember, 1~19; you are dis-

cussing November, 1920. . ' .. 
Representative MILLS., You are right. Your letter to the, board is 

, dated what ~ 
Mr. WILLI.A~s. Jllnuary 28,)920. , ..' 
RepresentatIve MiLLS. And the letter that I am referrmg to 18. the 

letter dated January, 1921.. ',' 
Mr. WILLIAMS. I do not know what you are referring, to, Congress

man. 
Representative MIl.LB. You have had considerable correspondence 

with the board ¥ 
Mr. WILLIAMS. I have had a good many hitters; yes, sir. 
Representative MILl.S. And you have made this same charge a year 

k~~ , 
,Mr. WILLIAMS. Can 1 end the narrative I was making first of the 

autumn of 1919, before we get into·1920~ .J .' 

Representative MILLs. Yes, surely. . , 
The CHAIRMAN. I. would like to ask a question with reference to 

the basic, line: At the time. that you assumed that t~ese basic lines 
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were approved by the Federal Reserve Board, do you know whether 
they were or not 1 

Mr. WILLIAMS. I do not r~call the detltils, Congressman. 
The CHAIRMAN. You were a member of the Federal Reserve Board 

at the time these basic lines were est.ltblished 1 
Mr. WILLIAMS. I was. 
The CHAIRMAN. But you do not lmow whether t.he basic lines were 

approved--· , 
Mr. WILLIAMS (interposinO'). I recall that the basic lines as es

tablished were a subject of di~cussion; whether they were passed upon 
in the caso of each district I do not· know. 

Representative MILLS. Will you refresh your recollection before you 
appear before thA commission to-morrow and let us know ~ . 

Mr. WILLIAMS. I have not been asked to appear before the com
mission to-morrow. You can get that from the board. 

Senator HARRISON. Probably the board could get it easier than 
you could. ' 

Mr. WILLIAMS. They could. They have declined to give me in
formation I have asked for, and remmded me that I am no longer a 
member of the board. 

The CHAmMAN. You were a member of the board at the time these 
basic lines were established 1 

Mr. WIJJLIAMS. Were est.ablished and discussed. 
The CHAIRMAN. Very well. You may proceed. 
Mr. WILLIAMS. To continue my letter to the Governor of the 

Federal Reserve Board of January 28, 1920 [reading]: 
I trust you will find time to make a careful analysis of this situation. With such 

facts before us * * * as I have here undertaken to bring to your attention, our 
responsibility becomes serious and very real. I think it would be well to apprize 
the board of this situation. 

That is the end of the quotation from my letter to the governor 
of the Federal Reserve Board. 

I hear the board has tried to produce the impression that my 
figures were not correct, althou~h they seem to have carefully 
avoided specific denials of them. f therefore beg leave now to present 
the following table of figures drawn from OffiCIal statements of the 
Federal Reserve Board as published on pages 96, 97, and 98 of the 
Federal Reserve Bulletin of January, 1920.' . 

I have a statement showing the total of all bills discounted and 
loans made, and also bills purchased by six Federal reserve banks; 
also showing rediscounts and bills taken from other reserve banks 
by these six reserve banks as of December 26, 1919. 

This shows the Federal reserve banks oI Richmond, Atlanta, St. 
Louis, Minneapolis, Kansas City, and Dallas. 

The inIormation called for is, in the first instance, the number of 
member banks in the district, December, 1919; the second item is the 
total bills discounted and loans made, including those discounted 
for other reserve banks; the third item is the bills bought in open 
market, including bankers' acceptances bought from other reserve 
banks; the fourth item is loans to other reserve banks through bills 
discounted or purchased from them of bankers' acceptances, included 
in items 2 and 3; and the fifth is the amount borrowed from other 
reserve banks. 

In that total we find that the number of member banks in the 
Richmond district was 584; in, the Atlanta district; 427; in the St. 
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Louis district, 536; in the Minneapolis district, 921; in the Kansas 
City district, 1,039; and in the Dallas district, 958. 

The total bills discounted and loans made, including those dis
counted for other reserve banks, were in the Richmond district, 
1109,000,000; in the Atlanta district, $90,000,000; in the St. Louis 
district, 578,000,000; in the Minneapolis district, $70,000,000; in the 
Kansas City district, 187,000,000; in the Dallas district, 554,000,000. 

Bills bought in open market, including bankers' acceptances bought 
from other reserve banks, in the Richmond district, $16,000,000; in 
the Atlanta district, $16,000,000; in the St. Louis district, $37,000,000;. 
in the Minneapolis district; $14,000,000; in the Kansas City district, 
$20,000,000; in the Dallas district, $8,000,000. ' 

Loans to other reserve banks through bills discounted or purchased 
from them of bankers' acceptances, included in items 2 and 3, in the 
Richmond district, $5,000,000; in the Atlanta district, $5,000,000; 
in the St. Louis district, $29,000,000; none in the Minneapolis dis
trict; in the Kansas City district, $10,000,000; in theDaHas district, 
16,000,000. . 

The fifth item, bOITowed from other reserve banks, in the Rich
mond district, none; in the Atlanta district, none; in the St. Louis 
district, none; in the Minneapolis district, none; in the Kansas City 
district, 113,000,000; in the Dallas district, none. 

Representative MILLS. What is the date of that 1 
Mr. WILLIA.MS. December 26, 1919. On the right of this table I 

have a column showing the' amount loaned by the New York reserve 
bank as of December 26, 1919, to one banking institution in New 
York City, including its acceptances bought; that item at that time 
was about $130,000,000. ' 

I will leave this statement, Mr. Chairman, if you desire it for thf'i 
record. 

The CluIRMAN. Without objection it may go into the record. 
(The statement refeITed to is here printed in full, as follows:) 

8~ showing total of all bills disco.unted ~nd loans ~ and also bills purchased 
I1y BLZ Federal R~ banlcs; also shoWIng red'/8counu and bills taken from other reserve 
banks I1y these Bi1; reserve banlcs, as of Dec. 26, 1919. 

[In millions of dollars.) 

Federal reserve bank oE-

!!"!. Atlanta.J St. Louis.J = ~;S Dallas. 

-~--------·I-'-- ------ --- ------
1. Number or member benks in district 

2. T~~t~e~ted· .. ndi;,;m,; 'made' 584 4Z1 536 921 1,039 958 

(including those discounted ror other 
reserve benks) .•••••••••.•••••.•..•••• 109 90 78 70 87 54 

3. Bills bought in open market (including 
bankers' """"plances bought from 

8 other reserve benks) ..••..•..•..•..... 16 16 37 14 20 
4. Loans to other reserve benks through 

bills discounted or purchased from 
them of bankers' """"Ptances included 

10 6 in 28ud 3 .............•..••...•....•.. 5 5 29 ···Non.:· 5. Borrowed from other reserve banks ...•. None. None. None. 13 None. 

Amount loaned by New York reserve bank December 26, 1919, to one banking 
institution in New. York, including its acceptances bought, $130,000,000. 
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Mr. WILLIAMS. The amount loaned, as I say, by the New York 
reserve bank to one institution was $130,000,000. . 

The figures which I gave regarding the huge borrowings about. the 
·same date by the institution to which I have referred are added III a 
:separate paragraph at the bottom of the above table . 
. The official reports show that the reserve bank of New York had 
.loans and discounts outstanding, exclusive of acceptances at the time 
indicated,· to the borrower to which I refer, amounting to over 
.$118,000,000. 

This is more than twice 'as' much as the Federal reserve bank of 
Dallas was lendinO' on bills payable and rediscounts "to all the banks 

\ in that district. 1n fact, it was $64,000,000 more .than the Dallas 
:reserve bank was lending to all its member banks combined in that 
entire district, including the State of Texas and parts of Louisiana, 
·Oklahoma, Arizona, and New Mexico. , 

It was $48,000,000 more than the Federal reserve bank of Minne
.apolis was lending to all the member banks in that district. ' 

It was $40,000,000 more than the St. Louis bank was lending to 
·thebanks in that district, including the principal ;{>art of Missouri; 
-the State of Arkansas, and parts of Illinois, IndIana, Kentucky, 
'Tennessee, and Mississippi. 

It was $31,000,000 more than the Kansas City reserve bank was 
lending to the member banks in that district. It was $28,000,000 
,more than the Federal reserve bank of Atlanta was lending to all of 
its member banks in Georgia, Florida, Alabama, and parts of Louisi
ana and Tennessee; and $9,000,000 more than the Federal reserve 
'bank of Richmond was lending to all of its member banks in Virginia, 
North Carolina, South Carolina, Maryland, District of Columbia, 
.and parts of West Virginia. 

A further analysis of the situation at that time shows that two of 
the Federal reserve banks in the East on December 26, 1919, had 
,augmented their own resources by rediscounting with or selling 
acceptances to other reserve banks to the extent of over $97,000,000. 
The only bank in the West which at that time had rediscounted or 
.sold acceptances to other reserve banks was the Kansas City bank. 

The CHAIRMAN. What is the date of this statement ~ 
Mr. WILLIAMS. December 26, 1919. 
Representative MILLS. Of course, you do not know for what pur

-poses the loan was made to that particular institution; do you ~ 
Mr. WILLIAMS. To what institution ~ 
Representative MILLS. You have referred to a loan of $130,000,00Q 

;to one institution ~ 
Mr. WILLI~MS. I have analyzed the investments of that institution 

to some extent. 
Representative MILLS. You do not know the purposes of the loan ~ 
Mr, WILLIAMS. I know what was done with the money to a large 

.extent. 
Representative MILLS. With that $130,000,000 ~ 
Mr. WILLIAMS. I suppose it was used in their general funds. You 

·can hardly separate the funds of an institution of that sort and say 
what was done with them. Suppose one-tenth of its assets are loaned 
for purely legitimate business, and that nine-tenths are loaned for 
:speculative purposes, you can harldy segregate the assets and say 
that a certaIll amount of money borrowed was not used for specu

Jation and was used for legitimate business. 
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Resuming, Mr. Chairman the only bank in the West which at that 
time had rediscounted or soid acceptances to other reserve banks was 
the Kansas City bank, the amount being $13,000,000, and the banks 
which furnished this money at that time to the eastern banks were 
the Federal reserve banks of Richmond, Atlanta, St. Louis, Kansas 
()ity, Dallas, and San Francisco, as well as the Federal reserve 
banks of Chicago and Cleveland. The Federal reserve bank of 
Kansas City had taken nearly $10,000,000 of acceptances from other 
banks which nearly offset its $13,.000,000 of rediscounts with them. 
The New York reserve bank at that time ~as not furnishing funds to 
any other bank either by rediscounts or by the purchase of acceptances 
<from them. 

Representative SUMNERS. What was the character of ,business of 
that concern, Mr. Williams 1 

Mr. WILLlAMs. In the statement which I just read I gave it. 
Representative SUMNERS. I withdraw the question. I was out of 

the room for a few minutes. 
Senator lliRRISON. Did he state¥ 
Mr. W:rLLIAMs. I said: 
Governor, this is a concentration of the funds of the reserve system with one debtor 

bank, conspicuous for its speculative operations and promotions, which, in my judg
ment, is not only not justified but distinctly dangerous, and I feel it.my duty to register 
my strong dissent from a continuance of such conditiQns as these by writing you, as 
I am doing, as an ex officio member of the board. 

Representative lliRRISON. Do you know what per cent of those 
loans .were all speculative 1 '.' . 

Mr. WILLIAMS. Well, in conimunications which I imagine it will 
not be desirable to bring into a public hearing those. facts were 
analyzed pretty thoroughly. . .'. 

The CHAIRMAN. Did you propose any action on the part of the 
Federal Reserve Board' 

Mr. WILLIAMS. Did I propose any action on thilpart of the Federal 
Reserve Board to remedy the situation ¥ ' 

The CHAIRMAN. To control the situation. . 
Mr. WILLIAMS. I did. ' 
The CHAIRMAN. When ~ 
Mr. WILLIAMS. At that twe. 
The CJLURMAN. Did you make any inotions at that time-. -,-" , 
Mr. WILLIAMS (interposing). I communicated, Wi,th th~ governor of 

the board. '. , '. , ' 
The CHAIRMAN (continuing). Relating to any action on the part 

()f the Federal' Reserve Board ~ ..' 
Mr. WILLIAMS. I wrote the letter to the governor of the board and 

.asked him to bring it before the board. . ' 
The CHAIRMAN. But you did not as a member of the board;make 

any motion proposing any action by the board ~, . 
Mr .. WILLIAMS. I several times urged, that the matter be given 

.attentIOn, but I do not recall that I made a formal motion to that 
~nd, as I felt I had done all that could be incumbent upon me under 
the circumstances. 

The CHAIRMAN. IIi what way 'do you think the Federal Reserve 
'Board could have acted at that time to correct this situation within 
its legal powers ~ 
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Mr. WILLIAMS. I think it was well within its legal powers-I had 
urged the board to make an examination on its own account of that 
institution. And I did that repeatedly. 

The CHAIRMAN. Had you made any examination of the ban~~. 
Mr. WILLIAMS. I had not. It was not under my superVISIOn, 

except as a member of the board indirectly. -
Tlie CHAIRMAN. This was not a national bank ~ 
Mr. WILLIAMS. It was not . 

. Senator HARRISON. Well, did they make the examination ~ 
Mr. WILLIAMS. They did not, as I understand it. They sent one 

or two of their men into the institution along with the State examin
ing force, and they stayed there a few days and retired. 

Representative MILLS. What do you contend that these figures 
show1 

Mr. WILLIAMS. May I ask what your question is ~ What figures 1 
Representative MILLS. What do you contend that these figures 

show, is my question. . 
Mr. WILLIAMS. I will answer that. These figures show that this 

is a concentration, as I say in my letter: 
This is a concentration of the funds of the reserve system with one debtor bank 

conspicuous for its speculative operations and promotions which, in my judgment, 
is not only not justified but distinctly dangerous. 

Representative MILLS. Well, do they show that 1 
Mr. WILLIAMS. I think they do. 
Representative MILLS. If you do not make any relative com

parison, but simply take actual figures and make a comparison of 
New York City with Dallas, Tex. 1 

Mr. WILLIAMS. May I inquire, Congressman, whether you have 
seen my correspondence with the board with regard to this insti
tution 1 

Representative MILLS. I have not. 
Mr. WILLIAMS. Well, I think it would answer a good many ques

tions that suggest themselves to you, if you care to look at it. 
RepresentatIve MILLS. I am speaking of the general figures. I am 

not speaking of this particular institution. Do you think that in 
cOIllpari!lE what you contend is an undue concentration of money 
in New York City it is fair to take absolute figures and not compare 
relative figures in taking Dallas and New York City ~ . 

Mr. WILLIAMS. I thiIik you will find my correspondence with the 
board does deal--

Representative MILLS (interposing). That is not before this com-
mittee. '. 

Mr. WILLIAMS. Well, I imagine your committee can get the por
tion of the correspondence with reference to it. You can get that 
from the board. 

Representative MILLs. Am I to understand that you do not care 
to answer that question 1 . 

Mr. WILLIAMS. May I inquire exactly what your question is, 
Congressman ~ 

Representative MILLS. I askyou whether in com}?aring the amount 
of money loaned bv the New York reserve bank With tlie amount of 
money loaned by the Dallas bank it is fair to take absolute figures 
rather than relative figures ~ 
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Mr. WILLIAMS. Well, please bear in mind that my communications 
were addressed to the board, which was in full possession of the 
absolute as well as the relative figures, and there could be no ques
tion of their not being informed on that point. 

Representative Mn..Ls. You are now testifying before a committee 
that has not got the relative figures, Mr. Williams. 
::'Mr. Wn.LIAMS. Well, the committee can obtain them, if you 
desire them, I assume, Congressman. 

Representative MILLS. But you s,imply want to give the absolute 
figures ~ 

Mr. WILLIAMS. Well, as far as I am concerned, you can have any 
figures--or as far as I am advised, you have access to all of those 
figures. And the board in considering my correspondence had before 
it both the absolute and the relative figures. 

Representative MILLS. Will you say this, Mr. Williams, that for 
this committee to get a correct picture of the situation it should have 
the relative figures as well as tlie absolute figures ~ 

Mr. WILLIAMS. I think it would be well for the committee to get a 
great deal of information which it is not my province to. lay before it. 

Representative MILLS. All right. ' 
, Senator HARRISON. May I ask you this: I have forgotten just how 
the Federal reserve act reads. Does it sanction by law the Federal 
Reserve Board to rediscount paper that is purely for speculative 
purposes 1 

~Ir. Wn.LIAMS. It can not. 
Senator HARRISON. Without them acting in direct violation of 

the law~ 
Mr. Wn.LIAMS. Well, of course, the Federal reserve act provides 

that paper, business paper of a certain kind, is eligible for rediscount. 
It also provides that member banks may borrow from reserve banks 
upon the security of Government bonds. There is no provision of 
the Federal reserve act, however, as it stands at present, . which 
would prevent a speculative bank, if it chose to do so, from borrow
ing $10,000,000 of Liberty bonds from an individual and pledging 
those bonds as collateral with the Federal reserve bank and obtaining 
$10,000,000 and loaning it to its president or the vice president of 
the borrowing bank for their own speculative operation. 

Senator HARRISON. I just notice section 13 of the Federal reserve 
act. Is this the provision that you had in mind [reading]: 

But such definition Rhall not int'lude notes, drafts; or bills covering merelv invest
ments issued or drawn for the purpose of carrying or trading in stocks, bonds; or other 
investment securities, except bonds and notes of the Government of me United 
Statee, . 

Mr. Wn.LIAMs. I think tha,t some of the questions which will 
naturally suggest themselves to yourself, Mr. Chairman, and other 
members of the committee, will be answered as I proceed. 

Representative MILLS. Except I simply want to {loint out now to 
the chairman of the committee the dangers which arIse from allowing 
this kind of testimony to go in. We now have your absolute asser
tion that $130,000,000 were loaned for speculative purposes to. a 
bank which is not named. 

Mr. WILLIAMS. I did not say that that $130,000,000 was loaned 
for speculative purposes. 
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Representative MILLS. Well, the inference is -clear, and the bank 
is not named; and there is no means for this committee or anyone
else ascertaining whether that statement is true. 

Mr. Wn.LlAMs. Well, please let me correct you if you undertake to 
quote me. I did not say that that $130,000,000 was borrowed for 
speculative l'urposes. I did say that the institution to which I 
referred had been conspicuous for its speculative operations. 

Shall I proceed, Mr. Chairman ~ 
The CHAIRMAN. Proceed. 
Representative MILLS. Isn't it also true that that particular insti

tution to which you refer was one of the largest lenders for the pur
poses of exporting grain and other farm products to Europe at that 
time~ " 

Mr. WILLIAMS. I do not know what amount it had in foreign 
business or in exporting corn or wheat or anything else. I don't 
know what the figures were. 

Representative MILLS. You analyzed the figures, you said. 
Mr. WILLIAMS. I did not say that I analyzed those figures. I 

analyzed-well, if you wish to have it, the analysis which I made is 
a matter of record, Congressman, and it is in the possession of the 
Federal Reserve Board, and as far as I am concerned, I have not the 
slightest objection to the Federal Reserve Board laying before this 
committee any communication which it has received from me at any 
time on any subject. 

Representative MILLS. But you decline to state whether that par-· 
ticular institution is one of the largest lenders for the purpose of ex-
port trade ~ , 

Mr. WILLIAMS. I imagine that it is, and also engaged in many 
other activities . 

. Representative MILLS. Well, that answers my question. 
Mr. WILLIAMS. A further analysis shows that at the end of Decem

ber, 1919, the amount which the Federal reserve bank of New York 
was furnishing on loans and rediscounts and through the purchase of 
its acceptances to one banking institution in New YorK City, was 
about $130,000,000. 

This amount furnished by the Federal Reserve System to one 
New York institution exceeds by $68,000,000 the total amount of 
loans and discounts plus "bills and acceptances purchased" in the 
open market, by the Federal reseve bank of Dallas. It exceeds by 
$46,000,000 the bills discounted and acceptances and bills purchcased' 
by the reserve bank of Minneapolis; and IS $15,000,000 more than the 
aggregate of all loans and discounts and bills and acceptances held 
on December 26, 1919, by the Federal reserve bank of St. Louis. 
Advances made by the reserve bank of New York to that one institu
tion on December 31, 1920, through rediscounts and acceptances, etc., 
also largely exceeded the total amount of money which was being 
loaned on December 26, 1919, to all of the member banks in their 
respective districts on rediscounts or on bills and acceptances pur
chased by the Federal reserve bank of Atlanta or Richmond. 

I have also asserted, and the official figures will prove, that many 
millions of dollars of the funds of that particular debtor institution 
were being used and employed in loans to executive officials of the 
borrowing institution and to syndicate enterprises in which they 
were heavily interested. 
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Representative Mn.Ls. Do you consider that relevant to the pur-
poses of an a,,<7liculrural inquiry ~ . 

Mr. WILLIAMS. It is not for me to say. I consider it relevant; but 
it is not for me to pass upon that, Mr. Congressman. It is for you 
and the committee to pass uJ>on that. ; 

Senator HARRISON. Mr. Chairman, it is certainly relevant. They 
are . not lending for agricultural purposes. They are lendiI;J.g to 
executive officers in a bank which was conducting a speculative 
business. . 

Mr. Wll.LIAMs. The records show conclusively that the Federal 
reserve bank advanced money liberally and practically continuously, 
in flush times and hard times, to certain large financial institutions 
in New York City which were notorious for their speculative activi
ties, and that these institutions loaned manr Illillions of their funds 
to their own executive officers and other OffiCialS and to the syndicates 
and enterprises in which these officers were heavily interested. 
These loans which were in many cases classed as "demand loans" 
continued to be carried along at low or moderate rates of interest 
while other customers of the bank engaged in-legitimate business 
had their loans peremptorily called and payment insisted upon to an 
extent which brought ruin and failure to some and crippled others. 

Loans to their own officers and their special entetpnses or syndi-
cates were in some cases studiously camouflaged or concealed. These 
abuses were brought by me to the attention of the Federal Reserve 
Board, but, as far as I know, no remedial action was taken. 

The CHAlRMAN. MaY'I ask ;}Tou a question there. Some of these, 
banks were national banks, I take it , . 

Mr. WILLIAMS. The one that I have just been discussing, to whl,ch 
this large loan was made, was not a national bank. 

The CHAIRMAN. Well, I supposed that you were now discussing 
the general situation with respect to loans made by New York banks. 

Mr. WILLIAMS. Yes. 
The CHAIRMAN. Some of these banks were national banks, were 

they~ . . 
. Mr. WILLIAMS. They were. , .. 

The CHAIRMAN. And as such they were subject to exaIllination ¥ 
Mr. WILLIAMS. They were. . 
The CHAmMAN. ExaIllination by you as comptroller' 

. Mr. WILLIAMs. They were. 
The CHAIRMAN. Did you take any action as comptroller to correct 

the situation to which you have referred ¥ 
Mr. WILLIAMS. I did, earnestly. 
The CHAIRMAN. In what way ¥ 
Mr. WILLIAMS. By having the examiners appear before the boards 

of directors of the banks, call their atteution to the matters subject 
to criticism, and Ul'ge reform. . 

The CHAIRMAN. Well, you took no action except to urge reform 
upon these banks , 

Mr. WILLIAMS. Well,I could not deny them credit. The Federal, 
reserve bank had the right, if it cared to exercise it, to decline or to 
curtail the granting of credits to them if they could be found to be 
using th~ funds obtained for speculative purposes. That was not 
my functIOn. 
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The CHAIRMAN. You think the Federal Reserve Board had the 
power, and it should have exercised it to restrain banks from engaging 
In lending money for speculative purposes ~ 

Mr. WILLIAMS. I think, Mr. Chairman, that when the attention of 
the Federal Reserve Board is called to a dangerous situation, or let 
me say this : We will take a hypothetical case. If the Comptroller 
of the Currency should call the attention of the Federal Reserve 
Board to a bank that is borrowing excessively, whose operations are 
highly speculative, and whose loans to its own executive officers 
amount to millions of dollars, it seems to me that in a case of that 
sort it becomes the duty of the Federal Reserve Board when it is so 
advised by the Comptroller of the Currency, to take the matter up 
with the Federal reserve bank of the district and apply such remedies 
as may be in order. 

The CHAIRMAN. Well, what remedies do you think: would be in 
order-refusal to discount eligible paJ>er to these banks W 

Mr. WILLIAMS. I think: that the Federal Reserve Board could 
certainly say to the bank, "Unless you restrain your speculative 
activities we will not continue to make advances to you." 

The question came up several times in the board, and I was charged 
with inconsistency in urging that there be an amendment to the 
Federal reserve act which woUld enable the Federal reserve banks to 
help a big bank out of trouble if it.should need aid and should not 
have a sufficient amount of eligible pi1J:>er to put up for the advances 
which must be furnished. It was claImed that while I apparently 

. took the position that there should be a restraining hand held upon 
member banks, yet I was in favor of letting down the bars under 
certain contingencies. 

I do not want my position now to be misunderstood. It is my view 
that the banks should be restrained before they came to the breaking 
point; that speculative activity should be held under. But it is also 
my view that if a large bank, through the mismanagement of its 
officers, gets into a strained position and finds that it is loaded up 
with speculative securities and has not a sufficient amount of eligible 
paJ:>er to meet the demand upon it, there ou~ht to be some way by 
wliich that bank can put up securities which are not eligible to 
obtain money from the reserve bank to enable it to avoid suspension. 

The CHAIRMAN. If a bank gets into unsound circumstances through 
a matter of mismanagement or making bad loans, that is a matter 
with which the comptroller should deal, is it not ~ . 

Mr. WILLIAMS. The comptroller had no supervision over the bank 
which we were discussing here. 

The CHAIRMAN. You have detailed some general conditions here 
and said that they were general conditions, and not now referring to 
any particular bank 'ou said that these were general conditions wliich 
eXisted in the city 0 New York. 

Mr. WILLIAMS. Excuse me, Congressman, I did not say they apply 
to all banks, because they do not. The great majority of banKS in 
New York are well managed and well run. I am happy to testify 
to that. . 
. The CHAIRMAN. Well, you have described certaingen~ral conditions. 

Mr. WILLIAMS. No; they are not general. Those are special 
conditions. . 
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The CnAmMAN. You were referring to ,other,llank!! than the par-
ticular bank to which you referred a moment ago. 

Mr. WILLIAMS. To certain' banks, not all t,he banks. 
The CnAmMAN. You said some of those banks were national banks. 
Mr. WILLIAMS. Some of them. . 
The CHAIRMAN. Now, if those banks were national banks, and they 

were mismanaged and taking bad loans, then it was up to you as 
comptroller to deal with that situation, was it not ~ 

Mr. WILLIAMS. Not in the way in which I have suggested. I could 
not extend them credit. 

Representative MILLS. What were· your functions and duties as 
comptroller ~ 

Mr. WILLIAMS. In what respect ~ 
Representative MlLLS. In respect to the examination of banks. 
Mr. WILLIAMS. My function as Comptroller of the Currency was to 

see that the banks were properly examined. That was ,one of the 
functions of the office, to see that the banks were properly examined 
by examin,ers. . , 

Representative MlLLS. And if you foun«:f, improper conditions, what 
does the law charge you to do ~ 

Mr. WIJ.LIAMS. Tlie comptroller has not the power to correct all 
unfavorable conditions with which he has to contend, and I have 
repeatedly in my annual reports asked Congress to enlarge the powers 
of the comptroller in certam respects so he can deal with those con-
ditions. . " . 

Representative MILLS. Mr. Williams, IOU and I do not seem to be 
able to get a question answered. ,I askeyou what your powers were, 
not what you thought they should be. Under the law, what power 
does the law give you to deal with bad conditions of a bank revealed 
by your own exammation ¥ 

Mr. WILLIAMS. Well, what kind of conditions r . . 
Representative MILLS. Assuming that a bank has speculated with 

its funds up to a point where you consider that its credit is impaired,. 
what power does the law give you ~ 

Mr. WILI.IAMS. Well, do you mean the credit impaired, or its sol-
vency impaired 1 . . 

Representative MILLS. Well, its solvency impaired, let us say. 
Mr. WILLIAMS. Well, if its solvency is impaIred, if the bank is in-

folvent, the comptroller can appoint a receiver. .' 
Representative MILLS. Well, now, assume that It has not reached 

~he point of insolvency, but that you consider that through ,specu
lative activities it has impaired its solvency, though not actually 
leached the point where it is insolvent 1 

Mr. WILLIAMS. It is one of the functions of the comptroller's office 
10 make a careful examination of the national banks, and after the 
~xamination to assemble the boards, if conditions warrant the assem
)ling of the board of directors, and to call their attention to the 
'f'eaknesses which exist in the bank and to the wrong methods 
'f'hich are being pursued and the violations of the banking act" if 
jJtere are any .. 

Senator ROBINSON. Did you do that in connection with the 
lIational banks that were examined and found to be deficient 1 

Mr. WILLIAMS. I did. 
58589--21-PT 13--5 ; 



66 AGRICULTURAL INQUIRY. 

Representative MuLs. And if they disregard that warning, ·what 
is the duty of the comptroller ¥ 

Mr. WILLIAMS. If they persistently disregard his admonitions, if 
the bank continues to violate the bariking act, he can report the case 
to the Department of Justice, as I had occasion to do not very many 
months ago in the case of one particular national bank, and that case 
is now With the Department of Justice, and in that particular case 
the Department of Justice is now making its investigatIon with a view 
to receivership and the winding up of the affairs of the bank, if 
necessary. 

ReJ>resentative MILLS. Did you do it with the case of the New 
York bank to which you refer ~ 

Mr. WILLIAMS. Did I do what¥ 
Representative MILLS. Report the matter to the Department of 

Justice¥ ' • 
Mr. WILLIAMS. I did not, because I thought it could be handled 

otherwise. In a'number of cases-I do not care to be too specific 
now-but in many cases of national banks-and we will not con
fine ourselves to New York-where we find that they have suffered 
actual loss, the comptroller calls upon the directors to charge them 
off. 

Representative MILLS. Now you have referred to a bank which has 
made loans-,-' 
. Mr.WILLllMS (interposing). Let me say that the bank which I 
recently recommended to the Department of Justice to place in the 
hands of the receiver was not a bank in Il. large city. 

Representative MILLS. May I ask you this question: You have 
referred to a bank which made loans to its officers. That was not 
the same bank to which you referred when you referred to the 
$130,000,000, was it ~ 

Mr. WILLIAMS. That is answered, if you will let me proceed with 
my narrative here. 
, Representative MILLs. Will you answer that question ~ 

Mr. WILLIAMS. There are several banks which made loans to their 
officers which are referred to in this statement. 

Representative MILLs. Is the bank that you referred to with 
reference to the loan of $130,000,000 the same bank ¥ 

Mr. WILLIAMS. That is one of them. 
Representative MILLS. That is one of them 1 
Mr. WILLIAMs. Yes; that is one of them. ' 
The CHAmMAN. How many times a year does the law require an 

examination of national banks 1 ' ' 
Mr. WILLIAMs. Twice. 
The CllA.mMAN. Were the banks of New York examined twice 

during the year 1920; that is, the national banks ~ 
Mr. WILUAMS. ,Not all of them. There was one larfe bank which 

was examined twice in New York during the year 1920, think. That 
was the largest bank in the city. Its resources, I think, were approxi
mately 20 per cent of the total. It is a difficult thing in New York
it has been a difficult thing, to examine all the ballks twice in the 
conditions through which we have been passing in the last year or 
two. W 6- have been making very thorough examinations of the 
banks. These examinations have lasted sometimes from one month 
to five months. And we have felt that it was best to concentrate 
the attention of the force upon the cases that most needed attention, 
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just as if there should be a fire, we would use the water for the house 
that is burning. 

The CHAIRMAN. What :proportion of the banks in New York City 
were examined twice durmg the year 1920 ¥ 

Mr. WILLIAMS. I just stated that I think that one large bank 
was examined twice, and I think the proportion of, that bank's 
resources to the total was about 20 per cent. But the examinations 
of the other banks were so complete and so thorough that they 
lasted sometimes from one to five months. And I will also add 
that in addition to the very thorough examinations which were 
made. that we called upon those banks in N ew York City to furnish 
one additional complete report of conditions, beyond what was 
called for, beyond what was required under the statute. 

The CHAmMAN.W ere there any banks in New York that were not 
examined at all during 1920 ¥ ' 

Mr. WILLIAMS. None that I recall. 
The CHAmMAN. You are now under the impression that all of the 

banks in New York were examined once during 19201 
Mr. WILLIAMS. Substantially-in New York City. 
Senator ROBINSON. You mean, of coursel national banks, do 

you not 1 
The CHAmMAN. I mean national banks; I am referring to na'

tional banks. 
Mr. WILLIAMS. Yes. 
The CHAmMAN. There was only one of the national banks in New 

York City that was examined tWIce ¥ 
Mr. WILLIAMS. Yes; there was only one of the national banks in 

New York City that was examined twice, and that bank represented 
about 20 per cent of the resources, if I recall, of all the banks. 

Representative MILLS. Now, Mr. Williams, you assume to criti.
cise the management of the Federal reserve bank in New York in 
the matter of making loans to member banks. I ask you whether, 
if the New York Federal reserve bank" providing paper eligible for 
discount is presented, would have the right to deny credit to a 
particular bank ¥ 

Mr. WILLIAMs. Would they have the right ¥ 
Representative MILLS. Yes. . 
Mr. WILLIAMS. Well, I want to say this; that banks all over the 

country, whether they have the right or not, are denying credit to 
customers who present eligible paper. Whether they have the 
right or not, they are doing_ it. 

Representative MILLS. Well, assuming that the member bank-t-
Mr. WILLIAMS (interposing). I have no doubt that the banks 

in New York have refused eligible paper from time to time when 
presented. I don't recall any particUlar cases, but there is nothing 
ill the law that requires a member bank to take every loan that h 
offered to it. I 

Representative MILLS. No; but assume- . 
Mr. WILLIAMS. It is supposed the bank will be run with some' 

intelligence and discretion. The system would go to wreck and 
ruin on any other iZrJ~thesis. 

Representative s. Assuming that the member bank had not 
exceeiied the ratio. to 'Which it was entitled, and presented to the 
Federal reserve bank eligible paper, would the Federal reserve bank 
be justified in refusing it 1 
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Mr. WILLIAMS. It might certainly be justified in refusing it. It 
( would be its bounden duty to refuse to take paper under certain 

conceivable conditions in that bank with which the Federal reserve 
bank could acquaint itself. . 

. Representative MILLS. Well, now, let me ask you: I suppose you 
refer to the conditions which you have referred to, that a bank was 
engaged in a speculative activity. In so far as individual loans are 
concerned, the Federal reserve bank has no means of determining 
to what purpose the money' advanced is going to be used, has it ~ 

Mr. WILLIAMS. Oh, yes; It has. 
Representative MILLS. How ¥ . 
Mr. WILLIAMS. The small banks are called upon to state what 

the money is used for time and again in differ.ent parts of the coun
try. The officers of the bank are called up to the reserve bank 
and are asked: "What are you going to do with this money ~" Not 
only that, but they are sometimes not only required to leave with 
the bank the bills discounted, but to put up a great deal of addi
tional collateral from time to time, which I think is a very question-
able practice. . . 

Representative MILLS. But do you not know that with the amount 
of business transacted daily by one of the large New York banks 
with the Federal Reserve Bank of New York City, that it is abso
lutely impossible, as a practical matter, to tag every cent that is 
loaned to a bank ~ 

Mr. WILLIAMS. Well, there is a great deal of difference between 
tagging every cent that is loaned to a bank and familiarizing one's 
self with its operation. . 

Representative MILLS. I am not asking you that. I am asking 
you for specific loans. It seems to me that I am occasionally entitled 
'to a direct answer. 

Mr. WILLIAMS. Now, what is your question ~ 
Representative MILLS. I am asking you whether, with reference 

to specific loans, taking into consideration the very many transac
tions during the course of the day in New York City, whether it is 
practical for the New York City Federal Reserve Bank to identify 
the purposes for which each particular loan is intended ~ 

Mr. WILLIAMS. It may not be practical to identify the purposes. 
for which each particular loan is intended, but I regard it as the duty 
of a reserve bank to inform itself in a general way in regard to the 
purposes for which the money which it hands out to member banks 
IS used. . 

Representative MILLS. Well, now,you admit that in so far as the 
specific loans are concerned, that it is not a practical proposition-

Mr. WILLIAMS. It is practical for some specific loans. 
Representative MILLS. But you contend that it is the duty of the 

Federal reserve bank in New York City to familiarize itself with the 
general condition of member banks 1 

Mr. WILLIAMS. I do. 
Representative MILLS. Do you know that it was not done 1 
Mr. WILUAMS. Well, I assume that if the New York Federal Re

serve Bank, Mr. Mills---
Representative MILLS. Well now, Mr. Williams, I ani. not interested 

in your personal assumption. I am asking you a question, whether 
vou know that it waS not done 1 '. • . 
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. Mr. WILLIAMS. It is my belief that it~was not done. 
Representative MILLS. It is your belief that it was not done ~ 
Mr. WILLIAMS. Yes; that tliey did not familiarize themselves as 

prudence would have required them to do, with the purposes for 
which the money advanced by the Federal reserve bank was used. 
\ Representative MILLs: That is an opinion of yours ~ 
. Mr. WILLIAMS. Yes, Sll'., 
Representative MILLs. That is not a statement of fact ~ 
Mr. WIu.IAMS. The answer states precisely what it means. I think 

some of your questions may be answered if you will let me :finish the 
narrative which I am making. 

Representative MILLS. Go ahead. ' 
Representative TEN EYCK. Mr. Williams, what recourse has a 

national bank against the reserve bank if the reserve bank refuses 
to loan or discount its loans ~ . 

Mr. Wlu.IAMS. Well, the national bank can apply to the Federal 
Reserve Board, and if any manifest injustice is done to them they 
can bring it up to the board. 

Representative TEN EYCK. But if the Federal Reserve Board de
nies that any specific loan can not be had, on account of it being 
large, or for any other purpose whatever-if the Federal Reserve 
Board decides that they can not have it, what recourse has the 
national bank to force that loan ¥ 

Mr. WILLIAMS. It can not force it. 
Representative MILLS. Let me ask one other question. What con

trol has the Federal Reserve Board got over tlie action of the indi
vidual bank in so far as individual loans are concerned ~ 

:Mr. WIu.IAMS. I think that my answer could be illustrated, if you 
will let me proceed further with the narrative. 

Representative MILLS. I will not ask you: another question if you 
will answer that one before you: proceed: 

Mr. WILLIAMS. What is that 1 
Representative MILLS. What control the Federal Reserve .Board 

as a board has over the individual reserve bank in so far as individual 
loans are concerned 1 

Mr. ·WILLIAMS. If the Federal Reserve Board finds,that the Federal 
reserve bank is in the hands of inefficient or incompetent men it 

/Can remove its officers or refuse to approve their salaries. . . 
Representative MILLS. But short of that it does not attempt to 

controlY· . 
Mr. WILLIAMS. It can exercise a moral suasion which would be 

very effective. 
Representative MILLS. But it does not attempt to control the 

individual loans of the individual banks 1 
Mr. WILLIAMS. Well, if the Federal Reserve Board should have 

knowledge 'of any rotten condition in any particular bank, and should 
find that that particular bank was being heavily favored by a reserve 
bank anywhere, I think it would be the duty of the reserve board 
to take action. ' 

Senator ROBINSON. It could in any instance of that character refuse 
to discount paper ~ . 

Mr. WILLIAMS. Certainly. . 
Representative !-ULLS. The board itself could compel the refusal ~ 
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Mr. WILLIAMS. The board could say to the reserve bank: I~We 
don't want you to loan any more money to a certain institution 
which we believe is in a highly extended. or precarious position, 
until their methods are reformed. They are violating the Federal 
reserve act, and you should go slow." The board can say that if 
they wish to. 

Representative MILLS. Yes; but supposing the Comptroller of the 
Currency has found that they have not violated the Federal reserve 
act, .because I assume that he would have reported it to the Depart
ment of Justice if there had been any violation of law, could the 

. Federal Reserve Board go to the N ew York bank, for instance, and. 
say, liDo not disoount paper of an individual member bank~" 

Mr. WILLIA!lIS. SUPJ>ose that a member bank should be loaning 
all of its capital and all of its surplus to its president, and that he 
was engaged in highly speculative operations. 

Representative MILLS. Yes. 
Mr. WILLIAMS. And he should want to borrow more money, and 

the Federal reserve bank should be advised of those conditions, that 
the officers of the bank were suckinO' up its resources, I think it would 
be the duty of the Federal Reserve Board to call that bank to account 
and to require them to limit their loans and to collect them. 

Representative MILLS. But under what authority of law can they 
require an individual reserve bank to. limit its loans to a particular 
institution ~ 

Mr. WILLIAMS. The reserve bank does not have to lend money 
ad libitum. 

Representative MILLS. No; it does not, but on what authority of 
law can the Federal Reserve Board say to a Federal reserve bank, 
II You shall not lend any money ~" 

Mr. WILLIAMs. On the theory that it is in the hands of an incom
}>etent management, and unless you handle this bank in the way it 
should be handled we will remove you. 

Representative MILLS. In other words, if the Federal Reserve 
Board is satisfied that the officer of a particular reserve bank is 
incompetent, it has the authority to remove him W 

Mr. WILLIAMS .. It has, directly or indirectly. . 
Representative MILLS. But it has not got the authority under the 

Federal reserve act to say to any partlCular reserve bank, 1/ You 
shall not discount paper of any"--

Mr. WILLIAMS (interposing). It has the common-sense authority 
to say to a bank that is running wide open to be careful and go slow. 
That does not have to be in ilie Constitution or the Federal reserve 
act. 

Representative MILLS. Well, it is not in the Federal reserve act, 
is it 1 

Mr. WILLIAMs. Well, it is implied in the act, as I have interpreted 
the act. 

Senator HARRISON. Do they not make suggestions sometimes about 
certain loans ¥ 
. Mr. WIL~MS. Well, about certain policies they do make sugges

tions; yes, SU'. 

The Cru.mMAN. Mr. Williams, you referred hypothetically to the 
existence of rotten conditions in the bank. How does the Federal 
reserve bank become cognizant of these conditions ¥ 
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Mr. WILLI.A.Ms. Well, I don'~ want to be too particular about a 
bank, but if the Federal Reserve Board should be advised that it, is 
common talk that a bank somewhere in the West, we will say, is 
very much extended, and that its officers are speculating, and that 
it is in an unsafe condition and sucking up the funds of the Federal 
reserve system to an unwarranted extent, I think it, would be ,the 
duty of the Federal Reserve Board to admonish the bank to be 
careful in regard to that member institution, whether it should be 
a State member bank ()l' a national member bank. 

The CHAIRMAN. Do you think the method of procedure by the 
Federal reserve bank for getting advice as to, the condition of mem
ber banks is to listen to gossip on ,the streets, or do they get their 
information in some other way ~ 

Mr. WILLlA.MS. Well, there are some things that are pretty clear-. 
The Cru.mMAN. Well, isn't it a matter of fact that the Federal 

reserve banks get their information as to the condition of member 
banks through the reports of the comptroller ~ 

Mr. WILLI.A.Ms. Only as to national banks. 
The CHAIRMAN. Only as to national banks ~ 
Mr. WILLIAMS. Not as to State banks; 
The CHAIRlIU.N. Then, if you do not make the examinations 

required by law in the city of New York of these national banks, the 
Feaeral reserve bank of New York would not be in a :{>osition to 
know about the conditions of these banks from your exammatton ~ 

Mr. WILLIAMS. Oh, yes; the Federal reserve bank could. 
The CHAIRMAN. Through'your examination~ 
Mr. WILUAMS. The copies of my examination. as you probably 

know, are filed with the Federal reserve bank of New York. 
The CHAIRMAN. A copy of your examination ~ 
Mr. WILUAMS. Yes. 
Representative MILLS. All of it ~ 
Mr. WILUAMS. When called for. 
Representative MILLS. Butthe comptroUer's examination does :p.ot 

get to them 1 
Mr. WILLIAMS. Whenever asked for. 
Representative MILLS. But he does not furnish of his own accord 

the information which he obtains ~ , 
Mr. WILUAMS. It is the custom to furnish them with the bulk of 

the reI>ort. There is a certain confidential section which is fUrnished 
to the Federal reserve bank when the Federal reserve bank asks for it. 

Representative MILLS. What is there to inform the Federal reserve 
bank that such confidential section exists 1 

Mr, WILUAMS. It does not exist in all examinations. , ' " , 
Representative MILLS. How does the Federal reserve bank know 

that it does exist in a particular case ~ , 
Mr. WILLIAMS. They can ask forit if they choose. 
Representative MILLS. Is there any particular reason why the 

comptroller should not give complete information ~ 
Mr. WILUAMS. It has been the custom to give complete informa

tion whenever it is asked for. 
Representative MILLS. Is there any reason why this should not be, 

furnished, and why it should have to be asked fod . 
Mr. WILLIAMS. Well, I think perhaps there maybe an argument in 

favor of not making that .too public. I don't know whether the 
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report~ of the comptroller which are sent to tp,e Federal reserve banks 
are seen) except occasionally, b:y th~ principal officers of the Federal 
reserve banks. ·My :understandmg IS that they are generally turned 
over to some underling. Some of that information is of very strictly 
confidential character, and it is thought best that it should be 
handled with extreme care. 

Representative MILLS. Supposing that the information which is 
furnished the Federal reserve bank-- . 

Mr. WILLIAMS (interposing). They are frequently matters of 
opinion of the examiner.-

Representative MILLS. May I ask IOU this, Mr. Williams: Sup
posing the information furnished the Federal reserve bank does riot 
disclose conditions that are in any way unusual, whereas the informa
tion which is furnished to the Comptroller of the Currency, and which 
he does not pass on; does furnish information which would put the 
Federal reserve bank on guard, who is to blame if the Federal reserve 
bank does not take action, the Comptroller of the Currency for his 
failure to furnish the information, or the bank for failure to ask for 
information which it does not know exists ~ 

Mr. WILLIAMS. If a particular national bank under the supervision 
of the Comptroller of the Currency has occasion to ask for pretty 
large accommodations, we will say largely exceeding its basic lines, 
it seems to me that it behooves the Federal reserve bank in cases 
of that sort to ask the Comptroller of the Currency for the special 
information, and to get such additional information as would natur
ally suggest itself to an intelligent bank. 

Representative MILLS. Well,let me ask you: Where the Comptroller 
of the Currency gets information which puts him on notice that con.,. 
ditions which he considers unsatisfactory exist in a certain bank 
which is a large borrower from the Federal reserve bank, would you or 
wouldJou not consider it his duty to furnish that information to the 
Feder res~rve bank ~ 
. Mr. WIiLIAMS. He frequ~ntly does it. 

Representative MILLS. Well, wouldn't you consider it good practice 
to do so ~ 

Mr. WILUAMS. Certainly. 
Representative MILLS. And if he failed to do so could he afterwards 

claim that the Federal reserve bank had been negligent in not getting 
that information ~ 

Mr. WILUAMS. Well, the Comptroller of the Currency's reports 
furnished t~. the member banks are usually very complete and 
comprehenSIve. 

Representative MILLS. I have assumed a case in which they were 
not. 

Mr. WILLIAMS. Well, I think that your question answers itself. 
If the Comptroller of the Currency knows of a dangerous condition 
itt a bank and fails to advise the reserve bank of those dangerous 
conditions, knowing that it is handing out money in IllJ'ge quantities 
to that particular bank, why he fails in his duty. 

Representative 1hLLS. And do you consider that under those cir
cumstances it would be his duty to disclose those confidential reports 
which are not normally furnished ~ 

Mr. WILUAMS. The report itself, Congressman-I don't know 
whether you have ever seen a report of the Comptroller of the Cur
rency, a report of examinations,. have you ~ 
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Representative MILLS. No. . . . 
Mr. WILLIAMS. Well, you will find that the reports which the 

comptroller gives to the member banks are sufficient, as a rule, 
to enable the member bank to form a very fair conclusion as to the 
condition of the bank. 

Representative MILLs; I am assuming a case where the information 
generally furnished was not sufficient. 

Mr. WILLIAMS. It ought to be. .... 
Representative MILLS. But the confidential memorandum which 

he does not furnish unless asked for did disclose an unsatisfactory 
condition. Now, who would be to blame if that information was not 
given the Federal reserve bank ~ 

Mr. WILLIAMS. The comptroller. I think I can answer that with 
a plain statement that it is the duty of the Comptroller of the Currency 
to furnish the member banks with such information as may enable 
them at all times to form an intelligent idea as to the condition of the 
member bank as far as· the information in the possession of the 
comptroller.goes.. .. . 

May I fuush thIS narratIve ~ I think some of these questlOns may 
be answered as I go along. 

The CHAIRMAN. I would like to ask one question or two if I may 
on these speculative propositions. 

You refer to the fact that the member banks in N ew York loan 
large sums for speculative purposes. I have heard it stated that the 
country banks, some of them, kept quite large balances in New York 
which they directed loaned for speculative purposes. Is that correct 1 

Mr. WILLIAMS. I have never heard of it. When you say" for specu
lative purposes" jrou don't mean for investment for. the country 
banks, do you 1 

The CHAIRMAN. What I am getting at is that I understand that 
the country banks keep large balances in New York which they 
direct to be loaned on call. Am I correct about that ~ . 

Mr. WILLIAMS. You are. 
The CHAIRMAN. Do you think the same rule ought to be applied 

to these same country banks with reference to these speculative loans 
that you suggest should be applied in New Y ork ~ . 

Mr. WILLIAMs. Unquestionably. . 
The CHAIRMAN. How would you go about applying the rule as to 

the country bank~ 
Mr. WILLIAMS. We try to do it as each bank is examined; . 
May I proceed 1 I think that some of these questions may be 

answered If I may proceed. ' 
The CHAIRMAN. Did you find when you examined the banks in 

the fall of 1919 that both city and country banks were loaning large 
sums on call 1 . .. , 

Mr. WILLIAMS. I did. 
The CHAIRMAN. Did you take· any action at that time -as 

cOlnptroller 1 . 
Mr. WILLIAMS. I certainly did. I think iny annual report deals 

with that subject in extenso. .. 
The CHAIRMAN. You recommended some action by Congress in that 

respect 1 Is that what I am to understand 1 . 
Mr. WILLIAMS. Well, the conditions we will set forth in the report 

quite elaborately. I shall come to that presently. 
The CHAIRMAN. Very well. 
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Mr. WILUAMS. Loans to their own officers and their special enter
prises or sYIldicates were in some cases studiously camoufiagedor 
concealed. These abuses were brought by me to. the attention of the 
Federal Reserve Board, but, as far as I kri.ow, no remedial action was 
taken. In this connection I quote as an illustration the following 
extract from my letter to the governor of the Federal Reserve Board 
under date of January 12, 1921, in regard to a loan of about $6,000,000 
made by two banks, heavy debtors of the reserve system, to a specu
lative syndicate in which the presidents of the two banks were heavily 
interested. In that letter I said: 

Our examiillng force is constantly discovering new means and methods whereby 
the officers and directors of banks seek to camouflage or conceal their heavy borrowings. 
Among these devices which we have recently encountered are: 

First. Such "family" corporations as the -- through the instrumentality of 
which -- borrowed about $10,000;'000 from the -- in addition to other large 
loans obtained directly and indirectly. 

Second. Dummy loans such as that by which director --obtained, in the name 
of -- (his employee) some $3,500,000 from that bank. 

Third. Private" syndicate" loans such as the -- syndicate loan in which the 
president of the --had an interest of about one-fourth, and an officer of the -
smaller interest, and to which syndicate the --loaned $3,547,897, and the-
loaned $2,350,000, the interest of the bank officials in neither case being disclosed to 
the le.nding bank, until it developed as a result of investigation by the 'national bank , 
examIner. 

The CHAIRMAN. May I ask you there whether you think the power 
of the Federal reserve bank to rediscount Ilaper ougnt to be used lor 
the purpose of comllelling compliance with the law on the part of 
national banks, or whether that is the duty of the comptroller W 

Mr. WILUAMS. I do. 
The CHAIRMAN. You think that the power of the Federal reserve 

bank should be used for that purpose ~ 
Mr. W1LUAMS. I do. \ 
The CHAmMAN. That it ought to be used to compel good manage

ment on the part of the banks ~ 
Mr. WILUAMS. I do. [Continuing reading:] 

I feel confident that these secret methods by which the officers of the banks make 
use of. the funds of the institution can be no more approveq by you than they can be 
by thIS bureau. 

Senator ROBINSON. Well, in connection with the question just 
asked by the chairman, may I point out paragraph (h) of section 11 
of the Federal reserve act defining the powers and duties of the 
Federal Reserve Board. It is as follows lreading]: 

To suspend, for the violation of any of the provisions of this act, the operations of 
any Fe?eral reserve bank, to take possession thereof, administer the same during 
the perIod of suspension, and when deemed advisable, to liqudate or reorganize such 
b~ . 

By that section i.t is given the power to absolutely suspend all 
operations of a Federal reserve banK for any violation of the .Federal 
reserve act. 

Mr. WILLIAMR. Absolutely. 
TheCHAmMAN. Yes: but not a member bank. , 
Senator ROBINSON. No: but it is given certain powers over the 

member banks specifically. By paragraph (a) the Federal Reserve 
Board is charged with the duty of examinmg the accOWlts and making 
report upon the same of the member banks. It is given certain 
further powers in connection with loans to member banks, and it is 
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given general supervision over all Federal reserve banks, which, of 
course, implies supervision over the dealings of the Federal resexve 
banks with the member banks; otherwise that power would be 
nugatory and of no effect. 

Mr. WILUAMS. They have the complete power of examination of 
all member banks, National or State. 

Senator ROBINSON. And they have the power to suspend a Federal 
reserve bank for an unlawful transaction with a member bank. 

Mr. WILUAMS. Yes. 
Representative Mn.LS. Do you contend that any Federal reserve 

bank is violating the provisions of this act W 
Mr. WILLIAMS. I have not made that complaint. 
The official record shows (p. 531, Federal Re~erve Bulletin, May, 

1920) that in the month of January, 1920, at the very time that tlie 
Federal Reserve Bank of New York was making huge loans with 
such prodigality to certain big institutions in New York City for 
speculative purposes the New York Reserve Bank was itself, during 
that month, borrowing heavily from at least seven other Federal 
reserve banks by rediscounts and the sale of purchased bills. Its total 
borrowings for the month of January, 1920, exceeded $175,000,000. 

The CIi.uRMAN. May I ask if that includes bills purchased by other 
Federal reserve banks at their own request on thell" own account ~ 

Mr. WILLlA.M8. I don't know what that amounted to, Mr. Con
gressman. 

The C'H.Am.MAN. But that figure would include such bills 1 
Mr. WILLlAMs. I presunie that $175,000,000 of acceptances and 

bills discounted by tne Federal Reserve Bank of New York, as shown 
in the official bulletin, would include paper of that character. 

Representative FuNK. Just a moment there, Mr. Williams. Am 
. I to understand that due to the fact that the New York Federal Re

serve Bank borrowed money from other Federal reserve banks, that 
because of that fact these other Federal reserve banks would be 
limited in their ability to take care of their customersW 

Mr. WILLlAMs. Obviously I think it would be fair to assume
at least we should h01?e that it would be fair to assume-that if a 
Federal reserve bank IS lending money to the Federal Reserve Bank 
of New York it is because it can spare the money at the time and 
that it is not cribbing or cramping its own member banks. I am 
not expressing an opinion on that particular feature olthe case now. 

Representative SUMNERS. Well, now, Mr. Williams, if as a lJl.atter 
of fact the other banks of the system had $175,000,000 to spare and 
New York could use it, what ·bad effect upon the country as a whole 
would have resulted from that transaction i 

Mi". WILLlAMs. Not necessarily any ill effect. . 
Representative SUMNERS. Now, then, what conclusions ought the 

commission to draw from the statement of that fact ~ What does 
it bear on ~ What does it suO'gest ¥ . 

Mr. WILLIAMS. It gives tb'i; information, that the New York 
reserve bank not only lends at times to the other banks, but also 
that it borrows and is the beneficiary of the advances made by other 
Federal reserve banks. 

Representative SUMNERS. Is that a matter to be indorsed, a 
matter t<? be permitted in the future W 
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. Mr. WILLIAMS. I think it is ill accordance with the purposes of the 
system that one bank that needs money should borrow from the 
other banks-or that one bank that has a surplus of money should 
lend money to the banks that need it.. . . 

Representative SUMNERS. What I am trymg to get at now IS this: 
The statement is made to the commission I assume for the purpose 
of enlightening the commission with reference to the matters under 
investigation, and I was trying to find out just what that is supposed 
to--

Mr. WILLIAMS. I am simply trying to bring out the fact.that the 
Federal reserve bank in New York, while at times loaning largely 
to other banks, also had occasion to borrow from other banks. 

Representative SUMNERS. That is not peculiar to the banks of 
New York, is it 1 

Mr. WILLIAMS. Not necessarily. 
Representative SUMNERS. I believe that at this particular time 

the New York bank is loaning rather extensively to the very banks 
that it perhaps was l?orro~g from at that time. 

Mr. WILLIAMS. QUlte pOSSIble. 
Representative SUMNERS. Now if as a matter of fact, however, the 

banks that were loaning to New York-assuming that those loans 
were used for speculative purposes-thereby denying their own com
munities the money which their legitimate industries require, they 
themselves would be subject to criticism. . 

Mr. WILLIAMS. Unquestionably. 
Representative SUMNERS. Yes. 
Representative MILLs. May I ask you: Those figures do not 

necessarily show borrowings entirely, do they 1 
Mr. WILLIAMS'. These are bills discounted and purchased paper, 

as I understand them. And acceptances. 
Representative MILLS. Well, let us assume, for instance, that 

deposits in large amounts were being withdrawn from the New York 
bank or bankS, isn't it conceivable that in order to meet the drain 
on its reserve fund it would transfer· acceptances to other banks 1 

Mr. WILLIAMS. It would, naturally. 
Representative MILLS. So that that figure which you give may 

not necessarily represent money borrowed entirely by the New York 
bank for the purposes of rediscounting New York paper 1 

Mr. WILLIAMS. Not necessarily. 
Representative MILLS. It may represent----
Mr. WILLIAMS (interposing). It may be money borrowed by 

member banks to meet the withdrawing of deposits, as you suggest. 
Its total borrowings for the month of January, 1920, exceeded 

$175,000,000, and the banks from which it was thus getting money 
included the Federal reserve banks of Atlanta, St. Louis, Dallas, 
San Francisco, Chicago, and Cleveland, and Boston, and· shortly 
before from Richmond. 

I will now invite your attention to certain testimony given by 
Gov; Harding before the Banking and Currency CommIttee of the 
House of Representatives on June 1 in regard to the amount of 
agricultural and live-stock paper .held by the 12· Federal reserve 
banks. . 

Congressman Wingo in making inquiry concerning credits. granted 
to the farmers through the Federal reserve banks concluded a state
ment with the followmg question [reading]: 
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So that the fact your Federal reserve note volume went up does not indicate that 
the farmer had an increase in loan .privileges? . 

Gov. HARDING. There are BOme other figures that enter into it. 
Mr. WINGO. What are those figures? . 

Representative MILLS. What rage are you reading from 1 
Mr. WILLIAMS. Gov. Harding s testimony on June 1. It is page 

18, Congressman, the middle of the page .. 
Shall I proceed' 
Representative MILLS. Yes. 
Mr. WILLIAMS (reading): 

So that the fact rour Federal reserve note volume went up does not indicate that 
the farmer had an Increase in loan privileges? . 

Gov. HARDING. There are BOme other figures that enter into it. 
Mr. WINGO. What are those figures? 
Gov. HARDING. The paper that can be identified as farm paper, held by the Fed

eral res~rve banks on the 30th of April, this year, $230,000,000 as against $106,000,000 
on April 30, 1920. . 

Mr. KING. Does that include the packers' credits in Chicago? 
Gov. HARDING. Oh, no. The packers' credits are entirely separate. 
Mr. WINGO .. Do YOll contend it is a fact that the farmers this year l1ad bigg~ credits 

than last year? 
Gov. HARDING. I do: 
Mr. WINGO. Does not that indicate that last year when we were facin,g this extraor

dinary situation, you granted less credits then than you admit now the farmers were 
entitled to? 

Gov. HARDING. No; it does not. The Joint Committee on Agficulture wanted to 
know about this and we looked it up. The credit is always bigger than we can prove, 
because all we claim as agricultural and live-stock credits are the credits over 90 days. 
Now I have that in my head very Clearly. In 1920, up to the 14th of December, the 
12 Federal reserve banks had discounted $1,981,000,000 of agricultural and live
stock paper-known to be such because it had a maturity date longer than 90 days
as a~lnst $721,000,000 in thll year 1919, which does not show any curtailment of farm 
credits. 

May I ask you to follow me, Congressman, and if I make any 
mistake, please correct me, because I nave not read this since written 
by the stenographer. . 

(Continuing reading:) 
Mr. BRAND. How much at the same time did you let other folks hav'e? 
Gov. HARDING. What was the question? 
Mr. BRAND. What were your loans to other people at the same time? 
Gov. HARDING. The loans to other people were curtailed in many cases. 
Mr. WINGO. Do you mean to say the manufacturers and merchants had a curtail-

ment in their loans last year? . 
Gov. HARDING. Not until very late in the year. 
Mr. WINGO. I say, in Al!ril;May, June, and July the manufacturer and merchant 

had a very large increase In credits, made necessary by the fact business was dead 
and they were being compelled to carry inventories and pay rolls and had to have 
moneYi they were not getting money in flom their business and had to have it flom 
the banks. . 

Gov. HARDING. They did not have a very large increase of credits to the Federal 
reserve banks. 

Mr. WINGO. Thev got the volume that was denied to the farmer. 
The CHAIRMAN. They were largely the deniiU of credit by the member banks. 

That is the end of the quotation. . 
I do not know where Gov. Harding got his figures. The official 

figures set forth in the Federal Reserve Bulletin report that the total 
.amount of "bills discounted" and "acceptances" bought by all the 
Federal reserve banks for the 12 months of the calendar year 1920 
which had a matUrity of over 90 days aggregated only $351,864,000 
instead of $1,981,000,000 as stated by Gov. Harding in his testimony 
on page 18. The official bulletins also show that the total amount 
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Mr. WILLIAMS. I think it is ill accordance with the purposes of the 
system that one bank that needs money should borrow from the 
other bank8-'-or that one bank that has a surplus of money should 
lend money to the banks that need it. .. . . 

Representative SUMNERS. What I am trymg to get at now IS this: 
The statement is made to the commission· I assume for the purpose 
of enlightening the commission with reference to the ma.tters under 
investigation, and I was trying to find out just what that IS supposed 
to--

Mr. WILLIAMS. I am simply trying to bring out the fact.that the 
Federal reserve bank in New York, while at times loaning largely 
to other banks, also had occasion to borrow from other banks. 

Representative SUMNERS. That is not peculiar to the banks of 
New York, is it~ 

Mr. WILLIAMS. Not necessarily. 
Representative SUMNERS. I believe that at this particular time 

the New York bank is loaning rather extensively to the very banks 
that it perhaps was borrowing from at that time. 

Mr. WILLIAMS. Quite possible. 
Representative SUMNERS. Now if as a matter of fact, however, the 

banks that were loaning to New York-assuming that those loans 
were used for speculative purposes-thereby denying their own com
munities the money which their legitimate industries require,they 
themselves would be subject to criticism. . 

Mr. WILLIAMS. Unquestionably. 
Representative SUMNERS. Yes. 
Representative MILLS. May I ask you: Those figures do not 

necessarily show borrowings entirely, do they ~ 
Mr. WILLIAMS'. These are bills discounted and purchased paper, 

as I understand them. And acceptances. 
Representative MILLS. Well, let us assume, for instance, that 

deposits in large amounts were being withdrawn from the New York 
bank or bankS, isn't it conceivable that in order to meet the drain 
on its reserve fund it would transfer· acceptances to other banks ~ 

Mr. WILLIAMS. It would, naturally. 
Representative MILLS. So that that figure which you. give may 

not necessarily represent money borrowed entirely by the New York 
bank for the purposes of rediscounting New YorK paped 

Mr. WILLIAMS. Not necessarily. 
Representative MILLS. It may represent-
Mr. WILUAMS (interposing). It may be money borrowed by 

member banks to meet the withdrawing of deposits, as you suggest. 
Its total borrowings for the month of January, 1920, exceeded 

$175,000,000, and the banks from which it was thus getting money 
included the Federal reserve banks of Atlanta, St. Louis, Dallas, 
San Francisco, Chicago, and Cleveland, and Boston, and shortly 
before from Richmond. 

I will now invite your attention to certain testimony given by 
Gov; Harding before the Banking and Currency CommIttee of the 
House of Representatives on June 1 in regard to the amount of 
agricultural and live-stock paper .held by the 12· Federal reserve 
banks. 

Congressman Wingo in making inquiry concerning credits. granted 
to the farmers through the Federal reserve banks concluded a state
ment with the following question [reading]: 
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So that the fact your Federal reserve note volume went up does not indicate that 
the farmer had an increase in loan privileges? 

Gov. HARDING. There are some other figures that enter into it. 
Mr. WINGO. What are those figures? 

Representative MILLs. What ~age are you reacling from ~ 
Mr. WILLIAMS. Gov. Harding S testimony on June 1. It is page 

18, Congressman, the middle of the page. 
Shall I proceed' 
Representative MILLS. Yes. 
Mr. WILLIAMS (reading): 

So that the fact your Federal reserve note volume went up does not indicate that 
the farmer had an lncrease in loan privileges? 

Gov. HARDING. There are some other figures that enter into it. 
Mr. WINGO. What are those figures? 
Gov. HARDING. The paper that can be identified as farm paper, held by the Fed

eral res!lrve banks on, the 30th of April, this year, $230,000,000 lloS against $106,000,000 
on April 30, 1920. 

Mr. KING. Does that include the packers' credits in Chicago? 
Gov. HARDING. Oh, no. The packers' credits are entirely separate. 
Mr. WINGO., Do you contend it is a fact that the farmers this year had biggl\l' credits 

than last year? ' 
Gov. HARDING. I do. 
Mr. WINGO. Does not that indicate that last year when we were facin,gthis extraor

dinary situation, you granted less credits then than you admit now the farmers were 
entitled to? 

Gov. HARDING. NOi it does not. The Joint Committee on Agriculture wanted to 
know about this and we looked it up. The credit is always bigger than we can prove, 
because all we claim as agricultural and live-stock credits are the credits over 90 days. 
Now I have that in my head very Clearly. In 1920, up to the 14th of December, the 
12 Federal reserve banks had discounted $1,981,000,000 of agricultural and live
stock paper-known to be such be(!ause it had a maturity date longer than 90 days
as ag~InBt $721,000,000 in th1l year 1919, which does not show any curtailment of farm 
credits. 

May I ask you to follow me, Congressman, and if I make any 
mistake, please correct me, because I nave not read this since written 
by the stenographer. 

(Continuing reading:) 
Mr. BRAND. How much at the same time did you let other folks hav'e? 
Gov. HARDING. What was the question? 
Mr. BRAND. What were your loans to other people at the same time? 
Gov. HARDING. The loans to other people were curtailed in many cases. 
Mr. WINGO. Do you mean to say the manufacturers and merchants had a curtail-

ment in their loans last year? ' 
Gov. HARDING. Not until very late in the year. 
Mr. WINGo. I say, in April,May, June, and July the manufacturer and merchant 

had a very large increase in credits, made necessary by the fact business was dead 
and they were being compelled to carry inventories and pay rolls and had to have 
moneYi they were not getting money in from their business and had to have it from 
the banks. ' ' 

Gov. HAI!D1NG. They did not have a very large increase of credits to the Federal 
reserve banks. 

Mr. WINGO. Thev got the volume that was denied to the farmer. 
The CHAIRMAN. They were largely the denial of credit by the member banks. 

That is the end of the quotation. 
I do not know where Gov. Harding got his figures. The official 

figures set forth in the Federal Reserve Bulletin report that the total 
·amount of "bills discounted" and "acceptances" bought by all the 
Federal reserve banks for the 12 months of the calendar year 1920 
which had, a maturity of over 90 days aggr~gated only $351,864,000 
instead of $1,981,000,000 as stated by Gov. Harding in his testimony 
on page 18. The official bulletins also show that the total amount 
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of bills discounted and acceptances bought having a maturity of 
"over 90 days, " which were discounted or bought by all the Federal 
reserve banks in the calendar year 1919, amounted to $129,717,000 
instead of $721,000,000 as stated by Gov. Harding on page 18 of his 
testimony. . 

Perhaps Gov. Harding, may have some explanation for this ap'
parent dIscrepancy of a billion or two, and if he has I presume he will 
furnish it to your committee. 

RepresentativQ MiLLS. But in any event, according to your figures, 
the credit granted to farmers was almost twice as much in 1920 as 
it was in 1919 ~ 

Mr. WILLIAMS. l am discussing that later, Congressman. 
Representative MILLS. Isn't that true ~ 
Mr. WILLIAMS. It was much larger. 
Three or four times during his testimony on June 1, Gov. Harding 

drilled into the committee the fact that "agricultural" and "live 
stock" paper held by the Federal reserve banks had increased from 
$106,000,000 in April, 1920, to $230,000,000 in April, 1921. Inci
dentally, let me observe that as the "agricultural and live stock 
paper" held by the Federal reserve bankS in December, 1920, was 
over $246,000,000, the fact that in April the amount outstanding was 
$230,000,000 indicates a contraction of $16,000,000 in agricultural 
and cattle paper between December, 1920, and April, 1921. 

Representative MILLS. Wait a minute, you are going too fast there, 
Mr. Williams. 

Mr. WILLIAMS. Let me finish my statement. 
Representative MiLLS. Let me have those figures again, will you 
~~~ '. 

Mr. WILLIAMS. I will give you this statement again. Incidentally, 
let me observe that as the "agricultural and live stock paper" held by 

. the Federal reserve banks in December, 1920, was over $246,000,000, 
the fact that in April the amount outstanding was .$230,000,000 
indkates a, contraction of $16,000,000 in agricultural and cattle 
paper between December, 1920, and April, 1921, at the very time 
that t.he farmers urgently needed additional help for the planting 
of theIr new crops. 

Representative MILLS. But in June of this year we find that it 
has gone up to $157,875,000 for agricultural paper and $76,258,000 
for live stock. 

Mr. WILLIAMS. I haven't those figures. -
Representative MiLLS. So that in June, 1921, we find that there 

is a larger amount outstanding in the way of agricultural credits 
than at any other time since January, 1920. 

Mr. WILLIAMS. Well, I was just calling attention to the fact that 
from December, 1920, to April, 1921, there was a shrinkage of 
$16,000,000. 

Rep'res~ntative MiLLS. And from April to June there is a' very 
material mcrease. 

Mr. WILLIAMS. There is another comparison, however, which i:; 
far more important, and that is the proportion of "a~icultural" and. 
"cattle" paper to the tptal amount of bills discounteu and purchases 
by the Federal reserve banks. On page 17 of his testimony I note 
the following statement [reading]: " 
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Mr. WINGo. You have already denied that; but I am talking about what the 
banker did down there. I am trying to get down to the fact and to pla.ce the responsi
bility and to draw out the facts. Now, it is a fact---il.nd if you do not know it, I think: 
if you will just sit down and take isolated banksJ.you will find the loans to the farmers 
were actually curtailed. A great many banks aid not think: of coming to the Federal 
reserve bank for rediscounts and those that did come came with limited demands; yet 
at the same time the volume of the Federal reserve notes increased. Now who got 
the credits that were denied to the a.ctuai farmers? 

Gov. fuRDING. The farmers got them. 
Mr. WINGO. I have just cs.lled attention to the fact that they did not get them. 
Gov. HARDING. I think: there is 43 per cent of the population of the country that 

is classed as farm population. Some farmers did not get credits, but other farmers 
were dealt with more liberally by the banks. ' . 

Mr. WINGO. You eay this farmer got that which that farmer was denied [indi-
cating]? .. 

Gov. HARDING. It is possible. 
Mr. WINGO. I have not been able to find any bank in the United Sta~s in the 

cotton and wheat belt where they were granted an extraordinary line of credits ovel: 
and above what was customary; but, on the contrary, I find they adopted that policy 
of curtailment of loans all through the cotton and wheat belt. 

Gov. HARDING. There are about 30,000 banks in the United States. I know some 
of them are skin-flints and some are vex:y liberal. . 

Mr. WINGo.· I am talking about the wheat belt and cotton belt. The farmers out 
there were not given even the normal credits. You eay other farmers were given 
what those farmers were denied? 

Gov. HARDING. Yes. • 
Mr. WINGO. Now, do not the records of the banks show that a good many people-. 

you had the Federal reserve notes going up in volume and had the wholesale prices 
going down, trade was stopped, and were not a good many merchants given addi
tional credits for carrying over their inventories because there was not any trade and 
money was not coming in? I know personally of cases where that is true. 

Gov. HARDING. Possibly. 
Mr. WINGO. Did not the merchants get that volume, and was not that responsible 

for the curtailment of credits to the farmers? . 
Gov. HARDING. All I can tell you of the increase of Federal reserve notes is that we 

can tell what the increase was by districts. 
Mr. WINGo. What I am getting at is that this volume of . Federal reserve notes 

increased and Wholesale prices went down. I am not talking about it as a banking" 
proposition, but lookin~ at it from the standpoint of this committee. It" indicateil 
that the farmer was demed these credits. ;Tust leave out who was to blame for it; just 
admit your contention that the banker did not want to make his customer mad-and 
there is a lot in that-it is I/o fact that a good many merchants and manufacturers in 
that dull time-and I am not criticizing them-got credits and that swelled the volume 
of notes .when, a~ the very same time wholesal!, pr!-ces :vere going down and the farmer 
was demed credits and h18 produce was tumbhng In pnce, too. " \ 

Now, gentlemen, Gov. Harding boasts of the liberality shown by 
the Federal reserve banks to the purchasers of agricultural and cattle 
paper which amounted, he says, in April, 1921, to $231,000,000. 1 
ask you to consider that this aggregate amount of agricultural and 
cattle paper apparently made by the class of population which Gov. 
HardiJig says represents about 43 per cent of total population, is 
some niillions of dollars less than the amount of money which the 
Federal reserve system has from time to time handed out, I might 
say, almost casu8.1ly, to two certain banking institutions in one of 
our large cities. Tlie records show that in January, 1920, one Federal 
reserve bank was lending to one banking institution in N ew York 
City, conspicuous for its speculative activities, more than twice as 
much as all the Federal reserve banks held, at that time, of /I agricul-. 
tural" and "live stock" paper. [See p. 307 of the Bulletm for 
March, 1920.] 

Representative Mn.r.s. What date was that W 
Mr. WlLLLUIS. January, 1920. ., , 
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The CHAIRMAN. I did not hear your statement at the b~ginning, 
Mr.-Williams. Do I understand you to say that the agncultural 
paper held by the Federal reserve banks dinrinished during the year 
19201 

Mr. WILLIAMS. Oh, no; it increased. 
The CHAIRMAN. Very largely increased, did it not ~ 
Mr. WILLIAMS. Yes, yes. . 
The CHAIRMAN. WoUld that i,ndicate a dispos~tion on the part of 

the Federal reserve banks to curtail loans to agrlCulture ~ 
Mr. WILLIAMS. Well, t1;te proportion of it was pitifully small com

pared with the total amount of loans. 
The CHAIRMAN. On that question, do you think that the figures 

with reference to rediscounts of agricultural and live stock paper 
represents fairly the amount of credit that was extended to agri-
culture~ . 

Mr. WILLIAMS. Well, I would prefer that you should get that 
information from the reserve banks, the Federal reserve banks. 

The CHAIRMAN. I am asking these questions of you now. You 
were a member. 

Mr. WILLIAMS. I do not say that it represents by any means the 
maximum amount that was credited to farmers and agriculturalists 
by member banks. 

The CHAIRMAN. Then it would be hardly fair to make a compari
son on the basis of those figures, would it 1 

Mr. WILLIAMS. Well, I am discussing the proportion of the re
sources of the Federal reserve bank system which were employed in 
loans on 90-day paper to farmers and cattle raisers. 

The CHAIRMAN. But you say that those figures do not represent 
the actual amount of loans which were given to agriculture ~ 

Mr. WILLIAMS. I do not know what proportiop. of their funds was 
loaned on agricultural paper by the member banks. What I said 
was, or what I intended to say was, that the money obtained by 
member banks from the Federal reserve banks on agriculture and 
cattle paper by no means represents the total amount of money 
loaned by all the banks of the country to farmers. . 

The CHAIRMAN. Are you under the'impression in general that in 
proportion to actual reserve deposits or in proportion to basic lines 
the accommodation extended by member banks in the country was 
less than the accommodation extended by the city banks to their 
borrowers--

Mr. WILLIAMS. Well, an hour or two ago I read into the recorda. 
table--, . 

The' CHAIRMAN (continuing). During 1920 ~ 
Mr. WILLIAMS. I read into the record a table, Congressman, an 

hour or two ago, which showed that the loans tmd rediscoun ts obtained 
by the central reserve city banks was far in excess-I think I showed 
that, although the total amount of money loaned by the country 
national banks was very much more than the total amount of loans 
made by the central reserve city banks, yet the paper rediscounted 
or borrowed by the central reserve city banks was about $300,000,000 
more than the bills payable and rediscounts of the country banks. 

Representative MILLS. Well, now, Mr. Williams, have you made 
any estimate on the proportion of a",OTicultural credit made by the 
reserve banks other than in the central reserve cities to their total 
credits 1 
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Mr. WILLIAMS. I am discuSsing here, Congressman, matters bear
ing upon the statements which were made before the Banking and 
CUrrency Committee on June 1 of this year by Gov. Harding, of .the 
Reserve Board. .. 

Representative MuLS. Yes; and you are injecting some neWIl).at-
ter of IQur own. . 
- Mr. WILLIAMS. I was con~ myse1J to .. that general subject, 
Congressman. I am dealing witli the statements which were made 
before the committee on June 1 and matters pertinent thereto. 

Representative MILLS. Bu~'you just read into the record your fig
ures as to one or two New York. banks and pointed out that thell' 
loans exceeded the total amounts granted by these other banks. . 

Mr. WILLIAMS. The statement I made in the record in that con
nection was this: The records show that in January, 1920, one Fed
eral reserve bank wa.s.lending to one banking institution in New York 
City, conspicuous for its speculative activities,more than twice as 
much as all the 12 Federal reserve banks held at that time of " agricul
tural" and" live-stock" paper. (P. 307 ofthe Bulletin for March, 1920. 

Representative MILLS. Yes; now, I am asking you whether you 
have made any study of the proportion of agricultural credits out of 
total credits granted by the banKs of Richmond, Chicago, St. Louis, 
Minnea,polis, Kansas City, Dallas, and San Francisco at any time ~ 

Mr. WILLIAMS. I ha.ve not a detailed statement here which would 
give 'you that information. I. have studied the subject generally, 
and I should be very glad to lay before you a statement showing the 
total amount of agncUltural and cattle paper rediscounted bytlie 12 
Federal reserve bii.nks for each month of the calendar year 1920, if 
you wish it. . 

Representa.ti'V'e MILLs. Are you familiar with the figures given 
by Gov. Harding in his speech of last Septembed 

Mr. WILLIAMS. I am not familiar with that speech. 
Representative MILLs. Well, in that speech Gov. Harding gave 

the following figures, as of September 3, 1920: That of the total 
bills discounted by the Federal Reserve Bank o( Richmond, 27 per 
cent was the estimated amount granted in support of agricultural 
products. '. 

Mr. WILLIAMS. Naturally. It is an agricultural district. 
Representative MILLs. Atlanta, 23 per cent; Chicago, 48.3 per 

cent; St. Louis, 22 per cent; Minneapolis, 65.6 per cent; Kansas 
City, 59.8 per cent; Dallas, 50 per cent; San Francisco, 58.7 per cent. 

Mr. WILLIAMS. If the $230,000,000 of agricultural and' cattle 
paper which Gov. Harding referred to so freguently in his testimony 
on June 1, is any index at all of the total amount of money ad
vanced to agriculturists and cattle raisers by the banks of the coun
try, there is abUndant ground for their lamentable complaints' of 
discrimination and contraction. 

The CHAmMAN. You just said that there is a fQ.ir basis for-
Mr. WILLIAMS. I have not expressed an opinion on that. 
The CHAIRMAN. I would like to have you do so. 
Mr .• WILLIAMS. I don't know what the proportions are. Con

gressman Mills has just read certain percentages. I don't know 
what the actual figures were or what the proportions were at that 
time. I am not familiar with the speech. I don't know that I 
have ever seen it, and I therefore can not discuss it. 

58589-21-PT 1~ -
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The CHA;rRMAN. You know whether .these figures of rediscounts 
of agricultural faper represent fairly the amount of credit given to 
the agricultura sections of the country, or whether they do not ~ 

Mr. WILLIAMS. Well, I have given you Gov. Harding's statement, 
in exact words, in regard to that. 

The CHA;rRMAN. I am asking you. I am not asking Gov. Harding. 
I will ask him when we get him on the stand. I am asking you now. 

Mr. WILLIAMS. I will tell you very frankly that the banks of the 
country have loaned many times that amount themselves, but the 
point is that while the banks have accommodated the farmers-the 
member banks have accommodated the farmers-they have been 
unable, it appears, to get back from the reserve ba~, anything 
like the proportion of rediscounts that the big banks in the central 
reserve cities have obtained and which is shown in the tables in 
this record .. 

The CHAIRMAN. What particular time are .you referring to in 
making that statement ~ I ask that question because the situation 
changes very rapidly. 

Mr. WILLIAMS. I do not recall' the date. I am looking it up. It 
is in the record, Congressman, and you can refer to it there. 

Shall I proceed ~ . 
The CHAIRMAN. Are you under the impression, Mr. Williams, 

that the loans and discounts of the Federal Reserve Bank for New 
York now are higher than they were in December, 1919~ . 

Mr. WILLIAMS. That the loans of'the New York Reserve Bank 
are higher now ~ 

The CHA;rRMAN . Yes. 
Mr. WILLIAMS. Why, I notice that there has been a contraction 

of a billion dollars in the loans of the Federal reserve system in the 
last 12 months. I imagine that the reserve bank of New York has 
also greatly contracted. 

The CHA;rRMAN. Are you under the impression that the redis
counts of' the country banks have contracted since December, 
1919--

Mr. WILLIAMS. I shall give you as I proceed, Congressman, some 
definite figures on that subject. I would rather not give impressions 
in a desultory way, if. it is agreeable to you. 

Re:presentative TEN EYCK. Mr. Williams, have you information as 
regards the percentage of discounts in April, 1920, on agricultural 
paper that actually went to the. farmer direct---discounting loans on 
their products owned by the farmer, and 'the amount that went to 
the merchants and dealers that dealt in farm products 1 

Mr. WILLIAMS. I have not those at hand, Congressman. They 
could be obtained. I assume the Federal Reserve Board could 
obtain them. I am not able now to obtain information from the 
Federal Reserve Board. I have been notified that not being a 
member of the board they would not supply me that data. 

Re:presentative'TEN EYCK. It would be very interesting to see 
how the farmer was protected in comparison with dealers who dealt 
in his products. 

Mr. WILLIAMS. I showed you a few minutes ago-I think I ~owed 
he percentage of their total loans which were rediscounted by the 

national banks in three big central reserve cities was over 24 per cent, 
and that the total percentage of their loans rediscounted by all the 
country banks was only about 10 per cent. 
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The CIumMAN. As of what date' 
Mr. WlLUAMa. I think it was some date in 1920. I think it was 

September 8, i920. It is in the record, though. 
Representative Mn.LS. Do you propose to give the figures for 1921 

shoWIng the contraction ¥ 
Mr. WILUAMS. Yes. 
Representative MuLS. You do ¥ 
Mr. WILLIAMS. Yes, if y()u will let me proceed . 

. Representative Mn.Ls. Now, before you leave Gov. Harding's tes
timony, it seems to me that you might include just one other thing. 
I refer you to page 11 of the testimony of Gov. Hardin~ before the 
committee. Gov. Harding had referred to agricultural paper dis
counted on April 30, 1921, of $231,000,000, as compared with 
$66,000,000 on April 30, 1919. The chairman asked him [reading]: 

The CHAIRMAN. Have you anything to show what the same class of loans is in the 
member banks in that same connection? 

:Mr. WILLIA~s. Is that the top of the.page~ 
RepresentatIve Mn.Ls. That IS the mIddle of page 11 of Gov. Har

ding's testimony. [Continuing reading:] 
Gov. HARDING. No, we have not. But this just gives an indication, don't you 

see? We know this; we know that 40 per cent of the member banks are not redis
counting at the Federal reserve banks at all, and the 60 per cent which are redis
counting at the Federal reserve banks are rediscounting amounts sufficient to make 
up the percentage of rediscounts to total loans of all member banks to about 15 per cent. 

From which one can make some sort of an estimate of the difference. 
Mr. WILLIAMS. I don't know whether his figures are correct or not. 

I have not studied them. 
Representative MuLS. But as long as you hav.e read part of his 

figures into the record I think it would be well to have that read into 
the record also. . 

Mr. WILLIAMS. Well, the whole testimony is available, Congress
man. It is published in an official document and is available to 
everyone. 

Representative SUMNERS. May I ask a question ¥ 
The CHAIRMAN. I think we ought to recess at this time . 
. Mr, WILLIAMS. May I finish just one further statement, 

Congressman ¥ 
The CHAIRMAN. Yes. . 
Representative SUMNERS. I can ask the question I have in mind 

when we resume our session this afternoon. I will defer it until that 
time. . . ' 

Mr. WILLIAMS. If the $230,000,000 of agricultural and cattle paper 
which Gov. Harding referred so frequently to in his testimony on 
June 1 is any in!iex at all of the total amount of money advanced to 
agriculturists and 'cattle raisers by the banks of the country, there is 
abundant ground for their lamentable complaints of discrimination 
and contraction. The total of $230,000,000 which he boasts that the 
reserve banks were lending a month or two ago on "agricultural" 
and" cattle paper" was about what this country spent ill five days 
for war purposes during the latter part of 1918, and is less than our 
people paid in taxes on an f!.verage every three weeks last year. 

The Congressional Record of Mondll,Y, July 25, 1921, tells us that 
the value of all farm property in the United States in 1920 was over 
$77,000,000,000, including live stock valued at about eight billions, 
farm implements and machinery at more than three and a half billion. 
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The valu~ ~f our farm products is estimated anywhere fr~D;l ten 
to twenty bilhon dollars per annum.- These figures slrow how pltifully 
small by com:r>arison is the amount doled out on "agricultural and 
cattle paper" by the Federal reserve system, whose total loans and 
discounts at the beginning of this year amounted to approximately 
$3,000,000,000, or more than 12 times as much as the maximum 
amount of "agricultural" and "live-stock" paper ever held by all the 
Federal reserve banks at any time, as shown by the Federal reserve 
official bulletins. • 

I submit the following tables for insertion in the record. Will we 
take up those tables when we resume the hearing this afternoon, 
Congressman ~ , 

The CHAIRMAN. If you will. The commission will now take a recess 
until 2 o'clock. 

(Thereupon, at 12.30 o'clock p. m., a recess was taken until 2 o'clock 
p. m. of the same day, Tuesday, August 2, 1921.) 

AFTER RECESS. 

The committee resumed its session at 2 o'clock p. m., pursuant to 
the taking of recess. . 

The CHAIRMAN. Mr. Williams, you may proceed, if you will, please. 
Mr. WILLIAMS. Mr. Chairman and gentlemen, at the point at which 

I left off this morning I was about to Insert certain tables. I will now 
present them. Here is a table showing the total amount of a~
cultural paper and live-stock paper held by all Federal reserve banks 
on the last Friday of each month for the years 1920 and 1919, by 
months, showing the aggregate for each year. 

Representative M:rLLS. If you are putting that in the record, let 
me inquire where those figures were' obtained ~ 

Mr. WILLIAMS. They were obtained from the Federal Reserve 
Bulletin. , 

Representative MILLS. You do not include the figures for 1921 ¥ 
Mr. WILLIAMS. I am coming to those. 
I will now insert a table showing, separately, the amount of agri

cultural paper and live-stock paper held by the Federal reserve banks 
on the last Friday of the mst five months for the years 1920 and 
1921, by months. As compiled from the Federal Reserve Bulletin, 
I give the first five months as the only ones accessible to me for 1921. 

The CHAIRMAN. Without objection, the tables will be inserted in 
the record.. ' 

(The tables submitted by Mr. Williams are here printed in full as 
follows:) 

1 

Total amount of agricultural live-stock State paper held by all Federal reserve banks on 
the last Fr:iday of each month for the years 19£0 and 1919 (being paper with over 90 
day matunty). 

Month. 

Total agricultural and 
livwtock State paper. 

1920 1919 

156,800,000 $58,900,000 
67,000,000 63,800,000 
74,600,000 67,200,000 
77,000,000 66,700,000 

140,600,000 58,900,000 
167,900,000 68,200,000 

Month. 

Total agricultural and 
ilvwtock State paper. 

1920 1919 

July •••••••••••••••••••• 1202,500,000 163,500,000 
August........... •••••. 216,200,000 57,800,000 
September. ..••.•.••••• 224,300,000 60,100.000 
October _.... ........ .... .............. 240, 600, 000 55, 400, 000 
November. • ••••••••••• 241,500,000 52,500,000 
December. • •••• • •• . .•. • 246, 800, 000 51,000,000 
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Table ,howing ,eparately amount.! of agricultural aM livwtocl: paper held by the 11 
Ftdtral ruerve baw on the la.t Friday of each month for first five 7nonthB of the year, 
1910 aM 1911 (being paper with over 90-00y maturity). 

[In mD1lons of dollars.) 

Agricultural Llve-stock Agricultural Liv .... tock 
paper. paper. paper. paper. 

1921 1920 1921 1920 1921 1920 1921 1920 

------ ------
1anUAry ••••••••• 140.8 23.2 88.2 33.6 ~rll············1 149.2 44.3 81.1 61.9 
F.bruary •••.•••• 136.6 30.1 83.6 37.0 y •....•.•••.•• ·152.7 63.6 76.7 77.1 
March ••••••••••• 140.9 29.3 81.6 46.3 

Mr. WILLIAMS. I will now read from page 18 of Gov. Harding's 
testimony before the Banking and Currency Committee on June 1, 
1920: 
. In 1920, up to the 14th of December the 12 Federal reserve banks had discounted 
$1,981,000,000 (If agricultural and livEHJtock paper, known to be such because it had 
a maturity date longer than 90 days, as against $791,000,000 for the year 1918, which 
does not show any curtailment of farm credits.' . 

I now submit a table showing the total amount of bills discounted 
and acceptances bought by each Federal reserve bank, in even thou
sands, during the years 1919 and 1920, having" a maturity of over 
90 days." These figures are given by quarters. The total, according 
to these figures, for the year 1920 woUld be $351,884,000, and for 1919, 
$125,717,000. • 

Representative MILLS. Where were those figures obtained W 

Mr. WU..LIA.MS. Compiled from the Federal Reserve Bulletin. 
I will now submit a table showing the total amount of bills dis

counted and accep.tances bought by each Federal reserve bank during 
the years 1920 and 1919. These figtll'es were obtained from the Fed
eral Reserve Board: For January, February, and March, 1920, from 
page 531 of the Bulletin for 1920; for April, May, and June, 1920, 
from page 871 of the Bulletin for 1920; for July, August, and Sep
tember, from page 1232 of the Bulletin for 1920; and for October, 
November, and December, from page 234 of the Bulletin for 1921. 

Please note that it appears from these :figures-as to the reliability 
of which I can only say that they came trom the Federal Reserve 
Bulletin; I have no means of checking them otherwise-that the total 
amount of paper appears .to h~ve been $351,000,000 for 1920. 

The total amount of bills discounted' and acceptances bought by 
each Federal reserve bank for the years of 1919 and 1920 shows, 
for the year 1920, of all paper discounted and acceptances bought, 
$88,535,000,000.. That is the total of all paper bought and accept.. 
ances discounted, as compared with $351,000,000 of agricultural and 
cattle paper. . 

I thinK it is only fair, however, that we should call attention to the 
fact, ~nd should emphasize it, that the average maturity of the lo~ 
and discounts and acceptances was very much shorter than for agrl
tural and cattle paper, and that would make the comparison for all 
bills discounted and acceptances naturally very much larger. But 
inasmuch as Gov. Harding has given those figures, I thought it pr0l>er 
to give the :figures which I have here from the Bulletin, and I gIve 
them to you for what they are worth.. . 
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The CHAIRMAN. That would involve the question of the volume of 
the credit~ 

Mr. WILLIAMS. Exactly. . . . 
(The last two tables submitted by Mr. Wilhams are here prInted 

in full as follows:) 
Amount of bills discounted and acceptances bought b.y each Feder.al reserve bank (in even 

thousands) during the years 1919 and 1920 hamng a matuT'lty of over 90 days. 

1920 1919 

Total amount of bill8 di8counted and acceptances bought by each Federal reserve bank 
during the years 1920 and 1919. 

1920 1919 

January, February, March (p. 531, Bulletin 1920) ••••••••••••••••••••.••• 520,635,000,000 S16, 941, 000, 000 
April, May, June (p. 871, Bulletin 1920). . •••..••••••.••••••••••••••••.•• 19,509,000,000 20,196,000,000 
July, August, September (p. 1232, Bulletin 1920). . •••••••••••••••••••••• 22,733,000,000 21, 0l8, 000, 000 
October, November, December (p. 234, Bulletin 1921) ••••••.••. " •• • . ••• 25,658,000, 000 23, 842, 000, 000 

88,535,000,000 81,997,000,000 

Mr. WILLIAMS. On page 6 of tp.e printed copy: of his testimony on 
June 1 before the Banki.iJ.g and Currency COInmlttee of the House of 
Representatives, Gov. Harding said [reading]: 

The effect of advanced discount rates of the Federal reserve banks was merely to 
slow down the rate of expansion. There was no curtailment of credit on the part of 
the Federal reserve banks, nor was there any contraction of the currency. As a matter 
of fact, the loans and invested assets of the Federal reserve banks increased from the 
middle of January, 1920, until the 5th of November, 1920, a steady and gradual 
increase all the way along by about $400,000,000. 

That statement is misleading. In the :first place, there was a cur
tailment of credit on the part of the Federal reserve banks in many 
directions and there was not "from the middl~ of January, 1920, 
until the 5th of November, 1920, a steady and gradual increase aU 
the way along by about $400,000,000." 

On the contrary, the official records show that on January 31, 
1920, the total amount of lpans, redisco'unts, and acceptances held 
by the 12 reserve banks amounted to two thousand seven hundred 
and tbirty-sL1t million dollars, and that this increased to two thousand 
nine hundred and eighty-nine million on February 28, 1920. During 
the month of March, when the demand for credit, especially among 
the small banks, was particularly active, the total amount of dis
counts, bills payable, and aeceptances held by the 12 Federal reserve 
banks was reduced to two thousand eight hundred and sixty-eight 
million. This advanced to two thousand nine hundred and fotry-two 
at the end of April and by the end of May was reported at two thou
sand nine hundred and thirty-nine million. on June 30, the total 
had been contracted to two thousand eight hundred and fifteen 
million, contrary to Gov. Harding's statement that there was a 
continuous increase. On July 31, the amount reported was two, 
thousand eight hundred and thirty-seven, which was increased on 
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August 31 to two thousand 'nine hundred and, seventy-four. On 
September 3Q the figures were three thousand and six million, and 
on October 31 stood at three th?ll:sand one hundred million, shrinking 
one hundred and twenty-five million by November 30, and on Decem
ber 30, the amount was two thousand nine hundred and seventy-nine 
million, which was just ten million less than was reported on February 
28, 1920, 10 months before. 

There has been so much loose talking about the expansion of 
credit during the year 1920 that it seems to me desirable that we 
should have the correct figures before us. The above figures do not 
include United States Government bonds held for investment by 
the Federal reserve banks in which the fluctuations were not large 
one way or the other. United States securities held January" 30, 
1920, were three hundred and four million, as compared witli two 
hundred and eighty-seven million on December 30, 1920. 

It should also be understood that some of the banks to which the 
largest credits were given employed the funds not altogether in 
domestic trade and commerce, but some of the funds obtained from 
the reserve 'bank were sent to the uttermost parts of the world and 
a large part of them have not gotten back. 

A statement published in December last under the auspices of 
the chamber of commerce of the State'of New York estimated that 
the frozen credits and orders for goods canceled or held up in our 
dealings with foreign countries amounted to approximately 
$1,000,000,000. The losses, on those transactions have been enor
mous. This one billion is exclusive of the huge amount of canceled 
orders and congealed credits and accounts in our domestic trade. 

Representative MILLS. But the fact is, is it not, that with some 
slight fluctuations, the total earning assets of the Federal reserve 
banks increased from approximately $3,000,000,000 in January, 
1920, to a maximum of $3,303,000,000 in November, 1920 ~ , 

Mr. WILLIAMS. 'I will give you the figures here which I have drawn 
from the Official Bulletin. 

Representative MILLS. Well, I have the official figures here, by 
months--

Mr. WILLIAMS. I will read them out' by months as I have them. 
I have shown you that there was no material change in the amOUI.t 
of United States Government bonds held. Now, I will read the 
figures as to: , 

Billl discounted and bought, and acceptances. 

Nov. 30, 1919_ .••...•.......•. _ .. _ ....•...........•••....•. _ •... $2,715,000,000 
Dec. 31; 1919.................................................... 2.768,000,000 
Jan. 31. 1920............................................. ........ 2.736.000.000 
Feb. 28. 1920 ...... : .. ; ...................... "............. ..•.... 2,989.000.000 
Mar. 31.1920 ....... " .•.....•.•.•.......... ~ •.......•........• " •. 2.868.000.000 
Apr. 30, 1920.................................................... 2.942,000,000 
May 31.1920 ................. _.................................. 2,939.000,000 
June 30, 1920 ...........•....... :................................ 2.815.000.000 
July 31,1920..................................................... 2,837,000,000 
Aug. 31, 1920 .......•.•........ _................................. 2,974,000,000 
Sept. 30. 1920 ...................... " ..... ' ....•...•.•. " •....•... " 3. 006. 000. 000 
Oct. 31.1920..................................................... 3.100.000.000 
Nov. 30, 1920 .......... ' ...........................•.......•.... ". 2; 975, 000, 000 
December, 1920 ............... " .•... , .............•..... '. . . . . . . . . 2. 979. 000. 000 
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I think that is about December 30. . 
Representative MILLs. You. question the correctness of G?v. 

Rardmg's statemenU Now, is It not a fact that the Joans and m
vested assets of the Federal reserve banks reached their maximum 
along in January, 1920 ~ . . . . 

Mr. WILLIAMS. Well, they were pretty close to theIr maxnnum m 
February, 1920--

Representative MILLS. I should say, November, 1920. 
Mr. WILLIAMS. I say, in February, 1920, there was $2,989,000,000. 
Representative Mn.is. And that got up to--
Mr. WILLIAMS. And they were contracted to $2,868,000,000 in 

March. They got up to $2,942,000,000 in April, $2,939,000,000 in 
May, and went -back in June to $2,815,000,000. . 
. Representative MILLs. And by November they had gotten up to 
$3,300,000,000 ~ . 

Mr. WILLiAMS. Well, I am speaking now of the bills discounted and 
acceptances bought. There was very little variation, as I have 
shown you, in th~ war obligations held.. . 

Representative MILLs. But you question the accuracy of his state-
ment~ . 

Mr. WILLIAMS. Yes; I said that his statement, which I read, I would 
regard as mislead.im!:, in asserting that there was "a steady and 
gradual increa~e all the way along by about $400,DpO,OOO." 

Representative MILLS. Resays, "loans and mvested assets." 
Now, as a matter of fact, the official figures which I have before me 
show that his statement is absolutely correct, that they" did reach 
their maximum in November, 1920, and that they did show an in
crease of $400,000,000 during the months specified .. 

Mr. WILLIAMS. 'The statements which I have just given you show 
that they went up and down all during that period. 

Representative MILLs. You have got individual items, whereas he 
was dealing with the total. . 

Mr. WII.LIAMS. No; I was giving you the total, as I understand it, 
from the Federal Reserve Bulletin, exclusive of Government bonds, 
and I have shown you that in Government bonds there was very little 
variation one way or the other. In fact, there was a reduction, I 
think. 

Representative MILLS. Well, that would tend to make his state
ment stronger, would it not ~ 

Mr. WILLIAMS. No; I do not understand it so. 
The CHAIRMAN. I do not think I quite got the gist of your state

ment. Do I understand that what you are claiming is that the loans 
an~ discounts based on Government paper decreased 'during this 
perIod from JanuaI"Y 1,1920, to January 1,1921 'I 

Mr. WILLIAMS. United States securIties held on January 30, 1920, 
were $304,000,000 as compared with $287,000,000 on January 1,1921, 
or say, December 30, 1920. . . 

The CHAIRMAN. And during that period there was-- . 
Mr. WILLIAMS. There was very little variation one way or the other; 

it was·negligible. 
Now, here are the figures of the Federal reserve system as reported 

July 20, 1921, compared with July 23, 1920. In that period gold 
reserves rose from $1,983,2'71,000 in 1920 to $2,508,298,000 in 1921. 
There was a contraction during that period in the bills discounted and 
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bills bought, according to the reports available to me from $2,823,-
450,000 to 51,710,056,000. The Federal reserve notes outstanding 
July 23, 1920, were $3,118,205,000, and on July 20, 1921, were re-
ported at $2,564,613,000. . 

Representative Mn.Ls. When has that contraction taken place W 
Mr. WILLIAMS. During these 12 months. 
Representative MILLS. Oh, no; Mr. Williams. 
Mr. WILLIAMS. I say, it has taken place in this period. 
Representative MiLLS. Oh, yes,i liut when did the contraction 

really begin' Will you give the ngures for January, 1921, and for 
January, 1920' 

Mr. WILUAMS. I will be very glad flo have them put into the record. 
I have not got them here. 

Representative MILLs. Do you not know, as a matter of fact, that 
the real contraction has taken place--

Mr. WILLIAMS. I read you the figures showing the amount out
standing at the end of each month. 

Representative MILLS. Yes; but has not the real contraction taken 
place since the first of this year' 

Mr. WILLIAMS. The heaviest part of it; yes. 
Representative MILLS. And not during the year 1920 ~ 
Mr. WILLIAMS. Principally in 1921. . 
Representative MILLS. Is it not a fact that during the whole of 

-1920 there was an increase in the amount of Federal reserve notes in· 
circulation' 

Mr. WILLIAMS. But an increase in the amount of Federal reserve 
noted in circulation is not necessarily a criterion of the expansion of 
the currency. I would like to make that plain. Federal reserve 
notes are very frequently issued against gold. . 

Representative MILLS. But IOU gave the Federal reserve notes 
circuIation as of Jl!ly-, 1920, an as of July, 1921 , 

Mr. WILLIAMS. Yes. 
Representative MILLS. Now, I will ask you whether that circulation 

did not reach its maximum in January, 1921 , 
Mr. WILLIAMS. I have not the figures available. You can put 

them in the record, whatever the facts may"justify. I do not recall 
that. 

The amount of Federal reserve notes outstanding is no criterion as 
to the amount of money in circulation, for Federal reserve notes are 
largely issued in exchange for gold retired from circulation. 

The following figures indicate, to some extent, the contraction of 
credit which has taken place since December 31, 1919, as far as the 
national banks of the country are concerned: 

On December 31, 1919, deposits in national banks were $17,866,-
000,000. . 

On April 28, 1921, deposits in the national banks were $14,851,-
000,000, a shrfukage of $3,015,000,000 in that period. 

Representative SUMNERS. Mr. Williams, where did that money go' 
Mr. WILLIAMs. That is quite a large q,uestion. . 
Repres.entative SUMNERS. I will not mterrupt you if you do not 

care to discuss that now. . . 
Mr. WILLIAMS. The banks were unable to meet this shrinkage by 

a reduction in their loans, for we find that on December 31., 1919, 
loans and discounts were $11,786,000,000, and on April 28, 1921 
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loans and discounts were $11,367,000,000, a reduction of only 
$419,000,000. 

The b.anks obviously needed help from the Federal reserve banks 
to enable them to meet such a decline as took place in their deposit 
but the 12 reserve banks now tell us that on December 26,1919, their 
bills discounted and bought in the market amounted to $2,779,000,-
000, and on July 20, 1921, $1,710,000,000, showing that they have 
within this period contracted credits, $1,069,000,000. 

Representative SUMNERS. Mr. Williams, when you say that they 
have contracted credits, do you mean that credIt was desired and 
was arbitrarily denied, or that the credit was not desired ~ 

Mr. WILLIAMS. Well, the letters which come to me and information 
which I receive from many different directions, indicate that there 
was a great deal of credit that was desired and was denied. 

Representative SUMNERS. Are you going to deal with that feature 
lated 

Mr. WILLIAMS. Probably. 
Representative MILLS. Have you any objection to the figures 

going into the record at this time as to some of the intervening dates 1 
Mr. WILLIAMS. I am not a member of this committee, Congress

man, and it is not my business to pass upon that. 
The CHArRMAN. If Mr. Mills desires to put in the intervening 

figures showing what the situation is from month to month, I do not 
think there should be any objection. • 

Mr; WILLIAMS. I certainly have none. 
The CHAIRMAN. Certainly. What we wish is the facts. 
Representative MILLS. I have them from month to month. It 

seems to me this would be the appropriate place, and I would like to 
read into the record the following figures: 

On the 15th of January, 1920, the total loans and earning assets of 
the Federal reserve banks amounted to about $3,000,000,000. This 
was increased, until the--

Mr. WILLIAMS. May I suggest that if we ate making a record it 
would be better, instead of saying" about" to give the exact figures 
I have endeavored to give the exact figures, which I have gotten 
from the Federal Reserve Bulletin. 

Representative MILLS. I have only the approximate amounts here, 
and it appears that they are the approximate amounts. 

Senator ROBINSON. Where were these figures obtained 1 
Representative MILLS. These figures were obtained from tho 

governor of the Federal Reserve Board. It may be more appropriate 
to wait until the governor appears. 

On the 5th of November they amounted to $3,400,000,000. 
On January 15, 1920, the circulation of Federal reserve notes out

~tanding was $2,800,000,000, approximately. They increased until 
It reached the .peak on December 24, 1920, of $3,400,000,000. . 

Representative SUMNERS. Those are excerpts from a statement 
made by the governor of the Federal Reserve Board ~ 

Representative MILLS. Yes; ·from a statement. 
I ~ll present the .deta~led figures, which I have here, Mr. Chairmnn, 

to be mserted at this pomt. The statement is as follows: 



Re80urces and liabilities oj the Federal rllller1Je bank. at clo8e oj busines8 July 6, 19fi. 

[In thousands of dollars.) 

Federal res.rv. bank of ..•..•....•••.• • Boston. N.wYork. PhiJadel· CI.v&-
phia. land_ 

Rich· 
mond. Atlanta. Chicago.· St. Louis. Minn&- Kansas 

BIISQURCIIS. 

Gold and gold certificates ••••.• : •.•.•. 
Gold •• ttlement fund, Federal Reserv. 

Board •••••••.•• " •••••..••••.•••••• 

Total gold held by banks .•••.•. 
Gold with Fed.ral r .. erv. agents .•••• 
Gold redemption fund ••••••.•.•.••.•. 

Total gold r .. erv ............... . 
Legal tender not .. , silv.r, etc ••••.••• 

I Total reserves • ..................... 
Bills discounted: , 

Secured b;l' United Stat .. Govern. 
ment obligations ••••.••••.••.•• 

Alloth.r •••..•.•.••.•..•••.••.••• 
Bills bought in open mark.t •••••.•••• 

UnitJ'g~~~!,:I~~~~:':::;';;tes::::::: : 
U ruted Stat .. c.rtificat .. of ind.bt.d. 

ness: 
One-y.arc.rtificat .. (Pittman Act ) 

7,821 

55,552 

63,373 
181,044 

15,655 

260,072 
16,525 

276,597 

31,904 
53,935 
7,905 

9S,744 
566 

18,936 

--- ---
253,815 1,793 6,029 

32,943 67,397.~ 

286,758 59,190 64,475 
509,298 134,428 185,604 
36,000 9,631 4,514 

I-
832,056 203,249 254,593 
72,921 3,118 6,233 ----

9!J4.,977 206,367 260,826 

212,999 
236,970 
11,616 

84,043 
39,317 
3,390 

84,259 
98,005 
1,228 ----

461,685 
3,270 

126,750 
1,627 

153,492 
843 

52,776 

2,703 

20,046 

22,749 
38,023 

8,253 

69,025 
4,424 

73,449 

29,658 
74,280 
2,036 

105,974 
1,233 

7,260 

---

4,586 

9,471 

14,057 
59,832 
5,599 

79,478 
7,008 

I 86,486 

35,063 
65,784 

962 ----
101,779 

10,142 

---

20,578 

71,396 

91,973 
230,213 
35,292 

357,478 
16,803 ----

374,281 

106,366 
218,535 

2,306 ----
327,207 

4,490 

36,112 

ap~Us. City. 
--- ------

2,798 8,377 2,110 

17,192 7,734 35,693 

19,990 
48,572 
3,820 

16,111 
20,031 
3,258 

37,803 
33,607 
3,317 

72,382 
12,699 

39,400 
903 

74,727 
3,967 -------

85,031 40,303 78,694 

32,656 7;757 24,181 
84,597 65,977 56,3~ 

104 ............. --------
87,257 73, I: 79,520 
1,153 8,868 

11,568 8,320 

Dallas. 

---

8,674 

3,312 

11,986 
14,751 
2,691 

29,428 
6,772 

35,200 

10,470 
49'm 

60,254 
3,979 

All other . _._. ___ .:._._ •. ___ ••••• _ 36 9,531 26,~~ 21,~~ 14, 56t 
55 225 6,~ 2,400 

26 ••.••••••• 

Total earll1ng ass.ts .•.•••• _ •••.• 
Bankpr.mis ................... ; •••••. 

5 ~~':;'~~~~:~E!~ .f::t'.: .. ~~~~~~ 
Uncollected it.ms .•••..•••..•.•••.••. 
All oth.r r.sourcas •••.•.•.•• _ ••.••.••. 

Totalr .. ourcas ••.••.....•.•.••. 

113,271 
3,716 

772 
50,190 

377 

444,923 

527,162 
5,375 

1,864 
141,927 

2,587 

1,583,892 

155,769 
529 

176,147 
2,174 

700 1,239 
45,878 50,~~. 

259 

409,502 I~ 

114,467 
.2,051 

363 
43,379 

447 

234,166 

----
126,486 

752 

511 
19,280 

680 

234,195 

----
I 100,203 367,864 

3,878 627 

1,786 523 
66,642 28,978 

1,890 495 

I 816,341 215,907 

'Includ .. bills discounted for other Federal r .. erv. banks, viz, Boston, $10,450; . N.w York, $31,015; total, $41,465. 

----
79,~~ 96,734 

2,659 
66,633 

1,883. 

275 916 236 
15,119 

III 38'l~ 21,848 
2,554 

135,875 218,222 128,354 

San Total. Francisco. 

19,673 838,957 

33,965 403,146 

53,638 742,103 
142,862 1, 59H, 265 

9,418 137,438 

205,918 2,477,806 
3,032 153,405 

-208,950 2,631,211 

45,121 
114,623 

1,459 

674,377 

1,1~:t: 

161,203 
306 1,~~::~X 

9,~ 215,875 
10,551 

171,~ 2,095,535 
24,861 

494 9,679 
34,385 557,162 
2,420 13,088 

418,198 6,331,536 



Resources and liabilities oj the Federal reserve bank8 at cl08e oj business July 6, 1921-Continued. 

Federal reserve bank of.. .............. Boston. New York. Philadel- Clev&- Rich- Atlanta. Chicago. St. Louis. Minn&- Kansas Dallas. San Total. phia. land. mond. apolis. City. Francisco. 
--- ------------- --- ------------- ----

UABILlTIES. 

~~~~~~~~--.::::::::::::::::::::::: 7,911 26,896 8,613 11,047 5,322 4,097 14,259 4,512 3,~ 4,346 4,222 7,325 102,10.1 
16,342 59,318 17,564 22,263 11,026 8,708 30,536 9,114 7,303 9,3~0 7,113 15,207 21a, 842 

Reserved for Government franchi .. tax. 2,272 17,100 2,737 1,633 1,679 2,584 8,011 982 1,335 1,587 ............. 2,145 42,065 
Deposits: 

Government ...... __ ............... 2,006 7,409 1,923 3,652 8-56 1,873 6,622 1,623 1,844 2,615 1,867 1,7M M,n26 
Member bank-reserve account •.•. 109,740 651,727 100,06.5 136,991 54,176 43,807 229,515 60,~~ 41,~~ 71,455 42,312 109,088 1,651,757 
All other .......................... 1,122 11,907 1,230 775 . 469 355 2,253' 529 378 6,965 27,371 

--------------------
Total deposits ................... 112,868 671,043 103,218 141,418 55,501 46,035 238,390 63,358 44,378 74,599 44,557 117,787 1,713,152 

Fed.ral reserve notes In actual circu-
latlon ........... __ ., ______ .......... 2M,169 684,615 224,513 254,854 120,202 149,636 454,379 104,739 59,613 78,633 45,398 241,165 2,671,916 

Federal reserve bank notes in circuJa. 
tion-net liabihty __ ..... __ ..... ____ . 9,509 28,006 9,~27 16,133 5,606 9,4,~8 17,450 6,370 5,364 14,518 4,362 6,630 133,303 

Deferred availability items ............ ' 40,901 93,662 42,~~g 43'm 33,~~ 12,977 50,190 25,975 13,087 33,956 21.569 26,229 438,455 
All other liabilities. _ ... ____ ........... 951 3,162 720 3,126 867 1,242 1,253 1,133 1,710 16,718 --------------------

To~slliabiliti.s •••••...••••••..•. 444,923 1,5~,892 409,502 491,971 234,156 234,195 816,341 215,907 135,875 218,222 128,354 418,198 5,331,536 

MEMORANDA. = ----
Ratio of tot,,1 reserves to dryoslt and 

Federal reserve note liabilitia. com-
bined, per cent .•• __ ...... ~ __ ...... __ 75.4 66.8 63.0 65.8 41.8 , 44.2 54.0 50.6 38.8 51.4 39.1 58.2 60.0 

Contingent liabillty as Indorser on dis-
counted paper rediscountt'd with 
other Federal reserve banks ................... ............ ............ ............. 19,875 . ............ ........... .............. 11,140 . .......... 10,450 . .............. 41,465 

Contingent liability on bills purchased 
2,336 40,658 2,560 2,624 1,568 1,152 ' 1,504 864 1,536 1,472 ,for foreign correspondents __ ... ______ • 3,808 832 60,914 

I'EDERAL RESERVE NOTES OUTSTANDING ---- ---'--= = 
AND IN ACTUAL CIRCULATION. 

Outstanding .. ____ """ __ ••.••••••.••. 268,401 833,937 242,295 275,821 126,748 158,577 491,646 125 056 61,392 86,144 49,079 295,726 3,014,824 
Held by banks .... __ ... __ . ____ ... __ . __ 14,232 149,322 17,782 20,957 6,546 8,941 37,269 20;317 1,779 7,511 3,681 64,561 342,908 

------------ ------------
In actual circulation .. ____ ... ____ 254,169 684,615 224,513 254,854 120,202 149,636 454,379 104,739 59,613 78,633 45,398 241,165 2,671,916 

Distribution oj bills and United States certificates oj indebtednes8 by maturities. 

Within 16 to 30 31 to 60 61 to 90 Over 90 Total. 
15 days. days. days. days. days. 

1,049,879 169,610 280,130 223,550 78,194 1,801,363 
19,311 6,708 3,434 1,68.1 .... isi;osi· 31,136 
4,228 4,700 20,959 39,482 226,426 

~m:g:=N:~.;i.-iri.;rJi:ei::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::: 
United States certificates oflndebtedness __ .. ____ . __ . __ . ______________ ...•...• ____ .... ____ ......... __ • __ . 



Federal reserve bank of. •.••••••••••••• 

RESOURCES. 

g~l~ "";~tn~:n'cm?~":r8i:· Reserve· 
Board ....•..•.••.•.•.••....••.•..••. 

Gold with foreign agencies ..••••.•••••• 

Total gold held by banks .....••. 
Gold with Federal res.rve agents •••••. 
Gold redemption fund ••••••..••.•.••.•• 

Total gold reserves ..••••.••.•.••. 
Legal·tender notes, silver, etc •••.•••••• 

Total reserves ••.••••••..•.••.••. 

Bills discounted: 1 
Secured by Government war obU· 

Ar~g~::::::::::::::::::::::::::: 
Bills bought in open market ••••••••••. 

Total bills on hand .•..•....•.••. 
United States Government bonds ...••. 
United States Victory notes .•..•.•..•• 
U nitod States oertifiostes of indebted· 

ness . ....... __ ...... _ ......... _ .. ~ ...... 

Total earning assets ..••....••.••• 

~:!J'~~~i'i'ew' -.mil· 'oilier' deduc:.· 
tions from gross deposits .•..•.••...•• 

5 ~::ie~~'!:::~J'~nn~~~. ~~~~. 
All other resources ...•.•.•...•.•.•••.•• 

Total resources ..•...•.••.•.••.•. 

ResOUTCIlII and liabilities oj the Pederal Te8eroe bank, at clo8e oj busines8 Jul" 9, 19£0. 
[In thousands of dollars.) 

Boston. New York. Philedel· Clev .. Rich· Atlanta. Chicago.. St.Louis. Minn..' Kansas phia. land. mond. apo!is:_, City. ------

11,600 82,217 1,156 10,117 2,398 8,067 2i,250 3,488 7,207 498 

36,716 83,980 45,320 60,057 19,940 4,220 62,994 8,951 4,812 25,832 
8,142 40,932 8,922 9,146 5,465 4,0l5 13,272 5,242 3,0l1 5,353 

56,458 207,129 55,398 79,320 27,806 16,302 100,446 17,681 15,060 31,683 
119,620 ~~:~ 91,790 149,550 43,029 50,566 167,M7 46,374 32, 27J 36,79S 

17,285 15,452 1,921 5,963 6,278 32,629 6,217 4,248 

·193,363 • 62i,935 162,:g 230,791 76'rg~ '73,146 300,622 69,272 47,330 72,726 
6,900 106,846 1,680 1,366 8,632 7,331 170 1,630 

I--
200,263 631,781 162,562 232,3n . 76,896 74,512 309,254 76,603 47,500 74,356 

118,917 93,045 544,229 1~:~~ 114,910 45,488 62,959 49,243 . 8,061 47,092 
73,123 ~g::tlt 63,432 58,344 61,611 819,506 69,053 70,418 62,590 
35,910 11,429 50,800 6,220 4,297 M,457 .3,268 2,612 2,616 

202,~ 1,001,864 197,850 229,142 110,052 118,~~ . 4~::~~ 111,564 81'~k 112,298 
.1,~ 1,356 633 1,233 1,153 8,~ 

5 ........... - 10 ... -........ 3 .......... .......... ... ~ .•.. -. 
21,695 79,214 31,776 23,322 12,260 15,664 39,642 17,239 8,492 12,940 

I--------------
. 22i,338 

1,476 
1,082,585 

3,763 
231,012 

592 
253,307 

1,155 
123,545 

752 
134,~ 536,996 

2,116 
129,= 89,~ 134,~~ 

68,n8 161,762 64,658 81,273 60,554 29,481 113,467 46,256 2i,402 61,825 

1,~ 3,100 1,~~ an 451 573 1,~ 523 416 916 
1,422 145 187 100 282 51 201 

496,149 1,884,413 460,618 569,122 262,385 239,904 964,114 254,486 162,594 272,138 

Dallas. Son 
Franoisco. Total. 

5,311 12,620 168,929 

5,971 
2,900 

44,067 
5,131 ~:~~ 

~:~ 61,768 683,220 
100,171 '1,145,102 

8,689 9,411 142,994 

48,326 
1,242 

171,370 
757 l'r~:~~; 

49,668 172,127 2,108,193 

~:~~ 49,567 '1,296,350 
106,290 1,265,243 

655 46,146 372,691 

77,528 199,003 2,994,184 
3,966 2,632 26,793 

. .......... . .......... 69 

8,365 11,333 281,942 

89,869 
905 

212,968 
232 

3,242,988 
13,734 

44,650 40,301 797,347 

588 665 12,293 
171 326 3,822 

185,840 426,619 6,178,377 
~ 

1 Includes bills discounted 'for other Federal reserve banks viz: Boston, $35.994; New York, $36,096; Philedelphia $54 494; total, $126,584. ' . 
• Includes bankers' acceptances bought from other Federai' reserve banks without their indorsement: Boston, $4,918; New York, $10,014; San FranciscO, $10,008; total, ,2i,940 •. 



Resour, e8 and liabilities of the Federal reserve banks at close of business July 9, 1920-Continued. 

Federal reserve bank of .... : .•......... Boston. New York. Philadel· ClevE>- Rich· Atlanta. Chicago. St.Louis. MinnE>- Kansas DallBS. Ban Total. phia. land. mond. apoJis. City. Francisco. 
--- --------- ------- --- ---

LIABll.ITlES. 

~::¥~~~~~~~ .i~: ... ::: ::::::: :::::::: :::: 7,532 24,675 8,326 10,161 4,873 3,788 13,290 4,257 3,279 4,312 3,757 6,389 94,639 
12,351 51,308 13,069 13,712 8,067 7,050 23,917 5,884 5,178 8,395 4,152 n,662 164,745 

Govermnent deposits ..... _ .. ___ . _ ... ~_ 52 612 3,691 295 3,404 882 750 I,Oll 410 1,281 1,060 2,471 15,919 
Due to members-reserve aCcoWlt _ . _._ 1I8,186 738,232 106,197 143,114 59,876 49,837 261,308 63,598 46,169 82,481 57,343 113,363 1,839,704 
Deferred availability items .... _." _ ... 52,560 n3,276 52,646 59,395 47,219 23,334 7J,863 39,233 18,599 58,143 27,986 28, ISO 594,434 
Other depOSits, including foreign gOV' _ 

ernmentcredits .. _._ .......... _ ..... 2,658 23,974 3,434 2,949 1,673 1,265 5,799 1,841 1,212 2,229 1,132 6,993 55,159 
Total gross deposits ...........•. 

Federal reserve notes in actual circu-
173,456 876,094 165,968 205,753 1I2,172 75,318 341,720 105,683 66,390 144,134 87,521 151,007 2,505,216 

lation ............. __ ..... __ .. __ . __ .... 287,332 ~1,467 252,418 320,621 126,380 141J 362 547,917 128,639 79; 116 98,651 82,074 244,971 3, ISO, 948 
Federal reserve hank notes in circula-

tion-net liability ..•..•...•.... -...•. 13,784 37,487 19,409 17,108 9,987 11,359 32,031 8,820 7,512 15,088 7,121 10,581 190,287 
All other liabilities ......•.•.........•. 1,694 23,382 - 1,428 1,767 906 1,027 5,239 1,203 1, n9 1,553 1,215 2,009 42,542 

Total liabilities ...... , ..........• 496,149 1,884,413 460.618 509.122 262.385 239,904 964,114 _2M,486 162,594 272,133 185,840 426,619 6,178.377 

R:~~ ~e~~~~1 rr-:::rv..-: ,~~t~e~t~~~f~ 
combined, per cent ..................... 51.1 39.8 46.0 52.2 43.2 39.8 39_ 8 40.7 3g.2 41.1 39.8 48.4 43.1 

MEMORANDA. 

Contingent liability as indorser on dis· 
counted paper rediscounted with 

11,000 126,584 other Federal reserve banks ......•.. .......... ............. ........... ........... 24,972 5,507 31,672 25,013 15,653 12,767 . .............. 
Contingent liability on bills purchased 

1,312 784 576 I, g04 752 768 416 736 .16,217 for foreign correspondents ........... 1.168 6,089 1,280 432 

FEDERAL RESERVE NOTES OUTSTAND" 
ING AND IN ACTUAL CmCULATION. 

Om.tanding ........................... 297,607 993,186 265,498 332.587 132,009 145,770 594,622 146,458 80,249 103,682 86,125 276,695 3,454,488 
Held by banks ........................ 10,275 121,719 la, 080 11,966 5,629 4,408 46,705 17,819 1,133 5,031 4,051 31,724 273,540 

In actual circulation ............. 287,332 871,467 252,418 320,621 126,380 141,362 547,917 128,639 79;Ti6 98,651 82,074 244,971 3, ISO, 948 

Distribution of bills and United States certificates of indebtedness by maturities. 

Within 16 to 30 31 to 60 61 to 90 Over 90 Total. 15 days. days. days. days. days. 

1,437,411 285,693 486,603 272,743 79,143 2,561,593 
105,303 67,968 163,173 36,147 .. .. i92;704· 372,591 
26,705 6,600 19,400 36,533 281,942 

BiII.discounted ..•.....•......•.••..•....••.•........•...............••..••.••.•..•.•....•••....••...... 
Bills bought in open market ........................................................................... . 
United States certificates of indebtedness ...•... -....................................................... . 



AGRICULTURAL INQUIRY. 95 

The CJumMAN. Proceed, Mr. Williams. , 
Mr. WILLIAMS. At this point may I refer to the suggestion which 

I understood Congressman Mills to make at the morning session ~ 
If I misunderstood him, I hope he will correct me. I understood 
him to say that it was not the duty or function of the Federal reserve 
bank in New York to inquire of the borrowing banks there what 
they did with their money which they borrowed--

Re{>resentative Mn.LS. Oh, no; I did not say that. I suggested 
that, ill view of the great number of transactions carried on through 
the course of the day between the Federal reserve banks and one of 
these large New York banks, 'as a practical matter, it was almost 
impossible for them to ascertain in each individual case for what 
purpose the money so obtained would be used. 

Mr. WILLIAMS .. I have in my hand a circular sent out by the Fed
eral reserve bank of Richmond under date of July 23, 1921, in which, 
under the head of "Advances on the new cotton crop," there a{>
pears to be a reference W a ruling of the board. This statement lS 

printed in capitals, and says [reading]: 
Under a rulin~ of the board embodied in its announcement Federal reserve banks 

are authorized m the present urgent and abnormal Bituation to discount for their 
member banks paper owned and indorsed by nonmember bankB when offered and 
indorsed by the member banks. Such paper mUBt be in the form of notes, drafts, or 
billB of exchange iBBued or drawn under the terms of the Federal reserve act and the 
regulationB of the board "for the harvesting and orderly marketing of the coming 
cotton crop," and must be accompanied by a Bigned Btatement by the maker or drawer, 
either on the paper itself or on an attached slip, that the proceeds have been used 
or are to be used for harvesting or marketing the new cotton crop. 

That seems to be a very specific requirement. 
Representative Mn.Ls. What are you reading ~ 
Mr. WILLIAMS. This is a circular issued by the governor of the 

Federal reserve banks of the Richmond district. 
The CHAmMAN. I think we might put in that whole circular. 
Mr. WILLIAMS. The next paragraph says [reading]: 

The Federal reserve bank of Richmond reseves the right and the authority now, as 
heretofore, to determine the limit of credit which may be reasonably and with pru
dence and safety extended to any bank under any conditions and to determine the 
acceptability of the paper offered. 

I understood the sU!7gestion to be made at the morning meeting 
that paper offered in N'ew York should be or is almost automatically 
taken if it is eligible. 

Representative Mn.LS. You entirely misunderstood me, if you got 
any such impression from what I said. 

Mr., WILLIAMS. I am glad to be corrected. 
Representative Mn.LS. I said that I assumed that the New York 

bank would and does follow sound banking practice in that matter. 
Mr. WILLIAMS. What I have quoted is from a reserve bank circular 

dated July 23, 1921. 
The CHAmMAN. I suggest that the entire circular be insert d in 

the "record, and in order that the record may be complete, I have' 
here a copy of the Federal Reserve Board's statement'which is re
ferred to in the Richmond bank's statement, and I would like to 
have that inserted also. 
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(The circular of July 23, 1921, submitted by Mr. Williams and the 
statement of the Federal Reserve Board submitted by the chairman 
are here printed in full, as follows:) 

FEDERAL RESERVE BANK OF RICHMOND. 

FINANCING THE. NEW COTTON CROP. 
JULY 23, 1921. 

To the member8 of the Federal re8erve bank of Richmond: 
A conference was held in Washington on July 19, between the Federal Reserve 

Board and the ~vernors of the Federal reserve banks of Richmond, Atlanta, St. 
Louis, Kansas CIty, and Dallas to review the credit situation in the districts served 
by these banks and determine what further credit assistance would be needed and 
could reasonably be extended in harvesting and marketing tlie growing cotton crop. 
We inclose a copy of the announcement of the board at the conclusion of the con
ference. 

As the outcome of this conference, we are issuing this general letter to our members, 
defining the attitude of this bank toward cotton loans and cotton paper, with special 
reference to the growing crop, involving probably further extension of credit both for 
the making and the orderly marketing of the crop. . 

MAKING AND HARVESTING THE CROP. 

It is the opinion of this bank that whatever additional advances may be legitimately 
needed for cultivating and harvesting the crop should be freely made by member 
banks, in their discretion and with protection. Paper created for the purpose is 
eligible for discount under the act, and it would be poor business policy to Wlthhold 
credit for these purposes. Acceptable paper of thlS nature, offered with specific 
explanation of the purpose for which it was created, will be taken in addition to a 
line of credit already granted. 

MARKETING. 

Notes, drafts, and bills of exchange secured by stal?le agricultural products, or 
other goods, wares, or merchandise, when drawn for agrIcultural, industrial, or com
mercial purposes, but not for investment or speculative purposes, are eligible for dis
count under the act. 

Under this provision it has always been the position of the Federal reserve bank 
of Richmond, governed by the regulations of the board, that notes secured by proper 
warehouse receipts for cotton, the warehouses being responsible and independent 
of the owner of the product, are eligible for discount when drawn under the condi
tions above quoted and running not longer than 90 days from the-date of discount. 

The provisions of the act are sufficiently broad and liberal for the orderly mar
keting of cotton or other agricultural products, and the resources of the Federal 
reserve banks are ample and available when used for that purpose. 

When, however, having discounted paper secured by staple a"ooricultural products, 
or other goods, wares, or merchandise, it becomes evident that the purpose of the 
owners is to hold them off the market indefinitely, or for a predetemuned price, 
there being a market to take them, then such paper ceases to be eligible for discount 
by Federal reserve banks, although it may still be a proper investment for member 
banks. 

RENEWING PAPER. 

Federal reserve banks may not, therefore, under. the law become parties to any 
understanding or agreement to renew paper or to carry it beyond the time specified 
by the act. At the same time, all paper is not necessarily ineligible because it is 
renewal paper. 

LINES OF CREDIT. . 
Under the act Federal reserve banks are not limited in the amount of eligible paper 

which they may discount for a member bank except as to the limit of paper beanng 
tile si~!ll'ture or indorsement of anr one borrower (which is well known to members); 
the "line" is left to the discretIon, judgment, experience, and prudence of tile 
Federal reserve bank. There is, therefore, no fixed line for any member bank, but 
section 4 of the act requires that tile board of directors of Federal reserve banks "shall 
administer the affairs of the bank fairly and impartially and without discriinination 
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in favor of or against any member bank or banks, and shall, subject to the provision 
of the 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." 

The endeavor has always been made to extend accommodation to a member bank 
according to the measure of its necessities, and the application of this policy in this 
district will be illustrated further on in this letter. 

The inquiry is occasionally made whether a certain.class of discounted paper can be 
omitted hom a bank's re~ line. As stated above, and as will be hereafter shown, 
there is no "regular line' for any bank, but under the act all "discounts, advances, 
and accommodations" to a bank must be taken into account "with due regard for 
the claims and demands of other member banks." 

No paper may be discounted without the indorsement of a member bank. It is 
liable for all paper discounted in any event, and that liability must be taken into ac
count, as well liB its equitable share of the resources of the reserve bank. 

In order to measure the relative amount of accommodation extended to each mem
ber bank, and for the equitable application of graduated or progressive discount rates, 
provided for in section 14 ofthe act, as amended, a "basic linE''' was fixed. This line 
was determined upon the only fair and logical basis; that is, upon the lending power 
contributed to the Federal reserve bank by the reserve deposit and capitalsubscrip
tion of each member bank. Even under that definition, no limit to the amount of 
advances to any bank was fixed. It was simply provided that a graduated rate when 
applied should ·be applied to the amount loaned beyond this "basic line. " 

The Federal reserve bank of Richmond has never applied the progressive rate, the 
application thereof being left tD each reserve bank, subject to review and determi
nation by the board. The" basic line" has only been used by this bank as a yard
stick, to show a borrowing bank what "line" it might be legitimately entitled to 
receive and what relative proportion of the reserve bank's resources it was using. The 
discount rate of this bank has never been above 6 per cent. 

Judgment, experience, and knowledge of the conditions surrounding a bank, and 
the reserve position of the Federal reserve bank itself, therefore, determine the line 
which may be safely and reasonably given any bank; with due regard to the claim 
of other banks. 

ALLEGED CREDIT RESTRICTION· IN THE COTTON STATES. 

Criticisms of the credit policy of Federal reserve banks are still current and even 
rampant. They are possibly most frequent in the South, and more liberal credit has 
been urged for southern agncultural interests. The five reserve banks in the cotton 
States are lending their members $457,000,000, which is 26 per cent of the loans of the 
entire reserve system. The total loans of these five reserve banks to their members ex
ceed their reserve deposits by $192,000,000, whereas the reserve deposits of the other 
seven reserve banks exceed their loans by $118,000,000. 

If loans to farmers are restricted, it is not done by the reserve banks, nor is it the 
result of any policy adopted by the reserve banks. The act and the regulations of the 
board define the character and terms of paper which may be taken by reserve banks. 
They lend the money to their members, and they discount the classes of eligible paper 
offered by their members. The greater portion of the money loaned in this district is 
tied up with agriculture in one way or another. 

The two cotton States of this district are North and South Carolina. Virginia grows 
very little· cotton. This bank is lending to members in North Carolina $25,000,000, 
which is 411.7 per cent of their reserve deposits. It is lending to South Carolina 
members $21,000,000, which is 525.5 per cent of their reserve deposits. In addition to 
this the member banks of these two States are borrowing $13,000,000 from other banks, 
which obtain the funds from the Federal reserve banks. Measure this by the situation 
with the seven reserve banks outside of the cotton States, which have reserve deposits 
exceeding their loans by $118,000,000. The volume of loans to these two cotton States, 
$46,000,00P directly by the Federal reserve bank' of Richmond and $13,000,000 from 
other banks, can be further gauged by the statement that it is more than half the Inaxi
mum amount which all the national banks of the country ever borrowed at anyone 
time prior to 1914, or before the Federal reserve banks were established. This bank 
is lend~ to some of its member banks ten to fifteen times the amount of their reserve 
deposits m order to meet their apparent necessities. 

58589-21-PT 13--7 



98 AGRICULTURAL INQUIRY. 

ADVANCES ON THE NEW COTTON CROP. 

Under the conditions hereinbefore set forth and under the terms of the Federal 
reserve act and the regulations of the board, the Federal reserve bank of Richmond 
will make further advances for making and gathering the growing crop, and will dis
count for its members eligible paper secured by warehouse receipts for new cotton at 
80 per cent of the market value at the time loans are made, to be kept good, and will 
discount acceptable trade acceptances of mills for cotton purchased and intended for 
consumption and .bankers' acceptances based on new cotton and made under the 
re!!'Ulations. 

Under a rulin~ of the board embodied in its announcement, Federal reserve banks 
are authorized ill the present urgent and abnormal situation to discount for their 
member banks paper owned and indorsed by monmember banks when offered and 
indorsed by the member banks. Such paper must be in the form of notes, drafts, or 
bills of exchange, issued or drawn under the terms of the Federal reserve act and the 
regulations of the Board "for the harvesting and orderly marketing of the coming 
cotton crop," and must be accompanied by a signed statement by the maker or drawer, 
either on· the paper itself or on an attached slip, that the proceeds have been used or 
are to be used for harvesting or marketing the new cotton crop. 

The Federal reserve bank of Richmond reserves the right and the authority now, 
as heretofore, to determine the limit of credit which may be reasonably and with 
prudence and safety extended to any bank under any conditions, and to determine 
the acceptability of the paper offered. . 

The reserve banks of the cotton States can adequately provide for the gathering and 
orderly marketing of the new croll with the full cooperation of all member banks. 
To make this aid thoroughly effective, member banks will be com'pelled to take mea
sures to provide for the small cotton producer, both in completing his crop and in 
order that he may not suffer by having to sell his cotton immediately upon gathering 
it should there not be a satisfactory market at the time. The proceeds of such ad
vances on new cotton should be used to liquidate current indebtedness where pos
sible in order to give vitality to credit. It should be obvious that business can not 
move and be kept moving unless cotton is sold as the market will take it. 

Respectfully, 
GEORGE J. SEAY, Governor. 

Borrowings oj member banks, by Statu. 

Borrowings, 
Dec. 31, 1920. 

Borrowings, 
June 30,19'21. 

., Ratioo! 
borrow-

Reserye de- ings to 
POSits, reserve 

June 30,1921. I depOSits, 
June 30, 

/ 1921. . 

Pfrcenl. 

f;l~~:~~t~~:~{~~j~L~jEjjH~jjj $]~~i~~B ~i~~t~if IJm~m~U :~f 
South Carolina .•.......•......•.•...•... : ..•. I_~_~:": ~_~..:~:_~_oo_: gg_li_~..:~:_~_J.:.., _~~_9._~_9_1 __ ~':": _~_3':..' ~_·9_·_~_1 !_--e.:~::.~:.:..::k; 

Total. . . . ....••..••.•..•..•••••...•.•.. 130, ~18, 000. 00 126, 123, 260. 38 52,793,519.22/ 238.9 

Number of banks borrowing June 30,1921,393. 
Number of banks nothorrowing June 30, 1921, 225. 

Total bills discounted by Federal reserve banks Juiy 13, 19t1. 

Bills dis
counted. 

Reserve 
deposits. 

Richmond. • ...•••.....•.•.•.....•.•.•.••....•...•.•.••••...••.•..••••.• 1122,429,000 $52, 0"!7, 000 

~~~~i~~:.~~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~~ ~ ~ ~ ~ ~~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~1 __ I_r..:~_r_~.:..; 5_+ __ f_t:..; ~_~~..:'~_~_)I) 
457,650,000 265,421, (X)() 
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ForeraB! of the growing cotton crop by the Department of Agriculture, July 1, 19ft, 
by distnets. 

Bales. 

Rirhmond.... .... . . .. • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 1,416,000 
Atlanta ................................................................ 1,841,000 
St. Louis ............................................................. 1,517,000 

~~I=..~~~::.::::::::::: :::::::::::: ::::::::::::::::::: :::::::::::::: 3,m;ggg 
San Francisco ................... " ............................... _... .. 81,000 

Total estimated crop ............................................ 8,433,000 

FEDERAL RESERVE BOARD-STATEMENT FOR THE PRESS. 

[For release In morningp8pers, Wednesday, July 20, 1921.1 

In view of the vital importance of the problems i.ncident to the harvesting and 
marketin~ of the coming cotton crop, the Federal Reserve Board to·day held a con
ference With the governors of the Federal reserve banks of Richmond, Atlanta, St. Louis 
Kansas City, and Dallas, the banks located in or brought in closest touch with the 
member hanks in the cotton States, for the purpose of reviewing the credit situation 
in these States and determining what further credit will be needed to facilitate the 
harvesting and orderly marketing of this crop. 

A t the present time the five reserve banks in question are lending to their members 
$457,000,000, or more than 26 per cent oithe loans of the entire system, the Richmond 
bank borrowing from other reserve banks $20,000,000,' and the Dallas bank borrowing 
$16,000,000 for that purpose. The total loans of thel!e five reserve banks to their mem
bers exceed their reserve deposits by $192,000,000, whereas the reserve deposits of 
the other seven reserve banks exceed their loans to their members by $118,000,000. 

The amount now loaned by these reserve banks to their members is four and one
half times the amount borrowed at anyone time by aJl the national banks of the 
country prior to 1914, or before the establishment of the Federal reserve system. 

The Federal Reserve Board and the governors.of the Federal reserve banks announce 
that the Federal reserve banks, in addition to credits already extended, are ~ble 
and stand ready to extend further credit for the :purpose of harvesting and marketing 
the coming crop, in whatever amount may legitimately be required, either directly 
to their member banks or under a ruling now issued by the Federal Reserve Board, 
indirectly to nonmember banks acting through the s,gency 'and with the indorsement 
of a member bank. These loans will be made by the Federal reserve banks upon notes, 
drafts, and bills of exchange issued or drawn in accordance with the terms of the 
Federal reserve act and the rB!l"lllations of the Federal Reserve Board, for the harvesting 
orderly marketing of the commg cotton crop. 

In order, however, that these rediscount facilities of the Federal reserve banks may 
be made fully effective, it will be necessary that member banks in the' cotton States 
place their loaning facilities freely at the disposal of cotton producers and dealers in 
their respective localities with the knowledge and assurance that the Federal Reserve 
Board and the Federal reserve banks recognize the urgency of rendering all proper 
assistance to these important interests during such abnormal times. ' 

Mr. Meyer, managing director of the War Finance Corporation, who attended the 
conference, reviewed the activities of the War Finance Corporation in making loans 
for financing cotton for immediate and future eXfort. Gov. Strong, of the Federal 
Reserve, Bank of N ew York, and representatives 0 certain New York member banks, 
were also invited to the conference to discuss the necessity or advisability of having 
various commercial,banks through the country establish a fund for the purpose of 
making loans upon cotton. In view of the conclusions reached by the coriference as' 
to the ability of the Federal reserve banks effectively to take care of all of the legiti
mate requirements of the cotton interests, it was felt that the establishment of such a 
fund at this time is neither necessary nor advisable. Gov. Stron~ stated, howe"lier, 
that he had received assurances from a number of important banking institutions m 
New York City that if the facilities now offered by the Federal reserve banks and the 
War Finance Corporation should prove to be inadequate, they will cooperate in the 
establishment of a cotton-loan fund in wha.tever amount the situation nught demand. 

WABIDNGTON, D. C., July 19,1921., 



100 AGRICULTURAL INQUIRY. 

Mr. WILLIAMS. Mr. Chairman, I should like at this point to read f 

portion of a press statement which I gave out as Comptroller of thE 
Currency on July 31, 1920: 

Those inclined to pessimistic views as to our financial situation probably do no' 
know, or do not appreciate, the immensely significant fact that our Federal reservl 
banks have at this time an unused lending power of $750,000,000, and that if OCCasiOI 
required the board could, by waiving reserve requirements on deposit and notel 
only 10 per cent, increase the unused lending power to two and one-hali billion dollars 
which is twenty-five times as much as all the national banks of the country (whicl 
constitute a large majority of the membership of the reserve system) were ever bor· 
rowing at anyone time on bills payable and rediscounts prior to 1913, the maximun 
of such borrowings at any time up to 1913 having been only $100,000,000. 

In the face of such figures and facts as these the fear expressed in some sectioru 
that there may not be money enough available to move the crops seems manifestl} 
absurd. It will be recalled that in 1913, before the establishment of the Federal 
reserve system, the stringency and uneasiness which prevailed at crop-moving timE 
was instantly relieved by the announcement of Secretary McAdoo that the Govern· 
ment was prepared to deposit $50,000,000 of cash in the banks in the South and Wesl 
to help move crops. The Federal reserve banks can at this time, as I have shoWl] 
above, based upon their present gold reserve, supply fifteen times as much as thE 
$50,000,000, which was so effective in 1913, wholly without waiving or reducing theil 
reserve requirements. 

It is also reassuring to know that this unused lending power of the Federal reservE 
banks is twice as great as the aggregate amount of all the emergency currency iBBued 
in 1914 upon the outbreak of the European war, involving the greatest financial crisu 
in the world's history. Such figures as these ought to be sufficient to allay fears enter
tained by pessimists as to the financial condition of the country at this time. 

With a Bane settlement of present labor troubles and the restoration of the old-time 
efficiency of labor, and the stabilization which it is hoped the forthcoming rate decision 
of the Interstate Commerce Commission, together with more scientific administration 
and less stock juggling in railroad management will bring about, the business outlook 
for this country will be extremely bright. 

I will also add that there is not and has not been, in my judgment, the least justifica
tion for the excessive and burdensome interest rates, running up to 10, 12, and 15 per 
cent and higher, which have been exacted by some of the banks in New York City, 
the principal financial center of our country. New York is the only city of conse
quence in the world where such interest rates exist and are tolerated. They do not 
prevail in London or Paris, Berlin or Rome, Pekin~, Hongkong, or Tokyo, or in any 
of the leading cities of our own country, San FranCISCO, St. Louis, Kansas City, New 
Orleans, Atlanta, Dallas,. Chicago, Minneapolis, Cleveland, Richmond, Baltimore, 
Philadelphia, or Boston. 

These excessive interest rates and the publicity ~ven them have increased the un
ea~iness in financial circles and have been a contributing cause rather than a conse
quence of the upsetting of security values, and of the excessive and unjust rates which 
corporations and others have been required to pay for money in recent months. The 
hanks which have charged their customers these excessive rates-at times as hiO'h as 
15 per cent or more-have themselves at the Bame time been liberally accomm2ated 
with millions of dollars by the Federal reserve banks at average rates of considerably 
lea' than 6 per cent. 

Upon the publication of that statement, a portion of which I have 
read, I was informed that the Federal Reserve Board received a 
communication from some officer of the Federal reserve bank of New 
Y orkprotesting against my press statement. The following corre
spondence ensued: 

Here is a letter which Gov. Harding, of the Federal Reserve Board, 
addressed to Mr. Jay, chairman of tlie board of the Federal Reserve 
Bank of New York, and furnished me a copy: 

AUGUST 4, 1920. 
DEAR MR. JAY: Your letter of the 3d instant, relating to the statement recently 

made by the Comptroller of the Currency, was brought to the attention of the Federal 
Reserve Board at the meeting this morning. The comptroller does not agree with 
the views expressed in your letter. He stated that his statement was made entirely 
upon his OWn responsibility and that it was not shown to any member of the bo~rd 
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before publication. He takes the position that he was making merely a statement 
of fact and that there is nothing in his statement to justify the conclusions that the 
board is contemplatin~ reducing reserve requirements. 

A representative of the Wall Street Journal telephoned me about 2 o'clock yesterday 
afternoon and stated that a rumor was current in financial circles in New York that 
the board was about to reduce reserve requirements to 30 :per cent. I answered the 
inquiry in the following words: "The board has not cODSldered such a proposition 
at all." 

As the rates of interest charged on call loans, you may remember that the board 
BOme time ago replied to a Senate resolution on this subject and attached to its letter 
a memorandum prepared at its request in your office. The minutes of the board show 
that the draft of the reply and the memorandum were considered by the board at a 
meeting at which the comptroller was present, and there is no record of any objection 
on his part. It is not clear, however, from the comptroller's statement that his 
reference was made entirely to call loans. 

In accordance with his request a copy of your letter has been sent to the comptroller. 
Very truly, yours, 

Mr. PIERRE JAy, 
Chairman Federal Rellerve Bank, 

--- ---, Governor. 

New York City. 

Here is a letter which was addressed by me 
Gov. Harding: 

on the same date to 

AUGUST 4, 1920. 
My DEAR GOVERNOR: I thank you for bringing to my attention Mr. Jay's letter to 

you of yesterday. " 
As neither the action of the Federal Reserve Board nor the comptroner's office are 

"ubject to review by reserve bank directors, I am sure you will excuse me from com
menting upon Mr. Jay's letter further than to note his obvious embarrassment in 
blowing hot and cold with the sam'e breath, and to express some regret that he should 
apparently feel it incumbent to maintain, so consistently, an attitude of petulant and 
ill-ad vised criticism towards this bureau. 

Sincerely, yours, 

Hon. W. P. G. HARDING, 
Governor Federal ReseT1'e Board. 

JOHN SKELTON WILLIAMS. 

TREASURY DEPARTMENT, 
Washington, August 4, 1920. 

My DEAR GOVERNOR: Since my note to you of this afternoon I have had the pleasure 
of receiving from you a copy of your letter of even date to Mr. Jay. 

In your letter to Mr. Jay you say, inter alia: 
You may remember that the board some time ago replied to a Senate resolution on 

this subject (interest rates) and attached to its answer a memorandum prepared at 
its request in your office. The minutes of the board show that the draft of the reply 
and memorandum were considered by the board at a meeting at which the comptroller 
was present, and there ie no recor{), of any objection on his part." 

I think you will also recall, Governor, that the board, in transmitting to the Senate 
the "memorandum OJ which you referred to as having been prepared in Mr. Jay's 
office, was scrupulously careful not to adopt, as its own, the conclusions and arguments 
of the Jay memorandum, and I am also sure that you will remember that my 'own 
position as to high interest rates in New York City for many months past has ,been an 
entirely consistent one. 

In my letter to you of this afternoon I spoke of Mr. Jay blowing hot and cold with 
the same breath. As an illustration of this I invite your attention to the two following 
paragraphs from Mr. Jay's letter to you of August 3. In referring to iny press statement 
Mr. Jay said: • 

"The effect of tiIie ie to create an impression tiIat tiIere ie an abundance of credit 
and to embarrass tiIe efforts of this bank and its member banks who are intelligently 
and diecriminately cooperating witiI us to bring about a reduction of tiIe 1e88 needed 
credits." 

Mr. Jay there charges my statement as being too optimieti,c. A few paragraphs 
later he tacks and says that the effect of my statement 18 not" to decrease but rather 
to increase uneasiness," hie language being as follows: 



102 AGRICULTURAL INQUIRY. 

" At a time like the present, when prices are falling and we are entering a season 
When credit usually is somewhat tense, such a presentation to the public temper by 
one of the highest financial officials of the Government, however much he seeks to 
allay uneasineBS of showing the immense potential lending power of the Federal Re
serve System, does not tend, in my opinIon, to decrease but rather to increase un
easineBS." . 

Personally the subject hardly seems to me to be worthy of further attention from 
the board, but, as Mr. Jay's letter was read at to-day's meeting, perhaps it may be 
well for you to submit to the board, for its information, this letter, with my note of 
this afternoon. . 

Sincerely, yours, 
JOHN SKELTON WILLIAMS. 

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

AUGUST 6. 1920. 
Mr. PIERRE JAY, 

Chairman Federal Reserve Bank, New York, N. Y. 
DEAR MR. JAY: Gov. Harding brought to my attention day before yesterday a 

letter just received from you in which you indulge in what seeIns to me quite unwar
ranted criticism of my preBS statement of Saturday. 

Upon receiving from Gov. Harding a copy of your letter, I wrote him a note, of 
which I beg leave to hand rou, with this, a copy. On being furnished by him sub
sequently with a copy of his reply to you of August 4, I sent the governor another 
note of which I also hand you, with thIS, a copy for your information. 

As I am en,tirely satisfied as to the timelineBS and complete propriety of my pub
lished statement, It is needleBS to discUBB it. But I think It may be in order for me to 
state that my own views on the subject are confirmed by numerous voluntary expres
sions of commendation which this office has received from various directions, from 
men of soundest judgment. 

For example, the president of one of the largest national banks in the country
whose bank is not a hundred miles from your office-in indorsin~ strongly my preBS 
statement, also said emphaticallr that the banks in exacting the lllterest rates which 
I criticized were pursuing a ' short-sighted policy, based on ignorance' '-rather 
stronger language than that used by me. Another man whose large experience em
braces the presidency of a New York national bank, wrote: 

That circular letter you are giving to the preBS under yesterday'S date is fine, very 
fine. Splendid. I congratulate you in doing just the right thing at the right time. 

I will add in conclusion that a member of the board in referring to your extraor
dinary proposal that "some agreement may be reached with the comptroller whereby 
further statements of this nature may be avoided" humorously suggested that per
haps you will have your counsel prepare such a contract or B"OTeement and send it on. 

I may also add that it has not been many days since you wrote Washington another 
letter of what I regarded as cavilling criticism of my recent address before the Maine 
bankers,concerning which addreBS a national bank director and a leading manu
facturer wrote me on August 2, 1920: 

"I have read your speech to the Maine bankers and I am taking the liberty of 
writing you a few lines to show you.how much I appreciate same. 

"I thlllk it is the clearest explanation of the present situation that I haye aeen 
from any source," etc. , 

Again regretting the carping attitude toward this bureau evinced by your com
munication, usually conveyed indirectly, I remain, 

Yours, very truly, 
JOHN SKELTON WILLIAMS. 

Here is a letter which I wrote to Gov. Harding on August 9, 1920, 
which I should like to place in the record. ' 

Representative Mn.LS. These ar.e very illuminating, these letters, 
but what have they got to do with agricultural credits 1 

Mr. WILLIAMS. Do you address your question to me 1 
Representative MILLS. Yes. 
Mr. WILLIAM:S. That is a question for the commission to determine. 
Representative MILLS. No; I want it for my own information. 

[ do not see their relevancy. 
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Mr. WILLIAMS. That is not a question for me to determine; I am 
not a member of the commission. ~ 

Representative MILLS. Will you point out for me the connection ~ 
Mr. WILLIAMs. If you can not see it I can not point it out. 
Representative Mn.x:s. Can you see it! . 
Mr. WILLIAMS. I think they are pertment to the subject we are 

diseussing, but I can not vote on the commission. 
Representative MULS. I wish you would enlighten me. 
Mr. WILLIAMS. If you can not see it, I am sure I can not en

lighten you. 
Representative MULS. You obviously see the connection, or else 

you would not read the letters. . 
Mr. WILLIAMS. I think I will let them s~eak for themselves. 
Representative MILLs. You decline to ei:i:hten me Y 
Mr. WILLIAMS. Unless you can see it, It' it would be hopeless. 
Representative MaLs. Then we will concede it ,is hopeless, and 

proceed. 
Mr. WILI,IAMS (reading): 

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

TREASURY DEPARTlIlENT, -
Washington, Augu8t 9, 19fO. 

My DEAR GOVERNOR: I inclose with this a blank form which I mailed on the 5th 
instant to national banks in New York City, requesting information in regard to 
loans, interest rates, bank balances, etc. ., 

J respectfully sugge.t that, in my·judgment, it would be well if the Federal Reserve 
Board would request similar information as of the same date, July 31, 1920, from the 
member State banks and trust companies in New York City, in order' that we may 
obtain a correct picture of the New York banking situation as of one date. 

Personally I think it is wrong, under the circumstances, for New York banks and 
trust companies to be permitted to borrow hundreds of millions of dollars from the 
Federal reserve bank at average rates of 6 per cent per annum or less and then loan 
that same money to their customers and the public at rates sometimes two or three 
times as high as those charged by the N ew York; reserve bank, It may be claimed 
that the New York banks are permitted by the New York State law to charge, 15, 20, 
or 21; per cent for money. That may be true, but the Federal reserve bank of New 
York has the right to say that it will decline to loan at 5 per cent or 6 per cent to mem
ber banks for the purpose of enabling them to extort 15 per cen~ or,25 per cent from 
the unfortunate borrowers of the same funds. . 

Representative MILLS. You are referring to call money rates, I 
take It W 

Mr. WILLIAMS. Yes. 
Representative MILLS. Just wait a minute, !vir. Williams. Let 

me ask you wliat effect the denial of credit to a bank or trust company 
by the Federal Reserve Board would have by way of lowering call 
money rates ~ . 

Mi". WILLIAMS. I think it would put the rates down .to 6 per cent. 
Representative MILLS. How ~ 
Mr. WILLIAMS. I think that if the member banks could not get 

funds from the reserve bank while charging their customers 30 
per cent, and could get accommodation when holding their rates 
down to 6 per cent, they would very gladly charge the lower rates. 

Representative 1frLLS. Do not interest rates increase in propor-
tion with the scarcity of funds available. . 

Mr. WILLIAMS. No; they do not in other States where usury laws 
are observed. 

Representative MILLS. In other words, the more money there is the 
higher the interest rates ~ 
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Mr. WILLIAMS. No. 
Representative MILLS. Are you under the impression that a bank 

that was chargin~ 15 per cent on call loans would c. harge 6 per cent 
if it could not Obtain any money from the Federal reserve bank 
otherwise~ . 

Mr. WILLIAMS. I do; I am sure of it. 
Representative MILLS. In other words, the less money it had to be 

loaned the lower its interest rates would be ~ 
Mr. WILLIAMS. No, that is not 10gica1. 
Representative MILLS. Well, it does not seem to me it is logical, 

and yet why is not that the very thing you are suggesting ~ 
Mr. WILLIAMS. It is contrary to the practice in other parts of the 

country. 
Representative MILLS. You are s~~gesting that if we restrict the 

credit of the bank it will automatically lower rates ~ 
Mr. WILLIAMS. Decent interest rates are maintained in other 

States of the Union where they do not have the same freedom to 
charge excessive rates that they have in New York State. That is 
the experience of the other States of the Union. 

Representative MILLS. It would seem to me that the more you 
restrict the credit of a bank the more it would be inclined to raise 
its interest rates. Must not that follow ¥ 

Mr. WILLIAMS. I have recommended to Congress, in my annual 
report as Comptroller of the Currency, legislation which would pre
vent a member bank from charging a customer more than so much 
in excess of the rate which it pays to its reserve bank. I think that 
is a fair and right Kb~ciple and ought to be followed. 

Re}>resentatlve s. Let us assume that a given trust company 
should loan a certain amount of money on call loans, and that you 
diminish the credit of that institution with your Federal reserve 
bank--

Mr. WILLIAMS. How do you mean "diminish the credit ¥" 
Representative MILLS. That you do not allow them to discount 

their paper. . 
Mr. WILLIAMS. Then they would not charge these high rateS. 
Senator ROBINSON. It means that in order to get the credit they 

would accept a lower rate of interest ¥ 
Mr. WILLIAMS. Yes, sir. 
Senator ROBINSON. They could well afford to do so. 
Mr. WILLIAMS. These banks that were charging 15, 25, and 30 per 

cent were getting the money at 3, 4, and 5 per cent. 
Representative MILLS. That is, assuming, of course, that thev were 

getting the money that was loaned on call entirely from the Federal 
reserve bank. 

Mr. WlLI..IAMS. Not at all. It means assu.mil:\g they were getting 
it from their depositors who deposited it with tliem, and theIr cor
respondents who deposited it with them. 

Representative Mills. I can not escape the conclusion that re
strictmg credit would have the very opposite effect. 

?tIr. WILLIAMS. It may be illuminatlllg to you to know that in the 
other States where they do not have that privilege that they have 
in New York they maintain fairer rates of interest. 

Representative MILLS. Is it not this true, that the tighter the 
money market the higher the interest rate ¥ 

Mr. WILLIAMS. Not necessarily. 
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Representative MILLS. All right. 
The CHAmMAN. May I ask you a question there 1 Is it your idea, 

then, that the supply and demand of money on the call market has 
no effect whatever upon the interest rate ~ 

Mr. WILLIAMS. It ought not to have the effect of putting the rate 
up to above 10 per cent. 

The CHAmMAN. As a matter of fact, does it not~ 
Mr. WILLIAMS. It does, because in New York there is no law t(} 

prevent it, and the regulations of the Federal reserve system d(} 
not prevent it. I recommended the other day an amendment to the 
Federal reserve act which would prevent it. 

The CHAIRMAN. Well, let us get at what the facts are, if we can. 
If they need correcting, then we Will. be glad to have you recommend a 
method of correcting them. As a matter of fact, under the laws of 
the State of New York, the call money rate is established by the supply 
of m0l!ey and the demand for it 1 Is that correct ~ 

Mr. WILLIAMS. To a certain extent. Public opinion has something 
to do with it. I might mention, incidentally, that since my state
ment which I have just read, of July 31, 1920,was put out I do not 
think the· call rate ill New York has gone above 10 per cent at any 
time. Prior to that it was ranging around, sometimes,. 15, 20, 25, 
and 30 per cent. I think the force of public opinion has cut down 
interest rates. There was no reason why they should have gone 
above 10 per cent, anyhow. 

Representative MiLLS. You attribute that entirely to your cir
cularW 

Mr. WILLIAMS. No, I do not. You may give as much credit as you 
please to my statement. 

The CHAIRMAN. I am simply trying to get at the facts. 
Mr. WILLIAMS. I recommended to Congress when I waA Comptroller 

of the Currency that there should/be a limitation upon the_rate of 
interest which a borrowing bank should be permitted to charge; 
whether it is 1 per cent or 2 per cent above the rate which they pay 
I am not prepared to express an opinion on at the moment, but 
certainly a bank receiving large accommodations from the Federal 
reserve system should not be permitted to charge 15, 20, 25, and 30 
per cent. 

The CHAIRMAN. Let me ask you this question. Do you think it 
would tend to curb speculation on the stock market if the rates for 
money were kept at a low point ~ , 

Mr. WILLIAMS. What do you mean by a "low point~" 
The CHAIRMAN , Well, we will say' about 4 or 5 per cent, or 6 per 

cent. . . ' 
Mr. WILLIAMS. The interest rate is not the only factor that con-

trols speculation.' We saw a year ago-- . 
The CHAIRMAN. I understand that, but let me have an answer to 

that question, whether you think the maintenance of a low rate of 
interest for call money would have the effect of lessening speculation. 

Mr. WILLIAMS. Why, that guestion answers itself. You do not 
have to ask me that question, With all due respect, Congressman. The 
maintenance of a low rate can not diminish speculation. 

The CHAIRMAN. Then do you think that-
Mr. WILLIAMS. I think that a decent rate should be maintained, 

whether sp'eculation is rife or not. I think there are other necessary 
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elements that enter into speculation besides the interest rate. I have 
called the attention of the public, in the last few months, to an in
stance where as much as 200 per cent was charged-the equivalent 
of 200 per cent was charged in New York. 

Representative MILLS. Did you tell the public all the circumstances 
surrounding that loan ~ 

Mr. WILLIAMS. They can get them if they want them, from the 
Federal Reserve Board or anyone else. 

Representative MILLS. You did not tell them though~. 
Mr. WILLIAMS. I told them the salient facts. 
Representative MILLS. As I remember it, in your Augusta speech 

you described that loan as having been made for industrial purposes, 
did you not? 

Mr. WILLIAMS. No; I do not think I did. It was to the head of an 
industrial corporation. It was a personal loan, as I understand it. 

Representative MILLS. Did not that raise the inference that it was 
intended as an industrial loan? . 

Mr. WILLIAMS. Not necessarily at all, as I see it. 
Representative MILLS. Do you not think it would have been fairer 

to the public, perhaps--
Mr. WILLIAMS. I think I did say-did I not say that it was upon 

stock collateral ~ . 
(Mr. Williams stated explicitly in his Augusta speech as to this loan: "That loan 

was secured by collateral." .The speech is included in this record.) 

Representative MILLS. No, no; I read your statement very care-
fully. . 

Mr. WILLIAMS. Do you think that loan was justified 1 
Representative MiLLS. No; I think it was bad business on both 

sides, if yow want to know my opinion~ 
Mr. WILLIAMS. I agree with you. 
Representative MILLS. But I think it would have been fairer to 

the public if you had told them all the facts, instead of leading 
them to believe that a bank was holding up an industrial corporation. 
That is the point I mean to make. 

Mr. WILLIAMS. We differ on that. 
Senator HARRISON. But we are glad the witness and the Congress

man have gotten together on something. 
ReJ?resentative SUMNERS. I want to ask vou a question when Mr. 

:Mills IS through. • . 
Representative MrLLS. Go ahead, while I look this up. 
Representative SUMNERS. When the interest rate is running along 

about 15 to 30 per cent is not that rate availed of more by those who 
are speculators and are willing to take a gambler's chance than by 
the people who need the money for the ordinary commercial neces
sities of a community ~ 

:Mr. WILLIAMS. I think that kind of speculation should be 
curbed--

Representative SUMNERS. The point I am making, howe;"er--
. },fr. WILLIAMS. But, unfortunately the high rates were not paid 
only by speculators, as I understand the situation. I understand 
that some very excessive rates and commissions of one kind or 
another were durin~ that period charged to others than those you 
would class as speCUlators. 



AGRIOULTURAL INQUlRl'. 107 

Representative TEN EYCK. Let me understand if this is your idea, 
that there should be fixed by law a rate of interest to be charged on 
call loans, the same as we in New York State now have a maximum 
rate of interest that savings banks may charge for loans on mort-
gages, which is 6 per cent. , 

Mr. WILLIAMS. I think there should be a limit on the maximum 
which may be chary:] on call loans. In most of the States of the 
Union there is that . ·t. 

Representative'TEN EYCK. New York State has that limit on 
mortgages now ~ .' 

Mr. WILLIAMS. Yes; and I think it ought to apply to loans of 
other character. I do, unquestionably. 

Senator HARRISON. It might be interesting to you to know thllt 
there is ~ending in the Senate legislation affecting the War Finance 
CorporatlOn, which provides that the amount to be charged by a 
bank on an amount advanced by the War Finance Corporation shall 
be fixed at 2 per cent more than the War Finance Corporation 
charges for its loan to the bank. 

Ali. WILLIAMS. I think that is very wise. 
Senator ROBINSON. Does anybody here think that a Government 

agency should fix a rate of interest at which money may be procured 
through the Federal reserve system and leave the borrowers of that 
money to charge any rate that the exigencies of the situation may 
enable them to collect 1 Upon what theory would you give that 
power to any organization-lending it, mo~ at, say, 6 per cent, and 
permitting it to loan it at 30 per cent ~ What theory does that rest 
on' 

Mr. WILLIAMS. I can say, none. ' 
Senator ROBINSON. It seems to me a,reasonable suggestion that 

if the Government is going to fix, for the protection of a member ,bank, 
It low rate of interest at which it may have its paper discounted and 
procure money to loan to others, there should De some protection to 
the borrowing public., ' , 

Mr. WILLIAMS. This loan that he [Representative Mills] spoke of 
nearly broke the back of the poor man who had ~o pay it. 'Afe", 
weeks after that, as I am informed, he had to make adjustments 
at a very great sacrifice to himself. " ' , 

Senator ROBINSON. Does any legitimate business interests pay ,20 
per cent interes,t ¥ , 

Mr. WILLIAMS. It ought not to. 
Representative MILLS. This is the statement you made: "Charged 

its customer, the head of a large manufacturing corporation, the 
equivalent of about 200 per cent per annum interest. 

Mr. WILLIAMS. That does not say they charged the manufacturing 
cOI]>oration, but tMs customer. 

Representative MILLS. Does not that statement raise very squarely 
the iruerence that this was a loan for manufacturing purposes ~ 

Mr. WILLIAMS. By no means. If it had intended that it would 
have said "manufacturing company." On the contrary, I said, 
"the head of a manufacturing company." . 

Representative MILLS. Do you not think the insertion of the words 
"head of a large manufacturing company" is misleading ~ 

Mr. WILLIAMS. No; I do not. I think it conveyed precisely the 
idea that was intended to be conveyed, that it was the head of the 
company and not the corporation. . . 
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Representative MILLS. Do you not think it would have been It. 

little fairer and have given a more correct picture if you had stated 
it was a loan for a highly speculative purpose ~ 

Mr. WILLIAMS. I do not understand it was such. My understand
ing was that it was stock of his own corporation which this poor man 
was forced to hypothecate. 

Representative MILLS. You do not understand that he was specu-
lating at all at the time ~ 

Mr. WILLIAMS. I had never met the man. 
Representative MILLS. Don't you know the facts ~ 
Mr. WILLIAMS. I knew nothing about his speculations; I knew that 

he was borrowing on the stock of his own corporation, and the equiva
limt of the rate of 200 per cent per annum appears to have been 
exacted of him. 

Representative MILLS. You do not know the particulars of the 
transaction 1 

Mr. WILLIAMS. What particulars 1 
Representative MILLS. Surrounding this particular loan ~ 
Mr. WILLIAMS. I know some of them; I gave the salient facts. I 

do not know what particulars you refer to. 
Representative MILLS. You do not know that it was a speculative 

loan ~ , 
Mr. WILLIAMS. I do not know that it was any more a speculativE't 

loan than many other loans where large owners in corporations are 
forced to bOITow. I do not know the man that borrowed the money. 
I have never met him, and know nothing about him except what I 
see in the press. But I do know the details of that loan, and I 
stated the details correctly in my address, as I understood them. 

The CHAmMAN. What was the amount of this loan you have just 
been referring to 1 . 

Mr. WILLIAMS. I think if the Congressman will read precisely what 
I said he will get the facts. 

The CHAmMAN. The matter has come up, but I would like to have 
the facts in the record just as they are. . 

Mr. WILLIAMS. I think if you will read from my address the unvar
nished facts will appear. 

The CHAmMAN. Mr. Mills, will you read the copy of that part of 
Mr. Williams's speech which refers to this transaction, so that we 
mtty have the wliole thing in the record ~ . 

Representative MILLS (reading): 
I have before me one case where a bank·which was borrowing several million dol~ 

lars from the Federal reserve bank at 6 per cent chargedits customer, the head of a 
~arge manufacturing corporation, the equivalent of about 200 per cent per annum 
mterest on the net amount of money which the bank itself advanced to the borrower. 

Mr. WILLIAMS. I regard that as a fair statement of that case. 
The CHAIRMAN. Was any part of this loan sold by the bank to any 

other bank, do you know ~ 
Mr. WILLIAMS. As I understand it, Mr. Chairman, that particular 

loan was for about a million dollars, and about one-half of it was 
passed on, without the indorsement of the bank, to other banks or 
lenders, leaving about one-half with the particular bank to which I 
refer. And as its share of the commission which was exacted that 
particular bank, as I understand it, collected about $250,000 from 
the maker of the note, so that it was required to pay over to him 
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only about $250,000 net, for $500,000 notes that were paid in full in 
six months. 

Sholl I proceed, Mr. Chairman ¥ 
The CHAIRMAN. Yes; proceed, Mr. Williams. 
Representative MILLS. May I just proceed with this one particular 

('ase one step furthed Do you know, as a matter of fact, what rate 
of interest was actuolly charged in this particular case ~ 

Mr. WILLIAMS. You mean within a fraction of 1 per cent ~ 
Representative MILLS. No; not within a fraction of 1 per cent. 
Mr. WILLIAMS. It wa.s about the equivalent of 200 per cent on the 

amount loaned; on the amount of $250,000, as I understand it. In 
other words, the customer--

Representative MU,LS (interposing). Is it not a fact that--
Mr. WILLIAMS (interposing). Let me state this; to make it clear: 

I understand, without looking up the records-my recollection is that 
the money w..as used for about six months; wa.s paid within six 
months, and that the bank collected about $250,000 for interest 
and commission, and the customer had the use of about $250,000. 
Two hundred and fifty thousand dollars on $250,000 is, obviously, 
100 per cent for one year; for six months it would be 200 per cent 
per annum. 

Representative MILl,S. Would you be inclined to disagree with the 
statement if I stated that the commission was 25 per centc-the com
mission charged by the bank to the customer, and by means of par
celing out the 108Jl the bank: actually received 200 per cent on that 
part of the loan which it took, so that the rate charged the customer 
wa.s not 200 per cent, but 25 per cent, and that you have been misled 
in your statement of the facts by accepting the profits of the par
ticUlar bank ~ 

Mr. WILLIAMS. No; I do not think I have been misled. 
Senator HARRISON. Where did you get your facts from ~ 
?vir. WILLIAMS. From the sworn statement of the bank. 
Senator HARRISON. And you do not know where the Congressman 

got his facts from ~ 
Mr. WILLIAMS. No, sir. 
Representative MILLS. Would you be willing to check up on this ~ 
Mr. WILLIAMS. I am not Comptroller of the Currency, I am very 

plea.sed to say. 
Representative MILLS. But you are very sure that the 200 per cent 

represents the interest charged and not the profit to the bank ~ 
Mr. WUJLIAMS. Perhaps I .can make that clear in a few remarks, 

if you wish me to take up the time in doing so. My recollection is 
that there were a number of notes given, aggregating $1,000,000; 
that the bank which made those loans pa.ssed on approximately 
$500,000 of the notes, which were in smaller denominations, I assume, 
to a number of other banks, without its indorsement-without its 
indorsing them-not liable in any way for them. My recollection is 
that the banks which took these loans got 6 per cent per annum inter
est, and, if I remember correctly, approximately 3 per cent commis
sion. The bank, on the residue of the $500,000, which the bank 
retained itself, got about $250,000 for interest' and commis!?ion, 
making about 20Q ~er cent per annum, for six months. 

Representative MILLs. Exactly. So that my statement is correct, 
that the bank-what we may call the lending bank-made a profit of 
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200 per cent, but the borrower paid 25 per cent for a loan of 
$1,000,000 W • 

Mr. WILLIAMS. No; not by any means .. The borrower paid on the 
$500,000, if I remember correctly; he paid 6 per cent per annum 
interest and 3 'per cent commission--

RepresentatIve MILLS (interposing). As a matter of fact, he 
wanted $1,000,000, and h~ paid $250,000 to get it; is that not so ~ 

Mr. WILLIAMS. ~-&~oxunately so, I understand. 
Representative s. Which is 25 per cent. 
Mr. WILLIAMS. Yes; flat, plus 6 per cent per annum interest, and, 

as I understand, equal to between 60 per cent and 70 per cent on the 
whole amount gotten by the borrower for six months, or 200 per cent 
on the net amount the bank loaned on its own account--

Representative MILLS (interJ>osing). And thereafter the bank par
celed out the loan to other banks ~ 

Mr. WILLIAMS. The bank, I think, parceled out the loan. I do not 
know whether before or after or during the time of the loan. 

Representative MILLS. But it parceled it out ¥ 
Mr. WILLIAMS. The bank, without risk to itself, parceled it out. 
Representative MILLS. I am not defending the bank, but I am 

bringing out the fact that he did not pay but 25 per cent, and not 200 
per cent. 

Mr. WILLIAMS. I do not understand it that way. 
The CHAIRMAN. You may proceed, Mr. Williams. 
Mr. WILLIAMS. Shall I resume where I left off ¥ 
The CHAIRMAN. Yes. 
Mr. WILLIAMS. I am reading a letter addressed to Gov. Harding 

under date of Au~ust 9, 1920 a portion of which I read a' while ago. 
Continuing, that letter says: 

You and 1 both know that co=ercial banks in.many parts of the country haYe 
been seduced by these unnatural interest rates in New York City into sending funds 
away from home to be loaned in Wall Street at these exorbitant rates. One effect 
of this has been to cripple and cramp their merchants at home at the same time that 
further funds are accumulated in New York for use in oil speculations and unneces
sary promotions, as well as for the use, sometimes, of those who may have a legiti-
mate need for the funds and are required to pay the exorbitant rates. . 

I am afraid that these excessive interest rates are exercising a tendency to drag 
us back to the old unscientific and abnormal conditions that existed before the Fed
eral reserve banks went into operation. I believe it lies within the power of the 
Federal Reserve Board to keep the interest rates in New York City down to a basis 
of about 6 per cent. I t.hink there are very few banks in New York which would 
not willingly put out all the call money they had to loan at 6 per cent, instead of 12 
per cent or more, if they thought that by charging higher rates they would shut them 
selVes off from accommodations by the Federal reserve bank. 

For the Federal Reserve Board to request from the member State banks and ,truEt 
companies in New York City the same information which the comptroller's office 
has asked. for from national banks may not be a popular move-with the banks
but I believe that it would be a right move, and a wise and helpful move, and would 
be the means of getting to the board much information on loans and interest rates 
which, in my judgment, it ought to have and which it does not now possess. At 
any rate I feel it my duty to submit to you and the board for earnest consideration 
this suggestion. 

Faithfully yours, 
JOHN SKELTON WILLIAMS. 

P. S.-1 note from yesterday'S New York World that it has been suggested that 
the New York State Buperintendent of banks should institute a somewhat similar 
inquiry as to the profiteering of Bome of the trust companies, etc. . 

J. S. W. 
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Mr. Chairman and gentlemen, I should like now to read into the 
record a memorandum which I submitted for the minutes of the 
Federal Reserve Board under date of August 26, 1920. I do -not 
recall whether this memorandum, as requested by me, was inserted 
in the records of the board, or not. I assume and hope that it was 
recorded. If it is not in the records of the board, I assume also that 
it was probably left off by mutual consent. But I think-it is my 
impression that this memorandum did go into the records and minuteEl 
of the board. Anyhow, it was presented. [Reading:] 

Memorandum for minute8 of Federal Reserve Board, August 26, 1920. 
Mr. Williams stated that he thought it would be beneficial to the general situation, 

and would also be a relief to holders of Liberty bonds who are complaining of the serious 
shrinkage which has taken place in this premier security, if the Federal reserve banks 
should put into effect without further delay a 4! per cent interest rate to apply to 
loans on Liberty bonds made prior to the time when the reduced rate should become 
effective, along lines which were suggested by Gov. Harding some weeks ago. The 
subject was discussed informally, but no motion was made. 

Mr. Williams also said he thought the time was very near when the board should 
revise and reduce from 7 per cent to 6 per cent the discount rates in New York and the 
other districts which the 7 per cent rate now exists in. He said he thought that the 
credit situation could be adequately controlled by the exercise of wisdom and judg- \ 
ment by the officers of the reserve banks with a 6 per cent rate; and that in his opinion 
the continuance of the 7 per cent rate was harmful for many reasons. , 

Mr. Williams called attention to the drastic liquidation which has already taken 
place in the past six or eight months in leading commodities including cotton, wheat, 
com, rice, silk, wool, leather, etc., the shrinkage in some·cases amounting to over 50 
per cent. He also stated that prices of standard securities including United States 
Government bonds, high-class railroad bonds and shares, and other securities, had this 
summer reached the lowest level they had touched in half a century, and expreBBed 
the view that such additional liquidation as is needed could be brought about without 
the exaction of interest rates as high as those which have prevailed. . 

Mr; Chairman, if there is no objection, I should like to read into the 
record this one-page press statement which I gave out under date of 
September 11, 1920, m regard to interest rates in New York. lean. 
either leave this statement or read it. 

The CHAmMAN. I think you had better read it. 
Mr. WILLIAMS (reading): , 

SEPTEMBER 11, 1920. 

STA.TEMENT BY THE COMPTROLLER Oli' THE CURRENCY. 

A leading New York pap.er, in its financial colums to-day, criticizes the statements 
made this week by Senator Owen relative to the exceBBive interest rates which have 
been charged by certain banks in New York City during the past year, and says that 
bankers "point out that when Senator Owen charges that $500,000,000 has been loaned 
at rates up to 30 per cent he is speaking without the record." Continuing, the press 
article says: ' . 

"That high figure obtained on the stock exchange for about 10 minutes one afternoon 
the middle of last November and probably as much as $1,000,000 was loaned at that 
rate." - ' 

That criticism by the unnamed "bankers" is misleading,' and in justice to Senator 
Owen it is proper. Ito say that the Senator's public statements on this subject, as printed 
in the preBB dispatches which have been brought to my attention are substantially 
correct, and in view of actual facts are moderate and conservative. 

During the past year the burdensome and oppressive interest rates to which the 
Senator refers have been exacted, not in "one or two pOBBible insignificant instances," 
as one New York paperexpreBBed it, and not, u.s to the "high figure," as another r,a'per 
expreBBed it, "for about 10 minutes one afternoon the middle of last November, , but 
in thousands of instances, at numerous times, and upon call loans aggl·egating hundreds 
of millions of dollars. 
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The information on this subject called for as of August 5, n:om all of ~e New ~ork 
City banks, has been supplied by nearly all of them and IS now l;eIng compile~: 
but in anticipation of a more complete statement which will be available later, It 
may be interesting to the public to know that the amount of demand loans, upon 
which two or three of the banks, only-exclusive of various o~ers whi<;h were <;harging 
the same rate&-were exacting 20 per cent or more per annum Interest, In BOrne Instance 
:as high as 25 and 30 per cent, was on November 13, 1919, about $50,000,000; on Novem
ber 14, 1919, about $40,000JOOO~ The new call loans at the rate of 25 per cent per annum 
made by one of these banks at the end of 1919, on December 29, 30, and 31 aggre
'smted about $20,000,000. On January 2, 1920, these same two or three banks were 
lending at 18 per cent, 20 per cent! and 25 per cent interest about $75,000,000; on 
January 3, 4, and 5,at 18 per cent Interest from $60,000,000 to $70,000,000: on Feb
'ruary 6, 1920, at 20 per cent and 25 per cent interest, over $40,000,000; on February 9, 
1920, at 20 per cent interest, about $40,000,000. 

As late as the end of June it appears that interest as high as 14 per cent per annum 
'was beinp: demanded by these banks on millions of dollars of call loans: 

These illustrations are from the official records of only two or three of the thirty odd 
~ational banks in New York City, but they are sufficient, I think, to show the unfair
~ess and incorrectness of the criticisms of Senator Owen's just condemnation of the 
excessive interest rates which for some time past have heen a distinctly disturbing 
factor in the business and financial situation. 

I am pleased to confirm the statement I made BOme time ago that although the 
a"oogregate amOlmt upon which unjust and oppressive interest rate3 have at times been 
-exacted by BOme banks is very large, a majority of the national banks in New York 
City have made a comparatively small proportion of their loans at these indefensible 
rate3. 

Senator CAPPER. Mr. Williams, you have given us some very 
interesting facts as to the excessive rates charged in New York to the 
big business interests. .Have you any information as to the rates 
-charged agricultural and live-stock interests throughout the West 1 

Mr., WILLIAMS. Senator Capper, I made quite an exhaustive study 
-of usury throughout the South, West, and Northwest about si.~ years 
ago as Comptroller of the Currency, and presented the facts which I 
-developed in one of my annual reports as Comptroller of the Currency. 
1 have not made any other similar study in the last year or two. 

Senator CAPPER. 'bid the fact that the New York business interests 
were paying high rates for money tend to deprive the farmers and 
:stockillen of the We:;t of money 1 

Mr. WILLIAMS. Unquestionably. 
Senator CAPPER. The game was too fast for them, as I see it. 
Mr. WILLIAMS. Yes, sir. 
Now, Mr. Chairman and gentlemen, I should like to read into the 

record-I do not want to tire you-but I should like to read into the 
-record two press statements which were given out bv me as Comp
troller of the Currency, one under date of October 18, 1920, and the 
,other under date of October 22, 1920, relating to the high interest 
rates in New York City~ Shall I read them ~ 

The CHAIRMAN. I think it better to have whatever goes in read. 
Mr. WILLIAMS. All right. They are public statements which I 

have given out; there is nothing private about them. [Reading:] 



AGRICULTuRAL INQUIRY. 113 

OFFICE OF COMPTROLLER OF CURRENCY, 
Monday, October 18, 1920. 

The Comptroller of the Currency gave out this statement: 

"NEW YORK CALL MOI'\EY RATES HIGHEST IN THE WORLD. 

"UNJUSTIFIABLE INTEREST EXACTED ON DEMAND LOANS AGGREGATING BILLIONS AN" 
ACTIVE CONTRIBUTING CAUSE OF EXORBITANT RATES FOR NEW CAPITAL CHARGED 
CITIES, RAILROADS, INDUSTRIAL, AND OTHER PUBLIC AND PRIVATE ENTERPRISES, 
AND FOR THE HUGE SHRINKAGE DURING THE PAST YEAR IN ALL SECURITY VALUES
'RENEWAL' RATES FIXED DAILY BY SMALL 'COTERIE' OF STOCK . EXCHANGE BROK
ERS GOVERN INTEREST CHARGED ON BROKERS LOANS 'IN NEARLY ALL NEW YORK 
BANKS. 

"In a statement given to the press on .July 31, 1921, 1 expressed the opinion that 
there was no justification for the excessive and bur1ensome interest rates 'running 
up to 10, 12, and 15 per cent and higher, which had been exacted by some of the banks 
in New Ydrk City, the principal financial center of our country.' 

"It is no part of my business to discuss now the morality or the ethics of these 
transactions. It is my imperative duty to take close cognizance of them 80 far as 
they may have effect on the general banking and commercial interest of the country. 
I rt'alize clearly the inestimable and indisputable value to our own country and the 
world of the gIeat money center popularly known as 'Wall Street'; and have no pur
pose or wish to stir prejudice agawst it, or to do or say anything to impair its useful
ness, or to injure any institution or individual connected with its activities. I do 
intend, strictly in the line of official duty, to put before the.public and the newspapers 
facts of which both are uninformed and to point out evils already existing and dangers 
threatened because of those facts. 

,. In the statement of July 31 I called attention to the fact that New York was the 
only city of consequence in the world where such interest rates existed or are tolerated, 
and I expressed the belief that the exaction of these rates, and the pUblicity given 
them, had increased the uneasiness. in financial circles and had been an active con
tributing factor rather than a consequence in the upsetting of security values, and . 
that they had operated to force railroads and industrial corporations to pay burden
some and costly rates in providing fresh capital for the industries and business of the 
country. I also pointed out that the banks which. had been chargin!!: their customers 
these excessive rates, 'at times as high as 15 per cent or more, have themselves at the 
same time been liberally accommodated with millions of dollars by the Federal 
reserve banks at average rates of considerably less than 6 per cent.' 

"This press statement was vlgorously attacked in the columns of the New York 
}:l&pen! in interviews with various anonymous bankers and financiers, who refused, 
however, to permit their names to be used. One leading journal, for example, quoted 
banker'll as saying: . 

'" It is unfair to attempt to defame the whole New York .banking community just 
because of one or two possible insignificant instances of abuse.' 

.. Another leading New York paper declared that the high rates quoted' on the 
stock exchange applied only to 'a small amount of money, relatively speaking . .' ' 

.. The investigation which I have made since my public statement on this subject 
completely confirms the views expressed and proves that they were, if anything. too 
con8{'rvative. . '. 

"In order that the public m'ight be fully informed, and know the exact facts.in 
regard to the money situation in New York, the national banks in New York City were 
request.ed by the Comptroller of the Currency, under date of August. 5, 1920, to furnish, 
under oath, a report of the number and amount of all demand loans secured by bonds 
and stocks made monthly by them between October 1, 1919, and July 31, 1920, upon 
which they had exacted interest in excess. of 6 per cent per annum. The ,banks, 
generally, including the largest bank in New York City, complied with the request, 
but three banks demurreq, claiming that it would be impracticable for them to furnish 
the data called for as to various loans made by them at.excessive interest rates by 
months as requested. They were, thereupon, requested to furnish information as to 
the loans made br them for about eight days in each month since October 1, 1919, 
these eight days mcluding, generally, the high money periods in each month. It 
should be understood, therefore, that 10 the statement which follows, three of the larger 
banks have included only a portion, and not all, of their loans made at the high rates. 

"The banks were requested, in submittin~ their statements, to count as a new loan 
each change in the interest rate on their eXISting call loans. If a loan, for example, 
should be made for $100,000 to a brokerage firm by a certain bank at 10 per cent, and 
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the rate changed five times in 30 days, this loan would be regarded as s!x lo~ns'witb 
an aggregation' of $600,000. Therefore, these demand loans embl"lj,Ced m thIS state
ment should be considered as running' from one day upward. It s~ould also be ex· 
plained that, in the case of one of the three banks whIch reported Its lo~ns for only 
a portion of the period, call loans are included w~ich were\made.by thlB one bank 
for outside banks as well as for itself. These outsIde loans sometImes amounted to 
more and sometimes to less than the call loans made by the bank for its own account, 

"The sworn reports to this office show that during the period from October 1,1919, 
to August 1, 1920, there were made by the national banks in New York City mOrE 
than 4 000 loans at rates of 15 per cent

i 
20 per cent} 25 per cent, and 30 per cent pel 

ann~, a"!ld th~t the amount of these. oans, inclUding only a portion of those made 
dunng this penoli at the above rates m three of the largest banks, aggregate~ OVe! 
$600,000,000. 

"The records also show that the total loans outstanding upon which interest a1 
15 tp 30 per cent was being charged by a portion of these banks on 42 different da~s, 
for which reports were received from them, aggregated over $1,100,000,00.0. It ~J 
be remembered that in my statement of July 31 the banks were charged WIth making 
loans at 10 per cent, 12 per cent, and 15 per cent. The actual fa~ts,. therefore, ill 
view of the loans made at 15 per cent, 20 per cent, and 30 per cent, Indicate- that my 
statement was extremely conservative. 

"The records also show that the amount of loans made during the same period a1 
rates in excess of 10 per cent and up to but not including 15 per cent amounted tc 
over $1,400,000,000, there being over 11,000 of such loans. 

"In addition to the above the aggregate of the loans upon which a portion of the 
banks reported that they were charging, on 81 different days, interest in excess oj 
10 per cent, and up to but not including 15 per cent, was about $900,000,000. The 
'brokers' or 'street' loans upon which the New York banks, during the period reo 
ferred to, were cl1arging more than 8 per cent per annum and up to 10 per cent, reacb 
in the aggregate some billions of dollars additional in amount and tens of thoueand! 
in number. 

"It should be understood that these loans-except in the case of one bank-repre
sent the money loaned bv the banks for their own account, and the figures do not 
include the loans'made for their correspondent banks. 

"As a result of persistent inquiries among the banks, brokers, and stock-exchange 
authorities, this office is now, for the first time, able to inform the public as to how the 
so-called 'renewal' rate is made from day to day in the New York call-money market, 
and the exteJ1t to which this money rate is observed bv the New York banks in making 
their charges on ordinary Wall Street or brokers' loans. 

"Under the New York banking law, it is lawful for a lender to charge any rate oj 
interest which may be agreed upon with the borrower on a demand loan for $5,000 01 
more secured by stocks, bonds, or other securities. This provision of the New York 
statute enables lenders to escape peJ1alties for usury which exist in most of the other 
States. . 

"From information furnished this office, through different sources, it appears tha1 
every business day a coterie of brokers, members of the New York Stock Exchange, 
get together for consultation on the floor of the exchange, or by telephone, and deter
mine what, in its view, is the proper rate for the renewal of all street or brokers' call 
loans for that day. As soon as the rate is agreed upon the president of the stock ex
~hange is notified, and the rate is post.ed on the floor of the stock exchange at, say, 
11 o'clock. , 

"This rate is then SeJ1t over the 'ticker' to all the banks in New York Citv and these 
banks thereupon mark up or down, as the case may be, the rate of interest upon practi
cally all th61r Wall Street or so-called brokers' loans. Some banks take the pre
~aution to notify th~r custome~ by card, sent by mail or otherwise, of the change in 
mterest rate on theIr loans while other banks do not. They claim that the posting 
of the renewal rate on the floor of the stock exchange serves automaticallv to raise or 
lower the rate of interest on this character of loans, held by all the New York banks, 
for themselves or their out-of-town correspondents, and their customers are charged 
the rate so posted, unle..<lS they make special arrangements with the bank to the ron-
trarv, or pay the loan. ' . 

"In the questionnaire sent by the Comptroller of the Currency to all the national 
banks, under date of August 5, 1920, each bank was asked the following question: 

" 'Has it been the practice of your bank, during the past six months to mark up 
or down, from day to day, according to the fluctuations of the New York call money 
market, the interest rates on demand or call loans, secured by bonds or stocks made 
to borrowers who are not depositors in your bank?' , 
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"In reply toTthat question every national bank in New York City, with two or 
three exceptiollll answered 'Yes,' and two of these stated that they. too. under certain 
conditions also charged the 'call money' rate. 

"It is fair to say, however, that nearly all of these banks, with a few prominent 
exceptiollll, stated that it had not been customary with them, in making advances in 
rates, to increase the rates on demand or can loallll made to their own regular cus
tomers who kept deposit accounts with their banks and that these regular customers 
were treated differently from the ordinary brokers or Wall Street borrowers. It is 
also worthy of note that demand loans, secured by stocks and bonds, made 'by banks 
to their own officers and to the officers of other banks, are also generally exempted 
from the high interest rates. 

"It is also fair to state that the reports in this office show that despite the huge 
volume of loallll made at fancy rates, less than one-half of the national banks in New 
York City reported that the demand loallll made for their own accounts at l'ates of 
15 per cent or more aggregated for each bank over $10,000,000 between October 1, 
1919, and July 31, 1920. 

"In their reports to this office of Sevtember 8, 1920, the national banks of New 
York City reported that they were lendmg on demand, on bond and stock collateral, 
over $348,000,000. . 

"The national banks in N ew York City also reported that on August 1, 1920, the 
amount of money which they were loaning on demand, on bond and stock collateral, 
in New York City for accOlmt of customers and correspondents was $524,000,000 . 

. , It is fair to assume that the trust companies and State banks in New York City 
were lending on demand on stocks and bonds as much as the national banks. 

"The stock exchange authorities state tha~ the posting of t.!te 'renewal' rate on the 
floor of the stock exchange does not make It compulsory Wlth the banks to charge 
such 'renewal' rate. Attention, however, must be called to the fact that nearly 
every national bank in N ew York City has admitted that when the rate is posted, the 
rates changed on 'brokers' or 'street' loans are changed to conform to the prevailing 
call-money rate and the only alternative for a borrower is to pay his loan or be charged 
the posted or current rate. As nearly every bank in New York charges the so-called 
'renewal' rate on what are known as Wall street or 'brokers" loans, it would be vain, 
obviously, for a borrower to hope to obtain the money in N ew York at a lower rate by 
shifting his loan to some other bank. 

"Despite the statement of the banks generally that the interest rates on brokers' 
loans are raised or lowered simultaneously with the fluctuations, in the New York call 
money market, many instances of apparent discrimination were developed which 
show wide differences in the rates charged on demand 10&llll equally well secured. For 
example, when the 'renewal' rate for a certain day within the last 12 months was 
posted on the stock exchange at 16 per cent, the tel?ort of one particular New York 
bank showed that on that date this bank was charglDg on loans for itself and corre
spondents 7 per cent on $4,900,000; 8 per cent, 9 per cent, 14 per cent, and 15 per cent 
on $1,428,000; 18 per cent on $750,000; 20 per cent on $42,100,000; 25 per cent on 
$3,550,000; 30 per cent on $900,000. 

"The coterie of brokers who fix the 'renewal' rate, which appears to have such 
binding force upon the banks in New York City in the case of brokers' 10&llll does not 
limit its activities to loans, but these brokers also execute orders for stocks and bonds 
on the floor of the exchanges. Inquiry of the stock exchange as to the number of 
brokers who are usually concerned in the :fixing of the money rate, brought the reply 
that there were, as a rule, 'four to eight or more,' the stock exchange being usually 
represented by either the president or 'one or more' of its governors, in the consul
tations where the rate is fixed. 

"On November 10, a year ago, this brokers' committee announced that the renewal 
rate on call loans would be 12 per cent. The following day, November 11, they 'raised 
it to 14 per cent. On November 13 the rate was raised to 16 per cent; November 14 it 
dropped to 14 per cent; on November 21 it was made 8 per cent, although other loans 
were made as low as 6 per cent. On December 18 it was 6 per cent; December 23 it 
was raised to 10 per cent; on the 29th to 12 per cent; on the 30th to 15 pet' cent and re
mained at that rate until January 5, when it was lowered to 10 per cent. On January 31 
the renewal rate was 12 per cent, the next day, February 1, it was advanced to 18 per 
cent, dropped to 14 per cent on February 2; advanced to 17 per cent on February5, 
and remained at 17 per cent until February 9, when it was reduced to 14 per cent. 
On February 17 it was 6 per cent, raised again on February 26 to 10 per cent and con
tinued at 10 per cent until March 4, when it was reduced to 9 per cent. On April 16 
the renewal rate was again 10 per cent. In MAY the highest renewal rate was 9 per 
cent. In June the rate was 9 per cent from the 25th to the 30th. July opened with 
a 10 per cent renewal rate. It was lowered during the month, but returned again 
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to 9 per cent on the 16th, 17th, and 27th. It is gratifyin~ to note tJ.1at ~nce the pub
lication of the comptroller's statement of July 31 regardlllg excessive lllterest rates, 
the 'renewal' rate does not appear to have been advanced again as high as 10 ppr cpnt. 

"It seems clear from the figures submitted that the amount of deman~ or call loans 
in the national and State banks and trust companies in New York CIty, plus the 
loans placed by them for their correspondent banks, which are affected by the rate 
fixed by this committee of the stock exchan~e, probablv exceeds $1,000,000,000. As 
I pointed out in a 'Previous statement on thIS basis an advance in the 'renewal' rate 
from 6 per cent to 18 per cent for one day would add $360,000 to the net profits of the 
lending banks for that day. In the first part of January of this year, for. eX8.ID:ple, the 
15 per cent 'renewal' rate exacted for six successive davs meant, on this b:UIlS, a net 
interest profit of about $3,000,000 or more for those six days. . 

"The raising or lowering of the 'renewal' rate C,lll the exchange IS fr,:q.uently accom
panied by upward or downward movements III stocks and. secunties; and t~ose 
responsible for the fixing of the rate therefore have the opporturuty, w~et~er exerClsed 
or not, of profiting largely by operations on the stock market, which IS often and 
directly affected by the call money situation. I do not, ·of course, undertake. to say 
that this informal 'money committee' does take improper advantage of theIr fore
knowledge; but there are critics who severely censure the existing ar,rangement;s. 
Certainly all prudent and thinking business men will agree that there IS danger III 
the concentration of such opportunitv and power in the hands of a few persons. ~emp
tations to use this power for individual profit must arise, and human nature IS not 
changed by high position in the financial world. . 

"Mr. Lincoln's axiom that God never made a man good enough to be llltrusted 
with unlinrited power over another man may be supplemented with the suggestion that 
no four, or six, or eight men are strollo" and pure enough to be intrusted with unlimited 
power over the finances of a great country without direct responsibility and accounting 
for their acts to the public or some other potent and intelligent authority. Power to 
fix money rates for all, or nearly all, of the banks in New York City, and to chaIlo"El 
them daily, is a grip on the heart of our commerce. It permits such interferences as 
fallible human judgment, whim, or interest may direct with the natural and orderly 
movements of money, the lifeblood of busine~s. Many of us complain bitterly when 
we fear that the two Houses of Congress, State legislatures, or State or Federal adminis
trators, acting in the open, and after debate and public hearings, have interfered with 
natural laws of trade. We condemn radical writers and speakers who' advocate sucb 
interferences and regard them as public enemies. Yet the matter of arbitrarily fixing 
money rates at the money center, possibly reversing the natural and healthy flow, 
and affecting, directly or indirectly, billions of dolIars of security values and other 
property, is left to a small and varying number'of private citizens without official 
responsibility, deciding in a moment and in secret. 

"The evils and dangers of such. metilods could be recited indefinitely. They reach 
to the remotest comers of the Union and its possessions, and touch harmfully every 
class of people. The direct tendency is to reverse one of the fundamental purposes of 
the Federal reserve act, which is to promote orderly distribution of mSllley through 
the country to meet the needs of co=erce and agriculture. Excessive interset rates 
offered in New York artificially draw money away from outside communities tilrough 
their banks, and often leave legitimate enterprises starved or pinched, while feeding 
sJileculative movements which may be adding nothing to real industrial or commer
CIal wealtil. 

" I reiterate the statement previously made that the excessive rates on call mone\', 
arbitrarily fixed and tolerated in New York, in my opinion have been a potent 
influence in depressing seriously the prices of all investment bonds and standard 
shares, the shrinkage in which in the past 12 months has amounted including the 
de}?reciation in Liberty bonds, to several billion dollars. ' , 

, I t ~s no part of the .func:tion of a Government official to. moralize on speculative 
operatlOns. My attentlon IS demanded when such operatlOns produce ('onditionR 
retarding' the d~velopmE;'n~ of the couptry and endangering the stability of its busi
ness .. CorpClratlOn~, 'llldlVlduais, ~nd lllv~tOrs generally are drawn away from legiti
mate lllvestments III new enterpnses and III the shares and bonds of existing enter
prises by the prospect of 10 per cent to 20 per cent interest. 

"The effect of these rates is seen when tile general managers or executives of rail
roads or. other lar~e. corporations visit New Y~rk to raise mon.ey necessary for the 
redemptlOn of rptlrlll~ loans or for tile extenslOn and promotion of new business. 
The bankers.and bona hous~s solemnly po~t ~o the high rates paid for 'call money' 
and corporatlOns whose ('redit abundantly Justified a 5 per cent or 6 per cent interest 
basis, have been forced to pay 7 per cent or 8 per cent or 10 per cent on loans for one 
year, three years, or five to ten years; and are sometimes persuaded by the bankers 
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through whom they obtain the funds that they are doing well to get money even on 
such terms, because money on call has been advanced often artificially to 12 per 
cent or 15 per cent or 20 per cent, for a few days at a time . 

.. The sophistical argument that a high rate for call loans is a justification for a long
time loan at 8 per cent, 10 per cent, or 12 per cent by a strong and solvent corpora
tion is transparent, but many excellent corporations have, during the past 12 months, 
been forced to accept loans at exorbitant rates of interest for terms of years which 
will inevitably, in some cases, prove a serious embarrassment and handicap in their 
future operations. 

"The same cause that cripples and hampers a great railroad system or a municipal 
government also deprives and injures or ruins a country storekeeper, a small farmer, or 
the owner of a large or little manufacturing enterprise. 

"The argument that these high money rates prevent panies by enticing call money 
from banks and others in the interior to New York will not bear analysis. The facts 
are that much of the money drawn from the interior and loaned on call in New York at 
fancy rates would, but for the temptation of the high rates and the fear which they 
instill as to the future of the security market, be used by investors and banks and cor
porations who have those idle funds in the purchase of standard railroad and other 
bonds; which would thus furnish funds to the New York market normally and natur
aUy. 

"The high rates for call money in New York have thus shut off a large part of the 
inve3tment del)land for securities, which during the past 12 months, largely because 
of the5e disturbing conditions, have been forced down to the lowest prices reached in 
40 years. . . 

"It is my belief that if the call money rates in New York had been maintained 
at 6 per cent, or at the maximum rates which are charged in other money centers, 
as I believe could have been done with a reasonable degree of cooperation upon the 
part of the New York banks, the unprecedented shrinkage in security prices in the 
past 12 months would not have taken place and the apparent loss of billions of dollars 
m values would have been aVoided. 

"oUy hope for the present is that; with the public in possession of the facts, llenti
ment will be strong enough to bring about reforms. Money rates should not be raised 
or lowered or manipulated arbitrarily or in secret. New York bankers and financiers 
have tremendous responsibilit,ies to the general public, and all can be induced to real
ize and respect them, as some honestly and conscientiously do now. Bankers through
out the country should have impressed upon them that they owe direct and distinct 
duties to their customers and communities, in preference to earning excessive and 
questionable pl'Ofits for stockholders, and themselves by. pouring money into New 
York for interest exactions, which inevitably must injure or destroy somebody. The 
best banking is the broadest and most foreseeing-that based on.the conviction that 
the real, permanent, stable profit in business is in building up, encouraging, and 
developing in their respective spheres, not in starving the productive- elements of 
communities in the hope of grabbing large profits from the speculative . 

. " Reports showing the extent to which, as referred to in my statement of July 31, 
banks in New York City and elsewhere have during the past year been obtaining 
funds from the Federal reserve banks at rates varying from 4! to 6 per cent and have 
loaned these funde in New York at the excee&ve rates referred to, running in some 
instances as high as 20 per cent, 25 per cent, and 30 per cent, are now being. compiled. 
t\ statement concerning these transactions will be made later.". 

OCTOBER 22, 1920. 

BILLION DOLI.ARB OF XEW YORK LOANS CONSTANTLY AFFECTED BY RATES 
ARTIFICIALLY FIXED. 

\DIJITIONAL EXAMPLES OF LOANS ON WHICH 20 PER CENT AND 25 PE'R CENT ARE 
CHARGED-;-INTEREST AND DISCOUNT COLLECTED BY NEW YORK NATIONAL BANKS, 
SIX MONTHS ENDING .TUNE 30, 1920, WAS ABOUT $100,000,000, WHICH; lAS COMPARED 
WITH SAME PERIOD IN 1917, IS AN INCRE.\SE OF ABOUT $1.0,000,000 IN INTEREST 
COLLECTED: 

Criticisms on the statement given out by tIllS office for the newspapers of Monday 
ast seem to me to be rather vague and feeble as well as anonymous. 1 hoped they 
wuld be strong, illuminating, and constructive. 1 am constrained to believe that 
hey do not \lxpress the thought of the bankers of the country or of New York, who 
ertainlv are men of ability, with intelligence and courage to speak clearly and fl'ankly 
~heD. they wish to speak. . 
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One of the functions of this oflke is to do all possible to maintain and increase the 
good will and confidence of the public in the banks of the country. ?,o that end 
continual labor, frequently troublesome to all concerned, has been apphed to make 
sute that the management and conduct of all banks should b~ suc~ as. to desel'v~ good 
will and confidence. Following along that same line, I think It nght to ~elterate 
some expressions included in the statement referred to, but unfortunately omItted by 
many newspapers which published portions of it. These are, that there IS no purpose 
in this office to stir or cater to any prejudice against that great and useful part of our 
financial system popularly known as "Wall Street"; that there was .and is no purl?ose 
to hold lip the New York City bankers or any other bankers for speCIal condemnatl~n. 
I t is my duty to discover and oppose what I believe to be evils and dangers ~hr~~erung 
or impeding the business of the country. There has been no attack on mdlVlduals 
or individual interests. The criticism from this office has been against a system and 
method. The first step toward correction of any wrong must be discovery and 
exposure. . 

Statements of the existence of extortionate interest rates in New York, affecting 
the operations of the whole country, made by me some weeks ago, ·were met by sneer
ing denials through newspapers. Thereupon it became necessary to present con
firmatory specifications and evidence. This has been done. Anonymous and 
indefinite denials are not contradictions: Statements of facts and figures, sworn to 
by the banks themselves, can not be met by excited rhetoric or general denunciation, 
or unstained accusation of improper motive. 

In my previous statement I showed that the aggregate of these demand of call loans 
secured by bonds and stocks handled by the New York banking institutions for their 
own account and for account of their correspondents, upon which interest rates vary
ing from 7 per cent to 30 per cent have been charged, h8.s probably averaged through
out the past year more than $1,000,000,000. 

The assertion by anonymous critics that the exorbitant interest rates were rare and 
applied to insignificant sums will not weigh against official reports made to this office 
under oath. We find, for example, one national bank declaring that loans made by it 
in the period covered by my statement at rates in excess of 10 per cent per annum, 
a"agregated $448,000,000, includin~ $186,000,000-1,426 loa~t rates of 15 per cent 
and over. On a certain day within this period another bank reported that, on loans 
for itself and correspondents, it was charging 15 per cent on $55,895,000, and 18 per 
cent, 19 per cent, and 20 per cent on $3,600,000 additional.. The same bank admitted 
exacting on another day 18 per cent on $57,183,000, 20 per cent on $1,400,000, and 
25 per cent on $14,055,000. On three days early in January the amount on which 
this bank was charging 18 per cent exceeded $63,500,000. 

Another New York national bank reported that it was charging on a certain day on 
loans made for its account 16 per cent on $23,500,000, while two days previously it 
was loaning at 14 per cent $27,100,000, and at 16 and 18 per cent $315,000 more; 
another day this bank reported that loans at 17 per cent to 20 per cent exceeded 
$17,000,000. On December 31 last the Bame bank made 11 new loans for over $2,000,000 
at 25 per cent, and on January 2 it made 53 new loans aggregating $10,000,000 at 15 
per cent in addition to some millions already out at 15 per cent. 

Still another bank reports that on a particular date during the past year it was 
charging on loans forita own account 25 per cent on $2,150,000, 13 per cent on $300,000, 
15 per cent on $10,000,000. On another date the Bame bank was charging 22 per cent 
on $2,000,000 and 11 per cent to 16 per cent on $8,200,000 additional, with other loans 
at the Bame time bearing 7 per cent, 8 per cent, 9 per cent, and 10 per cent. This 
pa:rt~cular bank has tbr?ugh this period been lending, as have other banks, many 
Dllllions more at exorbItant rates for correspondent banks. The foregoing figures 
relate to only 4 of the 34 national banks in New York City, and they are matters of 
record. 

It is of interest to the public that most of those New York banks, a few of whose 
loans are given above, whild lending at these very indefensible rates sometimes 25 
per cent and 30 per cent, were being accommodated at the same time' at 4; per cent 
to 6 per cent by the Federal Reserve Bank of New York with sums as great or 

. greater than their loans recited above. .They were therefore, occasionally charging 
borrowers 20 per cent to 25 per cent more mterest than the rates they paid the reserve 
bank. 
. The amount ~ctually coll~cted for intere~t and discount by the 34 national banks 
In New York CIty for the BlX months endrng June 30, 1920, exceeded all previous 
records, and amounted t~ approximat~y. $lOO,OO~,OOO, whicl1 was nearly $50,000,000, 
or nearly 100 per cent, m excess of similar receIpts for the corresponding period in 
1917. 

In February last the "renewal" ra.te in New York City for the whole month aver
aged above 10 per cent. This was more than double the normal avera"e for call 
money_ " 
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While nearly every national bank in New York City has 'admitted that its ra'tes 
on the so-called "street" or "brokers' " loans are marked up or down automatically 
from day to day, according to the fluctuations of the call money rate, yet reports from 
some banks show a marked discrimination, and that they exact on some of the well
secured loans rates considerably in excess of the so-called daily "renewal" rate, while 
other banks adhere quite closely to that rate. 

As to the large amount of call loans held by national banks for account of corre
spondenc&-Over $500,OOO,OOO-itmay be ofinterest to state that theN ew York, banks, 
f,?r their seryic!l8 i!1 bandling these .loans,. ma!te varying ch~eB--i!ometimes .a frac
tIOnal C01IllIll8Slon 18 charged; sometunes, m VIew of the depOSIt balances carned, no 
charge is made, while at other times the New York bank and its outside corre
Bpondents divide evenly the interest collected in excess of 6 per cent per annum. 

New York, as I have stated before, is the only city of importance in the world 
where such interest rates as these exist or are tolerated. They have, in my opinion, 
been most costly to the entire country and can not be justified on any basis of 
economics or ethics. ' 

The plainly indisputably proper course is change of policy and reformation of 
abuses which ~ve come almost lmperceptibly, not loose and wholesale criticism of 
the man trying to heave the lead line and give warning ofshoais. The point is not the 
qualities or intensions of the official, but whether the shoals are there. My work is 
to report. them and prove where they are. My strong faith is that thll bankers of the 
country will find and apply cure for the ,evil that has been shown. They have on 
them now some of the heaviest and most difficult responsibilities whiell ever rested, 
on a financial body. The welfare not only of their own country, but of the world, 
depends in a great measure on their wisdom and character. I believe they will meet 
the test. The most important part of the comptroller's work is to help them, as he 
may. There is no better way to help than to detect and point out obstacles and 
perils in their path toward performance, of the tremendous work they have to do. 

The CHAIRMAN. 'How did the amount of money loaned on call rates 
at the time of this statement compare with the amount loaned 
previously, in December previous, for instance ~ 

Mr. WILJ.IAMS. I have not the figures at hand, Mr. COJ:lgressman. 
The CHAIRMAN. Were the amounts larger or smaller~ 
Mr. WILLIAMS. I do not recall, Mr. Chall'man. 
The CHAIRMAN. It seems to Iij.e that might be an interesting matter 

to determine. 
Mr. WILLIAMS. I shall be very glad to compile, so far as the infor

mation at my command permIts, any information the commission 
mav desire. ' 

The CHAIRMAN. I think it is important to know whether, in Jan
uary, 1921, money was being withdrawn from the interior for New 
York by these high rates, or whether the pressure from the interior 
was causing the withdrawal of the funds from New York; it is very 
pertinent to this discussion. 

Mr. WILLIAMS. Yes, sir. 
Representative SUMNERS. At that time, were the New York banks 

bidding_high for money ~ . 
Mr. WILLIAMS. I am pleased to say that after my statement of 

July 31, 1920, was given to the press, and was given publicity, I do 
not think that the' New York call rate has at any time been above 
10per cent. ' 

Representative SUMNER.S. Yes; but my guestion is at the time of 
these high call interest charges, were the New York banks bidding 
high for money from the banks throughout the country ~ 

Mr. WILLIAMS. I have in mind one bank whose correspondents 
throughout the country-one banking institution whose corre
spondents throughout the various parts of the country sent on to that 
bank for them to loan out approximately $100,000,000 at the high 
rates prevailing in New York City. As to exactly how much of that 
money came from each State,: I do not know. . 
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Representative SUMNERS. Do you know what the arrangement wa! 
between the loaning bank in New York and the correspondent ban1 
tha t furnished the money ~ .,. 

Mr. 'WILUAMS. As I recall, the arrangement dIffered With the dlf· 
ferent banks in New York City; some banks there arranged to loar 
the money for their correspondent banks on a.basis which enablec 
them to divide a 'portion of the excess interest rate which th~y ob· 
tained, while others, as I understand it, loaned and gave theIr cus· 
tamers. the benefit of the full interest rate; in other cases there wer€ 
commissions charged for placing loans in Wall Street. 

Representative SUMNERS. Was there a condition obtaining in New 
York at that time' different from that which obtained in other sec· 
tions of the country which caused that community to bid higher fO! 

. money than other communities were bidding ~ 
Mr. WILUAMS. I think that very largely the conditions in New 

York were the result of the speculative mania which was prevailing 
at that time. Commodities and securities were going up .rapidly 
and people were making such large profits in this or that commodity 
or stock that they thought that they could affO!:d to pay the high 
rates for money out of their profits, but when things went the other 
way it was like a two-edged sword. 

Representative SUMNERS. When the banks ascertained that high 
rates of interest would be paid, did the banks, separately or through 
,concerted action, create a condition under which high rates would 
have .. to be paid 1 

Mr. WILLIAMS. When the Federal Reserve Board put up the rate 
to 7 per cent in the N ew York district, it is my information that the 
banks in New York City ra.ised the minimum rate on a large portion 
of their call loans to 7 per cent. I voted against the increase to 7 
per cent in New York and other distri9ts. I thought it was wiser to 
limit the credit by other methods than by putting the rate at that 
figure. I was also opposed to .excess rates which were charged at 
times in other districts. 

Representative SUMNERS. Is it your opinion that if the banks were 
limited in the amount of interest which they could charge they 
would not be able to draw out from the industries throughout the 
country money for speculative purposes 1 

Mr. WILUAMS. 1 think it would be better for the whole country if 
there was that limitation everywhere. 

Representative SUMNERS. Whereas the speculative interests would 
suffer from inadequate funds, while industry throughout the country 
would be adequately supplied; is that your idea ~ 

Mr. WILUAMS. Precisely. , 
Mr. CHAIRMAN. I should like to read now a letter which I ad

dressed to Gov. Harding, of the Federal Reserve Board, under date 
of October 18, 1920. The several documents and letters which I 
have read, I think, indicate that I deprecated the excess interest 
rates which were being charged .and the methods which were bein'" 
employed in certain ways. ThiliJletter relates to the credit situatio~ 
at that time. [Reading:] 

OCTOBER 18, .1920 • 
. My DEAR GOVERNOR: I attended the two hearin"os held in your office last week, 

gIven to the farmers and to cotton manufacturers and merchants and was much 
impressed with the representlttions made by the delegates and by the United States 
Senators who led in the discussion. '. 
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In my opinion, the deClines which have taken place in commodity values in the 
past silt months have been due primarily to the operation of natural causes, and 
these declines in orderly manner have been facilitated by the policies pursued by the 
Federal Reserve Board during this period. The recession from the unnatural prices. 
which prevailed in the case of so many commodities was desirable and inevitable, 
and it was proper that the Federal Reserve Board should have endeavored to have 
this decline proceed gradually, rather than by withholding all restraints, making 
possible later on a collapse and disaster. 

The decline which has taken place in the prices of leading commodities in the past 
few months has probably been without precedent in the commel'cial history of this 
country; and the extent of this shrinkage in value, as expressed in dollars, has been 
appalling. It will require exceedingly skillful handling on the :part of our bankers 
and business men to prevent the shock of this decline from precipitating numerous 
failures in business and banking and widespread uneasiness and disturbance. 

The shrinkage in the value of wheat, as applied to the entire crop, represents about 
$500,000,000; the decline in corn from one to two billion dollars additional, as applied 
to the entire crop; while the amount which the cotton growers would receive for their 
crop on the present basis of 20 cents a pound as compared with 40 cents, the price at 
which cotton was quoted a few weeks ago, represents an apparent decline in values 
of another billion dollars. Wool is now hardly salable at more than one-third of last 
wint.er's price; while leather is quoted at only 40 per cent to 50 per cent of what it 
was bringing a few months ago. The price of raw silk in Japan has declined to about 
20 per cent of the price at which it was sold in March. In both Japan and Louisiana, 
the value of the rice crop has been cut in two. These figures indicate an ecoDomic 
upheaval which must. be faced and handled with all the skill and wi'lCiom we can 
command. , 

The plans and policies which have aided in bringing about deflation in the great 
staple commodities should be at once'taken up for consideration and revised as far 
as may be necessary to meet present and changed conditions. If this is not done 
speedily I am fearful as to the consequences which may ensue. ' 

As a first step in this connection I l'espectfully urge that the Federal Reserve Board 
take up forthwith the consideration of the ruling and regulations which have been 
interpreted as preventing the well-secured paper of cotton fact.ors, who need the 
monel, in connection with theil' advances for agricultural and commercial purposes, 
from being eli~ible for rediscount with reserve banks. If the board does not feel 
justified in askmg for a reversal of the interpretations which have been put upon its 
rulings in this connection by some of the Federal reserve banks, I urge that we sus
pend for the present these regulations of the board which justify .this discrimination 
on the part of the reserve banks. It seems to ,be generally admitted that the most. 
that can be said against such paper is that its eligibility is doubtful. I respectfully 
urge that the people and sectIOns that are suffering so greatly at this time be given 
the bE'Defit of the doubt, if doubt there be. 

Faithfully, yours, 
JOfTN SKRLl'ON \VILLIAliR. 

Hon. W. P. G. HARDIS-G, 
Governor Federal ReseTlle Boa;·d. 

Mr. Chairman, on October 21, 1920, I addr~ssed a letter to the 
Secretary of the Treasury--

Representll:tive MILLS (interposing). Mr. Williams, before. you go 
on, I would lIke to ask you a questIOn. I was not here dui'mg your 
entire discussion of theRe high money rates. If it could' be shown 
that duriYlg the year 1920 money was being withdrawn from New 
York City, your argument would fall to the ground ~ 

Mr. WILLIAMS. Not necessarily so. How much was there before, 
how much was withdrawn, and what were the conditions ~ It 
depends on the conditions. ' 

Representative MILLS. If it can be shown that the whole tendencv 
during this period money was-- . 

Mr. WILLIAMS (interposing). That is a complex statement; Con
gressman. In order to answer that you' must know the conditions, 
present and past. ' 

Representative MILLS. If it could be shown that money was flow
ing from New York, instead of to New York, during 1920, would it 
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not tend to sh,ow that the high money rates did not have the effect 
which you attribute to them ~ 
. Mr. WILLIAMS. I think that in your absence I pointed out that in 
1919 money rates went UJ> to 30 per cent. . 

Representative MrLLs. I did not mean to discuss that now. 
Mr. WILLIAMS. In 1919 they went up to 30 per cent; in t~e early 

part of 1920 they varied from 15 to 20, to 25 per cent. SUlce the 
time my press statement was given out;..:-in J~y, 1920-they have· 
never, I believe, been above 10 per cent. I think there were moral 
conditions which exercised a restraint. 

Representative MILLS. As a matter of fact, then, during 1920, 
when the real serious situation began, call money rates had not had 
any effect so far as drawing money from New York is concerned ~ 

Mr. WrLLIAMs. In 1920~ 
Representative MILLS. In 1920. 
Mr. WILLIAMS. In 1919 they were up to 30 per cent there, and 

. they also went up to 20 per cent, I thillk in the early part of 1920, 
and up until June-I think the rates were in excess of 10 or 15 per 
cent up to June, 1920. In the latter part of 1920 there was an easmg 
of the money market there. . 

Representative MILLS. The real depression began in the latter 
part of 1920; in the last six months of 1920; is that not so ~ 

Mr. WILLIAMS. In the last six months of 1920 ~ 
Representative MrLLS. Yes. 
Mr. WILLIAMS. You mean the fall in values ~ 
Representative MILLS. The fall in values ~ 
Mr. WILLIAMS. Yes; in June they were low, and in the latter part 

of July there was a heavy collapse in commodity values. In 'the 
spring of 1920 the silk market collapsed, I think, to about 20 per 
cent of its high value. 

Representative MrLLS. The peak of the prices was reached during' 
May:; but, generally speaking, the great drop in prices was during 
the last six months of 192Q; IS that not so ~ 

Mr. WILLIAMS. Principally. 
Representative MrLLS. During that period the cltll money rate in 

New York had no influence on the flow of money to or from New 
York~ 

Mr. WILLIAMS. I think I did. 
Representative Mn.Ls. You don't believe it did 1 
Mr. WILLIAMS. I think it did. 
Representative MrLLS. But I understand you to say there were low 

rates during that period ~ 
-Mr. WILLIAMS. No; I did not say low rates; I said lower than they 

had been, but not low rates. 
R~presentative MrLLS. Now, if it could be shown that money was 

floW'l:ng from New York rather than to New York, would you care to 
modifY30ur statement 1 

Mr. WILLIAMS. No. 
Representative MrLLS. All right. 
~r. WILLIAMS. Mr. Chairman, on October 21, 1920, I addressed 

thIS letter to the Secretary of the Treasury [reading]: 
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OCTOBER 21, 1920. 
DEAR MR. SECRETARY: I trust that rou will accept my experience of more·than a 

third of a century in practical bankIng and finance as some justification for. my 
venturing to expr€i!S to you, unasked, the hope that you will give serious consideration 
to the petition which I see from the newspapers has been, or is to be, Bent to you and 
to the ·White IIOIlBe in behalf of the revival of the activities of the War Finance 
Corporation. 

I beg leave to hand you with this a copy of a llltter which I addressed, under date 
of October 18, to Gov. Harding, of the Federal Reserve Board, which briefly sets 
forth my views as to the seriousne88 of the present financial and economic situation. 
I also beg leave to hand you, with this, a copy of a letter which I received to-day 
from ex-Gov. ------, of ---, now president of a BUccessful national bank in 
that State. 

It is my distinct belief that much good could be accomplished at this time by 
reestablishing the War Finance Corporation, of which you are chairman. 

I trust that you will not take this exprC88ion of my hope in this connection lIB being 
in any way a criticism of your action in suspending the operations of the War Finance 
Corporation at the time that you acted some months ago. Since then conditions have 
changed radically and I feel strongly that these changed conditions would abundantlv 
justify the use of your power to recall the corporation into life. The emergency that 
caused its creation had BUbeided apparently. Now that emergency has returned 01' a 
new one arisen, ·and revival of the means so succC88fully used in the past seems to me 
to be required. 

The shrinkage which has taken place in the prices of leading commodities since the 
time when you decided to suspend the operations of the War Finance Corporation, 
some six or eight months ago, is estimated at from three to five billion dollars. This 
represents a commercial upheaval which must give up pause and call for solemn study. 

As I see the situation, the corporation would not interfere with the laws of trade 
or economics or of supply and demand. To ilie contrary, it would aid in assuring the 
just and healthy workings of those. laws and restrain interference with them and 
obstruction of them by speculators taking advantage of the necessities of owners of 
commodities or forcing prices upward or down by methods sometimes used. All of 
us know how large combinations of capital may, when so minded. cause artificial 
fluctuations in the market-fluctuations based on buying and selling which mean 
no actual transfer of the things purporting to be bought and sold. 

If the corporation should control conditions to the extent of giving help as needed 
SO as to allow prices of some commodities suffering most severely to be fixed by actual 
transactions between producers, or owners and consumers, the law of supply and 
demand could and would work smoothly and accurately, and much of the cause for 
suspicion and complaint would be removed. 

If buyers know, however, that the ability of owners to hold up prices justified by 
-conditions depends on fast diminishing resources and J>owers of resistance, their 
natural tendency is to refrain from buying until they can dictate terms. On the other 
hand, if buyers know that the powers of resistance are strong they will pay what they 
fairly can afford. preferring moderate profits to inaction. The corporation would 
promote fair bargaining on the basis of reasonable returns to all parties. 

lly observation and information are that the War Finance Corporation would 
prove' immensely helpful in finding m!l.rkets for American products which are now 
suffering most heavily, not only in allied countrie3 but also in neutral countries, 
and through some of these neutral countries, such as Holland, important markets 
could be developed in Germany and Austria. This would ~ve employment to labor 
in enemy countries and would help those countrie3 pay the mdemnity due the Allies. 

Whether or not you agree with me, I do believe that you will give the sl1bject the 
earnest thought demanded by the tremendollB importance to our own people and the 
people of the world and by your great power and responsibility. 

The shrinkage in our le!l.ding commodities during the current ye~r, to which I have 
referred, has ranged from 25 !ler cent to 75 per cent from prices of less than a year agos 
This shrinkage as expressed m dollars amounts not to millions or hundred of million. 
bllt to billions of donars. . 

The strain upon the business fabric of the country is in some re3pects unparalleled 
and I do feel that the time has come for the exercise of such salutary and constmc
tive powers as may be at our command. A leading bank president, who called at 
the Treasury this week, tells me that an executive officer of aNew York bank men
tioned to him the other day that he had already been placed on the creditors' com
mittee of 30 different business house3 or corporations which had been unable to sta.nd 
up under this unprecedented shrinkage in value3. 
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A large whole3al~ jobber, when aske:l a few days ago ho,w business was: replied that 
there was no business; that orders which he had not shIpped were bemg c~nce!ed; 
that goods which he had shipped 'Yere being rE!turned; a!ld that upon th~ lllVOlCes 
of other goods which had been shIpped and dLsposed of he was now bemg called 
upon to make rebates. . ' . . . 

In many foreign ports American goods are congestmg port facllitles, the cOllSI~nee8 
havi~ been unable to obtain credit and funds necessary to release them. The SItUa
tion WIth many of our national banks_ has become more a15gravll:ted ?f late, and unless 
relief can be found an increase in bank failures, I fear, Wlll be meVltable. 

The revival of the War Finance Corporation would provide, in my judgment, a 
much needed steadying influence at this time. . . . 

I trust that you will pardon these volunteered SUggestlOllS,. realizmg t~at t~ey are 
intended to put before you views from my angle of observatlon and !lr~ lllSI?ued by 
loyal and sincere purpose to be of service to t.he country, the admllllstratlOn, and 
yourself in this momentous situation. 

Very sincerely, yours, 
JOHN SKELTON WILLIAMS. 

Hon. D. F. HOUSTON, 
The Secreta:ry of the Treasur-y. 

Representative SUMNERS. Mr. Williams, I want to ask you 8;t 
some time during your testimony as to what date you:fix as apprOXi
mately the date when the policy of the Federal reserve system tended 
to bring about the e-ondition of what has e-ome to be known as 
deflation. 

Mr. WILLIAMS. You mean when the pressure should have been 
relaxed ~ 

Representative SUMNERS. No, sir; what date do you fix as the 
date when they began what we speak of as deflation upon member 
banks to force liquidation on the part of their customers 1 

Mr. WILLIAMS. It would be a little diffie-ult to answer that ex
actly, Congressman. I urged that the pressure be relaxed in October, 
and in August-

Representative SUMNERS (interposing). October and August of 
last year~ 

Mr. WILLIAMS. A year ago, in those two letters. I think if there 
had been a revision of policies in October last, that the subsequent 
economic history of the country would have been different. 

Representative SUMNERS. Can you give approximately the date 
when the policy began which you urged should be reversed 1 

Mr. WILLIAMS. I should like to think that over a little. 
Representative SUMNERS. Put it in the record at this place, if you 

will .. 
Mr. WILLIAMS. All right. 
(The statement referred to is as follows:) 

In my opinion it may be fairly said that the so-called "deflation" 01' • 'contraction " 
policies of the Federal Reserve Board were started in the latter part of 1919 or the 
first part of 1920; at least I think the record will show that the board be!!an then to 
exert its influence in that direction, in certain parts of the country, if not generally. 

I have stated, clearly and repeatedly. that the cmbing efforts of the board and 
of the reserve b!,-nk~ were, f?r.par! of t~e time ~ the_p~~ two YE'.ars, distinctly help
ful and benefiCIal III restrammg mflatlon and In stabhzmg values. But when the 
upward movement was halted, and the downward rush of prices set in the Federal 
Reserve Board, whet.~er from inertia or from an inability to comprehend' the meanin" 
of events and the radlcal.ly chan~ed condit.ions, distinctly failed in the snpreme trial 
The lack of sympathy dlSplayeu bf the. hoard, and. its !,-pparent impotence to meet 
cour~geously .a~d resourcefully a SItuatIOn dema.ndmg mstant and sagacious action 
was 1ll my opmlon nnpardonable. . 

I am convinced t.hat if the Federal Reserve Board had heeded'the urO'ent suo'
gp,stions, recommendations, and warnings contained in my clear-cut letters a;d mE'\l~-
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oranda of August 9, 1920, August 26, 1920, October 18, 1920, October 21, 1920, and 
December 28, 1920, and had revised its polides and methods to meet and respond 
to the great changes which had already taken place and were going on in the world 
of business and finance, that it could, as I said in 'my Washington address on April 
IS, 1921, "have saved us from a fall so precipitate and smashing, and from much of 
the distreAl! and min through which we have been dragged. It could have made 
the shrinkage of values more gradual and uniform instead of violent and sporadic, 
could have helped strongly to keep the circulating currents of commerce at tIlore 
even flow, so that the losses of each producer might be offset bv reasonable reduction 
in the cost of what he must consume. " • 

On December 28, 1920, in advocating a liberalization of policies, I had said; inter 
alia: 

"Events, developments, and conditions warn us to remember that a stoppage 
too sudden may be disastrous as an explosion, that an unyielding barrier thrust into. 
the path of a runaway machine may only hasten wreckage and assure a smash which 
skillfully regulated guidance might prevent. 

"Two months of actual experience which have elapsed since my letter to you of 
October 18, 1920, was written tend to intensify rather than diminish my fears' for the 
immediate future. " 

The Reserve Board. however, refused to act favorably upon the urgent recom
mendations for more liberal policies made by me as a member, and also by many of 
the best minds in the financial and business world, and the great decline in values 
went on. I am happy to note, however, that the board moved, presumably, by the 
force of an aroused public opinion, has been at last compelled to change, and to put 
into effect lower interest rates and more liberal measures which if they had been 
adopted at the time that I urged them upon my colleagues, would, I believe, have 
saved the country from a large part of the losses and suffering so needlessly.forced 
upon it. . . 

I ask permission to quote here the folJowing extract from a press statement given 
Ollt from the White House by the President under date of July 29,1921: 

"Perhaps the most important development has been the action taken by the Fed
eral reserve banks in reducing discount rates. This action is calculated to relieve 
the stagnation of business, and at the same time it gives authoritative recognition 
of the Improvement in credit conditions justifying the policy of reduced rates." 

In connection with 'the urgent recommendation which I made in October, 1920, 
to the Secretary of the 'l'reasury, who was also chairman of the Federal Reserve Board, 
that the activitiffl of the War Finance Corporation be resumed, I quote the folJow
ing from the President's statement of July 29, 1921: 

'''rhe renewed· activity of the War Finance Corporation is not to be measured 
8imply by the resultant restoration of confidence or by the amount of its advances. 
Its intervention in aid of the export trade and in making advances to carry Ameri
can agricultural products, pending or awaiting export, has been, according to many 
evidences reC'eived, an inspiring and heartening factor in the whole agricultural 
situation. " 

Representative SUMNERS. Now, I understand that the statement 
has been given out-if I am not correct I would like to be corrected
recently given out by the Federal Reserve :Soard to the effect that 
during this year the rediscounts of agricultural paper have increased 
about 100 per' cent. If that is not correct, will some gentlemen 
please correct me 1 Now, could it be. possible that the pressure 
Imposed last year had such a detrimental effect lipon the prices of 
agricultural products as to make it imyossible for the producers of 
those products to pay their debts out 0 the prices received' for their 
sale 1 . 

Mr. WILLIAMS. I think there was an'undue pressure. 
Representative SUMNERS. And the fact that the pressure was put 

on, it is claimed by some people, as it was put on last year, is the thing 
that is responsible for the fact that that rediscount of agricultural 
paper was found to be double this year. Do you have a judgment 
Dn that point 1 . 

Mr. WILLIAMS. Well, there is an apI>!lrent increase in agricultural 
and live-stock paper discounted with Federal reserve banKS. That 
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is to say, paper running over 90 days. The. paper which ~ound its 
way into the Federal reserve bank-the agrIcultural and live-~tock 
paper which found its way into those banks-was a comparatiYely 
small part of the total live-stock and agricultural paper outstanding. 
A recent bulletin of the Department of Agriculture, if I remember 
correctly, placed the value of farm property in 'this country at about 
$77,000,000,000; and my recollection IS that the value of live stock 
was about $8,000,000,000, if I remember correctly. I am not sure 
of those figures, but somewhere around there-six and one-half or 
eight billion dollars, I do not recall which. The amount of money 
which the Federal reserve banks have taken of agricultural and 
live-stock paper is pitifully small compared to the value of the live-
stock and agricultural interests of the country. ' 

Representative SUMNERS. That seems to be one of the difficulties 
of the proposition in dealing with the remedial features, and I want 
to ask some questions as to policy before you com:{>lete your tes
timony; but if you prefer to procede with the histoncal features, I 
will come to that later. ' 

Mr. WILLIAMS. That is for you to say, sir. 
Re:{>resentative SUMNERS. Perhaps It would be well to ask the 

questIOns later. 
Representative TEN EYCK. l\fr. Sumners has asked that question 

and Mr. Williams has replied, and I would like to ask a question at 
this time, if I may. The commission is interested in amounts that 
are discounted for country banks, and the amounts of discounts 
allotted or given on agricultural and live-stock paper; but we are 
more interested in the flexibility and the ease witli which the farmer, 
who is the actual producer of food products, cltD. borrow, and the 
amounts of money which are allotted to him particularly, rather than 
to the merchants and commission houses who handle his froducts. 
Now, along that line, I want to get your idea: Is it possible to dis
tribute the reserve fund to the country banks so that the farmer will 
be able to borrow in proportion to the value that agricultural products 
bear to other industrial products of the country1 

Mr. WILLIAMS. It shoUld not only be possible, but it seems to mCf 
it is our solemn duty to see that a larger proportion of the funds of 
~he Federal reserve system reach the agricultural and the live-stock 
mterests. Now, the figures which I gave this morning, if I remember 
correctly, showed that in the national banks of tlie three central 
reserve <:ities-N:ew York, Chicago, and St. Louis-their bills payable 
and rediscounts amount~d to, in September, 1920, I think it was, 
about 24 per cent of theIr total loans and discounts whereas the re
discounts and advances made to the country banks' was only about 
10ler cent, s? that in the three large cities the percentage was two 
an one-half tImes as great as the country banks. 

Representative TEN ~YCK.' And the discount given to the country 
banks was not used entIrely for agricultural and live-stock purposes 1 

Mr. WILLIAMS. Certainly not. 
Representative TEN EYCK. It was used for merchandising pur- , 

poses ~ , 
Mr. WILLIA~S. It was used partly for :n;terchandise. 
RepresentatIve TEN EYCK. And for manufacturing concerns in 

those districts 1 
, Mr. WILLIAlIIS. Of every sort. 
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Representative TEN EYCK. For manufacturing concerns in those 
districts of every sort 1 

Mr. WILLIAMS. Yes. 
Representative TEN EYCK. Would it be possible to work out a 

scheme whereby the farming industry of the country will get a pro
portionate share of the reserve funds in time of need in proportion to 
the valuation of the products that they give to the world ~ 

Mr. WH..UAMS. Well, that is a large proposition entitled to the best 
thought that we can give it. 

Representative TEN EYCK. That is all. 
Representative SUMNERS. Mr. Williams, in that connection, do you 

recognize the fact that country communities, because they are served 
by small banks, do not have great banking facilities, and in a time 
like this of extraordinary demand by the agricultural interests for 
credit, that the avenues of approach to the· farm are not ones that are 
easy' to progress along ~ _ . 

Mr. WILLIA.MS. I think that there are a good many things that 
suggest themselves here and there where the system could be im
proved. As to the farmer, I think that one evil from which-he has 
suffered fP'eatly has .been the practice in some Federal reserve banks 
of requiTIng the small country bank not only to put up its eligible 
paper, 100 per cent of eligible paper for 100 per cent of rediscounts or 
advances, but to put up 150 per cent or 200 per cent or 250 per cent 
80 as to make the Federal reserve bank bombproof and ironclad and 
all that sort of thing. I think that is all wrong. I think that the 
Federal reserve banks should take some risk in the interest of the 
community and for the public good. 

Representative FuNK. Is that same requirement made. of other 
lines of industry ~ 

Mr. WILUAMS. Not that I know of. 
Represen.tative FuNK. Only against the agricultural paper ¥ 
Mr. WILUAMS. Well, I don't know to what extent; I. think it is 

principally in the country districts. I may be mistaken, but there 
are gentlemen in the room who can give you more information than I 
can on that subject. 

The CBAmMA.N. Where was this 150 and 250 per cent .collateral 
reguired ~ . 

Mr. WILUAMS. Well, I have in mind a case in the Southwest at this 
time where a bank claims that it was gutted by the actions of the 
Federal reserve authorities in requiring excessive collateral for the 
money which it was advanced. I do not know the merits of the case. 
I merely happen to recall one instance where the member bank put 
up--I don't know whether it was 150, 2001 or 250 per cent. 

The-CB:A.mMA.N. Of course, it would seem--
Mr. WILUAMS (interposing). But it was not the theory of the act. 

I think in some distrICts they avoid those excessive demands. I 
think in the Cleveland district, if I am not mistaken, the bank takes 
such payer as it is willing to discount for 100 cents on the dollar, 
and it does not'require 50 per cent or 150 per cent margin. 

Representative MILLS. But where they do require the 150 per cent 
that would apply just as much against the manufacturer or the mer
chant as it would against the farmer ~ 

Mr. WILUAMS. What is that ¥ 
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Representative MILLS. In a district where they do require excessive. 
collateral it would apply just as much against the manufacturer or 
the merchant as it would against the farmer ~ 

Mr. WILLIAMS. Well, I don't know. I am not in sufficient touch 
to say whether the farmer is singled out or whether the manufacturer 
is singled out, or how it is, but I do know that in some .reserve banks 
the small banks ate required to put up a very large margm of collateral 

, before they are permitted to have discounts from the reserve banks. 
Representative MILLS. But you don't want the committee to 

understand that that is applied to farmers only ~ 
Mr. WILLIAMS. No. 
The CH.A:IRMAN. What I would like to know is, whether this plan 

of requiring 150 per cent collateral was a general plan applied in some 
Federal reserve districts as against all banks, or whether it was 
simply an individual case where the bank required 150 per cent 
collateral ~ . 

Mr. WILLIAMS. I think it is rather common in some reserve dis
tricts, and in some other reserve districts it is very rarely resorted to. 

The.CHAIRMAN. Well, now, in what district do you think it is very 
common~ . 

Mr. WILLIAMS, I am not in a position to discuss that. The 
members of the Federal Reserve Board can give you that information. 

The CHAIRMAN. If you think it is a common practice in some of 
the districts, you must have some idea as to what districts it is prac
ticed in. 

Mr. WILLIAMS. I know that I gave you one instance in. the 
Southwest. 

The CHAIRMAN. In the Dallas district 1 
Mr. WILLIAMS. In the Dallas district. 
The CHAIRMAN. Yes. That was one instance. 
Mr. WILLIAMS. Yes, sir. 
Representative MILLS. But you are speaking from hearsay, not 

from actual knowledge? 
Mr. WILLIAMS. I am reasonably sure of my ground. 
R~presentative MILLS. Well,. your knowledge is not sufficiently 

detaIled .Jl,nd accurate to permIt you to state where this practice 
prevails? 

Mr. WILLlAM~. I kno,:,," that t~e p~actice p~evails in some districts 
and I suggest, If you WIsh detaIled mformatIOn on it that you <ret 
it from the Reserve Board. 'b 

Representative MILLS. But you do not know what districts? 
Mr. WILLIAMS. I would prefer not to discuss that matter. It is 

not under my supervision at this time . 
. ' R~pre~entative .MI~LS. Well, do you or do you not know whether 
1 t eXIsts m such dIstrICts? 
. Mr. W!LLlAMS. Well, if I do know I prefer that you should get the 
mformatIOn from the Reserve Board. 

Representative MILLS. But you decline to state whether you 
know? . 

Mr. WILLIA~S. Why should I state whether I know or not? 
RepresentatIve MILLS. Because the committee is interested 

. Mr. W:ILLIAMS. Well, then, I will tell you where you can ge't the 
mformatIOn first hand. 

Representative MILLS. No. 
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Mr. WILLIAMS. It is a rule of evidence that you should get infor
mation first-hand rather than second hand, where you can. 

Representative Mru..s. But if a man is testifying from facts, I 
would like to know whether he is testifying from actual knowledge 
or hearsay. 

Mr. WILLIAMS. As far as that information is concerned, I should 
like you to gain the information from those who can testify as to 
that matter from their own knowledge. 

Representative Mn.LS. Well, I should like to know what weight to 
accord to your particular testimony. 

Mr. WILLIAMS. What. particular testimony ~ 
Representative Mn.LS. That these excessive demands are made 

in certain districts. 
Mr. Wn.LIAMS. I tell you I heard it on what I believe to be good 

authority, and I tell you where you can get that information con
firmed or denied. 

Representative MILLS. But your information is hearsay ~ 
Mr. WILLIAMS. But it is sufficient to permit me to form con-

clusions. 
Senator' ROBINSON. Where can the information be obtained ~ 
Mr. WILLIAMS. From the Federal Reserve Board. 
The CHAIRMAN. Well, Mr. Williams, it seems to me that if you 

know where cases of this kind have occurred you should state. 
Mr. WILLIAMS. I know second hand. I prefer that you should 

get it first-hand. . 
The C:aAmMAN. I know, but I am saying that I think that if you 

know where cases of this kind have occurred, that you ought to tell 
the committee where they have occurred in order that the committee 
can make the necessary investigation. 

Mr. WILLIAMS. I suggest that you can make the necessary in
vestigation. 

The C:aAmMAN. We can not proceed on general statements, Mr. 
Williams. 

Mr. WILLIAMS. I suggest that you get the information from the 
Federal Reserve Board. 

The C:aAmMAN. I think it is fair to the Federal Reserve Board and 
fair to the committee that you give information that you can in 
detail so the thing can be run down by us and by them. 

Mr. WILLIAMS. I will be glad to come back before the committee 
if the Federal Reserve Board tell you they know nothing about it. 

The C:aA.:rRMAN. Well, I have expressed my opinion about what 
you ought to do. Proceed. 

Mr.WILLlA.MS. I will read you a letter, with JOur permission, 
which I addressed to the governor of the Feder Reserve Board 
under date of December 28, 1920. 

Senator CAPPER. May I suggest that you made a very forceful 
appeal to the Secretary of the Treasury for the resumption of the 
functions of the War Finance Corporation ~ I am curious to know 
what response you got to that. 

Mr. WILLIAMS .. I think it was a water haul. 
Senator ROBINSON. You mean he did not reply to your letted 
Mr. WILLIAMS. No; I mean that the functions of the War Finance 

Corporation were not resumed at that time. 
58589-21-PT 13------9 
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Senator ROBI~SON. Did Mr. Secretary Houston make a reply to 
that letter ~ 

Mr. WILLIAMS. I don't think he made a direct reply to that letter. 
I think that his acknowledgment of the receipt of my letter took the 
shape of a copy of a letter which he. had written t~ some one else 
and which he sent me. I don't think the letter Itself was ever 
acknowledged, except in that ,!ay. . . 

Senator CAPPER. The War Fmance C()rporatlOn has smce resumed, 
and rather justified your stand taken by you there ~ 

Mr. WILLIAMS. Yes; I think it was a most excellent move when it 
resumed. 

My letter of December 28,1920, is as follows [reading]: 
Hon. W. P. G. HARDING, 

Governor Federal Reserve Board, Washington, D. C. 
DEAR Gov. HARDING: In a letter which I wrote you on October 18, 1920, I ilirected 

attention to the terrific shrinkage which had taken J>lace in the value of nearly all 
commodities and materials since the early months of this year and since the Federal 
Reserve Board adopted the policies which have governed the reserve system during 
the 1?ast 12 months, and I urged the importance of taking proper steps toward pre
venting unnecessary demoralization, lOBS, and panic and to promote stabilization. 

In the opening of my letter I said: . 
"In my opinion, the declines which have taken place in commodity values in the 

past six months have been due primarily to the operation of natural causes, and these 
declines in orderly manner have been facilitated by the policies pursued by the Fed
eral Reserve Board during this period. The recession from the unnatural prices 
which prevailed in the case of so many commodities was desirable and inevitable, 
and it was proper that the Federal Reserve Board should have endeavored to have 
this decline proceed gradually rather than by withholding all restraint, making pos
sible later on a collapse and disaster. 

"The decline which has taken place in the prices of leading commodities in the 
past few months has probably been without precedent in the commercial history of 
this country, and the extent of this shrinkage in values, as expreBSed in dollars, has 
been appalling. It will require exceedingly skillful handling on the part of our 
bankers and busineSB men to prevent the shock of this decline from precipitating 
numerous failures in busineSB and banking circles and widespread uneaslleSB and 
disturbance. " . 

After giving concrete facts and figures to illustrate the unprecedented shrinl..-age 
which had taken lliace in va,lues, I said: 

"These figures mdicate an econOlnic upheavel which must be faced and handled 
with all the skill and wisdom we can command. 

"The plans and policies which have aided in bringing about deflation in the great 
staple commodities should be at once taken up for consideration and revised as far· 
as may be necessary to meet present and changed conditions. If this is not done 
speedily, I am fearful as to the consequences which may ensue." 

Since my letter to you was written, commercial, industrial, and financial conditions 
have become steadily worsej and the further shrinkage which has taken place since 
the middle of October amounts to billions. of dollars. 

I feel more strongly than ever that the welfare of the country calls for the adoption 
of somewhat more liberal policies on the part of the Federal Reserve Board and the 
Federal reserve banks whose powers are now more widely recognized and acknowl
edged than ever before. 

It is my strong belief that it is within the power of the Federal Reserve Board at 
this time, by the adoption of new, wise, liberal, and sound policies and the announce
m~~t of such po~ici~, to i~Btill a feeling of confidence and hope and to check the 
sp1n~ of d~morahzatlOn which, unless arrested in time, may lead to disa,ster. 

It 1S plam to every one that the business depression from which this country has 
been suffering has become world widej and it would be unreasonable for us to expect 
a very early return to normal conditions. 

On the other hand, the collapse in busineBB and in industry has been 80 sudden and 
so drastic that the ?ecline in the prices of some products can not be expected to go 
much f';lrtherj and ill the absence of an explosion or general collapse, it will be only 
a questlOn of how lon~ we may expect to drag along on the bottom,. and when the 
turn for better times WIll come. 
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The dominant position which this country holds now as the world's chief creditor 
and principal reservoir of capital and credit means that this country is likely to have 
for some years to come a greater influence upon the industrial and financial condi
tions of other countries than these other countries are likely to exert upon us. But, 
however, that may be, the countries of the world are probably more mutuany inter
dependent at this time than ever before. It was probably the slackening in our 
purchases of silks and other Ja{lanese products which precipitated the commercial 
and financial crises in that empIre last s{lring. Although the withdrawal or curtail
ment of American credits in South Amenca has been an important factor in bringing 
about the depression in busineBS, and the shrinkage in values in those countries, it 
was inevitable that prices must BOoner or later recede to a more normal basis. 

The Federal Reserve Board saw plainly a year ago that this country'was living in 
a delirium of high prices, extravagance, and lUXury .. Production had been curtailed; 
while consumption had enormously increased, and the creation of new capital and 
savings was proportionately reduced. It was realized that the brakes should be 
applied, for otherwise inflation might run mad with a resulting explosion in business 
and finance from which it might take us many years to recover, despite the salutary 
and saving power of our banking and currency system, ·It was, therefore, wisely 
decided that an effort should be 'Put forth at that time to curb the extension of credlt 
for luxuries and nonessentials, while giving full and proper protection, as far as possible, 
to farmers and all industries and enterprises engaged in the production of the "essen
tials." On this point the board was practically unanimous. 

This restriction of credit it was hoped would restrain extravagance and luxury and 
increase the production of commodities and materials which were most needed by the 
people, the prices for which had soared to uniustifiable heights. 

The policy adopted by the Federal Reserve Board a year ago was successful in aid
ing in bringing about an orderly deflation. The skyward movement of prices wae 
halted, and the price tendency for many commodities was duly reversed. The 
downward movement, slow at first, however, became precipitate during the summer 
and the early autumn months. 

Events, developments, and conditions warn us to remember that a stoppage too 
sudden may be as disastrous as an· explosion; that an unyielding barrier thrust into the 
path of a runaway machine may only hasten. wreckage and assure a smash which 
skillfully regulated guidance might prevent. . 

Two months of actual experience which have elapsed since my letter to you of 
October 17, 1920, was written tend to intensify rather than diminish my fears for the 
immediate future. I am as confident of the safety and development of American 
business, society, and Government as the most enthusiastic optimist, but it is our 
part to strain every nerve and apply every resourceof.iabor, thought, and self-sacri
ficing patriotism to avert an interval or disaster, or to make it as brief and easy as may 
be possible. 

It is poor comfort to the man or woman with a fanilly denied modest comforts or 
pinched for necessities each week to be told that all will be, or may be, well next 
year or the year after. Privations and mortifications of poverty can not be soothed 
or cured by assurances of brighter and better days some time in the future. Our 
hope and purpose must be to forestall and prevent Buffering and privation for the 
people of to-day, the children who are growing up and receiving now their first im
pressions of life and their country. 

I am far from believing in a paternalistic Government; but I also think there are 
emergencies when the powers of Government may very properly be used and ought 
to be used for the purpose of stabilizing busineBB and averting financial panics when 
they threaten, and. preventing commercial crises. 

War forced our Government to become not only paternalistic, but possessive and 
controlling in its relations to commerce. Bitterly as we may resent paternalistic 
policies and resist continuance of them, we must realize the facts. Those policies 
were adopted suddenly, even violently, in emergency. They have developed, 
inevitably, an emergency of peace more threatening in some respects than that of war. 
Sudden and violent abandonment of governmental direction, influence, and assistance 
would be like seizing a vast and intncate and delicately adiusted machine, operating 
it at high pressure in new conditions and for new purposes, and then dumplng it, dis
organized, disarranged, and out of gear, leaving its former managers to readjust it and 
run it as they can. . 

During the past several years I have seen many occasions whe. re the action of the 
Treasury Department has distinctly prevented financial panics. 

I . have witneBSed other occasions where the mediation and timely action of the 
Treasury bas ameliorated many'serious and dangerous situations, and bas been an 
important factor in checking grave losses to the buSiness interests of the country. 
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At other times the same influence has been exerted to aid directly in the stimulation 
.and encouragement of our commercial and industr~al interests. . . 

The part which the Treasury took in the formatlOn of the cotton ~ool In 1~111S one 
illustration. Another illustration was the action of the Treasury In ·organI'~~~ the 
War Risk Bureau which made possible the continuance of our export trade In the 
early days of the ~ar when caI'go insurance was unobtainable elsewhere. 

The action of the Treasury in making practicable the e~ergency currency law and 
in facilitating and expediting the issuance of that currency m the su~mer an.d autumn 
of 1914 averted a financial catastrophe and prevented chaos. These Illustratious could 
be multiplied, if need be, but you are doubtless as familiar wi~h them as I am ... 

Opinions differ as to what should ~e don.e at the present tIme. to. ease c~>nditions 
and inspire hope. Amona the practical thmgs that would help It IS my Judgment 
that the Federal Reserve °Board would be justified in reducing the rate of interest 
which is being charged by Federal reserve banks on the loans of member ban~s 
secured by Liberty bonds, from the present rates of 6 per cent and 7 per cent to a UnI
form rate of, say, 4i per cent. The owners of these bond~ do not ask the G~vernment 
to buy their bonds to save the holders from loss, and It hardly seems nght under 
present conditions to tax these borrowers for interest on money borrowed from the 
reserve banks to It per cent or 2t per cent more than th.e b?nds yield. e8pecially when 
this interest so collected goes back to the Government Indirectly. 

I also think it would be well under present conditions either to suspend or to modify 
the operation of the progressive interest rate to member banks which. in order to save 
their customers and clients from disaster, have received from the reserve banks larger 
advances on eligible paper than their pro rata portion of the reserve bank's resources. 
Six per cent interest is enough to charge under present conditions. My attention 
was called recently to a member bank in the West (whose loans were principally to 
farmers) which had been charged by the re8erve hank of its district as high as 19i 
per cent on some of the loans which it had taken in order to accommodate need} 
customers. 

I am receiving constantly letters and bitter complaints alleging restrictions of credit 
in different parts of the country, not only from farmers but from other business interests. 
For example, in a recent letter from the president of a successful national bank in 
the third Federal reserve district, he said: 

"In the industrial world the consequences of high interest rates and curtailed credit 
is not less unhappy. Last night I was talking with a man running a furnace near 
---, Pa., who has values in stock and plant of over $400,000, owes only $60,000 on 
his plant and $52,000 on his stock. He has 10,000 tons of iron at Buffalo and although 
he has orders from a reliable firm for every ton of his pig iron he can turn out, he can't 
borrow the money from the bank at the rate of $7 a ton to release and ship the ore 
to his furnace. He has orders for all the product he can turn out and yet can't get 
credit to carryon a legitimate business. 

"This condition grows out almost exclusively of a frightened condition due to a 
policy of restricted credit and excessive interest rates." 

On the other hand, I know that it has been the general desire and ainl of the Federal 
Reserve Board and the Federal reserve banks to care for the legitimate demands of the 
farmers and other borrowers; and to prevent, as far as practicable, the imposition 
of hardships anywhere. 

Nevertheless, the present emergency is so acute that I can not avoid the conclusion 
that a more liberal policy than is now being pursued would be justified. While 
there is a very great scarcity of credit in various parts of the country we find that the 
reserves of ~he Federal reserve banks are now actually higher than 'they were a year 
ago, averagmg 45.1 per cent for all the 12 reserve banks on December 23 1920 against 
44.8 per cent for the corresponding week in 1919. ' , 

These bal!ks have an unused lending power at this time (without reducing the 
reserve requIrements) of about $700,000,000; and by waiving or reducing their require
ments as to reserve by only 10 per cent, their lending power could be increased to 
about $2,500,000,000. 

The business interests of the country, agricultural manufacturing commercial 
and all otller have, during the past year, sustained a st.nrin and have end'ured a shrink~ 
age in values which have been unparalleled in the commercial and economic history 
of any country 

The declin,: in prices, multiplied. by the volume of commodities now on hand or 
produc~d dunng th!l past season, dIScloses an apparent shrinka.,ae in values that is 
st.ag.genng. A dechne of $1 per buShel, for example, in the three and one-fourth 
billion bushels o~ the c,?rn crop would amount toLsay, three and one-fourth billion 
dollars, The shrmkage m ~otton val~es from 4~ cents to about 15 cents per pound on 
13,000,000 bales ,togllther With the shrinkage which has taken place in the same period 
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in cotton seed, shows an estimated loss of about .2,000,000,000 more. The difference 
bt't"Neen the present price of wheat and the price ... ·hich the farmer expected to get 
for the crop accounts for another billion and a half. The shrinkage in the "alue of 
the stocks of wool, IDdes, leather, furs, silks, and sugar runs into billiollS of dollars. 

My estimate is that the shrinkage in yalues in this country from the highest prices 
of 1919-20 to the low of to-day in the year's products of our fields, mines, factories 
mills, and forests, plus materials left over from the previous year, will amount to, 
somewhere from twelve to eighteen billion dollars, practically as much as the total 
amount of our Liberty bonds now out9tanding, or, as another illustration, property 
values in this country wIDch have apparently melted a ... 'ay in the past 12 months, 
represent a sum far greater than the total gold supply of the whole world at this time. 

The significance of these figures and of th.ese terrific JOBBes may be ~etter imagined 
when we recall that the total wealth of this country 10 1900 was estimated at only 
$g8,OOO,OOO,OOO. 

The orders for goods which have been canceled in the past few months and the 
goods which have been thrown back on the hands of the sellers-both as ito domestic 
and foreign business men-amount, it is understood, to many hundreds of millions 
of dollars. Bills of exchange drawn on foreign countries against shipments are being 
returned protested, while the sIDpments lie rotting or deteriorating in foreign har
bors-the Orient, South America, Cuba, and elsewhere. 

I was told recently that an officer of a prominent bank had stated that he had 
already been placed in the creditors' committee of 30 different business houses or 
corporations wIDch were unable to meet their obligations. 

Pitiful tales come to me from national bank examiners in different parts of the 
country. The cIDef examiner from the Kansas City district told me recently that 
in parts of IDS territory the most heartbreaking tragedies were being enacted
farmers turned away from their farms, their cattle and implements sold, and ruined 
families becoming wanderers on the face of the earth. 

The same examiner informed me of caees where farmers are being pitilessly sold 
out, and stated that in sections of the West the scarcity of money is such that their 
horses are being sold sometimes as low as $3 apiece, and purchased by impoverished 
neighbors who kill them and feed their flesh to their hogs and obtain 80me reim
bursement by selling the IDde of the horse. 

I am also reliably advised that in parts of the South the scarcity of money is so 
great that farm mules are being sacrificed at foreclosure sales at 10 cents on the dollar 
of their value a year ago, and that to raise cash other property is being thrown over
board in the same proportion. 

In Wyoming I am told that there are millions of pounds of wool which the wool 
growers are quite unable to sell at tIDS time and that in other parts of that State there 
is an abundance of cattle feed but that the cattle have disappeared. 

In sections of Oklahoma it is reported that some farmers have abandoned their 
cotton fields because they can not raise enough money to pay the labor cost of picking, 
and that growers who have abandoned their own cotton fields where they have raised 
an indifferent character of cotton, are making $1.75 a hundred pounds for picking 
the cotton of nei~hhorB who have produced cotton of a grade wIDclI will bring a better 
price thau their own. I am also credibly informed of farmers in the West, where 
there is no wood or coal and no money to bring in fuel, who have actually been burn
ing their corn for fuel in their extremity. 

The governor-elect of North Carolina told me last week that the situation in IDS 
section is so lamentable that three citizens of one county, with hope destroyed and 
nerves shattered, unable to struggle longer with desperate conditions, had ended 
their lives by suicide. A few days ago a former member of Congress from Georgia, 
the president of a well-run and successful national bank in that State, apparently 
unable to stand the growing misery which he beheld around him, also ended his 
life in the same direful manner. 

I have given instructions that, as far as the authority of this office will permit, the 
banks under my supervision shall be urged to use in these critical times every proper 
means to prevent the selling out of honest debtors at sheriffs' sales and the ruin of 
their families by extending them t,ime and by giving them, wherever practicable, 
the opportunity to hold on to their farms and their farming implements, to the tools 
of their trade or to the equipment of their business, whatever it is; and that these 
debtors be given a chance to recoup and to redeem their indebtedness and get again 
on their feet. 

The member banks thus called on to give time and to show consideration to debtors 
will naturally demand and expect from the reserve banks consideration and fore
bearance, and, in the language of the poet, can properly say to their reserve banks, 
'·The mercy I to others show, that mercy show to me," 
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Such facts andlconditions as have been brought so vividly before us can not be 
met with theories or removed by explanations and should not be dealt with by vague 
surmises and promises or unconsidered experiments. They demand definite and 
energetic action, eVen if precedent must be disregarded, accepted rules suspended 
or waived, and new plans and methods devised. . 

The people have intrusted their welfare and interest to those of us who have been 
honored with public office of any degree and in any department of the Government, 
supposing us to be fitted for our task by knowledge, intellect, and character. Our 
plain duty is to act as promptly and as independently of usual habits of thought as 
may be necessary to find and apply remedy. 

While there appears to be this scarcity of money, and of credit in the great agri
cultural and producing sections of; the West and Northwest and in the South and 
Southwest, we find that individual banks in New York City are borrowing from the 
reserve system, in a number of cases, more than $100,000,000 each; and sometimes 
as much as $145,000,000 is loaned there ,to a single bank-twice as much as the total 
loans some of the reserve banks have been lending recently to all the member banks 
in their districts. 

The records show that at the time of the last call for reports of condition of the 
banks, about the middle of November, one bank in New York was borrowing over 
$134,000,000, or about $20,000,000 in excess of what the Federal reserve bank of 
K&.nsas City was advancing to the 1,091 member banks in the tenth Federal reserve 
district covering the States of Kansas, Nebraska, Colorado, Wyoming, and parts of 
Missouri, Oklahoma, and New Mexico. 

Another banking institution in New York was borrowing at the same time from the 
Federal reserve bank about $40,000,000 more than the aggregate which the Federal 
reserve bank of Minneapolis was lending to its 1,000 member banks in the great 
States of Minnesota, North and South Dakota, Montana, and part of Wisconsin. 

Another individual bank in New York was borrowing from the reserve bank at 
the time of the last call about $30,000,000 more than the Federal reserve bank of 
Dallas was lending to all the national banks in that district including the State of 
Texas, and parts of Louisiana, Oklahoma. New Mexico, and Arizona, while still 
another banking institution in New York had g<>:tten loans from the New York re
serve bank which approximated in amount the total of the loans made by the Federal 
reserve ban,k of St. Louis to the 569 member banks in that particularly important 
district, including the whole State of Arkansas, parts of lllinois, Indiana, Kentucky, 
Tennessee, and Mississippi, and the larger part of the State of Missouri. 

The Federal reserve bank of New York was also lending to one of its member banks at 
the same time $20,000,000 more than the Federal reserve bank of Richmond was lend
ing to all the member banks in the filth reserve district, including the States of Mary
land, Virginia, North and South Carolina, and the larger part of West Virginia. 

An important qUe3tion is how far the enormous sums which the reserve system is 
lendin~ to the banks in the large cities are being used for the protection and promotion 
of legibmate business and how far these funds are being employed in speculation or for 
the selfish interest of the officers and directors of the borrowing banks and for the con
cerns in which these officers are sJ?ecially interested. 

The inequalities and injustice ill the distribution of these funds become apparent 
when we analyze the uses which big favored banks in the East sometimes make of the 
money they borrow from the reserve system. 

My attention was recently directed to a certain large bank which was borrowing 
more than --million dollars from the reserve system and which at the same time 
was lending to its own officers and directors and to their affiliated interests between 
--- and --million dollars. 

It was also developed that this same bank, to which the Federal reserve bank was 
lending more than -- million dollars, had. loaned to its chief executive officer 
and his family more than -- million dollars; and that the loans, which this par
ticular bank had made to its chairman, president, vice president, and one director for 
their personal operations and for their -- affiliated companies, aggregated more 
than --million dollars. 

Briefly, the official figures tell us that four banking institutions in New York City, 
at the time of the last call, were borrowing from the reserve system an average of over 
$118 000,000 each-{)r practically as much money as the Federal reserve banks of 
St. Louis, Kansas City, Minneapolis, Dallas, and Richmond, all combined, were 
lending to more than 4,000 member banKS in 21 States in the Union, comprising more 
than one-half of the entire area of the United States. If our reserve system has the 
funds to lend in such huge sums to the banks in New York, for such uses, is it not 
difficult to understand why- money should be so scarce in the interior where the real 
wealth of the country is bemg so largely produced, and where money is so distressingly 
needed·! 
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The money scarcity in the interior of the country has been greatly aggravated as 
I have already explained publicly, by the artificially fixed interest rates in New York 
City, which have had the effect of withdrawing money from legitimate business in 
various parts of the country to be looned at fancv rates In Wall Street. 

The reports to this office show that at the be~nning of August Iast, when money 
was being needed for crop-moving purposes, the national banks alone' in New York 
City were lending in New York on call for account of correspondents and customers 
over $500,000,000, which is a greater sum than the Federal reserve banks of Minne
apolis, St. Louis, Kansas City, Dallas, and Atlanta were lending to the more than 
4,000 member banks in those five Federal reserve districts. 

It is also worthy of note that while the reserve system has been lending these huge 
sums to the banks in New York City during the past 12 months at average rates of 
probably less than 6 per cent, these same borrowing banks have been lending to other 
borrowers at interest rates greatly in advance of those paid the reserve banke-many 
millions being sometimes looned, as I have heretofore shown, as high as 20, 25, or 
30 per cent. 

In my judgment, it would be well for the Federal Reserve Board, in extending 
these huge accommodations to banks, to stipUlate that the banfs borrowing from the 
reserve banks shall not exact from customers interest in excess of some rate or margin 
to be determined, which will leave not more than a reasonable profit to the member 
bank. 

Member banks should be given to understand that the board disapproves and will 
not countenance the-excessive rates which have been in vogue in New York City 
and which are higher than the rates charged by banks in any other country in the 
world. Such rates, in my opinion, have been very damaging to the commercial 
and financial interests of the country, and I submit that it would be well for the 
board to establish regulations to prevent the reserve banks from lending money to 
member banks at 6 per cent to be passed on to customers at extortionate rates. The 
effect of such a regulation, I believe, would be most helpful and salutary. 

The records of this' office show numerous instances of banks which have gotten 
large sums of money from the reserve banks to be loaned in Wall Street for the pur-
pose of profiting by the difference in interest rates. -

The official reports also show that in addition to the money which the New York 
banks were lendmg on call in New York for account of their correspondents and cus
tomers, the national banks in New York City this time Iast year had on deposit to 
the credit of their correspondent banks in all parts of the country, approxJ.ID.ately 
$900.000,000 more, while the total sum which the New York national banks were 
lending, directly and indirectly, to all other banks throughout the country was con
siderably less than one-fourth of that sum. 

Existing banking conditions and practices at this time are, .of course, in many 
respects extremely unsatisfactory and hard to excuse or explain. The important 
thing is to find and al?ply proper remedies. Perhaps there has never been a time 
when the business and mdustrial interests of the country were more deeply dependent 
on a sound, wise, and courageous administration of our banking and financial system 
than at the present moment. 

Thus far the banks under the supervision of this office have made a wonderfully 
gratifying showing and we have been able by the utmost watchfulness and care to 
prevent many failures and to save many a bank that was headed in the wrong direction. 
I am informed that in the past 60 days from 95 to 100 banks under State supervision 
in 20 different States have failed. During the same period less than one-twentieth 
of that number of national banks have been placed with receivers, but I am apprehen
sive as to what the developments of the next few weeks may be unless some positiv~ 
steps are taken to ameliorate conditions and to safeguard the situation, and I believe 
that this can be done. 

This is a time for cool heads, reso.urceful brains, and strong, courageous hearts. It 
is time for all of us to abandon the ordinary motives and throw aside the prejudices 
of party, class, and section, even to disregard our own direct interests in uOlted, faith
ful effort for quick and comfortable restoration of normal and healthy conditions and 
improvement on old conditions. For myself, as one Democrat, I intend to cooperate 
cordially and loyally, in and out of office, with every real endeavor of the new ad
ministration to those great ends. I believe all thinking and patriotic people of my 
political opinions and affiliations will share and be governed by that purpose, although 
lacking perhaps my exceptional opportunities at the present time for knowing the 
~vity of the situation and the urgency of the demand on our Americanism. Our's 
18 a Government of the people_ 

The crisis we face offers an extraordinary opportunity for demonstration of our 
capacity for self-rule and ability to extricate ourselves triumphantly from daI.lg6r and 
complicated difficulty. If Government and all citizens, Democrats and Republi-
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cans, capital and labor, farmers and manufacturers, bankers and merchants will 
work t.ogether with that really intelligent selfishness which realizes the value ~f and 
ne~es81ty for mutual concessions and helpfulneBB and the surrender of some immediate 
gam for permanent ,and general betterment of all, we can solve the problem within a. 
few months. 

We have wealth, brains, peace, stability, endless producing power, unlimited etorea 
and store!J.ouses of raw material. If we will use these with t!Ie generous patriotism 
and allegIance to each other and our country that gave us Vlctory and honor, with 
the help of God, in the war, we will with the same help conquer the ill results of war 
with rapidity and completeness which will astonish us . 

. W ~ gave the lives, blood. Rnd limbs of our young men and po~red o~t our money to 
Wln m Europe. I am confident that you must feel as I do, that If we Wlll now sacrifice 
prejudice, greed and the sordid selfishness that is the densest stupidity, we will win 
at h~me against the evils that now beset us, at loss infinitely less, and with greater 
celenty. 

I earnestly hope that the board in considering the problems which are before us 
may find ways and means to alleviate the evils which exist, and with its great influ
fiuence and power tak~ immediate action to aid in bringing about an early restoration 
of sound and healthy conditions, new growth and renewed prosperity. On my part 
I believe there is abundant justification for this hope. 

Faithfully, yours, 
JOHN SKELTON WILLIAMS. 

Representative MIu.s. Now with reference to that letter. You 
gave again-referring to the discount figures and loans to member 
banks-absolute figures and not relative figures, did you not ~ 

Mr. WILUAMS. Yes. I was giving it to the Federal Reserve 
Board, though, which had both. 

Representative MIu.s. Now you cited the five largest borrowers 
in. New York City. 

Mr. WILLIAMS. I cited five large borrowers. I do not recall 
whether they were the largest or not. They may have been. 

ReJ>resentative MILLS. Now, isn't it a fact that while at that time 
those banks had borrowed 142 per cent of their basic line, all member 
banks, not merely the five largest borrowers, in the Richmond district, 
had borrowed 121 per cent of their basic line ~ 

Mr. WILUAMS. I don't know. 
Representative MILLS. In the Atlanta district, 211 J>er cent; in the 

St. Louis district, 117 per cent; in the Minnea,{>olis district, 126 per 
cent; in the Kansas City district, 115 per cent; ill the Dallas distnct, 
110 per cent. 

At the same time the five largest borrowers in the Richmond 
district were rediscounting 271 per cent of their basic line; the five
largest borrowers in the Atlanta district were rediscounting 327 J>er 
cent of their basic line; in the St. Louis district, 152 per cent; in the 
Minneapolis district, 263 per cent; in the Kansas City district, 196 
per cent; and in the Dallas district, 167 per cent. Isn't that the fact 1 

Mr. WILLIAMS. I don't know whether your figures are correct or not 
Representative MILLS. You have seen those figures before, have 

you not 'I 
Mi. WILUAl\1S. Not that I recall. Where do you get them 1 
Representative MILLS. I will ask you whether your letter of De

cember 28 was ever answered by the Federal Reserve Board. 
Mr. WILLIAMS. It was, and I have the answer before me, and I do 

not find your figures that you read out in that answer. 
Representative MILLS. Do you find any figures of that kind in that 

answer'l 
Mr. WILUAMS. No; I do not. What do you say the Richmond 

district was 'l 
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Representative MILLs. I haven't got their answer before me. I 
haven't seen it. 

Mr. WILUAMS. Well, the figures which you read out were not before 
me. 

Representative MILLS. Did they give you any figures ~ 
Mr. WILUAMS. I have the letter before me. 
Representative MILLS. Did they give you any figures as to the basic 

line of borrowings ~ 
Mr. WlLUAMS. I received this letter, and I answered it, and with 

the permission of the committee I shall read my answer and this letter 
I received, both. 

Representative MILLs. ljave you any objection to putting the 
answer of the Federal Reserve Board into the record ~ 

Mr. WILLIAMS. None whatever. 
Representative MILLS. I suggest that that be put into the record. 
The CnAIRMAN. You are referring now to the letter of March 161 
Representative MILLS. No; I am referring to the answer to Mr. 

Williams's letter of December 28. 
The CHAiRMAN. Well, the figures which you give are in the letter. 
Mr. WILLIAMS. Will you read those figures and see if I can follow 

them. I have certain figures here, but I do not fj.nd the figures which 
you read just now. 

Representative MILLs. These are the figures for the five largest 
borrowers in the Richmond district, 271 per cent. 

Mr. WlLUAMS. I find all.members of the Federal reserve district 
of Richmond, 121 per cent. 

Representative MILLs. Yes. 
Mr. WlLUAMS. I.don't know whether the letter contains the figures 

which you give. . 
Representative TEN EYCK. Wouldn't it be better to have him read 

the answer to his letter now into the record ~ 
The CHAIRMAN. I have no objection to his reading it. 
Mr. WILLIAMS. I have no objection. 
Representative TEN EYCK. I think it ought. to go in in its proper 

place. . 
Mr. WILLIAMS. Yes; I haven't the slightest objection. It is for 

the committee to say. 
The CHAIRMAN. I think we had better get it all in. 
Representative MILLS. I will not pursue this inquiry any further if 

you read that letter into the record. 
Mr. WILUAMS. I have not the slightest objection to its going in. 
The CHAIRMAN. The letter speaks for itself. I suggest that the 

reply of the governor of the Federal Reserve Board to Mr. Williams's 
letter, under date of January 13,1921, be read into the record. With
out objection it may go in. 

Mr. WILLIAMS. In connection with the letter which I have just 
read it might be well to read the following memoranda. [Reading:] 

JANUARY 3, 1921. 
Mr. COMPTROLLER: The board is about to take up question of salaries . 

. Respectfully, 
W. W. HOXTON, Secretary. 
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And then this.further memorandum. [Reading:] 
JANUARY 3, 1921. 

Mr. COMPTROLLER: The meeting has been called by the governor who has matters 
to present of which·1 have no knowledge. 

Respectfully, 
W. W. HOXTON. 

The CHArn.MAN. Are these letters addressed to you ~ 
Mr. WILLIAMS. Yes; letters between myself and the board. 
The CHAIRMAN. Very well. 
Mr. WILLIAMS. Relating to the letter which has just been read 

[reading]; 

Memorandum for Gov. Harding. 
JANUARY 3,1921. 

I have just received notice of a special board meeting. If merely matters of routine 
are coming up I would like to be excused owing to pressure of work on this office but 
if any matters of special importance are to be considered, please advise. 

J.S.W. 

And here is a letter dated January 6, 1921. [Reading:] 
My DEAR GOVERNOR: In our informal chat this afternoon you asked me why I 

did not bring up at a board meeting the subject of my letter to you of the 28th ultimo 
and the recommendations which it embraced. I replied that I will be glad to take 
the matter up with the board and go into full details at any time it may suit your con
venience. 

I reminded you that I had requested that the letter should be brought to the atten
tion of the board and that I had been watchin~ the docket so that I might be present 
When the subject should come up for discUBBlon. I have seen no reference to the 
matter. 

I also reminded you that when I was notified of a special meeting on Monday, think
ing that possibly this matter might be considered, I sent in a note to you in the board 
room in order to ascertain the subject for which the special meeting was called; and 
that in reply to my note to you I received a note from the Secretary that the board 
was about to consider the subject of salaries. I am not advised as to whether or not 
the subject of my letter has thus far been mentioned at any board meetin~, but if you 
will let me know when the board may care to discuss the subject, which ill my judg
ment is an exceedingly important one, I shall be glad to arrange to be on hand. 

Sincerely, yours, 
JOHN SKELTON WILLIAMS. 

Hon. W. P. G. HARDING., 
Governor Federal Ruerve Board. 

Gov. Harding writes to me on January 7, 1921, as follows [reading]: 
DEAR MR. COMPTROLLER: Replying to your communication of the 6th instant, I 

would state that an informal conference of board members was held in my room yes
terday afternoon, and it was decided that in as much as you had deemed it proper 
to express your views in writing that I should prepare a written reply which would 
express the views of all members of the board, other than yourself, and that when the 
reply is ready for delivery to you, a formal meeting of the board will be held to discuss 
both your letter and reply thereto. As soon as certain statistics which I have asked for 
are ready, I will prepare the reply to your letter and submit it to Secretary Houston 
and the appointed members of the board. I may add that I share in the view which 
I have heard you express on several occasions in times past that there ought to be no 
distinction between the ex officio and appointed members of the board, but it seems to 
me that in the method you have chosen in presenting your ideas to the board, vou, 
yourself, are creating such a distinction. . ' 

Very truly, yours, 

lIon. JOHN SKELTON WILT,YAMS, 
Comptroller of the Currency. 

W. P. G. HARDING, Goverllor. 



AGBICULTUBAL INQUIRY. 139 

And I wrote the following memorandum on January 10, 1921 
[reading]: 
Memorandum for Gov. Harding: 

Just received verbal notice, from messenger, of board meeting now convening in 
your office (purpose of meeting not stated). If any special matter of importance is 
coming up will arrange to attend, but if merely routine matters are to be diecueeed 
would like to be excUBed, as I am occupied with some important work just now. 

J. S. W. 
And then the following [reading]: 

JANUARY 10, 1921. 
Delivered the original of attached memorandum to Mr. Eddy, who after looking 

into the matter, reported that only routine matters were being considered by the 
board at the meeting referred to. 

A. B. C. 
And as the result of the board's receipt of my letter, without dis

(:ussing the subject in a meeting at which I was present, as far as I 
recall-although I held myself ready at all times to attend the meeting 
if called-I subsequently received on January 13, I think it was, that 
letter which I have here, and to which I referred, and which it is the 
desire of the commission, I understand,shall be read into the record. 

The CnA.mM.AN. Yes. 
Mr. WILLIAMS. That letter is as follows [reading]: 

FEDERAL RESERVE BOARD, 
OFFICE OJ!' THE GOVERNOR, 

Washington, January 13, 19!1. 
DBAR MR. COMPTROLLBR: This is a formal acknowledgment of receipt of your letter 

of December 28, 1920, which was written on official stationery of the office of Comp
troller of the Currency, signed by yourself individually and addressed to me as governor 
of the Federal ReserVe Board. 

I am informed that you sent a copy of this letter to other members of the board. 
It is not altogether clear whether you are writing in your individual capacity, as a 
member of the Federal Reserve Board or as Comptroller of the Currency, but as you 
refer in several places in your letter to instructions which you have given as Comp
troller of the Currency and to information that you have received in that capacity, I 
aeeume that it will be proper to regard your communication as one from the Comp
troller of the Currency. 

I assume aleo that your object in addressing a written communication to the board 
is to make a record of your views, for if it had been your purpose merely to have the 
board consider the matter of chan"oing discount rates, you could, in your capacity 
as a member of the board, have had the subject put upon the docket at any tlIDe or 
you could have brought it up informally at any meeting of the board. 

This reply to your letter represents the views of the S"ecretary of the Treasury, who 
is chairman of the board, as well as those of Me3sre. Platt, Hamlin, Miller, Wills, and 
myself. For the sake of brevity, I shall make use in this letter of the pronouns "we," 
"our," and "us," it being understood that these pronouns refer to the members of 
the board above named. 

It seems to us, in the first place, that you have overlooked the underlying causes 
which have brought about the conditions which have aroused your sympathies and 
concern: In the wake of the world-wide inflation which was caused by the war, there 
followed, some months after the armistice, a period of reckless extravagance, record
breaking prices, speculation, and general disregard of sound financial and economic 
principles. It was recognized by prudent and well-informed men everywhere that 
such conditions were abnormal and could not continue. As early as August, 1919, 
the continuous expansion of credit and the constantly advancing cost of living became 
objects of grave public concern and the United States Senate addressed a communi
eation on the subject to the Federal Reserve Board on August 5, 1919. Shortly after
ward the President in an addre3S to Congress called attention to the dangers of the 
situatiOD. As late as the 17th of May last, the Senate adopted a resolution directing 
the Federal Reserve Board "to advise the Senate what steps it purposes to take or 
to recommend to the member banks of the Federal re3erve system to meet the exist
ing inflation of currency and credits and consequent high prices, and what further 
steps it purposes to take or recommend t,) mobilize credits in order to move the 1920 
crops." 
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The board, after repeated warnings had 'proved ineffective, deemed it necesaary to 
resort to the well-tried method of advancmg discount rates and approved moderate 
advances for all Federal reserve banks late in the vear 1919. In Januarv, 1920, it 
approved a sharp advance in rates for all banks and in May, 1920, approved the rates 
which are now in .effect. Meanwhile it became evident, early in the year 1920, that 
the world had entered into a period of reaction. One of the earliest and most striking. 
manifestations of the fact that general readjustments were in process was the collapse. 
of the silk market in Japan early last spring. About that time it became evident that 
there had been a sudden and violent revulsion of sentiment in the United States 
against the unnatural levels which had been attained by prices, which had begun to 
mount at a time when circumstances over which the Federal Reserve Board h'1d no 
control prevented the Federal reserve s >'stem from exercising its important function of 
regulating the flow and volume of credit. Shortly after the break In the silk market, 
large importations of wool to the United States coming at a time when the domestic 
wool cli~ was read v for market resulted in a slump in the price of wool and in the utter 
demoralization of the wool market. Sugar had been advanced b" speculative manip
ulation until it reached a price which checked domestic consumption and virtually 
stopped exports to Europe while stimulating imports into the United States from prac
tically every sugar producing countrr in the world. Then followed a drastic decline 
in the price of sugar. Imports of rubber and coffee increased in like manner until 
the accumulated stocks became so great that the markets broke under their weight. 
The domestic production of other great staples--cotton, corn, wheat, rice, and tobac
co-proved to be greater and the demand for them leB.3 than had been expected and the 
prices of these commodities have experienced a drastic decline, due to the operation 
of the economic law of supply and demand. 

We recognize that the violent readjustments have caused much hardship and great 
pecuniary loss, but we are convinced that the readjustments which have taken place 
were inevitable and could not, even under the stimulus of inflation, have oeen long 
deferred. It is our confident belief that but for the precautionary measures taken 
several months ago, general conditions to-day would be far worse than they are and 
that the prospects of stabilization and revival would be much more remote. We wish 
to emphasize the fact that this process of drastic readjustment has been world-wide 
and that the effects have been most severe in those countries where the inflation of 
bank credit and currency has been most pronounced. We believe that as far as this 
country is concerned the crisis has been passed and we are of the opinion that the 
policies which were carried into effect by the Federal Reserve Board have prevented 
one of the greatest financial cataclysms of modern times. 

We do not agree with you that in order to relieve existing conditions "precedents 
must be disregarded, accepted rules suspended or waived, and new plans and methods 
devised," particularly if those new ;!?lans and methods are fundamentally unsound. 
We believe your suggestion that the l' edeml Reserve Board reduce the rate of interest 
charged by Federal reserve banks on loans of member banks secured by Liberty bonds 
to a uniform rate of 4, per cent is essentially unsound. 

You say that "the owners of those bonds do not ask the Government to buy their 
bonds to save the holders from loss, and it hardly seems right under the present condi
tions to tax those borrowers for interest on money borrowed from the reserve banks 
If to 21 per cent more than the bonds yield, especially when this interest so collected 
goes to the Government indirectly." Entirely apart from the question whether 
these bonds were sold to a patriotic public at rates of interest lower than they should 
have borne, the Federal reserve banks are certainly under no moral or le~l obliga
tion to protect the bondholders from loss of interest and the discount pohcy of the 
Federal reserve system can not be adjusted to suit the convenience or relieve the 
nece".itie~ of individual holders. 

Many billions ofthese bonds have been paid forin full and the effect, in the present· 
circumstances, of a Federal reserve bank discount rate of 4, per cent on paper secured 
by Liberty bonds would be to induce a temporary and artificial ease in the money 
market, which could not be sustained, because the lE1nding power of the Federal 
reserve banks has its limitations, and which might result in a temporary rovival of 
the speCUlative spirit which was so Rtrongly in evidence 14 months ago and which 
had such an unhappy effect upon the commerce and business of the countr.v. 

You suggest that the progre~sive rate which is in operation in three Federal resen'e 
districts should be suspended or modified. As you know, the board did not insist 
that the progrp.ssive rate be applied in any di~trict but permitted those Federal reserve 
banks which desired to put it into effect to do so. It apparently has worked well in 
the St. Louis district. When first applied, the Federal reserve bank of St. Louis 
had a reserve, exclusive of rediscounts, of about 2] per cent. Its reserve is now over 
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48 ppJ' cent. The Federal reserve bank of Atlanta some weeks ago, with the approval 
of the b.oar~, suspended ~e p~ve rate an4 put into effect ~ flat 7 per cent rate. 
In no d18tnct has the applicatIon of the progresB1ve rate resulted In a general discount 
rate as high as 7 per cent. The high rate to which you refer in your letter applies 
only to a small fortion of the advances received by that particular member bank 
from the Federa re£erve bank, and the average rate charged that bank on all redis
counts at the Federal re£Erve bank is less than the contract rate permitted by law 
which the bank is charging its customers. 

You evidently appear to accept at their face value the complaints which you receive 
from different parts of the country alleging reetrictions of credit. Our experience has 
been that the£e complaints as a rule do not bear analysis and we would suggest that 
you follow up the statement made in a letter received by you from the president "of 
a successful national bank in the third }-ederal re£erve di~trict" to the effect that a 
furnace man doing bueinees not far from his locality, who makes an excellent financial 
Fhowing, has 10,000 tons of iron in Buffalo, for each ton of which he has orders fI'om a 
reliable firm, and yet he can not borrow money from his bank at the rate of $7 a ton 
10 release and ~hip the ore to hie furnace. We believe that there must be some other 
racts in this connection which have been overlooked or omitted, for if the furnace 
man is EO deselving of credit and he has been EO flagrantly ilItreated, being denied 
credit by his bank, it seems strange that your correcpondent, the president "of a 
lUccessful national bank" doing budnees near by, does not hinIself offer to come to 
~e furnace man's relief. 

A pparently you hold the view that the decline in prices has been call£ed by restric
tion of credit on the part of the Federal reeeive banks and by the member and non
nember banks of the country. Your own reports show that there was a marked 
ncre&Ee in the loans of all national banks between September, 1919, and November, 
1!J20. Bcd the rediscounts of Federal reeerVe banks for member banks increased 
'teadily until November 5, 1920, when they reached the highest point in the history 
)f the system. Since that date there has been a moderate reduction in the loans 
wd discounts of }'-ederal reserve banks, due mainly to eeasonal liquidation. It is 
ignificant, however, that the most rapid decline in prices took place before November 
i, while the loans and advances wade by the Federal reserve banks were constantly 
ncrt'aEing and the volume of Federal reserve notes out!;tanding was still expanding. 
t eeems clear to us. therefore. that the decline in prices was due to economic causes 
.nd can not be ascribed to restriction of credit or to contraction of currency. 

You refer to the fact that the combined reserve! of all Federal reserve banks are 
lOW actually higher than they were a year ago and urge this as an argument for "a 
nore liberal policy." The improvement in the reserve position of the Federal reserve 
.anks.has had a reassuring and stabilizing effect and we hope that the reserves will 
'ontinue to improve for some time to come. We attach no significance to your state
nent that the Federal reserve banks "have an unused lending power at this time 
without reducing the reserve requirements) of about $700,000,000; and by waiving 
'r reducing their requirements as to reserve by only 10 per.cent their lending power 
ould be increased to about $2.500,000,000." You have made this statement pub
lclyon two or three occasions during the past six months, and while we do not ques
ion your motives in giving publicity to the statement we regret your action in doing 
o and feel that the effect has been harmful, for it undoubtedly has given rise to false 
xpectations and yrobably has caused holders of commodities, which could have been 
.quidated severa months ago at prices much higher than those now prevailing, to 
old on in the hope that the board would adopt a policy of inflation in an attempt 
) sustain or advance prices. 
You refer to the great shrinkage in vahles which has taken place during the past 

ear, estimating the amount at somewhere from twelve to eighteen billion dollars, but 
ou do not refer to a corresponding expansion of values which took place earlier. We 
old that the shrinkage which has taken place is somewhat ana.logous to that which 
~curs when a balloon is punctured and the gas escapes. 
We are surprised at the references you make to the dealings of individual banks in 

'ew York City with the Federal reserve bank there, and particularly at your attempt 
) show that a few large banks in that city have been receiving undue favors at the 
IUlds of the Federal reserve bank. Your statements are calculated to mislead the 
ninformed, for you say that about the middle of November, one bank in New York 
as borrowing about $20,000,000 more than the amount the Federal reserve bank of 
:anaas City was ad vancing to 1.091 member banks in the Beven States or parts of States 
nbraced in its district; that another New York bank was borrowing at the same time 
lOut $40,000,000 more than the amount which the Federal reserve bank of Minnea
)Iis was lending to its 1,000 member banks, and that another bank in New York 
ity was borrowing $30,000,000 more than the Federal reserve bank of Dallas was 
nding to all national banks in its district (making no reference to advances to State 
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member banks). 'You say also that another New York banklhad received advances 
from the Federal reserve bank of New York equal approximately to the totalloaIl& 
made by the Federal reserve bank of St. Louis to its 569 member banks, and again 
that the Federal. reserve bank of New York was lending to one of its member banks 
$20,000,000 more than the Federal reserve bank of Richmond was lending to all mem-
ber banks in the fifth Federal reserve district. -

These statements, if made public, would lead no doubt to much unjust criticism of 
the Federal reserve bank of New York, which had made the loans, and of the Federal 
Reserve Board which had not prohibited them, but they are far from giving all thE. 
facts in the case. In the first place, you take no account of the banking power of 
the Federal reserve bank of New York as compared with the Federal reserve banks 
of Richmond, St. Louis, :lYIinneapolis, Kansas City, and Dallas nor do you think it 
worth while to state the amount of the capital and surplus of the five banks referred 
to and what their reserve balances are. You probable know that all Federal reserve 
banks have a theoretical basic or normal discount line, which is based upon the reserve 
balances carried by the member banks plus the member banks' stock holding in the 
Federal reserve bank. You do not state, what you doubtless know, that there are 
many member banks in the Federal reserve district of Richmond, St. Louis, Minnea
polis, Kansas City, and Dallas which have rediscount lines at their Federal reserve 
banks many times in excess of their basic lines and relatively greater than any line 
ever given by the Federal reserve bank of New York to any of its member banks. 
In order to correct any wrong impressions which you may have or which may be 
received by any who may read your letter, we call attention to the following table 
which shows the basic lines, borrowing from the Federal reserve bank and ratio of 
such borrowings to basic lines of five large New York City banks and all member 
banks in six Federal reserve districts, as of November 15,1920. The five New York 
City banks named in the table are undoubtedly the banks referred to in your letter. 

Basir line. 
reserve bank. bl"i. line. 

Borrowings \. Per rent of 
Irom Feilcral bnrrowings to 

-------------------------------1---------·1---------, 
~~~t;;:'n~I .• c¥~~a~.-.::::::::::::::::::::::::::::::::::: $l~;~V: JnN~~:~ I m 
Ch~,e N .. tional Bank.................. .••• ••.•..•...•.. 62,O.';~,000 97,100, oro 157 
National Bank ofCommeW' .••.••.....••...••• ;........ 59.174,000 102,746,00fl 17l 
First National Bank ....•••.••.••...•.••.•.•.••.•.••••.. , __ 41_,:..88_4:..,_OOO_1 __ °:..5,_000_,000 __ 1 15S 

Total ..••••.•.•...•..••.••••••••..••••.•.••••..... '==35=7;",g:=20~,=OOOdl==,.;....,;,="'====== 
All members in the Federal resorve dJ.trict 0/-

Riehmond..................................... •.•.. 102,1811,000 
Atlanta............................................. RI,913,OOO 
St. LOllis........................................ ... 121,648,000 
Mlnnoopolis.. ••.••. ••••••••••••.• •••• ••••. •••••.... 85,145,000 

i?.Jl:~.~~~~:::::::::::::::::::::::::::::::::::::::: 1~:~~~;:: 
~~~--I--~~--l--------Total............................................. 611,012,000 

You will notice that in the Atlanta district the percentage of borrowings of all mem
ber banks to their basic line is 211, which is greater than tbat of the New York City 
bank which shows the largest percentage of borrowings to basic line. You will observe 
furthermore that the average percentage.of borrowings to basic lines of the five New 
York City banks on November 15 was 142, while the average percentage of borrow
ings of all member banks in the six Federal reserve districts of Richmond, Atlanta, 
St. Louis, Minneapolis, Kansas City, and Dallas on the same date was 130. It 
should be borne in mind that the borrowing banks in these districts constitute prob
ably not more than 60 per cent of the total members, so if only borrowing banks are 
considered their percentage of borrowings to basic line would be much greater than 
that shown in the table, which relates to all member banks. 

Another statement in your letter is calculated to give a wrong impression. You 
say "it is also worthy of note that while the reserve system has been lending these huge 
sums to the banks in New York City during the past 12 months at average rates of 
probably less than 6 per cent, these same borrowing banks have been lending to other 
borrowers at interest rates greatly in advance of those paid the reserve banks-many 
millions being sometimes loaned, as I have heretofore shown, as high as 20, 25, or 30 per 
cent." If member banks have been borrowing since the rates were raised last Jan uary 
from their reserve bank at less than 6 per cent, it has been on paper secured by Treas-
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ury certificates, 80me of which have borne 51 per cent and BOrne 5! per cent interest. 
These loatllI constitute, however, only a moderate part of the total loans and the aver
age rate paid by these five banks to the Federal reserve bank does not differ essentially 
from the average rate paid by all member banks in the second Federal reserve district 
which was about 6! per cent in October, November, and December of the past year: 

We do not deem it worth while to discuBB the call-loan rates. The high rates cited by 
you have not been recorded for nearly a year. The board several months ago replied 
to a resolution of the Senate on this subject and pointed out that these rates are per
mitted under the laws of the State of New York. If there is any question as to their 
le~lity the responsibility for such rates, as far as national banks are concerned, rests 
WIth you as COmptroller of the Currency and not with the Federal Reserve Board 

Normally the discount rate of a Federal reserve bank should not control the rates 
at which member banks loan money to their customers. In many States the Federal 
reserve bank rate is 80 much lower than the contract rate permitted by law that the 
Federal reserve discount rateJ as a matter of fact, does not control the rates at which 
customers are accommodatea by member banks. No Federal reserve bank has a 
flat rate or an average rate higher than 7 per cent for any class of paper. In 6 States 
the le~l rate of interest is 8 per cent and in 8 States that rate is permitted by con
tract; lD 11 States a contract rate of 10 per cent is allowed, and in 10 States a 12 per 
cent rate is legal by contract. Four Sta~ California, Maine, MaBBachusetts, and 
Rhode Island, permit any rate to be charged under contract, and in New York any 
rate agreed upon in writing is legal on collateral demand loans of $5,000 and over. 
We believe that the theory that discount transactions should yield a profit to 
member banks is a fallacy which owes its wide credence in part to the fact that the 
Federal reserve banking system, which has some of the attributes of a central bank
ing system, is comparatively new, and partly to the abnormal times through which 
we have p~d, the inevitable effects of which are now being experienced. 

In working out of the expansion oCC9.8ioned by war finaricing, we believe that 
member banks should become accustomed to rely mainly upon their own resources 
normally, in order that when seasonal or emergency demands do arise the reserves 
of the Federal reserve banks may.be available to meet those demands and sufficient 
to prevent the emergencies from developing into panic conditions. 

We do not agree with you that it would be wise to encourage further expansion b)' 
reducing rates, and it should be remembered that there are about $24,000,000,000 of 
Government obligations available to member banks as collateral for loans eligible for 
rediscount by Federal reserve banks. Based upon the experience of other countries, 
it is evident that if the limit of expansion should be reached in this country a condi
tion of depression infinitely more serious and more widespread than that now existing 
would follow. 

You state that your attention has recently been directed to a certain New York 
bank which was borrowing more than --million dollars from the Federal reserve 
bank, "and which at the same time was lending to its own officers and directors and 
to their affiliated interests --- million dollars, or approximately as much money 
as the Federal reserve bank of KansaS City-was lending to all the member banks, 
State and national, in that district. It was also developed that this same bank, 
to which the Federal reserve bank was lending more than -- million dollars, 
had loaned to its chief executive officer and his family more than --' - million 
dollars; and that the loans, which this particular bank had made to its chairman, 
president, vice president, and one director, for their personal operations and for their 
22 affiliated companies, aggregated more than --- million dollars." 

This might give the impression to some that the Federal reserve bank of New York 
(and incidentally, the Federal Reserve Board) was negligent in making large loans to 
a bank in this condition. The fact is, however, that the loans made by the Federal 
reserve bank to this particular bank, which is a national bank-although you do not 
say so in your letter-are undoubtedly eligible and good. Being a national bank, 
this particular member bank is under your supervision as Comptroller of the Currency. 
While the Federal reserve bank of New York has the right, under the Federal reserve 
act, to examine member banks, it has been the practice to accept the examinations 
and reports of the comptroller's examiners. The board reposed confidence in these 
examinations and felt that an independent examination by an examiner of the Federal 
reserve bank would be an unnecessary duplication of work and expense. 

We are surprised that such developments should have taken place in a national bank 
under your supervision and wonder why it is that your examiners did not discover 
and report these conditions at an earlier date. While ins true that values may have 
declined since the date of the previous examination, the practice of making such 
large loans to insiders is a bad one, regardless of valuations. At the request of several 
members of the board, I wrote you a few days ago asking when these dangerous ten-
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dencies had been ·first discovered, and we had hoped, for the sake of the record of 
your office for vigilance and efficiency, that they might have developed only since 
the date of the previous examination. In your letter of the 12th instant, however, 
you state .tha~ "c~>nditions in this bank grew pro~reBB~vely worse between the time of 
the exammatlOn m October, 1919, and the exammabon In August, 1920." and point 
out that the discount lines of several corporations in which officers and directors of 
the bank were interested were increased between the dates of these two examinations. 
Allowing for these increases, it still appears that it was the practice of the bank, as 
far back as October, 1919, to lend large amounts to officers and directors and to their 
affiliated interests, although you state in your letter of December 28, 1920, that your 
attention "was recently directed" to these conditions. 

Very truly, yours, 
W. P. G. HARDING, Governur. 

Han. JOHN SKELTON WILLIAMS, 
Comptroller oj the Currency. 

Mr. WILLIAMS. Upon receipt of that letter I addressed the follow
ing communication to the governor of the Federal Reserve Board 
[reading]: 

Han. W. P. G. HARDING, 
JANUARY 17, 1921. 

Governor Federal Resert'e Board. 
DEAR Gov. HARDING: I have the pleasure of acknowledging receipt of your letter 

of the 13th which I have read with the attentive care demanded by the tremendous 
importance of the subject under consideration. Let me urge that all technicalities 
and discussions of actual or supposed delinquencies or errors, by any of us, are at this 
time immaterial, comparatively. ApportlOnment of blame, if there be any, for 
present conditions may well be postponed and left for the historians and coroners 
sitting on dead events to wrangle over. We are living and responsible officials with a 
task to do and a problem to work out involving the welfare of millions of our fellow 
citizens who have trusted us and of countless other millions of our fellow human 
beings in other lands. 

It seems to me to be our plain, imperative duty to go at this task and problem with 
our whole souls and with all the abilities and force we have, consecrated to, and 
concentrated on, the purpose of averting a catastrophe, and hastening restoration of 
safe and comfortable conditions with the very least possible hardship and suffering 
to individuals, classes, or countries. There are times when a masterly inactivity is 
in order; there are others when active aid or intervention in threatening situations 
may mitigate loss and suffering and avert disaster. 

Your comparison of the financial process through which we have been going to the 
deflation of a balloon is peculiarly happy and appropriate and carries directly to the 
point I am trying to impress on you and my other colleagues on our board. Instead 
of driving a hole into the bag and crashing to earth in wreck and ruin, we should handle 
the valve rOI?e and ballast with anxious and ever-alert care to effect. a safe landing on 
good and sohd ground. Our solemn duty, as of course, you realize, is to conduct the 
operation regardless of political, sectional, or individual feelings, of pride, of opinion, 
prejudices, preferences, and even of precedent and historic accepted rules and forms. 

Our entire Federal reserve system is an arrival at wisdom and utility by abandon
ment of precedent and of methods and rules formerly approved by the business and 
financial world through many decades. In instances cited in your letter to me and 
in mine to you, crash and failure have been prevented by intelligent disregard of 
precedent.. The Constitution of this Republic is the result of the purpose of thoughtful, 
faithful, forward-lookin~ men to devise new ways of curing and averting old evils. 
The genius and inspiratIon of our people are toward the same end. I am eager to have 
us hold fast to that which is &<>od provided it can be made to fit actual and present 

,conditions, while refusing to lle fettered and hampered by precedents, customs, or 
rules which seemed perfectly sound before the development of steam and electricity. 

In my letter of December 28, to you, as you may recall, I referred especially to 
action along this line by the board itself, I said: 

"The policy adopted by the Federal Reserve Board a year ago was successful in 
aiding in bringinl{ about an orderly deflation. The skyward movement of prices was 
halted and the pnce tendency for many commodities was duly reversed." 

In my press statement of July 31, 1920, to which you subsequently referred, I also 
,said: 

"The action of the Federal reserve banks in restricting extension of credit for non
, essentials and luxuries and in encoura"oing increased I?roduction in commodities most 
needed has been distinctly beneficial and has, it is beheved, been a material influence 
in reducing the high cost of living far and wide." . 
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The record seems to show that we are all agreed on the necessity 'and propriety of 
releasing our thought from trammels of precedent and custom while seeking ways for 
relief and safety with the least possible loss. That being true, it is for us to give 
thoughtful and respectful attention to every suggestion from a respectable and respon
sible source, with the earnest hope of finding an idea that may be valuable in aiding 
us to serve our people and Government rather than with impulse to discover a flaw or 
pretext for criticism or condemnation. Therefore, I ask you to read more carefully 
~hat I did myself the honor to present, in my letter of the 28th, regarding the rate of 
mterest charged by Federal reserve banks to member banks on loans secured 'by 
Liberty bonds. You describe this as "essentially uilsound" and as reason for your 
objection sar.: 

'Many billions of these bonds have been paid for in full, and the effect in the 
present circumstances of a Federal reserve bank discount rate of 4l P!lr cent on paper 
secured by Libe~ bonds would be to induce a temporary and artificial ease in the 
money market which could not be sustained, because the lending power of the Fed
eral reserve banks has its limitations, and which might result in a temporary revival 
of the speculative spirit which was so strongly in evidence 14 months ago and which 
had such an unhappy effect upon the commerce and business of the country." 

Perhaps my suggestion was not clearly expressed. Evidently, and much to my 
regret, you have misinterpreted it. I asserted the opinion that the board" would be 
justified in reducing the rate of interest which was being charged by the Federal 
reserve banks on the loans offllember banks secured by Liberty bonds from the preS-: 
ent rates of 6 per cent and 7 per cent to a uniform rate of, say, 4l percent." Cer
tainly I did not intend to suggest that the doors be thrown wide open and reserve 
banks acceyt all loans offered secured by Liberty bonds and discount them at 4! 
per cent. do not think my language can be construed fairly as meaning any policy 
of that kind. If you will be kind enough to recollect, you will confirm the assertion 
that in my conversations with you I have advocated reduction of the rates of interest 
on loans secured by Liberty bonds already owned and in the bank. I have contended 
that this would be·a grateful relief to the banks and to their customers who have 
borrowed for legitimate and constructive P1l11'oses, and an encourBgfment to the 
patriotic people who have bought Government bonds and find them now valued far 
below par. I am quite sure your own memory and more careful perusal of the part 
of my letter to you referred to will convince you that I never have suggested or 
favored the policy of taking all loans that might be offered secured by Liberty bonds 
at lower rates or any rate. -

As all of us know, there is a line between making money easily obtail1Qble for those 
needing it for purposes useful to the country and its commerce and able to offer fair 
security on one side and on the other side putting it within easy reach of those who 
would waste and misuse it. That is the line of safety. There is a line, also, between 
conserving our capital and resources br the use and stimulation of legitimate produc
tive business and locking it so tightly, with high interest rates, or otherwise, as to 
paralyze or cripple all business. As I understand our functions and responsibilities, 
we are seeking and feeling for these lines. If 1 am not as much mistaken in your 
position as·you seem to me to be regarding mine, you favored, last summer, a very 
material reduction in rates of interest on loans secured by Liberty bonds. You urged· 
on me the hardship that the rates then charged on such loans inflicted on one prominent 
national bank in the sixth Federal reserve district which has been conspicuously 
liberal in purchases of Government bonds. You doubtless remember the formalr9!lolu
t,ion of the board of the Federal Reserve Bank of Atlanta passed in Julr last, urging an 
arrangement by which there would have been a reduction of the Interest rate on 
member bank loans secured by Liberty bonds already held by the bank. And I am 
sure you will also recall your telegram to the Atlanta Reserve Bank in July, 1920, over 
your own signature, expressing approval of their plan, including the 4l per cent rate 
on member bank loans secured by Goverument bonds, and that you said to the AtaInta 
bank, in part, that you "believe board is likely to approve plan substantially as out
lined Vt your tele~am', but it will probably be several days before matter is definitely 
decided." The aifference between us appears to be that you have concluded that 
the policy I understood you formerly to approve and advocate is "essentially unsound" 
while my thought and observation have taught me to believe it thoroughly sound and 
necessary, within the limitations I have described. 

Regarding the· progressive rate now in operation hi three Federal reserve dis
tricts, I know, of course; as you say, that "the board did not insist that the progres
sive rate be applied in any district, but permitted those Federal reserve banks which 
desired to put it into effect to do so." Nevertheless, I can not conceive that the 
board intended to acquit itself of responsibility and divest itself of further power in 
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making the adoption of the progressive rate optional. Surely we can not sanction 
or permit, the starting of an apparatus and look on with calm indifference and w:.. 
sumption of helplessness if it should begin to run wild and automatically make havoc. 
Whe~ ili;e progressive r8;te begi;'ls to operate so as to c~mpel the member banks in 

some dlBtnctB who are domg therr best to care for the mterest and welfare of their 
cUBt?mers as well as themselves to pay to the Federal reserve bank interest on a 
portion of their loans as high as 50 per cent or 75 per cent per annum, or higher, it 
is about time, in my judgment, for the Federal Reserve Board to intervene and re
duce the rates. 

I must make my respectful protest against any policy which permits the imposi
.tion by Federal reserve banks on member banks of any such rates as those shown in 
the memora~dum whic~ I received from the board, dated January 5, 1921, showing 
that one national bank m Alabama had, 'afew months ago, been assessed under the 
"graduated -plan" a rate of 80 per cent in excess of the normal rate, in one excep
tional casei and where another bank in MissiBBippi had, in November last, been 
charged by its reserve bank as high as 22 per cent, and a bank in Colorado, dealing 
principally with farmers, an interest rate as high as 22! per cent per annum, on the 
so-called "progressive" plan. 

You say m your letter: 
"Apparently you hold the view that the decline in prices has been caused by re

striction of credit on the part of the Federal reserve banks and by the member and 
nonmember banks of the country." 

With all due respect, allow me to say that I see no basis for this deduction, especially 
in view of the clear-cut and categorical statement made by me in my letter to you 
of October 18, 1920, and quoted again in my letter to you of December 28, 1920, in 
which I said: 

"In my opinion, the declines which have taken place in co=odity values in the 
past six months have been due primarily to the operation of natural causesi and 
these declines in orderly manner have been facilitated by the policies pursued by the 
Federal Reserve Board during this period. The recession from .the Ull1l8.tural prices 
whkh prevailed in the case of so many commodities was desirable and inevitable, 
and it was proper that the Federal Reserve Board should have endeavored to have 
this decline proceed gradually, rather than by withholding all restraint, making 
possible later on a collapse and disaster." -

Co=enting on my statement that the reserve banks have an unused lending 
power, without reducing the reserve requirements, of about $700,000,000, and that 
by waiving or reducing their requirements as to reserve by only 10 per cent their 
lending power could be increased to about two and one-half billion dollars, you say: 

"You have made this statement publicly on two or three occasions durin~ the past 
six months, and while we do not question your motives in giving publiCIty to the 
statement, we regret your action in doing so and feel that the effect has been harmful, 
for it has undoubtedly given rise to false expectations and probably has caused holders 
of commodities, which could have been liquidated several months ago at prices much 
higher than those now prevailing, to hold on in the hope that the board would adopt 
a policy of inflation in an attempt to sustain or advance prices." 

You, of course, do not question the absolute correctness of my statement, but I 
understand you to have regarded it as inopportune to give the facts to the public 
as I did. With all due modesty I must say it is my opinion, and I may say, my 
conviction, which I will also add is supported by the views of many of the best and 
most experienced bankers and business men in the country, that the promUlgation 
of that statement at that time was of much value to the country and probably aided 
in preventing a more sudden smash and collapse in values than has taken place. 

You speak of my reference to the very great shrinkage in values whiell has occurred 
durin~ the past year, and your comment is that I have omitted to refer "to a corre
spondmg expanSIOn of values which took place earlier." 

Let me try to impreBB on you again that I am not seeking a debate on abstract 
questions and would regard recriminations, attempts to irritate or injure individuals, 
or exchanges of charg('s and countercharges as beneath the dignity of a vast cohdition 
with which we must deal. We look with proper contempt on officers and rulers 
who have lost empires by ignoble s.quabbles at the climax of battles. I am trying 
by entirely frank methods to bring about courageous, prompt, effective action after 
honest, conscientious facing of facts and study of all possihle plans and propositions. 
In my view as a general proposition the more the intelligent J?eople and leading forces 
of the country are told of the realities of their affairs and Bltuations the more prac
tical wisdom and help we will get for our work. A policy of secrecy in public affaire 
is hardly ever justified except by actual state of war. 
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And I can not lII.'e that any former expansion of values, however artificial or exag
gerated, would make an excuse for us if we aided in, or by inaction allowed, such 
rapid and extreme shrinkages as would mean general collapse and ruin. Perhaps 
the supreme test and finest achievement of statesmanship is in saving the people 
from the worst consequences of their own mistakes. In this present si tuatlOn the 
vast majority of thol!B on whom the ruin would fall are those in no way responsible 
for the conditions that caused it. I do not think we would prove ourselves fit for 
the important work intrusted to us if we stood content to remind thousands suffering 
from hunger and cold that some profitet'rs and speculators and a few others produced 
and many partook of a surfeit last year. The gain in prices may have been fantastic 
and largely on paper, but the loss, coming flO swiftly, produces very real distress for 
hosta of good peop'le, including women and children. We can not cure or palliate 
destitution by philosophizing or explaining or proving that it comes obedient to the 
laws of I?olitical economy. 

Any 810S or faults, real or supposed, of mine or any other person are now immaterial. 
I am no more concerned by the suggestion of neglect of duty in the matter of the 
New York banks than I am in your remarks on my omission of the word" comptroller" 
after my name in my letter to you~ Such matters do not interest me at this moment. 
I hope you will pardon me for confessing that to me they seem trivial. In my view 
all of us should be more intent on reaching a definite conclusion and applying reme
dies for the troubles existing and the worse threatening than in making points of 
argument and innuendo among ourselves when we differ. Yet, as the New York 
banks' matter bas been brought into the record, by me merely to illustrate conditions; 
by you to suggest that I was responsible for the conditions I described, it is neceasary 
for me to state the facts here. 

The figures I gave in my letter were obtained from official records of the Federal 
Reserve Board, and I do not understand that their accuracy is questioned. You 
submit, however, a table showing "borrowings from Federal reserve banks" by five 
certain banks in New York as compared with the borrow;ings of all member banks in 
six reserve districts. The figures which you give as to the borrowings by the member 
banks in these six districts differ from the figures which were furnished me by the 
board, because, as I understand it, the figures embraced in your letter now include 
rediscounts and contingent liabilities of the banks and those furnished me by the 
board and bsed by me I now understand from you were exclusive of rediscounts. 
Nevertheless, these differences are negligible for the purposes of this discussion. 

I think I should, however, call your attention to the fact that in reporting the 
borrowings from Federal reserve banks by certain New York City banks you appear 
to have omitted the "acceptances" of these banks which were discounted by the 
New York Reserve Bank which, if added to the 8um total, would materially increas& 
the accommodations granted to these New York banks. The amount of acceptances, 
etc., which your table omits a~egates over $30,000,000 and would increase the 
accommodations of one of the New York banks to $134,545,000 and of another to 
$128,496,000. It therefore appears that each of these two banks had obtained from 
the reserve bank at New York considerably more money than all of the member 
banks combined in either the Minneapolis Federal reserve district or the Dallas 
Federal reserve district, or the Richmond Federal reserve district at that time. 

It also appears that there were at least four individual banks in New York City of 
whose paper the New York bank.had ,taken in each case an amount in excess of the 
total loans and rediscounts made to all the member banks in the Dallas reserve district, 
which embraces the State of Texas and parts of the States of Louisiana, Oklahoma, 
Arizona, and New Mexico. 

You suggest that my statement to the effect that the New York City banks wt're 
being lent huge sums of money during the past 12 months at average rates of probably 
less than 6 per cent while they in turn were lending to others many millions of dollars 
at 20 per cent, 25 per cent, or 30 per cent is calculated to give a wrong impressionl and you state that if member banks have been borrowing since the rates were raisea 
last January at less than 6 per cent it has been on paper secured by Treasury certificates 
SOIlle of which have been drawn 51 per cent and BOme 51 per cent. The point im
presses me as distinctly trivial, if you refer to the fraction under 6 'per cent at which 
the New York banks have been obtaining money. If the banks 10 New York had 
been paying for the funds even 7 per cent it is my opinion that the rates of 20 per cent, 
25 per cent, or 30 per cent which were charged by BOme of those to which the New 
York reserve bank was lending most largely at times were wholly indefensible, but 
as I have set forth my views on this particular aspect of the case very fully and pub
licly, and have discuBBCd the subject again in my annual report, it is hardly worth 
while to go into that matter further at this time. 

You say: 
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"We believe that the theory that discount transactions should yield profit to th 
member banks is a fallacy which owes its wide credence in part to the fact that th 
Federal reserve banking system, which has some of the attributes of a central bankin 
system, is comparatively new," etc. 

In this view I cordially concur, and there is nothing in my letter to you which woul 
suggest a contrary opinion; at the same time I venture to suggest that the executio 
or imr0sition of excessive or high rates by Federal reserve banks not only occasior 
actua loss to member banks whose eligible paper may have been discounted by theI 
at rates less than those exacted by the reserve banks but the announcement an 
prol;llulgation of ~gh rates may have a very damaging psychological effect upon th 
buslDess commumty. 

In the conclusion of your letter you refer to a certain New York bank to which 
had directed your attention, to which the reserve bank had loaned more tha 
$100,000,000. I had,pointed out to you the excessive loans which this bank was mak 
ing to a group of its officers and to their allied interests which impressed me as bein 
excessive and unwarranted. ' 

. In reply to these suggestions, you say: 
"We are surprised that such developments should have taken place in a l}.ationa 

bank under your supervision and wondey why it is that your examiners did not die 
cover and report these conditions at an earlier date. " 

May I in all kindness remind you that in my letter to you of January 12 (whicl 
you had received before you wrote me your letter of the 13th instant with the state 
ment I have above quoted) I showed that the national bank examiners criticized th 
officers of the bank referred to for various unsatisfactory conditions which they die 
covered at the time of the October, 1919, examination; and a report of that examina 
tion, showing the heavy loans to officers and their allied interests and other matter 
of criticism, was, I understand, submitted in due course to the Federal teserve banI 
at New York. 

My letter to you of January 12 also informed you very clearly that between th, 
time of the examination of October, 1919, and the examination of August, 1920 
conditions in the bank had grown progressively worse; and as a result of the repor 
made by the examiners in August, 1920, this bank has charged off losses aggregatinl 
approximately $10,000,000. 

During the period from October, 1919, when the bank was so properly criticized 
and August, 1920, when the bank examiner returned for another examination, tht 
New York Federal reserve bank was lending that particular bank, as I understanc 
it, huge sums of money continuously, and the reserve bank was in position to infom 
itself at any time it saw fit to do so as to the concentration of loans, the characte: 
of the bank's business, and all other matters of criticism, and to be governed accord 
infYly in making its loans. 

lfhe concluding para~aph of your letter Bays: 
"Allowing for these increases, it still appears that it was the practice of the bank 

as far back as October, 1919, to lend large amounts to officers and directors and tc 
their affiliated interests, althongh you state in your letter of December 28, 1920 
that your attention 'was recentlv directed' to these conditions." 

Do you think it quite fair to 'convey the impression by your statement that thE 
matter of excessive loans was a subject which only recently received the attentioI 
of this office, when I had informed you exp,licitly jn my letter of January 12 (whicli 
you had already received and read) that 'the attention of the management was iI 
October, 1919, directed to the large prol?,ortion of capital and surplus Which Wa.! 
employed in loans to officers and directors' ? 

May I, as apropos of your criticism, remind you that as long ago as January 28, 
1920, I brought earnestly to your attention the case of another banking institUtiOI 
in New York City to which the advances by the reserve bank of New York had beell 
particularly heavy. I pointed out to you in that letter (which I requested you tc 
bring to the attention of the board) that "the Federal Reserve BanIC at New York 
had loaned or rediscounted for the --- on December 31, 1919, an amount equal 
to nearly six times the capital of the Federal reserve' bank of New York; about 
250 per cent of the capital and surplus of the Federal reserve bank of Ne\v York 
and that more than one-seventh of all the bills rediscounted for all member banks 
and all those purchased in the open·market at the end of December, 1919, were for 
the benefit of that particular institution." 

In that same letter I said: 
"These figures also show that the Federal reserve bank of New York was lendin~ 

to --- at the close of December, 1919, an amount in excess of the total loans ana 
discounts made as of December 26, 1919, to all of their member banks by either the 
Federal reserve banks of St. Louis or Minneapolis, or Kansas mty, or Richmond, 
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or Atlanta, and about twice as much as the aggregate of allioails and discounts and 
purchased paper held at that time by the Federal reserve bank of Dallas." 

I took the liberty of saying to you then that--
"This is a concentration of the funds of the reserve system with one debtor bank, 

~nspicuous fo~ its. speculati".e ?perations and promotions, :which, in my judgment, 
18 not only not Justified, but distlDCtly dangerous, and I feel It my duty to register my 
strong dissent from a continuance of such conditions as these, by' writing you, as I am 
doing, as an ex officio member of the board. I trust you will find time to make a care· 
ful analysis of this situation. With BUch facts before us concerning the comp-any's 
condition as I have here undertaken to bring to your attention, our responsIbility 
becomes serious and very real. I think it would be well to apprise the board of this 
situation. " 

I have several times during the past year urged u:pon the board the desirability of hay
ing a thorough examination of that debtor institutIOn made, either by the examiners of 
the board or by the examiners of the New York Reserve Bank, for it seemed to me we 
were on notice as to the "unconservative" methods of that institution and of its 
officers. 

I also took some J?lUns to analyze fcr the board's information, certa,in conditiOI:s 
which were revealed lD an examination of that institution by State banIci.rig authorities, 
and I have brought to the board's notice certain loans amounting to millions of dollars 
secured largely on speculative stocks which were obtained by the :president of that 
member bank to which the New York Reserve Bank's accommoda~ons had been so 
particularly heavy, from banks under my supervision, and I also caIIed your attention 
to a particular loan of about $7,000,000 made by three member banks,including the 
institution ofwh~ch that borrpwing official is president, to a syndicate in whjch he is 
heavily interested. Reports in possession of the board show that this particular 
banking institution was lending many millions of dollars in slow and doubtful loans 
to Us own officers or to syndicates or coryorations in which officers of the banking 
institution were interested at the same tlme that huge advances were being gotten 
from the New York Reserve Bank. 

I should not have referred here to this instance and to the concentration of loans 
to its own officers and their allied interests by this heavy debtor of the New York 
Reserve Bank were it not for the "wonder" you express as to why examiners under 
my supervision did not discover and correct certain conditions in a national bank 
uyon which you comment in your letter. in regard to which the record shows admoni· 
tiOns or warnings were duly given by this office. As far as I am advised, no inde
pendent examination of the institution to which the reserve bank has been making 
these huge loans (and which is not under the comptroller's supervision) has as yet 
been made by the board or the reserve bank of N ew York. 

Please do not take this as a criticism of the board for omission to examine or act, 
for I prefer (after bringing the matter before yOU in the past as I have done) to assume 
that you have gotten sufficient asBUrances (of which I have not been informed) to 
satisfy you that matters in that institution are now quite as they should be. 

I may add in conclusion as to that particular banking institution that.its accom
modations from the Federal reserve bank at New York at the time that I brought the 
matter to your attention, a year ago, aggregated (including about $9,000,000 in accept
ances) $127,418,000. 

For the purpose of comparison it appears from the Federal reserve official bulletin 
that the total amounts of loans and discounts outstanding about the same time, or, 
Bay, on 1anuary 2, 1920, to all of the member banks in their respective districts (aggre
gaUng some five or six thousand banks) were lIB follows: 

Federal Reserve Bank of-
St. Louis ....................................................... $60,858,000 
Kansas Cio/ .................................................. ,... 88,176,000 
MinneapoliB"'~'T"""'''''''''''' .•••••...•.....• :............ 71,380,000 
Dallas.................. .••..•.•.•...•...•.....•...•............. 67,135,000 
Richmond ................................................. : .•... 108,448,000 
Atlanta...................... .................................... 88,724,000 
San Francisco.............. ................ ...................... 74,237,000 

That one institution (whose loans were so largely employed in speculative under
:akings) was borrowing at that time from the New York Reserve Bank practically as 
nuch money as the aggegrate amount which the two Federal reserve banks of Minne
Lpolis and Dallas were lending to all their member banks in the States of Minnesota, 
Ilorth Dakota, South Dakota, MClntana, Texas, and parts of Michigan, Wisconsin, 
l.ouisiana, Oklahoma, New Maxicc, and Arizona. 
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As far as I am t!oncerned, no one need trouble to read the somewhat detailed and 
necessarily lengthy observations regarding the New York banks, evoked by criticisms 
of my official conduct toward them, which seem to me entirely irrelevant and which 
I hope I have proved to be unwarranted. The really important question for us is 
whether we can do something to end or alleviate the great depression in the business 
of the country which is obvious and in danger of growing worse unless we lead in 
some policy of relief and encouragement. 

If anybody anywhere can suggest such a policy either in line with the suggestions 
I have ventured to make, or entirely different but J?romising improvement I will 
give it the most careful and conscientious study and, If at all possible, my most cor
dial approval and cooperation. For one. I am not content Wlth the present condi
tions and outlook. I can not be while I know so many innocent people are suffering 
and the number of sufferers, in all ranks of life, increase; while our country is forced 
to stand seemingly helpless to give to other countries and people the aid which our 
inherent strength arid comparative i=unity from the destruction of war entitled 
them to hope from us. 

Your letter indicates some skepticism as to the reports of embarrassments and suffer
ing which reach us at Washington from various sections of the country and to some 
of which I referred in my letter to you ·of the 28th ultimo. Perhaps your skepticism 
may be justified in some instances, but on the other hand we sometimes find actual 
conditions more extreme than have been represented. 

I am informed by a chief national bank examiner that in one State in his district 
there have been 37 State bank failures since the 1st of November last, and that he 
hears other State bank failures are impending and their closing temporarily deferred 
because of a shortage of State examiners to place in charge of them. I am happy 
to inform you, however, that in that particular State ana in that entire district. em
bracing three States and parts of several others, there has been no national bank 
failure for more than three years, although a number of failures have been directly 
prevented as a result of extraordinary exertions and action on the part of our examining 
force. 

As one indication of the demoralization existing in ~eneral business, let me direct 
your attention to an official statement given out, within the last 30 days, under the 
auspices of the chamber of co=erce of the State of New York, probably the most 
importOlnt commercial body in the country, stating that owing to the cancellation 
and attempted cancellations of contracts, merchandise with an estimated value of 
$3,000,000,000 is now'choking warehouses, and on steamers, and on piers and in rail
road cars, the ownership of which is disputed; and of this vast mass of merchandise 
it is reported that about $1,000,000,000 worth is lying in foreign lands, a large per
centage of which may ultimately find its way back to this countrY1 to depress still 
farther our own glutted markets, where consumption because of fnght and general 
demoralization has already reached such an extremely low level. "Meantime," said 
the report, "litigation is increasing on all sides." 

Investigations and reliable reports indicate clearly to my mind that it will be neces
sary for the Federal reserve system to relax in the matter of credit extension and pro
vide their member banks more liberally with funds, and on a fairer basis than is 
sometimes charged on the "progressive" plan, in order to enable member banks in 
the agricultural districts of the West and South, the Southwest and Northwest to 
supply the farmers with the wherewithal to make their crops for the ensuing season. 

Despite the impoverishment and money scarcity now existing in so many parts 
of the country, the Federal reserve banks, as a whole, are now, as the official records 
show, abundantly supplied with funds. In fact, their unused lending power, which I 
referred to in August last as $750,000,0001 has now increased to about $1,200,000,000 
and a reduction or waiver in reserve reqmrements of not over 10 per cent on deposits 
and notes would now bring their total unused lending power up, at this time, to more 
than $3,000,000,000. . 

It is entirely true that I wish to go on record, as have other members of the board 
repeatedly from time to time in the past in presenting their views in writing as impor
tant subjects have been considered. I wish to be recorded definitely as having done 
my utmost to urge our board to saving and palliative action and consideration for the 
trouble of the public and thereby at least free myself from the censure that will fall 
on us with crushing force if we omit any possible effort to mitigate present and real 
suffering or to avert disaster, although the consideration of personal exculpation is, 
of course, slight and negligible in comparison with my matn purpose and hope, which. 
are to obtain from the board some prompt and effective actIOn for relief. 

After writing you on December 28, 1920, I thought it desirable to furnish copies of 
that letter, confidentially, to the chief national-bank examiners, who are in daily 
touch with the banking and business situation, who are all men of large experience, 
of high character, and exceptional ability, and whose opinion upon the subject should 
be valuable. 
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The repliel! which ~ have received aid in ,:onfirming my conYiction as to the correct
ness of the VIews which I expressed to you m my letter, despite the fact that my dis
tinguished colleagues on the board appear not to be in accord with them. For your 
informatio.n and for their information. howm:er, I ~ll take the li~erty of giving you 
the followmg excerpts from some of the rephes which have come mto me from chief 
examiners in this connection for such consIderation as you may think they deserve. 

The chief examiner in one of the great agricultural districts said: 
"The fears you expre38ed as to what the results would be unless policies which aided 

in the unprecedented deflation should be revised to meet the present changed condi
tions have been more than realized, in that conditions have grown and are still growing 
steadily worse. Failures of banks and business houses within the last 60 days have 
been going on at an alarminl; rate, and reports indicate that this will continue unless 
prompt action of some kind 18 taken. Many pitiful occurrences such as you describe 
have taken place, and as far as it applies to this section your presentation of the case 
is not in any sense exaggerated. • 

"The best means for remedying the situation are not cll!!\r, but your recommendation 
that a Federal reserve bank rate of 4! per cent on loans secured by Liberty bonds and 
a 6 per cent rate on commercial and agricultural paper, it is believed, would afford 
some real relief. * * * 

"Your letter is regarded as most timely." 
The chief examiner for another district, where manufacturing and commercial 

interests predominate, said: 
"it is a timely communication, soundly based upon the fundamentals of existing 

conditions, and offers constructive suggestions for the prevention of the prostration of 
our business life, for the minimi7.ation of 10BBe8 to our manufacturers, merchants, and 
farmers.-who in the main are innocent and patriotic bystandenr--forthe maintaining 
of our international financial position through the keeping of our own house in order, 
and for the continuance of confidence of the public in the Federal reserve bank and 
the continuance of its control of our credits--necessarilyrelinquished during the war-
for which it was designed. * * * 

"No more oJll>ortune time could exist.for the adoption and announcement of wise 
policies. * * * 

" New and additional credits will have to be made to borrowers for legitimate purposes. 
Our mills will have to run and our crops will have to be grown, but the credits for such 
purposes should be within reason and on the basis of proper costs. Those credits 
should be available for the whole country alike and at about the SlIme rates. If there 
is a larger demand in one section than can be supplied from that section the central 
reserves should be available, if the delUand if! a legitimate one. If it is not legitimate, 
there is no reason to meet it. * * * The reserves of one section should not be 
available for credits extended in that section for speculative ventures when there is 
a dearth of funds in another section for legitimate enterprises * * *." 

Another particularly well-informed chief examiner in an important and extensive 
district writes: 

"I do not think that you have 1lUt it too strongly in advocating that the Federal 
reserve system must deal with conditions as they are, recognizing that there is inflation, 
abuses, and admittedly disproportionate credit extension, but that the action taken 
by the Federal reserve banks means, so to speak, life or death to the various financial 
communities, and remedies must be suited to each case with fullest consideration of 
present strength or weakness. * * * 

"I believe the facts, as you have presented them, if set before representative men 
who have the interests of the entire country at heart, should make them feel it their 
duty to urge and secure whatever remedial legislation may be necessary, so that one 
section could not have such unusual accommodations while others, particularly rural 
communitites, are facing a fight for existence. It is situations such as three that are 
provocative of the social unrest, giving the agitator and the political montebank a 
basis for great exaggeration. " 

J respectfully ask that this letter be considered at the next meeting of the board, 
which, in response to my inquiry of the 14th instant· (following the receipt of your 
letter of the 13th, replying to mine of the 28th ultimo), you informed me is to be held 
to-morrow. 

Very sincerely, yours, 
JOHN SKELTON WILLIAMS. 
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The CHAIRlIIAN. Mr. Williams, may I ask you' how long Will it take 
you now to present the matters you have in mind ~ I want to give 
you every opportunity to present everything that you think would be 
of value to the commission. 

Mr. WILLIAMS. Well, I think I could get through in a couple of 
hours. 

The CHAIRMAN .• If it would take a couple of hours, I think we had 
better take a recess until to-morrow morning. Without objection, 
the commission will stand in recess until 10 o'clock to-morrow 
morning. 

(Whereupon, ,at 5.15 o'clock p. m., Tuesday, August 2, 1921, an 
adjournment was taken untU 10 o'clock a. m. of the following day, 
Wednesday, August 3, 1921.) 
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WEDNESDAY, AUGUST 8, 1921. 

CoNGRESS OF THE UNITED STATES, 
JOINT CoMMISSION OF AGRICULTURAL INQUIRY, 

Washington, D. O. 
The joint commission met, pursuant to adjournment, on yesterday, 

at 10 o'clock a. m. t in room 70, Capitol Building, Representative 
Sydney Anderson (Chairman) presiding. 

The CauRMAN. The commission will come to order. 
Mr. Williams, you may proceed. 

STATEMENT OF HON . .JOHN SKELTON WILLIAMS, FORMER 
COMPTROLLER OF THE CURRENCY-Resumed. 

Mr. WILLIAMS. Mr. Chairman and gentlemen, in looking over my 
papers yesterday afternoon after the close of the session, I found that 
there was one table to which I referred which I had not handed over 
to the official reporter. I shall do so now, with your permission, and 
read the same. 

The ClIAmMAN. H there is no objection, you may proceed. 
Mr. WILLIAMS. This is a brief table showinR the total amounts of 

"agricultural paper" and "live-stock paper held by all Federal 
reserve banks on the last Friday of each month for the last five 
months of the years 1921 and 1920. 

The QRAmMAN. Does that show an increase or decrease during 
those five months 1 

Mr. WILLIAMS. That shows an increase from May, 1920, to May, 
1921, of I should say about 60 per cent; from $140,000,000 to $229,-
000,000. The percentage of increase is very handsome. The actual 
increase is not so impressive. These figures may go into the record, 
may they, Mr. Chairman ¥ . 

The CiIAmMAN. Yes; without objection they may go in. 
(The table of figures referred to is as follows:) 

Total amounts of agricultural and liv&-Btock paper held by aLZ Federal reserve ban7cB on the 
last Friday ofetreh monthfor the last 5 months of the years 1921 and 19tO. 

[Taken from Federal Reserve Bulletin.) 

1921 1920 1921 1920 

January .............. $229,000,000 
February ............. 220,200,000 
March ....... __ ....... 222,500,000 

$56,800,000 April. •••• : ........... $230,300,000 $106,200,000 
67,100,000 May •••••••••••••••••• 229,400,000 140,600,000 
74, 600, 000 
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Mr. WILLIAMS. The figures in this table, Mr. Chairman, rather 
remind me of the percentages of increase which were shown a few 
years ago in certain llarishes in the diocese of Virginia. The annual 
report of t~e bishop showed. that certain small parIshes were showin&" 
,enormous mcreases, some 100 per cent and some 150 per cent ana 
some 200 per cent, while the flourishing parishes in the large cities 
,showed increases of only 5 or 10 per cent. Some one was struck by 
the comparison and investigated to get at the real facts, and he 
found the explanation. It appears that in some of those remote con
gregations there would he one year, perhaps, reported one com
municant; the next year it would he two, and the percentage of in
crease was placed at 100 per cent, without the actual figures. In 
,another case there would be two communicants, and it would be 
increased to three,and the increase would he 50 per cent. These 
increases of the advances to the agricultural districts remind me very 
much of those parishes. , 

It is true that the figures show an increase from $140,000,000 to 
:$229,000,000 from May, 1920; to May, 1921, but how pitifully small 
those percentages are, compared to the total loans to the business 
interests of the country; and how small they are when compared to 
the total loans and discounts made by all the reserve hanks. 

The $229,000,000 amounts to hardly as much as this Government 
spent in the closing days of the war in five days. The total loans of 
the national and State banks of the country, I suppose, amount to 
$30,000,000,000 or $40,000,000,000. And when you consider the 
help extended through the reserve banks on a!ITicultural and live
stock paper, and compare this $230,000,000 with all the loans in all 
the banks, of $40,000,000,000, you realize that the farmers and live
:stock raisers are not drawing very heavily on the banks, or if they are 
drawing upon them their drafts are not being honored. 

Representative FUNK. Can yeu give us that situation in the 
total amount rediscounted by the Federal reserve banks ~ 

Mr. WILLIAMS. The figures which are available to me and which 
are drawn from the Federal Reserve Bulletin, and which I have just 
placed in the record, show a total of $229,000,000 of agricultural 
paper and live-stock paper having a maturity of over 90 days. 

Representative FUNK. What was the total amount outstanding 
-during that time of all kinds of paper ~ 

Mr. WILLIAMS. That is in the record already. I will have to look 
it up in order to give that to you. . 

Representative FUNK. I wanted to get it in here in order to get 
the contrast. , 

Mr. WILLIAMS. At yesterday's hearing I called attention to the 
-fact that-I think it was in Novemher, 192o-the total loans and 
rediscounts and acceptances purchased hy the 12 Federal reserve 
banks aggregated about $3,000,000,000' so that the agricultural 
paper and live-stock paper represented about 8 per cent, or scarcely 
8 per cent, of the total accommodations granted hy the Federal 
reserve banks, which is a very small percentage, if that IS all, when we 
.consider the value and inv-ested capItal in agriculture and live stock; 
.and the fact that it is claimed that 43 per cent of the population 
.of the country are engaged in agriculture. 

The CHAIRMAN. You gave 'the figures of $3,000,000,000 as repre-
;Benting the total discounts ~ , 
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Mr. WILLIAMS. Loans, discoUnts, and acceptances, as I recall it. 
The CHAmMAN. As of what date~ 
Mr. WILLIAMS. November, 1920. I think it was abput the maxi

mum at that time. 
The CHAmMAN. That total, however, has been very much reduced 

at the time of this compilation of $229,000,000. -
Mr. WILLIAMS. I woUld like to put into the record another table, 

Mr. Chairman, There has been considerable contraction, but I 
would like to put into the record another table, which answers that 
question. 

The CHAmMAN. Very well. _ 
Mr. WILLIAMS. I have the statement here: I have taken this 

from the New York Times. It shows that on July 20, 1921, the gold 
reserve was $2,508,298,000, as compared with July 23, 1920, when 
it was $1,983,271,000, an increase in the gold reserve of $500,000,000 
or $600,000,000 in _.!'- year. Bills discounted and bills bought, how
ever, between July 23, 1920, and July 20, 1921, instead of showing 
an increase during this period of deflation and contraction show 
$1,710,056,000 on July ~o, 1921, and $2,823,450,000 on July 23, 1920, 
a contraction of a a billion dollars, or more than a billion dollars; 
about $1,100,000,000. The Federal reserve notes outstanding on 
July 20, 1921, were $2,564,613,000, as against, on July 23, 1920, 
$3,118,205,000. The total resources on July 20,1921, were $5,216,-
780,000 as against on July 23, 1920, of $6,075,124,000. 

May I place this table III the record, Mr. Chairman ~ 
The CHAmMAN. Yes; without objection it may go into the record. 
(The table referred to is as follows:) 

Comparative figures, Federal reserve system. 

July 20, 1921. 

Gold reserve ..... _0 ..................... _ ............... ___ ._. __ 0 .... _ .. ____ 0_._ 12,508,298,000 
Bills discounted and bills bought............. .•...•.•. ••• •••.•..•. ••••• 1,710,056,000 

~~~:r~!!:~.~~~~:::::::::::::::::::::::::::::::::::::::::::::::::::: ~:~:;~:ggg 

July 23, 1920. 

11,983,271,000 
2, 823, 450, OO() 
3, 118, 205, 000 
6,075, 124,000 

_ Mr. WILLIAMS. I should can attention, however, to -the fact that 
the amount of Federal reserve notes outstanding at any particular 
period is no criterion of the amount of money in circulation, for the 
Federal reserve notes are largely issued in exchange for gold acquired 
and placed in the vaults of the reserve banks. 

Tlie. CHAmMAN. I just wanted to get the figures, if I could, in 
connection with thiS $229,000,000 of agricultural paper which, I 
take it, was of some date in June. - . 

Mr. WILLIAMS.' That is shown on a table which is in the record. 
The CHAmMAN. The figures for total loans and discounts, includ

ing acceptances for the same month; have you that figure ~ 
Mr. WILLIAMS. It is on this paper, Mr. Chairman, to which I will 

call your attention, with your permission. 
rhe CHAmMAN. All I want to get is the June figure; the total loans 

and discounts for all Federal reserve banks in June. 
Mr. WILLIAMS. In May, 1921, it was $229,000,000, and in May, 

1920, it was $140,000,000, of agricultural and live-stock paper. 
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The CHAIRMAN. What I want is the total loans and discounts. 
Mr. WILLIAMS. That is in another table. I do not have that table 

before me. 
The CHAIRMAN. The figures that I have before me show the total 

loans or assets of the Federal reserve banks at the end of June, 1920, 
as $2,229,000,000. 

Mr. WILLIAMS. I have not those figures at hand. 
The CHAIRMAN. I just wanted to get that into the record so that 

we would have the comparison for the same month. . 
Mr. WILLIAMS. Yes; out I have not those figures, Mr. Chairman. 
Senator LENROOT. The charge is being made constantly that the 

agricultural communities are being discriminated against in . the 
matter of accommodation for loans; what is the significance of these 
two tables which you have just read with reference to that charge 1 

Mr. WILLIAMS. The significance of these tables is that they repre
sent a painfully small proportion of the total loans and discounts; 
that the advances on agricUltural and cattle paper represent a very 
small proportion and have for the last year or two represented a 
very small proportion of the credits granted by the Federal reserve 
banks to the business of the country. 

Senator LENROOT. Oh,. I understand that; but does it indicate 
that there was any deflation or contraction of that amount during 
that time~ 

Mr. WILLIAMS. Assuming that all pa:(>er over 90 days is classed as 
agricultural paper, it has increased durmg the year to the extent of 
probably $100,000,000, but the $100,000,000 increase represents a 
very small proportion of what the farmer had to have to maintain 
himself. 

Senator LENROOT. The question goes back then to whether the 
farmer was receiving what he should have had prior to that time, 
rather than to any question of deflation as against the farmer ~ 

Mr. WILLIAMS. So far as the paper is concerned which is discounted 
by the Federal reserve banks ~ 

Senator LENROOT. Yes. 
Mr. WILLIAMS. Now, it would re9,uire a further investigation to 

find out whether the farmers' credits have been deflated on the 
whole or not. It is conceivable that· while the farmer may be 
getting, or may have been getting, $100,000,000 more-or, rather, 
while $100,000,000 more of farmers' paper was being rediscounted 
this spring than at a certain time last year by the Federal reserve 
banks for the farmers, yet it may be that the farmer may have been 
required to pay up his loans and actually may have gotten less than 
he did before, because the member banks necessarIly loan to the 
farmer large sums of money which they do not obtain from the 
Federal reserve banks. 

Now, as I say, we can oIlly make surmise as to what those actual con
ditions were until we can get the facts from the parties interested. 
Let me illustrate: We will say a certain country bank was loaning 
$100,000 to farmers a year ago, and continued to hold that paper of 
the farmers j suppose that the country bank, owing to restrictions 
and red tape on the part of the Federal reserve bank, has been averse 
to using its farm paper for its rediscounts. The figures in 'that bank 
would show that the member bank, the country bank, has been 
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borrowing on other paper from its Federal reserve bank; perhaps on 
Liberty bonds, which it subscribed to, and has not been using its 
farmers' paper to obtain rediscounts. We will now suppose that 
pressure was brought to bear upon the borrowing bank to sell its 
Liberty bonds. Its reserve bank may have said: "We will- not 
carry them for you any longer; get rid of them." So the country 
bank sells 550,000 worth of Liberty bonds on which it had been 
borrowing from the Federal reserve bank, and gathers together 
550,000 of agricultural and cattle paper and succeeds in persuading 
the Federal reserve bank to- rediscount that paper, and complies 
with the red tape requirements and regulations. That case would 
show that there has Deen an increase of 550,000 of farm paper with 
the Federal reserve bank, while the farmer has not got 1 cent more 
of accommodation. . 

Senator LENROOT. In other words, if the banks did not present 
their agricultural paper to the Federal reserve bank, the failure to 
loan upon them, if they are not presented, was not the fault of the 
Federal reserve bank, but the fault of the banks themselves in those 
cases; on the other hand, the general poliey of deflation adopted by 
the Federal Reserve Board, although agricultural discounts might 
have been increased, might have required the banks to call in the 
loans in accordance with that policy, although the loans might have 
been increased; is that correct ~ . 

Mr. WILLIAMS. Yes, sir. I will also call attention to this aspect 
of the case. Some Federal reserve banks require the member banks, 
not only to put up the face value of the discounts granted to them 
in farmers' paper, or other eligible paper of one kind or another, 
and in some cases they have required the member bank to put up 
a margin of 50 per cent, or 100 per cent. That has been bitterly 
protested by member banks in some parts of the country. You can 
readily see that if that custom is followed, the member banks would -
borrow all the money they could borrow on Liberty bonds, in order 
to loan to the farmers, but might hold the farmers' paper, if they 
have to give such excess collateral. 

Now, I have in mind at this time a country bank in the Southwest 
which claims that it was ruined by the exactions in that respect of 
its Federal reserve bank; that tlie Federal reserve bank required 
them to put up all of their paper in order to get such accommodations 
II.S were accorded them, until they finally had to suspend, and I am 
told that suit is now threatened by the directors of the bank that 
railed-that was forced to suspend-against the Federal reserve 
bank authorities to require them to pay the depositors of the closed 
bank dollar for dollar. I am not familiar with the merits of that 
~ase. That can be ascertained through the proper sources, I am 
lure, by the comlnission. You can find the facts, even though I 
~m not conversant with them, from others. 

But you can very well see how it may be that the country banks 
ind it impracticable to get money on agricultural and farmers' paper, 
f they are required to put up a heavy margin on the one side, or if 
;he red tape is too great on the other hand. 
Represen~a~ive Mn.Ls. Isn't this the ground you covered yester-

lay, Mr. Williams ~ . 
Mr. WILLIAMs. I did not cover it yesterday. 
Representative Mn.Ls. You did not go over this ground yesterday ¥ 
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Mr. WILLIAMS. No, sir; I did not go over this matter yesterday. 
Representative MILLs. You did not touch on the question of 

excessive collateral ~ 
Mr. WlLLI.AMs. Tb,e record is made up of what was covered yester

day. My recollection is I did not cover this aspect of the case. 
Representative MILLs. I just came in now, but I was under the 

impression that yesterday you discussed the question of excessive 
collateral. 

Representative SUMNERS. Mr. Mills, if you will pardon the sug
gestion, what the witness has just stated was brought out by a 
question of Senator Lenroot. 

Representative Mn..LS. I just came in, but I thought the subject 
of excessive collateral was covered. 

Mr. WILLIAMS. We are discussing now, farmers' paper. I do not 
want to impose upon the time of this commission, if I am discussing 
something m which they are not interested. 

Representative MILLs. That was not the purport of my question. 
I wanted to find out whether we had somethIDg new here, or whether 
we are covering something we had covered yesterday. 

Mr. WILLIAMS. I think It is new. 
Representative MILLs. You state now then that there are a: number 

of cases in which excessive collateral has been required ~ 
Mr. WILLIAMs. Yes, sir. . 
Representative Mn..LS. Will you give us the instances 1 
Mr. WILLIAMS. The Federal Reserve Board can give you the 

instances. I have given you one, but the Federal Reserve Board 
can give you as many instances as you may want. 

Representative Mn..LS. Are you In position to give us any other 
instances 1 

Mr. WILLIAMS. I think it is a rule of evidence that you do not 
take second hand evidence, if you can get evidence at :first hand. 

Representative Mn..LS. I am not interested now in whether the 
evidence is second hand or :first hand evidence. Do you know of 
any other instances 1 

Mr. WILLIAMS. I do not know what you have to do with my 
knowledge of the case. I have a good deal of knowledge on this 
subject, but I am sure this commissIOn has not the time to give me 
to go over it. 

Representative MILLS. Do you care to answer that question, 
whethe! you have knowledge of any other instances, or other cases ~ 

Mr. WILLIAMS. Yes; I do. But I prefer to let the information 
come from the Federal Reserve Board. 

Representative MILLS. Do you know of other cases 1 
Mr. WILLIAMS. I do.. • . 
Representative Mn..LS. Will you give them 1 
Mr. WILLIAMS. I prefer that the board should give them. 
Representative MILLS. Do I understand you decline to give them 

to thIS commissi'on 1 . 
Mr. WILLIAMS. Under the circumstances, I do. 
Representative MILLS. You have made the broad statement that 

there has been excessive collateral required by Federal reserve banks 
in a number of districts. 

Mr. WILLIAMS. Yes, sir. 
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Representative MILLS. WIll you name the-reserve banks that 
have reqllired excessive collateral ~ -

Mr. WILLIAMS. I Tespectfullyrefer you to the administration 
of the system, the board and the governors- of those banks. 

Representative MILLS. You have made a serious charge. 
Mr. WILLIAMS. I stand py that charge. 
Representative MILLS. You have made a serious charge; do you 

decline to substantiate it i 
Mr. WILLIAMS. I call for the evidence from the board. 
Representative MILLS. Do you decline to substantiate the charge ~ 
Mr. WILLIAMS. I have told you where to get the evidence. If 

you can not get it there, then I am prepared to answer. 
Representative MILLS. Are you not aware that yesterday, pur

suing this same line of inquiry, that you admitted you had no such 
knowledge-no knowledge of the 'Danks requiring excessive col-
lateral, and that it was hearsay on your part ¥ . 

Mr. WILLIAMS. I stand by every statement I have made, and if 
you can disprove anything I have said, you are at liberty to do so, 
so far as I am concerned. 

Representative MILLS. Do you want the commission to under
stand that you are testifying from -hearsay, or that you have actual 
knowle~gej 

Mr. WILLIAMS. I am telling the commission where they can get 
the actual facts. 

Representative MILLs. I am asking yau whether you are testifying 
from nearsay, or whether you have actual knowledge j 

Mr. WILLIAMS. I have Imowledge which I think is authentic. 
Representative MILLS. Do you decline to tell the commission-
Mr. WILLIAMS. I was not present when the reserve bank required 

of the member bank 50 per cent or 100 per cent- collateral; to that 
extent it is not first-hand information. 

Senator LENROOT. May I ask, Mr. Williams, anything that does 
exist, is that a matter of record with the Federal Reserve Board ¥ 

Mr. WILLIAMS. It is. 
Representative MILLS. Unless we examine every case, how are we 

to find out the cases where excessive collateral has been demanded ¥ 
Mr. WILLIAMS. You can ask the board. 
Representative MILLS. But you decline to tell us--
Mr. WILLIAMS. I told you where. you could get the evidence :first 

hand. 
Representative MILLS. You decline to give it to us ~ 
Mr. WILLIAMS. I do not have it in detail, and you can get it from 

the board. _ 
Senator LENROOT. Do the members of the board admit that there 

has been excessive collateral demanded ~ 
Mr. WILLIAMS. I think they will admit it. 
Senator LENROOT. If they do not admit it, are you prepared to give 

us certain instances ~ . 
Mr. WILLIAMS. I am prepared to give certain instances if they do 

not admit it. 
Senator LENROOT. If theY' deny that there was excessive collateral 

demanded, you are prepared to substantiate it ~ 
Mr. WILLIAMS. I am, and I will. . 
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Representative TEN EYOK. Mr. Williams, referring back to the line 
of questions Senator Lenroot asked you, I would like to know, as 
regarded the two hundred odd million dollars, which was loaned or 
discounted of agricultural and live stock, whether or not a great 
proportion of that was not loaned to the dealers in agricultural pro
aucts and live stock, and only a small proportion was loaned directly 
to the farmers who actually produced the food ~ 

Mr. WILLIAMS. That is conceivable. ' 
Mr. TEN EYOK. Now, the reason I ask that is this: That if the 

purchaser of live stock is loaned money to buy it with and the farmer 
is not given money to hold it with, then the farmer is put at a dis
advantage, and really the lending institution has done an injury, 
instead of doing good ~ 

Mr. WILLIAMS. That is conceivable. 
Representative MILLS. Does the Federal Reserve Board ever loan 

directly to anyone ~ 
Representative TEN EYOK. I said, "discounted." 
Representative MILLS. Does the Federal Reserve Board ever dis-

count individually to anyone 1 • 
Representative TEN EYOK. I am not taking the position that they 

are to blame; I am on this commission to get information and try to 
help to frame a report and make recommendations recommending 
legISlation which will solve the difficulties. 

Representative MILLS. Surely, Mr. Ten Eyck, you do not want to 
ask a question which assumes facts that do not exist. Your question 
assumed that the Federal Reserve Board makes loans; the Federal 
Reserve Board does not loan to individuals. 

Representative TEN EYOK. I will ask Mr. Williams if it is not true 
that that is liable to happen, and if it did not happen under certain 
conditions. Mr. Williams has just given us a table

Representative SUMNERS (interJ>osing). The loans by the Federal 
Reserve Board are supported by the paper of the individual. 

Representative MILLS. It is the paper of the member banks. 
Mr. WILUAMS. It is not the paper of the member banks, always. 
Representative TEN EYOK. Mr. Williams has just told us that. 

two hundred and odd million dollars was loaned on agricultural and 
live st~ck paper, and I just .asked him' if it was not loaned to the 
dealer ill hve stock and agrlCultural products, rather than to the 
farmer himself~ . 

Representative MILLS. You mentioned it as being borrowed from 
the reserve bank. I do not want to be technical, but the reserve bank 
does not loan to the individual. 

Representative TEN EYOK. That is the purport of my question. 
Senator HARRISON. It is paper that is put up with the bank. 
Representative TEN EYOK. I said, paper of live stock and agri-

cultural securities, referring to the figures given previously. , 
Representative FuNK. Mr. Williams, the complaint has been made 

here all ~ing these hearings that agricultural as a class has been' 
discriminated against, and the intimation has beenJut out that this 
condition is the result of some policy of the Feder Reserve Board. 
Now, this commission would like to know, if you have knowledge of 
any action which would produce a discriminatIon against agricultural 
paper. . 
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Mr. WILLIAMS. I wonder if I might be permitted to proceed with 
the introduction of certain. correspondence, and then take this up 
later on ~ 

Representative FUNK. You can proceed on that if you like, but I 
want your views on that before you close your testimony. . 

Mr. WILLIAMS. Very well. 
Representative SUMNERS. I would like to ask onE) question, and if 

it is to be covered by correspondence, I will not ask that the question 
be answered at this time. And this question is not directed in a 
spirit of criticism, but to try to ascectain the facts, and if the diffi
cUlty has arisen from a maladministration of a system, that is one 
guestion, and if there is need of additional legislation, that is another. 
Now, a great many people have complained to me, farmers and people 
in the agricultural sectIOns, that in the period of reaction which took 
place following the war and the adjustment following that period 
that at the very time when the markets of the world were not pre
pared to absorb the agricultural commodities, including live stock, 
coming on the market, and the producers of those commodities needed 
help most to prevent the crowding of those commodities on the mar
ket and thereby breaking the market, that at that critical.time, in 
1920, and perhaps in 1919, either direct or indirect pressure was 
exerted upon the member banks to force the payIDent of the debts 
owing by the farmers; that that, in time, compelled them to turn 
loose their commodities in guantities in excess of the ability of the 
consuming market to absor:b, and that, in. turn, broke the prices to 
a point where they had to/et rid of their Liberty bonds that they 
had up with the banks, an that they were not able to produce the 
crop of 1920-or, put it this way, that they were eompelled to produce 
the crop of 1920 at very high relative expense, other commodities 
not having come down in proportion to agricultural commodities, 
and that for that reason they had to ipcrease their loans. Their 
Liberty bonds were gone and their farm commodities would not 
bring a price sufficient to pay their debts. Now, do you know any
thing WIth reference to whether or not such a pol\cy! whether through 
necessity or in the exercise of judgment, was put mto effect by the 
Federal reserve system 1 

Mr. WILLIAMS. I think that it would be hi~hly desirable in this 
connection, and as an answer to your very pertment inquiry, for this 
commission to obtain from the Federal Reserve Board copies of. all 
circular letters which have been sent out by the 12 Federal reserve 
banks to their member banks during this period of deflation, in order 
to find out precisely the kind of pressure that has been exerted. I 
know that that feeling which you described is very widespread. 

Representative SUMNERS. You may proceed. 
Representative MILLS. I want to ask you some questions, Mr. 

Williams. 
Mr. WILLIAMS. Very well. 
Representative MILLS. Did you not approve the policy of the Fed

eral Reserve Board during the year 1920 up to October, 19201 
Mr. WILLIAMS. I did. not. 
Representative MILLS. Did you not, in your letter of December 28, 

whicli you introduced in evidence yesterday, specifically say that you 
approved of the policy of the Federal Reserve Board in putting on 
the brakes 1 . . 

58589-21-M'13-U 
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Mr. WILLIAMS. I do not know whether you were present yesterday 
when it 'was read or not, but I inserted in the mmutes and in the 
record a statement of protest filed by me in August, two months prior 
to the date of which you speak. 

Representative Mru.s. But up to August you' approved of the 
policy of the board 1 

Mr. WILLIAMS. I did not, altogether. 
Representative MILLS. May I have yoUr letter of December 28 ~ 
Representative SUMNERS. Primarily, I am not concerned about 

who approved of it or who did rot approve of it; I am concerned about 
the policy and what was responsible for the conditions of the country. 

Senator HARRISON. High officials sometimes change their minds, 
do theynot~ 

Mr. WILLIAMS. I may say in this connection, I was opposed to 
the high rates allowed, and if the minutes of the meetings are cor
rectly recorded, and I assume they are, they will show that. For 
instance, I was opposed to the establishment of a 7 per cent rate in 
New York. I felt that if the establishment of any higher rate was 
justifiable, the proper conditions could be brought about better on 
& 6 per cent basis than on a 7 per cent basis. There are certain 
features of my correspondence wliich speak for themselves. 

Here is the letter for which you asked, Mr. Mills. [Handing paper 
to Representative Mills.] I tliink you will find on the first page the 
matter you refer to. 

Representative TEN EYCK. I want to ask another question here. 
Is it possible to legislate in a j>ractical way that the agricultural paper 
discounted by the national banks in the various locations be given, 
especially on food products, preferential treatment ~ 

Mr. WILLIAMS. They should be given at least equal treatment, 
Congressman. I shall be prepared, if your patience holds out, to 
offer some suggestions for amendments to the existing laws, before 
I conclude. 

Representative TEN EYCK. That is fine; that is what we would 
like to have. 

Mr. WILLIAMS. Shall I proceed, Mr. Chairman ~ 
The CHAIRMAN. Yes; you may proceed. 
Mr. WILLIAMS. I should like to read the following letter, which I 

addressed to the Federal Reserve Board under date of February 4, 
1921. [Reading:] 

Hon. W. P. G. HARDING, 
Governor the Fed~al Reserve Board. 

FEBRUARY 4,' 1921. 

DEAR GOVERNOR HARDING: In my letters to you of December 28,1920, and January 
17, 1921, I called attention to the manifest injustice and hardships inflicted upon 
member banks of the Federal Reserve System by the imposition of the so-called "pro
gressive" interest rates and on the 25th ultimo I offered a resolution in the board that 
such rates be suspended in all districts where they are still in force. Action upon this 
resolution was deferred from time 'to time and when a final vote was taken on the 
2nd instant-"that is to say, on the 2nd of February, 1921"-after the resolution 
had been amended by me to prevent the charge of interest in excess of 10 per cent 
under this progressive plan, it was voted down. 

The more I have looked into this subject the more I am convinced that the pro
gressive rate as it has been applied in certain districts, is wholly indefensible and I 
believe that the reserve banks and this board would be very severely criticized if the 
rates of interest which have been exacted upon this plan by some of our reserve banks 
should be made public. I do not believe we are ever justified in pursuing a policy 
whi·:h can not be approved by a sound public opinion. 
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I have before me statements of. one of the national banks under the supervision of 

this office located in the State of Alabama upon which the exactions for interest by 
the reserve bank of its district have been particularly oppreesive. The bank I refer to 
is the--- National Bank of --, Alabama. It has a capital of $26,000 and a sur
plus of $12,500, and has tried hard to serve the people of that town and section. Ita 
loans and discounts at the time of the November 15, 1920, call aggregated $299,000, of 
which over 85 pel' cent were to farmers, agriculturists, aud live-stock raisers, and nearly 
all of the balance to merchants, mercantile corporations, and firms. The bank is 
performing an essential and needed service in its community. In order to enable it to 
respond to the urgent needs of its customers and clients, this bank during the cotton 
Beason called upon its reserve bank for accommodations and its loansin the height of 
the season went up to something over $100,000, or say, 2t to 3 times its capital and sur
plus. The money, however, was urgently needed to take care of the pressing needs of 
the community. 

I also have before me a statement rendered to this particular bank by the Federal 
reserve bank of Atlanta showing that for the two ·weeks ending July 31, 1920, the 
bank was charged for its accommodations as high as 31 per cent per annum interest 
on the progreBBive plan. 'Two months later when the advances to the bank had 
increased to $115,000, during the height of the cotton movement, the rate charged 
by the Federal reserve bank of Atlanta to this bank went as high as 87t per cent 
per annum. 

For the two weeks ending September SO, 1920, the bank was borrowing an' average 
of $115.211. Two weeks'interest upon this sum at the rate of 6 per cent per annum 
would have been $298,but the records show that for its accommodations for these 
two weeks this bank paid the Federal reserve bank of Atlanta for interest $2,189, 
running all the way up from 6 ,Per cent to 87t per cent per annum. That means to 
say that this little bank paid in lDterest in excess of 6 per cent per annum for those two 
weeks $1,891, an amount equal to more than 7 per cent per annum dividends on its 
entire capital stock for a whole year. . 

The average rate for its accommodations these two weeks was about 45 per cent per 
annum, or at the rate of $56,914 per. year for the use of $115,211 borrowed to loan to 
its patrons. . 

The practical meaning of this is that the bank was driven to choose between per
mitting the ruin of dependent customers on the one side, and on the other side putting 
itself in serious danger while !rying to save its clients of having surplus and perhaps 
capital wiped out by the exorbItant interest charges exacted by the reserve bank. 

The superinterest clIarged this little bank, in excess of 6 per cent per annum for the 
two weeks ending September SO last, was so exorbitant that if kept up, it would, in 
less than a year, nave eaten up the bank's entire capital and surplU!' and rendered it 
insolvent. 

The records show numerous cases where banks in other districts have been given 
accommodation for 2, 3, 4, or 5 times their capital, at interest rates which amount to a 
mere fraction of the rates charged this bank. In fact, our records will show where a 
reserve bank loaned banks in New York City during those very two weeks in Sep
tember lump 8UDlS of $800,000, and collected from them interest for the use of $800,000 
leBS than the struggling bank in Alabama was charged for the use of $115 000 for that 
same period. To several of these New York banks the reserve bank shoveled out more 
than $100,000,000 apiece at 5 per cent to 7 per cent interest, several times their capital 
and surplus, about the same time the little bank in Alabama was being charged 87t 
per cent. • . 

This particular instance is, I believe, the most extreme that has thus far been 
brought to my notice; but many other banks, in at least four Federal reserve districts, 
where the progreBBive rate has been in force, have been required to pay rates whiclI 
I am satisfied the public would regard as shocking, and whiCh in my own opinion:are 
wholly indefensible. C!l 

Such a policy, it seems to me, is like the treatment of an ailing patient with drugs 
which may give momentary relief while inevitably destructive of life if kept up. 
Following the certain development of such a situation to its ultimate results, the 
reserve banks will find themselves in pOBBeBBion of quantities of miscellaneous live 
stock and farm implements, the' final securities on which many of these loans are based, 
along with broken and liquidating member banks. The depositors of the banks 
"accommodated" at Buch unlivable rates would suffer IOBBes very serious to them, and 
many acres of farm land would be idle because those who use them ;p.ow would lack 
the means to cultivate them. .". .,' . . .. 

If you care to call for them,' the records of .the reserve banks, I ,am advised, will 
prOVIde you too many instances of the exac~~n of these amazing an(i ruinous rates. 
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. 'I trust that the board may determine that a safer ,sounder, and more humane policy 
will be to lend member banks as much as discretion will allow at rates in no event in 
exce3S of 10 per cent per annum, as was contemplated in the resolution which I had 
the honor to offer.recently in the board, but which was voted down at the board meet
ing of the 2nd instant, and when that line has been reached refuse them further accomo
dation, certainly not impose upon them interest rates which are merely aids to sui
cide. 

I will be obliged if you will submit this letter to the board at its next meeting for 
consideration. ' 

Faithfully, yours, 
JOHN SKELTON WILLIAMS. 

Representative MILLS. What is the date of that letter ~ 
Mr. WILLAIMS. February_4, 1921. 
Representative MILLS. :N'ow, will you please explain what the 

progressive rates were, and where they were established ~ 
Mr. WILLIAMS. They were established in four different districts 

on different bases. The Federal Reserve Board will give you the 
precise basis on which they were established. ' 

Representative MILLS. When were they established ~ 
Mr. WILLIAMS. The records will show that. 
Representative MILLS. Will you tell me the approximate date ~ 
Mr. WILLIAMS. I think most of them were established in the spring 

of 1920. 
Representative MILLS. In the spring of 1920 ~ 
Mr. WILLIAMS. In the spring ot'1920. 
Representative MILLS. What was the theory of the progressive rates ~ 
Mr. WILLIAMS. I prefer you should get that from the board. 
Representative MILLS. Were you present at the meeting when it 

was decided to approve the progressive rates ~ 
Mr. WILLIAMS. I did approve o{ the theory of some increase on 

excessive loans, but it never entered my mmd, in discussing the 
question of progressive rates, that any such increases as those exacted 
subsequently would ever be considered for a moment or ever be 
tolerated, or if the rules. ever produced such rates, that they would 
not be immediately modified. ' 

Representative MILLS. Were you present when the question of 
permltting progressive rates came up. 

Mr.' WILLIAMS. I was in favor of progressive rates within reason
able bounds. 

Representative MILLS. In other words, you were agreed with the 
other members of the board, in the spring of 1920, that progressive 
rates should be permissible ~ 

Mr. WILLIAMS. It was not my duty to pass on the progressive 
rates. When I found out the basis on which the progressive rates 
were being applied, I protested immediately, and as vigorously as I 
could. 

Representative MILLS. But what I want to find out is, when the 
progressive rates were agreed upon in the spring of 1920, whether it 
met with your aPI>roval ~ 

Mr. WILLIAMS. It would not have met with my approval had I 
known how it was to be applied. 

Representative MILLS. It probably would not have met with the 
approval of the other members of the board. But the point is, were 
you present when the principle of the progressive rates was approved ~ 

Mr. WILLiAMS. When I found out the gross injustice that was being 
done, I urged that the progressive-interest plan be immediately 
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abolish.ed, but the other members of the board voted against my 
resolutIOn. 

Representative MILLs. That was in February ~ 
Mr. WILUAMS. Yes, sir. 
Representative MILLS. In February, 19211 
Mr. WILUAMS. Yes; but following my.protest against the contrac

tion policies of the board made in October, the progressive rate in 
the Atlanta district was abolished-a few weeks. after my October 
letter. 

Representative MILLS. As a matter of fact, you did approve of 
the progressive rates' 

Mr. WILUAMS. I never intended to approve any plan that was 
susceptible of such distortion. 

Representative MILLS. But you did vote for the plan 1 
Mr. WILUAMS. I did not imagine for a moment that it could be so 

distorted. -
Representative MILLS. I am not going into your motives and rea

sons for votiIlg for or against it; but the fact is, you did vote for the 
plan ~ . 

Mr. WII.UAMS. When I found it was being so abused, I tried 
immediately to have it abolished. . 

Representative MILLS. But you did vote for it ~ 
Mr. WILUAMS. I did approve of the legislation which gave the 

right to put in a reasonable plan. I never thought the plan would 
be made to operate as it did--

Representative MILLs (interposing). A plan was adopted putting 
in the progressive rates W 

Mr. WILLIAMS. Yes, sir. 
Representative MILLS. And you voted for that J>lan ~ 
Mr. WILUAMS. You may assume that I did; I have no objection 

to that. 
Representative MILLS. That is what I mean. 
Mr. WILUAMS. I do not recall whether I was present at t4. par

ticular meeting of the board which took that action, but you may 
assume that I was. But if I did vote for it I never contemplated for 
an instant that it could be so distorted and abused. The main point 
is, when I found out how it was being mismanaged I tried imme
diately to do away with it. 

Representative MILLS. You have frequently made use of this one 
horrible example in all of your speeches 1 . 

Mr.WILUAMS. I have made use of four or five examples. 
Representative MILLS. But you have made use of this Alabama. 

case ill all of your speeches 1 
Mr. WILUAMS. I have made use of it; yes, sir. 
Representative MILLS. In the two speeches which you put into 

this record ~ . 
Mr. WILLIAMS. I hOJ>e so. . 
Senator HARRISON. It is a good case to illustrate with . 

. Representative MILLS. And you did use it as an example in your 
speeches W '. _ 

Mr. WILUAMS. I said it was the most extreme case brought to my 
attention. - -

Representative Mn.Ls. You know, as a matter of fact', that the 
Federal Reserve Board did not approve of this particular case ~ 
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Mr. WILLIAMS. I know that the Federal Reserve Board failed to 
:approve of my resolution attempting to--

Representative MILLS (interposing). That is not an answer to my 
-question, and you know it. 

Mr. WILLIAMS. I hope they did not approve of it. ' 
Representative MILLR. Do you know, as a matter of fact, that they 

did not approve of it ~ 
Mr. WILLIAMS. You can ask them that. 
Representative MILLS. I am asking you whether you know, as a. 

matter of fact, that they did not approve of it ¥ ' 
Mr. WILLIAMS. I can not recall, whether I ever 'heard whether they 

approved of it, or not. I do not sUPfose they did. I can not imagine 
how any sane man could a,pprove 0 it. ' 

Representative MILLS. Do you or do you not know that a refund 
was ordered in this J>articular case ~ 

Mr. WILLIAMS. I do not. I know that Gov. Hardingtestified that 
certain reserve banks-'-or a reserve bank, I do not recall which-had 
been authorized to make refunds of the rates in excess of 12 per cent, 
I think. That was several weeks after I urged that it be done. I 
do not know whether my remonstrance had anything to do with it. 

Representative MILLS. But you do know that it was done ~ 
Mr: WILLIAMS. I do not MOW whether it was done. I know 

Gov. Harding stated it was authorized to be done. 
, Representative MILLs. That would indicate that he disapproved of 
he disapproved of this action as heartily as you did ~ 

Mr. WILLIAMS. Not necessarily. 
Representative MILLS. Not necessarily~ 
Mr. WILLIAMS. No, sir; because when I moved to do away with 

such rates as were doing an injustice, it was voted down by the other 
members of the board. 

Representative MILLS. And you did not make that motion until 
after they had been in effect 10 months ~ . 

Mr. WILLIAMS. I made that motion promptly after I found out the 
abuses which were being practiced under its operation. 

Representative MILLS. And after they had been in effect 10 
months~ 

Mr. WILUAMS. You can 'find the dates from the records; I do not 
know how lon~ it was. 

Representative MILLS. Nine months' 
Mr. WILLIAMS. I do not know how long it was. 
Representative MILLS. Do you say it was as long as nine months , 
Mr. WILLIAMS. I do not know how long it was. 
Representative M:r.LLS. It was at least a half year after they were 

in effect ~ 
Mr. WILLlAMS. I know it was in October when my letter urging 

a revision of policy was sent, and they were also in effect in July, 
i. the Atlanta district. 

Representative 1-hLLS. And vou protested in February, 1921 ~ , 
Mr. WIL¥AMS. It did not come to my attention until then. The 

reserve banks knew of it; I did not know of it. 
Representative MILLS. So for eight months these progressive rates 

were In effect, andy-ou did not see any reason to protest i 
Mr. WILLIAMS. That is not stated fairly, Congressman. 
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Representative Mn.LS: I will withdraw the question, and put 
another. 

Mr. WILLIAMS; All right. 
Representative MILI.S. You did not protest as to the progressive 

rates until they had been in effect eight months ~ 
Mr. WILLIAMS. I protested as soon as I found out about it. I 

was ignorant of it, and--
Representative Mn.LS (interposing). And that was eight months ¥ 
Mr. WILLIA~S. I protested vigoro:usly and ineffe.ctually for aw~ile. 
Representative Mn.L8. And durmg all that time, you testIfied 

yesterday, you were receiving complaints from any number of banks 
and individuals as to this so-called deflation, were you not ~ 

Mr. WILLIAMS. I have received a great many complaints in re
gard to the hardships which the borrowers' of the' country had to 
endure. If you will permit me, I will bring_ out some 'of those. ' 

Representative MILLS. I will, if you will answer my questions. 
If you will answer my questions, we will progress a great deal more 
rapidly. Now, don't you believe, if the conditions throughout the 
summer, which you have mentioned here, were typical as to' the 
conditions which existed in those districts where the progI-essive 
rates were in force, that those conditions would have been caned to 
your attention prior to February, 1921 ~ 

Mr. WILLIAMS. Not necessarily. _ 
Representative'MILLs. Do you not think that if such conditions 

as are exhibited by that particular instance were typical and had 
existed during those eight months, that they would have come to 
your attention as Comptroller of the Currency and in constant con
tact with all the banks ()fthe country~ 

Mr. WILLIAMS. I am very glad to answer that very question 
quite specifically. I did not know of these outrageous rates which 
were being charged in some districts until I called upon the board, 
I think it was in January, for a memorandum showing the opera
tions of the progressive rates in certain districts, and they gave me 
a brief memorandum showing a number of instances, and showing this 
ease; and my first 'information about this ease came to me in re
sponse for general information. 

Representative MIx.LS. Have you got that memorandum, Mr. 
Williams 1 

Mr. WILLIAMS. Not with me. The board can furnish you a copy 
of it. 

Representative MULS. Have you got a copy of it 1 
Mr. WILLIAMS. I do not know. But the Doard can furnish you a 

copy of it. 
Representative MILLS. Have you got it ~ 
Mr. WILLIAMS.' I may have it, but I do not have it in this room. 
Representative MILLS. If you have it, will you put it in the record j 
Mr. WILLIAMS. If I have It, I will be ]>leased to do so. I suggest, 

if it is in order for me to do so, that the board be requested to furnish 
the commission with a copy of the memorandum. ' 

Representative Mn.Ls. If you have not got it, I shall ask them for it. 
Mr. WILLIAMS. If I have It, I will produce it. 
Representative Mn.LS. I should like to have that' memorandum, 

Mr. Williams, while you are still on the stand. ' 
Mr. WILLIAMS. I do not have it with me. 
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Senator LENROOT. Mr. Williams; you aFproved the principle of 
the progressive rates; I am not speaking 0 the details ~ 

Mr. WILLIAMS. I did, on the theory that they would be reasonably 
exercised. 

Senator LENROOT. I mean, you approved of the principle of the 
progressive rates at the time it was adopted ~ 

Mr. WILLIAMS. I was in favor of some progressive rate, but I was' 
not in favor of it as adopted and as exerCIsed. 

Senator LENROOT. Please answer my question. You did or you did 
not approve of the principle of the progressive rate at the time it was 
adopted.. . 

Mr. WILLIAMS. Yes, sir. 
Senator LENROOT. You did that, I suppose, because you helieved 

that discounts beyond a certain rate should be discouraged, and would 
be discouraged by the a{>plication of a certain rate ~ 

Mr. WILLIAMS. Yes, SIr. . 
Senator LENROOT. Now, is it your opinion, in view of what has 

transpired, that it would have been better to shut off rediscounts 
after the limits had been reached W 

Mr. WILLIAMS. It is not, Senator. However, in the light of past 
experience, it is my judgment that the progressive rate should not 
apply above 10 per cent, in any event. . 

Senator LENROOT. Very well; then I will put it this way: When 
discounts are limited to 10 per cent, after the limit of 10 per cent has 
been reached, then all further discounts should have been stopped 1 

Mr. WILLIAMS. Not necessarily. I can conceive of instances where, 
in order to save a bank, it would be necessary to extend it very much 
more than the amount on which the 10 per cent rate would apply, and 
that is done in many instances. 

Representative MILLS. What doyou mean by the basic rate W 

Mr. WILI..IA)IS. In the various districts-ioU tlJ'e catechising me 
now; you know what the basic rate is as weI as I do. . 

Representative Mu.LS. I want your idea of what the basic rate is. 
Mr. WILLIAMS. In a general way, the basic rate or rediscoun~ line 

is considered to be the proportion of the resources of a reserve bank: 
which each member bank is entitled to borrow, based on its capital, 
surplus, resources, or other factors. . 

Representative MItLS. Thank you. 
The CHAIRMAN. I would like to ask you a question, Mr. Williams, 

in regard to the progressive rate: My understanding is that the pur
pose of the adoption of the pregressive rate WIIS to make possible 
greater aid to some of the member banks, which it was. not possible 
to give them under the regular rate procedure; in other words, some. 
of the reserve banks have claimed that some of the large borrowers 
were absorbing all of the ability of the reserve banks to make loans, 
and that the only way to stop that absorption and permit loans to 
be made to other member banks was to fix a rate with penalties 
attached to it, and thus diminish the larger borrowings of the larger 
banks; is that the principle 1 

Mr. WILLIAMS. That is not the principle in my mind, Congressman. 
I have contended always that the exercise of a wise discretion was 
much better and 'wiser than progressive interest rates, and I think 
that is still true. . 
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The CHAIRMAN. That was the underlying principle of the pro
gressive rate, was it not 1 

Mr. 'WILLIAMs. I can not say that it was. The underlying prin
ciple was to restrain borrowers from seeking to obtain larger discounts. 

The CHAmMAN. That would naturally apply to the banks which 
WE're borrowing the larger sums ~ 

lIr. 'WILLIAMs. Naturally; and it would also restrain others who
had not borrowed excessively from going beyond a certain limit. I 
will say that at the.same time, as I understand, this little bank in 
Alabama was paying 87! per cent because it was borrowing four or 
five times its capital---

The CHAmMAN (interposing). Do you know whether, after the 
adoption of the progressIve rate, the number of borrowing banks in 
the districts where it was applied were increased or decreased ~ 

Mr. WILLIAMs. I do not have those. fig:ures at hand. As I was 
saying, about that same time another sm&1I bank in a district in the 
East, which was bro~ht to my attention, was found to be borrowing 
some seven or eight tImes its capital, as I recall the figures--seven or 
eight times its capital-at 6 per cent. 

Representative TEN EYCK. I would like to ask a question about 
the call loan rates. When the rates increase abnormally it has a. 
tendency to bring in money from the country banks to obtain that 
interest; in other words, the country banks are liable to send their 
money in to New York to loan, instead of loaning it in their own 
localities ~ -

Mr. WILLIAMs. I think perhaps you are connecting that with what 
bas happened in New'York in the increase in the money market 
there; the advancing money market there has brought ill money 
from the country districts. 

Representative TEll EYCK. Would that not cause that condition 
to eXISt in New York to some extent! 

Mr. WILLIAMs. If it prevailed there to any extent; but the pro
gressive rate did not apply to the New York dis~rict, as I-understand 
It. They a'pplied a 7 per cent rate to the New York district, and that 
was very disconcerting. 

Senator HARRISON. Why was a discrimination shown, if it did 
not apply to the- New York district * _ . 

Mr. WILLIAMS. I understand that the New York bank did not 
~ant the pr0W"e~sive rate there, and the board was governed in that 
mstance by tnell' request. 

May I continue, Mr. Chairman! 
Representative SUMNERS. If you will pardon me, I want to ask a 

question. 
Mr. WILLIAMS, I think some of these questiolM will be answered 

in my discussion. . 
Representative Sm.ixERS. I want to ask a question that I do not 

think will be answered in your general discussion. 
Mr. WILLIAMS. Very well. -
The CHAIRMAN. The Chair can not control the members of the 

commission, if they desire to ask questions. 
Mr. WILLIAHs. Excuse me; there is no disrespect intended, and I 

only thought it might facilitate the proceedings if I were allowed to 
go on. 



170 AGRICULTURAL INQUIRY. 

The CHAIRMAN; The Chair would be very glad to facilitate the 
hearings, but the Chair can not prevent the members of the com
mission from askin~ any questions they desire, or to indulge in any 
cross-examination, if they desire. 

Representative SUMNERS. With reference to these progressive rates, 
in order that we may have the record on that point at thi~ place, it 
seems that the principle of these rates was indorsed by the board 
and the Comptroller of the Currency, and then later it found con..; 
gressional indorsement; but the criticism is with reference to the. 
method of application, as I understand the situation ~ 

Mr. WILLUMS .. Yes, sir. 
Representative SUMNERS. That is what I want to inquire about. 

You said a moment ago that you thought, under certain conditions, 
in order to save a bank, it would be advisable to extend to the bank 
a larger rediscount privilege than ordinarily would be warranted. 
The thing I am concerned about is saving the folks, as well as the 
bank. I suppose it is neces'sary to save the banks in order to protect 
the interests of a community. But I am wondering whether a condi
tion could not be developed, either by a change in administrative 
policy, or by new enactment, under which, whep. a community's 
necessities exceed the ability of the little country bank to meet, that 
some consideration could' be given to the necessities of the people, 
without regard to whether or not those necessities were reflected in 
the demands of the bank for credit. . 

Mr. WILLIAMS. That is a matter, is it not, Congressman, which 
calls for the exercise of wise discrimination and discretion on the 
part of the reserve bank authorities in each district ~ It can be 
handled by the right sort of men. 

Representative SUMNERS. You may proceed. 
Representative MILLS. Mr. Williams, I have before me here copies 

of the minutes of the various meetings of the board with reference 
to the progressive rates, which I woUld like to read to you with a 
view to refreshing your recollection as to the action taken. 

Mr. WILLIAMS. Yes, sir. 
Representative MILLs (reading): 

Meeting February 9, 1920. Counsel directed to prepare bill covering board's 
recommendation in 1919 report re progressive rate after governor had read from the 
draft of the annual report the recommendation as to legislation. Also, special meeting 
was ordered for February 10 to consider the text of the board's 1919 report. Mr. 
Williams was present and action was unanimous. 

At that meeting you approved the principle of the progressive 
rates W 

Mr. WILLIAMS. Weare not contendinO' about that. 
Re'presentative MILLs. Meeting of ~fay 11, 1920, is 8.8 follows 

[readfug] : 
ii''Meeting of May 11, 1920. Letter May 5 from the chairman of the Federal reserve 
bank of Dallas, recommending for the approval of the board a plan for making 
effective the graduated discount rate amendment to the Federal reserve act. Unani
mously approved, Mr. Williams present. 

Is that correct 9 
Mr. WILLIAMS. I do not know. I assume it was. I do not recall 

the meeting. 
Representative MILLS. This does not refresh your recollection W 

Mr. WILLIAMS. No. 
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Representative Mn.Ls (reading): 
Meeting of May 28, 1920. Telegram 26th from the chairman of the Federal reserve 

bank at Atlanta, sUbmitting for the approval of the board plan for making effective 
graduated discount rates at that bank. Upon motion, duly made and seconded, it 
was voted to approve the plan as submitted, with the exception that surplus of the 
Federal reserve bank should not be prorated among the member banks and be 
included in the circulation of the basic line of each member bank. Mr. Williams was 
present at this meeting and the action was unanimous. 

Mr. WILLIAMS. That is not in conflict with anything I have said. 
Representative:Mn.Ls. I was under the impression, and if so, I am 

glad to have i~. co.rre~ted, that you hav:e stated that while you 
approved of the pTInClJ>le of the progressIve rates, you would not 
approve of the specific plans for putting them into effect W 

Mr. WILLIAMS. l stated that I did approve of the general principle, 
but that I had no idea that the abuses such as did develop would 
develop in their practical operation; that when I learned of th~ 
workings of the plan, as developed, I entered my .protest very 
promptly. . . 

Representative MILLS. It now appears that you not only approved 
of the principle but approved of the specific plans of the several 
banks. 

Mr. WILLIAMS. Let me say this, that if any member of the bqard 
had told me the next minute after I voted for this plan, as you 'say I 
did, if they had said, II This has b~en in operation in the Atlanta dis
trict, and has caused, in its 9peration, the paymeIlt of 87t per cent," 
I would have moved and voted to rescind the action of the board 
immediately. ..' . 

Representative MILLS. ;But the fact is you approved specifically of 
the plan submitted by the Dallas bank and the Atlanta bank. 

Mr. WILLlAMS. I was recorded as present at the meeting. I do not 
remember the occasion when those particular plans were voted on. 

Representative Mn.Ls. But you are not prepared to say that thiR 
is not correct, are you ~ 

Mr. WILLIAMS. I am not disputing it. I am satisfied with it, if 
the records show it. As is very well known, I was not present all 
the time at all the meetings. This made no impression on me. 
Having approvt'd the principle of the legislation which would enable 
the bankS to put this mto effect, I assume that I voted with the rest 
of the board on the plan that came from the respective banks, not 
knowing there was to be this hardship in its operation. 

Representative MILLS. But if any error of judgment was made in 
that plan, you shared with the board that error in judgment ~ 

Mr .. WILLIAMS. I may have· but I did not share in the errol' of 
judg~ent in the workings of the plan, becauiMl l protetsed promptly 
and VIgorously.. . 

Representative MII.Ls. Here is another m~eting [reading]: 
Meeting lune 8, 1920. Letter June 1, from the chairman of the Federal reserve 

bank of Dallas, advisin~ that it will be the policy of that bank not to apply the pro
gr~ve discount rates In effect at the bank to drafts to which are attached bills of 
lading covering grain actually sold and placed in the proceBB of shipment. It was 
voted to approve the action of the Federal reserve bank of Dallas. Mr. Williams was 
present and action was unanimous. . 

Mr. WILJ.IAMS. None of those stat-ements that you have read state 
that Mr. Williams was present when thp vote was taken. But I 
8ssnme I was. ' 
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~fr. Chairman, may I ask at this point whether JOU were able t() 
obtain. from the bottnl the record of the meetings which I attended 
from the time of the organization up to March 3, which I took the 
liberty of reqnestinO' you to obtain, if possible ~. . 

The CHAIRMAN. f have not seen the statement, Mr. Williams, but 
I understand it is here. . 

Mr. WILLIAMS. In view of the statements which have been made 
to the effect that I attended the meetinas rarelv, I should like to 
have that record go into the record here of this commis.;;ion, if agree
able. 

Representative MILT.s. I have another meeting here, of April 17, 
1920-- . 

The CHAmMAN (interposing). I have that statement here now. 
Mr. Williams. I have a statement here which I think covers the 
information which you asked for; perhaps not in the detail in which 
you wanted it. I understand that the records of the board only 
show that you were present at the beginning of a meeting, ann 
then show when you retired from the meeting. This table shows 
the number of meetings when you were present all of the time; 
the number of meetings when you were present a part of the time; 
and the meetings when you were absent. 

Mr. WILLIAMS. Yes. 
The CHAIRMAN. And the number of meetings held each year 

down to the date of this communication, which is dated March 2, 
1921. 

Mr. WILLIAMS. Will it be agreeable to the commission to include 
that in the record here ~ 

The CHAIRMAN. Without objection the statement will be included 
in the record. The Chair hears no objection. 

(The statement referred to is here printed in full, as follows:) 

Record of attendance lIy Mr. Williams at meetings of the Federal Resent Beard from. 
. tM date of organi2atio1l, Aug. 10, 1914, to and inclwling Mar. !, 19i1. 

Pre.· Pres· A b- Total 
ent full ent pIIrt sent meetings 
tiIu.e. time. . held. 

Year. Year. 

-~-- -- ----1---.11-----\·--------
1914 •••••••••••• 106 ..•.•• 2" 24 132 1919 ...•••••••. 59 45 26 130' 
1915 ..••••••••.. 171 51 224 1920 ••••.•••••• 104 34 72 210' 
1916 .••••••.•••• 122 11 86 219 1921. .••••••••• 8 9 16 ~. 

1917 •.•••••••.•• 105 6 89 200 --r----f---
1918 •••••••••••• 38 31 66 135 Total. ..... 713 138 430 1,283 

Reference is invited to a former memorandum giving a record 
of Mr. Williams' attendance at meetings of the board from October 
1, 1920, to February 25, 1921. Durmg that period 71 meetings 
were held, at which Mr. Williams was present during the entire 
meeting 13 times, during part of the meeting 20 times and absent 
entirely 38 times. 

Representative MILLS. I have here the meeting of April 17. 1920 
[readmg]: . . . 

Meeting April 17, 1920. Telegram dated April 16, from the chairman of the 
Federal reserve bank of Kansas City, submitting for approval of the board a plan 
of graduated discount rates to be effective Saturday,. April 17, 1920. Mr. Moeh
lenpah moved that the plan be approved as submitted by the Federal reserve bank 
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of Kansaa City. Mr. Miller moved to amend by omitting the exemption of member 
banks' notes secured by Treasury certificates, Liberty bonds, and Victory notes 
actually owned by the borrowing member banks on April 1, 1920. The motion to 
amend was lost and the original motion prevailed, Mr. Miller not voting. Mr. 
Williams was present at this meeting and action was unanimous, except that Mr. 
Miller did not vote. 

So that it appears now that as early as April, 1920, a plan for 
the establishment of J>rogressive rates in the Kansas City district 
was approved by the board with you present and voting. 

Mr. WILLIAMS. There is nothing inconsistent in those records with 
what I have stated. 

Representative llfILLS. Sf) that instead of 6 months which -we were 
discussing, your protest did not come until 10 months after the 
rates were in force ~ 

Mr. WILLIAMS. May I ask when those rates began to take effect ~ 
Representative MILLS. In this particular case April 17, 1920. 
Mr. WILLIAMS. Does the record show in each district ~ 
Representative MILLS. It does in the Kansas City district. 
Mr. WILLIAMS. Would it not be well to show when each plan 

took effect ~ 
Representative MILLs. I am simply reading the minutes as they 

appear here. 
Mr. WILLIAMS. In each of the four districts ~ 
Representative MILLS. I am simply reading the minutes as they 

stand here. It appears from these that the rates in the Kansas 
City district were put into' effect as early as April, 1920, so that 
your protest did not come until 10 monthS after they were put into 
effect. 

Mr. WILLIAMS. It came as soon as I knew how they were being 
operated. 

Representative MILLS.' Here is another meeting, of April 27, 1920 
[readmg): : 

Meeting April 7, 1920. Telegram dated April 26, from the governor of the Federal 
reserve bank of Kansas City, recommending for approval of the board' modification 
of the graduated rate plan in effect at that bank. Approved. Mr. Williams was 
present at this meeting and action was unanimous. 

Now I don't know whether it is worth while putting them all in~ 
I would iike to call your attention to the meeting o~ August 31, 1920, 
which was four months after these rates had been m effect. 

Mr. WILLIAMS. May I insert right there t:p.at I was not advised 
by the board, or otherwise, of the excessive rates which were being 
charged under the operation of that method until January, I think 
it was January, 1921. If I had had the remotest suspicion that any 
such rates were being charged I should have called upon the board 
for a statement, 

Representative'MILLs. Now in the meeting of August 31, 1920, . 
which is some months after these progressive rates were in effect: .. 

The governor stated that the Federal re.serve bank of Atlanta had asked him whethe 
or not the Federal Reserve Board would look with favor upon the suspension by tha 
bank of its progregsive discount rates for a period beginning now and ending January 
1,1921. . 

Upon motion, it was voted that the governor advise the Federal reserve bank of 
Atlanta that the board would not at present look with favor upon the abolition of the 
progressive discount rates, but that, if requested to do so, it would give consideration 
to such abolition if coupled with a request for the establishment of a 7 per cent rate 
on rediscounts of commercial paper. Action was lmanimous.Mr. Williams was 
present. . 
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Mr. WILLIAMS. May I inquire whether when the governor read 
this resolution before the board he gave the board any information 
whatsoever as to how the progressive· rate was working and the 
extortionate interest rates which were being charged. . Does the 
record show 1 

Representative MILL~. I am reading the complete record. 
Mr. WILLIAMS. Does it show that 1 
Representative MILLS. No. 
Mr. WILLIAMS. Then I will assert that it is my belief that no such 

information was given to the board to enable them to pass upon it, 
and I, for one member of the board, had no idea that it was working 
that way. . .. 

Representative MILLS. But the fact remains that on August 31, 
1920, when the bank in the particular district of which you complain 
most requested that it be allowed to discontinue the progressive 
rates, you, with other members of the board, declined to authorize 
them to discontinue it. 

Mr. WILLIAMS. Because I did not have information which ought 
to be laid before the board in that connection, in my opinion. 

(The record shows that Mr. Williams was not present at the meet
ing of August 31, 1920. Representative Mills's assumption that he 
was is therefore an error.) 

Representative MILLS. Well} now, Mr. Williams, do you not think 
that as a member of the board charged with very important duties, 
that after these progressive rates had been in effect four months it 
was your duty to have ascertained how they were working 1 

Mr. WILLIAMS. Well, now, I am very glad you asked that question. 
You think it was the duty of the governor of the Reserve Board to 
ascertain how they were working ~ 

Representative MILLS. I am asking you a question, and it is not 
answered by your asking me one in return. 

Mr. WILLIAMS. Well, aid the governor know it~ 
Representative MILLS. We are not discussing that question. 
Mr. WILLIAMS. Did the other members of the board know it ~ 
Representative MILLS. We are not discussing that question. I 

will ask them that question, if you want me to, when they appear 
before this commission. 

Mr. WILLIAMS. You have stated that you do not believe the other 
members of the Reserve Board, if I remember correctly your asser
tion, would have approved of these high rates, or the 87 per cent rate, 
or whatever it was. Now, did they know it 1 

Representative IvIn.LS. No; I said they did not approve of the 
particularly horrible example that you have been citin&: all over the 
country. I am asking you now whether, as a member 01 the Federal 
Reserve Board, char~ed with very important duties and having ap
proved the progressIve plan, whether it was not your duty four 
months after it had been in effect to know how it was workin~ j 

Mr. WILLIAMs. It was not as much my duty as it was the <luty of 
other members of the board to inform themselves on that particular 
matter, on that particular point. 

Representative MlLLS. I am not asking what the comparative 
duty was. 

Mr. WILLIAMS. You may reach your own conclusion on that. I 
have no objection to it. 
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Representative MILLS. You do not think it was your duty ~ 
Mr. WILLIAMS. Well, you may think it was not my duty, as you 

please. 
Representative MILLs. Well, whether it was your duty or not, you 

had not informed y~urself as to how it was working on August 31 ~ 
Mr. WILLIAMS. When the matter was brought before the board, as 

you state, by the governor, the information on that subject was not 
presented, and the vote was not taken in the light of all that data 
which should have been sllPplied. 

Representative MILLS. Well, you plead ignorance~ 
Mr. WILLIAMS. Perhaps it was negligence on my part when the 

matter came up not to have insisted tliat the record should be fur
nished to show precisely how the progressive rate was operating. 
Perhaps it was. . 

Rel'resentative MILLS. I do not propose to offer all of this record 
at this time, but I do think that when the governor of the board 
comes in it would be proper to offer these particular minutes in evi-
dence, Mr. Chairman. . 

The CHAIRMAN. Very well. Mr. Williams, you may proceed. 
Mr. WILLIAMS. On February 7, 1921, I wrote the following letter 

[reading]:' . . 
TREASURY DEPARTMENT, 

Hon. W. P. G. fuR DING, 
Washington, February 7, 1921. 

Governor the Federal Reserve Board. 
DEAR Gov. fuRDING: I have your letter of even date acknowledging mine of the 

4th in regard to the hardships imposed by Federal reserve banks on member banks 
under the operaj.ion of the so-called "progressive" plan. 

Representative MILLs. What date is this letter that you are now 
rea~, Mr. Williams j 

Mr. WlLL1A.Ms. February 7 1921. 
Representative MILLS. Did you receive an answer to yours of 

Februa_r:Y 2 , 
Mr. WILIli.MS. I don't know whether I have'it with me or not. 

If there was an answer I request that it be inserted in the record. 
The CHAmMAN. Well, we have to find out whether there was or 

not. 
Mr. WILLIAMS. I don't recall. 
Representative MILLS. You do not recall whether there was or 

noU 
Mr. WILLIAMS. I do not, but I assume that there was, and I ask 

that it be inserted in the record. 
Shall I proceed, Mr. Chairman ¥ 
The CHilRMAN. Proceed. 
Mr. WILLIAMS ~continuing reading) : 
In the case of the Atabama bank to which I called your attention, the Federal 

reserve bank of the sixth Federal reserve district has charged, as I showed you, 
interest as high as 87 ~ per cent or an average of about 45 per cent for the last two weeks 
in September. My point of view is that under no cU'cumstances can such a rate as 
that be justified in any district. If the bank is entitled to credit it should be accom
modated at rates certainly not in excess of 10 per cent per annum; and the thought of 
87~ per cent or an average of 45 per cent should not, in my mind, be entertained any
where. 

The records, of course, show that on application of the Atlanta bank the Federal 
reserve board approved the suspension of the progressive rate for that district at a 
meeting in November. But the progressive rate is still in operation, I am informed, 
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in three other districts with several thousand member banks and in one of these 
distri~, I understand, that coml?utations are made on the same basis as in the Atlanta 
'reserve district-which resulted m the exaction of a rate in the case mentioned which 
.even a pawnbroker could not justify-87! per cent. 

I agree, cordially, with your view that "no matter what the demand for loans may 
be in any particular community, I do nbt believe that a member bank is justified in 
jj.S8umin~ that it can obtain a.u unlimited amount from the Federal reserve bank 
·or in actlll~ in a way which makes it, in effect, a broker for the Federal reserve bank 
in placing loans. ... . 

Representative MILLS. Mr. Williams, I did not quite get that 
:sentence. Would you mind reading it again ~ 

Mr. WILLIAMS [reading]: 
I agree cordially with your view that "no matter what the demand for loans may 

be in any particular community, I do not believe that a member bank is justified in . 
:assuming that it can obtain an unlimited amount from the Federal reserve bank or 
in acting in a way which makes it, in effect, a broker for the Federal reserve bank in 
placing loans." 

That is the sentence ~ 
. Representative MILLS. Yes. 

Mr. WILLIAMS (continuing reading): 
But this can be prevented by the exercise of intelligent discretion by the reserve 

'banks without resorting to such rates as these we are discnssing. . 
You also are correct in your statement that "the legal rate in Alabama is 8 per cent." 

-The report of condition of November 15, 1920, however, of the national bank in Ala
bama referred to in my previous letter, shows that the "average rate" of interest 
in this bank's sworn statement is the average rate which it was charging about 
the very time that the reserve bank was exacting a rate as high as 871 per cent 
-and an average rate for the last two weeks in September of over $100,000 borrowed at 
about 45 per cent, or nearly six times as high as the bank was collecting from its 
cnstomers. . . 

The reports of condition of the national bank were submitted to the Atlanta reserve 
bank at the same time that they were submitted to this office, so that the reserve 
bank was, in this way, kept informed as to its deposits, loans, discounts, and borrow

inr and other operations of the member bank to which it was granting loans. 
sincerely hope that the board may take prompt action to prevent in the future 

the exaction of any such interest rate by any reserve banks operating under the pro
gressive plan, or any other plan, as is shown in the case of this small bank in Alabama, 
·for I can not believe that such rates meet with your approval or with the approval of 
our colleagues. 

Yours, very truly, 
JOHN SKELTON WILLIAMS. 

Representative MILLS. When did this Alabama incident take place ~ 
Mr. WILLIAMS. The letters which I have read refer to the last two 

weeks of September, 1920. 
Representative MILLS. So that if the action of the board on August 

the 31st had been different. and the request of the Atlanta bank to 
discontinue progressive rates had been granted, this incident never 
would have happended, would it l ' , 

Mr. WILLIAMS. It is hoped so. 
Representative MILLS. Now, do you think it is quite fair for you 

to stump the country criticizing--
Mr. WILLIAMS (interposing). I object to your statement. I have 

not stumped the country. I referred to it in two speeches, one in 
Washington and one in Georo'ia. 

Representative MILLS. W~, do you think it is quite fair for you 
in two speeches which have received wide publicity to cite this hor
J'ible example resulting from the action of the Federal Reserve Board, 
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criticizing them, without disclosing to the 'public that you shared the 
responsibility for this particular incident no longer than three weeks 
before it happened ¥ 

Mr. WILLIAMs. I think that my position was entirely fair and 
consistent. . . 

Representative Mn.LS. Well, have you in any speech which _you 
have made disclosed the fact that on August 31 you declined to allow 
the Atlanta bank to discon~inue the !>togressi!e rate~. , 

Mr. WILLIAMS. I had no Idea that It was bemg abused m that way 
or would be abused in that way. That incident had not happened 
at that time, and presumably no sucbrate had been charged up to 
that time. . 

Representative MILLS, Have you ever disclosed that you shared the' 
responsibility with every other member of· the board ~ 

Mr. WILLIAMS; It was not my-I was nota director of the Federal, 
reserve bank, .which was directly concetnedin that transaction. I 
did not know of the transaction.' Perhaps other members of the 
board did or did not. I don't know whether they did or not at that 
time-they could not have known of that transaction. They perhaps 
knew of other rates which were being charged, but that transaction' 
had not taken 'place at that time~ . . . ... 

RepresentatIve MILLS. But you have assumed to crltlclZethe Fed
eral Reserve Board for its I?rogressive rates, and you have cited this 
as the horrible injustice whlch arose under the Federal reserve. . 

Mr. WILLIAMs. Now, let us be fair about that. In my speech to' 
which I have referred already, and'in my correspondence I said that 
was an exceptional case, and the most extreme that I have seen, and 
you know tIiat. ' 

Representative MILLS. Yes; but you cited it as an example of 
what happened under the progressive-rate system. 

Mr. WILLIAMS. Yesjand that was perfectly true, and 'several 
months after that when I tried to abolish the whole progressive sys
tem it was voted down. 

Representative MILLS. But have:y:ou 'ever in any public speech 
stated that you shared the responsibility for the Alabama case with 
the other members of the board ¥ 

Mr. WILLIAMs. I do not consider that I did in the same measure. 
Representative MILLs. But you did vote against discontinuing the 

progressive rate in the Atlanta district, did you ~ . 
Mr. WILLIAMS. I did not know that the rate was going to be abused· 

in that way. . . 
Representative MILLS. But you did vote for that, did you not ~ 
Mr. WILLIAMS. I don't know whether I did or not. . 
Representative MILI:s, The m~utes show tp.at you we!e present, 

and the vote waS unanrmous. Will you questIOn those mmutes 1 
Mr. WiLLIAMS. We will assume that they were correct, but the 

secretary of the meeting will tell you and the records which haY'e been; 
introducerl to-day will show that I was present during the whole of 
some meetings and during It port.ion of some meetings. I don't know 
whethtJr at that meeting I was :present when that vote was taken or 
whether I was not, but if the mInutes show that I was present I am 
willing to considered as being pl'tlsent. . 

58589--21--PTl3----12 
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Represemative MILLS. And assuming that you were present and 
voted alIIrmati vely, do you think it is fair to criticise your fellow
-!llembers o~ the board without telling the public that yOl~ participated 
ill that actlOn ~ , 

Mr. WILLIAMil. I see nothing unfair in what 1 have done or said. 
Shall I proceed, Mr. Chairman, with the correspondence ~ 
Representative SUMNER!'! .. Of course the history of t.his thing is 

rather important, but to be candid about it I am more interested in 
trying to find somE) relief .for the present situation. In the letter just 
read, Mt·. Williams, you say that you agree with the writer of the letter 
that these country banks ought not to act as brokers for the Federal 
reserve bank. I am wondering if we c.ould get some suggestions, 
even if requirin~ additional legislation under which these agricultural 
comnlUnihes, Which, bv reason of the fact, that they do not require 
great credit under ordinary conditions,. and therefore have small 
banking facilities, could find· some route around their little count.rv 
blinks 1D the presence ofa great crisis such as agriculture now con
fro~ts under ~hich the indlvidua~ man who has good credit, good 
baSIS for credIt, would not be rumed merely because the ordinary 
demands of the community have not. developed big financial instI-
tutions to t.ake care of the emergencv 1 . , 

Mr. WILLIAMS. Mr, Chairman and"gentlemen, there has ne~-er been 
a time in this so-called period of deflation when the resources of the 
Federal reserve banks were 'not sufficient and abundant for all 
legi.timate purp?ses ~d could hav,e ~reatly ea~ed up conditions in 
agrIculture and ill busllless. In the address, WhICh I understand was 
introduced yesterday, which I made at Bangor, Me., a year ago, I 
pointed out t.hat at that. time when the reserves were at about the 
lowest point they had ever been, that the Federal reserve banks had 
an unused lending power, at t.hat very time, of about $700,000,000 
which was four or five times as much as the maximum amount of 
bills payable and rediscounts which the nat.ional banks of the country 
had ever had occasion to make at any time prior to 1913. And I 
call attention also to the fact that at this tlDle of great pressure, 
when banks in many parts of the country still claim that they have 
been, up to It very recent date, unable to get accommodations they 
need, and when money is still tight in many communities; especially 
farming communities, the Federal reserve banks have an unused 
lending power of about two ano one-half billion dollars, which is 
about sixteen times as much as the maximum amount that thp. 
national banks of the count.ry haye borrowed at one time on bills 
payable and rediscounts prior to 1913. 

Representative SUMNERS. Well, now, if as a matter of fact the 
system does have unexpended resources, but the agricultural com
munity has in it banks which are, I believe you call it, extended
I have in mind a community whose total banking capital, surplus 
and undivided profits, is $500,000, and they have loans outstanding 
of three and one-half million dollars, which community is a community 
composed of small farmers, nearly all of whom own their farms, but 
the banks have not been able to extend further loans because, at least 
they claim, that they have not been able to get money on account 
of their extended sItuation-is. there anything that can be done 
under the present system or under any additional legislation which 
you would suggest, that would enable an individual farmer who has 
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perfec~ly good ~asis for his loans, to procure the money which his 
necessities requIre'¥ 

Mr. WILLIAMS. From the Federal reserve bank ~ 
Representative SUMNERS. Ifwe have not the authority now, if we 

have not the law now, if we have not the machinery now, what sug
gestion can you offer under which. accommodation of that sort can 
~~~1 . 

Mr. WILUAMS. Do you mean to enable the farmer to deal directly 
with the Federal reserve bank W 

Representative SUMNERS. I do not care where he gets his money. 
He is out there in the country where his banks are already extended, 
but he has a perfectly ~ood basis for loans, and he is sufferin~, and 
the community is suffermg with him, and the country is suffermg to 
that extent. 

Mr. WILLIAMS. Well, if he dOEll! not happen to have a well managed 
or sympathetic bank in his own town or nearby which will grant 
him the accommodation I would try some other. near-by bank, and 
if the bank .claims that they have not the funds, I should suggest 
that the farmer might" discuss the matter with the member bank, 
urging upon it that. his paper is eligible, and that it. can obtain redis
count from the reserve bank. 

Representative SUMNERS. But the banker comes back at him and 
says: "We have loans out now of three and one-half million dollars 
and we have only a capital and undivided surplus and profits totaling 
1500,000." 

Mr. WILLIAMS. That is a very large problem, Congressman, and if 
you wish me to do so I shall give some thought to this particular 
aspect of this :problem, and discuss it with you later. 

Representative SUMNERS. That is a country-wide problem. 
Mr. WILLIAMS. It is a very important problem. 
Representative SUMNERS. Yes. 
Mr. WILUAMS. Mr. Chairman, shall I proceed ~ 
The CHAmMAN. Proceed. 
Mr. WILUAMS. On- the 28th of December I addressed an earnest 

appeal to the Federal Reserve Board urging that something be done; 
that in the very oritical conditions that existed there should be a 
relaxation and modification of their deflation policies, as I had done 
in the communication in October, and in pursuance of the policies 
which I had suggested in.August. My letter to the Federal Reserve 
Board of December 28 was not brought up for general discussion at 
board meetings at which I was present. I mentioned the matter to 
Gov. Harding upon one or two occasions and asked him whether this 
subject was coming u:p for a general discussion, and was advised that 
the matter would receive the attention of the board. I assume that it 
was discussed in "caucus" rather than in open board, but the cor
respondence and memoranda which I placed in the record yesterday 
along with the letter of December 28, 1920, show the situation at 
that time. I finally heard from. Gov. Harding. I received a letter 
from the governor in January, on the 13th of January, 1921, I think, 
which was introduced in yesterday's proceedings, but the board did 
not act upon the very definite suggestions which I had made in my 
letter. Those suggestions were taken up some weeks later, as will 
appear from the correspondence which I will introduce. 
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Some days later on, however, the Federal Reserve Board learned, 
it appears, in somew~ay, that copies of my letter of December 28 had 
been sent to certain Members of the Up.ited States Senate or others, 
and they evinced a very lively desire to ascertain the names of every 
person to whom I had furnished copies of that communication. 

In that connection I addressed this letter to the Federal Reserve 
Board on February 14, 1921 [readiIig]: 
Hon. W. P. G. HARDING, 

Governor, the Federal Re8erve Board. 
DEAR Gov. HARDING: I am this morning in receipt of a letter from Secretary 

Hoxton, of the executive committee of the Federal Reserve Board, stating that at 
a meeting of the committee held on the 10th instant a motion was passed asking that 
I furnish the board "with the names of those persons to whom you (I) have given 
copies of your (my) letter of December 28, addressed to Gov. Harding, 80 that the 
executive committee may be in a position to formulate its report to the Federal Re
serve Board, as contemplated iJ'l the action of that body at its meeting on February 8, 
1921. . 

The resolution of February 8, to which I understand this refers, is as follows: ~ 
1. Memorandum dated February 7, from the chairman of the Federal reserve bank 

of New York, transmitting the following excerpt from the Whaley-Eaton Service in 
its issue of February 5: 

"Copiel! of a letter said to have been written by Comptroller of the Currency Williams 
to Gov. Harding of the Federal Reserve Board have been circulating among a few 
Congressmen and the facts in this letter of Buch alleged authorship are responsible for 
the resolution introduced by- Representative Baer, the Non-Partisan League Member 
of the House, in which it lB Btated that the average loans from the Federal reserve 
system to four banks in New York City amount· to as much as the St. Louis, Kansas 
City, MinneapoflB, Dallas, and Richmond reserve banks combined are lending to 
4,000 member banks in 21 8tates. The letter has been shown to representatives of the 
various agricultural organizations havin~ offices in Washin~n and they are being 
urged to demand an investigation. It lB stated that Gov. Harding replied to this 
letter, but we have seen no copies of that reply. This affair is back of the story that 
Mr. Williams was contem{>latingresigning, a report which Mr. Williams has ridiculed." 

Mr. Miller moved, in VIew of the above, that the matter be referred to the executive 
committee to prepare a statement for submission to the Federal Reserve Board, said 
statement to be drawn with a view to making it public, should such a course be found, 
in the opinion of the board, to be necessary. 

You will remember that when you brought this subject to the attention of the 
board last week you asked whethl'.l' it would be agreeable to me to furnish the board 
with a list of those persons to whom I had given copies of my letter to you of December 
28, last. In reply I told you very promptlv that if the board desired it done, it would 
give me much pleasure to Bend to each of those to whom I had furnished copies of my 
letter of December 28 a copy of your reply of January 13, 1921, or of such further 
answer as you or the .board might care to make. I also informed you that the copies 
lother than those dehvered to members of the board) of my letter referred to had been 
given confidentially, and with the distinct understanding that they were not for 
publication, and that I had taken the precaution to write upon each coPy (without 
exception as far as I recalll the naII!e of the person to whom, in confidence.lt was given. 

As I understand the situation the substantial correctness of the statements con
tained in the letter of December 28 has not been and can not be challenged. There
fore, I can not imagine why it should be necessary for you to know the names of the 
persons to whom I had given, confidentially, copies of this letter, in order, as your 
resolution claims, that the executive committee" may be in a position to formulate 
its report to the Federal Reserve Board." 

I shall, of course, be glad to do anything I can to help the board get itself "in a 
position to formulate its report," but the names of the persons to whom I have sent 
copies of my letter to you can not, as far as 1 can see, affect or qualify, one way or 
another, the facts which in my letter I have brought to the board's atL"ntion. 

If any of the persons to whom I have handed the letter have disre,,01nded my confi
dence and given it circulation or publicity, it has been done without my knowledge 
or approval. I do not know to whom anyone of the comparatively few people who 
have received the copies have exhibited them. My information in this connection 
is substantially confined to the statement which you laid before the board as having~ 
been printed by the" Whaley-Eaton Service." I do not know who has been circu· 
lating the letter "among a few Congressmen," as statej in the Whaley-Eaton Service. 
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Of the 435 Members of the House of Representatives, I do not believe there are as 
many as two who have received from me copies of that letter. 

In my letter to you of January 17 I informed you explicitly that I had furnished 
copies of the letter to you to the 12 chief national bank examiners; and for vour infor· 
mation, and hoping that thP.ir views mi~ht be regarded as entitled to weight, I em· 
braced in my letter to you on January 17 extracts from some of the replies which I had 
received from different chief examiners expressing their stTOng concurrence in the 
position which I have taken in the matter. I :dso sent a copy of the letter to the 
Secretary of the Treasury, the chairman of our Reserve Board, and copies were sent 
to each member of the Reserve Board, including Vice Gov. Platt, Mr. Hamlin, Dr. 
Miller, and Mr. Wills, hoping, by doin~ this, to secure for the letter a greater degree 
of attention than otherwise might be accorded it. 

I alAO gave copies to one or more ABBistant Secretaries of the Treasury and to a few 
Members of the United States Senate who have had occasion to discuss this subject 
with me. and who were deeply concerned in the situation. In addition to the fore
going I have furnished copIes in confidence to a few of my personal friends and 
perhaps two or three others who might not be included in that circle. I should add 
that in the copies referred to certain names and figures were deleted, as clearly indi
cated in the copies. Frankne138 requires me to say that I hear that an official or 
officials of the American Cotton Association have written to at least two Senators 
inquiring whether the statements ascribed to me by the "Whaley-Eaton Service" 
were made bv me and whether they are correct. This inquiry has been referred to 
me and I feei compelled ta answer in the affirmative. although I have no knowledge 
of how the Whaley-Eaton Service obtained its information. The Cotton ABSOciation 
undoubtedly is in pOBBession of general statements contained in my letter to you of 
Decp-mber 28, 1920. Whether the entire correspondence between you and myself 
on this subject is to be-given publicity, as has been suggested, is a matter within the 
discretion of the board or the executive committee. I shall certainly not oppose it 
if th e board thinks it desirable. 

In fact I will eay in conclusion that as far as I am concerned, I have not the slightest 
objection to the board acting favorably upon the proposal which was made by one 
of our members a few days ago when this question came up that the board publish 
my letter to you and aleo the board's reply of the 13th ultimo. I will now go further 
and state plainly that it is my personal belief that my letter of the 28th of December 
l."Ontains some information of an important character, to which I think the public 
entitled, and ehould have before it. In fact, to make public tl1is information I believe 
would be distinctly salutary and beneficial. 

I hope that you may feel justified in explaining to me more fully why the executive 
committee feels that it can not be "in a position to formulate its report" without 
having before it a list giving the names of the persons to whom I have furnished, in 
confidence, copies of my letter to you of December.28. 

Very truly, yours, 
JOHN SKELTON WILLIAMS. 

On that same subject I addressed the following letter to Gov; 
Harding under date of March 1, 1921 [reading]: 

TREASURY DEPARTMENT, COMPTROLLER OF THE CURRENCY, 
- . Washington. 

DEAR Gov. HARDING: I have your favor of the 26th ultimo in which you tell me 
that after I left the meeting of the board that day, you were "directed by the board 
to communicate with you (me) and renew the request that you (1) let the board 
have a list of tIlese names at your early convenience or express definitely your (my) 
unwillingnesa to do so." The "names" referred to are those of the pereons or indi" 
viduala to wh1m I may; have fumiehed copies of my letter to the board of. December 
281ast. ' 

No complett. copies of that letter, I believe, were given out to anyone; I aseume 
your request also refers to any copies of the letter which may have been given out 
with certain names deleted (for the purpose of preventing identification of banks 
referred to) in the letter. 

To dispel all doubt and relieve any poBBible pangs of suspense, I answer promptly 
tIlat I will not furnieh the board with the names of any other pereons than thOfe I 
have already given you to whom I sent copies of the letter of December 28 (deletions 
as ehown in copies furnished the other members of the board) and I append my reasons 
for refusal. 

(1) The matter of my disposition of those copies is absolutely irrelevant to tile 
main and only point in tl1is connection properly under discuseion and before us for 
corurideration. 
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(2) I am not informed what use is intended to be made of the list referred to. My 
letter to you of the 14th ultimo furnishes yo)). all the information on this subject that 
I care to give. I will not give further facilities for having' those to whom I have sent 
a written and recorded document signed by me on my official and personal responsi
bility, approached personally, without any knOWledge or presence, by persons of 
whose capacity, information, or responsibility I may know nothing. A moment's 
thought will convince you or any man of ordinary experience, that a formal document 
of importance if only to its author, should not be subject of traverse by an opponent in 
private, unchecked, and unrecorded conversation, without opportunity for the pro
ponent to know and rebut allegation or argument against his position, however unjust 
or injurious to him. I learn from your own statement to me, Governor, that my appre
h!lnsion of the use that might be made of the list is not fanciful. You are my authority 
for the fact that you personally sent for or saw one person you had reason to believe 
had seen my letter and proceeded to undertake on ex parte statements to reverse 
judgments he had based on it. I am left ignorant not only of what you said to him, but 
of his identity which you declined to tell me. 

I do not think the board quite realized that it was asking me to put myself and my 
case at the mercy of those obviously hostile to my opinions and suggestions and of 
some whose fondness for myself is not exactly enthusiastic. 

These two reasons appear to me to be convincing and conclusive. 
As I have stated to you and to the board in my letter of February 14 and otherwise, 

in writina and in conversation I am entirely willing to have the discussion in the 
open, and' all my letters to the board or to you and any replies that have been made 
or may be made spread before the public, deleting names or references where these 
may seem desirable for the protection of others. The large problems discussed in this 
correspondence is the public's vitally important ·business. In my view, the public 
is entitled to know all about it. My experience tells me that straight-forward frank
ness and open dealin~ in all matters of public concern are the surest way to the gen
eral confidence that lB the foundation of safety. For my part, I know of nothing in 
this matter or anywhere in my official life that I wish to hide. 

If this view is not shared by the bowd I reiterate now my former offer and pledge 
to convey to each of the persons to whom I gave copies referred to of my letter of 
December 28, any reply or rejoinder the board, or anybody in its behalf, may prepare 
all comments or remarks on the subject by me to be in wnting and copy thereof to be 
transmitted to the board. Years of hereafter and disclosure are to come. The more 
clearly every act and motive of ours is put in permanent record and the less casual or 
loose conversation or secret discussion we have, the better for ourrelves. the business 
community. and the country. , 

Mere knowledge of the persons who have seen my letter of December 28 or the 
deleted copies of same can be of no imaginable advantage, although I ~ld generally 
of their character and relationships. If the board wishes to reach them with actual or 
intended co=unications to offset, counteract or explain what I have written, the 
way is open. If the relationships among us are such that any of us may pretend 'to 
luspect that I would not faithfully keep my promise-and I do not feel any would 
really feel such suspicion-I certainly can not be expected to submit my case to 
hostile presentation not to be recorded or put before me. 

I hope I have made my position clear. I will be glad to have the whole of my 
correspondence with the board made public, deleting such names or direct references 
as may cause individual hardship or injury. I will be glad to give to the persons who 
received the copies of my letter of December 28 deleted, any reply the board may 
wish to make. For reasons given before and for the further reason that the names of 
the persons who received my letter of December 28 can have no possible bearing on 
the merits of this case or the truth or untruth of my assertions and deductions, I respect
fully decline to furnish the list requested. Let me add in conclusion that I have not 
yet received the explanation invited in the closing paragraph of my letter to you of 
February 14,1921, in which I said, "I hope that you may feel justified in explaining 
to me more fully why the executive committee feels that it can not be 'in a position 
to formulate its report' without having before it a list giving the names of the persons 
w whom I have furnished in confidence copies of my letter to you of December 28." 

Sincerely yours, 
JOHN SKELTON WILLIAMS, Comptroller. 

Hon. W. P. G. HARDING, 
Governor Federal Reserve Board. 
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Mr. Chairman, I will now read a letter into the record which I 
wrote to Gov. Hanting under date of February 19, 1921. 

Representative FUNK. Well, now, Mr. Ch&irman, if the letter 
whicli Mr. Williams is about to read is of the character and covering· 
the matter that the last letter covered, I do not think it serves the 
purposes of this co~on. 

Mr. WILLIAMS. It 18 not. 
Representative FUNK. I take it that this commission is not inter

ested in a back-yard quarrel. H this witness has some facts as to 
the action of the Federal Reserve Board in restricting credits to 
agricultural business. we want to know it, but I, for one, am not 
interested in back-yard quarrels. 

Mr. WII.LLUfS. What you refer to as a back-yard quarrel, may I 
say respectfully, Congressman, is giving publicity or furnishing 
members of the United States Senate and House of Representatives 
with copies of a letter which set forth facts and conditions which I 
thought vitally affected not only the farming interests, but the 
whole business interests of the country. 

Representative FUNK. That may be true, but what do we care 
whether the governor or some member of the Federal Reserve Board 
criticizes you for sending letters to members of the Senate, and asking 
their names! That does not help us in this inquiry. We have spent 
15 or 20 minutes in listening to you read a letter in which you set 
forth your quarrel with the governor of the Federal Reserve Board. 
That does not helJ> this commission in its inquiry at all. 

Mr. WII.LLUfs. It related to furnishing to the United States Senate 
and the House of Representatives copies of letters which dealt 
with important public matters. 

Representative FcYK. Well, give us the letters. Give us the 
facts. Tell us what the board has done or has not done; that will 
be helpful to this commission in its investigation. 

Mr. WILLIAMS. I will do so. 
The CIumMAN. What is the date of the letter which you are now 

about to read, Mr. Williams! . 
Mr. WILLIAMS. February 19, 1921. The letter is as follows 

[reading:) 

Han. W. P. G. HARDING, 
Governor Ft.derol RaenJe Board. 

TREASURY DKPARTMENT, 
CoMPTBOLLER OP TIIK CURRENCY, 

Washington. 

DEAR GOYKRNOB HARDING: In my letter to you of December 28, 1920, in dis
cua:ring the uneven distribution of loans and credits and, what BOOmed to me, to be in 
certain instances, excearive loans by the New York bank to particular banks in New 
York City, I said: • 

An important question is how far the enormous sums which the reserve &ylrtem is 
lending to the banks in the laJge cities are being used for the protection and promotion 
of legitimate busineBII, and how far these funds are being employed in speculation or 
for the selfish interesta of the officers and directors of the borrowing banks and for the 
concerns in which these officers are especially interested. 

"The inequalities and injustice in the distribution of these flmds become apparent 
when we analyze the uses which big favored banks in the East aometimes make of the 
money they borrow from the reserve system." " 

I now think it proper to bring to the attention of the board the following case which 
has come to my notice since my letter to you on this subject. I have reason to believe 
there are many other banks to whom the New York reserve bank was lending far 
larger sums than the particular bank referred to WlIIi borrowing from the reserve bank, 
who al,so loaned to this unfortunate borrower at unconscionable rates--as the New 
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York reserve bank or the board, can ascertain if you see fit to make inquiry. This 
instance, however, will illustrate how loans made to member banks by the New York 
reserve bank are sometimes used. 
'The New York City bank referred to, whose report is before me; states that its bor-

. rowings from the' Federal reserve bank for the nine months from February, 1920, to 
October, 1920, both inclusive, averaged approximately $5,000,000 for each of these 
months. This is equal to about 70 per cent of the capital of the borrowing bank-:
certainly not an unjustifiable amount if the funds obtained were properly used. In 
fact the borrowings from the reserve bank by this particular bank have been com
mendably light. 

The bank reports that its rediscounts, including acceptances with the New York 
reserve bank which in May amounted to $2,741,936-were paid off by June. Its 
average bills payable, however, in the month of May were only $1,290,322; and for the 
month of June, these borrowings fTom the reserve bank increased to an average of 
$3,891,813-the increase for June over May being $2,600,000. 

This additional $2,600,000 need not have been borrowed from the reserve bank at 
that time but for two certain loans which the member bank made to ostensibly two 
borrowers under date of June 14, 1920, for $1,000,000 each-particulars in regard to 
which I shall now give you. ' 

The member bank reports that the $3,891,813 borrowed from the New York Federal 
reserve bank for the month of June was obtained at 6 per cent per annum interest. 

But in lending the funds to one of the bank's customers the member bank collected 
for interest and commission on $1,000,000 loaned by a dummy loan to its customer 
(note made to the real borrower's secretary) interest and commission equivalent to 
about 20 pel' cent per annum for 5 months and 10 days. 

For the other loan the bank appears to have charged on the net amount loaned the 
equiv!j.lent of about 200 per cent per annum. ' 

It appears that the customer, Mr. ---, gave his note, secured by collateral and 
payable 12 months after date, for $1,000,000. The bank allotted participations in this 
loan to eight correspondent banks for SumB aggregating $475,000, leaving' the member 
bank's net commitment on the ---loan $525,000. 

The ClIArn.MA.N. This is the instance that you referred to yesterday, 
is iU' ' 

Mr. WILLIAMS. Yes. [Continues reading:] 
The bank received a check from Mr. --- for a cash commission of $260,000, so 

that the net amount advanced by the lending bank was only $265,000 on this par
ticular loan. 

In addition to the 26 per cent cash commission, Mr. ---, the borrower, was 
required to pay 6 per cent per annum interest, and the loan was paid off in 5 months 
and 10 days. ' 

In allotting participations in the $1 000 000 --- loan to eight correspondent 
banks, it appears that the correspondent ba.nksreceived 6 per cent per annum interest, 
plus a cash commission of 3 ller cent, the New York member bank retaining 23 per 
cent cash commission in addItion to 6 per cent per annum interest and allotting to 
the correspondent banks which pa.rticipa.ted with it only 3 per cent cash commission 
in addition to 6 per cent per annum interest. 

The net results of this transaction, it appears, were as follows: 
Member banks' average borrowings from the New York Federal Reserve 

Bank in June, 1920 •.•••••.....•...•.•.•..•..•.••..•........ :'., .•.. $3, 891, 813 
Amount of this bank's participation in loan on ---stock before deduct-

ing $305,750 cash commission............................. .•.....•... 1,525,000, 
Net amountloaned to Mr. --' - and his secretary after deducting $475,000 

participation allotted to eight other banks, and also after deducting 
$305,750 cash commission received from Mr. -, --, in addition to 6 per 
cent per annum interest for the ,loan made to him'direct on his own 
note and on the loan made on the "dummy" note of his secretary ..•. ·• 1,,219,250 

Interest and commission collected by New York member bank for making 
the aforesaid net loans of $1,219,250 ••• _ •..........••..•• , .. ',......... 344,416 
These figures, therefore, show that this particular bank borrowed this net amount 

of $1,219,250 from the Federal reserve bank of New York at 6 per cent per annum, and 
loaned it or the equivalent to its cus,tomer for 5 months and 10 days at the rate 'oi, 
about 63 per cent per annum. " " " ", 

Or if we consider separately the dummy loan of $1,000;000 made to Mr. -- s 
secretary or stenographer (all of which,it appears was loaned by the, member bank) 
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and the $525,000 participation in the $1,000,000 loan made to Mr. -- direct and 
retained by the member bank, it will be seen that this bank received, in interest and 
coDlDliBeion on its participation in the $1,000,000 direct loan to Mr. --, the equiv
alent of about 200 per cent per annum interest for the 5 months and 10 days that the 
loan was outstanding. . . 

And on the dummy loan to Mr. --'s secretary it received in commission and 
interest the equivalent of about 20 per cent per annum for the same period 5 months 
and 10 days. . 

If we consider the --loan separately it appears that the member bank borrowed 
from its reserve bank the net sum fIi. $265,000 at 6 per cent per annum for 5 months and 
10 days, at a coat of $7,066, and loaned the same amount, net, $265,000, to Mr. --, 
collecting from him for its use for 5 months and 10 days, the sum of $259,750, which is 
equivalent to about 200 per cent per annum interest. 

In other words the member bank paid the reserve bank $7,066 for the use of $265,000 
for 5 months and 10 days and collected from a customer for accommodating him with 
a loan of like amount, the sum of $259,750, thereby making a net profit of $252,684 on 
the transaction. 

The finaIreault of the two loans was that the national bank here referred to paid 
the reserve bank for interest on $1,219,250 (net amount kept of both loans) approxi, 
mately $52,513, and exacted from its customer for the same amount of money (part of 
'which was for the direct loan to Mr. -- and part for the dummy loan) the sum of 
$344,416, or a net profit on the two transactions of $511,903. , 

It is worthy of note that the extortion practiced on this particular customer by this 
bank and by other banks with which he was dealing at that time were active factol'!J 
in taking them close to disaster, if curren't reports on this subject are correct. . 

Is not this incident another strong argument in favor of the recommendation which 
I have recently made to Congress, that banks obtaiuing accommodations from reserve 
banks should be prevented from charging their customers more than a reasonable 
and moderate advance above the rates they pay to the reserve banks? ,In this instance 
money borrowed from the Federal reserve bank actually was being used in crushing 
an important citizen, the head of great enterprises. 

Every business man knows that the enevitable, logical result of such unscrupUlous 
extortion, as these here brought to your notice, is ruin for the victim of them. The 
crash which the banks exacting such tribute-with the unconscious assistance of the 
Federal reserve bank-created to conserve and protect our ~ommerce and finances-
did so much to precipitate, might have been far-reaching. It might have thrown 
thousands of employees out of work, forcing distress on their families and destroying 
their power to buy from our merchants and manufacturers and pay their rent to real 
estate owners. It would have added very seriously to the dangers to our welfare 
alreadr. existing. The Reserve Board can not with llDpunity condone or sit silently 
by while its funds are being used for wrecking purposes-it may make itself, it seems 
to me, particeps criminis accessory before and after the fact; 

In my letter to you of December 28, 1920, I called your attention to the manner in 
which certain banks in New York City were borrowing huge sums of money, not merely 
to supply legitimate demands of bUBlDeBS and commerce or in order to enable them to 
accommodate correspondent banks in the interior, but for the purpose of promoting 
speculations and market manipulations; and I brought to your notice a number of in
stances where institutions borrowing most heavily from the New York reserve bank 
were making enormous loans to their own officers and to the officeI'B of other member 
banks for the promotion of their individual specUlations. I called your attention to 
one particular instance where a large bank, debtor to the New York reserve bank for 
more than $100,000,000, was lendiug to its head oflicer and to the membeI'B of his im" 
mediate family about --million dollars, or more money than this member bank 
was lending to all of its national bank correspondents throughout the entire country. 

I also called your attention to a.nother banking institution in New,York City, to 
which the Federal reserve bank was lending more than $100,000,000, which was ad
vancing huge sums to various speculative syndicates, in which its own active officeI'B 
were largely interested, and in a letter I pointed out to you the methods which were 
being used to camouflage and conceal the actual interest of the bank's ofIiceI'B in these 
speculative syndicates which were absorbing such large sums supplied by the reserve 
bank of New York. . ' 

In my letter to you of January 12,1921, in discuaaingthis aspect of the situation, I 
said: . "., . ' 

"I feel confident that these secret methods by which the officers of the bank made 
use of the funds of the institution, can.nd more be approved by you than they can be 
by this bureau." ',. .' , ' . ' ' 

t • • • • • 
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In the letter whi ... h T wrote you on January 28, 1920, more than a vear ago,.I railed 
your attention to the faCt that the funds of the reserve bank o,f New·York were being 
largely used), or misu@ed, in lending enormous RUms to a certain hanking inRtitution in 
New York \Jity, which had become conspicuous for its speculative operation~ and 
which was 11.1 read) being much criticised hy conservative hankers. I pointed out to 
you that the New York reserve bank was, at that time, lending an amotmt nearlv six 
times its own capital, that is to say, six times the capital of the reserve bank of New 
York to that one member institution, and I showed you that the money which the 
New York reserve bank had loaned to that one borrower on December 31, 1919, amounted 
to nearly twice as much as the aggregate amount of loans and discounts which the 
Federal reserve bank of Dallas was lending at that time to all of its member banks in 
that great district, embracing the entire state of Texas and parts of the states of Louis
iana, Oklahoma, New Mexico, and Arizona. 

It appears that in order to make these huge loans to those institutions the New York 
Federal reserve bank had found it desirable to rediscount or borrow, about the time of 
my letter to you of January 28, 1920, over $118,000,000 from seven other Federal 
reserve banks, including among others, the reserve banks of Dallas, Chicago and 
Atlanta, whose resources available for their own member banks were to that extent 
lessened. 

I said to you in my letter of January 28, 1920, to which I have referred: "This is 
a concentration of the funds of the system with one debtor bank conspicuous for its 
speculative operations and promotions which, in my judgment, is not only not justi
fied, but distinctly dangerous and I feel it my duty to register my stro~ dissent from 
a. continuance of such conditions as these, py writing you as I am dOl,ng, as an ex
officio member of the board.'" 

That was more than 18 months ago. 
Representative MILLs. What was the date of that letter ~ 
Mr. WILUAM3. January 28, 1920. 
Representative MILLS. January 28,19201 
Mr. WILLIAMS. Y es~ 
Representative MILLS. Just read that again, will you 1 
Mr. WILLIAMS (reading): 

I said to you in my letter of Janua.ry 28, 1920, to which I ha.ve referred: 
"This is a. concentration of the funds of the system with one debtor bank con

spicuous for its speculative operations 80nd promotions, which, in my judgment, 
is not only not justified, but distinctly dangerous and I feel it my duty to register 
my strong diBSent {rom a. continuance of such conditions as these, by wrlting you as 
I 80m doing, 80S an ex-officio member of the boa.rd. " 

I also said in that same letter: .. With such facts before us * * * 80S I ha.ve 
here undertaken to bring to your attention our responsibility becomes serious and 
very real. " and I 80sked you to bring the matter to the attention of the board. 

I have 8odditional rea.sons now for believing that the funds advanced during the 
past year by the reserve bank of New York to that particula.r institution and 8olso 
to other banks in that district have, been used to a wholly unjustifiable extent for the 
promotion of stock deals and syndicate operations upon which extortionate interest 
and commiBSions have' been exacted and in many of Which syndicate deals and 
ollerations the officers of this heavy debtor institution have been directly and in-
dtrectlyin terested. ' 

The Federal Reserve Boa.rd and the'reserve bank of New York are empowered by 
law to make examinations of all member banks and I have sever80l times urged upon 
you the desirability of having such an examination made of this leading debtor of the 
Federal reserve system, either by the examiners of the board or by the examiners of 
the Federal reserve bank of New York, in order that the New York reserve bank, at 
least, might have an intelligent understanding of the condition and operations of that 
institution and of the purposes for which the huge Bums of money which it was lending 
to that member bank were being used. The importance of having such data is too 
obvious for discussion here. 

Thus far, however, as far as I am informed, no such examination has ever been 
undertaken by the board or the New York reserve bank,although I learn; indirectly, 
that one or two of the board's examiners or the reserve bank's examiners have ac
companied the State examiners on certain occa.sionB in their examinations. 

Meanwhile, I hear indirect reports which indicate tba.t the member institution 
above referred to during the past year has been making l~e loans on time for specu
lative or other ventures for which it has charged, in certam instances, as high as 50 
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per cent per annum interest for money at the same time it was obtaining funds from 
the reserve bank at 5! to 7 per cent per annum. You can ascertain whether these 
reports are correct or whether they are exaggerated. 

A New York man, usually well-informed, recently referred to an instance when: 
it WBB reported the head of a large manufacturing concern which employed thousands 
of men, found himself in need during the past year of $5,000,000 for which he offered 
abundant collateral; but upon applying to the New York banks was forced, in order 
to get funds, to pay cash coDUIUBBions of about $1,000,000 in addition to 6 per cent 
per annum interest for the loan which was repaid in less than six month_the money 
being obtained, I understand, largely from member banks which were borrowing from 
tile reserve system at 6 per cent. I do not think such rapacity should be tolerated. 

I again repeat the recommendations which I have made on several previous occa
sions that the examiners of the board or the bank of ---be authorized and directed 
to make IUch an examination of the affairs of a certain leading debtor of the rElllerve 
bank of ---as may be necessary for a proper understanding ofi ts methods and prac
tices and operations, and also to develop to what extent the funds for this institution 
are being used or have been ueed for the promotion of the speculative undertakings 
.nd syndicate operations of its own officers and directors and of tile officers of other 
member banks w!,ich are also borrowing heavily from the reserve bank of ---. 

The manner in which certain New York banking institutions have borrowed enor
mous sums from the Federal reserve bank of New York at rates of from 5 to 7 per cent 
and have taken advantage of the necessities of needy borrowers in trying times by 
accommodating them with time money at rates, in some instances as high as 50 per 
cent per annum, and in at least one instance about 200 per cent per annum, is, in my 
opinion, uneconomic, unconscionable, and barbarous, and I am not willing, as far as 
I am concerned, to have such operations p8BB unnoticed or without protest. 

Our reserve board will not hereafter be able to escape heavy public censure on the 
excuse that it was not advised of the details of such transactions. Such examinations 
as I urged the board to undertake more than a year ago would. I believe, have brought 
to light methods and practices calling for drastic action and remedy, and in my judg
ment it would have been the duty of the board if it had possessed a knowledge of the 
facts which it can now obtain if it desires tIlem, to have refrained from granting enor
moue loans to institutions continuing or proposing to continue such operations as 
some of those to which our attention has more than once been directed. 

As I have pointed out on other occasions the records of this office show that the 
artificially fixed money rates in New York City have had the effect of drawing to New 
York City from all parts of the country many hundreds of millions of dollars which, 
from the standpoint of the public welfare, could be better employed if they had been 
permitted to remain in their own respective communities to be loaned there for 
legitimate business, and within the legal rates of interest permissiblE! in the several 
States. . 

The reports of this office show iliat on December 29, 1920, ilie national banks alone 
in New York City, held, for account of correspondent banks in all parte of the country, 
an aggregate of approxinlately $800,000,000; while th~ total amount of money which 
all the national banks in New York City were lending to their correspondent banks 
in all parte of ilie country. directly and indirectly. amounted to less than $280.000,000. 

Official records also show that in addition to the deposit balances carried in New 
York national banks for outside banks, the local New York banks were lending in 
Wall Street, for outside customers and correspondents, hundreds'of millions of dollars 
drawn thither from all parte of the country to take advantage, of the high interest 
rates, maintained there partly, it has been alleged, for t~e expreSB purpose of entic" 
ing money from oilier sections. My Annual Report for 1920 (p. 144) shows that the 
loans made by New York City national banks for account of all correspondent banks 
on May 4, 1920, amounted to more than $600,000,000. 

The official reports indicate that the total amount of money .which the national 
banks in N ew York City have to the credit of their correspondent banks in all parts of 
the country, plus the funds which the New York national banks have loaned in Wall 
Street for account of their correspondent banks in all sections of the country, exceeds 
in the-·aggregate the total amount of money advanced to all member bank's either on 
bills payable or on rediscounts by all of the Federal reserve banks, excepting only ilie 
Federal reserve bank of New York, but including ilie n reserve banks of Boston, 
Philadelphia, Chicago, Cleveland, Richmond, Atlanta. Dallas,. S1;. Louis, Minne
apolis, KaD88B City, and San Francisco, with more than 8,800 member banks. These 
figures impress me as being significant and worthy of the study of the board. 

I understand iliat the records also show that very recently four banking institutions 
in New York City were found to be borrowing from the New York reserve bank about 
three times as much money as all the national banks of the country, more than 7,500 
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had ever borrowed at anyone time on their bills payable or on rediscounts, prior to 
the inauguration of the Federal reserve system. ' 

I am told that the claim has been made in behalf of the New York banks that the 
money which they borrow from the reserve bank of N ew York is largely for the purpose 
of meetin~ the demands made upon them for accommodation by banks, merchants, 
and indiVIduals in other parts of the country, but an analysis of the situation does 
not support this theory. 

The reports of January 31, 1920, show that the total amount of money loaned by 
all the national banks in New York City to all borrowers outside of the Eastern States 
amounted to only $743,000,000, of which one hundred and five millions were loaned 
in the New England States, one hundred and sixty-nine millions in the Southern 
States. two hundred and ninety-one millions in the Middle States, forty-two millions 
in the Western States, thirty-four millions in the Pacific States, and something over 
one hundred millions in ioreign countries, our insular pc>s&essions, and Alaska (see 
p. 214, 1920, annual report). 

On the same date the money deposited in the national banks~f New York Cityiby 
other banks in all parts of the country aggregated $896,000,000. ' 

Representative MILLs. Why did you pick out that particular date! 
Mr. WILLIAMS. We did not have tliose figures available for all . 

dates. It is only about once 8. year that 1 thillk we got it. 
Representative MILLS. You only have them for one date a year ¥ 
Mr. WILLIAMS. 1 think so. . 
Representative MiLLS. Well, it is in your report, isn't it' 
Mr. WILLIAMS. Yes. 
Representative MILLS. Well, are you not familiar with your' own 

report~ 
Mr. WILUAMS. 1 think it is once a year. 
Representative MILLs. You are not sure 9 
Mr. WILLIAMS. Why, yes; 1 can not say whether we may not have 

at one time called for it in January and another time in December, 
but 1 think we have it only once in 1920. 

Representative MILLs. Will you glance at your reports and see if 
you liave the figures for more than one date ¥ 

Mr. WILLIAMS. The reti~r~ is of Janua,ry 31, 1920. ,Well, this is 
the report for 1920. 1 t' that is the last, without looking it up. 

Representative MILLS. You are ~ving figures for January, 1920. 
Mr. WILLIAMS. Yes; and this is the report for that year. 
Representative MILLs. ,But 1 am askfug you for the whole year. 

You have given one particular date. 
Mr. WILLIAMS. Well, 1 think that is the only report we had for 

that year. 
Representative MILLs. Will you make sure ¥ . 
Mr. WILLIAMS. 1 think that is so. There is page 214 Mr. Mills. 

You can find it yoursEllf. 1 did not have time to look tb;ough the 
whole report, but 1 think that is correct. If not correct, 'I Will. be 
glad to&~~~~y other figures. 

The . Was there any similar report made, or any similar 
call made for information in January, 1921 ¥ 

Mr. WILLIAMs. I sent out in February, 1921, a call to the national 
banks requesting them to advise me the amount of money which they 
held for account of depositors in each particular State of the Union. 
And I would respectfully suggest to the committee that if they 
should be able to get that information from the comptroller's office 
it would be exceedingly illuminating to them. I reSIgned as comp
troller before the reports which I called for were recelved and com-
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p'iled. I do not know whether they have been compiled or not; but 
if they have not been com:piled I desire to sax. to this committee that 
I think the information which they contain will be .very helpful to you. 

The CHAIRMAN. Was this call that you refer to now a call for the 
same information that is contained in the report of January, 1920 ~ 

Mr. WILLIAMS. In part. This particular information which I 
called for in February had never been called for in that precise form 
before. 

The CHAmMAN. Will you state now just what the questionnaire 
asked fod 

Mr. WILLIAMS. I would suggest that a telephone re<Luest .to the 
Comptroller of the Currency would furnish r.0u with the blanks in the 
form in which they were sent out. I don t know whether I have a 
copy here or not. But I think it would be interesting to the com
mittee. 

The CnAIRMAN. I thought you could tell us what it contained .. 
Mr. WILLIAMS. I can tell you what it calls for. It requires the 

banks to show the location of their principal depositors. For ex
ample, if that is compiled it would show how much of the money, 
how much of the individual deposits in the New York banks are for 
account of individual depositors in the West or in "the East or in the 
South or in New York State itself. 

The CHAmMAN, Was this particular call confined to New York 
banksW . . . 

Mr. WILLIAMS. I think that was a general request. My impression 
is that it was for all banks, certainly all reserve city banks. There 
are about sixty odd. reserve cities, and my impression at the moment 
is that it was for all banks. It was either, I think, for allbanks or 
for all city reserve banks, but I think it was for.all banks. 

(The blank form is here inserted in the record, as follows:) 

[Treasury Department, Comptroller of the Currency, Form 2137-B, Feb. 111-21.) 

To tM pruiclent OJ' C4/Jhi4r: 

TREASURY DEPARTMENT, 
OFFICE 011' THE COMPTROLLE.R 011' THE CURRENCY, 

Washington, D.O., February :e5, 19:e1. 

Sm: You are requested to forward. to this office, in accordance with the provision 
of section 5211, U, S. R. S., a special report on this blank form showing the geographical 
location by States of your depositors, the number of accounts of depositors located 
in each State, and the aggregate deposit balances, exclusiv;e of bank deposits, at the 
close of business on Monday, February 21, 1921. 

In reporting balances to the credit of individuals, the State in which the depositor 
resides or in which his checks are usually dated should be credited with the balance. 

In instances where deposit balances of firms or corporations are subject to the order 
of an officer or employee of the firm or corporation, whlch maintains several accounts, 
the State in which the office or place of business is located, of the officer or employee 
authorized to draw on luch accounts should In this report be credited with suCh de
posit balance. 

Respectfully, 
lNO. SKELTON WILLIAMS, 

Oomptroller oftM Ourrencg. 



190 AGllICu:r,.:rua.u. ;INQUlR1!', 

Statement, showing deposit balances in national ban7cs, fUJCQ1'ding to the location oj the 
depositor, rendered by the .•.•••...• National Bank of .••••••••• , aBof Monday, 
February 21, 1921, in response to request from Comptroller oj the Currency dated Feb· 
ruary 25,1921., 

States. ~~~~rt A8fr,~~fe 
accounts. balances. 

Maine .......................................... . 

~::;,.~~t~.~~~r.~.::::::::::: ::: ::: ::: ::: ::: ::: ::: 
Massachusetts .................... '" ........... . 
Rhode Island ............... '" ................ .. 
Connecticut ................................ '" '" 

Total, Northeastern 
--1----1-

States ................................. .. 

NewYork ..................... ~ ......... ~~ 

t~ra~~~?~~:::::::::::::: ::: ::: ::: ::: ::: ::: ::: 
Maryland ...................................... . 
District ofColumhia ............................ . 

Total, Eastern States. ~~~~~~~ 
=====r-== 

Virginia ........................................ . 

:::rSt~'d~f~'lf:a::::::::::::~ ::: ::: ::: ::: ::: ::: ::: 
South Carolina .. : .............................. . 

~fg~~::.::::::::::::::::::: ::: ::: ::: ::: ::: ::: ::: 
~~i~if~::::::::::::::::: ::: ::: ::: ::: ::: ::: ::: 
~exas ........................................ '" 
Arkausas ............................. : ......... . 

~:~:s~:::::::::::::::::: ::: ::: ::: ::: ::: ::: ::: 
Total, Southern States. ~ ~ ~ ~ =~ = 

States. 
, N umber Aggre8Rte 

of deposit deposit 
accounts. balances. 

Ohio .......................................... . 
Indiana ........ , ............................. .. 
Illinois ...................................... '" 

W~~~:s?n~:::::::::::::::: ::: ::: ::: ::: ::: ::: ::: 
Minnesota .......................... _ •. _ .. _ .. _,,0 _ ... 

}J;::ouri.".::::::::::::::::: ::: ::: ::: ::: ::: ::: ::: 
TotaI,MiddieStates.~ ...... '" ........ . 

p=p= 
North Dakota .............................. ', .. . 
South Dakota ................................. . 
Nebraska ................ , .................... .. 
Kansas ........................................ . 
Montana .......................... _ ...... _ ...... _ ..... .. 

~I=~~::::::::::::::::: ::: ::: ::: ::: ::: ::: ::: 
New Mexico ..•.•. .' ............. _ ...... _ .......... __ _ 
Oklahoma ..................................... . 

---:-----
Total; WesternStates ............. '" '" .. _ 

~~~:~~~::::::::::::::: ::: ::: ::: ::: ::: ::: ::: 
California ................... , ................. . 
Idaho .. : ...................................... . 
Utah .......................................... .. 
Nevada ....................................... . 

1~~~:::::::::::::::::::::::::::::::::::::::: 
I---'--r--i-

Total, Pacific States ............. '" ..... . 

Hf!,waii. ....................................... . 
=====r=1= 

Total, United States ..................... . 
______ -'-__ ~-'-...:..-'-_-'-......:_::____ __ 00_. ___ --'---

I, .................... , of the above-named bank, do solemnly swear that the 
(President or cashier.) 

above statement, to the best of my knowledge and belief, is true, and fully and cor
rectly sets forth the information called for by the Comptroller of the Currency in his 
request of February 25. 1921. . 

Correct.-A ttest: 
[To be attested bv not less than 

three directors oilier than the 
officer verifying the report.] 

fPlace for' official seal to be 
affixed bv officer before whom 
acknowledged: See act of Feb. 
26, 1881. Notary must not be an 
officer or director of the bank.] 

......... (p;e:side;;t·~.-.;..shi;'::i··········' 

, ..... -. ....................... . 

Directors. 
State of ..................... , .. ' ....... · ....... . 
County of .......................... , ....... .. 

Swom to and subscribed before me this .... · 
day of ............ , 1921; and I hereby certify 
that I am not an officer or a director of this bank. 

................. --. ·j.j~t~;.y P~blic. 

NOTE.-This report must be swom to by the president or cashier (oaths made by 
other officer "'ill not suffice), attested by not less than three directors, and forwa.rded 
to the Comptroller of the Currency with the least possible delay. I 

Representative MIu.s. Where will I find your figure of $800,-
000,000 on deposit in this report W 

Mr. WILLIAMS. (Reading:) 



AGRICULTURAL INQUIRY. J91 
The reports of January 31, 1920, show that the toW amount of money loaned by all 

the national banks in New York City to all borrowers outside of the'Eastern States 
amounted to only $743,000,000. . 

You will fin~ that on page 214,1920, I1nJluaJ, report. 
RepresentatIve MnLs. I found that. . 
Mr. WILUA.MS. Now, what is the other one youwant~ 
Representative MILLS. You gave some other figure of 800 million 

and some, I think. . . . . • 
Mr. WILUA.MS. (Reading:) 
On the same date, the money deposited in the national banks o( New York City by 

other banks in all pa.rts of the coqutry-

Representative MILuI. You have included eastern States there ¥ 
Mr. WILUA.MS. (Reading:) 
The money deposited in the national banks of New York City by other banks in all 

parts of the country aggregated $896,000,000. 

Representative MnLs. You showed two sets of figures. 
Mr. WILLi'A.MS. I use the same figures I have given here.' 
Representative MnLs. In the :first item, in other words, you have 

excluded the Eastern States, and in the second you .have included 
them' ...•. 

Mr. WILI.iAMs. In the :first statement I have given figures by dis-
tricts. . ,. . 

Representative MILLS. In the $896,000,000 item you have included 
all Eastern States' . 

Mr. WILLIAMS. It gives it iii. detail by divisions. 
Representative MIi..Ls. Now wait a minute. Will you please read 

that statement again. 
Mr. WILUA.MS. (Reading:) . 
The reports of January 31, 1920, show that the total amount of money loaned by all 

the national banks in New York City to all borrowers outside of the Eastern Stat_ 

Representative MILLS. Yes. 
Mr. WILLIAMS. Outside of the East~rn States. Thl1t word" out-

side" was emphasized, was put in caps. . - .. . -
Representative MnLs. Yes, outside of the Eastern States. 
Mr. WILLIAMS. Amounted to only $743,000,000. 
Representative MILLS, Yes. 
Mr. WILLIAMS. Of which one hundred and five millions were loaned 

in the New England States. . 
On the same date the money deposited in the national banks of 

New York City by other banks in all parts of the country aggregated; 
$896,000,000. . 
• Representative MILLS. Yes. ' 

Mr. WILLIAMS. I made that d~stinction there very clear. 
Representative MILL8. So that in the :first figure you have excluded 

the Eastern States. 
Mr. WILLIAMS. I am stating that very positively. . 
Representative.MILLs .. But in the second figure you have included 

Eastern States. , 
Mr. WILLIAMS. Yes, it is precisely as given in the report. 
Representative MILLS. Exactly; but do you think it fair when you 

are using the figures as a basis of comparison to exclude as important 
an item as the Eastern States ¥ 
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Mr. WII.!:IAMS. It is' fair if you state precisely the bll,sis~n wh~ch 
the comparIson was made. I don't know whether the details which 
were &ccessibl~ to me enabled ,me to do anything else. I. '! 

RepresentatIve MILLS; Well, now let us hear your'conclusIOn. , 
Mr. WILLIAMS. (Reading:)' " ' 

Therefore, we find that the balances carried in New York Cityba,nks bi~ther 
banks alone, exceeded the aggrega.te of all loans made by all New York City national 
~a,nks ~o all borrowera in all other parts of the country outside of the Eastern States, 
mcludmg ba,nki and everybody else. ' .' 

That is very explicit. , 
Representative MILLS. Exceeded by how much ~ , 
Mr. WILLIAl\IS. Exceeded. It did not show by how inuch. 
Representative MILLS. Now, let us include the Eastern States and 

let us see what the result will be. . 
Mr. WILLIAMS. I have not the figures. 
Representative MILLS. You have them in your report. Now, in

clude the Eastern States in your items and see what the result will be. 
Mr. WILLIAl\Is. What figures do you want 1 " 
,Representative MILLs. I want you to use exactly the same :figures 

for the same items. In other words, if you are going to indude 
Eastern states in one item I want you to mclude them in, the other 
item and see what result you reach. ' 

Mr. WILLIAl\IS. Let me call your attention to the fact that in one 
case I give the deposits from banks only, but the loans are to both 
banks and all individuals. These reports of which I speak and for 
which I called would have enabled us to make II. comparison on 
ap'proximately the same basis. The information had not been com
piled, and therefore I could not USe it. 

Representative MILLs. Well, now, you have assumed to make II. 
comparison in which you have included Eastern States in one item 
and excluded them in the other. I ask you to include Eastern States 
in both items, and then give us the figures. . 

Mr. WILLIAl\Is. Suppose you state precisely what the comparison is 
that you want. ,-

Representative MILLS. I want you to include the Eastern States 
in y'our f4'st item. If you ~_giv:e me that paragraph of your letter 
I Will do It myself. If you will gIve me your letter and your report 
I will do it. 

Mr. WILLIAMS. Suppose you get exactly what you want. 
Representative Mri..LS. May I have the copy of your lettedNow, 

if we include the Eastern States it will appear that the total money 
loaned by all the national banks in New York City to all borrowers 
would amount to $2,489~000,000. On that same date money depos
ited in the national b8.D.KS of New York City by other banks in all 
parts of the country aggre&~ted $896,000,000. So that the loans and 
discounts made by New Iork banks exceeded the deposits of all 
other parts of the country. ' 

Mr. WILLIAl\IS. Do you call.the Eastern States" all other parts of 
the country ~" 

Representative MILLS. Yes. . 
Mr. WILLIAMS. Why not-- , 
Representative Mni.s. Now, let me finish my statement. 
Mr. WILLIAMS. Go ahead. 
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Representative MILLs. The loans and discounts made by N ew York 
bankS exceeded the deposits of all other parts of the country by 
$1,593,000,000. 

Mr. WILLIAMs. The statements that I have asked for would give 
the deposits from other parts of the country to the credit of individ
uals and others in New York City national banks. That amount, I 
think, would probably add to the $896,000,000 carried in New York 
national ban1is by banks from all over the country somewhere from 
one to two billion dollars. As I think it is very desirable that the 
committee should have a complete picture of the case, I would re
spectfully again ask that that iDformation be gotten, so that you may 
have the correct picture. 

Representative MILLs. I think we ought to have a complete pic
ture. We would.be more apt to have a complete picture if we com
pare items that can be compared, and not exclude anyone particular 
Item. 

Mr. WILUAMS. Shall I proceed, Mr. Chairman ¥ 
The CHAmMAN. Proceea. 
Mr. WILLIAMS. (Continuing reading letter of February 19, 1921:) 
If we lIIIBUIIIethat the money sent on to New York from other banks was used for their 

outBide accommodation, it is clear that the New York City national banks were using 
all the funds they obtained from the reserve banks for their own local purposes, and 
this money was not being sent away to relieve the needs of the rest of the country, as 
has been suggested. .-

It is also interesting in this connection to note that the official figures show that on 
luly 31 last the New York City national banks had received from their correspondent 
banks and were lending from them,largely in Wall Street loans, the sum of$524,OOO,OOO. 

Some of this money may have been used for loans to outsiders, but presumably the 
great bulk of it was loaned in New York City. 

Representative MILLs. You say presumably. Do you state that 
from your own knowledge, or is that an assumption' 

Mr. WILUAMS. I have reason to believe that it is correct; 
ltepresentative MILLs. On what do you base that' 
Mr. WILUAMS. On general information. 
Representative Mni.s. On general information 'I 
Mr. WILUAMS. Yes; from information obtained as Comptroller of 

the Currency, and otherwise. 
Representative MILLs. Well, now, wait a minute. Is that accurate 

information based on examinations of national banks ¥ 
Mr. WILUAMS. That is my judgment based upon the information 

which has been accessible to me. I don't know why you want to be so 
technical about that matter. 

Representative MILLs. Because we have had this trouble all 
through, Mr. Williams, that I have wanted to know when you were 
expressing an opinion or when you were stating a fact, and you have 
been unWilling to tell me when you were speaking from personal 
knowledge or when you were merely expressing an opinion. 

Mr. WILUAMS .. Well, I have submitted to questioning on several 
matters which I regard as trivial, upon which you enlarged. I am 
willing for the committee to pass upon the relevancy and pertinency 
and importance of those particular matters which I regard as guibbles. 

Representative MILLs. I want to know when you are statmg facts 
and when you are stating opinion. That is what I want to know. 

Mr. WILUAMS. H you will follow me closely, you will find out. . 
58589-21-PT13-13 
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Representative MILLS. UDfo'rtunately I have been following YOli 

closely but I have not been able to find out. Now will you statE 
whether you are stating a fact or an opinion ~ 

Mr. WILLIAMS: Of what ~ 
Representative MILLS. Of this $500,000,000. 
Mr. WILLIAMS. [Reading:] 
Some of this money may have been used for loans to outsiders, but presumabl~ 

the great bulk of it was loaned in New York City. I 

That is my judgment based upon information which has been 
available to me. . 

Representative, MILLS. That is an opinion, then ¥ 
Mr. WILLIAMS. An opinion, based upon facts, yes. [Continuing 

reading:] . . 
In addition to drawing funds to New York City from other sections by the allure

ment of hi~h interest rates and otherwise, let me remind you that at times during thE 
past year, m fact almost continuously through the year, the New York Federal reservE 
bank haa gotten from other parts of the country by rediscounting its bills and accept
ances considerable sums of money from nearly all the other Federal reserve banks, 
including among others, the reserve banks of Dallas, Kansas City, Richmond, Atlanta, 
and San Francisco, as well as the nearby reserve banks. . 

The board took exception to my including Richmond in that list. 
In looking the matter up I found that the loans at that particular 
time were not made directly to the New York reserve bank by the 
Richmond balik, but were made to Boston, and Boston loaned to 
New York, and I also found that about that time, or not very far 
from it, the reserve bank of Richmond did actually loan or redis
count for the reserve bank of New York. [Continuing reading:] 

Furthermore} it is well known that the banks in New York City hold on deposit 
hundreds of millions of dollars belonging to individuals, corporations, and others in 
all parts of the country. 

Re:presentative lfn.LS. Before you proceed further I would like to 
examme you a little as to this proposition of New York rediscounts 
as indicating the drawing of funds to New York. Now in the first 
pl.ace, during the year 1920 isn't it a fact that deposits were being 
wlthdrawn from New York to other parts of the country~ 

Mr. WILLIAMS. During what year r 
Representative MILLS. 1920. 
Mr. WILLIAMS. I prefer you to consult the official figures and see 

that. 
Representative MILLS. Well, you are assunIing, and so make II. 

statement, tha~ through rediscounts money was being drawn to 
New York. 

Mr. WILLIAMS. I asserted that. 
Representative MILLS. Now in making that statement you-
Mr. WILLIAMS (interposinO'). I also made a statement that there 

was over $500,000,000 oeing Yoaned in Wall Street for other banks. 
Representative MILLS. Now in making that study of the drawing 

of the funds to New York, haven't you taken into consideration the 
movement of deposits ~ . 

Mr. WILLIAMS. Oh, yes. 
Representative MILLS. Well, now, will you please-
Mr. WILLIAMS (interposing). I took into consideration the facts 

as they existed, whether relating to the movement of deposits or not. 
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Representative Mru.s. Well now, will you tell me whether that 
study did not reveal that during the year 1920 deposits were being 
withdrawn from New YorkW 

Mr. WILLIAMS. Well, some deposits were being withdrawn from 
New York, and other deposits were being lured there by the high 
interest rates which were being paid. 

Representative Mru.s. Yes. 
Mr. WILLIAMS. The high interest rates to which I refer apply with 

a good deal of emphasis to the latter part of 1919, when interest rates 
in New York went as high as 30 per cent. 

Representative Mru.s. Yes, we went into thatlesterday. Now 
is it not a fact, however, that your study reveale that during the 
course of the year 1920 some $1 ,000,000,000 was withdrawn in deposits 
from New York banks! 

Mr. WILLIAMS. If you wish me to give you actual figures on 
matters which I am not discussing I shall be very glad to get them. 

Representative MILLS. But we are discussing them. You are 
assuming to discuss the movement of money to and from New York. 

Mr. WILLIAMS. Yes; and I gi,ve figures to prove it. . 
Representative Mru.s. And I assume that you would not come here 

and discuss that subject without having made a study of it. 
Mr. WILLIAMS. Yes. 
Representative MILLs. Now, I am asking you whether it is not a 

fact that the deposits during the year 1920 m New York City were 
diminished by some $1,000,000,000 ~ 

Mr. WILLIAMS. It is a fact that from December 31, 1919, there 
was a heavy falling off in deposits, not only in New York, but in all 
the banks of the United States-in all parts of the country. 

Representative MILLs. Well, now, Mr. Williams, I am asking you 
this question-- . 

Mr. WILLIAMS. I am not prepared to-say offhand the relative-
Representative MILLS. This IS not offhand. You have studied it, 

Mr. Williams ~ 
Mr. WILLIAMS. Well, I can give you the Information if you want 

it. I am not prepared to state at this moment, without looking at 
the records, what the r~lative falling off in each one of the different 
districts was, or in each of the 60 diVlsion.reserve cities, or each of the 
8,000 country banks. 

Representative MILLS. All right. Now assuming that I am cor
rect, and that deposits were bemg withdrawn from New York City,. 
wouldn't that account for these so-called discounts that you have 
mentioned~ 

Mr. WILLIAMS. They were being withdrawn from other banks as 
well as New York; and other bankS were not able to draw money by 
offering the high rates of interest which were possible under the laws; 
in New York State. . . . 

Representative MILLS. Mr. Williams, you are just as weH able as 
I am to understand a question. Now, Will you not please listen to. 
this question and answer it ¥ If it is a fact that $1,000,000,00() 
worth of deposits, more or less, were withdrawn from the city of New: 
York during the course of the year 1920, would not that largely 
account for the rediscounts with other Federal reserve banks by the 
N ew York Federal reserve bank ¥ 
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Mr. WILLIAMS. If there is 8. heavy withdrawal of deposits in any 
section of the country it would suggest the probability of increased 
discounts and bills payable from those banks. 

Representative MILLS .. And if I am correct in my statement that 
there was a withdrawal of deposits, that would account for these 
discounts ~ . 

Mr. WILLIAMS. If there was a heavy withdrawal of deposits from 
New York of $1,000,000,000, or any other large amount, and the 
loans are not proportionately reduced, it would be only natural that 
t~e New York banks should reinforce themselves by: rediscounting 
WIth the reserve bank. Does that answer your questIOn ~ 

Representative MILLS. As well as I expect it will be answered. 
Mr. WILLIAMS. All right. 
Representative SUMNERS. The fact that the deposits in the New 

York banks at a ·given time decreased, unless it is ascertained what 
~ap'pened in ~h~ banks of the country at large, would not necessarily 
mdicate a shift m the money from New York to some other place ~ 

Mr. WILLIAMS. Well, now, if you want to know, another pertinent 
fact to which I have not referred heretofore, I believe, let me suggest 
to you that a statement given out under the auspices of the Chamber 
of Commerce of the city of N:ew York last autumn, I think it was, 
indicated that there were approximately $1,000,000,000 of frozen 
credits or canceled orders in foreign countries, largely arising from 
the business of this country with other countries; I also call attention 
to the fact that certain mstitutions in New York City made very 
heavy loans in connection with their foreign trade, amounting to 
tens of millions of dollars, and that it great deal of that money was 
then and has been tied up in those foreign countries. I have felt 
that the extent, under the circumstances, to which money was sent 
abroad during the past 18 months was hardly justified. 

Representative MILLS. Do you apply that same criticism to the 
exporting of agricultural products 1 

Mr. WILLIAMS. I am not speaking of the money which was directly 
connected with the exportation of our own products, but I am 
speaking more especially of the funds from this country Which were 
transferred to foreign countries in connection with operations of 
our banks in those foreign countries. . 

Representative MILLS. For what purposes ~ 
Mr. WILLIAMS. Well, that is a large proposition. I will not go 

into detail. I do not think it would be well for me to discuss publicly 
all the details of some of those transactions. I should be very glad 
to give the committee more information on that subject in executive 
session, if they want it . 

. Representative MILLS. Generally speaking the foreign credits 
were for the promotion of our export trade, were they not ~ 

Mr. WILLIAMS. What ~ 
Representative MILLS. I say,. generally speaking the foreign 

credits granted were for the promotIOn of our export trade ~ 
Mr. WILLIAMS. No, I won't say what proportion was for our export 

trade and what proportion was for our Import trade. 
Representative MILLS. I do not quite get that. 
Mr. WILLIAMS. I say, I don't know how much of it was in connec

tion with our import trade and how much of it was in connection 
with our export trade. 
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Representative MILLS. You mean, we granted credit to foreigners 
on goods sold to us ~ 

Mr. WILUA.MS. To foreign branches of American banks; large sums 
of American credits were used in connection with that business. 

Representative MILLS. In any event, it was for the promotion of 
foreign trade ~ 

Mr. WILUA.MS. Of foreign trade, )Tes. 
Representative MILLS. And you,think that was a mistake ~ 

. Mr. WILLIAMS. I don't say that foreign trade is a mistake. I 
think foreign trade may be conducted on a sane basis or an insane 
basis. 

Representative MILLS. You think that the credits given foreign
ers in order to promote foreign trade during the last year were 
excessive ~ , 

Mr. WILLIAMS. In certain particulars they were, as some institu
tions have found out to their sorrow. 

Representative MILLS. You mean that the credit of our foreign 
debtors was'not good ~ 
, Mr. WILUA.MS. I think that money was loaned with a prodigal 
hand in soine foreign countries which ought not to have been loaned. 

Shall I proceed, Mr. Chairman ~ 
The CHAIRMAN. May I ask you if you think in general--
Mr. WILUA.Ms. May I get through with this letter now, or do you. 

prefer to question me now ~ , 
The CHAIRMAN. I want to get through with that letter just as 

quickly as you do. I want to know whether you think that the 
efforts of the banks of New York to promote foreign trade of the 
country during 1920 and 1919 were ill advised ~ 

Mr. WILUA.MS. I think that the banks of New York have performed 
magnificent service both in domestic and foreign trade, as a rUle. 
I take pleasure in testifying to that fact, but I also think that there 
have been particular cases where there has been gross mismanage.;. 
ment in the handling of funds. " 

The CHAIRMAN. I understood your statement was to the effect that 
there had been an actual exportation Of credits amounting ,to about 
a billion dollars. ' 

Mr. WILLAIMs. A what ~ 
The CHAIRMAN. An actual exportation of credits. , 
Mr. WILLIAMS. No, what I stated was that the Chamber of Com

merce of N ew York put out a statement showing that in connec
tion.with the J>e!i?d of deflation an~ halting o~ world business about, 
I think, three billion dollars of busmess was tIed 'up by frozen loans 
or cancelled orders, or iriability of consignees to accept goods, or 
refusal of goods; and about one billion dollars of that Involved,for
eign trade, inc1udirig huge credits in foreign countries, which were 
no longer available. 

The CHAIRMAN. A billion doll~ for whl!-t purJ?ose ~ . 
Mr. WILLIAMS. Presumably' In connectIOn With foreIgn trade. 

How much of it was iri connection with loans or advances I do 'not 
know. ' 

The CHAIRMAN. Do you mean capital advances ~ 
Mr. WILUA.MS. Well, I imagine principally iri connection with the 

movement of goods. 
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TheCiIAIRMAN • .All right. Proceed with your letter, it you will, 
Mr. Williams. 

Mr. WILU,AMS (reading): 
Furthermore, it is'well known that the banks in New York City hold on deposit 

hundreds of millions of dollars belonging to individuals. corporations and 'others in 
all ~arts of the country. Among other large balances from the outside which are 
earned in banks in N ew York City are the funds of oil companies, coal companies and 
transportation companies, The freight and passenger fares paid by farmers, mer
chants and business men in all parts of the count,ry, instead of peing permitted to re
main in their local banks, are largely drained to New York City for deposit in banks 
there under the direction of New York financiers who so largely' exercise control, 
through stock proxies, rather than by real ownership, over the railroad properties, 

I must also again remind you that the official records show that the Federal Reserve 
Bank of New York was'lending, not long since, to six or seven big banks and trust 
companies in New York City, whose funds were heavily employed in all kinds of 
specUlative deals and ventures, including many in which their own officers were 
heavily interested, about as much, or more money, than the seven reserve banks of 
Minneapolis, Richmond, Kansas City, St, Louis, Dallas, Atlanta, and San Francisco 
were lending to the more than 5,000 member banks, covering about three-fourths of 
the territory of the entire country. , 

You claim as an ameliorating condition that there are several districts where the 
member banks have borrowed a higher percentage of what you call their" basic line" 
than the New York member banks have borrowed; but allow me to remind you 
that the "basic line" in those other districts have been reduced and that the "basic 
line" in New York greatly raised by the huge sums of money drawn away from the 
districts of the West, the Central West, and the South, and to some extent from New 
;England and piled up in New York City 'because of the enticinginterest-rates main
tained there at a heavy cost to the Whole country as I have heretofore shown in pub
lic statements. 

Let me here suggest that if the banks, individuals, and corporations in other parts 
of the country would keep their money at home and use it there instead of sending 
it to New York for interest considerations, the member banks in those other sec
tions could payoff, largely or entirely, all the loans to reserve banks and create far 
easier and healthier money conditions generally than we now have. 

I havl) shown you, Gov. Harding, in this letter and other recent letters, that the 
reserve bank of New York has been lending funds at 5 per cent to 7 per cent per an
num to member banks. which have then passed them on to customers at times at 
such outrageous rates as 50 per cent and 75 per cent per annum or more-while the 
Reserve System in other parts of the country has actually charged member banks, 
in exceptional cases, for the use of money, sorely needed by farmers and busineBB 
men, as high as 50 per cent aIid 75 per cent per annum-while the member banks 
paying these exorbitant rates to the reserve bank are prohibited by law from charg-
mg their customers over 8 per cent. , 

I pointed out to you one instance where a small national bank in the cotton section 
WIIS charged by its reserve bank an average rate of about. 45 per cent yer annum for 
about two weeks' use of $112,000 in the crop-moving season. A national bank ex
aminer also brought to my attention the case of another struggling country bank in 
Louisiana which was, at that time, being penalized at the rate of 41 yer cent per 
annum for reserve deficiency which, the examiner stated, was costing this small bank 
about $1,500 monthly. He'also brought to my attention another bank which, before 
the suspension of the so-called pro~eBBive rate in that district WIIS being required 
to pay upon necessary acco=odations a penalty of from $900 to $1,000 weekly above 
the normal 6 per cent rate. . 

I do not believe that rules and policies which bring such results as these can be 
succeBBfully defended. The so-called "progressive" rate system hIlS now been happily 
abolished in half of the districts in which it hIlS existed and I earnestly urge that it 
be done away with in the other half without further delay. I do not believe that 
it should be allowed to continue another day. The penalties for reserve deficiencies 
which have recently been relieved to some extent should be still further revised and 
brought within tolerable limits. 

The high rates charged by the reserve banks are being given as an· excuse .for all 
kinds of unconscionable rates which are being exacted from the customers of banks. 
I beg leave now to urge an i=ediate reduction of rates in all districts to a 6 PEl! cent 
basis except on Liberty bon~s and a reducti,on of the rate on loans secured by ~iberty 
bonds now in the banks which were subscnbed for at par, to 4! per cent, With the 
Federal reserve banks carrying a reserve of 50 percent or more and with an unused 
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lending power of about $1,500,000,000, or ten times asmuch as the maximum amount 
which the national banks of the country ever borrowed at any time prior to 1914, I 
do not think we can justify ourselves under existing conditions in charging on loans 
eecured by Liberty bonds already in the banks, It per .cent more than the bonds bear. 

A reserve of 50 per cent in such times as these, is, in my opinion, as I have frankly 
told the board not long since, not a thing to boast of. I recall tha't there were banks 
in some llarts of the country which SUbjected themselves to severe criticism and public 
censure In the early part of this administration because of the high reserves they in
!listed on maintaining when the business of the country needed the use of the money. 

Measures should also be adopted.to prevent member banks from char~ng their 
customers for accommodations granted them, as has been done in some Instances, 
from five to ten times as much interest as they themselves pay their reserve banks
which means a profit of 500 to 1,000 per cent. 

Such facts as I have laid before you must be kept in view in considerinlf and 
dealing with this deeply important subject. Nothing will be accomplished bYIgnor
ing and passing lightly by such realities as I have endeavored here to bring to your 
attention. I have given plain, straight figures, which I hope everybody can under
stand. 

It seems to me that one of the chief basic principles, one fundamental purpose of 
the Federal reserve act is beinlf violated. The law of gravitation, by which the 
larger and heavier mass draWB to Itself and absorbs all the smaller and lighter objects, 
is as strong in (inance as in nature. The brains and will of man and the powers of 
nature itself are employed continually to defeat or regulate this tendency. The 
Federal Reserve System, directed by brains and courage, will promote the orderly 

.and timely diffusion of capital to meet needs, as is intended. In the absence of such 
. direction the small funds and accumulations everywhere in the country must be 

drawn more and more to New York and put at the service of those who, sometimes, 
use the power so given, as in instances I haye related, to destroy instead of building, 
to kill rather than revive and stimulate. 

I will thank you to submit this letter to the Federal Reserve Board for its informa-
tion and consideration. -

Yours, very truly, 
JOHN SKELTON WILLIAMS. 

P. S.-As bearing upon the suggestion that the New York banks borrowed from the 
reserve banks to accommodate borrowers in other sections, I ask attention to the 
following instance: 

The official figures show that one large New York banking institution on Decem
ber 29, 1920, held on deposit for other banks in all parts of the country the sum of 
over $129,000,000. . 

This same bank also reported that there were, on the same date, loans outstanding 
(largely Wall Street loans) which it had placed for account of its correspondent banks, 
amounting to over $107,000.000. 

The amount of money which this banking institution was lending on direct loans 
and rediscounts to other banks in all parts of the country (including $8,600,000 in 
New York City) was only about $33,500,000. .. 

The total amount which this bank was lending on the same date to all other borrowers 
in the entire United States outside of New York State, as of the same date, ambunted 
10 about $95,000,000. -' -'. ... 

Therefore the balances from other banks carried by this bank practically offset all 
loans made by this bank in the entire country, outside of NeW' York State; and to the 
$107,000,000 of loans which it placed for its bank correspondents, located all over the 
coUntry, is to be added large additional amounts sent on to N ew York by its customers 
and corporations r63iding in other parts of the country to be loaned in New York. 

Under these circumstances, the suggestion that the money which this bank was 
borrowing from the Federal reserve bank on December 29, 1920, about $100,000,000 
was being used to accommodate borrowers in other sections of the country can hardly 
be sustained. 

I.S.W. 

The Cru:m.MAN. Mr. Williams, may I ask you now how long it will 
take you to complete your statement 1 . 

Mr. WILUAMS. Mr. Chairman, may I inquire how long you will 
probab&~~~ire to question me about it ¥ . 

The MAN. Why, that is within the control of the members of 
the committee, and not in the control of the chairman. 
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Mr. WILUAMS. I have engagements at a distance from here to
morrow, and I shall have to leave to-night. If we do not get through 
to-day, I shol,lld ask you to call me at some other time convenient to 
your committee, and I shall try to attend. 
. The CHAIRMAN. I was very much in hopes that we would get 
through by now, but as I said before, I want to give you every oppor
tunity to present everything that you wish to present. 

Mr. WILUAMS. I think I can finish.this afternoon, Mr. Chairman. 
The CHAIRMAN. It seems to me that a good deal of matter which 

is extraneous to the purpose of the commission is going into the 
record, which undoubtedly will extend the hearings at very great 
length, if they are going to be gone into on the other side. I was in 
hopes that the testlmony sould be confined to matters which relate 
directly to the policy of the board during the last 18 months, and the 
policies which ought to be adopted. 

Mr. WILUAMS. I think I can finish this afternoon, if it is agreeable 
to you to· hear me. ' . . 

The C:aAIRMAN. Very well, . the commission will stand in recess 
until 2 o'clock this afternoon. 

(Thereupon, at 1 o'clock p. m., an adjournment was taken until 
2 o'clock p~ m. of the same day, Wednesday, August 3, 1921.) . 

AFTER. RECESS. 

At 2 o'clock p. m. the commission reassembled, pursuant to the 
taking of recess. 

The CHAIRMAN. Mr. Williams, the typewritten copy of the testi
mony will be available here the day following the day when the 
testimony is taken, and it will be available to you. 

Mr. WILUAMS. Thank you, Mr. Chairman. Shall I proceed! 
Representative Mn.Ls. Mr. Williams, I want to cover a few points 

in thls letter of February 19. You remember that you referred to a 
particular bank which, in June, was borrowing on an average of 
$3,891,813 from the Federal reserve bank in New York City! 

Mr. WILUAMS. Yes; and I think I stated that that was a very 
moderate line for that bank. . 

Representative Mn.Ls. Do you happen to know what its resources 
with,the Federal reserve banK were at that timeW 

Mr. WILLIAMS. I do not' I imagine that they were full. I took 
occasion to state that I thought the amount which the bank was 
borrowing was small, compared with othet banks. 

Representative MILLS. Assume that it had deJ>osits amounting to 
some $14,000,000 with the Federal reserve bank at that time, do 
you think that the Federal reserve bank in New York City would 
have been justified in refusing to rediscount paper to the extent of 
$3,000,000 W 

Mr. WILUAMS. I did not criticise the reserve bank for the amount 
of money it was loaning to that bank. On the contrary, I stated 
that I thought it was moderate. ~ 
. Representative MILLS. They would not have been justified in 
denymgthem that credit at that time, would they ¥ 

Mr. WILUAMS. I would need a little more information than that 
bare fact before I answer. 
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Representative Mn.Ls. Assume that they were only bbrrowing 
S3,800,000, and had assets of 114,000,000; do you not think that the 
Federal reserve bank was justified in letting them have that amount ~ 

Mr. WILLIAMS. For proper purposes. . 
ReJ>resentative MILis. Asswning they were justified in letting 

them have the money, how was the Federal reserve bank to blame in 
any way for subsequent action of that bank-their doing something 
which you criticise as improper, and I agree with you ~ 

Mr. WILUAMS. You agree with me that it was improper action ~ 
Representative Mn.Ls. Very clearly. Now, how could the Federal 

reserve bank in any- way have controlled it ~ 
Mr. WILLIAMS. II it was· made before the Federal reserve knew 

anything about it, it is obvious they- could not have controlled 
it, under such circumstances as that. If, however, a bank is in the 
habit of making. speculative loans, engaging in syndicate operations 
of all sorts in which its principal officers are participating, and does it 
during a series of weeKs, and months, and years, in such an event 
as that it behooves the Federal reserve bank to exercise some restrain
ingpower. 

Representative Mn.Ls. That is· a fact, and for all we know they 
were exercising that power. Now, let us stick to this particular 
instance and have an explanation made of it. You do not think that 
the Federal reserve bank of New York could be blamed for this par,.. 
ticular transaction ¥ Much has been made of this instance, and I 
want to know if you think the Federal reserve bank of New York 
could be blamed for this particular transaction ~ 

Mr. WILLIAMS. I do not know what knowledge it had; if.any, of 
the facts of that loan. If the N ew York reserve bank was aware that 
that loan was being made under such conditions as this, and on such 
termS, it should not have extended the credit to the bank that was 
making the loan. 

Representative Mn.Ls. For that specific purpose ~ 
Mr. WILLIAMS. Yes, sir· for that specific .p~ose. . 
Representative Mn.Ls. But from ill you know, you absolve the 

New York reserve bank from any blame, so far as this particular 
transaction is concerned ¥ , 

Mr. WILUAlIrIS. I am not passing on that question. 
Representative Mn.LS. Do you know that.it is in any way to 

blame' 
Mr. WILUAMS. I am not passing on that question. I have not 

sufficient facts at the present time to justify me in expressing an 
opinion on that subject. 

Representative Mn.Ls. Have .you any knowledge to lead you to 
believe it was in any way to blame ~ . 

Mr. WILUAMS. That is a rather hypothetical question. . 
Representative Mn.Ls. I do not think it is a hypothetical question; 

I think it is a very direct question. 
Mr. WILLIAMS. I will say this, if it will give you any- satisfaction-
ReJ>resentative MILLS (interposing). I am not looking for satisfac-

tion; I am looking for the facts.. . 
Mr. WILLIAMS. I thought you would be satisfied with facts. 
ReJ>resentative MILLs. I will be satisfied with facts, if you will 

give them to me for a change-
Mr. WILUAlIrIS (interposing). What do you mean by "for a change" W 
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Representative MILLS. Because I have had great difficulty-in get-
ting them from you for the last few days. . 

Mr. WILLIAMS. You have had nothing but facts. 
Re~resentative MILLS. However, go ahead, if you will answer my 

questIOn. 
Mr. WILLIAMS. If the Federal reserve bank of New York had any 

reason for thinking that the loan was made for that purpose, they 
should be blamed for advancing money for that purpose. 

Representative MILLS. Very well. Now, do you know whether 
they had any such information ~ 
I Mr. WILLIAMS. I do not. 

Representative MILLS. Now, let me ask you whether, short of 
putting an examiner in the bank to pass on the individual loans made 
by the member bank, whether the N ew York reserve bank would be 
in a position to determine whether that bank was making proper 
loans or not, at" proper ra tes of interest, dealing with individual cases 
now~ 

Mr. WILLIAMS. When other reserve banks in other districts receive 
applications from member banks, especially country banks, for loans 
and advances, they have a way of finding out for what purpose the 
money is to be used. 

Representative MILLS. Do you think, from your knowledge of the 
situation in New York City, that it is practicable for a New York 
bank to ascertain in every individual case of paper rediscounted for 
what purpose that money is to be used W 

Mr. WILLIAMS. I think it is possible and practicable for them to 
ascertain in a general way the character of the loans, the character 
of the business of banks to which they are loaning scores of millions 
of dollars, if not hundreds of millions of dollars. . 
. Representative MILLS. Don't you also know, as a matter of .fact, 
they ao ascertain in a general way what is the character of the busi
ness and purpose W 

Mr. WILLIAMS. Then if they do ascertain in a general way what is 
the character of the business, I am at a loss to understand why cer
tain credits were given to certain banks under certain conditions, 
when funds were being used for all sorts of speculations and being 
loaned to the officers themselves. 

Representative MILLS. Now, let me ask you, if there were any 
improper loans to officers, if it was not your function as Comptroller 
of the Currency to see that those loans were paid up ~ 

Mr. WILLIAMS. No; I had no authority under the law, as Comp
troller of the Currency, to prevent a bank from loaning its own offi
cers money. I have repeatedly requested or suggested a law from 
Congress to restrain the banks from loaning to its own officers, but 
thus far the suggestion has not been acted upon. 

Representative MILLS. If Congress has not seen fit to pass a law 
to prevent the loaning of money by a bank to its own officers, on 
what authority would the Federal reserve bank deny such a loan ~ 

Mr. WILLIAMS. Common sense and prudence.· 
Representative MILLS. Let ~e ask you. if as Comptroller of the 

Currency you have used your influence WIth any banks.to see that 
such loans were cleared up ~ 

Mr. WILLIAMS. I-have. 
The CHAIRMAN. In what way 1 
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, ,Mr. WILLIAMS. By having the national-bank examiner appear 
before the board of directors and giving them information on which 
they could act intelligently, and also in other ways, by correspond
ilnce direct sometimes. Also, in some cases, having the directors of 
the banks come to Washington for hearings. 

Representative MILLS. While you think that the law permits such 
loans to be made, if the Federal reserve bank discovers that a loan 
has been made to an officer, do you think that it would be justified, 
on its own initiative, in denying furth~r credit until that loan was 
-cleared up W 

Mr. WILLIAMS. It depends on the character and size of it and the 
frequency of such loans. 

Representative MILLS. Assuming it was, a large loan, amply se
<lured by Liberty bonds, what would you say ~ 

Mr. WILLIAMS. I should say that the J>resident of a bank, if he 
wanted to borrow the entire capital of that bank, should be restrained 
-so far as the Federal reserve bank can restrain him. 

Representative MILLS. And you think, without authority of law, 
until that loan is cleared up, tney should deny further credit ~ 

Mr. WILLIAMS. My theory is that all natlOnal banks are to use 
-certain discretion; they should not shovel out nrillions and millions 
of money, without discretion; we presuppose the exercise of a,certain 
amount of prudence. 

Representative MILLS. I have asked rou if the Federal reserve 
bank would have been justified, under those conditions, in saying 
they would deny further credit ~ 

Mr. WILLIAMS. I think it would be, justified in diminishing or 
Testraining loans to its own officers. 

Representative MILLS. Supposing it had done that, would it then 
have done its entire duty ~ , 

Mr. WILLIAMS. It depends on the conditions. 1. can conceive 
that sometimes what mIght be regarded 'as a large loan would be 
justified, hut I think those banks should not, as a rule, loan to their 
officers, esJ>ecially in a sum equal to or larger than the amount of the 
capital of the bank, which is sometimes done. 

Representative MILLS. But you think, when the law does not 
:forbid it, then the officers should exercise a discretion-'-

Mr. WILLIAMS. Yes; unquestionably. , 
Representative MILLs; If the law says a loan may be legal--
Mr~ WILLIAMS (interposing). Yes; a loan may be legal and rotten. 
Representative MILLS.' Assume it is not rotten. 
Mr. WILLIAMS. It may be unfair; it may be a larger proportion 

-of the bank's resources than should go to anyone interest. 
Representati"e SUMNERS. Is it your position that D;lerely because 

the thiIlg is not prohibit.ed; that not n~cessarily is it approved ~ 
Mr. WILLIAMS. Certainly. , 
Representative MILLS. Now; you have assumed to criticize the 

,New York reserve bank because it did not examine a particular 
.institution at your request; that bank was examined by the State 
banking. department, was it noq 

Mr. WILLIAMS. I assume that it was; I know,that it was examined 
.at certain times; I do not know how often it was examined. 

ReJ>resentative MILLS., It was probably examined as often by the 
State banking department as you would have, examined it ~ 
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Mr. WILLIAMS. I do not know. I think the na.tional examinations 
are more frequent than the State examinations. . 

Rellresentative MILLS. If the Federal reserve bank had its own 
exammers accompany the State bank examiners, would not it have 
done all it could do 1 

Mr; WILLIAMs. It would not. 
Representative MILLs. Why not ~ : 
Mr. WILLIAMS. I speak as the result of experience. I do not think 

that the presence of one or two officers with the State bank examiner
in the case to which I assume you refer-they accompanied the State 
examiner for a few days and got a very imperfect view of the con
dition of the bank. 

Representative MILLs. How do you know that ~ 
Mr. WILLIAMS. I do know. 
Representative MILLS. How do you know ~ 
Mr. WILLIAMS. I know because I have made inquiries. 
Representative MILLS. Do you know how long those exammers 

were there~ 
Mr. WILLIAMS. I think I have stated in one of my letters that they 

were there a few days . 
. Representative MILLs. The mere fact that you have stated it in 

one of ,your letters does no~ 
Mr. WILLIAMS (interposing). That was based upon my knowledge 

of the fact. 
Representative MILLS. Do you know when they were there 1 
Mr. WILLIAMS. At what time 1 
Representative MILLS. At the examination of this institution 1 
Mr. WILLIAMS. At what time 1 
Representative MILLS. The time referred to in your letter. 
Mr. WILLIAMS. At the time referred to in my letter I stated they 

were there a few days. 
Representative MILLS. Do you know that to be a fact 1 
Mr. WILLIAMS. I ~ot it reliably. I stand for it; if it is to be ques-

tioned, I can check It up. 
Representative !-IILLS. Where did you get the information 1 
Mr. WILLIAMS. I stand for it. I regard it as reliable. 
Rellresentative MILLs. You were not present then during the 

exammation 1 
Mr. WILLIAMS. No, sir .. 
Representative MILLs. Then it is hearsay 1 
Mr. WILLIAMs. No; it is not hearsay; it comes from one who knew. 

I stand for it. 
Representative MILLs. How do you know he knew 1 
Mr. WILLIAMS. ·He is a man of character whose statements can be 

relied upon. . 
Representative MILLS. Do you know, as a matter of fact, that any-

thing heard from a third party is hearsay, and not--
Mr. WILLIAMS (interposing). Not if a. man participates in it. 
Representative MILLS. But if a man sees a. murder cotnmitted-
Mr. WILLIAMS (interposing). I do not care to discuss these tech-

nical question with you. 
Representa,tive MILLs. I know you do not care to discuss it. 
Mr. WILLIAMS. That is a very technical point. :, 
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R~p~esentativ:e Mru.s. It is not a techniclil point, Mr. Williams, 
but It IS a very unportant one. 

Mr. WILLIAMS. Then it is shown by the written record, and-you 
have access to those records, and you can get the number of examiners 
who were present at that examination. 

Representative Mn.Ls. We will get it. 
Mr. WILLIAMS. All right; get it. 
Representative Mn.Ls. What I want to know now is what you 

know about it. 
Mr. WILLIAMS. H those statements are inaccurate; if they are 

incorrect, I should like to know it. I do not believe they are. 
Representative Mn.Ls. I - think that when a man makes serious 

charges against institutions and individuals, that he has no right 
to resent it wh~n asked upon what he bases those charges. 

Mr. WILLIAMS. I told you I base it upon the fact that there were 
examiners there for a few days, and they did not stay for the whole 
time. H YOl1 den~~Tat, then I will give the evidence. 

Representative s. I do not deny anything; and you hase 
that re~ort upon a statement you received from a third party- ~ 

Mr. WILLIAMs. I base it, Congressman, upon information which I 
have received, which is sufficient for me; whether or not it is suffi
cient for you is not material to me at this moment, because you 
have the opportunity of checking it up, which I have not. 

Representative Mn.Ls. What I want to know is whether you 
are testifying from your own knowledge, or from information you 
have received from a third party. 

Representative SUMNERS. I want to submit to the Chair that it 
is perlectly apparent that the witness could not have been present, 
in all human probability, at the examination of this bank. The 
witness has stated that on the statement and testimony of a man 
whom he regarded as reliable he has given this statement. He has 
stated that four or .five times, and Mr. Mills can not, I assume, 
procure any additional facts from him on that point. 

Representative Mn..LS. I do not know whether I can or not, but 
I am entitled to try.' . 

Representative SUMNERS. I submit the witness has answered 
four or five times. 

Representative Mn.Ls. I would like to ask Mr. Williams if he will 
give me the name of his inlormant ~ . 

Mr. WILLIAMs. I will not; I decline to do that, under the cir
cumstances, at this time. 

Representative Mn.Ls. You decline to give the name of your 
informant to the commission ~ 

Mr. WILLIAMs .. Yes; and if you can disprove it, I want to know 
it. . 

Representative Mills. I am not anxious to disprove anything; 
I am anxious to get the facts. 

Mr. WILLIAMS. There are more important matters than that. 
particularly technical matter. 

Representative Mn.Ls. I know, and you know perfectly well 
that I tried yesterday to exclude,these matters and confine you to 
agricultural credits, and that I was overruled. It is not by my wish 
we are going into all these charges that you have made, I can as
sure you. 
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Mr. Wn.LIAMB. 1 told you where you can have your answ~r, and 
I think there is no question you can have your question conclu
sively answered. 

Representative Mn.Ls. Now, you have made the statement here
again that the "head of a large manufacturing concern which em
ployed thousands of men found himself in need duriIlg the J>ast 
year of $5,000,000 for which he offered abundant collateral; but 
upon applying to the New York banks was forced, in order to get 
funds, to pay cash commissions of about a million dollars in addi
tion to 6 per cent per annum interest, for the loan which was repaid 
in less than six months;" do you make that statement of your 
own knowledge, or from hearsay ~ . 

Mr. Wn.LIAMS. On the strength of the statement of a resfonsible 
man from New York, from whom I got it, and from WhOll quote. 

Representative MILLS. Do you know whether he knew it of his own 
knowledge or not ~ 

Mr. WILLIAMS. I imagine that he did not speak lightly. 
Representative MILLS. Well, was he giving you gossip, or did he 

actually know of this particular transaction ~ 
Mr. Wn.LIAMS. He usually knew what hewas talking about. I can 

inform you where you can J>robably find out whether there is any 
basis for that statement of the gentleman, if you desire to know. 

Representative Mn.Ls. But all you know about it is that some man 
told you that such a thing had happened ~ . 

Mr. Wn.LIAMs.A very responsible lawyer in New York, who has 
never been in official life, so far as I know. 

Representative MILLS. But you do not know whether he himself 
had personal knowledge of this J>articular transaction ~ 

Mr. Wn.LIAMS. I did not catechize him as to his knowledge. 
Representative MILLS. Nor as to the source of his information ~ 
Mr. WILLIAMS. I did not; I was satisfied to take his statement. 
The ClLuRMAN. Are you willing to say who gave you the informa-

tion; who you got the informationfrom~ .. 
Mr. WILUAMS. If it is denied, I am willing. 
Representative MILLS. Of course, it is impossible to deny it; no one 

knows of this transaction, and. there is not sufficient information 
here to identify it; it can not be denied or controverted. There is 
nothing so unusual about a loan of that size in New York City. 

The CHAIRMAN. In order that the commission may get the facts 
about this matter, I am going to ask you who gave you the informa
tion upon which that statement is based. 

Mr. WILLIAMS. I suggest that if you inquire of the officers of the 
institution which has been referred to here, they can throw some 
light upon it. 

The CHAIRMAN. I do not think that answers my question. 
Representative MILLS. Now, you say" the manner in which certain 

New York banking institutions have borrowed enormous sums from 
the Federal reserve bank of New York at rates of from 5 to 7 per cent 
and have taken advantage of the necessities of needy borrowers in 
trying times by 'accommodating' them with time money at rates, 
in some instances as high as 50 per cent per annum, and in at least 
one instance about 200 per cent per annum, is, in my opiI).ion, un
economic, unconscionable, and barbarous, and I am not willing, so 
far as I am concerned, to have such operations pass unnoticed or 
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without protest." Do you know any instances, of your own knowl-
edge where that was done W . 

Mr; WILLIAMS. I have reason to believe it was done, and I think 
if you wish to find out some other cases where excessive rates were 
charged to such borrowers, if you will look at the records you would 
develop it. 

Representative MiLLs. I am asking you whether you know of it of 
your own knowledge. 

Mr. WILLIAMS. I have knowledge sufficient for me, to justify the. 
statement which I have made. 

Representative MILLs. Do you know of any other instances ~ 
Mr. WILLIAMS. I could furnish other instances, if it were necessary, 

I think. 
Representative MILLS. Will you furnish other instances ~ 
Mr. WILLIAMS. The comptroller's office contains the sworn state

ments sent in by national banks in New York as to excessive interest 
rates. I refer you to those files. I have not access to them at the 
present time. . 

Representative MILLs. You have no knowledge at the present time 
of any other instances ¥ 

Mr. WILLIAMS. I have knowledge where you can get the information. 
Representative MILLS. You have made the statement; have you 

any. knowledge of other instances ¥ 
Mr. WILLIAMS. I refer you to the files of the comptroller's office, 

on the strength of which I have made the statement. 
Representative'MILLs. But I am asking you whether you have any 

specific knowledge to-day of the other instances of that character. 
Mr. WILLIAMS. I refer you to the files of the comptroller's office, 

and the sworn statements sent in by the national oanks as to the 
excessive rates of interest which they have charged on some of their
loans. Through the comptroller's assistance you can get replies. 
to the questions you have asked me. 

Representative MILLS. But outside of the two instances cited in 
this letter, you have no knowledge of any other instances to-day? 

Mr. WILLIAMS. The files of the comptroller's office will furnish. 
the instances. . . 

Representative MILLS. But to-day, I am asking you, you have no
knowle<!ge of other instances ¥ 

Mr. WILLIAMS. When there are files on record to which you can 
refer, I am not going to tax my memory to give you instances, when 
you can go to diose files and get them yourself. . 

Representative MILLS. Then without taxing- your memory you 
could not answer the question and give other instances? 

Mr. WILLIAMS. I decline to answer, beyond referring lOU to the 
files, the source where the information can be obtaine -the best. 
source of information. 

Representative MILLS. In .other words, you refuse to give 'us evi
dence of your own charges, but you ask us to find it for you ~ 

Mr. WILLIAMS. No; I refer you to the official records . 
. The CH.AIRMAN. If you will give us, Mr. Williams, sufficient infor

mation upon which to ask for specific records, we will ask for them . 
. Mr. WILLIAMS. Mr. Chairman, if you will ask the comptroller to 

furnish you ,the sworn statements. sent in to the office from the 
national ban¥s in August, 1920, I think it waS, showing the loans. 
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upon which they charged excessive rates of interest, I think they 
Will give you much data. 

R~presentative M:u.LS. You mentioned that last spring, as I 
recollect it, there was some $700,000,000 available credit, did you 
not~ 

Mr. WILLIAMS. I have not the records before me to which I re
ferred in order to make the reference, if I made such a reference. 
You have the letter before you. 

Representative M:u.LS. I do not know whether it was mentioned 
in thIS letter, or not, but I recollect on two or three occasions you 
mentioned the figure of $700,000,000 available. 

Mr. WILLIAMS. Oh, you mean in reserve banks ~ 
Representative M:u.LS. Yes. 
Mr. WILLIAMS. Yes; I made that statement in the address at 

Bangor, Me., in June, 1920, that the Federal reserve banks had an 
unused lending power of $700,000,000 or more. 

RepresentatIve 1fuLS. Did you mean by that statement that that 
unused lending power was not being made use of by the deliberate 
policy of the Federal reserve banks ~ 

Mr. WILLIAMS. No; I made the statement for what it was worth, 
that if there· was need for more money, the Federal reserve banks 
were in position to furnish it, and there need be no fear about abun
dant money for the movement of the crops. My statement was made 
in June, just before the usual crop-moving time. 

Representative MILLs. You did not mean to make the statement 
that the Federal Reserve Board was hoarding that $700,000,000 ~ 

Mr. WILLIAMS. Was hoarding it~ 
Representative M:u.LS. Yes. 
Mr. WILLIAMS. No; I did not. 
Representative M:u.LS. That is' all. 
Mr. WILLIAMS. Shall I proceed, Mr. Chairman ~ 
The CHAIRMAN. Yes; you may proceed, Mr. Williams. 
Mr. WILLIAMS. I desire to read, Mr. Chairman, a letter written by 

me under date of February 26, 1921, to Gov. Harding, of the Federal 
Reserve Board. [Reading:] 

Hon. W. P. G. HARDING, 
Go·vernor Federal Reserve Board. 

WASHINGTQN, D. C., February 26, 1921. 

DEAR Gov. HARIIINO: My letters to vou of January 17 and February 19, 1921, on 
matters which I regard of much importance, aIe still unanswl'red. . 

At to-day's meeting of the bow YOU claimed that there were certain inaccuracies 
in my letter to vou of the l!lth instan.t and I informed you I would be happy to have 
you advise me -promptly of any erroTS or mistakes that you might think you have 
discovered in that communication, and that I should be most pleased to correct them 
if your contentions could be sustained. I now again urge that you point out to me 
promptly all inaccuracies, if any there be, which you may think exist. 

You called attent.ion to the following para",o-raph on pa"ae 8 of the letter: 
.. In addition to drawing funds to New York City from other sections by the allure

ment of high interest rates and otherwise, let me remind you that at times during 
the past YI'ar--in fact, almost continuously through the year-the New York Federal 
resl'.rve bank has gotten from other paIts of the country hy rediscounting its bills and 
acceptances considerable sums of money from nearly all the other Federal rl'Berve 
banks, including among others the reserve banks of Dallas, Kansas City, Richmond, 
Atlanta, and San Francisco. as well as the nearby reserve banks." , 

You claimed that that statement was capable of an interpretstion which would 
ml'an that the New York reserve bank was horrowing "almost continuously" through 
the year from everyone of the reserve banks mentioned. 
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I informed you that that was not my meaning, and was not a fair interpretation of 
the statement. My meaning was that the New York reserve hank "at times during 
the plillt year-in fact, almost cont.inuously through the Ye&lL-has gotten from other 
parts of the count.ry hy rediscounting its bills and acceptances considerable sums· of 
money from nearly all the other Federal reserve ba~ks, ~c1uding among others from 
time to time the reserve banka of Dallas, KaD88B CIty, ~lch~ond, Atlanta, and San 
Francillco, as wlJll as he nearby reserve hanks." The lDsertlon of the words "from 
time to time" will make my obvious meaning clear, I think, even to the most captious 
critic. 

Let me also add that the only just criticism of the statement to which you called 
attention is that it was too moderate. I will now amend the paragraph in which I say 
that the New York reserve bank was, during the year, obtaining funds from other 
reserve banks by rediscounting its bills and acceptances "almost continuously" and 
make it read "continuously." From the official figures furnished me by the reserve 
board, and I understand given weekly to the public, it appears that from January I, 
1920, to January 28,1921, the funds which the New York reserve bank obtained each 
week from othe rreserve banks by rediscounting bills and selling "acceptances" were 
as follows. 

Then folloVl"!! a list by weeks, beginning with January 2, 1920. 
Representative MILLS. Does that table show the bills rediscounted 

by the New York bank for the other districts ~ 
Mr. WILIllMS. This table does not; this table is bills rediscounted 

and acceptances sold by the New York reserve bank to other reserve 
banks. . 

Representative MILLS. And it does not show the bills rediscounted 
by the New York bank for other banks 1 

Mr. WILLIAMS. No. 
The CnAmMAN. Does that table include bills sold to other reserve 

banks 1 
Mr. WILUAMS. I think it does include bills sold to other reserve 

banks. This was obtained from a memorandum furnished me by 
the Federal Reserve Board, and the captions, I think, are quoted 
verbatim from that memorandum furnished me, which was returned 
to the Federal Reserve Board. They can give you any additional 
information that you want. This is a statement made by me of 
facts which I deduced from a memorandum which was furnished me 
by the Federal Reserve Board. 

The CliAmMAN. Do you think that the sale of bills from one bank 
~o anotheF, amount to the same thing as the borrowing of the first 
bank from the second bank ~ 

Mr. WluiA.MS. Not necessarily. If the New York bank"loads up 
with acceptances to accommodate its customers and finds that it has 
[leed to cash in on those acceptances and writes out to some other 
bank and asks them if they want to take them off their hands, that 
IS one thing; if the Chicago bank writes to the New York bank and 
Gells them, "We are looking for acceptances; can you accommodate 
lS by selling us some of your acceptances 1" that is another thing. 

The CnAmMAN, This statement makes no distinction, however, 
>etween--

Mr. WILUAMS (interposing). This statement does not. I aske'd 
,hem to furnish me that, and they advised me that I was not at that 
ime a member of the board, and would not furnish it. . 

Representative MILLS. They have not denied you any information 
,hat was available to any other member of the public, have they ~ , 

Mr. WILUAMS. A member of the public 1 
Representative MILLS. Yes. . 

58589.--21-PT 13---H 
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Mr. WILLIAMS. They denied ~e' the informatio~ ~ to the number 
of meetings I had attended. Still, that is a small matter, and I do 
not care about that. 

Representative MILLS. 'But you do not mean to say that the Federal 
Reserve Board has denied you any information that was available 
to the public ~ 

Mr. WILLIAMS. I think they have denied me information which 
should be furnished me as a former member of the board, of matters 
which occurred during the time I was a member of the board. 

Representative MILLS. They have not denied you any information 
that would be available to any other member of the public ~ 

Mr. WILLIAMS. If I had not been a .member of that board ~ . 
Representative MILLS. Yes. 
Mr. WILLIAMS. I am not discussing that. 
The table is as follows [reading]: 

Billsre
discounted 

~~~~f; 
Week ending- ~r~~! 

1920. 

serve bank 
to otber 
reserve 
banks. 

Ian. 2............... $32, 357, 000 
Ian. 9............... 29,943,000 
Ian. 16 ............... 100,317,000 
Jan. 23.............. 68, 606, 000 
Ian. 30.............. 75,649,000 
Feb. 6............... 72, 077, 000 
Feb. 13....... ....... 68, 389, 000 
Feb. 20.............. 58, 213, 000 
Feb. 27.............. 55, 308, 000 
Mar. 5............... 73,374, 000 
Mar. 12.............. 88, 826, 000 
Mar. 19............ .. 23,203,000 
Mar. 26.............. 34,096,000 
Apr. 2.......... ..... 4, 341, 000 
Apr. 9............... 2, 371, 000 
Apr. 16.............. 2, 371, 000 
Apr. 23..... ......... 2, 371, 000 
Apr.30.............. 2, 371, 000 
May 7...... ......... 2, 371, 000 
May 14.............. 2, 371, 000 

Bills re
discounted 

~~:''':f; 
Week ending- ~r~~! 

1920. 

May 21 ............ .. 

~ ~~:::::::::::::: 
Junell ............ . 
June 18 ........... .. 
June 25 ........... .. 
July 2 .............. . 
July 9 ............. .. 
July 16 .............. . 
luly23 ............. . 

li:fi::::::::::::: 
!~f:~::::::::::::: 
Sept. 3 ............ .. 
Sept. 10 ............ . 
Sept. 17 ............ . 
Sept. 24 ............ . 
Oct. 1 .............. .. 

serve bank 
to otber 
reserve 
banks. 

$2, 371, 000 
2, 371, 000 
2, 371, 000 
2,371,000 
1,355,000 
5,394,000 

14,926,000 
24,940,000 
24,940,000 
32,451,000 
32,551,000 
29,122, 000 
41,013,000 
33, 459, 000 
40,923,000 
74,425, 000 
54,664,000 
25,354,000 
13,404,000 
9,862,000 

Bills re
discounted 

:''!es "':ft 
Week ending- ~r~~! 

1920. 

serve bank 
to other 
reserve 
banks. 

Oct. 8............... $15, 784, 000 
Oct. 15.............. 28, 870, 000 
Oct. 22.............. 49,305,000 
Oct. 29.............. 61,362, 000 
Nov. 5.. ............ 59,583, {)()() 
Nov. 12............. 57,736,000 
Nov. 19.. ........... 32,049,000 
Nov. 26.. ........... 24,502,000> 
Dec. 3... ............ 16,038, {)()() 
Dec. 10..... ......... 14, 323, 000 
Dec.17.............. 6,917,000 
Dec.23.............. 6,917,000 
Dec. 30 ...... _.... ... 6, 917, 000> 

1921. 

Jan.7 ............ ~.. 4,273,000 
Jan. 14.... .......... 2, 263, 000 
Jan. 21.............. 11,747,000 
Jan. 27 .... .......... 51,828,000 

You also stated at to-day's meeting that the Richmond bank should not have been 
included among the five banks named as having furnished money to the New York 
reserve bank by rediscounting its bills and acceptances. In looking over the par
ticular period to which I referred, I think that apparently the Richmond bank should 
be omitted from the list of those furnishing money during that period directly to the 
New York reserve bank. But your own official records WIll show that the Richmond 
bank did in the year 1920 furnish money in the manner stated to the reserve bank of 
Boston-over $5,OOO.ooO--and during that same month the reserve bank at Boston was 
furnishing funds to the New York reserve bank-over $3,500,000. Under such circum
stances, I think, you will see that the point you make as to Richmond is too trivial 
for furth~r co=ent. . 

Then a few months after that I learned the Richmond bank had 
been also loaning direct to New York through the purchase of bills. 

(Continuing reading:) Another criticism which you advanced was that in my letter 
of the 19th instant I should have mentioned the reserve carried by the memb(>.r bank 
in New York City, which increased its bills payable in June last by something over 
$2,000,000 about the same time that it made a loan of $1,000,000 to a customer on 
stock collateral liberally margined, upon which it charged an extortionate commis-
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sion and which, taking into consideration the payment of the loan within less than 
six months, and the a~I0!ment of participatio.D8 m it to correspondent bank&-at a 
greatly reduced cOlllDll8B1on-figured out an mterest charge of about 200 per cent 
per annum on the net amount of that loan retained by the member bank. In fact, 
It was sugg'ested in the board meeting that the member bank could have made the 
loan of $1,000,000 by drawing down its reserves, if it cared to do so, without borrow
ing. In my opinion that suggestion is not even a palliative, as the bank by such ac
tion would have subjected itself to the double criticism of running below the reserve 
it is required by law to maintain and impairing its ability to make loans to other 
customers at decent rates for legitimate business, while at the same time exacting an 
unconscionable interest and commission from the unfortunate borrower upon whom 
the chal"l!'e was imposed. 

At to day's conference complaint was made that I had not directed attention to the 
fact tilat tile New York bank at times during the year hEd rediscounted loans for 
other banks. 

I am advised that it is true tilat for a period of not over five-twelfths of tile year 1920 
the New York reserve bank was rediscounting for otiler reserve banks, but during 
the entire year the New York reserve bank was obtaining money from the other 
reserve banks as fhown above. It was suggested by some one in the meeting to-day 
that perhaps tile New York reserve bank was buying and furnishing to otiler reserve 
banks bills and acceptances as an accommodation to these lending banks ratiler than 
as an accommodation to tile New York bank; but witil the knowledge.I happen to 
have of the situation I am Bot inclined to give very great weight to tile tileory. . 

Gov. --of one of the reserve banks, impressed me as particularly unhappy over 
what'he constru(d as an implication in my letters to you, that the reserve bank of 
-- had not kept itBelf properly informed as to the condition and operations of 
certain member banks in the --district to which it had been particularly liberal, 
if not "prodigal" in granting loans. or if it was informed had perhaps not acted with 
the wisdom and discretion expected of it. The senior officer of this particular member 
bank to which the --reserve bank was dispensing funds so lavi8hly had admitted 
to this office, as the record shows. and as you were promptly advised when this state
ment was made, that tl1is same bank had itself been granting loans as he expressed it 
"witil reckless prodigality." In discussing the use which this same bank made of 
the funds which they had borrowed from tile reserve bank, Gov. --'s aim seemed 
to be to evade all responsibility so far as the reserve bank was concerned, apparently 
seeking to justify his evasion witil tile assertion tilat tile chief national bank examiner 
did not give him notice of the conditions which existed in that bank. The chief 
examiner of tile --district has furnished me a memorandum as to the extent to 
which the Federal reserve bank of --was placed on notice as to conditioDs in the 
bank referred to at tile time of the examinatlOn in October, 1919. Supplementary 
to my letter to you of January 12, 1920, on tl1is same subject I ask your atteniion to 
tile following extracts from the memorandum furnished by this examiner. 

Representative Mn.Ls. Mr. Williams, do you think there is any
thing to be gained by going into this particular controversy which 
you had with the Federal Reserve Board and with the governor of this 
particular reserve bank 1 
.~ .. WIL~MS. It has a very direct bearing on the whole propo

SItion ill my Judgment. 
Representative Mn.Ls. Don't you see it is perfectly impossible for 

the charges which you make and the facts which you seek to bring 
out to be met unless names are given and the particular institutions are 
dealt with, which is not at all the function of this commission 1 
. Mr. VV:ILUAMS. Perh:aps when I get through you will get more 
information on that pomt. 

Representative }hLLS. What is there to' be gained by this com
mission going into the question of whsther you disclosed all of the 
facts in your original examiner's report to the governor (if this par
ticular reserve bank, or whether the facts were not disclosed until 
seven or eight months later 'by a further examination and report which 
it did not stamp 1 How is that going to help this commission in 
dealing with the question of agricultural credits 1 
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Mr. WILLIAMS. This matter deals with other subjects besides 
that~ 

Representative MILLS. Well, I am asking you as to that particular 
subject of c·ontroversy. 

Mr. WILLIAMS. It is a matter of judgment, Congressman. You 
have your opinion. . 

Rer.resentative MILLS. And it is your honest opinion that you are 
contnbuting something of value to the subject of agricultural credits 
by asking tills commiSSIOn to investigate those particular transactions 
of aNew York national bank ~ 

Mr. WILLIAMS. May I answer that by stating that at yesterday's 
conference I presented a statement which showed that the New 
York, Chicago, .and St. Louis national banks were being furnished 
with accommodations through bills payable and rediscounts amount
ing to about 24 J>er cent of their total loans and rediscounts, while at 
the same time the country national banks, whose loans and redis..; 
counts were much larger, were being furnished with only about 10 
per cent ~. I think the matters which I have been touching upon here 
have a very direct bearing upon the question 'of the fair and proper 
distribution of the reserves of the Federal reserve system among the 
large banks and the country banks and the question of supplying the 
necessary funds for agricultural credits. 

Representative MrLLs. I am not going into that question. I am 
asking you as to the particular transaction, which you ·are about to 
discuss-that particular controversy with reference to two reports 
made by your bank examiners, one made in 1919 and one in August, 
1920. . 

Mr. WILLIAMS. I will say this, that for the protection of the bank 
the memorandum embodied in this letter relative to the bank's loans 
should be omitted, and I am not going to read that. 

Representative MILLs. That is all I am questioning-if you omit 
that. 

Mr. WILLIAMS. I do; I am omitting that' memorandum. 
[Reading:] 

These facts, showing the condition of the bank in .1919 at the time of examination, 
and the character of the business which the bank was then carrying on-

Representative TEN EYCK. Wait a minute. I would like to know 
whether that is a reference that might be useful for the commission 
whereby we could help the alITicultural industry. I want to be 
assured that something is not 'being suppressed here that will not, 
indirectly or inadvertently, lessen th0 iriformation that we desire. 
If we can be assured of that, I am willing to have it cut out. 

The CHAIRMAN. The Chair has not seen the letter. 
Mr. WILLIAMS. I would state that that deals more with the internal 

condition of a pretty large bank which has been, it is true, a bene-
ficiary of loans through toe reserve system. . 

Mr. TEN EYCK. That is perfectly satisfactory to me. 
Mr. W H,LlAMS (reading): • 
These facts, showing the condition of the bank in 1919 at the time of examination, 

and the character of the business which the bank was then calTying on were promptly. 
placed before the--reserve bank in 1919 and in the light of subsequent events 
were clearly sufficient to put the Reserve bank on notice especially when the borrow
ings, which prior to October, 1919, had been intermittent became continuous and 
increased. From January 1, 1920, tho bank was steadily borrowing large sums, the 
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monthly ave~e of which increaseil from--- million during January, 1920, to 
--- million In May, 1920, and to about --- million in September, 1920, nearly 
every montb. showing an increase over the preceding month. 

The facts of these increasingly large borrowings were daily available; not to this 
bureau but to the --- Federal reserve bank, and are presumed to have been or at 
least ought to have been the subject of careful consideration and discussion when the 
bank referred to requested. as it so frequently did, further advances. 

It is also worthy of note that the examiner's report of October, 1919, which the --
reserve bank had before it early in December, 1919, showed that the loans which this 
bank at that time was making to its chief executive officer and his immediate family 
and to --- amounted to a sum which is more than twice t,he aggregate of all loans 
which thl's member bank was making as of the date of the November 15, 1920, call to 
all of its national bank correspondents throu~hout the entire country. These facts 
were furnished to and are in possession of the Federal reserve bank of ---. 

Had the --- reserve bank, with its intimate knowled~e of the steady increase 
of this member bank's borrowings from the reserve bank, brought the matter to the 
attention of this office and suggested the advisability of an examination to get at the 
character of the loans or investments which made necessary these heavy drafts upon 
the reserve bank, an examination would have been made promptly. 

The records show that the bank I.t the time of the August. 1920, examination, despite 
the warnings and admonitions of the Federal Reserve Board as to the restriction of 
credit for nonessentials and for speculative purposes, greatly increased their loans on 
highly speculative securities, such as the ---loans and the loans (including the 
so-called dummy loan) of over $5,000,000 to --- who, besides being a director in 
the --- Bank, was also, at the time of the 1919 examination, a director in the Fed
eral Reserve Bank of New York --- and its eligible paper on hand November 16, 
19~ 

The CnAmMAN. Was this the same bank that you referred to this 
morning and yesterday ~ 

Mr. WILLIAMS. This is one of several banks which have been 
referred to particularly. This is not the State i11stitution which has 
been referred·to from time to time. 

The CHAIRMAN. I know, but your testimony this morning referred 
to some bank that loaned a million dollars or three million dollars, or 
something of that kind. . 

Mr. WILLIAMS. This is not that bank. 
The CHAIRMAN. This is another bank W 

1.Ir. WILLIAMS. Yes. [Reading:] 
as shown by this report of condition, a copy of which was sent to the reserve bank 
of ---, was hiss than --- or scarcely --- per cent of its deposits outstanding at 
that time.' The chief examiner has also recently mentioned to me the case of another 
large bank in --whose heavy borrowings from the --bal6k had been criticized 
by him, but the president, I am told, proceeded to justify himself on the theory that 
his loans, although large, appeared to be satisfactory'to the reserve bank, and indicated 
that that approval was enough for him. 

At to-day's conference, as far as I could discover, no adequate or reasonable explana
tions were forthcoming from governor --- or anyone else as to the generally unsatis
factory conditions along several lines, to which I felt it my duty to direct attention in 
my recent correspondence with you. The time of the meeting was largely taken up 
with trivialities and with ineffectual efforts to find some ground for directing criticism 
against the administration of this bureau, especially the chief examiner's office 
in ---. Much stress was laid upon the omiSSIOn of the examining force toexamine 
each of the national banks in New York City twice dUring the year. 

In answef to this criticism, let me call your attention to the fact that while every 
bank in New York City did not receive two examinations during the year, the examina
tions which they did receive were particularly thorough, painstaking, and effective, 
and involved much additional time on the part of the examiners. The statements 
made with such emphasis and feeling at to-day's meeting, by someone, that none of the 
national banks in New York City were examined twice In the year 1920 is simply 
untrue j the records show that a considerable proportion of the national banking capltal 
of that city was subjected to two thorough examinations in the year named. 
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I think that the large institution which was examined twice repre
sented about 20 per cent of the banking capital of that citro 

The CHAIRMAN. That large percentage of banking capita that you 
say was represented there-was that in one bank ~ 

Mr. WILLIAMS. Yes; as I have just stated. [Reading:] 
The unusual difficulties attending general business during the past year and the 

large number of insolvencies among business houses, especially during the past six 
months of the year, made the work of the examiners particularly exacting. In one 
large bank which was the subject of discussion to-day the examination was begun on 
August 27 last, and the difficulties which were experienced in tracing dow;n various 
important transactions and operations delayed the completion of the investigation, 
which involved several special hearings accorded to five or six officers of the bank 
before the comptroller and a searching inquiry into many matters of vital importance 
to the bank. 

The work upon this bureau during the year was increased by the nationalization 
of several large State banking institutions, involving some 15 or 20 branches, all oper
ated as separate banks. The burden was further increased by the necessary absence 
for six months in South America of the chief examiner of the district on official work 
in examining the foreign branches of one of the large New York national banks. The 
working force of the office was required to meet additional strain by examinations 
made of certain large foreign banks and securities companies in this country not 
formerly required of ~his force. 

That the banks in the New York district, however, were not neglected and did 
receive the attention which they needed from this bureau is indicated by the fact 
that since the beginning of my administration as Comptroller of the Currency, more 
than seven years ago, there has not been a single failure of any national bank in the 
Federal reserve district of New York which has involved one dollar's loss to any de
positor. 

Representative Mu.LS. Do you attribute that to your examinations, 
or to the soundness Of the banking methods of those banks ~ 

Mr. WILLIAMS. I think the examining methods have contributed 
very largely to the soundness of the banking methods. 

Representative MlLLs. But is not that very creditable to the 
soundness of the banks in New York City~ 

Mr. WILLIAMS. I think it is very creditable. I intended to make 
a reference here as to whether the medicine had worked or not-to 
an anecdote which is told of Lincoln, when certain critics complained 
that Gen. Grant was drinking entirely too much whisky. His reply, 
as you all recall, was, "You had better find out what kind of whisky 
he uses and go and buy some of it yourself." I think the kind of 
"liquor" which has been given to the banks in New York by our 
examiners seems to have had curative qualities. 

Representative SUMNERS. Mr. Williams, in that connection then, 
so far as the general supervisory and administrative policies of the 
regional bank in that district are concerned, I understand you are 
not criticising them ~ 

Mr. Wn,LIAMS. Well, yes; I am frank to state that I do not think 
the New York Federal reserve bank has been administered to the 
best advantage of the district. . 

Representative SUMNERS. During the time these extraordinarily 
large loans you have referred to were being extended to certain in
stitutions, were other institutions able to offer securities of equal 
soundness denied relatively the same accommodations by the baDk ~ 

Mr. WILLIAMS. I do not know of any privation among the banks 
in New York City. I do not recall any complaints of that sort. 
[Reading:] 

The attention of the examining force from time to time was devoted to the work of 
saving anum ber of banks in different parts of the district, which, through mismanage
ment of their officials, had become involved in serious troubles; and I am happy to 
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report that these efforts wereln every case successful. One particular instance with 
which the New York reserve bank officers are familiar nece8Bltated about two months 
of the almost undivided time of a resident New York examiner, who subsequently, 
during the absence of the chief examiner in South America, was the acting chief of 
the district and who gave this more urgent matter precedence over the work of exam
ining the banks in New York City to which he had been especially assigned, and 
which otherwise he would have examined. . 

I think I should state at this time that in looking over Gov. Hard
ing's testimony before the Banking and Currency Committee on June 
1, I find that Gov. Harding has strayed into making a very inaccurate 
statement in connection with that particular' institution. I shall 
probably, at the proper time, before the proper committee, correct 
some of the statements made by Gov. Harding at that time and give 
the facts in the case. 

In this connection I think it is also pertinent to say that the exam
iners attached to the comptroller's bureau have sometimes been very 
much embarrassed and annoyed by interference from the examiners 
attached to the reserve system. On that point I wish to read just 
here a letter which I addressed to Gov. Harding, under date of August 
13, 1921, before resuming the reading of this letter of February 26, 
1921, as this letter refers to this particular subject of cooperation 
between national bank examiners and Federal reserve examiners in 
handling national banks . 

. The C:H.AmM.A.N. I think we had better have one letter at a time. 
Mr. WILUAMS. Very good; I will read it after I get through with 

this. It refers to this particular point. [Reading:] 
As you well know} the examination of the large New York City banks with their 

affiliations and ranufications including, as they do, foreign-exchange departments, 
which are practically separate entities necessitates skilled examiners and assistants 
who have been specially trained for t~ work, and such examinations can not be 
satisfactorily made by untrained men. . Examinations such as those that have bee D 
conducted In the New York banks, iIivolving, in individual cases, sometimes two, 
three, or four months' time by examiners are of infinitely more value than the pro 
forma examinations, however frequent, such as have been made heretofore. Although 
during the past year the banks in New York City did not all receive two detailed exam
inations from examiners, all were required to make and send to this office one more 
report of their condition and operations than was actually required by law or than 
they were ever required 'to make under any previous administration. 

The tremendously increased efficiency of national bank examinations under the 
present comptrollership is evidenced not only by the diminished failure!' of banks 
under most trying conditions, but also by the voluntary action by clearing-house 
associations in a number of important cities which have given up their clearing-house 
examinations because of, as has been frankly stated, the highly efficient character 
of the examinations of our national bank examinerp: 

The governor of the reserve bank of New York at to-day's meetiJi.~ of the board 
stated that the information contained in the confidential reports of natlOnal banks in 
the New York district were withheld from the New York reserve bank. I informed 
him in reply that his statement was incorrect, !!ond I told him that the officers of the 
reserve bank were a long time ago specifically informed that they or their duly auth.or
ized representatives would be permitted access to the confidential reports of the exam
iners. I now confirm thatstatement, for I have personal knowledge that such author
ity was given them. Chief Examiner Smith, with whom I have conferred on the 
Bubject, also tells me that there is no foundation to Gov. Strong's statement above 
quoted. The chief examiner likewise informs me that although the reports of exami
nation of New York banks are always sent to the Federal reserve bank under sealed 
cover and marked "confidential," he knows that these reports are consulted at their 
pleasure by other officers of the bank, and the chief examiner has from time to time 
discussed the contents of these reports with the officers of the bank, who have often 
bad the reports before them when banks were being discussed with the chief examiner. 

Gov. Strong also stated to the board that it was his understanding that the reports of 
examination were sent to the reserve bank upon the express undertatnding that they 
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should be acceBBibfe only to himself and to Chairman Jay. I asked him to repeat his 
statement, and upon his reiteratin~ that such was the case I asked him, in your pres
ence, whether he had been observmg that confidence, to which he said he had been 
pledged and which he said had been made a condition of the bank's receiving the 
reports. With some hesitation, he admitted that he had not observed the agreement 
he claimed to exiBt. 

I will alBo add that the cooperation and aid which this bureau and its examining 
force have extended to the reserve bank of New York iB illuBtrative of our attitude in 
all other diBtricts, and of this there is abundant evidence, although these other districts 
have been more appreciative of the cooperation given. 

A letter from the chainp,an of the board of one of the leading and most successful 
Federal reserve banks, and himself a man of particularly high standing, which was 
received some time ago, said: 

"* * * Permit me to Bay, Without any attempt of praise or flattery, that on the 
rostrum and in private conference I have uniformly maintained that the preBent 
comptroller has done more to raise the Btandard of national banking in this country 
and to secure more efficient examinations of the banks under his juriBdiction than any 
of hiB predecessors. Not every administration of the comptroller'B office has been so 
alert as the present one to correct abuses or to head off dangerous tendencies and 
practices." , 

You presided at to-day's conference to which I 'have referred, and Governor ---, 
ofthe ---reserve bank, was present by invitation, as I understand it, to explain, ifhe 
could, criticisms of the Federal reserve bank of ---, which itis claimed are involved 
in my recent correspondence with you. I can not forbear expressing my amazement 
at what impressed me as being excessive forbearance on your part as chairman in 
permitting Governor -, -- to assume the attitude which characterized hiB appear
ance before UB. He challenged the correctness of official figures which are given to 
the public by the board, furnished me by the board, and, relying on their correctness, 
used by me m my correspondence with you. I refer particularly to the inter-reserve 
banks' dealings in bills diBcounted and acceptances as Bhown in the board'B weekly 
reports from January 2, 1920, to January 28, 1921. I alBo understood him to state 
to the board with much vehemence that in the matter of giving out statements to 
the public in connection with the --- bank's operations or this controversy he 
would do as he pleased, regardless of any views or instructions from the ReBerve Board. 
His angry statement tha~ he 'had no time to waste' on the diBcussion of certain Bub
jectB which were brought up in the conference also impressed me as being distinctly 
discourteous to the board and its members. However, such matters are merely inci
dental and concern you more than they do me. 

My surprise at what impreBBed me as the meekness with which the defiance and 
asperities of governor --- were received by the board, to which he is supposed 
to be subordinate, is increased by recollection of the rather different attitude taken 
toward myself, a member of the board, equal in authority with any other member 
who is not an officer. I have endeavored to be uniformly courteous and deferential 
while performing what Beemed to me to be the high duty of calling attention to serious 
evils and dangers. It is a cause of deep regret to me that my well-meant labors in 
pointing out what seemed to me to be defects and weak places in our system and 
policies, and possible errors of administration. appear to have caused resentment 
rather than desire for information or purpose for reformation. 

It also seems to me that more interest has been developed and expressed in the 
persons to whom my copies of my letters may have been given than in the question 
whether the statements were accurate and the errors indicated could be corrected 
if they exiBted. What I have said was in plain black and white and expressed as 
clearly as my ability permits. So far as I can recall, no progress has been made, if 
attempted l toward disproving what I have written. . 

ImperatIve demands for names of thoBe to whom I have given facts and figures have 
no more to do with the real issue than have the nibblings at unimportant details and 
efforts to su~est that I have not performed my official duties promptly. The whole 
and only pomt is whether the assertions I have made are correct, and if they are cor-' 
reet, whether anything is to be done to right existing wrongs. 

I see no excuse for ill temper. My assumption has been that we are mature men 
intrusted with vastly important duties and capable of discussing them, and our per
formance of them, and candidly and calmly. I have been somewhat disappointed to 
find myself regarded, apparently, as hostile to the board or some of its members, and 
the target for unjust criticisms and observations unhappily close to limits beyond 
which I can permit no man to go anywhere or under any conditions., Having this in 
mind I could but marvel at the submission of the board to Gov. ---'B angry and 
mutinous attitude and language. It appeared to me like that impatience of and dis
regard for constituted authority of which we hear so much as threatening the peace of 
society. ' 
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This aspect of the matter, however, is strictly your affair as presiding officer. I feel 
that I am within my rights and within the proprieties in alluding to it and remarkin'" 
on the difference between the reception of my courteous representations supported 
br carefully gathered facts, and the uncomplaining acceptance of Gov. --'s de
Cldedly, and I judge intentional discourtesy and declarations of indifference to the 
board's directions and dignity. . 

Yours, very truly, 
JOHN SKELTON WILLIAMS. 

Representative MILLS. Well, now, Mr. Williams, the law requires 
two examinations a year, does it not ~ 

Mr. WILLIAMS. Yes. 
Representative MILLS. So that if two examinations were not made 

the law was violated 1 . 
Mr. WILLIAMS. The provisions of the law were not strictly com

plied with; a certain amount of reason was exercised. It may be 
that the water in a reservoir is intended to protect all portions of the 
city, but if there should be a big fire in one district we would use more 
of the water for that district, although it might not be its pro rata 
portion. I found that there were banKS in certain parts of the country 
which demanded closer attention, and it was more important to give 
them two ·and sometimes three or four examinations than certain 
banks at which th~ examining force had already spent five months in 
making one examination that year. 

ReJ?resentative MILLS. You stated in that letter that you found 
unsatisfactory conditions in a particular institution in October, 1919, 
and you suggest that the New York Federal Reserve Bank should 
have requested you to make an examination of that institution, and 
had it done so- . 

Mr. WILLIAMS. If they desired it. 
Representative MILLS. And had it done so you would have made 

an examination. 
Mr. WILLIAMS. I think if I had been running the Federal Reserve. 

Bank of New York and I had before me a copy of the October, 1919, 
examination of that bank, furnished'me by the Comptroller of the 
Currency, and that particular bank should be increasing its borrow
ings from ten or twenty to fifty or one hundred millions, I would 
make it my duty to find out what the conditions were in that bank 
to which I was being askE,ld to make these huge advances, whether 
the comptroller made the report or not. 

Representative MILLS.· You think you would have requested the 
comptroller to make another examination ~ . 

Mr. WILLIAMS. Or I should have ascertained from the bank whose 
report I had before me whether these matters of criticism which the 
comJ>troller had complained of were being rectified and corrected or 
whether things were getting worse. If I were handing out blocks of 
fifteen, twenty-five, or fifty millions of dollars, obviously I would. 

RepresentativeMILLs. When did you next examine this institution ~ 
Mr. WILUAMS. The next examination of the institution to which 

I assume you refer was begun in August, 1920. 
Representative MILLS. And how often was it examined in 19201 
Mr. WILUAMS. In 1920 the examination lasted about five months. 
Representative MILLS. But it was only examined once ~ 
Mr. WILLIAMS. Obviously, you could not examine it three times if 

every examination lasted five months. 
Representative MIu.s. I am asking you whether it was examined 

more than once. 
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Mr. WILUAMS. It was examined for about five months in 1920. 
Representative MILLS. It was examined once in 1920~ 
Mr. WILUAMS. Continuously for five months. 
Representative MILLS. And the law provides it shall be examined 

twice~ . 
Mr. WILUAMS. Yes. 
Representative MILL'S. And the comptroller's office found what it 

considered unsatisfactory conditions 10 months before ~ , 
Mr. WILUAMS. It found conditions which it thought were sufficient 

to put the N ew York bank on guard if that bank should have occasion 
to calion them for excessive amounts of money or large loans. 

Representative MILLS. But you, the very officer of the Government 
who IS charged with the responsibility of examining national banks, 
did not reexamine that bank for 10 months ~ 

Mr. WILUAMS. Perfectly correct, and thoroughly justified in that 
course. 

Representative MILLS. And you assume to criticize another officer 
for failing to request you to perform the duty with which he is 
charged ~ 

Mr. WILUAMS. No, not at all. The reserve bank which was 
dispensing these huge sums to that bank, if it had exercised what I 
regard as the proper prudence, would have informed itself as to 
whether these matters of criticism were being corrected, .regardless 
of any examination and report by the comptroller's office. 

Representative MILLS. Now, I want to go back to the question 
of that questionable loan, the 25 :Rer cent loan which we have talked 
so much about. When was that loan first called to your attention 1 

Mr. WILUAMS. You mean the loan referred to sometimes as the 
200 per cent loan 1 

Representative MILLS. Yes, and which we finally decided was 
25 per cent. 

o Mr. WILLIAMS. How do you make the 25 per cent 1 
Representative MILLS. Let us not go over that again. We have 

suffiCIently identified the loan in our minds. When was that first 
called to your attention 1 

Mr. WILLIAMS. In the summer of 1920 some reference was made 
by the chief national bank examiner in New York to a loan which 
he had found in that bank upon which excessive rates of interest had. 
been charged. I did not kriow what the details were, but the loan 
was mentioned to me as excessive. . 

Representative MILLS. Then it was first called to your attention 
in midsummer, 1920 ~ 

Mr. WILUAMS. Yes. I thereupon sent out, in August, 1920, a 
questionnaire to that bank and to other banks in New York City, 
req,uesting them to give me information in reO'ard to loans upon 
WllICh excessive interest was charged. The tabfe was quite a com
prehensive one. It applied both to call loans and to dISCOunts and 
time loans. It called upon the banks, as I recall, to state the amount 
of money upon which they were getting in excess of 12 per cent for 
each particular month of the year.' 

Now, I am perfectly willing to go into this in open session-
RepresentatIve MILLS. No; I do not want you to go into that 

whole matter; I just wanted to ask you when you first called the 
attention of the governor of the New York bank to this questionable 
transaction. 
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Mr. WILLIAMS. The committee is certa.inly entitled to the informa
tion. I hesitate a little about giving facts which may reflect upon 
individuals who claim that certain things were done without their 
fullknowled~e. I am perfectly willing to tell the committee the 
whole facts, if you want them. 

Representative MILLS. I am asking you a very simple question. 
When did you first call this particular transaction to the attention 
of the governor of the New York reserve bank ~ 

Mr. WILLIAMS. May I speak to the chairman a moment on this 
question ~ 

(Mr. Williams thereupon conferred privately with the chairman 
and Representative Mills.) 

Representative MILLS. I will withdraw the question. 
Mr. WILLIAMS. I stated, Mr. Chairman, I was perfectly willing to 

go into this in executive session. I think the committee is entitled 
to know everything I know. I hesitate to proceed further, unless it 
is the desire of the committee, on that particular point. 

The CHAffiMAN. The question is withdrawn. 
Representative MILLS. Mr. Chairman, 1 offer in evidence a report 

prepared by a subcommittee of the Federal ReserVe Board, and 
adopted by th6 board, in answer to Mr. Williams's letters of February 
21 and 28, which I would like to have inserted in the record at this 

pOTinht. C W' h b" . ill b' d' h d e HAIRMAN. It out 0 >JectlOn, It w e illserte ill t e rec~r . 
(The report submitted by .Representative Mills is here printed in 

full, as follows:) 

To the FEDERAL RESERVE BOARD: 
FEBRUARY 28, 1921. 

The executive committee has carefully reviewed the various letters which have 
been addressed by the Comptroller of the Currency during the past 12 months to the 
Governor of the Federal Reserve Board, all of which letters were brought promptly 
upon receipt to the attention of the board and were given such consideration as they 
seemed to merit. The errors of statement and the erroneous inferences and con
clusions have already been pointed out· in replies made to these letters and in dis
cUBBions with the comptroller at board meetings and need not be reverted to in this 
report.' . 

An analysis of the comvtroller'sletters and of the facts brought out at recent meet
. ings of the board at which the comptrollet was present reveals, however, a very 
serious situation which the Federal Reserve Board can not ignore. The Comptroller' 
of the Currency admits that he has violated the laws of the United States in not 
examining a considerable number of national banks, including banks in New York 
City, at least twice in each calendar year, as required by section 5240, Revised 
Statutes, United States. In one case cited by the comptroller in his letters of Decem
ber 28, 1920, January 12, 1921, and February 19, 1921, had he obeyed the law condi
tions which he states are very serious might have been in a large measure avoided. 
The comptroller has attempted to shift the responsibility for these conditions party 
upon the Federal Reserve Board and more particularly upon the Federal reserve 
bank of New York, and his claim that the Federal reserve bank of New York should 
have corrected the conditions complained of through its power to refuse discount 
accommodations falls to the ground when the facts, even as stated by'him, are 
examined. 

In the case of bank in question the comptroller's own examiner reported to him in 
October, 1919, certain conditions and transactions which, while perhaps not jn direct 
violation of law, yet were not consistent with good banking practice and clearly 
requirej careful scrutiny from time to time of the bank's methods of doing business. 
TheRe criticisms were not contained in the regular report of the examiner, copy of 
which was furnished the Federal reserve bank of New York, but were inserted in 
the so-called "yellow sheet," a supplementary and confidential report. This "yellow 
sheet" was n'lver sent to the Federal reserve bank of New York, nor did the report 
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which was sent p:rint out the conditions of which the comptroller now complains. 
This examin!l.tion was m!l.de on October 3, 1919. 

It.is pertinent to inquire in what manner did the comptroller discharge his plain 
duty with respec~ to this bank. Did he place it upon the special list of frequent 
examinations? No. Did he follow up the criticisms of his examiner by making an 
e!uly examination during the following year, 1920? No. Did he call the attention 
of the Federal Reserve Board or of the Federal reserve bank of New York to the 
conditions existing in this particular institution? No. On the contrary, he failed 
to make another examination until August 27, 1920, an interval of more than 10 
months, and in the report of this second examination his examiner stated to him that 
the conditions previously complained of had grown steadily worse during the interval. 
Did the comptroller at once call this serious condition of affairs to the attention of the 
Federal Reserve Board or to the Federal reserve bank of New York? No. He said 
nothing about it to members of the Federal Reserve Board until December, ]920, and 
the records show that the report of August 27,1920, was not sent to the Federal reserve 
bank of New York until January 7, 1921, after a lapse of more than four months. . 

The comptroller now claims that the Federal reserve bank of New York should 
itself have corrected these serious conditions, of which it had never been informed 
and of which it had never been put on notice, by an arbitrary exercise of its power to 
refuse discounts to the bank in question. Such a plea of confession and avoidance 
scarcely deserves being dignified by a reply. But this is not all-under the laws of 
the United States, as above pointed out, the Comptroller of the Currency is requu:ed 
to have every national bank examined at least twice in each calendar year (and 
oftener if considered necessary). In the case of the bank in question the comptroller 
violated this law and in fact examined this bank but once during the year 1920. An 
examination made early in the year 1920 would quickly have 'revealed that the 
conditions complained of in October, 1919, were becoming worse, and presumably 
they could have been instantly corrected.' 

In his letter addressed to the board under date of February 19, 1921, the comptroller 
calls attention to a·loan which was made by another national bank in New York City 
during the month of June last, and points out that this bank, which was borrowing a 
moderate amount from the Federal reserve bank of New York, made the loan at a 
very exorbitant rate of interest, if the commission charged be included as an interest 
charge. The comptroller did not, however, bring this matter to the attention of the 
Federal Reserve Board until after the loan had been repaid and, in fact, not until his . 
letter of February 19, 1921, was written. It develops that the Federal reserve bank of 
New York was not advised of this circumstance by the Comptroller of the Currency 
until the governor of that bank heard the comptroller refer to it in a discussion which 
was had in the board room on Saturday, February 26, 1921, yet the comptroller takes 
the position that the Federal reserve bank of New York was negligent in not knowing 
of this transaction and that it should have prevented it without any knowledge what 
ever of it by the exercise of its power to refuse discount accommodations to the bank. 

'I'he responsibility for these conditions, therefore, is directly upon the Comptroller 
of the Currency and has never for' a moment heen shifted from his sllOulders. He has 
largely contributed to these serious conditions by his failure to perform properly the 
.duties of his office and by his direct violation of the laws of the United States. In his· 
greed for statistical information he has exercised his powers to the limit, if, indeed, he 
has not transcended them, but he has deliberately failed to obtain and to report facts 
of the highest importance rl\.aa.tding the credits. and operating methods of certain 
national banks. The only excuse for his failure to carry out the law which has been 
offered by him is that his chief examiner at New York City had to be sent to South 
America and that his examining force was overworked and that he could not make 
two examinations of the bank in question. 

Your committee is of the opinion that the comptroller should have at once increased 
his examining force, and it is certain that the board, which has never failed to cooperate 
with him, would undoubtedly have given prompt approval to any such request in 
order that these serious conditions might have been promptly remedied. Further 
investigation haR, moreover, revealed the astounding fact that of all the national 
banks in New York City only 17 were examined twice during the year 1919, and that 
apparently not more than one national bank in New York City has been examined 
twice dUring the year 1920, as required by law, and that bank is not the one whose 
condition is made the subject of complaint by the comptroller in his·letters to the 
board. The Federal R(>serve Board has always acted promptly and favorably upon 
requests made by the Comptroller of the Currency for additional examiners. 

As bearing upon the question of the examination of other banks than those in New_ 
York City, a letter recently received from the Federal reserve agent at Chicago cons 
tains animadversions upon the value of the reports of examination of national bank 
in the Chicago Federal reserve districtr, and your committee recommends that an 
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immediate investigation be undertaken in all Federal reserve districts as to the 
thoroughne811 and efficiency of national bank examinations. 

Whatever may be the duty or responsibility of Federal reserve banks as to regulating 
the internal affairs and banking practices of the national banks through the power to 
refuse discounts, as claimed by the comptroller-and as to this your committee may 
later file a report based upon its consideration of this SUbject-it 18 evidence that such 
a power can not be exercised effectively without the most thorough cooperation of 
the comptroller in order that the Federal reserve banks may know all that he knows. 
This is a tondition which most certainly does not exist at the present time. The 
abstracts of reports sent by the comptroller to Federal reserve banks most certainly 
do not reveal all the comptroller knows as to the c.ondition of the banks examined, and 
the Federal reserve banks could certainly not be chal"!l'ed with responsibility for the 
internal conditions of the national banks unless and until the so-called "yellow sheet" 
is transmitted promptly and regularly to the Federal reserve banks, and until examina
tions are made as frequently as the law requires. 

Your committee has aIready cited one conspicuous case where important information 
has been withheld from the Federal reserve bank of New York by the Comptroller of 
the Currency. I t has cited other cases involving practically all of the national banks 
in New York City when the comptroller deliberately put it out of the power of the 
Federal rt'Berve banks of New York with its present examining force to secure much 
needed information as to banking conditions and practices by failing to observe the 
laws of the United States which require not less than two examinations in each calen
dar year. Only recently, as above stated, the Federal Reserve Board has received a 
letter from the Federal reserve agent at Chicago seriously impugning the efficiency of 
examinations made by the national bank examiners in that district. If thorough in
vestigation as above recommended be made of the methods and efficiency of national 
bank examinations and of the value of the reports of these examinations, and it be 
found that the charges preferred are well founded, it is the opinion of your committee 
that it will be necessary to institute regular examinations by the Federal reserve banks. 
themselves. thus duplicating the examinations now made by national bank examinelJ! 
under the direction of the Comptroll~r of the Currency. Such a duplication of examJ.
nations would be very expensive and would seriously interfere in many cases with 
the routine operations of the national banks and inconvenience their customers and 
the public, and it is believed that Congress would quickly intervene and wipe out all 
examinations made by direction of the Comptroller of the Currency or that it would 
at least lllact' the whole matter of examinations exclusively under the control and 
jurisdiction of the Federal Reserve Board and the Federal reserve banks: In such 
circumstances the Federal reserve, banks being both lenders and Itxaminers, would 
always know what the comptroller now knows but what he does not always reveal
the conditions and practices of the national banks-and could govern themselves 
accordingly. . 

The foregoing report was submitted by your committee to the Federal Reserve 
Board at the meeting held on the afternoon of February 28, and was read by its chair
man to the board at that meeting. In view of the statement of the Comptroller of the 
Currency that his letter of February 26, 1921, which was delivered by the comptroller 
to the secretary of the board at the same meeting, answered in detail every criticism 
contained in the foregoin~ report of the committee, the report W8.!! referred back to the 
committeE' for such revisIon aa might be deemed nece3B8.ry in view of the statements 
contained in the comptroller'slatter above referred to. . 

Your committee by unanimous vote now resubmits its report to the board, with 
the statement that it haa examined carefully the letter of the comptroller, dated Feb
ruary 26, 1921, and that it finds nothing in the comptroller's letter to justify any 
change therein. On the contrary, it feels that this letter confirms the statements 
made in the report. . 

In the comptroller's letter of February 26 he called attention to some of the remarks 
made by the national-bank examiner in his re1)ort of the examination made of the 
-- National Bank of New York, aa of October, 3, 1919, which statements he 
~Iaims were cleady sufficient to put the Federal reserve bank on notice, and then 
~roceeds, on pa,..ae 5, to set up the extraordinary defense that if the Federal reserve 
~ank had asked him to have another examination made during the early part of the 
rear 1920 that the examination would have been made promptly. This is a clear 
Idmission (1) tbat his examining force was adequate to make any necessary examina
;ions, and (2) that he did not consider that the report of the examination of October 
I, 1919, which he claimed should have been a danger si~al for the Federal Reserve 
Bank of New York, disclosed conditions that required him to have anotherexamina
ion made at a time when it should have been made if the law was to be complied 
nth. 
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It appears to the committee that the comptroller is also evash'e in his statement 
'on page 6 that •• a considerable proportion of the national banking capital of New York 
City was subjected to two examinations during the year 1920," He says that" the 
statements made by some one" that none were examined twice in 1920 "is simply 
untrue." and defends his charge of untruth by stating that" a considerable proportion" 
of the national banking capital was examined twice. The facts as ascertained by your 
committee are ae follows: The chairman of the board of directors of the Federal Reserve 
Bank of New York states, in a letter dated February 16, 1921, that the Federal Reserve 
Bank of New York received reports of two examinations of only 17 of the M national 
banks in the Borough of Manhattan during the year 1919, and that during the year 
1920 it did not receive a second report of any of these banks. He states, further, that 
he understands that a second examination of one of the larger national banks in the 
Borough of Manhattan was undertaken in the late autumn, but that the report of this 
examination has not yet been filed with the Federal Reserve Bank of New York. 

As has already been stated, the only excuse which has been offered by the comptroller 
for his failure to have two examinations made of the particular national bank in New 
York City whose condition is the basis of his criticism of the Federal Reserve Bank of 
New York is that his chief national-bank examiner in New York City had to be sent to 
South America and that his examining force was '80 overworked that two examinations 
of the bank in question could not be made.. • . 

In his letter of February 26, on page 6, the comptroller again refers .. to the nec
essary absence for six months in South America of the chief examiner" of the New 
York Federal reserve district. Let us examine further into the facts. The --
National Bank was examined as of October 3, 1919., Certain conditions and tendencies 
were revealed as a result of this examination which the comptroller now thinli:s should 
have put the Federal reserve bank on notice. The chief national-bank examiner 
of the New York diStrict did not sail for South America until June 26, 1920. (See 
letter of Comptroller of the Currency to the board, dated June 22, asking for an 
increase of salary for Messrs. Smith and Mulloney to cover increased expenses while 
in South America.) Your committee is at a loss to understand why the examina
tion of this particular bank was not made in March or April, 1920, which would have 
given the chief national-bank examiner an opportunity of completing the exami
nation before sailing for South America on June 26. 

It also develops that the only examination of the -- National Bank which 
was made during the year 1920 was of August 27, 1920. The chief national-bank 
examiner .of the New York district did not return to New York from his South 
American trip until after the 1st of January, 1921. It is evident, therefore, that 
the absence of the chief national-bank examiner did not interfere with the examina
tion of this bank beginning August 27. Thus it appears that no examination of this 
bank was made during the first half of the year 1920, while the chief examiner was 
in New York, that an examination was made during the absence of the chief exam
iner, and yet the claim is set up that it was impossible to make two examinations 
because of the examiner's absence during the last half of the year and that an ex
amination would have been made promptly at any time had the Federal Reserve 
Bank of New York requested it. 

Your committee desires to point out, further, that no limitations are placed by law 
upon the power of the Comptroller of the Currency to employ an adequate examlning 
force. National-bank examiners are not paid out of specific appropriations made by 
Congress. They are appointed by the comptroller upon the .approval of the Secretary 
of the Treasury and their salaries are approved by the Federal Reserve Board .. The 
board has never failed to approve the recommendations which have been made by 
the comptroller for the compensation of his national-bank examiners. and the respon
sibility for neglect or failure to secure an adequate number of examiners in order th&t 
the plain requirements of the law as to frequency of examinations may be complied 
with rests solely upon the Comptroller of the Currency. 

In conclusion, your committee desires to express its regret at the necessity of filing 
this report, but when an ex officio member of the board criticizes the board and one 
of the Federal reserve banks under its supervision for the existence of serious con
ditions in a member bank under his own supervision and seeks to hold the Federal 
Reserve Board and the Federal reserve bank solely responsible therefor, it appears 
to the committee that it is the solemn duty of the board to point out clearly that the 
sole responsibility did and does rest upon the Comptroller of the Currency for his 
failure to obey the law. 

W. P. G. HARDING. 
EDMUNn PLATT, 
D. C. WILLS. 
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I hereby certify that the foregoing report was brought up for action at a regular 
meeting of the Federal Reeerve Board, held on Wednesday, March 2, 1921, at which 
all members of·the board were present except the Secretary of the Treasury. 

The report was adopted and order filed by vote of all members present, except the 
Comptroller of the Currency, who refrained from voting. 

. W. W. HOXTON, 
Secretary of Federal Re8erve Board. 

The CHAmlllAN. Proceed, Mr. Williams. 
Mr. WILUA.Ms. While reading the letter which I read last, there. 

was some reference to the aid which was given by certain Federal 
reserve examiners in straightening out the affairs of a certain small 
member bank in New York State, in which the credit for the work 
done was apparently given to the Federal reserve bank and its 
examiner in New York. I shall give the facts in that case at some 
other time, if the committee will permit me, but in that connection 
I will read this letter which I wrote to Gov. Harding on January 13, 
1921, relating to the interference of the reserve banks in the North
west with two country national banks in that section [reading]: 

WASIDNGTON, January 18,19$1. 
My DEAR GOVERNOR: I incloee with thle a letter received from Chief National l1ank 

Examiner Brown of the Minneapolis district, dated December 10, which explains 
itself. . . 

It appears that Oscar A. CarJson, apparently an examiner for the Federal reserve 
bank of Minneapolis, has taken upon lilinself the responsibility of closing two national 
banks in that district, wholly without authority so far as my information gees. Chief 
National Bank Examiner Brown, whoee letter I incloee, 18 one of the ablest, moet 
experienced, and moet reliable men in our service. Chief Examiner Brown advises 
that in a letter from National Bank Examiner Buckles, the latter writes as follows:. 

"I am told by the officers of the bank that Carlson su~ested clceing the bank and 
one of the officers suggested that they should commurucate with me first, to which 
CarJson is reported to have res'ponded, 'To hell with Buckles; J will look after that.' " 

1 respectfully ask tnat thlB matter be investigated immediately by the board. 
Perhaps it may be well to have Mr. Carlson report to Washington. ChIef Examiner 
Brown will be here next week. . 

This office has been doing everything humanly possible to maintain the solvency 
of all national banks, to aid them in every way, and to prevent unnecessary suspensions. 
If this employee of the reserve bank of Minneapolis has assumed to usurp the authority 
of the directors of the bank and of this office-and it seems from his own written state
ment to the clUef examiner that he has done BO, for in his letter to Chief examiner 
Brown be Bays, "I found it necessary to cloee up the banks at OpheinI and Cut 
Bank,"-I am sure you will agree with me that prompt and vigorous action on the 
part of the board is called for. 

Sincerely, yours, 

Hon. W. P. G. HARDING, 
Governor Federal RetJeT1.'e Board. 

JOHN.SKELTON WILLIAMS. 

I retired from the office of ComI?troller of the Currency before I 
received a complete re:port on that mcident, but I think that is per~ 
tinent in connection Wlth the other incident to which I referred. 

I shall now read, with your permission, Mr. Chairman, a letter 
which I addressed under date of March 26, 1921, to Gov. Harding 
[reading] : . 

Hon. W. P. G. HARDING, 
Governor Federal Re8erve Board, Washington. 

RICHMOND, VA., March 26, 19£1. 

DEAR GOVERNOR HARDINO: In my letters to you of October 18, December 28, 
January 17, February 19, and February 26, 1921, written in my then official capacity 
as Comptroller of the Currency, I directed your attention and that of the Federal 
Reserve Board to the dangers of certain then existing policies and regulations of the 
Federal Reserve Board and of the Federal reserve banks, and 1 urged that prompt 
steps be taken to revise policies then in force and to remedy ills and mitigate and curb 
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suffering which, influenced'more or less by the actions and rulings of the board, had 
be~ome extensive and was spreading. 

My several letters referred to were clear, plain, and unequivocal, and demanded 
action. The statement and arguments in my lengthy letter of JanuarY 17, 1921, and 
subsequent letters,. as well a9 in a number of previous letters, are still unanswered, and 
I do not believe you can truthfully refute or explain away the important otatements and 
complaints which I have thus laId before you. You and your other colleagues 011 the 
board, instead of addre3sing yourselves to a correction of the trouble which had become 
an active cause of intense suffering among the masses of the people, now proceed, as 
I stated in my letter of-March 2, to eva.de the main issue and try to cover your retreat 
by attacking my administration of the comptroller's bureau. 

Even there your main or only basis of attack appears to be the charge, from my 
standpoint flimsy and fallacious, that the examining force under my supervision did 
not make as many examinations of national banks in the year 1920 as the law directed. 
Your charge has been, I -believe, completely answered in my letter to you of February 
26 and in mv oral statements before the board, in which I had the satisfaction of show
ing you that, although for good reasons, during the year to which you referred the 
number of bank examinations m!l.de was a small fraction-perhaps 10 per cent-less 
than called for by a strict interpretation of the law, yet the comptroller's bureau 
actually obtained from the' banks under its supervision-examined and abstracted 
about 8,000 more reports of their condition-about 20 per cent more than the law 
re::J.uired, or than were ever gotten under any previous administration. 

Despite your carping criticism, the official figures show that in safety and immunity 
from bank faiIure, m growth and in net earnings, the record of the banks for the seven 
years they' have been. under my supervision has been by far the best since the beginning 
of the natIonal bankmg system 57 years ago. 

I can not feel that retirement from office relieves me of duty, incumbent on every 
citizen, of exposing evils and dangers in the administration of our Government of which 
I happen to know and entering my protest against continuance of them. Nor does it 
relieve me from the duty or estop me from the right of defending my record as an 
official, of which I am proud and believe I am entitled to be. 

I can only regret, on their own account, that members of the board whom I had 
held in sincere rega.rd should join in approving a report which is not only patently 
uniust but is built upon flimsy pretexts, the shallowness of which were, as I have 
stated, fully exp03ed and explained by me in letters and oral statements before that 
report was voted on by the board. This is proved by the record of the committee's 
meeting3, which minute3, I am informed, the board has ordered to be kept secret. 

The report I referred to here is, I assume, the report which Con
gressman Mills has placed in the record, and which I am pleased to 
have in the record, as it is answered. I would state also that that 
report was also answered by me orallY' before the board at the meet
ing, I believe, at which it was adopted, a stenographer being present 
and supposed to have taken down a verbatim report of th~ proceed
ings. Gov. Harding, before the stenoO'rapher was first brought in, 
assured the committee thatcories of that report would be furnished 
to the two retirinO' members 0 the boa-rd-Mr. Wills and myself. I 
understand that Gov. Harding has since then cla-imed that he did not 
give that assurance, and at any rate he has failed to respond to my 
request that a copy of that report be furnished. 

The CHAIRMAN. In that connection, let me ask you if the board 
did not subsequently take action which, in effect at least, prohib
ited giving copies of this report to members of the board or anybody 
else. 

Mr. WILLIAMS. When I raised the question at a- subsequent meet
ing that the re:port had been promised one or more members -of the 
board, it did raise the point which you refer to, that the board could 
control it despite the governor's promise, or whatever promise he 
might have made. 

Representative TEN EYCK. I would like to know what report Mr. 
Williams says was denied. 
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Mr. WILLIAMS. That was a stenographic report of the meeting of 
the Federal Reserve Board on February 28, 1921; a copy of which I 
several times requested and should still like to have. 

Representative TEN EYCK. Mr. Mills, when did you file that ~ 
Representative MILLS. I have not filed any such report. 
Mr. WILLIAMS. That is not the report. I referred 'to the commit

tee's report as the one which you filed. i would like to have the 
stenographic report of the reserve board's meeting on February 28. 

Representative TEN EYCK. What I am getting at, Mr. Williams, 
is this: I may not have been present, but I do not now recall that· 
Mr. :MilIs made a request to file a report. . 

Mr. WILLIAMS. Just a moment ago he put in a report. 
The CHAmMAN. Mr. Mills asked to have inserted in the record a 

report of a committee of the Federal Reserve Board with reference 
to difficulties which arose with respect to examinations and the fur:' 
nishing of the reports of those examinations to the Federal Reserve 
Board. '. 

Representative TEN EYCK. I tho~~ht that was the report you 
referred to this morning that was witnneld for a while. 

Mr. WII,UAMs. Continuing the letter of March 26, 1921:. 
The far more serious complaints touching board policies andreserve-banksuper~on 

and management which it became my duty to lay before the board in writing nevel 
have been refuted or explained away by/ou or by the board, either orally or in 
writing, and stand essentially unchallenge . 

In my letter to you of February 26, 1921, which was read before the board in my 
presence, I said: . . 

.. At to-day's meeting of the board you claimed that there were certain inaccuracies 
in my letter to you of the 19th instant, and I informed you I would be happy to have 
you advise me promptly of any errors or mistakes that· you might think you have 
discovered in that communication, -and that I shoUld be most pleased to correct 
them if your contentions could be sustained. I now again urge that you poiBt ou~ 
to me promptly all inaccuracies, if any there be, which you may think exist. " . 

I again call upon you to indicate to me any inaccuracies which you may suppose to 
exist in any communication which you have received from me. The official records; 
as a matter of fact, will prove that in registering my dissent as to unwise policies I 
have. from consideration for my former colleagues, been perhaps too conservative 
and have understated rather than overstated the matters complained of. . 

It was with genuine regret that I found it necessary to differ on important matters 
with my collea.,"11es on the board, but I have never been able to indorse or ·accept 
the doctrine quoted, seemingly with a large degree of approval, during a debate on 
board policies several months ago by a certain eminent member of the board at that 
time, that it was "more important to be unanimous than right." . ' 

In my letter to you of March 2 I asked that you furnish me with a transcript of the 
stenographic report of our meeting of March 2 containing my statement before the 
board, in which I pointed out glaring errors contained in the report of your commit. 
tee, which report, I understand, was submitted and approved at the board meeting 
of March 2, the vote \Lpproving same havin~ been passed after I left the meeting .. 

You replied under date of March 3, saytng that I "will be accorded exactly the 
same privileges with respect to the stenographic minutes of yesterday's Rroceeding 
that will be given to any other member of the board." You also stated ~ the board, 
however, adhered to the position it took yesterday, that no copies or transcripts of 
the proceedings or any part of them should be given out." I ask that you inform 
me precisely what the "privileges" are to which you refer, which you say will be 
accorded to me to the same extent they are accorded to other members. 

At the board meeting in February at which the official stenographer was first hrought 
in-I think it was the meeting of February 26-- . 

I now think it was the 28th, however [reading]- . . 
the clear and definite understanding upon which the meeting proceeded, was . tha~ 
each member of the board, including the two members whose membersh1p on the 
board would soon cease-Mr_ Wills and myself-woUld be furnished with a verbatim. 
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copy of the stenogra.,phicreportof the meeting. lui soona.sit was agreed hyresolution, 
passed unanimously, that the minutes should be stenographically reported, and before 
we proceeded to the subject for which the meeting had been called, you definitely 
stated to the board that the two retiring members should be furnished with a copy of 
the transcript, and upon that assurance we went ahead. All members of the board 
except the Secretary of the Treasury were present and by their silence acquiesced in 
your statement. Your promise having thus been accepted without objection byany
one, I can not imagine that you or thesejentlemen who accepted and united in that 
promise would deliberately disregard an annul it. It would have been competent 
for you at any time during the meeting to move that the meeting adjourn or that a 
further stenographic report of the meeting be suspended, but I respectfully submit 

. that your promise, accepted in good faith, that you would furnish the report to the 
retiring members, is essentially binding in honor and in morals, and I would dislike to 
suppose that you would disregard your obligation as a mere "scrap of paper." 

I note your statement that it probably will be two or three weeks from the date of 
your letter, March 3, before the work of transcribing the stenographer's notes will be 
completed. The delay is rather unusual, and it is now more than three weeks since 
March 3, but I can not believe that you would finally fail or refuse to see to the fulfill-
ment of the promise. . 

At one of the lsat board meetings which I attended you declared that you regarded 
my recent letters remonstrating against board policies and urging changes, as "attacks" 
upon the board, and you angrily threatened, to.quote the language employed, to re
sort to the use of "pOlSon gsa" in the event I should continue what ylJu construed as 
my "attacks." . 

. The CHAIRMAN. Mr. Williams, I hardly think that is material or of 
any particular interest. I am perfectly willing that you should read 
any part of the letter that does not have some bearing--

GOV.1IARDING. Mr. Chairman, if personalities are to enter into this 
thing I demand that my reply be filed. I am unwilling that these 
things should come up before this audience and be disseminated over 
the country, because there are distinctly two sides to it. I deny that 
I ever made any such promise. . It has been denied before. If these 
personalities are going into this record I 'wailt my reply to go into 
the record. 

Mr. Wn.LIAMS. Mr. Chairman, I am going to ask permission to 
read Gov .. Harding's reply of April 4, Ij}21. I have it before me and 
intend to read it in . 
. The C:aA.IRMAN. I suggest that the commission is not particularly 

interested in that phase of the proposition. 
Mr. Wn.LIA.Ms. Mr. Chairman, I was reading there a statement 

where I stated that Gov. Harding had threatened, in the even~ I 
should continue my attacks, to use poison gas. He denies, as I 
understand it, something els~ 

. Gov. HARDING. I deny that, too, Mr. Chairman. What I said, and 
it.will be substantiated by every member of the Federal Reserve 
Board, was that I was not after trouble or warfare. I wanted to 
~ght these things out and work out the problem before us. I told 
Mr. Williams that I was not afraid of him, that if he wanted to fight 
I would fight him; that I would fight fair if he wanted to himself, 
but if he wanted to use poison gas I would fight him that way. That 
can be substantiated by six members of the Federal Reserve Board. 

The CHAIRMAN. Proceed, Mr. Williams. 
Mr.!WILLIAMS (reading): 
At one of the last board meetings which I attended you declared that you regarded 

my recent letters remonstratin~ against board policies and urging changes, as "attacks" 
upon the board, and you angrily threatened, to quote the language you employed, to 
resort to the use of "poison ~" in the event I should continue what you construed as 
my "attacks." I promptly mformed you that as far as I and my administration of the 
comptroller's office were concerned or my relationship with the board I had nothing 
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(whatsoever to conceal, and that you were quite at liberty to go a.head and fUblish 
anything you pleased eo long 88 you confined yourself to the truth. In fact, rather 
urged pUblicity for our correspondence. I also informed you, in the presence of the 
board, that whatever methods of attack you might adopt I should certainly not use 
"poison gas" or any other plan or method not consistent with honor and fan- play, 
and I should not expect you to adopt unworthy methods of attack. However, I am of 
course abundantly ready for any attacks from you or anyone else, whatever form they 
may take; and your threat of "poison gas," etc., impresses me merely as an evidence 
of desperation on your part, which I beg to assure you gives me not the least annoy
ance or concern. My only regret will be the damaging reaction on you. 

During the diacuaaion in the board ;you insinuated with some gusto that you might 
desire to call the attention of the publlC to the dreadful fact that the national banks in 
Washington, including a particular bank in that city which, in the past, had been 
conspicuous for its disregard of the provisions of the national bank act and the re~u
lations of the comptroller's office, practically all received two examinations dunng 
the past year, while a number of New York City national banks were examined only 
once, and you also stated, in a significant tone, that the national bank in Washington, 
above referred to, had been requested by the bank examiner to furnish a list of its 
loans to' 'p~blic .officials.... I do not ~now why ;YOol sh,ould aaaume to aaaai). the ac?on 
of the exammer m requesting such a hst as he' dld dunng the progress of h16 examma.
tion, openly, of the vice president of the bank with whom, it has been suggested, 
you have been, directly or indirectly, conniving in your' eager but. futile efforts to 
find something for which to criticize this bureau. You know very well, or are supposed 
to know, that the Federal reserve act expre881y prohibits national banks from making 
loans to natiGnal-bank ·examiners. You also know, or had the means of knowing, 
that the national bank in question prior to the paSsage of the reserve act had not only 
made numerous loans to national-bank examiners, but had also made many loans to 
variolls other' 'public officials" connected with the Treasury Department and others, 
which, to expreas it most mildly, were of doubtful propriety, if not positively wrong, 
including loans to Aasistant Secretaries of the Treasury and to one or more former 
Comptrollers of the Currency, under whose supervision the bank operated. Under 
these circumstances it was not only proper but the duty of the bank examiner, in 
in the course of his examination, to determine whether or not improper loans, noW 
expressly forbidden by statute, had ceased. 

It is worthy of note in this connection that the particular bank in Washington which 
seeDlB to be the subject of such solicitude on your part was during many months in 
1920 borrowing millIons of dollars of money from the Federal reserve system at 6 per 
cent or leas, at the same time that it was lending millions in Wall Street at the high 
interest rates which prevailed there. The excuse that the money borrowed from the 
reserve bank was needed to buy United States certificates is too palpable to need 
comment in view of the amount of demand Wall Street loans held by the bank, at that 
very time, on which it was collectin~ fancy rates of interest. 

Your criticism that my examinations of New York banks were too infrequent and 
lax is sufficiently answered by the record, which shows that among the millions of 
depositors in the national banks in the New York district not one of them lost a dollar 
by the failure of any national bank in that entire district during the seven years that 
I held the office of Comptroller of the Currency. " '. 

In connection with ilie discuaaion, or threat, or announcement, from you, referred 
to earlier in this letter, I can not but observe a statement in a New York newspaper a 
few days ago, since my resignation from the Federal Reserve Board, to the effect that 
a plan 16 on foot to bring about the disestablishment or removal of the Federal Reserve 
Bank of Richmond. 

I do not know what support such a movement may receive from the Reserve Board. 
As a member of the original organization committee, and as a member of the Federal 

Reserve Board for more than seven years, I take the liberty of stating at this time 
that in my judgment the experience of the past seven yeara abundantly vindicates 
the action of that committee in establishing the bank in Richmond. Furthermore 
the record will show that the administration of the Federal reserve bank of Richmond 
has been one of the most creditable of any of the reserve banks; and in the judgment 
of the best informed men in the section which the bank is serving so efficiently, its 
removal would be indefensible. 

Allow me also here to confirm the views which I expreBBed at the meeting of ollr 
i>oard several weeks ago in opposition to the suggestion that you offered informally 
>n that occasion, with your apparent approval, looking to the disestabliEhment of 
ilie Federal reserve banks of Atlanta and of Dallas. I am convinced that the propo
lition to close those banks and to attach the sixth and eleventh districts to other 
listricts would work a grievous and unpardonable injury to a Vast section of our coun-
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try, and furthermore that the agitation of such a plan at this time will result only in 
harm. 

The 12 Federal reserVe banks as at present established have, I believe, vindicated 
fully their right to exist, and if properly supervised and administered they can be 
of untold value to 'our country and to the world, both now and in the years to come. 
I earnestly hope that they may neVer become the footballs of politics or the instru
mentalities of unscrupulous or designing interests of any kind. 

I trust any effort to close up reserv~ banks and centralize further the money of the 
country may be as abortive now as were the efforts to this end in 1915, in which I 
vividly recall you joined, and which attempt was frustrated finally by action of the 
White House and of the Attorney General. It is far more important at this time to 
provide the reserve banks which we have with wise supervision and management 
and to have them function efficiently and adequately than it is to agitate for their 
disestablishment, removal, or increase. 

In view of the accumulated reserves in the 12 Federal reserve banks, whose unused 
lending power at this time, I understand, is about $1,500,000,000, or ten times as much 
as the national banks of the United States ever borrowed on billa payable or redis
counts at any time prior to 1914, and the pressing need for funds for legitimate busi
ness from so many sections of the country, I hope the board may, without further 
delay, relax its credit restrictions and make it easier for the farmers, merchants, 
miners, manufacturers, and other business men to obtain their legitimate require
ments, the bank accommodations upon whicli our progress and prosperity so largely 
depend. As the records will show, I have been urging upon the board for many 
months past the necessity for Bome relaxation .. 

It is pertinent here to remind you of my letter to you of January' 17, 1921, in which, 
replying to your blunt suggestion that what had happened was simply" a balloon" 
had been "punctured" and that the gas or hot air had thereby escaped, I said: 

"Instead of driving a hole into the bag and crashing to earth in ~ck and ruin, 
we should handle the valve rope and ballast with anxious and ever alert care to 
effect a safe landing on good and solid ground. Our solemn duty, 'as of course you 
realize, is to conduct the operation regardless of political, sectional, or individual 
feelings, of pride, of opinion, prejudices, preferences, and even of precedent and 
hitherto accepted rules and forms." 

These remonstrances were apparently unheeded by the board. 
A month later, in a letter in which I protested against practices and policies which I 

believed were not only injurious to the public but were bringing discredit upon the 
board itself, I said, inter alia: 

"I have shown you, Gov. Harding, in this letter and other recent letters, that the 
reserve bank of New York has been lending funds at 5 per cent to 7 per cent per annum 
to member banks which have then passed them on to customers, at times at such out
rageous rates as 50 per cent to 75 per cent per annum or more, while the reserve system 
in other parts of the counry has actuallv charged member banks, in exceptional cases, 
for the use of money, sonily needed by farmers and business men, as high as 50 per 
cent and 75 per cent per annum, while the member banks paying these exorbitant 
rates to the reserve bank are prohibited by law from charging their customers over 
8 per cent." 

The S'ross ineqUalities in the char"es made by the Federal reserve banks under the 
regulatlOns approved by the Federa' Reserve Board are well illustrated in comI;>aring 
the loans made to a small member bank in the Philadelphia district with a capltal of 
$25,000, which was allowed to borrow more than eight times its "normal" or "basic 
line" at 6 per cent per annum. With the case of a small member bank in Alabama, 
also with $25,000 capital, which was "accommodated" during the last two weeks in 
September, 1920, with loans aggregating about $112,000, sorely needed in connection 
with the movement of the cotton crop, and was charged for a portion of the money 
more than 80 per cent per annum, or an average interest rate for the two weeks' period 
of about 45 per cent per annum for the $112,000. 

The interest paid out to its reserve bank in excess of 6 per cent per annum, by this 
little member bank for funds borrowed to help its customers for those two weeks, 
amounted to more than a Whole year's dividend at-7 per cent on the bank's entire 
capital stock. 

In my opinion, under all the circumstances, the Federal reserve banks should be 
required to refund to their member banks all interest which they have collected from 
them in excess of 7 per cent per annum-if in fact they should not refund all interest 
charged in excess of 6 per cent per annum. It is my understanding that the Federal 
reserve banks of Richmond, Philadelphia, and San Francisco have never charged 
their member banks for interest more than 6 per cent per annum. This I consider 
distinctly creditable to the management of these three reserve banks, 
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Seven per cent, I believe, is about as high as has been charged during the past year 
by the central banks of issue in any civilized country; I can see no justification for 
our exceeding that rate here l where money is supposed to be more plentiful than 
anyWhere else on earth, especIally in view of the huge earnings reported by all of the 
reServe banks, wh~ profits for the past year were far in excess of 100 per cent on their 
paid in capita!. . 

And I can see no justification for the action of the boara in voting down the resolu
tion offered by me some weeks agO to prevent the imposition by reserve banks upon 
member bankll of interest in any case in excess of 10 per cent, or for the board's rejec
tion of my further proposition to limit, for the time being, the rates charged by all 
reserve banks to 6 per cent-the maximum rates ever charged by Philadelphia, Rich
mond, and San Francisco. The record of the three banks referred to prove that intIa
tion, so far as the reserve system is concerned, can be curbed by sound and proper 
management without resort to the absurd interest rates imposed by reserve banks 
under authority of the board, in certain other districts, in one exceptional case going 
as high as 87i per cent per annum. 

I regsrd as unfortunate the omission or neglect of the board or of the reserve bank 
of New York to keep properly informed-after repeated warnings from me-as to 
the use which Was being made during the past year or so of the hundreds of millions 
of dollars which were being dispensed with lavish hand to certain member institu,
tions which had already acquired an unenviable reputation because of the specula
tive character of their operations, and the speculations of their principal officers, 
who were using for their numerous deals funds gotten from the New York reserve 
bank by their own institutions, as well as funds borrowed by other member banks 
from the reserve bank. 

I assume that if the New York reserve bank had known, as it should and could have 
known at the time it was lending these speculative institutions huge sums-sometimes 
to one horrower an amount equal to several times the capital of the New York reserve 
bank itself-of the use made of the money so advanced, it would have 'exercised a 
more restraining hand. At least I hope it would have done so--for you now have 
unimpeachable evidence and admissions that funds of certain institutions in New 
York City which had been the principal recipients of these big loans from the New 
York reserve bank were dispensed with "reckless prodigality." 

Not only were the funds of the New York reserve 'ban\t being thus employed by 
certain members of the system in feedfing the fires of speculation, at a time when 
retrenchment was a duty, but the record shows that the resources of other reserve 
banks were being at times heavily drawn upon in enabling the New York reserve 
bank to provide the member banks referred to with these vaat sums fnr speculative 
wee 

My letter to you of February 26, 1921, shows in detail from week to week for the year 
1920, the extent to which the New York reserve bank was obtaining funds from other 
reserve banks by "bills rediscounted" and ~'acceptances sold" to these other banks, 
the aggregate on January 16, 1920, being over $100,000,000 and as late as October 29, 
1920, over $60,000,000. The official record also shows that although the New York 
reserve bank was obtaining funds continuously through 1920 from other reserve banks, 
it waa rediscounting for other reserve banks fot less than five-twelfths of the time in 
that year. liaa Gov. Strong ever sent to the board the inforlnation I urged him at the 
meetmg of February 26 to produce, as to what proportion of the acceptances trans
ferred by the New York reserve bank to other reserve banks in 1920 were primarily for 
the accommodation of the New York bank? I should like to see it. There is no 
reason why this information should be kept secret. 

As Comptroller of the Currency I repeatedly urged upon the Congress the importance 
of legislatIon which should prevent national banks from lending to their own officers; 
but these recommendations have not yet been acted upon. The reserve board and 
the reserve bank of New York, on the other hand, had the power to exercise a restrain
ing influence in regard to excessive loans from member banks to their own officers, or 
other loans for other speculative purposes, by keeping informed aa to the. extent of 
such abuses and by putting on the brakes when applications for new loans were made 
to the reserve bank. 

I have brought to your attention, as an example, one instance where the president 
of one member institution in New York was borrowing for himself and for enterprises 
in which he was inmIediate1y interested-some of his loans carefully camouflaged
many millions of dollars from three member banking institutions in New York City, to 
each of which the Federal reserve bank of New York was lending more than 
$100,000,000. 

I also directed your attention to the case of a certain member bank-to which the 
Federalreserve bank waa lending more than,-- millions-which was lending to its 
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own chief executive officer and his immediate family more than the bank over which 
he presided was lending to all of its national bank correspondents throughout the entire 
country. The Comptroller of the Currency has no power under the law as it now stands 
to prevent such loans; the Federal reserve bank m extending credit to the bank re
ferred to, could have limited the amount of money which the borrowing banks could 
lend to their own officers for speculative or other purposes. 

Officers of the Federal reserve bank are supposed to have BOme cognizance of such 
matters, especially when the speculative operations of the officers of their member 
banks has become common talk, as in this case, and they are expected to be governed 
accordingly in granting acco=odations. Furthermore, the officers of the- reserve 
bank of New York should have brought such situations as these to the attention of the 
directors of the Federal reserve bank of New York, who, I do not believe approve of 
such methods and operations, and who, presumably, would have taken prompt steps 
to effect remedies if they had known of them. -

In calling your attention 14 months ago-January 28, 1920-to the fact that the New 
York reserve bank was lending an amount equal to more than five times the capital 
of the Federal reserve bank of New York to one particular institution in that CIty I 
urp,ed upon you the board's "serious and very real" responsibility, and said~ 

'This is a concentration of the funds of the reserve system with one debtor bank 
conspicuous for its speculative operations and promotions, which, in my judgment, is 
not only not justified, but distinctly dangerous, and I feel it my duty to register my 
strong dissent from a continuance of such conditions as these, by writmg you, DR I am 
doing, as an ex officio member of the board. I trust you will find time to mako a 
careful analysis of this situation. 

"With such facts before us concerning the company's condition as I have hereto
fore undertaken to bring to your attention, our responsibility becomes serious and 
very real. I think it would be well to apprize the board of this situation ... 

Despite this warning, followed up by repeated reco=endations from me that the 
board or the reserve bank of New York make an independent examination of that 
large debtor of the reserve system, no independent examination has ever been made 
up to this time, as far as I am advised, although I understand that one or two repre
sentatives of the reserve bank of N ew York accompanied the State examiners on 
their examinatiolls for part of the time. • 

Why the board and the. New York reserve bank should be ready to make inde
pendent examinations from time to time of smaller banks, but should shirk or stand 
aloof from examination of this particular debtor institution, the speculative char
acter of whose operations stands out so clearly in the record-see my letters to you 
January 28, 1920, and February 28, 1921-1, of course, am unable to say. ' 

Resuming the general subject of our correspondence, I think it proper at this time 
to refer to a statement made in my letter to you of February 14, 1921, in which I 
said: 

"As far as I am concerned I have not the slightest objection to the board acting 
favorably upon the proposal which was made by one of our members a few days ago 
when the question came up that the board publish my letter to you and also the 
board's reply of the 13th ultimo. I will now go further and state that it is my p er
sonal belief that my letter of the 28th of December contains some information of an 
important character, to which I think the public entitled and should have before 
it. In fact, to make public this information I believe would be distinctly salutary 
and beneficial." 

I also quote the following extract from my letter to you of March 1, 1921: 
"I hope I have made my position clear. I will be glad to have the whole of my 

correspondence with the board made public, deleting such names or references as 
may cause individual hardships or injury." 

At several board meetings when the question of giving publicity to this correspond
ence was discussed the board was informed clearly by me that while the letters referred 
to were not written with the intention of giving them publicity, and that while it was 
not, at the time they were discussed, my intention to make them public, I yet re
served complete freedom of action in regard to them and should use my discretion as 
to whether or not I should at any time give publicity to the letters or any of them, 
deleting such names or references as in my judgment it might be proper to omit for 
the protection of others. _ 

I shall be pleased to have you present this letter at the next meeting of the Federal 
Reserve Board and have it made a part of the record, but in view of the intention 
I understand you recently expressed-while I was a member of the board-of assuming 
responsibility of withholding from the board any letters, however important, which I 
might have occasion to address to you officially as the governor of the board, which 
for any reason might not be presented directly to the board by me, in person, I shall 
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take the precaution to forward to each board member, including the Secretary of the 
Tre&8Ul'Y and the Comptroller of the Currency, copies of this communication. More
over, please be advised that I shall give this letter such further circulation and pub
licity as may, in my discretion, at any time seem desirable or for the public good. 

Yours, very truly, 
JOHN SXELTON WILLIAMS. 

Mr. Chairman, I ask that there be inserted in the record the letter 
from Gov. Harding to me of April 4; 1921. 

Gov. HARDING. A word there, Mr. Chairman, on a matter of per
sonal privilege. That letter tha~ Mr. Wil:liams ha.;; just re!l-d.does not 
contam any new matter for the informatIOn of .this COIDIDlSSlon. He 
merely quotes from preVious letters that he has written. But he also 
gives that letter a decided personal tinge that none of the previous 
letters had. He has read tliat letter here in a J>ublic meeting. That 
may go to the press. All right. He has maae public most of the 
statements in there already. Now, my reply to that letter, dated 
April 4, which he now wishes to introduce, is a carefully studied reply 
and answer to a great many of these charges 'which have been made 
in the course of the cross-examination that has been going on by the 
members of this commission, and I respectfully ask, just as a mere 
matter of fair play, that I be given the privilege of reading that reply 
myself. I will promise not to interject a single word or make any 
explanatory statement-just to read the reJ>ly. 

Representa~ive SUMNER~. I t¥nk there should be no objection to 
that, Mr. ChlUi'man. It will go m the record, anyhow. 

Mr. WILUA.MS. I think it is entirely fair, Mr. Chairman,as far as I 
am concerned. I wanted the letter in the record. 

The CHAIRMAN. Without objection, Mr. lIarding will proceed and 
read the letter. 

Mr. WILLIAMS. Mr. Chairman, I would like to state that I did not 
make a formal reply to Gov. Harding-to his letter of Apri14, 1921. 
I consider, thougb, that it was practically replied to in an address 
which I made in Washington 10 or 11 days later, on April 15, 1921, 
before the People's Reconstruction League, in which I de81t with mat., 
ters which were brought' out in his letter. COJ>ies of that address 
were sent to each member of the board. I shoUld also like to have 
the opportunity before I close of commenting upon certain portions 

.of Gov. Harding's letter which is about to be read. 

STATEMENT OF HON. W. P. G. HARDING, GOVERNOR FEDERAL 
RESERVE BOARD. 

Gov.. HARDING (reading): 

Mr. JOHN SXELTON WILLIAMS, 

FEDERAL RESERVE BOARD, 
Washingtem, ApriZ 4, 1921. 

CarB of Richmond Tru8t Co., Richmond, Va. 
SIR: I acknowledge receipt of your letter of March 26, 1921.' I note that you have 

taken "the precaution to forward to each board member, including the Secretary of 
the Treasury and the Comptroller of the Currency, copies of this communication." 
Because of the inference, Which is clear, and because of the terms in which your letter 
is couched, the other members of the board have requested me to advise you that they 
must decline even to acknowledge the communication which you have addressed to 
them individually. . 

As the chief active executive officer of the Federal Reserve Board, I acknowledge 
your letter addressed to me as governor only because of the neceBBity of placing a flat 
contradiction of its misstatements and half truths upon a record composed largely of 
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letters with respect'to which you have "reserved complete freedom of actio\l" and 
about which you mi~ht use your" discretion as to whether or not I (you) should at 
any time givepubliclty." 

You charge that ~e "statements and arguments" in your letter of January 17,1921, 
are "still unanswered" and that the serious "complaints (in your various letters) 
touching board policies and reserve bank supervision and management * * * 
never have been reIuted or explained away * * * by the board either orally or in 
writing and stand essentially unchallenged." .', 

It seems from a review of the real facts that the gravity of your "complaint," if it 
may be dignified as a complaint, is not, as you state" that the Federal Reserve Board 
has in the past willfully failed to answer your "statements and arguments," or that 
it has failed in its public duty to give due Weight to matters of public interest whether 
proposed by you or anr other person, whether in public or private life, but rather that 
the other members 0 the board, in the exercise of their best judgment, have not 
agreed with your arguments or opinions not voted their approval of motions made by 
you embodYlllg those opinions . 
. In other words, your letters of October 18, 1920, December 23, 1920, January 17, 
1921, February 19, 1921, and February 26,1921, were long and confused expressions 
of your views on various subjects. They contained no definite program and, While 
charging the board with .certain responsibilities, made no specific reco=endations 
except as noted herein: Apparently, those l~tters were intended not as a serious 
attempt to persuade the Federal Reserve Board of the merit of the views they ex
pressed, or to procure any formal action, but as a means of making a record during the 
waning days of your tenure of office of ignorant, inaccurate, and misleading statements 
which you might, in your" discretion," at some time hand to the public with a purely 
sentimental and fictitious appeal to their sympathies and false hope&--c-not to their 
reason and better judgment. Your present letter of March 26 tends to corrooorate 
these conclusions Slllce it is ingeniously drafted, not as a fair unprejudiced exposition 
even 6f the record, as both you and the Federal Reserve Board know it, but as a biased 
presentation of facts and fancies which fully ignore the actual disposition which has 
been made of the issues under consideration. 

It is solely to anticipate any misunderstanding that might reE!Ult from your efforts 
that the Federal Reserve Board has instructed me to dignify your letter by a reply. 
Certainly you yourself must be fully aware that it is not true that the "complaints" 
you have made still "stand essentially unchallenged" or "unanswered." 

What are the facts? In your letter of October 18, 1920, you offer but one remedy 
for the conditions whicll it sets forth, namely, a ruling that cotton factors' paper is 
eligible for rediscount. At that time, however, under advice of counsel that cotton 
factors' paper is ineligible for rediscount under the terms of the law and that it did 
not. have, and has not now, the power to rule otherwise. 

In your letter. of December 28, 1920, you reviewed at length the reasons that 
prompted your belief that a lower discount rate was at that time desirable and took 
OCcaalon also to refer to certain irrelevant circumstances (reviewed at greater length 
in your later letters) with respect to which you offered no remedies and made no 
reco=endations whatsoever. Up to that time you had never offered a resolution 
looking to a reduction in the rediscount rates and even then had your real intention 
been to procure such action rather than merely to "make a record" you might have
done so at any time in the usual method, available to every member of the board, 
including yourself_ formal motion at a board meeting. There never has been a time 
when the Federal Reserve Board evidenced any disposition not to give careful and 
courteous consideration ttl suggestions and recommendations made to it by any of its 
members in the usual course. It was only when the Federal Reserve Board insisted 
that you crystallize, in a definite recommendation, the many various views ex,pressed 
in your letters that you made the motions quoted below at a meeting of the board on 
February 25, 1921. That was, of course, after you had written and sent each one of 
the letters above referred to, except that of February 26, 1921. 

As you may remember, however, it was unanimously 8?reed at the meeting of Feb
ruary 25, 1921, to postpone discussion of action upon your motions until 10 0 'clock on 
the morning of February 26. 

The first motion was as follows: 
"Moved that in view of all conditions, including the success of the 6 per cent rate 

in the Richmond, Cle~land, Philadelphia, and San Francisco districts, the Federal 
Reserve Board request all the Federal reserve banks, effective March 1,1921, to adopt 
a maximum discount rate of 6 per cent." 

It was the sense of the meeting that the action contemplated by this motion should 
, not be taken at that time and that it should not be taken without reference to the 

jUdgment of the boards of' directors of the. several Federal reserve banks. It, was 
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accordingly moved and voted that this motion offered by you should be laid upon the 
table. 

The second motion which you made was as follows: 
"Moved that the Federal Reaerve Board requests the abolition as of March 1 of the 

progressive rate in all those districts where the progressive rate is now applied. ' , 
It was the sense of the meeting that the action contemplated by this motion should 

not be taken at that time and that it should not be taken without reference to the 
judgment of the boards of directol'B of the Federal reserve banks concerned.· It was 
accordingly moved and voted that, this second motion offered by you should be laid 
upon the table. 

The third motion which you presented was as follows: 
"Moved that effective March 1,.1921, the Federal reserve banks be requested to 

establish a rate of 41 per cent upon member banks' loans secured by Liberty bonds 
in cases where the Liberty bonds were purchased originally by the member banks at 
par, such loans to be made on condition that the borrowel'B shall make reasonable 
reduction every 60 days, it being undel'Btood that the Federal reserve banks shall not 
grant such loans at said 41 per cent rate when they are applied for to obtain new money 
not needed for essential yurposes, or not ~eeded to prevent the bonower from being 
driven to the necessity a selling bonds costing him 100. The above 41 per cent rate 
shall also apply to discount by reserve banks of notes mad.l by the customers of member 
banks when secured by Liberty bonds which were paid for at par and which belong 
to the borrowel'B as original subscribers. ' , 

In view of the' fact that this third motion was clear-cut, it was acted upon at once, 
and defeated by the vote of every member present other than yOUl'Belf. 

The votes taken by the Federal Reserve Board with respect to the motions which 
you made were unfavorable to those motions at that time not because they originated 
with you but because each member of the board present, in the exercise of his free 
and honest judgment, believed that the action proposed by you would not then have 
remedied the serious conditions to which you referred and might then have resulted 
in conditions even more serious and more pitiable than those which you described. 
That action by the board with respect to your motions was a complete and definite 
disposition of the concrete questions presented in the letters under consideration, 

Since your attendance at the board meetings was inegular after October 1, 1920 
(the minutes show that of the 80 meetings held between October 1, 1920, and February 
25, 1921, you were present during the entire time at 18 meetings, during a part of the 
time at 18 meetings, and absent at 44 meetings), it may be mentioned for your infor
mation that the rate policy of the Federal reserve system was a matter of frequent, 
careful, and fairly continuous consideration by the board during that period, as, in 
fact, it always has been. Your motions when presented, therefore, did not raise a 
new question as far as the other members of the board were concerned. 

While it is difficult to pick out of the disordered mass of statements and details in 
your various letters any concrete or constructive suggestions other than those just 
referred to, 80 much of your space was devoted to a recital of the practices of certain 
of the larger banks in New York City that the natural presumption was that you 
intended to place before the board an issue with respect to the management and opera
tion of those banks. But even this issue was BO beclouded that it would have been 
difficult for the board or for the Federal reserve bank of New York, even if they ad, 
mitt~ the accuracy of all of your state~ents (which they positively do not),:to de
temune very clearly what COUl'Be of action you would have had them pUl'Bue lU the 
circumstances. 

You have referred, among other things, in several of your letters to the fact that 
certain member banks which were borrowing large Bums of money from the Federal 
reserve bank of N ew York were making large loans to their officers or directors, or to 
institutions in which those officers or directors were interested, or which were lending 
money with "reckless prodigality" or at" excessive rates" ofinterest to their customel'B. 

In the case of the one particular member bank which is made the basis of most of 
your charges, the report of the examination evidencing the facts upon which you 
base those charges was not delivered by you to the Federal reserve bank of N ew York 
until January 7, 1921, BOme months after the examinadbn was begun and after you 
had wntten your letter of December 28, 1920, addressed to me. The previous exami
natIon of that bank was, as you know, ntade in 1919, more tha~ 10 months previous 
to the examination begun in the fall of 1920, and did not present any information 
calculated to put either the Federal Reserve Board or the Federal reserve bank of 
New York upon notice of the conditions which you now charge existed throughout the 
year 1920. If the 1919 examination had evidenced such conditions, there can seem 
to be no justification for your having failed for 10 months to institute a second exami
nation (a delay which you are aware resulted in your violating the laws of the United 
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States, sec. 5240, U. S. R. S.) or to take any of the corrective steps which you actually 
did take after the examination made in the fall of 1920. You state in your letter of 
March 26, 1921, in referring to the large loans of this bank to its officers, that "the 
Oomptroller of the Currency has no power under the law as it now stands to prevent 
such loans" and that the "Federal reserve bank in extending credit to the bank 
referred to could have limited the amount of money which the borrowing banks could 
lend to their own officers for speculative or other purposes." 

The Federal Reserve Board has maintained and the Federal reserve bank of New 
York has maintained that it is not the duty of eith~r the Federal Reserve Board or 
the Federal reserve bank of New York to control the internal management or policies 
of banks coming within the jurisdiction of the office of the Comptroller of the Currency 
by means of arbitrary restrictions of credit. The only pOBBible corrective step which 
the Federal reserve bank of New York could have taken, even had it been aware 
of the facts subsequently reported in the 1920 examination, is that which you have 

• now affirmatively stated in your letter of March 26, 1921, that is to withhold credit, 
but it is believed that you yourself did not seriously think that that would have 
been the proper procedure for the Federal reserve bank to take. In fact, you wrote 
a letter to me Buggesting the importance of "prompt consideration * * * to the 
matter of amending the Federal reserve act so as to make it possible for the reserve 
banks in an emergency to reftder aid to and perhaps prevent the suspension of banks 
whose eligible paper represents but a small proportion of their depOSIt liabilities." 

On January 6, 1921, at a personal conference in your office you showed a copy of 
your letter of December 28, 1920, addressed to me, to an officer of the Federal reserve 
bank of New York and in referring to the particular national bank under consideration 
you stated to him that you intended to reco=end to Congress an amendment making 
possible the rediscount of paper now held to be ineligible in order to permit of even 
further extensions of credit that might be necessary to protect innocent depositors 
and creditors of such banks as this particular one which you cited as an illustration 
of the necessity of the amendment. 

It is clear from your letter of January 5, quoted above, and from your discussion 
subsequent thereto that vou realized the dangers which would result from the suspen
sion of any large bank iIi New York City and that you were anxious to provide means 
for the further extensions of credit to such a bank. The inference in your subsequent 
letters and finally your statement in your later letter of March 26, 1921, that the 
Federal reserve bank of New York should or could have corrected details of the 
management of this bank or any other bank which might be making excessive loans 
to its officers or which might be charging excessive rates of interest, by refusing' to 
extend further credit, were entirely inconsistent with your own expressed ideas and 
with the ideas and convictions of all of those most familiar with the scope and purposes 
of the Federal reserve act. 

Furthermore, the Comptroller of the Currency is charged with the responsibility 
of the examination and supervision over national banks. That responsibility rests 
upon him and him alone. It is not believed that if the management of any national 
bank is guiltv of any abuses or indiscretions that there is any reason in law or policy 
that the Federal reserve bank should undertake to correct that mismanagement in 
the manner which you have suggested. You know, or should know, that if a Federal 
reserve bank were to attempt to direct or control the affairs of any mismanaged mem
ber bank by declining arbitrarily to make further loans the result would be an aggrava
tion rather than a lessening of the dangers caused by the Inismanagement and might 
readily precipitate the conditions which you and all of us would deplore, conditions 
that might cause the greatest suffering and hardship on an innocent public. These 
are matters which were fully discussed at length in the board meetings of February 
26 and 28, When all of those present expressed their views to be contrary: to your own. 
A failure on the part of the board to agree with you or a failure to alter Its convictions 
can not now properly be charged as a failure to "answer" or a failure to "challenge" 
your "complaints." 

It is interesting to note in this connection that although you deny the power of the 
Com,Ptroller of the Currency under the law to prevent such loans as those under dis
CUSSIOn, nevertheleBB, you did take steps, subsequent to the last examination of the 

_ bank in question, which it has been understood were most effective in eliIninating 
from the assets of that bank most of the loam! that were criticized and which have been 
responsible for a rather drastic change in the policies of the bank. For that action 
you are to be commended, but your failure to act sooner can not now be made the 
basis of an argument that the Federal reserve bank should have done so by the extra
ordinary method you have since suggested, unleBB, indeed, it is aBBumed that the 
Federal reserve bank was upon notice of a gross neglect of your conduct of the duties 
of the office of the Comptroller of the Currency. 
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You inquire in your letter of March 26, 1921, whether-the Federal reserve bank of 
Xew York has ever sent to the board the information you urged Gov. Strong at the 
meeting of February 26 or 28 to produce, that is, what proportion of the acceptances 
transferred by the Federal reserve bank of New York to other reserve banks in 1920 
were primarily for the accommodation of those other banks and what for the accommo
dation of the New York bank. You say, "I should like to see it. Ther!! is no reason 
why this information should be kept secret. " You are advised that the letter of the 
Federal reserve bank of New York, prepared upon my request made at a meeting 
which you attended, relative to the question of acceptances and to various other 
-questions presented in your letters and considered at that meeting, has been duly 
received by the Federal Reserve Board and a copy transmitted to the Comptroller of 
the Currency for his information and in order to complete the official records of his 
office. ' 

You can not be unmindful of the fact that you no longer have a right to ask for or 
expect information contained in official correspondence between the Federal Reserve 
Board and one of the Federal reserve banks. I will, however, inform' you, with 
reference to the one question which you now raise, that is, with reference to the pro
portion of acceptances transferred by the Federal reserve bank of. N ew York to other 
Federal reserve banks for its own accommodation, that less than one-seventh of the 
transfers which you stated in one of your letters represented continued borrowings 
by the Federal reserve bank of New York were sold by it for its own accommodations. 
All of the rest of those transfers were made upon the specific request or order of other 
Federal reserve'banks and were not to accommodate the Federal reserve bank of New 
York, as you stated. This is further evidence of only one of the many ignorant and 
misleading statements contained in your correspondence on this whole subject. 

It appears, therefore, that contrary to your expressed belief that the Federal Reserve 
Board has positively not let your "serious complaints touching l:oard policies and 
reserve bank supervision and management * * * stand essentially unchal
lenged," every recommendation which you have made to the board was formally 
acted upon by it in authorized session. The rest of your correspondence is either 
trivial, irrelevant, or susceptible of.no definite constructive interpretation unless it 
be an interpretation which challenges the eonduct of your own office as Comptroller 
of the Currency and not the administration of either the Federal Reserve Board or the 
Federal reserve bank of New York. 

Before concluding, the Federal Reserve Board desires to refer to a few other state
ments in your letter of March 26, 1921, which are not of very great moment but which 
can not pass unnoticed. It is denied that any of the members of the Federal Re~erve 
Board have ever stated with reference to Federal Reserve Board policies that ~t was 
"more important to be unanimous than right" and you must know no member of 
the Federal Reserve Board ever made such a statement. It is denied 'also that I 
-ever stated to the board "that the two retiring members should be furnished with a 
copy of the ,transcript" of the meeting of February 28, to which I assume you refer, 
or of the subsequent meeting of March 2, 1921. (No stenographer was present at 
the meeting of February 26, 1921, as you will remember.) An examination of the 
records of the meetings of F'ebruary 28 and March 2, 1921, shows conclusively and 
beyond any question that each other member of the Federal Reserve Board present 
stated that no transcript of the stenographer's report of the hearing should be made 
for an}' board member, former board member, or for any other purpose, and that 
while I personally stated that you would be accorded the courtesy of an inspection 
of the record in my office, another member of the board stated that it sll'ould not be 
obligated even to that extent, that it should reserve the privilege of determining 
the rights of former members with regard to the report whenever the question shOUld 
arise. Any proper motive that you may have with respect to the stenographer's 
minutes of those meetings may be satisfied by the privilege of inspecting the records 
in my office, the same and only privilege that the present members of the board have 
with respect to such records. That is the privilege that I advised you in my lettjlr 
of March 3, 1921, would be accorded you. 

In conclusion, the Federal Reserve Board feels constrained to say that your action in 
distributing privately copies of certain of your official letters addressed to me as gov
ernor of the Federal Reserve Board involved in this correspondence and in subse
quently refusing to give to the board the names of the persons to whom you sent 
such letters concerning credit matters of the most confidential nature, convinces it 
of the futility of discussing with you questions of "honor and 'fair play," a subject 
referred to in your letter of March 26, 1921. 

Respectfully, 
W. P. G. HARDING, Governor. 
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Mr. WILUAM-B. Mr. Chairman, I should like to have the privilege 
of making_ a few comments upon the letter which has just been read 
by Gov. Harding. . 

Representative MILLS. Mr. Chairman, I understand that Gov. 
Strong desires the same privilege that was granted to Gov. Harding 
to read a communication in answer to speClfic char~es made against 
the present management of the Federal reserve banK. 

The CnAIRMAN. At this time ~ 
Mr. STRONQ. I beg your pardon 1 . 
The CHAIRM...-\N. Do you want to read a letter at this time 1 
Mr. STRONG. Mr. Chairman, I think in view of the character of 

the correspondence which Mr. Williams has read that it is desirable 
that replies to some of those letters should be read. Only one letter 
has been written by me on the subject of this correspondence, and I 
think it covers all of it. I would ask the privilege of reading it, if 
the committee could spa.re the time. 

The CHAIRI\{AN. Without objection Mr. Strong may read the letter, 
so we may have the correspondence all in one place. 

1'Ir. WILLIAMS. Mr. ChalTIllan, may I state that I' know nothing 
about the letter that is to be read myself. I don't know to whom it 
is addressed or to whom it refers. . 

The CHAIRMAN. May I ask, Gov. Strong, whether you know if this 
letter was brought to the.attention of Mr. Williams in any way 1 

Mr. STRONG. I don't know whether it has been brought to the 
attention of Mr. Williams, Mr. Chairman. 

Gov. HARDING. Isn't that the'letter that was sent to the Comp-
troller of the Currency ~ • 

Mr. STRONG. Yes. 
Representative TEN EYCK. May I ask whether there· was any 

letter written before the letter that this one is a reply to ~ 
The CHAIRMAN. This, I understand it, is a reply written by Gov. 

Strong to an inquiry made by Gov. Harding. 
Mr. STRONG. That is right, sir. 
The CHAIRMAN. Regarding some of the letters which Mr. Williams 

has presented, the reason for reading it now, as I understand it, is 
that it is contemporaneous with the time of these other letters. . 

Representative TEN EYCK. I am not questioning the reading of 
the letter. The onlv question I have to raise is whether we are 
bringing out informa.tion from an outside source now that, has not 
been brought up by the testimony that we have already heard. 

:Mr. STRONG. It relates entirely to that, Congressman. 
Representative SUMNERS. Is your letter with reference to the same 

subject matter which has been presented to the commission ~ 
Mr. STRONG. Entirely; yes. . 

. Mr. WILLIAMS. Gentlemen, as I have stated just now, I know 
nothing about the letter that is to be introduced. I don't know 
whether it has ever been mentioned to me directly or indirectly-. 

Gov. HARDING. Mr. Chairman, I will state that it is the very letter 
that he expressed a desire to have a copy of. -

Mr. WILLIAMS. When did I express a desire to have a copy of it ~ 
Gov. HARDING. In your letter of March 26 you said you should 

like to see it. You say in your letter: 
Hae Gov. Strong (lver sent ~ the board the information I urged him at the meeting of 

February 26 to produce, ae to what proportion of the acceptances transferred by the 
New York reserve bank to other reserve banks in 1920 were primarily for the accommo-
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dation of the New York bank? I should like to see it. There is no reason why this 
information should be kept secret. • 

Mr. WILLIAMS. That is the letter which contains information 
which you declined to give me details of ~ 

Gov. HARDING. That is the very letter that you expressed·a desire 
to see. 

Representative TEN EYCK. I think if this letter in question was 
referred to by the witness who is on the stand now, it is pertinent to 
go in the record. 

The CHAmMAN. It has been referred ,to, and as I understand the 
correspondence, Mr. Williams expressed Ii desire to see this particular 
letter. 

" Mr. WILLIAMS. Mr. Chairman, I think we had better have this 
record straight on that point. I think it would be well to read my 
letter. Gov. Harding has stated that I made some reference to some 
letter from Gov. Strong. I should like to read my letter in which I 
made the inquiry, if it is the one to which he refers. 

Gov. HARDING. Mr. Chairman, Mr. Williams in his letter of March 
26,1921, inquired whether Gov. Strong has ever sent to the board "the 
information I urged him at the meetmg of February '26 to produce, 
as to what proportion of the acceptances transferred by the New 
York reserve baDk to other reserve banks in 1920, were Erimarily for 
the accommodation of the New York bank. I should like to see it. 
There is no reason why this information should be kept secret." , 

Mr. WILLIAMS. I should be very glad to see the letter, Mr; Chair
man, and as far as I am concerned I have no'objection to it. 

Representative TEN EYCK. The only reason I brought the matter 
up, Mr. Chairman, was that I did not want to have new subjects 
brought into the discussion. 

The CHAIRMAN. I understana this has relation entirely to the 
matters which have been discussed by Mr. Williams in the letters 
which he has read. 

Mr. STRONG. Entirely, yes. 
The CHAIRMAN. Without objection Mr. Strong's letter may be read 

into the record at this place. The Chair hears no objection. You 
may proceed, Gov. Strong. . 

STATEMENT OF' HON. BENJAMIN STRONG, GOVERNOR OF 
FEDERAL RESERVE BANK OF NEW YORK. 

Mr. STRONG. The letter is dated March 16, 1921, addressed to Gov. 
Harding of the Federal Reserve Board. [Reading:] . 

DEAR Gov. HARDING: The Federal reserve bank of New York begs to submit here
with, in accordance with the verbal request of the governor of the Federal Reserve 
Board to Gov. Strong, certain facts and comments with reference to the matters dis
cussed by the Comptroller of the Currency in his various letters to the Federal Reserve 
Board under dates of December 28,1920, January 17,1921

1 
February 19,1921, Feb

ruary 26, 1921, and February 28, 1921, but particularly Wlth reference to his letter 
dated February 26, 1921. -

These various letters aggregate 51 closely typewritten p~es, and contain, in almost 
confusing detail, what seems to be the views of the Comptroller of the Currency upon 
many unrelated dissociated matters. In the earlier letters of the comptroller there 
are long discUBBions of his own views upOlr general economic and social conditions 
in the United States, which, in his opinion, seem to prove "that the welfare of the 
country calls. for the adoption of more liberal policies on the part of Federal reserve 
Board and the Ifederal reserve banks." He then argues from the many complainta 
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which he has received of the "restrictions on credit," that the Federal Reserve Board 
should "reduce the rate of interest which is being charged by Federal reserv& 
banks on the loans of member banks seclll'ed by Liberty bonds from the present rates 
of 6 per cent and 7 per cent toa uniform rate of, say, 4t per cent." "The present 
emergency," he says, "is so acute that I can not avoid the conclusion that a more 
liberal policy than is now being pursued would be justified. While there is a very
great scarcity of credit in various parts of the country, we find that the reserves of the 
Federal reserve banks are now actually higher than they were a year ago." 

To support his contention that a more liberal policy is justified, he states that 
"these banks (Federal reserve banks) have an unused lending power at this time 
(Dec. 28, 1920) without reducing the reserve requirements of about $700,000,000," 
and that by reducing reserve requirements by only 10 per cent "their lending power 
could be increased to about $2,500,000]000." The "pitiful tales" which come to 
him from national-bank examiners in different parts of the country are among the 
reasons which prompted his reco=endation of a more liberal policy on the part of 
the Federal Reserve Board and the Federal reserve banks. 

In his letter of December 28, 1920, he refers to the fact that he had given instruc
tions "that so far lUI the authority of this office will permit, the banks under my super
vision shall be urged to use in these critical times every proper means to r.revent 
the selling out of honest debtors at sheriff's sales and the ruin of their families by 

'extending them time and by ~ving them, wherever practicable, the opportunity 
to hold on to their farms and thell' farming im,Plements, to the tools of their trade, 01 to 
the equipment of their busineBB, whatever It is, and that these debtors be given a. 
chance to recoup' and to redeem their indebtedneBB and get again on their feet." He 
continues that' the member banks, called on to give time and to show consideration 
to debtors, will, naturally, demand and expect from the reserve banks consideration 
and forbearance, and, in the language of the poet, can properly say to their reserve 
banks 'The mercy I to others show, that mercy show to me.''' He adds·that "such 
facts and conditions * * * demand definite and energetic action even if prece-· 
dents must be disregarded, accepted rules suspended or waived, lind new plans and 
methods devised." 

These matters are referred to in some detail in order to illustrate the general frame 
of mind in which the Comptroller of the Currency began his correspondence with the
Federal Reserve Board-a plea to that board for a liberalization of its discount l?olicies 
which, in his opinion, was demanded in order further to remove the restrictions on. 
credit, and thereby to save the people of the country from disaster and ruin whicll 
would result from the alleged "restriction on !!!'edit." 

Subsequent to this original issue and throughout his various letters to the board, he 
compares the discount policy of the Federal reserve bank of New York with that of 
the Federal reserve banks in other sections of the country, not by any comparison of. 
the resl2ective needs and resources of those different parts of the country, but by a 
companson of absolute figures enti.rely unrelated to the respective lending powers of 
the Federal reserve banks which he undertakes to compare. He calls attention, for 
instance, to the fact that about the middle of November, 1920, one bank in New York 
had borrowed over $134,000,000 from the Federal reserve bank of New York, while, 
at the same time, the Federal reserve bank of Kansas City was advancing to 1,091 
member banks in its district about $20,000,000 less than this one bank in New York 
was obtaining from the Federal reserve bank of New York. He also refers to the fact. 
that another banking institution in New York was borrowing at the same time about 
$40,000,000 more than the aggregate which the Federal reserve bank of Minneapolis. 

- was lending·to its 1,000 members in the great States of Minnesota, North and South 
Dakota, Montana and part of Wisconain. 

HE! continues to cite several instances in which single institutions in New York 
were obtaining sums larger than groups of member banks in other sections of the 
country were receiving from their respective Federal reserve banks, and then states, 
by way of recapitulation, that" the official figures tell us that four banking institutioll& 
in New York City at the time of the last call were borrowing from the reserve system 
an average of over $118.000,000 each, or practically as much money as the Federal 
reserve banks of St. Loms, Kansas City, Minneapolis, Dallas and Richmond, all com':' 
bined, were lending to the more than 4,000 member banks in 21 States of the Union, 
comprising more than one-half of the entire area of the United States." . 

I aI?ologize for calling upon the committee to hear this once more~ 
(Contmuing reading:) . 

In mmng all of these comparisons, however, the comptroller refers to absolute 
figures and refrains from stating what proportion of its own assets were being loaned 
by the Federal reserve bank of New York as compared with the proportion being 
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loaned by the Federal reserve banks in the interior of the country. Those are ques" 
nons which are fully covered in comincing force by the Federal Reserve Board in 
its letter of January 13, 1921, addressed to the comptroller, in reply to his letter of 
December 28, 1920. • 

In that letter the board states, amongotb,er things, that while the five largest bor
rowers in New York City, so frequently referred to by the Comptroller of the Cur
rency as borrowing'huge sums from the Federal 'reserve bank of New York, had 
bOlTowed actually only 142 per cent of their basic line oD-November 15, 1920, the 
period referred to by tile Comptroller of the Currency, nevertheless, all member 
banks (not merely the five largest borrowers as in the case of the New York district) 
in the Richmond district had borrowed 121 ~er cent of their ba..rlc line, in the Atlanta 
district 211 per cent, in the St. Louis district 117 per cent! in the Minneapolis dis
trict 126 per cent, in the Kansas City district 115 per cent, 1D the Dallas district 110 
per cent. At the same time the five largest borrowers in the Richmond district were 
rediscounting 271 per cent of their basic line, the five largest borrowers in the Atlanta 
district were rediscounting 327 per cent, in the St. Louis district 152 per cent, in the 
Minneapolis district 263 per cent, in the Kansas City district 196 per cent, and in 
the Dallas district 167 per cent. In other words, the five largest borrowers in each 
of those districts located in that part of the country in which the Comptroller of the 
Currency states conditions to be so alarming were borrowing relatively much more 
than the five largest borrowers of the New York fe:leral reserve bank, which the 
Comptroller of the Currency cites as being profligate in the granting of credits. The 
comptroller has consciously endeavored to create the impression that the large city 
banks in New York were being granted credit by the Federal reserve bank of New 
Yorkin amounts out of all proportion to credits granted in the interior of the cOUn
try, while he should have, and must have known, that these sums, though larger in 
absolute figures were relatively much smaller than the amounts being borrowed by 
the larger banks in these interior districts. The impression which he has tIied to 
convey is one that he, because of his official position and because of his familiarity 
with the statistics concerned, must know to be absolutely false and misleading. 

lfr. WILLIAMS. That statement of yours is false, Gov. Strong. If 
you make that deliberately it is a falsehood, sir. 

}.fr. STltoNG. Mr. Chairman--
}.fr. WILLIAMS. }.fr. Chairman, I ask you to require the , witness to 

keep within the bounds of courtesy and decency. " 
The CHAIRMAN. I suggest that if there is any objection to anything 

that is being read it is proper to address the chair and object to it. In 
view of several things tliat have already appeared in the record, I 
doubt if there is anything to criticize in what has just been read. 

Mr. Wn.LIAMS. Well, I denounce it as a deliberate falsehood on the 
part of Gov. Strong. 

}.fr. STRONG. }.fr. Chairman, this interruption suggests the oppor
tunity that I might make a request of the committee, and that is, 
if it IS proper for me to ask it, that the Comptroller of the Currency 
be required to make oath as to the correctness and accuracy of the 
statements which he has made, whether he has stated the truth, the 
whole truth, and nothing but the truth, and that shall include the 
statements made in the various public'statements and correspondence 
and public addresses that he has submitted for this record. I shall 
be very glad to do the same. . 

The CHAIRMAN, Well, the Chair thinks that it is not feasible to 
follow that policy at this stage of the game. The question arose once 
with the commission, and it was determined that the witnesses would 
not be put under oath, and that unless the commission itself deter
mines otherwise, the policy then determined upon will be the policy 
of the commission. ' . 

}.fr. STRONG (continuing reading) : ' 
The comptroller asks, "If our reserve system has the funds to lend in such huge 

surns to the banks in New York for such: uses, is it not difficult to understand why 
money should be so, scarce in the interior, where the real wealth of the COWltry is 
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being so largely provided, and where money is so distressingly needed?" In answer 
to his own inquiry, he says that the money scarcity in the interior of the country has 
been greatly a~gravated, as I have already explained publicly, by the artificially fixed 
interest rates In New York City, which have had the effect of'withdrawing money 
from legitimate business in various parts filf the country to be loaned at fancy rates in 
Wall Street. This allegation will be discussed later on in this letter, but it should 
be stated now that the challenge that artificially high in~rest rates in New York City 
have the effect of withdrawing money from legitimate business in various parts of the 
country to be loaned at fancy rates in Wall Street, even if true, is one which might be 
corrected by a Federal reserve bank only by granting further credit, not by restricting 
existing credit, as the comptroller seems to imply that the Federal reserve bank of 
New York should have done. 

Even the comptroller must realize that this is not only inconsistent with the general 
recommendations which he made to the Federal Reserve Board to reduce discount 
rates and to liberalize credits, but also that it would tend to do the very thing he de
plores-increase interest rates in New York-City, for if the Federal Reserve Bank of 
New York should refuse to extend credits to those of its member banks which have the 
largest resources and which are the heaviest borrowers from it, the scarcity of credit 
available to the customers of those banks would of itself do more than anything else 
to create a wild and possibly disastrous increase in interest rates, ' 

In his letter of January 17, 1921, addressed to the board, the comptroller refers 
again to the fact that interest rates of 20 per cent, 25 per cent, and 30 per cent charged 
by member banks in New York City, to which the Federal reserve bank was lending, 
"were wholly indefensible." But even if it could be admitted that the rare in
stances which the Comptroller of the Currency has quoted indicate that the general 
level of interest rates in N ew York has ever been at such figures as those which he 
quotes, nevertheless, the only possible action which could be taken by the Federal 
reserve bank of New York, and the only action which the comptroller has rather 
vaguely suggested that it should have taken, is a restriction of credit to those very 
banks whose shortage of lending power has made such rates possible. 

All of these allegations of excessive interest charges, excessive loans to officers, and 
other evidences of mismanagement on the part of certain New York City banks to which 
the Federal reserve bank of New York is lending credit are obviously intended by the 
comptroller to indicate that the Federal reserve bank of New York, contrary to the 
very liberal policy upon which the comptroller himself has predicated his whole 
correspondence with the Federal Reserve Board, should have restricted its loans. 
But the comptroller knows, or should know, that such abuses on the part of national 
banks, if existing, come solely within his jurisdiction as Comptroller of the Currency, 
as chief of that bureau of.the Government which is charged with the execution of the 
supervisory laws governing the operations of national banks. It hardly seems possible 
that any governmental official who has been connected with the Federal Reserve 
Board for the period that Mr. Williams has should sug~est, not directly, for he has 
never made a direct suggestion to that effect, but inlerentially, that the Federal 
reserve bank of New York should correct the details of the management or misman
agement of its member banks by a drastic policy of shutting off credit when, as he 
well knows, that action might precipitate the very "crash" which he, in his letter of 
February 19t alleges that the member banks, charging excessive rates of interest, 
"did so mUCD to precipitate." 

Furthermore, it can not be believed that one so jealous of his prerogatives as Comp
troller of the Currency and of the exercise of the powers in that field over which lie 
has had jurisdiction, can seriously mean that abuses over which he alone has had 
jurisdiction should be controlled or directed by means of an arbitrary shutting off of 
credit by the Federal reserve bank. Such a policy could only endanger the depositors 
of the institution to which credi t was refused as well as the entire financial co=unity 
without necessarily having the corrective influence which it intended. 

Reverting now In particular to the comptroller's letter to Gov. Harding, dated 
February 26, 1921, it appears, as we hope to show, that the criticisms alleged in that 
letter are due to his ignorance of the operations of the Federal reserve banks and of 
banks generally; and that his inaccuracies and inaccurate conclusions likewise arise 
from such ignorance, all of which could have been readily corrected had the comptrol
ler informed himself by inquiry either of the Federal Reserve Board or of the officers 
of this bank. "" 

Without attemptin~ to deal with inaccuracies which are manifestly unimportant, 
the board's attention IS respectfully directed to the following specific poillts: 

The comptroller states: . 
"You called attention to the following paragraph on page 8 of the letter: 

~IS' '''In addition to drawing funds to New York City from other sections by the allure
y tb.llt of high interest rates and otherwise, let me remind you that at times during the 
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PlIBt year, in fact almost continuously through the year, the New York Federal reserve 
bank has gotten from other parts of the country by rediscounting its bills and accept
ances considerable SUDlS of money from nearly all the other Federal reserve banks, 
including among others, the reserve banks of DallaB, KansllB City, Richmond, Atlanta, 
and San Francisco, as well as the nearby reserve banks. '" 

You are aware that the Federal reserve bank of New York occupies no different 
position to the other Federal reserve banks than does a commercial bank to other 
members of a clearing house IIBsociation. The Federal reserve bank of New York, 
through the gold settlement fund, is every day effecting settlements of balances with 
all of the other reserve banks arising from transfers of Government balances, from the 
sales or repayments of certificates of indebtedness, collection of income, and other 
taxes, payment of Government disbursements, including interest on the public debt, 
likewise those arising from the collection system operated for the member banks, and 
from the constant flow of deposits back and forth between the different sections of the 
country. 

Had the comptroller understood the operations of the Federal reserve system, htl 
would have realized that the sales of acceptances to which this pa.ragraph of his letter 
referred were not "luring funds to New York by high interest rates," (which rates in 
one place he criticizes lIB "artificial") but these transactions in fact were necessitated 
by the almost constant withdrawal of funds from New York to other sections of the. 
country, which movement has characterized the banking situation for the past year 
or more. These withdrawals of funds from New York result in heavy withdrawals of 
the gold reserveS of the Federal reserve bank of N ew York through the gold settlement 
fund to other reserve banks, and sales of acceptances to other reserve banks when 
made at the instance of this bank are for the purpose of offsetting these withdrawals 
of its gold reserve. The dej>08it withdrawals are exhibited ~articularly in the deposits 
of the New York cleraing-house banks which, in January, 1920, were $5,372,000,000, 
and at the present time are $4,297,000,000. Our investigations indicate that not only 
are deposits being withdrawn from New York for use in the interior of the country, 
but that the New York banks are being called upon to make large loans through the 
United States to industrial and commercial concerns, as well as to the railroads and 
the interior banks, the last mentioned we are told are frequently made in order to 
enable those interior ban~ to rep,y what th~y owe 1p their,Iocal reserve banks. 

The comptroller's letter mcludes a tabulatlon of bills redlscounted and acceptances 
sold by the New York reserve bank to other reserve banks, by weeks, for the period 
from January 21 1920, to January 21, 1921, inclusive, this being cited as evidence that 
this bank hils Deen a continuous borrower from the other reserve banks during that 
period. The comptroller was obviously ignorant of the facts which could readily 
have been ascertained by him had he made inquiry either of the Federal Reserve 
Board or this bank. As you know, ithae been the practice of the Federal reeerve 
bank of New York to purchase acceptances for other reeerve banks which had funds 
to invest practically ever since the Federal reeerve system was establisI1ed.. The 
greater part of all bills sold to other reserve banks compriees, in factI purchases of that 
character, rather than sales of bills made on our own initiative in oraer to improve our 
reserve position. The official figures of the bank discloee that between the period 
January 2, 1920, and February 11, 1921, this bank purchaeed and allotted to other 
Federal reserve banks, at their request, a total sum of $883,678,000 of bankers' accept
ances, such purchases occurring practically every week throughout the entire period. 
Within that same period of 50 weeks, there were only 12 weeks when this bank had 
occasion to sell bills to other reserve banks for the purpoee of improving its own reeerve 
position, the total of such sales aggregating $137,664,000. In other words, less than 
one-seventh of the bills listed in the comptroller's letter were sold for the purpose of 
correcting. our reserve position, all of the balance being sold upon orders from other 
reserve banks at their request. . 

But the comptroller'B statements are misleading, inaccurate, and evidence ignorance 
not only in wha.t they include but in what they omit to include. During. this same 
period the Federal reaerve bank of New York had occasion to rediscount commercial 
paper or notes secured by Government obligations with other reserve banks for the 
purpose of improving its reaerve position to an aggregate amount of $375,000,000, 
whereas the other reaerve banks rediscounted such paper with us during this period 
for the purpose of improving their reserve position for an aggregate' ILmount of 
$478,630,000. . 

The comptroller emphasizes in his letter that during this period the Federal resen:e 
bank of New York was continuously borrowing from other reserve banks. There IS 
inclosed with this a chart showing the periodS during which this bank was indebted 
to other reserve banks for money borrowed and acceptances discounted (as distin-

58589-21-PT 18-16 
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guiBhed from purchased on order) and the periods during which the other reserve banks 
were indebted to us for money borrowed here. In this connection it should be pointed 
out that very much of the credit pressure that has been exerted upon the commercial 
banks and trust CO!llpanies in this city, and in turn upon this bank, during the past year 
or more, has resulted because of movements deliberately undertaken and promoted 
in various parts of the country to withhold produce from the markets, and later, when 
the inevitable period of liquidation arrived, as in the latter part of last year, beGause 
of the fact that borrowers in all sections of the country, including even the commercial 
banks themselves, have been forced to withdraw funds from New York and to borrow 
money in New York in order to carry commodities which then became unmarketable 
without serious 10\lS to the owner. 

Representative FUNK. What do you mean by that ~ Who de
liberately withheld produce from the market 1 

Mr. STRONG. That is a large subject, sir. Do you wish me to go 
into it now ~ . 

Representative FUNK. Well, I would like to have your views on 
that. You .have made a very emphatic statement. 

Mr. STRONG. I would be very glad to go into it. Do'jTou wish me 
to do so now ~ I would like to continue to read the letter, if I might, 
sir. 

Representative FUNK. Very well, if you will mark the passage and 
take It. up later. ; 

Mr. STRONG I will do so. [Continuing reading:] 
When I appeared before the Federal Reserve Board on February 26 to discuss the 

allegations contained in the various letters of the comptroller, I stated, and the mem
bers of the board confirmed, that the principal amount of bankers' acceptances in
cluded in the comptroller's figures were those purchased upon orders received from 
member banks. The comptroller's subsequent statement that "with the knowledge 
I happen to have of the situation I am not incline" to give very great weight to that 
theory" is merely another evidence of his desire to make the facts conform to precon
ceived conclusions without a proper consideration of the facts themselves. 

Referring to the reports of examination of a certain national bank in New York 
City the comptroller makes the following statement: . 

"Gov. Strong impressed me as particularly unhappy over what he construed, per
haps very properly-~ as an implication in my letters to you, that the reserve bank of 
New York had not kept itself properly informed as to the condition and operation of 
certain member banks in the New York district to which it had been particularly 
liberall if not prodigal, in granting loans, or if it was informed, had perhaps not acted 
with tne wisdon and discretion expected of it. The senior officer of this particular 
member bank to which the New York reserve bank was dispensing funds so lavishly. 
has admitted to this office, as the record shows~ and as you were promptly advised 
when this statement was made, that this same Dank had itself been granting loans, 
as he expressed it 'with reckless prodigality.' In discussing the use which this same 
bank made of the funds which they had borrowed from the reserve bank, Gov. Strong's 
aim seemed to be to evade all responsibility so far as the reserve bank was concerned, 
apparently seeking to justify his evasion with the assertion that the chief national 
bank examiner did not give him notice of the conditions which existed in that bank. 
The chief examiner of the New York district has furnished me a memorandum as to 
the extent to which the Federal reserve bank of New York was placed on notice as 
to conditions in the bank referred to at the time of the examination in October, 1919. 
Supplementary to my letter to you of January 12, 1921, on this same subject, I ask 
your attention to the memorandum furnished by this examiner. 

The facts in respect to the examination referred to are· as follows: 
An examination of the bank in question was made by the department as of October 

3, 1919. The report of that examination was filed with this bank several weeks later. 
The next report of examination was made as of August 27, 1920, or nearly 11 months 
later. The facts disclosed by the last examination were brought to the attention of 
the Federal Reserve Board in a letter written by the comptroller on DeceQlber 28, 
1920, and the report of that examination was filed with the Federal reserve bank on 
January 7, 1921, or four months after it was started. 

The report of October 3, 1919, was examined by Mr. Jay and Mr. Case, when it was 
filed. At the end of that report was included a schedule under which the examiner 
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is required to "list all items of criticism." Under this heading the following are 
listed: 

"1. Excesl loana.-Unintentioned and promptly reduced. 
"2. Deficient reserve.-Temporary and promptly made good. 
"3. E8timated losl.-Promptly charged off. 
"4. BO'fIds borrowed.-Exceed limit section 5207; used as collateral. Officers claim 

to carry Liberty loans. 
"5. Loam em own stoc.l:.-Loans to clerks to buy stock which is held by ---

Securities Co. 
"6. Real estate loam.-Including $100,000 acceptances. 
"7. Excessive interest charged.-Some loans at 8 and 9 per cent." 
The report likewise contains a recapitulation of estimated IOBBes, which includes 

$1,884,000 of loans as slow, $1,037,000 of loans as doubtful, with a probable lOBS, but 
the amount not estimated, and a total of estimated IOBBes or bad debts of $1,000,000, 
which it is noted was charged off at the close of the examination. 

I am referring to the report of 1919. [Continuing reading:] 
The examiner credits the bank with a capital of $10,000,000, surplus of $10,000,000, 

undivided profits of $10,363,000, reBerve for depreciation of $1,000,000, reserve for 
taxes $2,818,000, and states that the securities owned by the bank have a market value 
which is $3,690,000 in excess of the book value. On page 3 of the report, under the 
caption' 'State general character of loans," the examiner replies" Good.,-exceptions 
noted." As to whether loans appear to be well distributed, the examiner says, 
"Generally well distributed; two excessive; larger lines listed." In reply to the 
question "State reason, if any, why bank should not declare a dividend at end of 
current dividend period, and whether last dividend was leEal," he replied, "No 
reason why dividends may not be declared; last dividend legal." The facts as to this 
report were flillyreported to you by Mr. Jay in his letter of Februiuy 16, 1921, at which 
time he did not have access to the so-called' 'yellow sheets," containing the confiden~ 
tial report made by the examiner to the comptroller, which is not filed with this bank, 
unless reasons arise to call for it. Since then the writer has seen that confidential 
reports and finds in the copy furnished him that it discloses no reason for questioning 
the condition of the bank, but indeed confirms the conclusion in the general report 
that the bank's condition was not unsound. In reply toinquiry as to whether the 
bank is solvent, it says that it is. Replying to the mquiry as to the character of the 
management, the report says "safe." , 

It now appears that when the comptroller's examiners made the, August, 1920, 
examination of the bank, conditions were disclosed which were not regarded 8S satis
factory. 

I will now take the liberty of' omitt~n\ three lines which I believe 
it would be unwise to read. And It' the cQmptroller will agree 
with me. I will show it to him. [Continuing reading:] 

This is the report which was filed with us January 7,1921. 
It also appears that the comptroller now contends that what was contained in the 

report of October 3 constituted a sufficient notice to the Federal reserve bank of con
ditions in the bank in question to justify us, or require us, to discontinue extending 
credit to that bank. Another examination of the report of October 3 confirms the 
belief of the officers, entertained at the time when it was filed, that it gave no notice 
of any unusual conditions in the bank justifying such an extraordinary policy as that 
suggested by the comptroller. But even if the condition 'of the bank bad De'en dis
closed to be unsatisfactorr by the report of October 3, we reiterate that the evils of 
mismanagement which nught have caused those conditions should be corrected, not 
by the Federal reserve bank, nor by the Federal Reserve Board, but by the Comp
troller of the Currency.. In fact, if a Federal reserve bank were to attempt to correct 
the internal management of any mismanaged member bank by declinIng to make 
further loans, the result would be an aggravation, rather than a mitigation, of the dan
gers caus.ed by that II\ismanagement, with possible disaster to innocent depositors 
and creditors. 

TI,e comptroller seems to feel that in smue way he may avoid some part of there-. 
!ponsibility imposed upon him by law by sharing it with this bank. The facts are 
tbat we have never assumed any part of the responsibility that reats by law upon the 
~omptroller. He is charged with the examination of natIonal banks and supervision 
)f banldng. For a long time, when the reaerve banks were first organized, he declined 
to furnish us with the reports of examination, and it was only after considerable delay 
~nd the most urgent representations by the governors of the reserve banks that he 
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finally consented to furnish them, and even then under conditions which withheld 
certain confidential information which was only made available to us upon request, 
and by calling at the office of the examiner. 

The comptroller here again displays ignorance of the operations of the Federal re
serve system and its relations with its members. His complaints are based upon the 
assumption that when a Federal reserve bank makes a loan to a member bank, the 
procee~s of that particular loa!l ~y be traced to some particular application by the 
borrowrng member bank, whIch lB, of course, not the fact. Member banks,par
ticularly the large ones in New York City, every day have a great variety of trans
actions, making loans and having loans repaid, purchasing and selling foreign ex
change, and possibly securities, receiving and paying deposits. The net result of a 
great variety of transactions is either a surplus reserve ()n deposit with us, or a de
ficiency in that reserve. In the former case they reduce their loans with us. In the 
latter case they increase them. 

In order to ascertain the particular application made of funds borrowed from the 
reserve bank by member banks, it would be necessary for us to have representatives 
continuously in every borrowing bank-a wholly impracticable suggestion, implying, 
as it does, that the daily business of a member bank should be conducted either by 
a Federal reserve bank ur, possibly, according to the comptroller's view, by the 
Comptroller of the Currency. We believe that the responsibility for the conduct of 
the business of the member banks rests with the directors and officers of those banks; 
that the responsibility for the supervision of those banke, for seeing that their business 
is in a safe condition and that it is conducted according to law, rests with the 
Comptroller of the Currency; that the function of the reserve bank is to supply these 
banks with credit; that we should do so in the form of loans which are authorized by 
the Federal reserve act and which will be repaid because they are good; and that the 
extension of credit to member banks shall be conducted fairly with due regard to 
the necessities of all member banks in the district. 

In general the volume of credit extended, in our view, is regulated principally by 
the rate charged. The situation developed by the war, as weif as the particular cir
cumstances as to certain banks, have, and possibly always will necessitate, the 
officers of this bank making inquiry of banks which appear to be borrowing undue 
amounts, and, where justified, in restraining them from callinga::n us too heavily. 
This we have always done since the borrowings of member b have become so 
large. For the last two years or more regular meetings have been held at the bank, 
to which officers of member banks from all over the district are invited, when these 
matters are discussed and the views of the officers of the bank carefully explained. 

In addition to these regular meetings, the Federal reserve bank has a staff of em
ployees whose sole duty it is to visit different member banks throughout the district 
III an effort to discuss and explain the Bcope and purpose of the various functions of 
the Federal reserve system. In the case of the banks in New York City, they are 
questioned personally, and it has frequently been thought advisable for reasons of 
general policy to ask them to reduce their aggregate borrowings. Action of that 
character by the officers of this bank, however, has never been re~ded as bank 
supervision such as would relieve the Comptroller of the Currency of his responsibility 
for the condit:ion of member banks and has never been intended as a corrective 
influence over the management of the detailed operations of these banks. As the 
comptroller well knows, when it has been discovered either by us or by his exam
iners that banks have gotten into a dangerons condition, we have tried by every 
means in our ~ower to correct the conditions, not by restricting credit that·might 
force a·bank fallure, but by such loans as we believe necessary to save the bank from 

\ failure. In no case have we failed of doing BO. 
I also wish to call the board's attention to the fact that exercise of the supervision 

which the comptroller apparently regards as a part of our duty would be a most un
wholesome and uniustified method of administering the affairs of this bank. At 
the present time all national banks are examined by national bank examiners, aU 
State banks are examined by State examiners, and all of these institutions in New 
York City of both classes, which are members of the New York Clearing House Asso
ciation-being practically all of the inlportant banks and trust companies-are like
wise examined by the examiners of the New York Clearina House Association. To 
exercise the detailed supervision of these banks which the comptroller considers 
to.be our function, would involve still a third examination, which, in the case of 
the larger institutions, would mean that for a very large part of the time their busi
ness would be Bubjected to the expense and inconvenience of almost continuous 
examination .. Furthermore, we would have no occasion to deal with those banks 
which were not borrowers, or not borrowing enough to justify inquiry, but which 
might happen, by bad management or otherwise, to get into a dangerous condition. 
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Referring again to the case of the particular national bank in question, the board's 
attention is directed to the fact that the law requires the Comptroller of the Currency 
to make two examinations every year of every national bank. He claims that the 
report of October 3 informed us of conditions in that bank which required us at least 
to inquire as to whether further credit could properly be extended. If the condi
tions disclosed by the report of October 3 were of such a character, then, indeed, the 
duty rested upon the Comptroller of the Currency to make another examination in 
the spring of 1920, as required by law, and he did not do 80 until the end of August, 
1920. Indeed, were the conditions so serious as he implies, it would seem to have 
been his duty toflEt the bank on the special list for special examm.· ations in a.ddi
tion to those re ly requiJ:ed by law, whereas he did not even make those which 
the law require him to make. 

The facts are that nothing in the report of October 3 justified any special caution 
in dealing with the bank in question and the comptroller himself must have known 
that because so recently as January of this year he had disclosed the conditions verb
ally .to one o~ the officers of J:his bank, eSP!lcially ~autio~ng ~ tha~ he must treat 
the informatIon as confidential and not disclose It to his assOCIates In the Federal 
reserve bank because he wished it to be brought to the bank's attention through the 
Federal Reserve Doard. Had he believed that the report of October 3 had already 
put us upon notice as to those conditions, there would have been no occasion for his 
cautioning the officer of this bank that he should not mention it to his own associates. 

I sha.ll not refer to the memorandum furnished to the com~troller by the chief 
examiner of this district, quoted on pa.ge 4 of the comptroller s letter of Februarx 
26, 1921. The items therein listed as being criticized for one reason or another we fall 
to find, uI?on an examination of the statement, to be of a character such as to justify 
our conclusion that the bank was in an unsound condition, and if that Was the case 
it was manifestly the duty of the comptroller himself to correct. the practices which 
resulted in those loans and to have promptly brought that specially to the attentioI:l 
of the Federal Reserve Board. . 

On page 5 the comptroller implies that the increase in the borrowings from the 
Federal reserve bank durin~ the year 1920 was in itself sufficient notice of conditions 
in the bank to justify our bemg on notice of the conditions about which he complains. 
The comptroller obviously is ignorant of or overlooks the fact that the great increase 
in loans in the New Yark banks during that period were originally dlie to the placing 
of the Victory loan in the spring of 1919, as well as to continuous heavy borrowings 
upon certificates of indebtedness by the United States Government. 

The comptroller fails to state in connection with the borrowings of the bank in 
question that at the time of the examination the bank owned $112,729,000 of United 
States Government securit.ies, all but $1,170,000 of which were· war loans, and that 
$40,000,000 of the $48,312,000 of borrowings to which he refers were made for the 
purpose of carrying these bonds. He also faile.d to state in the third paragraph on 
page 5 of his letter that the loans to the chief executi"e officers of the b8Jlk and to 
their immediate families, and to the securities company. allied with the bank, while 
aggregating a sum more than twice the aggregate of all loans which this bank was 
making as of November 15, 1920, to all of its national bank correspondents throughout 
the country, were, in point of facti of this character: $151299,000, all secured, of which 
$13,443,000 were secured by LIberty bonds. and VIctory. notes, the remaining 
$1,856,000 being secured by other collateral not criticized by the examiner. Over 
one·half of these loans Were made to the securities company associated with the 
bank, which relationship is sanctioned by law. The bow's attention is also directed 
to the fact that the loans to the executive officers ·of the bank were yrincipally made 
upon the security of Liberty bonds and Victory notes. Of the tota o. f $4,439,838.22 
of such 10I\D.s reported, $4,118,000 are reported as secured in tha.t wa.y. 

The comptroller's letter states: ' 
"Had the New York reserve bank, with ita intimate knowledge of the steady in

creases of this member bank's borrowings from the reserve bank, brought the matter 
to the attention of this office and suggested the advisability of an examination to get 
at the character of the loans or investments which made necessary these heavy drafts 
upon the reserve bank, an examination would ~ve been made promptly." . 

In general, the borrowings of the bank in question from this bank were upon the 
security of Government bonds or certificates of indebtedness, and it was well under
Btood by the officers of this bank, by the Federal Reserve Board, and by the public 
genera.lly, that the increased loans of national banks in that period were brought about 
ill the result of Government borrowings. Nothin~ in the relations of that bank to the 
Federal reserve bank justified any other concluslOn. On the other hand, thecomJ?
troller himself had·received a report from his examiner which he claims drew his 
~ttention to unsatisfactory conditions; Had he obtained such material, it was 
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obviously his duty ,to bring it to the attention of the Federal Reserve Board or to this 
bank. The facts are that there was nothing in the report of October 3 which justified 
any suspicion of unsatisfactory conditions, and it is thflrefore believed that such con
ditions were not brought to the attention of the comptI"ller officially until the exam
ination of August 27, 1920. Even then no action was tal::en by him to bring them to 
our attention until more than four months after the examination was started. . 

The comptroller on page 5 states: . 
"The records'show that the member bank mentionr·d at the time of the August, 

1920, examination, desl?ite the warnings and admonitions of the, Federal Reserve 
Board as to the restriction of credit for nonessentials and for speculative purposes, 
greatly increased their loans on highly s~eculative secmities, such as the ---loans 
and the loans (including the so-called du=y' loan) of over $5,000,000 to Director 
-' -- who, besides being a director in the --- National Bank, was also at the 
time of the 1919 examination a director in the --- Bank of New York, and its 
eligible paper on hand November 16, 1920, as shown by this report of condition, a 
copy of which was sent to the reserve bank of New York, was less than $34,000,000, 
or scarcely 9 per cent of its deposits outstanding at that time." 

It would appear from this statement in the comptroller's letter that he has relied 
lor justification of his failure to examine this bank as required by law upon the assump
tion of authority by the Federal reserve bank to make examinations of member banks 
for the purpose of supervising their business and restricting credit granted to essen
tial and nonspeculative purposes, in a manner not contemplated by law. The officers 
of this bank and of other reserve banks have frequently discussed these matters with 
the Federal Reserve Board. We have never assumed to examine member banks 
(the board is aware that we have not undertaken to and has not expected or required 
'us to do so) and have relied upon the examination made by the Comptroller of the 
Currency and by State authonties. The disclosure of the conditions complained of 
in the above quotation was not made in the report of examination of October 3 and 
could not have been disclosed except by further examinations, which the comptroller 
failed to make until August, 1920. He now seeks to escape his responsibility by 
placing it upon us. ' '. 

As to the last part of page 7, in which the comptroller states that confidential reports 
of national-bank exammations in this district are available to us when desired, it is 
a fact that upon application to his examiner's office we are permitted to Bee them. 
You will, however, realize that unless the confidential reports of the examinations of 
all national banks are filed with us conditions revealed by such reports as to any 
particular bank will not come to our attention unless something in the limited report 
which is filed with us discloses such conditions. The Comptroller of the Currency 
has always refused to place that information in our hands voluntarily, and since it 
appears that his complaints in his letter of February 26, 1921, are based chiefly upon 
the report of the bank under consideration, as of October 3, we must deny that any
thing m that report placed upon us the responsibility to ask permission to see the con
fidential report. It should be said that even the examination of the confidential· 
report, which I made when in Washington last month, disclosed nothing to indicate 
a condition in the bank under review which was dangerous. 

I regret very much that the 'comptroller makes references in his letter to my attitude 
at the meeting of the Federal Reserve Board on February 26, which might suggest 
from what he writes that I was lacking in respect to the board. If, in any way that 
is true, I now apologize. The statement of which the comptroller complains was 
prompted by the fact that it was disclosed at that meeting that he had continued, in 
violation of the direction of the board, to send copies of his letter of December 28, 
1920, addressed to the board, and of a most confidential nature, to some person or 
persons outside of his office, and that he reserved the right to continue to <\0 so. This 
violation of propriety and evidence of his disloyalty to his associates prompted the 
reply of which he complains in his letter. If responsibility is to be found for the con
sequences of impatient disregard for constituted authority, it would appear to rest 
with the Comptroller of the Currency, who has sent copies of a letter relating to most, 
confidential matters outside of his office without the knowledge or authority of his 
associates in the board. 

I have before me a letter addressed to you by the Comptroller of the Currency 
relating to a State institution which is a member of the Federal reserve system in this 
city. Inquiries are being made for the purpose of ascertaining whether it is desirable 
to communicate with the board in respect to that matter, and, if so, a separate letter 
will be sent at a later date. " 

In conclusion, it appears to be evident that under the laws of the United States 
the Comptroller of the Currency is charged with the full responsibility of the exam
ination of and supervision over national banks organized and operating under the 



AGRICULTURAL INQUIRY. 247 

terms of the national banking act. That responsibility rests upon him and him alone 
and neither the Federal Reserve Board nor the Federal reserve banks are authorized 
or expected in any way to infringe upon the duties and prerogatives of the office of 
the Comptroller of the Currency. National banking institutions have repeatedly 
been held to be private corporations, organized by private individuals under the tel"Ill8 
of Federal Statutes, and, while their constitutional justification is that they may be 
used for the public purposes of the Treasury Department when required, nevertheleaa 
the greater majority of their/owers are private powers, as distinguished from public 
powers, which are exercise by each national bank as an individual corporation 
owned by private shareholders and managed by officers appointed by a board of di
rectors elected by thoee shareholders. It is not believed that even the office of the 
Comptroller of the Currency should be expected to control the management of any 
national bank in all of ita details, but whenever the management of any of these asso
ciations violates the law in any of its practices, or is guilty of such mismanaaement 
that the interests of the public become endangered, tbe correction, if any, ~ust be 
made by the office of the Comptroller of the Currency, and not by the Federal reserve 
bank of which the national bank is a member. That responsibility is imposed upon 
the Comptroller of the Currency by law and is one which can not be assumed by a 
Federal reserve bank, even if it were willing and anxious to undertake the task. 

Finally, I desire earnestly to urge upon the Federal Reserve Board the importance 
of an early determination by Congreaa as to whether-

1. The office of the Comptroller of the Currency shall be abolished or continued; 
2. If it is abolished, whether these duties may not be performed by the Federal 

Reserve Board; 
3. If the office is not to be abolish!!d, whether it may not be made subordinate to 

the Federal Reserve Board; and 
4. If not made subordinate to the Federal Reserve Board, whether the Federal 

reserve banks should not have all information which becomes acceaaible to national 
bank examiners at once that the examination is made. 

Very truly, yours, 

Hon. W. P. G. HARDING, • 
Governor Federal Reserve Board, 

Washington, D. C. 

BENZ. STRONG, Governor. 

STATEMENT OF lORN SKELTON WILLIAMS-Continued. 

The C1u.m.llAN. All right, Mr. Williams. 
Mr. WILLI.A.MS. Mr. Chairman, I shall not comment upon that 

letter at this time. If there is anything that seems to deserve con
sideration or attention from me I will take the liberty of communi
cating with you after having an opportunity of looking over the 
letter, which I understand now goes into the record. 

May I comment upon Gov. Harding's letter, which was read by 
the governor a while ago ¥ 

The C1u.m.MAN. I know of no reason why you should not comment 
upon it. . 

Mr. WILUAMS. I mean to say, you are not proposing to adjourn as 

yeite C1u.m.MAN. No; I want to:finish with you to-night if I can. 
Representative TEN EYCK. Just one question. There is one thing 

I would like to have Mr. Williams take up before he closes his testi
mony here. This morning he said he was going to make recommenda
tions in relation to some of the changes that might be beneficial and 
assist the farming industry of the country, and I want to be sure that 
that goes in before he closes his discussion. That is all. 

Mr. WILLI.A.MS. I have before me Go,". Harding's letter to me of 
.April 4, 1921. In the second paragraph of his letter he says: 

As the chief active executive officer of the Federal Reserve Board I acknowledge 
your letter addressed to me as governor only because of t;he neceaaity of placing a flat 
contradiction of its misstatements and half truths upon a record composed largely of 
letoors with respect to which you have reserved complete freedom of action, etc. 
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That is in the nature of a general denial, but it is not a denial of the 
specific charges which I have made, or rather, it furnishes no proof 
of the inaccuracy of any statement which is embodied in my cor
respondence. ,I have made specific charges and complaints, and a 
general denial, I think, is hardly effElctual. 

On the second page of his letter, in the opening paragraph, he refers 
to five letters whlcli he had received from me from Octooer 18, 1920, 
to February 26, 1921, which he describes as "long and confused 
expressions of your views on various subjects." I am quite prepared 
to leave the cliaracter of those letters to the intelligence of this com
mission, and not to accept Gov. Harding's views as t9 their style or 
merits. He says: • 

They contained no definite program and, while charging the board. with certain 
responsibilities, made no specific reco=endationa except as noted herein. 

They did contain a definite program, and the recommendations 
speak for themselves. 

He refers to some of the recommendations in the course of his letter. 
His letter is obviously inaccurate in that respect, as will be shown by 
the record. 

I inserted at yesterday's meeting a memorandum filed by me with 
the reserve board as far back as August, 1920, and later aO'ain in 
October, 1920, which .not only made a specific suggestion loo~g to 
the liberalizing of credits, but also urging a general revision of Federal 
Reserve Board policies, and a letting up of the policy of contraction 
from which the country had already suffered so much, and from which 
it was in danger of suffering more if continued. 

I am taking the liberty of commenting upon these passages for the 
reason that I did not think it worth while at the time to make a 
formal acknowledgment of this letter, but contented myself with 
sending to Gov. Harding and to each member of the Federal Reserve 
Board a c0I>Y of an address which I made in Washington about 10 
days after the receipt of his letter, which I considered answered his 
letter pretty effectuiilly. 

He ruso makes a generalstatementjn the first paragraph of page 2 
referring to my letters It as a biased presentation of facts and fancies 
which fully ignore the actual di~position which has been made of the 
issues under consideration." Well, of course there is no evidence 
to sustain that, and that charge is entirely and wholly unsupported. 
He says in the next paragraph: 

Certainly you, yourself, must be fully aware that it is not true that the "complaints" 
you have made still "stand eaaentially unchallenged" or "unanswered." 

My statement is not only true as of that time, but it is still true as of 
, this date. He has not succeeded in disproving a single statement 
made by me in the series of letters addressed to him and which have 
gone into this tecord. 

At the bottom of page 2 he again claims that I made no definite 
recommendations. The record disproves that completely, and I will 
not take up your time discussing his charge. 

I At the top of page 3 he claims that I made no motions tendin~ to 
an improvement of conditions until February 25. My letter to him 
of February 4, introduced into the record to-day, shows that such a 
resolution offered by me on February 2 was voted down by the 
board.' ' 
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He complains of my omission. to attend hoard meetings more 
regularly. I think the records will show that I attended an average 
of from two to three meetings a week during the whole period that I 
was Comptroller of the Currency and ex-officio a member of the 
Federal Reserve Board; often more frequently. 

In paragraph 3, on page 4, he says: 
But even this iasue was 80 beclouded that it would have been difficult for the board 

or for the Federal reserve bank of N ew York, even if they admitted the accuracy of all 
of your statements (which they positively do not), to determine very clearly what 
course of action you would have them pursue in the circumstances. 

Well, I think that my recommendations were clear enough for a 
man of average intelligence. I am sorry the governor did .not 
understand them. 

He says further along: 
In the case of the one particular member bank which is made the basis of most of 

your charges, the report of the examination evidencing the facts upon which you base 
those charges, was not delivered by you to the Federal reserve bank of New York until 
January 7, 1921, some months after the examination was begun and after you had 
written your let.ter of December 28, 1920, addressed to me. . 

I do not think it was quite fair for him to make it appear that I 
failed to bring the facts of that case before the board until January 
7, 1921. Gov. Harding himself knows perfectly well that I'invited-. 
I may almost say I urged-:---him to attend a hearing with the executive 
officers of that very bank about the middle of November; 1920, where, 
matters relating to their operation and conditions were being dis, 
cussed. He was unable to attend for some reason or other, at least 
he did not attend, and I made it my business to·inform him:particu': 
larly in November of the progress of conditions with.thatinstitutiori 
so as to keep him well informed. I regret that he should omit that 
important fact. 

He states that the information given him in regard to a particular 
bank "did not present any information calculated to put either the 
Federal Reserve Board or the Federal reserve bankof New York upon 
notice of the conditions which you now charge existed throughout the 
year 1920." .. .. 

That statement of his· is very conclusively and. completelv an
swered and disproved in the record. I also _caU attent.ion to the fact 
that the detailed page of criticisms wb,ich were omitted from the 
record to-day, for obvious reasons, dealt conclusively with that aspe~t 
of the case. 

On page 5, the second paragraph, he says: 
The Federal Reserve Board has maintained, and the Federal reserve bank of New 

York has maintained, that it is not the duty of .either the Federal Reserve Board or 
the Federal reserve bank of N ew York to control the internal management or policies 
of banks coming within the jurisdiction of the office of the Comptroller of the Cur-
rency by means of arbitrary restrictions of credit. . , 

Now of course that is a pretty broad subject. My position is that 
it is the duty of the Federal reserve banks to exercise a wise discem
m~nt !lnd di~crimination in extending huge loans to bl!-nks whic~ are 
IDlSUS~g the11' fUnds .or are ~ngaged ll,l ~~avy sI>eCUlatlve op'eratl~)ll~l 
or which are othel'Wlse s·ubJect to crltlClsm. I do not believe It IS 
the theory of the Federal reserVe act that money should be handed 
out to any member bank autori:J.atica:Hy as long as theyfumish 
eligible paper. I do not believe that it is the tb:ought of Congress or 
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of the people that any bank shall get as much money as it pleases as 
long as it hands out so-called II eligible" paper. 

The CHAIRMAN. Well, is itJour Judgment that the policy adopted 
and carried out by the Feder Reserve Board and bank of New York 
was not wise and a.pplied with proper discretion ~ 

Mr. WILLIAMS. I think that the policies of the Federal reserve 
bank of New York in this respect are not wise, as I linderstand them 
to be set forth by Gov. Harding in his letter, and also in the long 
report of Gov. Strong to the Federal Reserve Board which was read 
to-day. I understood from those reports which you all heard; that 
the reserve bank of New York does not consider that it is a part of its 
duty to keep itself informed in regard to the opera,tions and conduct 
of the business of its large member banks with a view to regulating 
its advances and extensions of credit according to the member banks 
operations and methods and general conditions. 

The CHAIRMAN. I think we ought to clearly understand that 
proposition. My understanding of the position taken in that letter 
was that the Federal reserve bank of New York did not think that it 
would be wise to undertake to regulate the management, the internal 
mana~ement of the banks by restrictions of credit, not that it did not 
think It was wise to keep itself informed as to the general operations of 
the bank or the general character of its borrowings. 

Mr. WILLIAMS. It is my view, taking a purely hypothetical case, 
that if the Federal reserve bank has a lar~e member bank whose 
funds are being employed principally in wild speculations and, in 
excessive loans to particular interests, especially Its own officers, the 
reserve bank should be more guarded in extending credit to such 
bank than it would to another bank doing a purely commercial com
mercial business and not enga~ed in huge speculations. 

The CHAIRMAN. Do you th1.D..k that there should be a stricter rule 
of credit ap:plied to a Dank which loaned money for speculative pur
poses than IS required of one that is engaged solely in commercial 
transactions W 

Mr. WILLIAMS. Absolutely, and it is my judgment that the theory 
of the Federal reserve act IS the upholdmg and promotion of com
mercial business of the country rather than specUlation. 

Representative SUMNERS. Mr. Williams, what degree of inspection 
and mvestigation do you think the Federal reserve bank should 
exercise in order to ascertain the character of the activities of the 
member banks W 

Mr. WILLIAMS. That is a matter which calls for the exercise ofa 
sound discretion and wisdom and experience and ability on the part 
of the supervising officers of the Federal reserve banks, and the same 
kind of wisdom and discretion which is used and exercised by the 
management of the most successful member banks. When an indi
vidual member bank, whether it be a national bank or a State bank, 
finds some particular borrower or customer is running wild and is 
engaged in all sorts of reckless speculations and disregarding the fun
damentals of prudence and discretion, why the member bank calls 
that man down and limits its extension of credit to him. And I 
think the same rule should be observed in the dealings between'the 
Federal reserve bank and the. member bank, to a certain degree. 

The 'CHAIRMAN. Are you familiar with the methods adopted by 
the Federal reserve bank of New York to keep itself advised as to 
the operations of member banks ~ 
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Mr. WILLIAMS. Well, I can not say that I dd know the extent to 
which they keep themselves advised -as to the condition of member 
banks. I should judge that they did not keep themselves very well 
advised as to the condition of some banks, because I would regret 
to think that if they were advised as to how the money which they 
were handing out was used, they would continue to pass it out with 
such prodigality. . • 

The CHAIRMAN. Are you familiar with· the methods which they 
have adopted, or which they used in keeping themselves informed' 
as to the operations of the banks. borrowing from them ~ 

Mr. WILLIAMS. I e.,m familiar with the internal condition of some 
of the large banks to which they have made the largest loans. 

The CHAIRMAN. I wish you would answer the question. It is a 
perfectly simple one. I am asking you if you were familiar with 
the methods adopted by the Federal reserve bank of. N ew York to 
keep itself advised as to the condition and the practices of the banks 
borrowing money from it ~ 

Mr. WILLIAMS. I am advised as to some of the methods and devices 
which are employed. One, I should say, is to have access to the 
reports and examinations which are furmshed 'to those banks by the 
comptroller's office. That is one primary and fundamental method 
of being informed. Even though the comptroller's office should 
furnish to the reserve bank of New York only one detailed report of 
examination a year, that one report would give the bank a basis 
upon which to make intelligent inquiries when any excessive loans are 
asked for by that bank. 

The CHAIRMAN. Are you under the impression that intelligent 
inquiries were not made of the borrowing banks ~ , 

Mr. WILLIAMS. I should judge from the way in which credit has 
been extended to some of the banks as to whose internal workings 

. I am advised, that the reserve bank did not inform itself, or if it dld 
inform itself, if it was advised, I think that it should not have granted 
the huge credits which were passed out. 

The CHAIRMAN. You are basing that judgment entirely on the basis 
of the'loans granted, on your knowledge of the conditions of the 
banks rather than your knowledge of the method adopted by the 
bank to keep itself informed. 

Mr. WILLIAMS. Yes; I know partially the method, but I can not 
say that I know all the methods that they employ to keep themselves 
informed. I do not pretend to. -

Shall I proceed, Mr. Chairman ~. .. 
The CHAIRMAN. It just occurred to me that in making the sort 

of criticisms that you are making it might be wise to familiarize 
yourself with the methods that are adopted by the Federal reserve 
bank. 

Mr. WILLIAMS. Well, I do not think that refers to the question 
that I am discussing J.>articularly. I say that under conditions which 
I have pointed out, if the bank had been informed, I should have 
expected them to have adopted a more conservative course. ' 

The CHAIRMAN. Well, the whole question here is whether the 
Federal reserve bank of New York, or elsewhere, should be guided 
by a general policy, or by the character of the transactions of the 
bank. . , 
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Mr. WILLIAMS, Gdv. Harding says, on page 5: 
On January 6, 1921, at a personal conference in your office you showed a copy of 

your letter of December 28, 1920, addressed to me, to an officer of the Federal reserv& 
bank of New York and in referring to the particular national bank under consideration, 
you stated to him that you intended to recommend to Congress an amendment making 
possible the rediscount of paper now held to be ineligible in order to permit of even 
further extensions of credlt that might be necessary to protect innocent depositors 
and creditors of such banks as this particular one which you cited as an illustration 
of the necessity of the amendment. 

It is entirely true that I recommended to Congress and recom
mended to the Federal Reserve Board that there should be an amend
ment to the Federal reserve act willch would make it possible for th~ 
Federal reserve banks to extend credit to large banks or other banks in 
an emergency upon a class of J>afer willch is not now eligible for redis
count WIth those banks. And am still firmly of the same opinion. 

The CHAIRMAN. May I ask you there, whether the policy willch 
you suggested could be adopted by the Federal Reserve Board 
without legislation ~ 

Mr. WILLIAMS. No; it could not, without a violation of the law~ 
I am told that it has been passed around or suggested that the reserve 
banks in emergency would disregard the law and lend o~ w~atev~r 
they pleased, or whatever they thought they would be Justified ill. 
lending on, to a bank in trouble, but I tllink it very much better to b~ 
governed by the law and to lend in accordance with the provisions 
of the law. 

It has been suggested that that position is inconsistent with my 
suggestion that there should be a discrimination in loans to banks_ 
There is no inconsistency. Even if a bank has been mismanaged 
and has been allowed more money than it ought to have been given 
by the Federal Reserve Board, and should get into trouble, I should_ 
certainly be in favor of the reserve banks using every effort to prevent
disaster by lending the bank more money, if necessary, if they Call. 
do so lawfully and properly, but I think that by discrimination and 
greater watchfulness these banks can be prevented from getting into
that extended condition. And that is exactly what I have been 
urging, that they should be so managed, and that the Federal reserve
banks should pay them such attentIOn as will make it unlikely that 
they will get in that extended condition. It is well known that there
are many perfectly: solid banks that would. be unable to resist a run 
or to meet a run if they were dependent upon the rediscount of the
amount of the eligible paper they have. They have other paper 
t~at is good but n<;>t eligible, and my th0l!-ght ~s, at;td my rec.ommenda-. 
tlOn to Congress IS based upon, the utihzatlOn m an emergency of 
other securities which would enable a bank to stand a run. 

The CHAIRMAN. Who would that emergency be determined by Y 
Mr. WILLIAMS. Who would the emergency be determined by ~ 
The CHAIRMAN. Who would that emergency be determined by,. 

and what standard would be used in determining it Y 
Mr. WILLIAMS. I have made specific suggestions along those lines-. 

in my report to Congress. I tillnk that the Federal Reserve Board 
might be given the right, the authority, in im emergency to make
paper not now eligible, eligible; to accept securities willch can not 
now be accepted as a basis for loans by a reserve bank to a member 
bank. In the emergency of 1913, as Comptroller of the Currency it 
became my duty to pass upon some three or four hundred millions of 
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miscellaneous securities of all sorts which were deposited with various 
currency associations as the security for the emergency currency 
which was issued at that time. We accepted not only Government 
bonds, but other securities, municipal bonds, first-class railroad bonds, 
and many other securities which the Federal reserve banks have no 
right to lend upon as the law now stands.' 

The CHAIRMAN. Could this emergency in your view, be declared 
with respect to the affairs of the partic~ar bank, or with respect to 
the condition of the country as a whole ~ 

Mr. WILLIAMS. I think that the law should be amended. That is a 
matter of detail, but I think it should be so general that the board 
.could authorize a Federal reserve bank to taKe advantage of it. 

Gov. Harding further remarks in his letter: 
The inference in your subsequent letters and .finally your statement in' your later 

letter of March 26,1921, that the Federal reserve bank of New York should or could 
have corrected details of the management of this bank or any other bank which might 
be making excessive loans to its officers, or which might be charging excessive rates of 
interest, by refusing to extend further credit, were entirely ,inconsistent with your 
own expressed'ideas and with the ide~g and convictions of all of those most familiar 
with the scope and purposes of the Federal reserve act. 

It is not at all inconsistent. "It is entirely in accord. I would 
try to prevent reckless expansion befo;re the bank became strained, 
and if the situation should become dangerous, if it were possible to do' 
so I would try to save it by lendingit more money on propersecUljty. 

On page 6 Gov. Harding says: ' . 
Furthermore,the Comptroller of the Currency is charged ~th the responsibility 

of the examination and supervision over national banks. That resporiaibilityrests 
upon him and him alone. . 

Well, the comptroller has not the power to enforce methods and 
policies which would, in my judgment, deal successfully with serious 
situations which sometimes arise. I have made certain recommenda
tions to Congress in that connection. But the reserve bank to which 
the member bank comes for loans has the power to say : "Unless you 
.conduct your bank in a decent and lawful manner and on conserva
tive lines we will not lend you money." The comptroller has no 
1:Iuch authority as the board, and the, board could exercise that 
authority, in my judgment, in a very salutary way. 

In the third paragraph on page 6 Gov. Harding says: 
It is interesting to note in this connection that although you deny the power of the 

Comptroller of the Currency under the law to prevent such 10ansaB those under dis
cussion, nevertheless, you did take steps, subsequent to the last examination of the 
bank in question, which it has been understood were most effective in eliminating 
from the assets of that bank most of the loans that were criticised and which have 
been responsible for a rather drastic change in the policies of the bank. 

Well, that was to a certain extent by moral suasion. .The Federal 
reserve bank itself has even greater power in certain contingencies. 

Gov. Harding says, on page 7-and I am nearly through the letter 
now-in reference to my request for information in regard to the 
proportion of acceptances which had been sold by the Federal reserve 
bank of New York ,at th erequest of member banks: 

I will, however, inform you, with reference to the one question which/Oil now 
raise-that is, with reference to the proportion of acceptances transferre by the 
Federal reserve bank of New York to other Federal reserve banks forits own accom
modation-that less than one-ileventh of the transfers which you stated in one of your 
letters represented continued borrowings by the Federal reserve bank of New York 
were sold by it for its own accommodation. 



254 A~CULTURAL INQUIRY. 

The information which I had hoped to elicit was not only the 
proportion of acceptances which were sold to accommodate the New 
York bank, but also the amount of bills discounted as well. The 
bills discounted' presumably were all for the accommodation of the 
Federal reserve bank of New York. But that information appar
ently has not been furnished. 

The CHAIRMAN. I think that information was in the letter read 
by Gov. Strong. . . 

Mr. WILLIAMS. I do not understand that it is furnished separately 
as to bills discounted and acceptances. If it is, I should be pleased 
to see it in the record. 

On page 7, again Gov. Harding says: 
It appears, therefore, that contrary to your expre88ed belief the Federal Reserve 

Board has positively not let YOIlr "serious complaints touching board policies and 
reserve bank supervision and management stand e88entially unchallenged. .. Every 
recommendation which you have made to the board was formally acted upon by it 
in authorized se88ion. 

The recommendations as to liberalizing credits and reducing inter
est rates were" acted" upon eventually, it is true, but negatively, 
they were turned down. I find no essential statement which I made 
as to its accuracy, which can be challenged. . 

In the next to the last paragraph, on page 7, Gov. Harding says: 
Before concluding, the Federal Reserve Board desires to refer to a few other state

ments in your letter of March 26, 1921, which are not of very great moment, but which 
can not paas unnoticed. It is denied that any of the members of the Federal Reserve 
Board have ever stated with reference to Federal Reserve Board policies that it was 
"more important to be unanimous thandght." 

Now he makes a technical denial of that language. My statement 
was this, I did not say that a member of the board" stated" that it 
was "more important to be unanimous than right." . My statement 
was: 

I have never been able to indorse or accept the doctrine quoted seeminglY with Il. 
large de~e of approval during a debate on board policies several months ago by a cer
tain enunent member of the board that it was more important to be unanimous than 
right. 

That was my statement, and it is true. 
I think, Mr. Chairman, that that pretty well covers every sta.tement 

which it is worth while for me to notice in Gov. Harding's letter of 
April 4, 1921, and which, as I stated before, was, as I thought, pretty 
fully covered by my address at Washington about the middle of 
April, a copy of which was sent to every member of the Federal 
Reserve Board at the time. 

Mr. Chairman, I would like to introduce into the record this edito
rial force from the Manufacturers Record of May 5, 1921, if there is 
no objection. . 

The CHAIRMAN. I wish to say that I think the policy of inserting 
material into the record, statements made by persons who do not 
appear before the commission and whom the. members of the com
mission therefore have no opportunity to cross-examine with respect 
to the basis for the suggestions or the charges or the opinions which 
they express, is a very, very doubtful policy. I thinkit is of very 
doubtful propriety to insert this particular editorial. However, I 
have no objection to it, as it is directed to the United States Senate 
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and the House of Representatives, and I :presume that the members 
of those bodies will know how to deal with It. 

Mr. WILLIAMS. The editorial is as follows [reading]: 
To Members o/the United States 8s'TWte and HOOIJs 0/ Representatives: 

You have seen the chaos created in business by the drastic deflation brought about 
through the determined action of the Federal Reserve Board during the last 18 
months to 2 years. You have seen your constituents suffer IOBBes which are staggering. 
You have seen a decline in the value of output offarm, factory, and mine products ana 
of securities during the last 12 or 15 months to the extent of $25,000,000,000 or more, or 
an amount in excess of the cost of the war to this country. 

Moreover, the money expende'd in the war helped to create activity and give em
ployment to many people, but the lose of $25,000,000,000 in value of products and 
securities hltS been wiped out of exi9tence. 

You see over 500,000 railroad cars lying idle on the tracks. YOll see the whole rail
road situation in despair because of the lack of busine9B, and the reasons for this you 
mlL~t necessarily face and inv89tigate to the limit of your ability, b the inter89t of 
the Nation's busine99 life. for there are millions of Dien walking the streets in idleness 
because work can not be had, and the idle body and the empty stomach create a very 
bolshevistic feeling in a brain which is not engaged in productive work. 

Even thou/!'h the new administration may be able to change this situation and stim
ulate the busmess interests of the country by a loosening up of the drastic restrictions ' 
on credit, our future welfare demands a very careful study of the causes of the present 
troubles in order that the future may be safeguarded. 

By reason of this fact we are taking t.he'liberty of inviting your seriollsconsideration 
to some of the statements recently made by Mr. John Skelton Williams, former Comp
troller of the Currency, and member of the Federal Reserve Board, in regard to the 
operations of that board. The sta.tements made by Mr. WillialIiB prompt 1lli to' ask, Is 
there R,ny Senator or Representative who will excuse or overlook the things upon which 
Mr. Williams has turned the light in his recent address before the People's Recoll-
stnlctiO!l League? ,. 

The points made by Mr. Williams in his speech prompt us, therefore, to ask every 
Member of the Senate and House of Representatives the following questions based 
entirely upon Mr. Williams's statements and which we take for granted are' correct, 
as he states them on his official knowledge.' ' , , 

No.1. Do you defend the exaction (by a reserve bank) of interest as high as 87; per 
cent per annum from a small country bank, 85 per cent of whose loans were to farmers? 

No.2. Do you defend the exaction of about 200 per cent per annum interest which 
was charged last summer for about six months on a large loan to a mantlfacturer bya 
member bank to which the Federal reserve bank of his district was lending money at 
6 per cent per annum or leB9? 

No.3. Do you defend the plan which an "important official" of the Federal reserve 
bank of New York says was under consideration of "putting on still more pressure to 
clean up the after-war mess in a hurry and get it over," even though it involved 
"many forced failures" and "a long time in picking up the pieces?" 

No.4. Do you defend the huge loans made to certain individual banks conspicuous 
for their speculative operations and the speculative operations of their officers while 
numerous banks and other merchants and farmers were being starved or deprived of 
creilit l!'I'eatly needed? ' , 

No.6. Do you defend the absurd excuse offered by the Federal Reserve Board that 
the "average" rate was all right when favored banks were borrowing millions at 5 and 
6 per cent, while other banks were being charged in some cases all the way from 7 per 
cent to 87 per cent for funds sorely needed? " 

No.6. Do you defend the action of the board in rejecting the resolution offered by 
Mr. Williams, then comptroller and a member of the board, that in no case should a 
member bank be required to pay (to a reserve bank) in excess of 10 per cent per annum 
interest; the comptroller's resolution to limit the interest rate to 6 per cent having 
also been voted down? 

No.7. Do you approve of having the reserve banks, which are already earning over 
100 per cent per annum, add to their profits by exacting 6 per cent or 7 per cent per 
annum interest on loans aecwed by Liberty bonds, which ouly pay 3; 'Per cent and 4t 
per cent interest and which, in many cases, were subscribed to at par Wlththe definite 
assurance that they would be carnea at 4t or 4i per cent per annum interest? 

No.8. Do you defend the methods by which from five to eight brokers on the New 
York Stock Exchange artificially fixed from dar to day the rate of interest on hundreds 
of millions of dollars of call loans, thereby entIcing to New York for speculative uses 
funds solely needed by businesa men and faJ;lIlers in other sections of the country? 



256 AGRICULTURAL INQUIRY. 

No;'9. Do you think the Federal Reserve Board justified inboastin~ of a high ratio 
of "reserve" indicating, under existing conditions, a useless impounding of the funds 
of the system, when business men and farmers are suffering and complaining as they 
still are going, of the lack of funds for essential needs, the unused lending power of 
the reserve banks at this time being $1,500,000,000? 

No. 10. Do you defend the board's apathy and inertia, its refusal, during the past 
six months, in the face of repeated and emphatic warnings to revise its deflation 
policy! so as to ease a shrinkage which, in the absence of measures of relief which it 
could nave aided in :providing, has become a disastrous collapse? 

No. 11. Do youthmk the management of the eminently respectable gentlemen 
sitting, or "setting," on the Federal Reserve Board during the past six months prior 
to March-two college professors, two bankers, one lawyer, and a Poughkeepsie news
paper man, who, in addition to the Comptroller of the Currency (who differed with 
them radically) constituted its membership and controlled our financiallevera-has 
been pa~ticularly succe3Bfui in this period? 

No. ,12. Or do you think that more liberal policies, advocated by leading thinkers 
and successful men of all classes in our own and other countries, including among 
the latter former Chancellor of the Exchequer McKenna, now head of one of the 
world's largest banks; Lord Leverhnlme, one of Britain's greatest manufacturers and 
business men; and the statesmanlike governor of the Bank of France, would, if they 
had been pnrsued by the board, have been more successful and might have saved 

, us billions of dollars of losses and untold Buffering? 
No. 13. Do you believe that a system, however wise in many respects it may be, 

shouldgive to any seven men the most autocratic f.0wer ever given to an equal number 
of men in the world's history, over the financia , and thus over the entire business 
operations of a great country, such as the United States? 

No. 14. Do you not believe that, regardless of what has happened and the change 
that may take place under what will probably be a much wiser administration of the 
Federal Reserve Board than that of the last few years, there should be Bome change 
which would enlarge the membership of the board by an adequate representation of 
the industrial, commercial, and agricultural interests of the country? 

No. 15. Do you not believe that an organization having such limitless power 'over 
the welfare of the Nation, despite all the protests that may be made to the contrary, 
should hold its meetings open to the public so that the people of the entire conntry 
might know the reasons advanced for any action taken, and the vote of the members 
thereon? If, for instance, it had been known to the public that the Comptroller of 
the Currency was constantly, vigorously protesting a"o-ainst the methods of deflation, 
it is not conceivable that the Federal Reserve Board would ever have been allowed 
to carry out the plans which have brought such poverty to millions of people. 

No. 16. Do you believe that any financial organization, controlled by the Govern
ment or by private financial interests, should have the right to turn on or turn off 
the supply of credit at its will, and deflate or inflate the products of the country 
with an autocratic power such as never before existed in the world? 

These are questions which the country at large is askin~. It will demand a reply. 
Never again will this Nation permit its entire business mterests to be sacrificed in 
the way they have been sacrificed, by the power held by a limited number of men 
who at their will can deflate or inflate, can build up or destroy. .That is a power 
too great to be committed to any seven men on earth. . 

The Federal reserve system has vast potentialities for good. It is a wonderfully 
constructed machine. But it is a machine the operations of which, and the reasons 
therefor, the public has a right to understand, and to know of any movement made, 
and the reason therefor. 

Mr. Ch~irma~, in co~tra~t w,ith the policy which has been observed 
at,some times m certam distrIcts 'by Federal reserve banks, and es
pecially in contrast with a suggestion which was made, as quoted in 
one of the newspflpers some weeks ago, purporting to have come from 
"an important officer" of the Federal reserve bank of New York that 
a plan was considered of "putting on more pressure" and thus clean
ing up the after-war mess in a hurry, I should like to read the follow
ing newspaper interview which it appears was given out at Victoria, 
British Columbia, by one of our ablest and most respected bankers 
upon his recent return from travels in the East [reading]: 
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The A!!80ciated Press quoted Mr. A. Barton Hepburn, the senior and ranking officer 
of one of the lar!!est national banks in N ew York, as sayin!! upon his arrival at Victoria: 

"Japan is backing up the banks in lending funds at a low rate of interest to strug
gling firms that would otherwise go under to the detriment of commercial life. " 

I think that is an exceedingly interesting view coming from one of 
our leading and most esteemed bankers, a former Comptroller of the 
Currency. 

The CHAIRMAN. Do you happen to know, Mr. Williams, how the 
bank officials rate in Japan compared with the commercial rate during 
the recent crisis in Japan-whether it was higher or lower than the 
commercial rate ~ , ' 

Mr. WILLIAMS. I do not recall offhand what the bank rate in Japan 
was duri..ng the year 1920. That information could be gotten, though, 
for your committee. 

The CHAIRMAN. Well, as a matter of fact was not the bank official 
rate higher than the commercial rate during that period 1 

Mr. WILLIAMS. I do not know. I have no figures in my mind at 
the moment, Mr. Chairman. I know that the rate in Japan was not 
up to 45 per cent, though. 

The CHAiRMAN. Well the average rate in the United States was not 
up to 45 per cent either. . 

Mr. WILLIAMS. No; fortunately. 
The CHAIRMAN. As a matter of information I would like to direct 

your attention to the fact that in October, 1919, the Japanese dis
count rate was raised from 6.5 to 7.3, and on November 5, 1919, it 
was raised from 7.3 to 8.03, which rate continued during the entire 
year 1920, and was in effect in June, 1921. 

Mr. WiLLIAMS. There was no progressive rate in Japan, though, 
was there¥ , 

The CHAIRMAN. Not that I know of. 
Mr. STRONG. There was, Mr. Chairman. 
Mr. WILLIAMS. Mr. Chairman, I have just read an extract from a 

statement attributed to a veteran banker of this country. With your 
permission, I should like to read an extract from a letter which I re
ceived a few weeks ago from a leading economist, and very successful 
business man and financier in England. ' 

The CHAIRMAN. Who is the author of the letted 
Mr. WILLlA1tIs.Mr. Arthur Kitson. 
The CHAIRMAN. What is the date of the letted 

• Mr. WILLIAMS. June 23,1921. He is the president of the British 
1 ~ankjng Reform League. At the request of a gentleman I sent him 
a copy of my address before the People's Reconstruction League in 
Washington In acknowledging it he says: 

1 agree with all that you have written. We have been experiencing the same trou
bles in this country that you have had in the United States, and from identically 
the same cause. Our treasury officials, under the influence of the big money lenders, 
undertook to deflate our currency, although Heaven knows that currency was scarce 
enough during the ·war, but there was advantage for those gentlemen whose interest 
it is to keep a constant market for their own credit. 

I will read a further extract from his letter. Continuing, he said: 
The public stopped buying, business collapsed; firms closed their doors, and we 

have at the present time the greatest roll of unemployed that we have ever had since' 
the ."hungry forties." 

58589---21-PT 13--17 
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Further, he says: 
On the other hand, Germany is the one country where prosperity abounds, and 

under her cheap currency system trade is booming, and she is able to undersell all 
other countries. It is a strange thing that the intelligent people of the world can 
not grasp this subject and see it as it is. 

I should like, with your permission, to read extracts from an 
address made by the former chancellor of the exchequer, Hon. Regi
nald McKenna, of England, now president or chairman of probably 
the world's largest bank, the London Joint City & Midland Bank. 
These extracts from Mr. McKenna's statement are contained in an 
English newspaper, the Clarion, published under date of February 4, 
1921. 

The CHAIRMAN. Have you any means of knowing whether this is 
an authentic statement of what the gentleman's views are or not ~ 

Mr. WILLIAMS. Well, it was sent to me by a very responsible man 
abroad. I have no doubt it is authentic. 

The CHAIRMAN. Does it purport to be a verbatim copy of the 
speech ~ 

Mr. WILLIAMS. Yes; I understand it purports to give, as far as it 
is qUQted, verbatim statements from the former chancellor of the 
exchequer [reading]: 

Let us look at the policy of monetary deflation to be obtained by a high bank rate 
and a restriction of credit. Let us suppose that it were practicable by this process to 
bring prices permanently down to the prewar level. What sort of charge would our 
national debt then mean to us? It ranks to-day at .£9,700,000,000, mostly borrowed 
when money was worth very much less than before the war. With prices back to 
their former level, the true burden of the debt would be more than doubled, or, in 
other words, the creditor would receive a huge premium at the expense of the 
debtor. 

I will not quote the whole article, but give you a few extracts. 
He says further: 

I think I have said enough to show that an attempt at monetary deflation of this 
kind can only end in the strangulation of business and widespread unemployment. 

The editor of the Clarion, commenting on this statement, says: 
Thus, in Mr. McKenna's opinion, the Government policy now being carried out 

by the banks, the policy of reducing the supply of money for industry, will inevit-
ably result in- . 

1. The robbery of the majority of the people for the benefit of a few rich. 
2. An unbearable rate of taxation. 
3. Widespread unemployment. 

Continuing, he says: 
Mr. McKenna on this question is in entire agreement with us. He says: 
"Monetary inflation, unlike speculative inflation, is not a temporary condition 

capable of remedy by raising the bank rate and restricting credits. Prices in this 
case are forced up over a protracted period of time, wages and contracts of all kinds 
are adjusted to new price levels, and fresh capital is embarked in business on this 
basis. In circumstances such as these the first effect of an attempt to force down 
prices by monetary deflation must be to cause severe trade depression. * * * 
The consequences of a continuous fall in prices entailed by dear money and restric
tion of credit, and accentuated by heavy taxation, must be complete stagnatioI), of 
business. " . . 

I should like permission to read two or three extracts from articles 
written by the president of the British Banking Reform League, 
whom I have heretofore quoted. These addresses or articles were 
p'repared by him in the closing days of the war. They are very 
Illuminating. 
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The CHAIR'IAN. Who are these speeches by~ 
Mr. WILUAMS. By Mr. Arthur Kitson, president of the British 

Banking Reform League. 
On page 36 of Money Problems, published by Mr. Kitson in 1920, 

being addresses made oy him some months previously, he says [read~ 
ing]: - . 

MONEY CONTRACTION AND 'SOCIAL MISERY. 

The contraction which followed the Napoleonic wars when our statesmen destroyed 
the "cheap" money which had enabled Great Britain to carry on her industries 
during the long war period from 1797 to 1815, 'and substituted the costly and inade
quate gold basis, brought about the great fall of prices and that era of business depres
sion which gave rise to the corn law a~tation resulting in the Chartist riots and the 
rise of the free trade movement. Neither free traders nor tariff reformers seem to 
have understood that that period of social misery was directly attributable to the 
Government's contraction of the money supplies. As previously stated these dis
asters ended as soon as the supply of money was increased sufficiently to meet the 
needs of commerce. 

We find precisely the same results in the history of the United States: Their Civil 
War was successfully waged and their industries prospered by means of an abundant 
supply of paper money. But no sooner was peace declared and the contractionists 
had succeeded in reducing the currency supply than trade began to decline and an 
era of falling prices, business depression, unemployment, and social distreBB set in, 
For the past three years we have been experiencing merely a repetition of former 
results under currency expansion. Every nation is forced to rely upon its credit 
during great national crises. No nation has ever been able to wage a great or pro
longed war or to weather a great political crisis on a precious-metal basis. Our trade 
and industries for the past three and one-half years have been and are being carried 
on successfully at the same time that we are waging the greatest war in the world's 
history. . . 

This was written in 1918 [continuing reading]: ' 
Nothing but an abundant supply of currency in the shape of legal-tender notes and 

bank credit could have enabled us to undertake such unprecedented burdens. For 
the first time in our industrial history unemployment has practically disappeared, 
whilst labor was never so well remunerated., Any attempt to destroy this paper 
currency after peace is declared will constitute an attack on the national welfare, and 
if accomplished will result in a repetition of the econOinic disasters which have always 
accompanied periods of currency contraction. 

As further proof of the fact that the chief barrier to increased output of wealth is an 
insufficiency of currency, the address of Sir Edward Holden on the" Depreciation of 
securities in relation to gold," delivered in December, 1907, to the I,iverpool Bankers' 
ABBociation and previously referred to in former articles, may be cited. 'In that 
illuminating addreBB Sir Edward showed conclusively that the maximum amount of 
trade which is possible depended upon the volume of bank loans allowed, and that the 
extent to which loans could be granted depended not upon the demands of trade, nor 
upon the amount of securities offered, but upon the amount of legal-tender. reserves 
controlled by the banks, 

I insert those views of very eminent English authorities, not as, 
indorsing them necessarily in full but as offering material for serious 
thought. 

The CHAIRMAN. Well, you are not suggesting in reading that state~ 
ment, I suppose, that it was possible to maintain the industry of this 
country on the basis of the loans and discounts and the expansion of 
credit of 1919 ~ _ ' 

Mr. WILLIAMS. Mr. Chairman, I am glad you made that suggestion. 
It has been my belief and conviction that there has not been in this 
country the degree of currency inflation which some people have 
tried to make us believe existed. I dealt with that subject in my 
annual report for 1920; and I would like especially to introduce into 
this record my statement on that subj~ct. I think that there has 
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. been no inflation of our currency. There has been an expansion of 
our currency, but not an inflation. . 

The CHAIRl\IAN. I 'was not talking about inflation of currency; 
I was talking about inflation of credit, which is a very different thing . 
. ' Mr. WILLIAMS. And I have not been in sympathy with the severe 
measures which have been d,irected toward not only the deflation 

• of credit but the deflation of currency. The memorandum which 
I read into therecord this ,morning, I believe, shows that there has 
been a deflation of credits of over a thousand million dollars in the 
past 12 months, as expressed by the loans and rediscounts with 
the reserve banks. . 

Now I want to call attention to the fact that the Liberty bonds 
and the other war securities, the Victory notes and certificates of 
indebtedness which the banks of the country have been lending 
on, or have been holding for investment, have amounted in the past 
year or two to substantially as much as the total loans and redis
counts of all the 12 Feder81 reserve banks; in other words, that 
the great expansion of credit or of currency which is spoken of 
sometimes has not existed to the extent that it is believed by some 
people; that while we have issued and paid for and taken care of 
twenty-four or twenty-five billions of Government obligations, the 
banks of the country have only had to come to the Federal reserve 
banks to relieve them only to the extent of about 10 per cent of the 
amount of Government securities the people have paid for without 
asking additional relief on account of tne huge expanison of business 
and the rise in prices: 

The CHAlRIIUN. Well, is that strictly true ~ If banks had only 
to' go to the Federal reserve banks to relieve them of 10 per cent, 
that goes over a long period of time. You would have to consider 
the various periods in which these quotations were made. 

lIfr. WILLIAMS. I mean the maximum amount of loans and redis
counts by the Federal reserve bank, I believe, was around $3,000,-
000,000. Now, the amount of war obligations which we have had 
out have ran~ed from twenty-two to twenty-seven or twenty-eight 
billion dollars In the last two or three years. I think that the amount 
of war obligations which we have out at this time amount to somewhere 
from twenty-three to twenty-four billion dollars. And the rediscounts 
in the 12 Federal reserve banks amount to only at the present time, 
if I remember the :ttures correctly, less than $2,000,000,000. ' 

The CHAIRMAN. vv ell, I want to get this clearly in my mind. All 
of these bonds, or practically all of them, pass through banks, either 
the national bankS or the State banks, and as they pass through 
they establish the credits of those banks, which woUld make the 
baSIS of further transactions, either for war purposes or for other 
purposes, isn't that true W . 

Mr. WILLIAMS. No; I was including in my statement all the 
Liberty bonds and Victory notes which were in all national banks, 
whether they were held as collateral or whether they were owned. 
It includes the whole business. So that we may say that nine
tenths of the war securities, of which there are twenty-four billion, 
are not in those banks in any way, either for investment or as se-
curity for loans. ' , 

The CHAIRMAN. Well, as they went through the banks they did 
stand as a basis for credit, did they not ¥ 
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Mr. WILLIAMS. No; how1 
The CHAmMAN'. Well, the banks took the notes-
Mr. WlLL1A.Ms. Yes; but I say to a certain extentr---
The CnAmMAN (continuing). Sold them to people and established 

the credit on the basis of it, which was used for the production and 
manufacture of war material. 

Mr. WILLIAMS. Only a small proportion of them are held by the 
banks. If the holders of the Liberty bonds and Victory notes are 
borrowing on them anywhere to any heavy extent it must be outside 
of the banks. 

The CRAmMAN. Your figure of .$3,000,000,000 represented the 
amount rediscounted with the Federal reserve bank, not the amount 
which was held by the member banks, or upon which the member 
banks are loaning ¥ 

Mt. WILLIAMS. I should like to read a brief paragraph here which 
will, I think, specifically answer your question. This is in my 
annual report. . 

On page 15. of the Comptroller's Report, for 1920, there is a state
ment under the headin~ of "National bank condition November 
15, 1920, compared witn March 4, 1919, following the armistice" 
that begins as follows [reading]; 

An analysis of the reports of condition of all national banks as of November 15, 
1920, as compared with their condition on March 4, 1919, four months after the armi
stice, suggests that there has been far less inflation of credit and loans, at least as far 
as the national banks are concerned, than is popularly sUfl;losed, and some of the 
criticisms which have been made as to the alleged financia mfiation, so far as they 
are concerned, is hardly justified. The generally conservative instincts and prudent 
management of most of our bankers have been a healthy and restraining influence 
to the orgy of extravagance and specualtion which J'aged during .the 18 months' 
period succeeding the armistice.. . . 

The loans and discounts of all national banks on March 4, 1919, plUs the United 
States Government securities owned (but exclusive of United States' bonds held 
to secure circulation), which may be regarded in the light of loans to the Government, 
amounted to$12,694,050~000. as compared with $13,749,926,000 on November 15,1920. 
This was an increase in loans and discounts and United States Gm,ernment securities 
held during the past 20 months of only $1,055,876,000, or less than 9 per cent. 

I wish you would note, please, this paragraph: 
It should be taken into consideration that during this period of 20 months the Gov

ernment s~ld and collected $4,500,000,000 of Victory notes, the majority of Which 
were sold and collected for through our national banks. . 

Another study which is of interest in this connection is the analysis of the money 
borrowed by the national banks through bills payanle and rediscounts on March 4, 
1919, as compared with November 15, 1920. It may also be allowable to consider 
in this connection the amount of money borrowed by the national banks fcr these 
same periods in the shape of United States Government deposits, which are in effect 
demand loans from the Government secured by collateral. 

On March 4, 1919, bills payable and rediscounts of all national banks aggregated 
$1,451,223,000, while Government deposits on the same date amounted to $591,318,000, 
making a total of borrowed money, plus Government deposits (secured by collateral), 
of $2,002,541,000. On November 15, 1920, the total amount of bills payable and 
rediscoilnts was reported at $2,390,633,000 and United States Government deposits at 
$147,239,000, making a total of loans and discounts, plus money from the Government 
as deposits, of $2,537,872,000, representing a total increase in bills payable and redis
counts and United States Government deposits during this 20 months' period of 
$495,331,000. 

It was during these 20 monthe, as stated above, that the $4,500,000,000 of Victory 
notes were subscribe1 ana paid for, ana the national 1.>anks were ~ece.'lB9:~ly called 
upon to carry hundreds of millions of those bonds for thell customers In addition to the 
Victory bonds which they subscribed to for their own account. 
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The strong poaition of the national banks is further apparent when we consioer that 
the amount of United States Government bonds which they hold (exclusive of those 
held to secure circulation), plus the loan~ mane bv these banks, on the securitv of 
Government bonds, is practically as much as the aggregate of their bills payable and 
rediscounts, including money borrowed from the Federal reserve banks and from all 
other banks. 

That shows that the total amount of bills payable and rediscounts 
of the banks is covered by the Government bonds owned, ~lus the 
loans which they have made on those Government bonds. So I say 
that there is no inflation there. [Continuing reading:] 

We therefore fin:! that if the national banks should sell their United States Govern
ment bonds to inveators and collect the money which they are now advancing on 
United State3 Government bonds they could, as a whole, without drawing upon their 
reserves, pay back every dollar. they owe to the Feder~l reserve banks, whose earnings 
would as a re3ult of such collectlons be reduced apprmamately $150,000,000 per annum 
unless they should find other means for employing their funds. I 

The CHAIRMAN. If you thought there was no inflation of credit, 
why did you approve the action of the Federal Reserve Board in 
applyin,$,. the higher discount rates late in 1919 and early in 19201 

Mr. vv lLLIAMS. I did not approve of it. I thought they went too 
fast. 

The CHAIRMAN. Well, you say in your letters that you were in 
favor of that policy. 

M~. WILLIAMS. No, I beg your pardon. If you will look at my 
letters you will find that that is not my language. . 

The CHAIRMAN. No, it is not your language, but it is the substance 
of wha!you said. . 

Mr. WILLIAMS. No, there is a good deal of difference, Congressman. 
I was in favor of restraining the wild orgy of speculation which was 
in .force and of holding down matters to a reasonable basis. I was 
never in favor of a 7 per cent rate, or any higher general rate. 

The CHAIRMAN. Well, the record shows. 
Mr. WILLIAMS. But I was in favor of restraininO' such things as 

were conspicuous in many parts of the country in the latter part of 
1919 and the early part of 1920, and there was need for restraining 
influence, and that influence should have been exercised as condi
tions changed, and there should have been a revision of policies. 
When the automobile was going up hill at top speed I was in favor 
of holding it down and slowing It up so it might not go over the top 
and come to a crash on the otlier side. The upward movement of the 
automobile was stopped, but it crashed down on the same side on 
which it was proceedin~. It came right back and was smashed up 
on the near side of the nill. I was opposed to that. I thouO'ht and 
still think it could hav~ been regulated and controlled an~ could 
have been brouO'ht in an orderly way to safety. 

Now, I should like to continue reading from the report of the 
comptroller for 1920. The next paragraph is: 

An analysis of the report.s of the national banks in each of the 12 Federal reserve 
districts tells us that in DE'arly every district a large reduction took place in the hold
ings of Government securities between March 4,1919, and November 15, 1920, despite 
the flotation of the $4,500,000,000 of new Vict.ory notes in this period; and the money 
released by the sale of Government securities held by the national banks was generally 
used to increase the sum total of their loans and discounts. 

I should also like to read into the record from page 21 of my annual 
report the following [reading]: 
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No real inflation in our currency. Proportion of money in circulation to total 
bank resources smaller now than before the European war. . 

A study of the above figures shows that between July 1, 1914, and July 1, 1920, 
there has been an actual reduction in the amount of gold in circulation, outside of 
the Treasury and reserve banks, of $954,230,000 (due to the issue of Federal reserve 
notes in lieu of gold), while there has been an increase, or rather a new issue, of Federal 
reserve note circulation of $3,121,241,000, following the inauguration of the new reserve 
system. . 

The net increase since July 1, 1914, in money of all kinds in actual circulation, 
outside of money in the Treasury and Federal reserve banks, is shown to be only 
$1,962,000,000 and is accounted for by the issue of Federal reserve notes which are 
themselves backed by close to 50 per cent in gold, accumulated by the reserve banks as 
they issued their notes, and this gold is now held by reserve banks and reserve 
agents and is exclusive of -the reserve which the reserve banks are required by law 
to hold against deposits. 

The money in circulation in the United States at the close of the Government's 
fiscal year represents a distinctly conservative amount, when we compare it with the 
total resources of the banks of the country. The advance in prices and the increase 
in the resources of our banks can not be properly ascribed to inflation in our currency. 
On July 1, 1914, the proportion of the money in circulation to the total resources of 
all banks, both national and State, was 13 per cent. On July 1, 1920, the money in 
circulation outside of the Treasury and reserve banks was only 10 per cent of the 
total resources -of national and State banks. The percenta~e of money in circulation 
to total resources of all banks was, therefore, 30 per cent hlgher in 1914 than the per-
centage shown at the end of the last fiscal year. . 

The proportion of money in circulation. to total deposits of all banks (national and 
State, including trust companies, savings banks, etc.) in July, 1914, was 16.4 per cent. 
In July, 1920, the proportion was slightly less than 13 per cent. 

In the six years which have elapsed since January 1, 1915, following the outbreak 
of the European war, our total imports of ~old have exceeded our exports, according 
to the official figures (December, 1920, estimated) by $967,618,197. 

The gold produced by the mines of this country for the same period (1920, estimated) 
has amounted to approximately $500,000,000. . 

If we assume that one-half of this gold has been used in the arts and industries, 
the increase in gold imports and gold from our own mines available for coinage will 
have increased our available stock of gold money during this period by not far from 
$1,250,000,000. 

During the six years since January 1, 1915, there has been a large excess of export 
of silver over silver imports, but this is largely offset Ilond compensated for by the pro
duction of our silver mines during the period. 

In conclusion, it appears that since about the time of the outbreak of the European 
War in 1914, the net increase in the stock of gold in the United States, coined or avail
able for c'linage, has amounted to about $1,250,000,000, which is equal to about two
thirds of the net increase which ha9 taken place in this period in the money in circu
lation, including gold, silver, and paper money, the increse in which from July 1, 1914, 
to July I, 1920, on the foregoing basis, wa& about $1,962,000,000. 

Representative SUMNERS. Well, Mr. Williams, without reference to 
your recer I there or anything you have written; I am concerned to 
knC?w whe:~er or not i~ ",:ould be possi~le or safe ~o in~ugurate a 
polIcy, natIOnal and distnct, under which valuesm thIS country 
might be pulled up, at least in the direction and the position which 
they held at the tIme when the national debt was created and when 
the people whC? are now burdened with debt contracted this debt. 
Is there anythmg that could be safely done by· Congress, by any 
administratIve branch of the Government, which would tend in that 
direction ~ 

Mr. WILLIAMS. I think that 'there has been a very~distinct improve
ment made in the last few weeks as the result of changes in Federal 
Reserve ~oard polic~es, in the .liberaliz~g of rates, an~ the gt:eater 
freedom In the grantmg of credits. I think that relaxatIOn there has 
been already productive of good-results; and if there is a proper 
policy pursued in that respect I think that things will grow still bett~r. 
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Representative SUMNERS. You would not suggest anything in addi
tion to the continuation of the policy which you referred to as having 
recently been ado})ted by the Federal Reserve Board ~ ; 

Mr. WILLIAMS. I think there are some amendments to the lll.w 
which would help the situation. I think, for example, that in view 
of the fact that it takes the farmer about nine months to plant and 
harvest his cro}) in some parts of the country, get the harvest in, that 
it would be well for us to extend the time hmit on agricultural paper 
from six months to nine months. I think it would also be helpful if 
we could provide a means by which the farmer may obtain money 
more readily on warehouse receipts for the crops which he himself raises. 
I would not make it too easy for profiteers or dealers to obtain money 
on stored goods which they are holding for speculation, but I would 
g.ive the farmer the opportunity of borrowing money on his obliga
tIOns secured by warehouse receIpts for wheat or corn or cotton under 
proper restrictions. 

Representative SUMNERS. Do you think that that credit could 
properly be extended through the machinery of the Federal reserve 
bank as it is now organized ~ 

Mr. WILLIAMS. As it is now administered ~ 
Representative SUMNERS. No; I did not say as it is now adminis

tered; as it is now organized ~ 
Mr. WILLIAMS. I think it could be done with possibly certain revi

sions in the law. It could be done by the Federal reserve system. 
Representative SUMNERS. It would not be necessary, in your 

judgment, to create a new agency ~ 
Mr. WILLIAMS. No; it could be done by the Federal reserve sys

tem under a proper administration. I think that those two measures 
would be profoundly valuable to the farmer. Give him nine months 
on his farm paper-there may be some regulations and restrictions 
there-and also make the farmer's paper eligible when secured on 
warehouse receipts for his products. 

Representative SUMNERS. Recently the governors of the five banks 
of the southern territory had a meetmg here. I noticed a statement 
given out by the Atlanta bank which indicates that that bank pro
poses to go the limit in giving aid to the cotton market. I notIced 
also a statement issued by the governor of the Richmond bank in 
which he indicates, as I understand the statement, that paper secured 
by cotton in the possession of the person who has bought it-

Mr. WILLIAMS. Who has bought it ~ 
Representative SUMNERS. Who has bought it. 
Mr. WILLIAMS. Not who has raised it i 
Representative SUMNERS. In the possession of the person who has 

bou~ht it, would not be subject to rediscount in the Federal reserve 
banK system. I have not been able to find where that limitation is 
imposed by the law. If that limitation is imposed by the law, it would 
seem to me that it would have to be changed. , 

Mr. WILLIAMS. That could be liberalized. I am not familiar 
with that particular situation. You have members of the Federal 
Reserve Board here, I suppose, who could answer that particular 
question. 

I also think, Mr. Chairman and gentlemen, that it would be highly 
desirable to have a law which would prevent a member bank from 
chargin~ it~ ?usto~ers ~ore than so much in excess of the interest 
rate WhICh It IS paymg to Its Federal reserve bank. 
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Now, the suggestion may be made that jf we have that restriction 
some of these member banks and big institutions that are having a 
fine old time with 25 and 50 per cent interest will got out of the 
system. My answer to that is: Let them get out. I think the sys
tem will be better off without banks that resort to policies and 
principles and methods of that sort than to have them in the system, 
but I don't think they would get out. I think the effect would be 
that they would reform. I think that there are very few large 
institutions which have felt the benefits of the Federal reserve system 
that will want to retire from it, especially in the larger cities. And 
I think that a regulation of that sort would be of tremendous benefit 
to the borrowing classes and to our merchants and farmers and every
body else. I have made that recommendation in my last report to 
Congress, and I wish to take the liberty of emphasizmg it here. 

Take a bank, we willl sar. in Philadelphia, a member .bank, and 
that bank applies to the Philadelphia bank for a rediscount. T will 
take Philadelphia because I am pleased to say that I think the banks 
in Philadelphia are among the best managed in the country, and 
there are fewer abuses there than in many other places; the banks in 
Philadelphia as a rule are run on a business basis. Suppose a bank 
in Philaaelphia wants to borrow $1,000,000 and goes to its reserve 
bank. We will say the legal rate of. interest in Pennsylvania is 6 
'Per cent. The reserve bank says, "Are you observing the' interest 
rates of your State; have you made any loans over the rates per
mitted by law 1" They say, "We have not." The reserve bank will 
say, if the ap{llication is all right in other respects,"Here is your 
money. But It must be understood that you will not violate the 
usury laws as long as you are borrowing money from us." Tho 
bank says, "We accept those terms." They take the million dollars 
and loan it out within the laws of the State oj f Pennsylvania. But 
suppose the bank says, "Yes; we are loaning :r.qoney at 2 per cent a 
month." Now, two courses are open in a case of that sort: The 
reserve bank may either say to the member bank, "You must agree 
that you will not loan any more money in excess of 6 per cent as 
long as we are loaning money to you," or they may go further and 
say, "You must return to the borrower any interest which you have 
collected unlawfully within the past year or within the. past six 
months and adhere to a maximum rate of 6 per cent hereafter." 

It may be the banks are running along smoothly, and they may 
think they have no occasion to borrow, and the going is good, and 
that they can continue to collect Ii or 2j>er cent a month from needy 
borrowers. ~ don't think they will do this, however, if they antici
pate or expect that the time will come soon when they must borrow 
again from the Federal reserve bank and must then disgorge the 
amount unlawfully collected. They are likely to let the customer 
have money at 6 per cent, the legal rate. How does that impress 
you~ 

Representative TEN EYCK. It certainly looks as if we might con
sider it. 

Mr. WILLliMS. Those are suggestions I wanted to take the liberty 
of making to your commission, Mr. Chairman. 

Representative TEN EYCK. Right along that line, do you think it 
is feasible to discriminate between live-stock and farm paper and 
agricultural paper, by giving farm paper a swifter velocity, and by 
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giving farm paper a longer time, to meet their turnover, we will say 
nine months or a year, in order that--

Mr. WILLIAMS (interposing). I should say that agricultural paper 
should probably be defined as paper issued or made by the farmer 
for the product'ion and harvesting of his crops. 

Representative TEN EYCK. No; I am calling that paper farm paper 
made by the farmer for the production and harvesting of his crops; 
paper borrowed on by the farmer. And agricultural paper would be 
paper borrowed on by the commission man and dealer, who does not 
need nine months'_paper. 

Mr. WILLIAMS. No; I am glad you see that point. My suggestion 
would be that the man who buys the harvested crop should not have 
the nine months' time or six months' time. 

Representative TEN EYCK. But the farmer should have nine 
months to a year for his turnover ~ 

Mr. WILLIAMS. Yes, sir. . 
Representative TEN EYCK. As I understand, the ·reason for gO-day 

paper, and perhaps 120-day paper,as now given to the merchant, it 
IS the average time of his turnover, and has been found to be the 
average time that he makes turnovers 1 

Mr. WILLIAMS. Yes, sir. 
Representative TEN EYCK. While with the farnIer it requires nine 

months' or a year's time to make his turnover ~ 
Mr. WILLIAMS. Yes, sir; and the cattle raisers ought to have more 

than six months, too. . 
Representative TEN EYCK. Yes; the cattle raiser is a producer, too. 
Mr. WILLIAMS. Yes, sir, 
Repr~sentative ~N EYCK. He, is a producer, the same as the 

farmer IS. 
Mr. WILLIAMS. Y s, sir. I think that legislation along those lines 

would be most help. I to the country. 
Mr. Chairman, it lis getting late, and I thank you very mu!::h for 

the time that you have given me. I feel unwillinO' to detain you 
much longer now, but I want to say a few words ~urther before I 
close, and I would also like to add that I hope I may have your 
permission to al?pear before your Committee again if any testimony 
which may be gIven after I close should seem to make that desirable. 

Allow me to say in conclusion that I recognize frankly that it is 
difficult, if not impossible, to prove mathematically that the policies 
of the Federal Reserve Board have caused the troubles in our com
merce, industry, and finance which we see around us. It is more 
difficult to prove that than it would be to demonstrate that taking 2 
from 4 would leave 2. Of course, coincidence does not mean always 
cause and effect. I can only give my judgment and my convictions 
on the evidence which I have before me' and my conclusions are 
based on my study of the situation from ail angles, and with what I 
believe to have been exceptional opportunities for intimate Imowl:
edge of the situation, and from my own business experience of more 
than 30 years. . 

It is my deliberate judgment, so based, that the unyielding p~licies, 
. the unsympathetic methods adopted and continued by the Federal 
Reserve Board after the importance of revising those policies to meet 
changed conditions had become manifest, are responsible, in great 
measure at least, for the strain, suffering, and disaster accompanying 
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our recovery from the delirium, demoralization, and disorganization 
which always have followed great wars. 

We have to recognize human psychology, or impulse, or tendency, 
or whatever we may choose to call it, as a practical and real thing in 
life, to be considered and counted on by business men. It has 
usually: been the cause of our panics, . and a panic certainly is a real 
thing, however fanciful or fantastic its provocations. 

I say the board failed to study the psychology, or whatever we may 
call it, and the changes and differences developing with time and 
events and with differing condit~ons at different times and seasons and 
in the various parts of the country, and to adjust their rulings and 
actions accordingly. In other words, i~ failed in sympathy, in my 
judgment, and it failed in understanding and responsiveness to the 
varying situations which are necessary for good. banking, and espe
cially necessary in banking on the gigantic scale and with the tre
mendous responsibilities of the Federal Reserve system. 

The essence of my criticism is that the board undertook to apply 
the same rules and regulations and policies-if, in fact, they were not· 
more liberal sometimes-where money was desired for speculation or 
usury and where it was absolutely and urgently needed for the accom
modation of necessary commerce and the sustenance of essential 
industries and useful investments. . 

I do not say, or charge, that any member of the board is subject to 
prosecution or punishment. I do say, and the plain f~cts plainly 
show, that exactly what the Federal reserve system was mtended to 
prevent has happened. We have to judge of performance 'b~ results. 
Briefly and bluntly, we have come through, and are going'through, a 
period of exceptional trial and stress, and needed in the Federal 
Reserve Board men of exceptional ability and qualities. The board 
simply failed, in my opinion, to measure up to its responsibilities. 

That is the gist of my contention at the present moment. I am not 
claiming here to be better or stronger than the other members of the 
board. I see from their last letter to me that I failed to present my 
suggestions so that t:tJ.ey could be comprehended by them or to sUllPort 
them with arguments appealing to the intelligence of my aSSOCIates. 
I am not assuming to De an expert in political economy, or even in 
finance. All my reasoning was and is based on study and ordinary 
practical experience in banking and in business, and upon observation 
of facts as they come before me. . ' 

I am not trling to injure or punish anybody, to give offense or to 
hurt anybody s feelings. I am out of office and nope to stay out; 
never have been in politics, and never expect to be.. I am trying to 
give to the public and the country and y:ou gentlemen in Congress 
some of the results of my experiences, thought, and observatIOns, 
thereby doing woat I believe to be my: duty as, a very loyal citizen of 
the country and earnest well-wisher of my fellow citIzens. 

We can not undo what has been done, nor do now what has been 
left undone that should have been done. I hope and think we will 
not, in a long while, have another such strain and trial as that thrQugh 
which we are and have been pa;;sing. I hOlle, however, that I may 
help to bring about some changes in the adnunistration of the reserve 
system and some amendments to the Federal reserve act which will 
tend to make impossible a repetition of at least some of the errors 
I think have been made. Because no human device or construction 
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can be made proof against inadequacy or negligence, I venture the 
hope that what I tell, as plainly as I can, of what has happened, and 
how it has happened, may have some influence in inducmg Senators 
to scrutinize very closely the qualifications and qualities of those 
whose names come before them for membership on this vitally and 
tremendously important b.ody, which is unquestionably one of the 
most important agencies of our Government, having in its hands, in 
so large a measure, the welfare of the nation. 

I thank you, Mr. Chairman and gentlemen, very much, for your 
patience in listening to me. 
, The CnAmMAN. We are very much obliged to you, :Mr. Williams. 
Are there any furthe'r questions ~ (Mter a pause.) If there are no 
further questions, the commission will stand adjourned until to
morrow morning at 10 o'clock, when Gov. Harding, of the Federal 
Reserve Board, will present his views of the situation. 

(Whereupon, at 6 o'clock and 40 minutes p. m., the commission 
adjourned to meet at 10 o'clock on Thursday, August 4, 1921.) 
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THURSDAY, AUGUST 4,1921. 

CoNGRESS OF THE UNITED STATES, 
JOINT COMMISSION OF AGRICULTURAL INQUIRY, 

Washington, D. O. 
The joint commission met, pursuant to adjournment on yesterday, 

at 10 o'clock a. m., in room No. 70, Capitol Building, Hon; Sydney 
Anderson (chairman) presiding. 

The CHAIRMAN. The commission will come to order. 
The chairman would like to make a brief statement in regard to the 

program for the day before we begin taking the testimony of Gov. 
Hard~~. I anticipate that Mr. Harding's statement will probably 
take all day to-day, and perhaps longer. :Mr. G. Harold Powell, of 
San Francisco, is here, and I desire to give him an opportunity to 
appear before the commission before he returns to California. In 
order that he may do so Mr. Harding has consented to suspend at 
3 o'clock this afternoon, and then we Will take on Mr. Powell for his' 
statement, after which Mr. Harding's statement will be resumed. 

:Mr. Harding,' the commission, I think, would like to have you 
develoPl ifJou will, first, your idea of the functions and relation of 
the Feder reserve system to the coID.Irierce and finance of the 
country, and then proceed with a discussion of any matters which 
you think would be of interest and value to the commission. 

Representative TEN EYCK. I would like to say in that connection, I 
would like you if possible to start from where the reserve act author
ized the establishinent of the system, and not discussing the act but 
the authority, and then proceed on through the various branches of 
the system, and how it reaches out to the individual borrower. 

STATEMENT OF HON. W. P. G. HARDING, GOVERNOR FEDERAL 
RESERVE BOARD, WASHINGTON, D. C. . 

Gov. HARDING. Without attempting to enter into a discussion of 
the Federal reserve act, I think it proper that the members of the 
commission should have the board's viewpoint as to what the func
tions of the board itself are, and the functions of the Federal reserve 
banks, a brief discussion of the character of the Federal reserve 
banks, and of their powers and limitations. When I speak of the 
board's viewpoint, I shall refer to the viewpoint that has been main
tained consistently by a majority of the members of the board. I 
do not know that what I am going to say will represent the views of 
all those who have been members of the board, but I shall be very 
careful not to say anything which I do not know represents the 
views of the maJority of the board. So that in speaking of the 

. hoard, I would hke to have it understood that the term means in 
269 
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all cases the majority of the board .. 1 might say, f~~hermore, that 
in cases where there have been any differences of opmIOn as between 
members of the board, there ~as never been a uni.f?rm l~e drawn; 
sometimes those who mio-ht dIssent on one proposItion mIght agree 
with and be part of the "'majority on another proposition. So that 
a member who is in the majority at one time may find hinIself in the 
minoritv at another time. 

The Federal reserve banks are 12 in number. From a legal stand
point 1 am advised that they are private corporations organized under 
a special act of Congress, namely, the Federal reserve act. They are 
quasi governmental institutions, in that they are under the super
vision of the Federal Reserve Board, and that they have on their 
boards of directors three men who represent the Government, who are 
appointed by the Federal Reserve Board. Each bank has nine 
directors. SIX directors are elected by the member banks which are 
the stockholders of the Federal reserve bank. Thus in the operation 
and management of the bank, if lines should be drawn as between 
governmental and nongovernmental directors, the goyernmental 
directors would be in the minority, two to one against them. I do 

'not know, however, that this line has ever been drawn. 
Senator HARRISON. You stated that six of them were elected by 

the ,member banks; you did not state about the other three. 
Gov. lLuIDING. They are elected or appointed by the Federal 

Reserve Board. Each IS elected for a term of thre.e years. The class 
C directors, who are elected by the Federal Reserve Board, must not, 
under the law, be officers, stockholders, or directors of banks, and 
that means nonmember banks and trust companies, as well as member 
banks. 

The class A directors, three in number, are representatiYe of the 
member banks. They may be bank stockholders, bank directors, or 
bank officers; presidents of banks, if you please. 

Class B directors must, at the time of their election, be actively 
~n~age~ in the~ district in commerce, agriculture, or some other 
Inaustrial pursUit. 

For votmg purposes, in electing directors, the member banks are 
divided by law into three groups. The act as amended does away 
with the original section of the act which provided for numerical 
equality in those groups and prov:ides that each group "shall 
consist, as nearly as may be, of banks of similar capitalization." 
The effect, therefore, is that in each district the larger banks are 
in a group by themselves, and they vote for a class A director, and 
also for a class B director, one to be elected each year. 

Then there are the middle-sized banks in the second group, and they 
in turn, elect each year when their vacancies come up---each term, 
however, is for three years, so that the election does not occur every 
year in each group-but the middle-sized banks, when their turn 
comes to elect a director, choose a class A director, and a rla..--s B 
director, who represents the commercial and agricultural and indus
trial interests. 

And then the small banks which in all districts are the htrger 
number, elect their class A director, and their class B director. 

Senator LENROOT. Can you tell us the capitalization that divides 
the different groups 1 ' 
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Gov. HARDING. The capitalization varies in different districts. 
because a bank with a capItal of $100,000 might be a small bank in 
one district, and yet it might be a middle-sized bank in another
district, and belong to ~ different group. The law now provide~ t~at 
eac~ g~ouP' shall conSISt, as nearly as may be, of banks of sImilar 
capitalizatIOn. 

Senator LE~ROOT. I wanted to get the number of banks in the 
first group ~ --

Gov. HARDING. I can get that for you, and give it to you accurately._ 
Senator LEXROOT. Well, just approximately. 
Gov. HARDING: I think in every district 30 to 50 banks. 
Senator LENROOT. In the first group ~ 
Gov. HARDING. Yes; I do not know of any district that has less. 

than 30. 
The powers of the Federal Reserve Board and the powers of the 

Federal reserve bank are clearly defined. -Section 11 ,of the Federal: 
reserve act describes in detail just what the Federal Reserve Board is
authorized and empowered to do. I shall not undertake now to read_ 
that entire section, but I want to refer to the salient features of it, 
and if the commission wishes to have the whole section in the record,. 
I shall be glad to have it inserted. 

The CHAIRMAN. It mlly be inserted at this point. If you desire
to make reference to it, the whole section may go in. 

(Section 11 of the Federal reserve act referred to is as follows:) 
SEC. 11. The Federal Reser'-e Board shall be authorized and empowered: 
(a) To examine at its discretion the accounts, books, and aff_airs of each Federal." 

reserve bank and of each member bank and to require such statements and reports 
as it may deem necessary. The said board shall publiEh once each week a statement 
showing the condition of each Federal reserve bank and a consolidated statement for 
all Federal reser' e banks. Such statements shall ,how in detail the a~ets and liabili~ 
ties of the Federal reserve banks, single and combined, and shall furnifh full infor
mation regarding the character of the money held as reserve aild the amount. nature, 
and maturities of the paper and other investments owned or held by Federal reeerVB-_ 
banks. 

(b) To permit, or, on the afHrmath'e ,'ote of at least fhe members of the rf'.serve
board. to require Federal reser'-e banks to redir-count the dhcollDted paper of other 
Federal J"e<3erve banks at rates of interest to be fixed by the Federal Reser"e Board. 

(C) To suspend for a period not exceeding thirty days, and from time to time to
renew such suspension for periods not exceeding fifteen days, any reserve require· 
ments specified in this act: Pro-vided, That it shall establiEh a graduated tax upon
the amounts by which the reserve requirements of this act may be permitted to fall 
below the le'-el hereinafter specified: And pr01:idtd jurtha, That when the gold 
reaerve held against Federal resene notes falls below 40 per centum the Federal' 
Reserve Board shall establiEh a graduated tax of not more than 1 per centum per:
annum upon liuch deficiency until the reserves fall to 32, per centum, and when 
said reserve falls below 32, per centum a tax at the rate increa~ingly of not less than 
H per centum per annum UpOD each 2~ per centum or fraction thereof tbat euchl 
reserve falls below 32! per centum. The tax Bhall be paid by the reserve bank, 
but the resen'e bank shall add an amount equal to said tax to the rate. of interest
and discount fixed by the Federal Reserve Board. 

(d) To supervise and regulate through the bureau under the charge of the Comp
troller of the Currency the issue and retirement of Federal reserve notes and to pre· 
scribe rules and regulations UIlder which such notes may be delivered by the comp-
troller to the Federal re.erve agents applying therefor. -

. (e) To add to the number of citie. cla93ified as reserve and central reserve cities, 
under existing law in which national banking aSEOciations are subject to the reserve' 
requirements set forth in section 20 of this act, or to reclassify existing reserve and 
central reserve cities or to terminate their de3ignation as such. 

(f) To suspend or remove _any officer or director of any Federal -reserve bank, the·' 
cause of such removal to be forthwith communicated in writing by the Federal Reserve· 
Board to the removed officer or director and to said bank. -
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(g) To require the writing off of doubtful or worthless assets upon the books and 
balance sheets of Federal re.erve banks. 

(h) To suspend, for the violation of any of the provisions of this act. the operations 
of any Federal reserve bank, to take posse.sion thereof, administer the same during 
the period of suspension, and, when deeme:l advisable, to liquidate or reorganize 
such bank. '. 

(i) To require bonds of Federal reserve agents, to make regulations for the safe
guarding of all collateral, bonds, Federal reserve notes, money or property of any 
kind deposite:l in the hands of such agents, and said board shall perform the duties, 
functions, or service3 specified in this act, and make all rules and regulations necessary 
to enable said board effectively to perform the same. 

(j) To exercise general supervision over said Federal reserve banks. 
(k) To grant by special permit to national banks applying therefor, when not in 

contravention of State or local law, the right to act as trustee, executor, adminia
trator, registrar of stocks and bonds, guardian of estates, assignee. receiver committee 
of estates of lunatics, or in any other fiduciary capacity in which State banks, trust 
companie., or other corporations which come into competition with national banks 
are nermitte:l to act under the laws of the State in which the national bank is located. 

Whenever the laws of such State authorize or permit the exercise of any or all of the 
foregoing powers by State banks, trust companie3, or other corporations which compete 
with national banks. the granting to and the exercise of such powers by national 
banks shall not be deemed to be in contravention of State or local law within the 
meming of this act. 

National banks exercising any or all of the powers enumerated in this subsection 
shall segregate all assets held in any fiduciary capacity from the general assets of the 
bank and shall keep a separate set of books and records showing in proper detail all 
transactions eng<J.ll'ed in under authority of this subsection. Such books and records 
shall be open to IDspection by the State authorities to the same extent as the books 
and records of corporations organized under State law which exercise fiduciary powers, 
but nothing in this act shall be cpnstrued as authorizing the State authorities to exam
ine the book., records, and assets of the national bank which are not held in trust 
under authority of this subsection. 

No national bank shall receive in its trust department deposits of current funds 
subject to check or the deposit of checks, drafts, bills of exchange, or other items for 
collection or exchange purposes. Funds deposited or held in trust by the bank 
awaiting inves~ent shall be carried in a separate account and shall not be used by 
the bank in the conduct of its business unless it shall first set aside in the trust depart
ment United States bonds or other securities approved by the Fedrral Reserve Board. 

In the event of the failure of such bank the owners of the funds held in trust for 
investment shall have a lien on the bonds or other securities so set apart in addition 
to their claim against the estate of the bank. 

Whenever the laws of a State require corporations acting in a fiduciary capacity, 
to deposit securities with the State authorities for the protection of private or court 
trusts, national banks so acting shall be required to make similar deposits, and securities 
80 deposited shall be held for the protection of private or court trusts, as provided by 
the State law. 

National banks in such cases shall not be required to execute the bond usually 
required of individuals if State corporations under simi1ar circumstances are exempt 
from this requirement. . 

National banks shalll have power to execute such bond when so required by the 
laws of the State. 

In any case in which the laws of a State require that a corporation acting as trustee, 
executor, administrator, or in any capacity specified in this section, shall take an 
oath or make an affidavit, the president, vice president, cashier, or trust officer of such 
national bank may take the necessary oath or execute the necessary affidavit. 

It shall be unlawful for any national banking association to lend any officer, director, 
or employee any funds held in trust under the powers conferred by this section. Any 
officer, director, or employee makin~ such loan, or to whom such loan is made, may be 
fined not more than $5,000 or impnsoned not more than five years, or may be both 
fined and imprisoned, in the discretion of the court.' 

In pl.SSin~ upon applications for permission to exercise the powers enumerated. in 
this subsection, the Federal Reserve Board may take into consideration the amount 
of capital and surplus of the applying bank, whether or not such capital and surplus 
is sutIicient under the circumstances of the case, the needs of the community to be 
served, and other facts and circumstances that seem to it proper and may grant or 
refuse the application accordingly: Provided, That 'no permit shah be issued to any 
national banking association having a capital and surplus less than the capital and 
surplus required by State law of State banks, trust companies, and corporations ex
erclBing such powers. 
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(1) To employ such attorneys, experts, a9Sistants, clerke, or other employees .. as 
mav be deemed' necessary to conduct the business of the board. All salaries and fees 
shall be fixed in advance by said board and shall be paid in the same manner as the 
salaries of the members of the board. All such attorneys, experts, assistants, clerke, 
and other employees shall be appointed without regard to the provisions of the act 
of January 16, 1883 (volume 22, United States Statutes at Large, page 403), and 
amendments thereto, or any rule or regulation made in pursuance thereof: Provided, 
That nothing herein shall prevent the President from placing said employees in the 
classified service. 

(m) Upon the affirmative vote of not less than five of its members, the Federal 
Reserve Board shall have power to permit Federal reserve banke to discount for any 
member bank notes, drafts, or bills of exchange bearing the signature or indorsement 
of anyone borrower in excess of the amount permitted by section 9 and 8ection 13 of 
this act, but in no case to exceed 20 per centum of the member bank's capital and 
surplus: Provided, however, That all such notes, drafts, or bills of exchange discounted 
for any member bank in excess of the amount permitted under such sections shall be 
secured by not less than a like face amount of bonds or notes of the United States 
wued since April 24, 1917, f0r which the borrower shall in good faith prior to Janu
ary I, 1921, have paid or agreed to pay not less than the full face amount thereof, or 
certificates of indebtedness of the United States: Provided further, That the provi
sions of this subsection (m) shall not be operative after October 31, 1921. 

(See amendment of Feb. 27, 1921.) 
Gov. HARDING. You will notice that paragraph (a) I>rovides that 

the Federal Reserve Board is authorized and empowered-
(a) To examine at its discretion the accounts, booke, and affairs of each Federal 

reserve bank and of each member bank and to require such statements and reports 
as it may deem necessary. The said board shall publish once each week a statement 
sho~ing the condition of each Federal reserve bank and a consolidated statementfor 
all Federal reserve banke. Such statements shall show in detail the assets and liabili
ties of the Federalreserve banke, single and combined, and shall furnish full informa
tion regarding the character of the money held as reserve and the amount, nature, 
and maturities of the paper and other investments owned or held by Federal reserve 
banke. 

And then paragraph (b) provides: 
To permit, or, on the affirmative vote of at le'ast five members of the Reserve Board, 

to require Federal reserve banke to rediscount the discounted paper of other Federal 
reserve banke at rates of interest to be fixed by the Federal Reserve Board. 

I may add here that this is the only direct and specific J>ower given 
the Federal Reserve Board in the act in the matter of loans; that 
we mar permit one Federal reserve bank to rediscount with another 
Federa reserve bank, or, by_ affirmative vote of five memberS of the 
board, we may require one Federal reserve bank or group of Federal 
reserve banks to rediscount the discounted paper of other Federal 
reserve banks at rates of interest to be fixed by the board. 

Then paragraph (c) is the section which provides or authorizes 
the board-

To suspend for a period not exceeding 30 days, and from time to time to renew such 
suspension for periods not exceeding 15 days, any reserve requirements specified in 
this act. 

Then the proviso that the board-
Shall establish a graduated tax upon the amounts by which the reserve requirements 

of this act may be permitted to fall below the level hereinafter specified. 

The graduated tax is described in this section. This graduated tax 
increases as the reserve drops down; with the further requirement 
that as these reserves diminish the Federal reserve bank shall add 
an amount equal to said tax to the rates of interest and discount 

58589-21-PT 13--18 
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fixed by the Federal Reserve Board. The other sections do not 
require special mention here, except paragraph (f): 

To suspend or remove any officer or director of any Federal reserve bank, the cause 
of such removal to be forthwith communicated in writing by the Federal Reserve 
Board to the removed officer or director and to said bank. 

Then paragraph (j), " To exercise general supervision over said 
Federal reserve banks." . 

I wish to point out that the word "control" does not appear in 
that paragraph. The words are" general supervision." . 

Now, the other powers of the Federal Reserve Board appear in 
various sections of the Federal reserve act. . 

Senator LENROOT. Will you discuss later-I will not ask you 
now-your construction of the words" general supervision 1" ',ill 
that come up later and will that be taken up later by you ~ 

Gov. HARDING. I think it is different from" control," and I will 
explain that just as soon as I get to the powers of the Federal reserre 
bank directors. For instance, the Comptroller of the Currency has 
supervision over the national banks of the country, and the State 
bank superintendents have general supervision, where the law so 
provides, of the State banks. But he does not have control; the 
control of a bank is vested in its officers and directors. 

Now, in section 13 the Federal Reserve Board is given power to 
determine or define the character of paper eligible for discount 
within the meaning of this act. The board is given no legislative 
powers whatever. Congress has legislated and has defined in a 
broad way eligible paper, but has given the board power, within the 
meaning of the act, to define more specifically the character of the 
paper eligible for discount. 

In section 14 open market operations are defined. 
Representative SUMNERS. Governor, what section did you refer to 

just a moment ago-just at this moment 1 
Gov. HARDING. Section 13. Now, open market operations are 

not obli%.atory upon the Federal reserve banks, because the per
missive 'may" is used. Section 14 begins: 

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, films, corporations, or indi .. iduals, cable 
transfers and bankers' acceptances, etc. 

Paragraph (b) of section 14-now, this is a very important para
graph. To keep the connection you should go back to the opening 
words of section 14. There are certain specified powers. So it 
would mean that any Federal reserve bank has power-
t'> e3tablish from time to time, subject to review and determination of the Federal 
Reserve Board, rates of discount to be charged by the Rederal reserve bank for each 
c1a~ of paper, which shall be fixed Kith a view of accommodating commerce and 
business. 

The part I will read now is the amendment which was enacted in 
the early part of 1920, the progressive rate amendment, "and which, 
subject to the approval, review, and determination of the Federal 
reserre board may be graduated or progressed on the basis of the 
amount of the advances and discount accommodations extended 
by the Federal Reserve bank to the borrowing bank. " 

Senator HARRISO:>l. When was that amendment made, Mr. Hard
ing1 
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Gov. HARDING. Approximately in March or April, 1920. I do not 
think it was earlier than March, or later than April. I can give yo,," 
the exact date. It was April 13, 1920. 

Senator HARRISON. Of course, that was passed by Congress on 
the recommendation of the Federal Reserve Board ~ 

Gov. fuRDING. Yes; I will explain that later. 
Now, I will ask the commission to turn for a moment to section 4 

of the Federal reserve act. I said a moment ago that in law Federal 
reserve banks are private corporat~ons incorporated. under !I- special 
act of Congress. H you read sectIOn 4 and preceding sectIOns you 
will see that this statement is true. The fiscal agency functions 
exercised by the Federal reserve banks are also exercised by national 
banks which are incorparated under acts of Congress, known .as the 
national bank act. So, in like manner, the Federal reserve banks 
are organized under the Federal reserve act as private corporations 
having as stockholders all the member banks. [Reading:] 

Upon the filing of such certificate with the C.omptroller of the Currency as aforesaid, 
the said Federal re6Crve bank shall become a body corporate, and as such, and in the 
name designated in such organization certificate, shall have power-

First. To adopt and use a corporate seal. 
Second. To have succession for a period of 20 years from its organi.ation unleea it is 

sooner dissolved by an act of Congress, or unless its franchise becomes forfeited by some 
violation of law. 

Third. To make contracts. 

You will notice that all through the act where reference is made 
to the various powers of Federal reserve banks almost invariably 
the qualifying clause follows, "subject to the approval of the Federal 
Reserve Board." In section 4 that qualifying clause is missing, ex-
cept in one instal!ce. [Reading:] . 

Fourth. To sue and be sued, complain and defend, in any court of law or equity. 
Fifth. To appoint by its board of directors such officers and employees as are not 

otherwise provided for in this act, to define their duties, require bonds of them and 
fix the penalty thereof, and to dismiss at pleasure such officers or employees. 

Sixth. To prescribe by a board of directors, by-laws not inconsistent with law, 
regulating the manner in which its general business may be conducted, and the privi
leges granted to it by law may be exercised and enjoyed. 

Seventh. To exercise by its board of directors, or duly authorized officers or agents, 
all powers specifically granted by the provisions of this act and such incidental powers 
as shall be necessary to carry on the business of banking within the limitations pre-
scribed by this act. . 

The ei~hth, it is not necessary to discuss here. But abo.ut the 
middle 01 paragraph 8, I want to call attention to this clause: 

Every Federal reserve bank shall be conducted under the supervision aIM control 
of a board of directors. 

Now, in section 11 relating to the powers of the Federal Reserve 
Board, the word "control" is lackin?,' Section 11 provides that the 
Federal Reserve Board shall have 'general supervision" over the 
Federal reserve banks. This section provides that "every Federal 
reserve bank shall be conducted under the supervision and control 
of a board of directors." . 

Representative TEN EYCR. That is, under its own board of direc
tors ~ 

Mr. HARDING. Its own board of directors, chosen as I have already 
indicated. 
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Now, this section defines the functions of the board of directors 
[reading]: 

The board of directors shall perform the duties usually appertaining to the office of 
directors of banking associations and all such duties as are prescribed by law. 

You all know that in the case of a national bank, or in the case of a 
State bank, neither the Comptroller of the Currency nor the super
intendent of the State banks has the right, under his power of super
vision, to say, IOU must make such and such a loan, or you shall not 
make such an such a loan, if the bank has legal power to make it, 
and if in its opinion it is well to make it. I am emphasizing this 
because of the Idea that seems to be generally prevalent all through 
the countrv that the Federal Reserve Board, sitting here- in Wash
ington' is a body which exercises vast powers over local institutions. 
I am not trying to minimize the powers which Congress has granted 
the Federal Reserve Board. I want to say that those powers, like all 
delegated powers, ought to be exercised with discretion and modera
tion and with all due regard to the opinions and judgment of those 
who are more directly in control of the banks over whICh the Federal 
Reserve Board has general supervision. 

I do not think it Will be contended that COIl",ooress, when it enacted 
the Federal reserve act, sought to establish a central bank. Of 
course, under the provisions of section 11, which I quoted awhile 
ago, the Federal Reserve Board can mobilize credits; if one Federal 
reserve bank in one section of the country is in need of credits for 
seasonal operations, or special emergencies, and other banks more 
fortunately situated in other sections of the country do not care to 
extend those credits, the Federal Reserve Board can force, by a 
vote of five members of the board, those other banks to extend 
credits where they are needed by other banks for seasonal operations 
or on account of special emergencies. 

The CHAffiMAN. As a matter of practice, would that probably be 
done by the Federal Reserve Board, in the absence of a request 
from a bank ~ 

Gov. HARDING. As a matter of practice, the Federal Resprve 
Board has never had to exercise that authority, because there is a 
spirit of cooperation among the 12 Federal reserve banks, and they 
extend those accommodations voluntarily. 

The CHAffiMAN. Has the Federal Reserve Board ever been asked 
by one bank to require another bank to arrange credits 1 

Gov. HARDING. The board is asked frequently by a bank to 
arrange' discounts for it; is asked frequently now, and all during 
1920, and parts of 1919. There is noth~g in the. law to I?revent 
officers of one Federal reserve bank takmg up directlv WIth the 
officers of another Federal reserve bank the matter of rediscounts. 
But the board requested, a number of years ago, that the banks 
should make these arrangements through the board. 

Senator HARRISON. That is because of the spirit of cooperation 1 
Gov. HARDING. No; but the board wants to know what the 

situation in each district is. We want to be able to allocate the 
reserves equitably. We do not want one community to be well 
supplied WIth credits and another community deprived of credits. 

Representative 'l'EN EYCK. In other words, you have better 
judgment of the entire situation than a particular bank would have 1 
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Gov.ILUU>ING. Yes. We have a private-leased wire, and we are 
constantly receiving information and communications. I am going 
to read to you before I get through this morning, a statement showing 
the conditIOn in the several districts night before last. 

Senator IIARRISON. But there is a spirit of cooperation between 
the officers of the different banks ~ 

Gov. HARDING. Yes; The Federal Reserve Board has never had 
to force this matter of rediscounts. 

Representative TEN EYCK. Will you tell me who is the judge 
of the paper that is rediscounted when the board through a vote of 
five of its members, orders one Federal reserve bank to discount 
paper for another ~ 

Gov. HARDING. The directors or their authorized officers or agents 
who made the rediscounts in the first instance are the judges. The 
board does not see the notes; neither does the lending Federal 
reserve bank see them. It merely takes the paper upon the indorse
ment and upon the guaranty of the borrowing Federal reserve bank. 

Representative TEN EYCK. Could they refuse to accept any 
paper that was presr.nted to them that another Federal reserve bank 
haa discounted 1 

Gov. HARDING. If the board ordered them, by a vote of five of its 
members, to take it, I think they would have to take it, under the 
law. 

Representative FuNK. Mr. Harding, there seems to be a feeling in 
the West that during 1920 all of the resources of the country, taken 
as a whole, were not availal>le for some of the western reserve banks; 
now, what was the situation--

Gov. HARDING (interposing). I will go into that very fully, if you 
will let me take this up in the regular order. 

Representative FUNK. I just want to propound this question, 
and then if you will cover it later--

Gov. HARnING (interposing). I will cover it very fully later. 
Representative FUNK. I was going to say' there was a feeling that 

some of the western reserve banks were. failing to meet the requests 
that were made upon them, but that if all the resources of the country 
were considered as a whole, then some accommodation from eastern 
banks, particularly the bank in New York, might have been extended 
to those western reserve banks and helped them out. 

Gov. ILuwING. Congressman, that feeling was not warranted, 
and I will explain a little later on why. The feeling comes from the 
inability or indisposition of the member bank to make the loan in the 
first instance. I am going into that quite fully. 

Now, I was discussrng the powers of the directors of the Federal 
reserve banks. This is a very important section [reading]: 

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 shall, 
subject to the provisions of law and the orders of the Federal Reserve Board, extend 
to each member bank such discounts, advancements, and accommodations as may 
be safely- . 

Note that word "safely" in there-
as may be safely and reasonably made with due regru.d for the claims and demands 
of other member banks. 

I will stress that a little more further on. 
I want to discuss now the rate. In one of the early drafts of the 

Federal reserve bill, which was being considered by Congress in 1913, 
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and which became a law on December 23, 1913, language substantially 
as follows appeared: 

The Federal Reserve Board each week shall fix the rate of discount to be charged. 
by each Federal reserve bank. and shall advise each bank of BUch rate. 

That was stricken out in one of the succeeding drafts, and the law 
as finally passed provided that each Federal reserve bank should 
establish from time to time, subject to review and determination of 
the Federal Reserve Board, rates of discount to be charged by the 
Federal reserve bank for each class of paper, which rate shall be fi..'ted 
with a view of accommodating commerce and business, and so on. 
~ I will state frankly that the Attorney General of the United 
States, in December, 1919, gave an opinion, at the request of the 
Secretary of the Treasury, that the Federal Reserve Board has the 
right, if it chooses to exercise it, to fix and determine, under its power 
of review, a rate previously established by a Federal reserve bank, 
even if the directors of the Federal reserve bank disapprove of having 
its rate changed. But there again is a power which should be exer
cised with great discretion and moderation. The Federal Reserve 
Board is not organized as a central bank; we have no credit files; it 
does not seem to be our business, by any provision anywhere ill the 
act-and certainly we are not given the machinery-to keep up with 
individual credits. That seems clearly to be left to the Federal 
reserve banks. 

The directors of a reserve bank, under this law, subject to the 
provisions of law, and the orders of the board, must" extend to each 
member bank such discounts, advancements, and accommodations 
as may be safell and reasonably made with due regard for the claims 
and demands 0 other member banks." 

This means that if the directors of any Federal reseITe bank, 
through prejudice or for any other reason, wanted to refuse reason
able and proper discounts which might safely be made to a member 
bank-that 'is, if they were prejudiced against that bank and should 
refuse reasonable and proper discounts which might safely be made 
to that bank-then· that bank could take an appeal to the Federal 
Reserve Board, and the Federal Reserve Board could order the Fed
eral reserve bank to discount for that bank, if it had good and 
eligible paper to offer. But there is nothing in the law that the 
Federal Reserve Board has power to determine for any bank whether 
that paper is good. The question of credit is one of the most delicate 
and complicated matters connected with the banking business. Each 
Federal reserve bank and each member bank and nonmember bank 
pays special attention to the credit worth of their customers. The 
Federal Reserve Board is not qualified to pass on individual credits. 

Now, as to the discount rate. Up to this time the Federal Reserve 
Board has never exercised its power to fix discount rates over the 
wishes of a Federal reserve bank. There have been instances--onlv 
occasional instances-where the directors of a Federal reserve bank 
have met and have decided on certain changes in discount rates, and 
the Federal Reserve Board, having a new case presented for its 
review and determination, has approved those changes in part and 
has fixed other rates in lieu of some suggested by the directors; there 
have been instances of that sort. But I do not recall an instance 
where the Federal Reserve Board has met in solemn session and said 
to a reserve bank in any city, by telegram or otherwise, "You have 



AGRICULTURAL INQUIRY. • ,279 

had such and such a rate; hereafter your rate will be so and so." 
We have always conferred with the reserve banks .. 

But if money rates wl\re such over the country as to warrant a 
change in rates one way or the other, and the reserve banks were 
changing their rates all around, and the board allproved of those 
changes, and a certain reserve bank should obstmately refuse to 
change its rates, then the board, after conferring with its directors, 
if they were still obdurate, would exercise its power to make a change. 
But we have gotten along very harmoniously with the directors of all 
the Federal reserve banks and their officers, and we have frequent· 

. correspondence on the subject of rates, and we have a private wire 
that keeps us in constant touch with anything they want to report. 

Representative SUMNERS. Governor, before you get away from 
your discussion of the powers of the board over the banks, I want to 
ask what construction you ~lace on subsection (j) of section 11 ~ 

Gov. HARDING. I think I have already explained that [reading]: 
To exercise general supervision over said Federal reserve banks. 

That means the power of supervising the banks generally, in har
mony with the specific powers already delegated to us in previous 
paragraphs of section 11. And it has relation to the operations of 
the Federal reserve banks, but our power over a Federal reserve bank 
is not as complete as the powers of its board of directors, who the 
law says shall perform the duties usually appertaining to the office 
of directors of banking associations, and the banks are placed under 
their supervision and control. • 

The situation is quite analogous, as I have already stated, to 
the supervision exercised by the Comptroller of the Currency over 
nationaI banks and the supervision exercised by State bank super
intendents over State banks. 

Representative SUMNERS. Now, we understand, of course, that 
the matter of detailed administration in the several districts is under 
the control of the officers of the respective banks of those districts. 

Gov. HARDING. Yes; the board oC directors is authorized in section 
4, here to fix by-laws for the conduct of its business; it determines 
what officers the bank shall have, and what powers it delegates to 
those officers. The board of directors is in control gf the Federal 
reserve bank; the Federal Reserve Board does not have the same 
control. 

Representative SUMNERS. I understand that very well. But what 
I am trying to find out is this: Does that subsection (j) mean, con
strued in connection with the rest of the provisions of the act, that 
while, as a matter of fact, the governing officers of the Federal banks 
have to do with the details of the operations of those banks and the 
general policy of those banks within their respective districts, yet 
they exercise whatever powers they do exercise under the general 
supervision of the Federal Reserve Board; so that, construmg the 
whole of it, and undertaking to determine the relationship of the 
board to the several reserve banks, are we to conclude that under 
this subsection you have a general power of control ~ 

Gov. HARDING. Congressman, I think the simplest way to de
termine that is to refer to any standard dictionary for a definition of 
the word "supervision" and for a definition of the word "control." 

Now, it seems to me that we can distinguish between "supervisi0n" 
.and "control." Certainly, the supervisIOn and direction which the 
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law says the board of directors shall perform-"the board of directors 
shall perform the duties usually appertaining to the office of directors 
of banking associations"-must mean a more intimate relation than 
can be exercised by any board exercisin::f merely supervisory powers. 

Representative SUMNERS. Yes; I unClerstand that. But I am 
trying to get-

Gov. IliRDING (interposing). I will say, Mr. Sumnefs, that later on 
I am going to bring in some specific matters into the discussion, that 

. if your questions were asked then you would have an ariswer to them. 
Representative SUMNERS. I thought you were discussing now the 

fundamental question of power. 
Gov. HARDING. I am comin~ to the most fundamental thing of all. 
Representative SUMNERS. 'ery well; just one more question I 

would like to ask and then I will not press the matter further: Do 
you think that any general supervision can 'be exercised 'where the 
power of control does not rest ~ 

Gov. HARDING. Certain supervision can be exercised when you 
have power to examine; power to approve salaries; power to remove 
for cause. 

Representative SUMNERS. I will not disturb you any more in your 
discussion now. 

Gov. HARDING. But I think you must draw the line; in any 
efficient administration you can not have two controlling bodies. 
The Federal reserve banks which are sometimes called regional 
banks-that. term is 110t used in the act-are entirely independent 
corporations; each one independent of the others. 

Representative SUMNERS. I do not think there is any discussion 
about that; I was not directing my question to the matter of policy, 
because I recognize that that must be determined by the board abso
lutely. But I was directing my question to the law. 

Gov. fuRDING. I have trIed to make myself clear. 
Representative SUMNERS. I will not press it further. 
Gov. HARDING. My position is that the Federal Reserve Board 

should not assert, for the sake merely of asserting power-it ought 
not to exercise control, merely for tbe sake of exercising control, 
even if under the law it could exercise control and power to manage. 

Representative Sl11lINERS. Do you mean" ought not" in the sense 
of "can not." 

Gov. HARDING. I think under the law the Federal Reserve Board 
could meet to-morrow morning, if it saw fit, and remove everv officer 
and .every director of every Federal reserve bank. The hiw only 
reqUIres--

Representative SUMNERS (interposing). That is subsection (f) , 
Gov. HARDING. The law says: 

To suspend or remove any officer or director of any Federal reserve bank, tile cause 
of such removal to be forthwith communicated in writing by the Federal Reserve 
Board to the removed officer or director and to said bank. . 

Representative SUMNERS. Yes. 
Gov. HARDING. Now, I think we could assert any cause, however 

trivial it ma.y be, and be within our legal r~hts in ma.king removals. 
But I should hate to withstand the force of puNic opinion when people 
began to demand the reasons for such removals. 

Representative SUMNERS. I will not press that. I am not dis
cussing policies. 
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Gov. HARDING. Congress has undoubtedly given considerable 
powers to the Federal Reserve Board, but I think those powers should 
be exercised with prudence and common sense. If the Federal Re
serve Dt>ard exercised every power that Congress has .given it, merely 
(or the sake of exercising the power, public sentiment would not 
stand for it very long. 

Representative SUMNERS. Governor, I do not see how there can 
be any difference of opinion between you and me on what you started 
out to discuss; you started out to discuss the law. 

Gov. HARDING. What specific matter have you in mind ~ If you 
will name some specific instance, to get it crystallized, I will try to 
answer it. What are you trying to get at 1 

Re{>resentative SUMNERS. I am trying to get an answer to my 
questIOn: I am trying to find out what you construe to be your 
powers under subsection (j) of section 11. 

Gov. HARDING. I have tried to answer. 
Representative SUMNERS. If your answer is satisfactory to you, it 

will lie satisfactory to me. . 
Gov. HARDING. I have said that of the powers delegated by 

Congress to the Federal Reserve Board, in the exercise of those 
powers the rule of reason should apply. The Federal Reserve Board 
should pay due regard to the power which the Congress has delegated 
to the directors of the Federal reserve banks. . 

Representative SUMNERS. I do not question that. ' 
Gov. HARDING. Now, wbile we are not a court-do not under:. 

stand me as claiming that the Federal Reserve Board is a court-but 
do you think that the supreme court ofa State, or the Supreme 
Court of the United States, would undertake, J>rima facie, to pass 
judgment on a case which is to come up before a lower court ~. They 
exercise their powers on appeal. 

Representatlve SUMNERS. Yes. . 
Gov. HARDING. Now, the powers exercised by the Federal ~eserve 

Board are somewhat analogous. 
Senator LENROOT. I want to ask this question: Under your con.,. 

struction of the law, are the class C di.rectors representative of the 
board in any sense 1 . 

Gov. HARDING. They are. 
Senator LENROOT. Is it your constrruction of the law that it was 

the intent that the Federal Reserve Board should exercise a super
vision-a direction of policy through their representatives ~ 

Gov. HARDING. I think the law undortook to give the Federal 
Reserve Board the opportunity of exercising its supervisory powers 
as I think CongressQlan Sumners understands them, in a perfectly 
proJ>er and ethical way by having the board represented directly on 
the board of 'directors of a Federal reserve bank. 

Representative TEN EYCK. May I ask a question right here 1 
Gov. HARDING. Yes. . 
Representative TEN EYCK. Has the Federal Reserve Board the 

same power and jurisdiction over the acceptances or ordering th~ 
acceptance of certain papers as it has over the rate-making power 
that you have described here previously ~ . 

Gov. HARDING. I do not thmk so. I do not see how the Federal 
ReserVe Board is expected by this act to exercise pOWers over matteI'S 
which it can not intelligently pass upon. 
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law says the board of directors shall pei"form-"the board of directors 
shall perform the duties usually appertaining to the office of directors 
of banking associations"-must mean a more intimate relation than 
can be exercised by any board exercising merely supervisory powers. 

Representative SUMNERS. Yes; I understand that. But I am 
trying to get--

Gov. HARDING (interposing). I will say, Mr. Sumnets, that later on 
I am going to bring in some specific matters into the discussion, that 

. if your questions were asked then you would have an answer to them. 
Representative SUMNERS. I thought you were discussing now the 

fundamental question of power. 
Gov. HARDING. I am comin~ to the most fundamental thing of all. 
Representative SUMNERS. very- well; just one more question I 

would like to ask and then I will not press the matter further: Do 
you think that any general supervision can 'be exercised 'where the 
power of control does not rest 1 

Gov. HARDING. Certain supervision can be exercised when you 
have power to examine; power to approve salaries; power to remove 
for cause. 

Representative SUMNERS. I will not disturb you any more in your 
discussion now. 

Gov. HARDING. But I think you must draw the line; in any 
efficient administration you can not have two controlling bodies. 
The Federal reserve banks which are sometimes called regional 
banks-that term is llot used in the act-are entirely independent 
corporations; each one independent of the others. 

Representative SUMNERS. I do not think there is any discussion 
about that; I was not directing my question to the matter of policy, 
because I recognize that that must be determined by the board abso
lutely. But I was directin~ my question to the law. 

Gov. HARDING. I have trIed to make myself clear. 
Representative SUMNERS. I will not press it further. 
Gov. HARDING. My position is that the Federal Reserve Board 

should not assert, for the sake merely of asserting power-it ought 
not to exercise control, merely for the sake of exercising control, 
even if under the law it could exercise control and power to manage. 

Representative SmINERs. Do you mean" ought not" in the sense 
of "can not." 

Gov. HARDING. I think under the law the Federal Reserve Board 
could meet to-morrow morning, if it saw fit, and remove every officer 
and .every director of every Federal reserve bank. The law only 
reqUITes--

Representative SUMNERS (interposing). That is subsection (f) ~ 
Gov. HARDING. The law says: . 

To suspend or remove any officer or director of any Federal reServe bank. the cause 
of such removal to be forthwith communicated in writing by the Federal Reserve 

. Board to the removed officer or director and to said bank. 

Representative SUMNERS. Yes. 
Gov. HARDING. Now, I think we could assert any cause, however 

t.rivial it may be, and be within our legal rights in making removals. 
But I should hate to withstand t.he force of public opinion when people 
began to demand the reasons for such removals. 

Representative SUMNERS. I will not press that. I am not dis-
cussing policies. . 
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Gov. HARDING. Congress has undoubtedly given considerable 
powers to the Federal Reserve Board, but I think those powers should 
be exercised with prudence and common sense. If the Federal Re
serve Dt>ard exercised every power that Congress has .given it, merely 
for the sake of exercising the power, public sentiment would not 
stand for it very long. 

Representative SUMNERS. Governor, I do not see how there can 
be any difference of opinion between you and me on what you started 
out to discuss; you started out to discuss the law. 

Gov. HARDING. What specific matter have you in mind? If you 
will name some specific instance, to get it crystallized, I will try to 
answer it. What are you trying to get at? 

Re{>resentative SUMNERS. I am trying to get an answer to my 
questIOn: I am trying to find out what you construe to be your 
powers under subsection (j) of section II. 

Gov. HARDING. I have tried to answer. 
Representative SUMNERS. If your answer is satisfactory to you, it 

will lie satisfactory to me. 
Gov. HARDING. I have said that of the powers delegated by 

Congress' to the Federal Reserve Board, in the exercise of those 
powers the rule of reason should apply. The Federal Reserve Board 
should pay due regard to the power which the Congress has delegated 
to the directors of the Federal reserve banks. 

Representative SUMNERS. I do not question that. ' 
Gov. HARDING. Now, while we are not a court--do not under

stand me as claiming that the Federal Reserve Board is a court--but 
do you think that the supreme court ofa State, or the Supreme 
Court of the United States, would undertake, I>rima facie, to }lass 
judgment on a case which is to come up before a lower court? They 
exercise their {>owers on appeal. 

RepresentatIve SUMNERS. Yes. 
Gov. HARDING. Now, the powers exercised by the Federal Reserve 

Board are somewhat analogous. 
Senator LENROOT. I want to ask this question: Under your con

struction of the law, are the class C di.rectors representative of the 
board in any sense? 

Gov. HARDING. They are. 
Senator LENROOT. Is itJour conslrruction of the law that it was 

the intent that the Feder Reserve Board should exercise a super
vision-a direction of policy through their representatives? 

Gov. HARDING. I think the law undortook to give the Federal 
Reserve Board the opportunity of exercising its supervisory powers 
as I think Congressrpan Sumners understands them, in a perfectly 
proI>er and ethic.al way by having the board represented directly on 
the board of "directors of a Federal reserve bank. 

Representative TEN EYCK. May I ask a question right her~ ~ 
Gov. HARDING. Yes. 
Representative TEN EYCK. Has the Federal Reserve Board the 

same power and jurisdiction over the acceptances or ordering thto 
acceptance of certain papers as it has over the rate-making power 
that you have described here previously? 

Gov. HARDING. I do not thmk so. I do not see how the Federal 
Re~erv~ Board is ~xpec~ed by this act to exercise poWers OVt:!f matters 
whICh It can not mtelbgentlypass upon. 
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Now, in section 4, I have already quoted the duty of the board oj 
directors in extending discounts to member banks. I will read it 
again [reading]: 

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 sball, 
subject to the provisions of law and the orders of the Federal Reserve Board, extend 
to each member bank such discounts, advancements and accommodations as may bE 
safely and reasonably made, etc. 

It shall, subject to the orders of the Federal Reserve Board, extend 
to each member bank discounts, etc., but it does not say that it shall, 
subject to the orders of the Federal Reserve Board, discount paper 
which the directors think is unsafe or undesirable. It says it shall 
"extend to each member bank such discounts, advancements and 
accommodations as may be safely and reasonably made." The 
word "safely" is in there, and "reasonably made," and another 
qualification, "with due regard for the claims and demands of other 
member banks." 

In other words, the law does not want any Federal reserve bank 
authority, through prejudice, to deprive any member bank of accom
modations which it is fairly entitled to, if It has paper which can be 
safely rediscounted, nor does it want any bank to be shown favoritism 
and given very large accommodations which might impair the lending 
power and obligatlOns of all other member banks. 

Representative TEN EYCK. I will give a specific instance: For 
instance, you might find a condition where one reserve batik has 
refused to discount paper for another reserve bank, and upon your 
investigation you find that the money is so located throughout the 
country that they should discount for that bank. 

Gov. HARDING. The Federal Reserve Board has no jurisdiction 
whatever over what paper a member bank shall take from a customer, 
or anyone else. 

Representative TEN EYCK. I meant a Federal reserve bank, 
excuse me. As you described it before, you saidloU had the power 
and would act if one Federal reserve bank refuse to discount paper 
for another Federal reserve bank, and if after due investigation you 
found that the money ·was needed in that particular locality, and 
Iwas-- . 

Gov. HARDING (interposing). It has never been necessary for the 
Federal Reserve Board to exercise its power to require one Federal 
reserve bank to discount paper for another Federal reserve bank. 

Repres~n~ative TEN E!CK. I appreciate that; you say there has 
been a spmt of cooperatlOn. 

Gov. HARDING. I will explain that a little later. 
Representative TEN EYCK. Let me go a little' further: Now, if the 

first Federal reserve bank had refused to discount paper for the sec
ond Federal reserve bank because they had a feelin~, as you expressed 
it heretofore, and they might refuse to accept tne paper that the 
second Federal reserve bank presented, as a continuation of the 
policy of ke~ping ~he money from that particular locality, could you 
step m and mvestIgate that paper, and after due investigation could 
you say to the first Federal reserve bank, "You have got to accept 
that paper" ~ . 

Gov. HARDING. What would happen is this: The paper offered by 
any Federal reserve bank for redIscount to another Federal reserve 
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bank-I explained the reason why these matters come through the 
board, so that we can allocate the funds and distribute them without 
favor or burden as the case may be. Now, if one Federal reserve 
bank had a large volume of llaper which it had discounted for another 
Federal reserve bank and had the indors~ent of the borrowing 
Federal reserve bank on it, but knew nothing as to the credits in
volved in the various transactions, if it felt uneasy and felt that it 
was expanding itself for the benefit of those borrowing Federal re
serve b8.nks more than it ought to in justice to its members banks, or 
if it felt uneasy about the quality of the paper, now what would 
happen-this never has happened-but what would happen--

Representative TEN EYCK. That is what I want. 
Gov. HARDING. One of the officers of the lending Federal reserve 

bank would come to Washington and say, "See here, now, we don't 
know anything about this particular paper; we sent for a list of it 
and we do not think much of it; we are carrying so much of this 
paper, and the borrowing reserve bank's capital is so much; and we 
are carrying in this way two or thr.ee or four times the amount of 
the capital of the borrowin~ bank. Now, we don't think you should 
make us ~o any further WIth this. If there is anything wrong, let 
us stop it. I The law provides a method. The law does not presume 
that the Federal reserve bank is absolutely impregnable; it provides 
what shall be done in the case of insolvency. The whole system 
would not be insolvent because of the insolvency of anyone bank. 
Those are matters which might arise but are very unlikely. 

Senator LENROOT. I would like to ask this question: Section 4, 
which you have quoted, provides: 

Said board shall administer the affairs of said bank fairly and impartially 
and * * * extend to each member bank such discounts, advancements, and 
accommodations as may be safely and reasonably made, etc. 

Is it under that section that you would exercise llower over collat
eral, if you did exercise power over questions of collateral ~ 

Gov. HARDING. The Federal Reserve Board does not determine 
the question of collateral. 

Senator LENROOT. Has it never determined a question of collateral ~ 
Gov. HARDING. The Federal Reserve Board does not determine 

questions of collateral. But undtir section 13, it has repeatedly 
admonished reserve bank.e; that they must not define the eligibility 
of paper; if there is any doubt about the eligibility of paper, that 
questIOn must be referred to the Federal Reserve Board for Its deter
mination. And the Federal Reserve Board has repeatedly admop.
ished reserve banks that it is their duty to live up literally to section 4 
of the Federal reserve act, and that they must consider all offerings 
from all banks of any eligible paper. If the paper is clearly not eligI
ble. they can not take it, and must decline it. If the paper is tiligiole 
technic81ly, but is of a doubtful security and the board of directors 
feel uncertain about it, and feel that they can not safely, or can not 
with proper regard to the reguirements of the other banks in the 
district, take the loan, then it IS their.dut.y to decline to make it; and 
I do not belieVtl that the Federal Reserve Board has any power to 
direct a Federal reserve bank to make a loan to any bank, if the 
Federal reserve bank's officers in their honest judgment feel that that 
loan is an unsafe loan to make. Of course, if a complaint is made to 
the Federal Reserve Board, the Federal Reserve Board would investi. 
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gate it and try to render a decision which would be just to the Federal 
reserve bank, and to the applying bank as well. But, certainly I do 
not think the Federal Reserve Board would try to dictate ill the 
administration of matters which are clearly intended to be left to the 
discretion and judgment of the directors of It Federal reserve bank, 
and force drastIc action in a matter of that kind. 

Senator LENROOT. Well, if the Federal reserve bank did in fact 
demand excessive collateral, would that be a matter for review and 
determination by the Federal Reserve Board 1 

Gov; HARDING. If a complaint was made to the board, it would. 
Senator LENROOT. You are going to meet the charge later on that 

it was done 1 
Gov. HARDING. I am. 
Representative FUNK. Of course, when paper is rediscounted bv 

one bank for another, the original bank guarantees the amount of the 
payment~ 

Gov. HARDING. It guarantees the amount to the loaning bank. 
Representative FuNK. So tha~any complaint that was made to the 

Federal Reserve Board that they turned it down because they did 
not like the paper, would not be a very strong argument, when the 
original banK guarantees that paper. 

Gov. HARDING. Unless the loaning bank should come to the 
Federal Reserve Board and question tlie goodness of the paper or the 
strength of the indorsement. But, as I have said before,' that is & 

matter that has never come up; never. It is merely a theorv. I do 
not think it is ever going to come up. -

Now, I understood from the testimony that I heard here yesterday 
that this commission was not given a satisfactory definition of the 
"basic line." It is very important that this commission should 
have a clear understanding of the meaning of the term "basic line." 
It is fundamental. And in order that you may understand it I have 
written my definition, and want to put it into the record, so that 
y~>u will understand it, and will supply each member of the commission 
With a copy. . 

The CHAIRMAN. Is this uniform throughout the districts 1 
Gov. HARDING. I am going to read it, and I hope we will dwell 

on it until eaeh and every member of the commission understands 
it thoroughly. 

The basic line referred to in various statements of Federal re
serve banks is the theoretical amount that a Federal reserve bank 
cquld lend to each member bank based upon the member bank's 
contribution to the earning power of the Federal reserve bank and 
upon the Federal reserve bank's ability to place issues of Federal 
reserve notes while maintaining a minimum reserve of 40 per cent 
against notes and 35 per cent against reserve deposits. Stated 
another ,way, it represents the amount of accommodation that the 
Federal reserve bank without borrowing from other Federal reserve 
banks could extend to all its member banks equitably and ratably 
if all member banks were borrowinO' at the same time. Since pro
gressive rates have been abrogated' at all Federal reserve banks, 
the basic line no longer has any practical significance but is used 
for statistical and comparative purposes. 

Now, I will state tliere that while the progressive rates were in 
effect, as they were in 1920 in four districts, and until recently in 
two districts-- . -
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Senator HARRISON (interposing). What districts were those ~ 
Gov. HARDING. The districts that had the progressive rates were 

Atlanta, Kansas City, Dallas, and St. Louis. 
Senator HARRISON. And the two that had them until recently~ 
Gov. HARDING. The two that abolished the progressive rates 

recently were St. Louis and Kansas City. In the Dallas district, 
the progressive rate was abolished in February, 1921, and in the 
Atlanta district it was abolished in November, 1920. In the St. 
Louis district it was abolished in June, and the Kansas City district 
had a .limited progressive rate until two or three weeks ago. 

Now, the basiC Ime, when the progressive rate was in effect, meant 
a great deal, because it meant the amount of accommodation on 
which the borrowing member bank paid the minimum rate of in
terest, and the application of the basic line was not uniform in all 
districts. For instance, some banks wanted to make the basic 
line relate to the required reserve of the member banks, and others 
wanted it based on the actual reserves carried. One bank based it 
on the member bank's capital and surplus. And then, again,:the 
Atlanta bank excluded from its progressive rate and added to its 
basic line an amount equal to the capital stock of the member ban~ 
for all loans for agricultural and live-stock purposes, so as to give 
the· agricultural and live-stock interests the benefit of a lower rate 
of interest. All banks which had the progressive rate exempted 
from the operation of that rate certain paper secured by Liberty 
bonds, Treasury certificates and Victory notes. 

Now, if we go on with this we will get a better understanding of it. 
All member banks are required to be stockholders in the Federal 
reserve bank. They must subscribe for capital stock in the Federal 
reserve bank to an amount equal to 6 per cent of their own capital 
and surplus and must pay in one-half of their subscriptions, or 3 
per cent of their capital and surplus. Each member bank is required 
to carry its entire legal reserve with the Federal reserve balik. The 
amount of this reserve varies according to the classification of the 
towns or cities in which the member banks are located. 

This refers to section 19. I will come to that in a moment. 
The reserve against time deposits, however, is the same for all 

member banks-3 per cent. . The reserve required against demand 
deposits held by member banks in the three central reserve cities
N ew York, Chicago, and St. Louis-is 13 per cent. In the reserve 
cities-there are 50 or 60 reserve cities-for instance, every city 
which has a Federal reserve bank or a branch bank, if it is not a 
central reserve city, has been classified as a reserve city. Then, in 
addition, there are a number of other cities that have been classified 
from time to time as reserve cities. I think there are 50 or 60 of them 
in all. 

In the reserve cities, 10 per cent, and in all other cities, towns, 
and villages, 7 per cent. The following table illustrates the reserve 
requirements and the theoretical basic line of discount accommoda
tions in the case of a member bank in a small town and of a member 
bank in a central reserve city. . 

Now, we will consider a member bank A, located in a small town, 
which has a capital of $25,000 and a surplus of $15,000, which is a 
total of $40,000. The .stockholding of that bank· in the Federal 
reserve bank-3 per cent of its capital and surplus-is $1,200. The 
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reserve required to be kept on deposit with the Federal reserve 
bank is 7 per cent of demand deposits and 3 per cent of time deposits. 
It is assumed that the demand deposits are $50,000, and the time 
deposits are $50,000. So, assuming this bank with a capital and 
surplus of $40,000 has a total of deposits of $100,000, one-half in 
demand and one-half in time deposits. 

Representative TEN EYCK. Is that $50,000 total ~ 
Gov. HARDING. $50,000 of time deposits and $50,000 of demand 

deposits, making a total of $100,000 in deposits. 
The bank is required to keep on deposit with the Federal reserve 

bank as a reserve 7 per cent of its demand deposits, and 7 per cent 
of $50,000 is $3,500; and it is also required to keep on deposit with 
the Federal reserve bank as a reserve 3 per cent of its time deposits, 
and 3 per cent of $50,000 is $1,500, so its total reserve deposit 
required is $5,000. 

The normal basic line for credit accommodation for that bank 
at the Federal reserve bank is as follows: The amount of capital 
stock held is $1,200-we are considering now what this bank con
tributes to the Federal reserve bank-the amount of capital stock 
held is $1,200. Of course, the Federal reserve bank does not have 
to canry a reserve against its capital stock. 

This country bank has $5,000 at the Federal reserve bank which 
it is obliged to maintain as a reserve deposit with the Federal 
reserve bank against its demand deposits and time deposits, so we 
figure 65 per cent of the reserve deposit of $5,000, which makes 
$37250, and add this to its stock in the reserve bank, $1,200, making 
a total of $4,450. 

Next, we multiply by 2t, which represents the expansion through 
Federal reserve note issues. You see, the Federal reserve bank can 
use discounted paper to secure Federal reserve notes, provided it 
car~ies a. reserve 10 gold of 40 per cent. So we multiply the sum of the 
capItal stock held by the,Federal reserve bank, $1,200 and 65 per 
cent of the reserve deposit, $5,000, or $3,250, or a total of $4,450, by 
2t, and we get $11,125, which would be that member bank's normal 
basic line. In other words, it is a theoretical line which shows what 
the Federal reserve bank could discount equitably and ratably for all 
member banks in its Federal reserve bank district based on the 

. reserves carried by each with the Federal reserve bank. 
Now, take the case of the large citv bank, bank B, located in a 

central reserve city. These figures are intended to be typical. This 
bank has a capital of $25,000,000 and a surplus of $15,000,000, or a 
total of capital and surplus of $40,000,000. Its stockholdings in the 
Federal reserve bank are 3 per cent of its capital and surplus, or 
$1,200,000. The assumption is made in this case that the large city 
bank has demand deposits of $250,000,000 and time deposits of 
$50,000,000. The reserve required to be kept on deposit with the 
Federal reserve bank is 13 per cent of the demand deposits, 
$250,000,000, or $32,500,000, and 3 per cent of its time deposits, 
$50,000,000, or $1,500,000. Or a total required to be kept as a 
reserve deposit with'the Federal reserve bank of $34,000,000. 

Now, the basic line for credit accommodations for this bank at the 
Federal reserve bank would therefore be the amount of capital stock 
held, $1,200,000 plus 65 per cent of its reserve deposit of $34,000,000, 
making $23,300,000. multiplied by 2t, which represents the expan-
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sion through Federal reserve note issues, would be S58,250,()()O, this 
bank's basIC line. . 

You will notice that the large city bank has to maintain a reserve 
of 13 per cent of its demand deposits, while the country bank is 
required to maintain a reserve of 7 per cent of its demand deposits, 
consequently the contribution made by the reserve' city bank to its 
Federal reserve bank is proportionately greater than the contribu
tion of the country bank to Its Federal reserve bank. 

The CHAIRMAN. Of course, at the same time that 7 per cent and 
the 13 pcr cent is the limiting factor in the amoun.t which the bank 
can borrow, consequentlv the bank that maintains a reEerve of 13 
per cent, as against the bank which maintains a reserve of 7 per 
cent, can borrow twice as much. 

Gov. HARDING. I say, it is merely a theoretical line, but it is 
used for statistical purposes. But what I want to call your attention 
to is that if this bank, whose basic line is S58,250,()()O, should borrow 
from the Federal reserve bank S100,O()O,()()O, and the country bank, 
whose basic line is $11,125, should borrow $100,()()O, the proportion 
loaned by the Federal reserve bank to the country bank would be 
.much greater than that loaned to the city bank, because, in the one 
case, the country bank would be borrowing nine times its basic line 
and the city bank would be borrowing twice its basic line. 

Representative SUMNERS. The proportion in accordance with its 
capital stock would be greater, but would the proportion be greater 
in reference to the capital stock itself 1 

Gov. HARDING. It has nothing to do with the capital stock. 
Representative SUMNERS. I do not see why; perhaps it is due to 

my ignorance. The big bank in t~e city, with $25,000,000 of capital 
and SI5,000,000 of surplus, contnbutes a larger percentage of that 
capital and surplus to the stock of the Federal reserve system than 
docs the country bank ~ 

Gov. HARDING~ Yes, sir. . . 
Representative SUMNERS. When it shall have .made that contri-

bution, however, is it not entitled to a larger percentage of borrowing 1 
Gov. HARDING. You mean the city bank 1 
Representative SUMNERS. Yes; the city bank. 
Gov. HARDING. It gets it in this way: You multiply by 2t, the 

same as you do in the case of the country bank, and the basic line 
figures S58,250,000; and the country bank's basic line is figured at 
S11,125. The point I want to make is that you have to consider the 
system, and consider it as a whole. Suppose that every member 
bank in every reserve district should be borrowing from its Federal 
reserve bank its entire quota, then there would not be any surplus 
for rediscounting anywhere, unless we reduced the reserve require
ments. While provision is made for that, there is a limit to it. 

Representative TEN EYCK. What is the practice, if a bank is above 
the basic line, and another has not kept up to the basic line, even 
though the basic line is not in operation, and both made application 
for money in stringent timel?-what would be the practlCe of the 
Federal reserve bank as regards which one they woula loan to first 1 

Gov. HARDING. I do not think any Federal reserve bank has ever 
made any discrimination in that way. It is not a question which it 
would favor first, because no Federal reserv!i bank has a waiting'list; 
every Federal reserve bank is ready for busmess every business day 
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iIi the year; every Federal reserve bank rediscounts paper every day, 
and probably most Federal reserve banks decline to take some 
offerings every day. 

Representative TEN EYCK. In other words, they would not con
sider this then in loaning ~ 

Gov. HARDING. It is a sort of a rule to go by; a gauge. In other 
words, you can IQok over this list and tell at a glance the situation; 
it is a convenient way for the board to keel? in touch with the banks. 
A Federal reserve bank will report that it IS loaning to bank .A such 
an amount; to bank B so much; and to bank C so much. If the 
"basic line" is reported in each case, the Reserve Board can get a 
better line on the relative borrowings. 

Representative TEN EYCK. It has no relation as regards the dis
counting of paper at this time 1 

Gov. HARDING. It has no effect at all at the present time. 
The CHA.IRlIAN. It would have an effect under the progressive rate, 

however~ 
Gov. HARDING. It would have under the progressive rate. 
Representative FuNK. Is there any way by which the member 

bank can get increased accommodation with the Federal reserve 
bank other than the way you have outlined here; that is, by selling 
its own paper ~ :May it actually sell paper which it has taken in ~ 

Gov. HARDING. I assume that nearly all banks in the United 
States have paper which is not eligible for discount at Federal reserve 
banks, under the law. The majority of banks in the United States 
are not members of the Federal reserve system. Most banks which 
are members of the Federal reserve system, approximately 10,000 
in number, maintain accounts with other banks that they were in the 
habit of keeping before the Federal reserve system was organized. 
And a great many country banks, and banks in good-sized cities, will 
discount not only with the Federal reserve bank of their district, 
but with their correspondent in the financial center where they have 
been in the habit of carrying an account. For instance, a number 
of Wisconsin banks in the central and southern part of the State 
have accounts with Milwaukee banks or with Chicago banks, and 
you will find that they still ~et discount accommodations from the 
Milwaukee and Chicago bankS. And in the northern part of the 
State they may deal with the Twin Cities, and they get accommo
dations there. The banks in North Dakota, South Dakota, and 
Montana get their accommodations in part from the Federal reserve 
bank and in part from the member banks that they have been in the 
habit of dealing with. . 

Representative TEN EYCK. It is not necessary then for a national 
bank to be a member bank in order to discount their paper with the 
reserve bank 1 

Gov. HARDING. Section 13 re!luires that to be eligible, in addition 
to the other requirements for eligibility, all paper must bear the in
dorsement of a member bank. 

Representative FUNK. My question was as to whether a member 
bank could secure other accommodations than you have outlined 
here from a Federal reserve bank. 

Gov. HARDING. Accommodation on their basic lines 1 
Representative FUNK. Yes . .. 
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Gov. HARDING. SUrely; they do it all the time. 
Representative FUNK. Will you explain that, please' Here is a 

bank that is pressed by its customers for money. You have outr 
lined how under the Federal reserve banking act they can go up to 
the basic line. Is there any other way by wliich they can get accom
modations from a reserve bank; and if so, how, in general terms' 

Gov. HARDING. I have tried to make it clear, Congressman, that 
the basic line is merely a theoretical line. 

Representative FUNK. I understand that. 
Gov. HARDING. I can cite you numerous instances in all dis

tricts where banks have discounted with the Federal reserve bank 
up to five, ten, and fifteen times their basic line. The basic line does 
not limit them at all. I believe you are from illinois. Here is a 
statement from the Federal reserve bank of Chicag<>--'--

Representative FUNK. I am not complaining of the basic line or 
whatever application you make of it, but is there another scheme or 
method whereby banks can secure aid through this Federal reserve 
act¥ 

Gov. lIARnING. Why, the member banks can secure aid from the 
Federal reserve bank as long as they offer eligible paper which is 
ac~eptable to the !ederal reserve bank. If th:e Feder8.l reserve bank 
thinks the p.aper IS ~afe and the. aC?ommodations can reasonably be 
made, why, it takes it. The basiC line does not cut any figure what
soever. 

Now, I want to cite you an instance here of a bank inillinois--'
numerous instances. Here is a bank in illinois wit.h a capital of 
$50,000, surplus 525,500. Its theoretical basic line is $38/850. The 
reserve it actually carried with the Federal reserve bank is $24;492. 
On June 30, 1921, that~j)articular bank was borrowing from the 
Federal reserve bank of Chicago $142,666. 

Representative FUNK. What was it early in 1920' 
Gov. HARDING. That same bank on' June 30, 1920, was borrowing 

577,855, and on June 30, 1921; was borrowing $142,666. 
Representative FUNK. Well, I suppose the time it needed assistr 

ance was 1920. 
Gov. HARDING. Well, it got it right along. 
Representative FUNK. Half of what it got in 1921. 
Gov. HARDING. I am giving you the comparative figures for June 

30, 1920, and June 30, 1921. They borrow now nearly twice as 
much as in 1920. 

Representative FUNK. Certainly. In other words, they were bor
rowing half as much in 1920, when they needed it} as they are bor
rowing now. 

Gov. HARDING., When did they need it most-before the 30th of 
June or after the 30th of June ~ 

Representative FUNK. I do not know. what that particular bank 
needed. 

Gov. lIARDIN'G. That increase in that particular loan has taken 
place since the 3qth of June, ~920. I will read you some o~her 
mstances. There IS no use denymg that very large accommodatlOns 
were granted in the fall of 1920. IIi the first place, at one time, in the 
latter part of October, 1920, we had eight Federal reserve banks bor
rowing from three Federal reserve banks a total amount of $267,.,. 

585~21-PT 13-19 
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000,000. Now, when you expand that by two' and one-h~ times, 
that represents over $667,000,000 of credit that was furmshed by 
three Federal reserve banks to help out the situation in October and 
November, 1920, in other Federal reserve districts. 

I worked through all that period of 1920, and was here con
stantly, sitting at my desk, getting telegrams from one Federal 
reserve bank asking for discounts, watching all the figures, and I 
know that credits were extended as the demands came in. There was 
never a case where application was made by a Federal reserve bank 
for credit with another that it was turned down or declined. It was 
pretty close figuring, but we maintained the reserves as required by 
law. 

Senator HARRISON. And during that time the progressive rate was 
being applied in only four districts, was it, Governor ~ 

Gov. HARDIXG. Yes. I will take up the progressive rate directly. 
Here is a chart which shows in a graphic way-I will pass it around 

so you can see it. This solid white hne here [indicating] represents 
the earning assets of the Federal reserve banks. That includes bills 
rediscounted by member banks . and the acceptances bought by 
Federal reserve banks and the relatively small amount of Government 
securities that they own. You will see here that the great expansion 
in Federal reserve credit began to take place about the 19th of Sep
tember, 1919, and that it went up very rapidly until the 2d of Jan
uary, 1920, and then, with these fluctuations, it went up until the 5th 
of November, 1920. 
T~s broken ~hitelinehere [indicating] r~prese~ts the Federal reserve 

note ISSUeS. You see they went up steadily until the 24th of Decem
ber, 1920. Since then they have been gomg down, and at the date 
this chart was made-the latter J>art of May-they were back to where 
they were in September, 1919. This shows the thing graphically. I 
will try to give you exact figures, although in the statement I made 
before the House committee I was talkiri.g from the original of this 
chart and gave the approximate figures shown on the scale. 

Senator HARRISON. In speaking of the basic line and these per
centages that apply, you made a remark a moment ago which is quite 
true, that these country banks keep large deposits in cities in the 
reserve centers, and consequently these large banks use the deposits 
from the Federal reserve banks, do they not ~ Their percentages 
would be increased that much, because of the little banks keepmg 
larger deposits in the cities ~ 

Gov. lIARnING. I do not catch that exactly. You mean that the 
city bankwhich has a large amount of country accounts-.- . 

Senator HARRISON. Yes; they would be enabled, therefore, to 
have a larger credit, because the country banks are keeping a large 
deposit in the city banks, but the city banks do not keep a large 
deposit in the country banks. 

Gov. HARDING. Yes; but they have merely to carry a certain 
portion of that credit, 13 per cent or 10 per cent, according to the 
classification of the city. That does not enable the Federal reserve 
bank to extend as much credit as would be the case if all banks were 
member banks and dealt directly with the Federal reserve bank. 

Suppose that Senator Smith was a banker and you were a banker 
and you kept an account with him; that you did not belong to the 
Federal reserve system, but Senator Smith did. You keep $100.000 
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balance with Senator Smith. Senator Smith, if he is located in . a 
reserve city, would carry with the Federal reserve bank-assuming 
that your deposit was all on demand, only $10,000 of it. The reserve 
bank would not get the benefit of your $100,000. It would get only 
the 10 per cent reserve against _your deposit with Senator Smith's 
bank, and that would be all the Federal reserve bank would have to 
base its loans on, as far as your deposit is concerned ~ 

Representative SUMNERS. I want to ask you a question with 
regard to progressive rates. 

Gov. HARDING. Can we not take up the progressive rate matter a 
little later on 1 

The CnA.mMAN. I suggest that perhaps it would be wiser to let 
Gov. Harding develop the system first. 

Representative SUMNERS. I do not want to insist at all. I under
stood the governor was discussing progressive rates a moment ago. 

Gov. HARDING. No; I had not come to them yet. I was merely 
referring to them. 

Representative SUMNERS. I. thought you submitted a table here 
with reference to progressive rates. 

Gov. HARDING. That was about the basic line. 
Here is an address I made at Cleveland, Ohio, on the 16th of 

September, 1920, at a time when demands were verr heavy on 
the Federal reserve system, and I think if this commIssion would 
like to get an insight into .what the views of the Federal Reserve 
Board were at that time and what the board's policies were, it might 
be better to go back and refer to things which took place at the time 
rather than have a made-to-order statement at the present time. 
[Reading:) 

The }<'ederal reserve banks, as the custodians of the ,ultimate banking reserves of 
the country, as the mainstay of the acceptance market, as the agencies of last reSOrt 
in the matter of rediscounts, and as the media through which so large and important 
a part of the currency is iBSued, must always be kept in an absolutely BOund and strong 
position. Their strength must be measured by the liquidity and intrinsic value of 
invested _ts, which include rediscounts for member banks, as well as by the pro
portion of gold and lawful money to their liabilities. A gold reserve is eBSential to a 
BOund financial system. This percentage of reserve ought normally to be consider
ably higher than the minimum required by law, in order to provide ample margin 
for meeting unusually large seasonal requirements and unexpected emergencies, but 
even though the reserve should fall temporarily below legal requirements-

I said this advisedly, because at that time it looked very. 
much as though the reserves would fall below legal requirements, 
and we did not want any shock to come u,Pon the country if that 
action was taken. When we had a lal'ge ISsue of Federal reserve 
notes 'outstanding, obligations of the United States Government, 
and those notes are redeemable in gold or lawful money at any Fed
eral reserve bank, and in gold at the Treasury of the United States, 
and when we had considerably more notes outstanding than we had 
gold on hand, it was very necessary not to alarm anybody about the 
value of the currency. Otherwise we might have been deluged with 
Federal reserve notes for redemption by people wanting gold. 

Bear in mind that the war obligations of the Government are 
payable in gold, and it is necessary that our currency system-that 
IS, in the opinion of the board-should be kept on a gold basis. If 
the public should coincide with some' of the views I have heard 
expressed lately, that it would benefit business in this country if we 
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got on the basis of the German paper mark, which is worth now only 
about 7 per cent of its normal gold value-in other words, if we wish 
to get on the basis of irredeemable paper currency in this country, 
that is the business of Congress and not of the Federal Reserve Board. 
The Federal Reserve Board's duty is to administer the law as Congress 
has given it to us, and the law requires the Federal reserve banks to 
be in a position to redeem in gold or lawful money all Federal reserve 
notes presented to them for redemption. 

Now, this was a very serious thi:Og we had to consider all last fall. 
You will remember the panicky talk that was going on last fall. 
And I said this deliberately. I showed it to colleagues on the Federal 
Reserve Board, and they approved of this statement. They wanted 
to do what they could to prepare the public mind in case the reserves 
should go below the legal mmimum, so that there would not be any 
scare or panic or shock. I said: 

But even though the reserves should fall temporarily below legal requirements, there 
would be no occasion for uneasiness provided the assets of the banks are of the self-liqui
dating character which would admit of the restoration of the reserve within a reasonable 
time. It would be folly to inflict serious injury uJ;lon agriculture, commerce, and 
industry merely for the sake of maintaining an arbltrary minimum reserve, but it 
.would be still more consumate folly to treat a low reserve position, brought about by 
an emergency, as a normal base from which future emergencies are to be met. 

In other words, when you have an emergency, take care of it, but 
do not educate the pubhc and the banks to the idea that once the 
Federal reserve system has reached an abnormally low reserve that 
that reserve is big enough and stay on that basis, so that when another 
emergency comes along we start from that low point. [Reading:] 

The average reserve now required of all national banks is about 8 per cent of their 
net deposits. As this reserve must be carried with the Federal reserve bank, it will 
amount to 8 per cent in terms of gold and lawful money, only when the reserve of the 
Federal reserve bank is 100 per cent of its liabilities, and it is reduced pari passu as the 
reserve of the Federal reserve bank declines. 

For instance, suppose a bank in Milwaukee had a $1,000,000 reserve 
balance with the Federal reserve bank of Chicago, and that $1,000,000 
represented 10 per cent of its deposit liabilities. Now, in terms of 
gold and lawful money, that Milwaukee bank would have 10 per cent 
reserve only if the Federal reserve bank of Chicago had 100 per cent 
reserve agamst its deposits and note issue liabilities. If the Chicago 
banl{ has a 50 per cent reserve, then your Milwaukee bank has only a 
5 per cent gold reserve. If the Chicago bank has 25 per cent reserve, 
~hen the Milwaukee bank has only a 2t per cent gold reserve. [Read
mg:] 

There are some who believe that the minimum reserve required by law may be 
lightly infringed upon, for they say, "What is a reserve for if it is not to use?" Some 
who hold these views ar~ fond of referring to the case of a hospital where all the beds are 
·occupied, except a few which are held m reserve. The ambulance brings in a badly 
injured man, who is denied adminission upon the ground that all the beds are full. 
The ambulance surgeon points to two or three unoccupied beds and is met with the 
response, "Those are reserved beds and .can not be used." Certainly, any hospital 
under sane management would use those beds in case of real emergency, but would not 
permit their use by strangers of sound and healthy appearance who might have been 
unable to obtain hotel accommodations, nor would a hospital with its capacity taxed to 
the limit encourage convalescent patients to remain a day longer than necessary. 

The law fixes the minimum reserve to be carried by Federal reserve banks against 
their note issues at 40 per cent and against their member banks' deposits at 35 per 
<!ent. It permits temporary suspension by the Federal Reserve Board of these mmi
mum reserves under certain graduated penalties, but in order to illustrate the danger 
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of regarding the legal minimum as the normal bBBe from which to operate, I would 
like you to consider what would be the outcome if we had to meet another emergency, 
such as war, with Federal reserve. bank reserves at their present level. When a 
state of war wae·declared on April 6, 1917, the combined reserves against deposits 
and note ieeues of all Federal reserve banke averaged 84.7 per cent. 

I do not .think there has been brought out in the hearing 
before this commission up to this time the influence that Govern
ment borrowings have liad upon the entire financial situation. 
It has had a most tremendous effect. Government borrowings 
were very heavy, especially in the financial centers. The many 
people throughout the count!Y generally had, before the war, never 
seen a Government bond. They subscribed for patriotic purposes, 
but as soon as the war was over, or perhaps before, many commenced 
selling them. In many cases they- sold them and bought all sorts of 
things, including stock in specUlative undertakings. O,ne of the 
causes for the depreciation in the bond market was the pressure to 
sell by people who, instead of holding their bonds by saving and 
paying, concluded they would take tlie loss and put them on the 
market in ·order that they might buy something else that they 
thought would bring them a quicker profit or a better return. 

All this Government borrowm~ durmg the war and since has had a 
tremendous effect. I may elaborate upon this later, but I think the 
governor of the Federal reserve bank of New York, who will follow 
me, will have more to say on this point than I have, because he 
comes in closer contact with those matters and is better qualified to 
talk from actual experience than I am. [Reading:] 

When Ii state of war wae declared on April 6, 1917, the combined reserves 8,,"'lIIDst 
deposits and note issues of all Federal reserve banks averaged 84.7 per cent. Due 
to this condition, the United States was able to meet all financial obligations incurred 
without any impairment of its own ability or of that of the banks to redeem currency 
in gold, thus preserving the parity of all forms of money in circulation. This was an 
achievement impoBBible of accomplishment during the Civil War, when current 
prices were quoted in terms of irredeemable paper money, which was not brought 
back to a panty with gold until 14 years after the close of the war. 

Early in January, 1919, shortly after the armistice, the combined reserves of the 
Federal reserve banks wae 51.3 per cent,.showing a diminution of 33.4 per cent from 
the date of our country's entry into the war. The gold embargo wae removed in June, 
1919, when large amounts of gold held for foreign accounts were released. Even 
after this the reserves stood at 51 per cent on September 26, after which date they 
showed a steady and continuous decline to 44.8 per cent at the close of the year. . 

During the last six months of the year 1919, tendencies toward unrestrained extrav
agance and abuse of credit were manifest all over the country. 

I do not think anybody will deny that. I want to quote and put 
in the record right here some excerpts from the report of the Comp
troller of the Cllrrency for the ~ar 1920, dated December 6, 1920, 
and signed by John Skelton Williams, comptroller. I have read 
what I said in September, 1920, and I am going to read from the 
comptroller's report, which is dated December 6, 1920, and let this 
commission see just how far we were in accord or how far we dis
a~eed. My statement here was made OIl. September 16, 1920, and 
his report bears date December 6, 1920. . 

Representative SUMNERS. Was that the date of publication or tho 
date of compilation ~ Do you knoVf about that, Governor ~ 

Gov. HARDING. This report went to Congress, my recollection is, 
on February 7, 1921. These reports always near a date prior to that 
on which they are made public. It had to go to press, and it bears 
the date of December 6,1920. 
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lclo not mean to say, of course, that the comptroller got any ideas 
from me, but I do want to point out that there was not a very great 
difference of opiJ;l,ion on certain conditions as expressed in his report 
dated December 6 and in my address of September 16, 1920. I said 
[reading]: 

During the last six months of the year 1919 tendencies toward unrestrained extrava
gance and abuse of credit were manifest all over the country., It became evident 
that the rediscount facilities of the Federal reserve banks were beiug used too freely 
and that unless corrective measures were applied the situation would become exceed
ingly dangerous. The rediscount rates of the Federal reserve banks were much below 
.the market rates for money, thus affording member banks an opportunity for profit 
in 'their rediscount transactions and making it exceedingly difficult to keep in check 
borrowing demands made upon them. The Federal Reserve Board and the Federal 
reserve banks, while recognizing the necessity of holding these dangerous tendencies 
in check by means of a reasonable and effective control of credit in order that its 
flow might be once more regulated and related to the economic welfare of the country 
and the needs of its producing industries, were reluctant to take any precipitate action. 
It was realized that productive industries are profoundlv affected by credit condi
tions, that modern business is done on credit, and that the mood and temper of the 
business community are deeply affected by the state of credit and may be easily 
disturbed by ill-considered or hasty action. The test of the functioning of a credit 
system must be, principally in what it does to promote the production and distribu
tion of goods. ' It is well understood that too rapid or too drastic deflation would defeat 
the very purpose of a well-regulated credit sfatem by its unsettling effect upon pro
ductive industry. On the other hand, overproduction at high cost on expanded 
credit would be a grave menace. The Federal reserve authorities recoguized the 
importance of avoiding extremes. and their energies were therefore directed more 
particularly to the prevention of further expansion for nonessential purposes and to 
the gradual and orderly liquidation of nonessential loans. 

I think that in a letter which was read vesterday the -witness 
expressed substantial agreement with these ide~as as late as December 
28, 1920. [Reading:l 

The predominant idea was not necessarily to reduc1 the loan accounts of the banks 
of the country but to bring about such a readjustment in them as would ultimately 
lead to a restoration of a proper balance between the volume of credit aud the volume 
of concrete things which credit helps to produce and which are the normal basis of 
credit. 

Now, the comptroller in his report dated December 6, 1920, 
beginning on page 3, says [reading]: . 

The urgent and unguarded buying of American products by the Allies in the early 
days of the war had driven the prices of our products to unprecedented figures; and 
it bprame difficult subsequently, when a more orderly system of buying was insti
tutpd both for our olVn Government and for the Allies, to return to anywhere near 
normal prices. It has hpen estimated that the profits and increments accruing to 
the ppople of this country during the last year of the war amounted approximately to 
$;;0,000,000,000, and that the Burplus income over and above the living expen~es of 
the people, despite the extrayagant rate at- Which they were living, approximated 
$1.5,000,000,000 for that year. 

After the armistice the demands for war materials of course ceae('d, but the cries 
from the impoveriehed countries of Europe for foods continued, and the demands for 
materials for reconstruction and rehabilitation developed rapidly. 

The profits which South America, China, and Japan had also realized iusupply
ing the products of thofe respective countries to the Allies had brought about a con
dition of high prosperity and activity in all of those countries, and their peoples had 
acrtuil'ed a taste for luxuries and for the products of other countries which we were 
cal\pd upon to supply in huge quantities. 

The demands made upon the United States for steel and iron products, machinery, 
agricultural implemeJ?ts. f~~rics, foods, automobile~, !lnd Bpecialti~ of all kinds 
gave to our bUSlll~BB men YlSIOns of unchecked and hrmtiess prosperity, and our ex
ports of mcrcha::di:e for the year 1919, following the war, exceeded by nearly $1,-
000,000,000 our total exports for tile war year 1918. Imports into this country of 
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merchandise from e"ery quarter of the globe also broke all records, and amounted for 
the year 1919 to $.1,904,000,000-nearly $1,000,000,000 more than the maximum 
amount of imports ever before brought in. 

TURN OF THE TIDE. 

The turning of the tide in the world delirium 'and inflation came in the spring of 
]920, with the financial and industrial collapse which took place in the Empire of 
Japan. The Japanese had profited hugely from the supplies which they had furnished 
to the Allies and from the operation of their merchant maline, the profits of which 
durine: the war were enormous. This p:eat business had brought about the creation 
and f1ota.tion of numerous new finanCIal, manufacturing, and trading corporations 

, throughout Japan, and in the flotation of these companies a spirit of reckless specu~ 
lation had been developed which pervaded every section of the population of that 
count.ry-farmers, merchants, professional men, bankers, and public officials. 

The efforts which were made primarily in this country to hring about an orderly 
deflat.ion and the curbing of reckless specUlation began to make themselves felt not 
only here but in all the countries with which we had been dealin~. The apparently 
insatiable demand which America had developed for such luxunes as silks had tre
mendously stimulated the silk industry of Japan. The prices of raw silk had ad
vanced in the space (If a year or two approximately 400 per cent, maximum prices 
having heen reached in January and February of 1920. ' 

A rather sudden curtailment or suspension of the American demand for silks had an 
immediate effect upon the Japanese market. The collapse in the prices of raw and 
manufact.ured silks was followed by the ,prostration of the Japanese market for cotton 
goods which in recent years has become one of the great industries of that country. 
The closing down of numerous other industries followed in the wake of the financial 
panic, which had resulted in the suspension of some of the largest banks and business 
housP8 in the Empire, and an acute depression in business set in and still continues. 

As the crisis which followed the turning of the tide in Japan is typical of conditions 
in many other c(luntrics of the world with which we have been trading and with which 
we are still doing business, it may be illuminating to reproduce here the following ex
tract from an article by a leading and well-informed Japanese banker and bU8lDeB8 
man, the president of the Tokyo Bankers' Association, printed in the latest issue of a 
prominent and ably edited Japanese (Tokyo) magazine. . 

I do not care whether this goes in the record or not-that is for the 
commission to say-bu~ I think that is a very illuminating article, 
and the witness did not refer to thatlesterday. I think probably 
the members of the commission woul ,be interested in it, because 
it relates to agricultural conditions and labor. ,I do not see anything, 
in it criticising the Federal reserve· system or the Federal Reserve 
Board, however. There is no mention of that. 

The CHAIRMAN. Without objection, it will be inserted in the record. 
There is no objection. 

(The article referred to's here printed in full, as follows:) 
The outbreak of (World War) hostilities saw the economic world of Japan, which 

had been inured toreace. paralyzed by the suddenness of the conflict. All business 
came to a standstil. This general depression was immediately followed by a state 
approximating panic. Industry was hard hit and the money market was completely 
tied up. There was no knowing where the downward tendency would stop. It 
was fortunate, however, that the closing of exchanges and suspension of specie pay. 
ment were not experienced here as in European c(luntries. In (lther respects the 
economic condition of Japan was quite as depressed as that of Europe. 

When Japan entered the war WIth the object (If reducing the German fort in the 
Far East. it was difficult to form any idea of the extent to which, her intervention 
would affect her internal affairs. The minds of the people became uneasy. Busi
ness and industry sank into the depths of depression. With the progress of the con
flict, however, Ja:pan became gradually adjusted to war conditions. The people 
became engrossed m the manufacture of munitions for their army and for supplymg 
the demands of the allied countries. Factories which had hitherto turned out only 
merchandise eagerly took up the production of munitions of war . 
. By encouraging production and by extending shipping facilities, Japan was able 

not only to keep her own needs supplied but she was able to meet the requirements 
made of her by her allies. Shiptlmg companies were feverishly engaged in trans-
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porting munitions to the ports of allied countries. Industries which were once on 
the verge of extinction were now busy and working overtime. The government, in 
cooperation with the people, never hesitated to take measures that were thought 
necessary for the successful prosecution of the conflict. even though these involved 
sacrifices on the part of the industries •. While supplying Russia with war funds, 
Japan, on the other hand, raised domestic loans for the benefit of England and France. 

Not only was Japan called on to assist the other powers in these ways and by keep
ing the Pacific and Indian Ocean routes safe for transport of troops and supplies, thus 
preserving the peace of the Far East, but she was offered what was at the same time 
an opportunity and a duty to supply those oriental markets which were suffering by 
reason of the temporary stoppage of European and American trade. In order to 
relieve the situation Japan sent her products in rapidly increasing quantities to these 
markets. Factories were kept busier than ever turning out commodities for export 
overseas, and always there was a call for more goods and for more factories to make 
more goods. 

The various phases through which the Japanese economic world has passed since 
1914 fall into three periods-first, a period of sta..,l7Jlancy, then transition, and finally 
a period of prosperity: And now we are in·the midst of another time of transition. 

With the conclusion of a treaty of peace at Versailles, Japan found herself faced 
with the necessity of returning to prewar conditions. Exports, which during the 
War exceeded imports by considerable amounts, * * * began to dwindle, and 
soon the normal prewar condition of an excess of imports followed. Japan's trade 
balance had been consistently unfavorable during the two decades preceding the 
war, the average import excess between 1893 and 1915 being about 46,000,000 yen 
(a yen is equal to about 51 cents in United States currency). This condition was, of 
course, reversed during the war years, a favorable balance first appearing in 1915. 
This excess of exports increased in 1916 and again in 1917, amounting to nearly 
600,000,000 yen in the latter year. Then came a drop in 1918, and the excess of 
exports gave way to excess of imports in 1919, following the prewar order of an E'xcess 
of lmports during the first half year which the excess of exports of the latter half was 
unable to overcome. It may be noted that the reason for the unfa .... orable balance of 
the earlier months of the year is the heavy importation of American and Indian 
cottons, while the change during later months is brought about by shipment of raw 
silk to the American market. 

It is pleasing to note however, that late official forecasts point to a rice crop this 
year which will be the iargest in our history. The estimate is above 63,000,000 koku 
(a koku is approximately 5 bushels), which is 4 per cent greater than last year's crop, 
which was the largest up until that time, and 12 per cent above the average for the 
last several years. This condition is attributable to the favorable weather thus far 
and the depressed state of the silk market at the planting time. Farmers this year 
are giving more attention to rice and less to cocoons, aud it is estimated that there 
will be a reduction of 15.6 per cent for the total cocoon crop of the three seasons as 
compared with the total of last year. This is the greatest decrease experienced in 
recent years. 

Japan is still an agricultural country in s:p,ite of her remarkable recent industrial 
advancement. About 55 per cent of the families of the :tlation are of the farmer class/ 
and rice is by far the most important crop of the country. As in other agricultural 
lands, good crops may be taken as an indlcation of good times, for what benefits the 
farmers as a class benefits the nation as a whole. 

Along with various other problems brought upon us by the war, the labor question 
came to occupy an important place, this questlOn being made still more pressing by 
complications with other soclal problems. Unemployment has been greatly in
creased by the general industrial depression and the consequent suspension and 
curtailing of factory operations. The position to-day is that unless some harmoniza
tion and unification of aim and effort is effected between capital and labor, the further 
sound development of industry can not be expected. 

Especially at the time of transition from war to peace conditions, when a great 
change occurred in the relations of demand and supply, Japan was compelled to 
readjUBt her indUBtries and to change the nature of her finanClal machinery. It has 
alreli.dy been noted how the reckless spirit of speculation, brought about by the 
SUdden change of Japan's economic pOBltion, contributed to her confusion. Japan 
to-day is faced with tlie necessity of adopting such a policy as will enable her to change 
from .e!tpansion to retrenchment. She is once again treading the path of change and 
traDSltion. 

At present two opposite opinions are expressed regarding Japan's economic future
one pessimistic, the other optimistic. The careful student will take both these views 
into consideratlon and will weigh the facts and conditions on which they are based. 
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It is my opinion that the worst of the present business depression is now past. Some 
accentuation of financial stringency is expected to be felt at the time of the general 
New Year's settlements, but it must not be for~tten that business is naturally dull 
at the beginning of the year. And above all, It must be remembered that behind 
our scattered cases of misfortune and failure the country as a whole is financially 
80und and etrong. 

Great wealth has been accumulated during prosperous years and that wealth has 
not been wiped out of existence. That business that has been fu;cly established and 
conducted on sound principles will survive and all will be the better off when specu
lative and mushroom enterprises leave the field clear for sturdier growth. It is my 
hope and belief that by next spring, or next summer at the least, our general economic 
world will have recovered its nomial stability and activity. 

GOV. HARDING. I shall continue reading from the comptroller's 
report [reading]: 

The story of Japan's industrial and financial experience is largely similar to the 
experience of South American and European countries-tlome of them our allies and 
others neutral. Some of these countries are now going through a business cataclysm 
similar to that through which Japan has so recently passed . 

. Before I read the next paragraph ol this report of the Comptroller 
of the Currency, dated December 6, 1920, I want to read an extract 
from an address made at Augusta, Ga., by John Skelton Williams, 
former Comptroller of the Currency, before the chamber of commerce 
and the Georgia Press AssociatlOn on July 14, 1921. He says 
[readingJ: 

I believe I have something to say that should be said. Having no political pur
poaee, no ax to grind, as you people say, I suppose I can talk rather more freely than 
those who are more or leBS entangled with parties or factions or individuals. My 
emplovment throughout the last seven years as Comptroller of the Currency of the 
Umted States has given me exceptional opportunities to know the inside and the 
outside of our commercial and banking operations and conditions, the moving spirits 
and influences, and has imposed on me the duty of making a special study of them, 
divt'sted as I am of the interests and alliances that sway the iudgments of men. 

In mv opinion, we have been subjected to unneceSBarY hardships and ·loBBe8 by 
failure to use properly the means provided for avoiding or ameliorating these hard
shi~. But there nave been delsys, dismays, and disasters from methods and policies 
which I believe to have been unnecessary, erroneous, and inexcusable. 

I further declare the opinion that the tartial failure is not the fault of the Federal 
reserve system itself but it is the fault 0 the administration of that system by indi
viduals who have not measured up as they should bave done to the great responsi
bilities imposed upon them. I know this opinion to be founded on facts. I formed 
that opinion through close knowledge of the situation and development acquired by 
me officiaIly and accurately while I was comptroller. 

Now, gentlemen of the commission, you heard the statements 
yesterday, and you can judge of them for yourselves. Now, I want 
to read from the more calmly considered official report of the comp
troller dated December 6, 1920, following right 8.l0ng on page 6 
where I left off [readingj: 

In our own country we have been thus far fortunate enough-thanks largely to the 
splendid efficiency and stabilizing influence of the Federal reserve system-to avoid 
the financial crisis and complete disorganization .which have made havoc elsewhere. 
We have passed with comparative safety through exceedingly troubled and nerve
racking times; but difficult and dangerous problems remain to be solved, the solution 
of which will demand clear heads and steady nerves. 

Gentlemen of the commission, I am curious to know what hap
pened after the 6th of December, up to the 28th of December and 
2d of March, and recently. Beginning_ with earlv in January, 
when I commenced making speeclies in New Y ork, ~saying we had 
passed the danger point and reached a more normal state of mind; 
made speeches in North Carolina, pointing out that the farmers' 
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credits had to be carried, that additional credits should be granted, 
ur~ing a liberal policy upon the member banks and the exercise of 
foroearance and patience, I am curious to know what happened to 
make such a great change in the opinions of a man who wrote this 
as an official and the man who wrote thi::! other as an individual seek
in'" to arouse the passions and prejudices of an audience. 

'That is not all. I want to read some more of this in the record. 
He refers here, on page 6, to "Vain efforts to maintain excessive 
profits"; page 7, "Deflation becomes world-wide." He says [reading]: 

.The deflation which, as we have seen, took place so precipitately in Japan has made 
headway in every country, civilized and uncivilized, from the Arctic Ocean to the 
tropical jungles; and most of the products of human labor and human enterprise in 
nearly every country on the globe are now obtainable for a fraction of the prices which 
prevailed a year ago. The raw silks of Japan are quoted at one-fourth to one-fifth of 
last January's prices. The raw cotton from our own Southern States is selling at 
one-third the price of last summer. Rubber from the Valley of the Amazon or the 
Congo forests, vegetable oil from the Far East, wool from Australia, hides from the 
Argentine, coffee from Brazil, sugar from Java and Cuba, all may now be purchased 
at prices from one-fourth to one-half of those paid since the armistice. 

The shrinkage in prices during the last year in the products of our own country, 
and in the products of other countries, purchased at high prices by our merchants 
and business men, if applied to our crops, and the products of our mines, forests, and 
factories~ would represent an apparent loss sufficient to stagger the boldest imagination. 

At the top of page 8 of his report the comptroller says [reading]: 
A serious shrinkage of values was foreseen and predicted more than a year ago by 

those who studied conditions and considered the history of past wars. It has come 
faster and more violently than heretofore-

Note that he does not say because of any action of the Federal Re-
serve Board; he says [reading]: . 

It has come faster and more violently than heretofore, presumably because more 
rapid communication and transportation expedite the succession of inevitable effect 
on cause. Thus far results have not only come more quickly than after our former 
severe wars, but have been less calamitous. There is every reason to believe that the 
aame fatts that hasten disaster will hasten recovery; and that the people of different 
countries and classes, being more intimately in touch with each other than ever 
before, will more promptly understand eaoh other's rights and requirements and 
realize that it is to the interest of all to work' together for fair readjustments. 

The precipitate decline which has already been witnessed in so many leading 
commodities encourages the belief that in most cases ,we are near the bottom, the 
fall, in some instances, having been already excessive and abnormal and really not 
justified by actual conditions. Despite the tremendous decline in the prices of the 
raw materials for the articles upon which the cost of living is based-food, clothing, 
and the cost of shelter or housing-the private citizen is not yet receiving the full 
benefit of the drop; but he is requued to pay a tax in the shape of middlemen's profits, 
which in many cases is inexcusable and unwarranted. We need not imagine that 
we have reached a firm and stable foundation until excessive profits are further 
deflated; until the private citizen is able to acquire, at the expenditure of $1 of his 
hard-earned money, something approximating the quantity and quality which that 
dollar commanded in prewar times. 

One of the chief blessings growing out of the war has been the movement toward 
equalization and the decided raising of the wages of the workin~ people to a fairer 
and more equitable basis. This is for the permanent betterment ot the country. Yet 
wages have not been altogether equalized; in Bome cases the advance has been 
insufficient, in others it has been excessive. 

Many industries will find it impossible to continue the present high Wa!!eB when 
competition with foreign countries again begins in earnest, as it will, and w\;.en com, 
merce with all parts of the world will have been again speeded up, as it will be 
presently, through the agency of our enormously developed merchant marine. 
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Gentlemen, I am not reading this in any flippant spirit at all; I 
am reading this into the record because some of the statements made 
have a very direct bearing upon certain policies which the Federal 
Reserve Board adopted. I am coming to that later. And some 
of these things have a bearing upon the problem which you are 
primarily considering. The comptroller goes on [reading]: 

We can not meet this foreign competition if our miners, mechanics, and laborers 
loaf three days in the week and demand waget! for the other three days equal to those 
they formerly received for six days' labor. If this country is to prosper and grow and 
keep pace With the reawakened world-to say nothing of leading that world-it will 
be necessary for our people to work full time and intensely, and to proceed with all 
the skill and intelligence of which they are capable. 

The nations with which we mttBt compete have huge populations, with modern and 
erientilkally equipped mills, factories, and workshops, and are determined to get on 
their feet again and achieve prosperity; and they know that they can succeed only 
by energy. thrift and sacrifice. 

We need not depart from the 8-hour day, nor relinquish any oUhe legitimate benefits 
which the laboring man has won and is now enjoying in the shape of improved environ
ment and working conditions. in order to keep this country on the highest plane· of 
prosperity and on a basis which will enable it to compete with any other country. 
The important thing is that waste shall be eliminated as quickly as possible; that all 
prices shall be brought down to a sound and healthy level; that excessive and ex
orbitant profits shall be dropped, and that we go ahead at full speed to produce. 

Remedies for ills; a pathway to prosperi,;y-

I read that, because this is the official report of the Comptroller of 
the Currency of December 6 last [reading]: 

Reiteration of certain indisputable basic facts and deductions may be useful in 
helping to drive into the minds of the business community and our people generally 
the fundamental and only remedies for existing hindrances and assurances for reneweil 
stability and prosperity. 

The prices of many basic commodities and leading raw materials have already re
turned to a prewar basis, while some articles are now below the prices of 1914. It now 
remains for the middleman to adjust his profits to the new prices before the ultimate 
consumer will receive the benefit of the reduced cost of living. 

The laboring man will soon be in a position where he must determine whether he 
prefers a shut-down and idleness to a lower w8{te scale. which must take into considera
tion the lower living charges. Unless manufacturers can turn out their products at 
prices at which the public will buy, and can afford to buy. the mills and factories 
can not afford to run; hut obviously it is better for manufacturers to operate and pro
duce goods at cost. or at a very narrow margin of I,>rofit, rather than close down entirely. 
The attention of tillS office was directed some tune since to the case of a large steel 
manufacturer employing many thousands of men who threatened to close his fac
tories and throw his emplovees out of work unless certain large consumers of steel and 
iron products would place iheir orders at prices which would yield him a profit three 
times as /?I'eat as tile normal or average profit. Such an attitude. of course, is wholly 
indefensible and is deserving of the severest public condemnation. 

Even with the help of tariffs intended to prevent foreign finished products from 
being imported. if we try to maintain a wage scale which does not square with the 
rpvised costs of living. we will be unable to sell our products abroad in competition 
wiID. those of other countries whose manufacturing powers are well developed and 
whose w~es are much below our own. It is clearly far better for workingmen, as the 
cost of livlDg declines; to agree t~ a readjustment of wages on a basis which will permit 
factories to nm and the wheels of industry to revolve. rather than to hold out for wages 
which it will be impossihle for employers to pay when obliged, as they will he; to ineet 
keen competition at home and abroad. 

It is hoped and believed that our working people and manufacturers will both 
appreciate these simple and economic realities and that arrangements will be per
fected with the owners of mills and factories which shall secure to the laborer hiP 
full share of the profits and that he will be allowed to participate with capital in 
whatever earninlP' may be realized over and above a fair return on the capital invested . 

. Only on ilis pnnciple can we expect to restore business, bring about renewed in
dustrial activity, and establish a permanent and country-wide prosperity and con
tentment. 
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Inflation with reduced production bring hard times: In the report of the Comp
troller of the Currency a year ago attention was directed to the !P'ave dangers incident 
to the then prevalent reckless expansion in prices, accompamed by a reduced pro
ductionof commodities and articles representing real wealth, and warning was given 
as to the inevitable consequences. In discussing the general businesS and financial 
situati,on at that time, I said- -

I shall not read that, but he goes on to say: 
"Our bankers, however, have not been able to restrain, except in a very limited 

way, the individual extrava~ance and indulgence, luxury, and display which con
stitute the most serious peril to us and which have reached proportions which, in 
out present conditions, amount to crime with the majority of our citizenship guilty. 
Nor have the banking forces or any other exponents of our real business sense been 
able.to limit the crazy rapacity developed in some of our leading jndustries among 
men who should know better, but who apparently have become wildly intoxicated 
by special opportunities for exorbitant profits." 

That is in the report of 1919, which he reprints in 1920. Now, I 
want to quote just one more passage here from this statement on 
page 11. This IS the report for 1920 again: 

"The deflation, which at that time was obviously inevitable, has come, and the 
country is now in many respects on a sounder basis, economically, than it has been 
for years." 

That is on December 6, 1920, and you remember what he wrote 
me on December 28 about horses selling at $3 apiece in Kansas and 
being fed to the hogs-I believe he did not say in Kansas, but out 
West somewhere. Corn is very cheap in the West, and I do not 
believe the people are buying horses to feed to hogs; I think they 
I).refeeding them on corn. [Reading:] 
"" When conditions abroad become more settled or stabilized, and when at home 
much needed adjustments are effected in the costs to consumers of steel and iron 
products, which are still quoted about twice their prewar prices, and when coal, for 
which the Go;vernment itself has paid in recent months as much as four times the 
prewar price, and certain other commodities which are now being kept up artificially 
or as a result of monopolistic control far above the prewar figures get back to normal 
level, our country, resting on a solid foundation, will be prepared to enter upon a 
new and, let us hope, long-enduring era of prosperity and healthy progress. 

So far I have not found a single criticism of the Federal Reserve 
Board. He speaks of the "splendid efficiency" of the system. Effi
ciency is not a matter of law or legislation; it is a matter of operation. 
A system could not be splendidly efficient unless the operation of the 
system was efficient. 

Representative MILLS. What is your comment upon what you have 
been reading there ~ Do you agree with it or not 1 

Gov. HARDING. Well, parts of it I agree with and parts I do not 
agree with. I do not mean necessarily that I agree with it, but what 
I want to say to you is that the Comptroller of the Currency says that 
he realized that prices were unduly inflated and advanced and that a 
reaction was coming, and the point I am leading to is this, that in the 
year 1920, when the Federal Reserve Board first authorized the 
mcrease in discount rates, the reaction did not come-here is where 
I essentially disagree with him. You would get the impression from 
his statement that a clique met somewhere and decreed that there 
should be deflation. Nobody issued any decree or order for deflation 
at any time, but these various economic forces, which the comptroller 
describes in his report here, were working-silent, unseen, powerful, . 
irresistible forces, forces even greater than the Congress of tlie United 
States, and certainly much greater than any board created by an act 
of Congress. 
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There was a strike going on. The Federal reserve banks reported 
these tremendously increased borrowings of the member banks. The 
member banks themselves said, "We have loaned more than we want 
to loan, but we do not seem to be able to stop it some way. We are 
afraid o.f all. this/' Well, now, if a sU1?ervisory board of a banking 
system In this country has reason to believe that"the loans of member 
banks, many of which have been rediscounted at the Federal reserve 
banks and form the basis of the currency that has been issued, may 
become unsatisfactory, and yet permits low discount rates to con':' 
tinue, and encourages further and further borrowings, how far would 
this inflation business go on ~ Would there not eventually have been 
an explosion W What benefit would the business interests of this 

. country, or the farming interests, or any other interests of this 
country have gotten if these conditions had gone on for a few months 
longer In the year 19~0 and then the explosion come and we had found 
our banking system in thIs country in the same condition that the 
banking system of Cuba is in, for instance ~ There would have been 
no benefit to anybody in that. 

I shall go into this thing later, and I am goin~ to show, from state
ments read as we go along, just what the bQard s position was all the 
way through. I am not trying to manufacture sentiment now. I 
am not tryIng to palliate anything at all. I am reading from actual 
reports of meetings and conferences and statements issued, etc. 

There is another thing I want to get in the record from this report} 
if you please. 

Representative' SUMNERS. You turned aside. from your reI>ort a 
moment ago to answer some questions propounded by:Mr. Ten Eyck, 
and I wondered if you would mind stating at this time at what date 
you put into operation the increase of the rediscount rates. 

Gov. HARDING. Why, the rediscount rates have been changed and 
modified occasionally ever since the system was established. 

Representative SUMNERS. I understood you in your reply to Mr. 
Ten Eyck to refer to some year in which you put in the increase. 

Gov. HARDING. An increased rediscount rate ought not to be given 
the significance that has been give to it. It should not be considered 
as a political question. It is not a political question at allj it is 
purely a bankirig question. 

Representative SUMNERS. That is the reason I thought you would 
not mind answering when you put it into effect. 

Gov. HARDING. The rediscount rates have been changing ever 
since the system was inaugurated. 

Representative SUMNERS. My question was, however, directed to 
the statement you made to :Mr. Ten Eyck a moment ago. 

Gov. HARDING.' Well, changes were made early in December, 1919. 
A more marked change was made--

Representative SUMNERS. What do you mean by a change ~ Do 
you mean an increase or a decrease ~ 

Gov. HARDING. I mean they were increased slightly in December, 
1919, and they were increased generally to a 6 per cent level on or. 
about the 23d of January, 1920. Progressive rates were put in, as 
brought out in the statement yesterday, on various dates in April, 
May and June, 1920, and the maximum rates were put in along early 
in June, 1920, of about 7 per cent. All the changes in discount rates 
which have been made· tIlls year have been on a downward scale. 
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Inflation with reduced production bring hard times: In the report of the Comp
troller of the Currency a year ago attention was directed to the ~ve dangers incident 
to the then prevalent reckless expansion in prices, accomparued by a reduced pro
duction of commodities and articles representing real wealth, and warning was given 
as to the inevitable consequences. In discussing the general business and financial 
eituation at that time, I said-

I shall not read that, but he goes on to say: 
"Our bankers, however, have not been able to restrain, except in a very limited 

way, the individual extrava~nce and indulgence, luxury, and display which con
stitute the mo..«t ~erious peril to us and which have reached proportions which, in 
our present conditions, amount to crime with the majority of our citizenship guilty. 
Nor have the banking forces or any other exponents of our real business eense been 
able to limit the crazy rapacity developed in eome of our leading jnduatries among 
men who should know better, but who apparently have become wildly intoxicat~ 
by special opportunities for exorbitant profits." 

That is in the report of 1919, which he reprints in 1920. ~ow, I 
want to quote just one more passage here from this statement on 
page 11. This is the report for 1920 again: 

•• The deflation, which at that time was obviously inevitable. has come, and the 
country is now in many respects on a sounder basis, economically, than it has been 
for years." 

That is on December 6, 1920, and you remember what he wrote 
me on December 28 about horses selliD.~ at $3 apiece in Kansas and 
being fed to the hogs-I believe he dia not sav in Kansas, but out 
West somewhere. Corn is very cheap in the-West, and I do not 
believe the people are buying horses to feed to hogs; I think they 
l1Je feeding them on corn. [Reading:l 
.. " When conditions abroad become more settled or stabilized, and when at home 
much neede:l. adjustments are effected in the costs to consumers of steel and iron 
products, which are still quoted about twice their prewar prices, and when coal, for 
which the Government itself has paid in recent months as much as four times the 
prewar price, and certain other commodities which are now being kept up artiticially 
or a, a result of monopolistic control fa.r above the prewar figures get back to normal 
level, our country, resting on a solid foundation, will be prepared to enter upon a 
new and, let us hope, long·enduring era of prosperity and healthy progress. 

So far I have not found a single criticism of the Federal Reser"e 
Board. He speaks of the "splendid efficiency" of the system. Effi
ciency is not a matter of law or legislation; it is a matter of operation. 
A system could not be splendidly efficient unless the operation of the 
system was efficient. 

Representative Mn.Ls. What is your comment upon what you have 
been reading there ~ Do you agree with it or not f 

Gov. IIARnING. Well, parts of it I agree with and parts I do not 
agree with. I do not mean necessarily that I a~ee with it, but what 
I want to say to you is that the Comptroller of the Currency says that 
he realized that prices were unduly inflated and advanced and that a 
reaction was comin~, and the point I am leading to is this, that in the 
year 1920, when tne Federal Reserve Board first authorized the 
mcrense in discount rates, the reaction did not come-here is where 
I essentially disagree with him. You would get the impression from 
his statement that a clique met somewhere and decreed that there 
should be deflation. Nobody issued any decree or order for deflation 
at any time, but these various economic forces, which the comptroller 
describes in his report here, were working-silent, unseen, powerful, . 
irresistible forces, forces even greater than the Conpess of the United 
States, and certainly much greater than any boara created by an act 
of Congress. 
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There was a strike going on. The Federal reserve banks reported 
these tremendously increased borrowings of the member banks. The 
member banks themselves said, "We have loaned more than we want 
to loan, but we do not seem to be able to stop it some way. We are 
afraid of all this." Well, now, if a supervisory board of a banking 
system in this country has reason to believe that the loans of member 
banks, many of which have been rediscounted at the Federal reserve 
banks and form the basis of the currency that has been issued, may 
become unsatisfactory, and yet permits low discount rates to con
tinue, and encourages further and further borrowings, how far would 
this inflation business go on ¥ Would there not eventually have been 
an explosion W What benefit would the business interests of this 

. country, or the farming interests, or any other interests of this 
country have gotten if these conditions had gone on for a few months 
longer III the year 1920 and then the explosion come and we had found 
our banking system in thls country in the same condition that the 
banking system of Cuba is in, for instance ~ There would have been 
no benefit to anybody in that. 

I shall go into this thing later, and I am goin~ to show, from state
ments read as we go along, just what the bQard s position was all the 
way throuZh. I am not trying to manufacture sentiment now. I 
am not trymg to palliate anything at all. I am reading from actual 
reports of meetings and conferences and statements issued, etc. 

There is another thing I want to get in the record from this report, 
if you please. 

Representative SUMNERS. You turned aside from your reI>ort 8. 

moment ago to answer some questions propounded by Mr. Ten Eyck, 
and I wondered if you would mind stating at this time at what date 
you put into operation the increase of the rediscount rates. 

Gov. HARDING. Why, the rediscount rates have been changed and 
modified occasionally ever since the system was established. 

Representative SUMNERS. I understood you in your reply to Mr. 
Ten Eyck to refer to some year in which you put in the increase. 

Gov. H.UU)lNG. An increased rediscount rate ought not to be given 
the significance that has been give to it. It should not be considered 
as a political question. It is not a political question at all; it is 
purely a bankiri.g question. 

Representative SUMNERS. That is the reason I thought you would 
not mind answering when you put it into effect. 

Gov. HARDING. The rediscount rates have been changing ever 
since the system was inaugurated. 

Representative SUMNERS. My question was, however, directed to 
the statement you made to Mr. Ten Eyck a moment ago. 

Gov. HARDING. Well, changes were made early in December, 1919. 
A more marked change was made--

Representative SUMNERS. What do you mean by a change ~ Do 
you mean an increase or a decrease ~ 

Gov. HARDING. I mean they were increased slightly in December, 
1919, and they were increased generally to a 6 per cent level on or. 
about the 23d of January, 1920. Progressive rates were put in, as 
brought out in the statement yesterday, on various dates in April, 
May and June, 1920, and the maximum rates were put in along early 
in June, 1920, of about 7 per cent. All the changes in discount rates 
which have been made tms year have been on a downward scale. 
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Now, I want to continue with this report. There are some im
portant things here that I want to get in. On page 16 of the comp-
troller's annual report he states: . 

The figures below give for each Federal reserve district the aggregate of loans and 
discounts, plus United States Government securities. held by all national banks 
November 15,1920, and 'the increase as compared with March 4,1919. . 

This is "loans and discounts, plus United States Government 
securities." Now, United States securities are held more largely in 
the New York district than anywhere else-the greater proportion 
of them. I do not know whr the comptroller put "plus United 
States Government securities' into this table or why lie made his 
comparison between March 4,1919, and November 15, 1920, why he 
went over practically a two-year period instead of a one-year period .. 
But anyway here is what he has in here. He gives the total and 
the increase. I will give the round figures; the table will speak for 
itself. 

(The table referred to is here printed in full, as follows:) 

LoaTUI and discounts, plus United Sta.te8 8ecurities, Not,. 15. 19iO. 

Boston Federal reserve district. ............................. . 
New York Federal reserve district. ....................... , ... 
Philadelphia Federal reserve district ........................ .. 
Cleveland Federal reserve district.. .......................... . 
Richmond Federal reserve district. _ ._._. _._ .. _______ .•.• _._._ 
Atlanta Federal reserve district .............................. . 
Chicago Federal reserve disirict .............................. . 
St. Louis Federal resen-e district ........ _ .. _________________ _ 
Minneapolis Federal reserve district ....... , •.•............... 
Kansas City Federal reserve district. '"'''' __ .... ______ .", __ 
Dallas Federal reserve district •.......•......••...••...••..... 
San Francisco Federal reserve district ___ ..........••... _ .. _ •.. 

Total. 

$978, 47~, 000 
3,491,136,000 
1,044, ()003, 000 
1, 2S8, 2.'J6, 000 

832, 460, 000 
507,440,000 

I, 7!'l4, 210, 000 
MS, 3U1, 000 
6!.'3, 9:32, 000 
9:10,479,000 
631,026,000 

1,034,514,100 

TotaL •••.............................................•.. 13,744,3>'5,000 

I Shown in comptroller'S report as 1 per cent. 
I Less than 1 per cent. 

NOTB.-Figures do not include United States bonds held to secure circulation. 

Increase .inee I Mar.4,1919. Per cent. 

$1~.857,000 117 
2~, 3'>2, 000 (.) 
21,507,000 2 

121,523,000 10 
95,716,000 12 
31,413,000 7 

127,239,000 8 

~~:i~::: hJl I~ 84,112,000 10 
137,577,000 'Z1 

1,:::': ........ :~ 

Gov. HARDING. The actual increase in New York was smaller than 
in any other district except Philadelphia. The largest actual increase 
was ill San Francisco, and the next largest actual increase was in 
Boston. The percentage of increase was 27 per cent in Dallas as 
against 2 per cent in Philadelphia, and less than 1 per cent in New 
York. 

Those are the figures, giving for each Federal reserve district the 
aggregate of loans and discounts, plus United States securities, held 
by all banks in those districts November 15,1920, and the increase as 
compared with March 4, 1919. That shows there was an expansion 
of credit in the agricultural districts, an expansion much greater 
before November 15, 1920, than there was in large city districts .. 

I am going to read into the record in due course some figures show
'ing that the liquidation which has taken place during the past year 
of over a billion dollars has been in the reduced holdings by the 
Federal reserve banks of bankers' acceptances, which have gone down 
from a total of two or three hundred million dollars-I am not trying 
to give actual figures here, however~down to about $19,000,000, in 
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a recent statement made by the combined Federal reserve banks, and 
also in paper secured by Government obli~ations, Liberty bonds, and 
Treasury certificates of indebtedness. -lhe decrease in all other 
paper, including commercial paper and agricultural live-stock 
paper--

The CHAmHAN. Gov. Harding, I suggest that it is now haltpast 12. 
Unless you desire to go on at this time the commission will take a 
recess. _ 

Gov. lIARDING. I will just finish that sentence-was $138,000,000, 
and that decrease is accounted for by payments to the Federal reserve 
banks by banks in New York City, Chicago, and Boston. 

Just one other thing--
Representative TEN EYCK. May I ask you a question right there 1 
Gov. HARDING. May I get one other statement right in here. On 

page 52 of the comptroller's annual report for 1920 occurs this lan
guage: 

Largelv through the aid and excellent functioning of the Federal reserve svstem, the 
business 'and banking interests of the country have pMBed successfully through the 
perils of inflation and the strain and losses of deflation without panic and without the 
demoralization which has been produced in the past at various times from far less 
serious and racking causes. Those banking and other interests which at the outset so 
vigorously opposed the Federal reserve system are now among its warmest advocates. 

Representative TEN EYCK. Just this one question: Gov. Harding, 
you said that the discounts of farm and live-stock paper had increased. 
Does not that cover the increased discounts of the country banks and 
also the discounts of dealers in farm products and live stock 1 l 
believe that we should differentiate between the loans to the farmers 
on their products owned by them in warehouses--

Gov. HA.RDING. I have some very clearly defined ideas on that 
which I would like to present in a later part of my testimony here. 

Representative TEN EYCK. Yes-and the man who deals -in live 
stock and farm products. -

Gov. HARDING. I want to go into that very exhaustively. 
Representative TEN EYCK. Don't you think that is riEht ~ 
Gov. HARDING. I want to show wliy it is impossible, I think, under 

present conditions for the farmer generally-I am speaking of the 
small farmer-to get credit that he really ought to have, and I 
want to explain why that has come about and why it is impOl~sible 
for the Federal reserve system to cure it. And I want to suggest a 
remedy. . 

Representative TEN EYCK. That is what I want--a remedy. 
Gov. HARDING. But it is going to take time for me to go through 

all this. You see, there have been so many things introduced into 
the record that I am taking the time of the cOIDIDlSsion more than I 
otherwise would. But later on I will make a definite recommenda
tion. I will go into this matter and state my experience in dealing 
with things of this sort, and you can determine for yourselves then 
whether. or not I know what I am talking about, and whether my 
opinions are worth considering or not. 

(Thereupon, at 12.35 o'clock p. m., the commission took a recess 
until 2 o'clock p. m.) 
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AFTER RECESS. 

The joint commission reconvened at2 o'clock p. m., pursuant to 
recess, Hon. Sydney Anderson (chairman), presiding. 

The CHAIRMAN. The commission will come to order. Governor 
Harding, you may proceed. 

STATEMENT OF GOV. W. P. G. HARDING-Continued. 

Gov. HARDING. Mr. Chairman, as bearing upon the distribution 
of credits throughout the country, I would like to introduce into the 
record a table which appears at the top of page 17 of the annual 
report for 1920 of the Comptroller of the Currency. He says [read
ing]: 

In the following statement there -are given the figures of November 15, 1920, as to 
the total bills payable and rediscounts and Government deposits held by all the 
national banks In each district and the increase or reduction as compared with March 
4,1919. 

There, again, I do not understand why he included United States 
deposits with the b.ills payable and rediscounts. But I give you the 
information for whatever it is worth, as showing the credit distribu
tion. I suppose that was his idea, as to what the total credit dis
tribution was by districts. This, of course, as I understand it, 
relates exclusively to national banks, does not include State banks 
which are members of the Federal reserve system or those which 
are not. _ 

In this table he gives the following figures: 
Boston Federal reserve district: Total, $117,406,000; decrease, $73,842,000, or 38.61 

per cent decrease. 
New York Federal reserve district: Total, $813,648,000; increase. $95,982,000, or 

13.37 per cent increase. 
Philadelphia Federal reserve district: Total, $144,313,000; decrease, $69,108,000, 

or 32.38 per cent decrease. 

The CHAIRMAN. May I interrupt you there to ask where you are 
reading from ¥ 

Gov. HARDING. The report of the Comptroller of the Currency for 
1920, the table at the top of page 17, which is headed "Total bills 
payable and rediscounts, including United States deposits, Novem
ber 15, 1920." 

Cleveland Federal reserve district: Total, $87,072,000; decrease, $32,254.000, or 
27.03 per cent decrease. 

Richmond Federal reserve district: Total, $142,755,000; increase, $5,425,000, or 
3.95 per cent increase. 

Atlanta Federal reserve distnct: Total, $135,018,000; increase, $55,320,000, or 69.41 
per cent increase. 

Chicago Fed~ral reserve district: Total, $399,688,000; increase, $241,797,000, or 
153.14 per cent mcrease. 

St. Louis Federal reserve district: Total, $108,300,000; increase, $52,394,000, or 
93.72 per cent increase. 

Minneapolis Federal reserve district: Total, $12,(,884,000; increase. $99,832,000, or 
347.90 per cent increase. . . 

Kansas City Federal reserve district: Total, $181,702,000; increase, $78,419,000, or 
75. 93 per cent increase. 

Dallas Federal reserve district: Total, $118,912,000; increase, $18,806,000, or 18.79 
per cent increase. 

San Francisco Federal reserve district: Total, $159,385,000; increase, $23,537,000, 
or 17.33 per cent increase. 
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The total bills payable and rediscounts, including United States 
deposits, as of November 15, 1920, in national banks of all districts 
appears from this report to be $2,536,083,000. 

It does not say how much of that was with the Federal reserve 
banks or how much with other banks, and it does not give the figures 
separately. I would suggest that if the commission would like to 
get a little clearer light on the situation, that when the witness who 
was on the stand yesterday comes back again that you ask him if 
he can give you tlie separate figures-how much the United States 
deposits amounted to, and how much the total bills payable and 
rediscounts amounted to. It does not seem to be shown in this 
report here. . 

Now, I think an inquiry was made this morning as to dates when 
changes in rediscount rates were made. 

Representative SUMNERS. I asked that que.stion; yes. Have you 
that mformation ~ 

Gov. HARDING. I have that information here. This table that I 
have here begins with the changes from January 1, 1920, to July 25, 
1921. I will state from memory that some slight increases were made 
the latter part of November or the early part of December, 1919, but 
that the substantial changes were made after the 1st of January, 1920. 

Representative SUMNERS. Governor, does your data there show 
what the discount rate was at the beginning of the period to which 
you referY 

Gov. HARDING. It shows what the changes were from one date to 
the other. 

Representative SUMNERS. You are going. to incorporate it in the 
record W 

Gov. HARDING. Yes. Exhibit A. This is "Rate. changes and 
votes thereon from January 1, 1920, to July 25, 1921." 

Philadelphia. Effective January 2, 1920. 
Paper secured by certificates of indebtednese raised to 41 per cent from 41 per cent. 
Mr. Williams not present. Action unanimous. 
January 2, 1920. Minneapolis. 
Paper secured by certificates of indebtedne88 raised to 4f per cent for 1 to 60 days 

and to 5 per cent for 61 and 90 days; both raised from 41 per cent. 

The CHAlliMAN. Was that in correspondence with the increased 
rates borne by the certificates W 

Gov. HARDING. Yes, sir; it was. 
Mr. Williams not present. Action unanimous. 

I may state also that all of these changes were made on the initia
tive of the directors of the Federal reserve banks concerned, the board 
approving or modifying the action. ' 

Representative ~UMNERS. What reason was suggested 'why they 
shoula be changed at that time, Governor, if you know ~ 

Gov. HARDING. Why, the Treasury had raised its rates on certifi
cates of indebtedness, and all we wanted to do was to facilitate the 
placing of the certificates withQut giving the member banks a profit 
ill the transaction. 

Representative SUMNERS. And that change was made with refer
ence to the interest rate of certificate rather than to any general credit 
condition in the country at that time Y . , 

Gov. HARDING. Well, I don't think I could answer that properly 
in view of the action that was taken the next day.' . 

58589-21-PT 13-20 



306 AGRICULTURAL INQUIRY. 

Effective January 3, 1920. '" Kansas City. '. 
Co=ercial paper rate raised from 5 per cent to 5i per cent. 
Agricultural paper maturing after 90 days raised from 5i per cent to 6 per cent. 
Paper secured by Liberty bonds and Victory notes raised from 5 per cent to 5i per 

cent. 
Paper secured by certificates of indebtedness, from 4i per cent to 41 per cent. 
Mr. Williams present. Action unanimous. 

Representative SUMNERS. Why was the difference made with 
reference to agricultural paper ~ 

Gov. iliRDING. That was made upon the suggestion of the directors 
of the Federal reserve banks. I may state. that later on in the year 
those differences were ironed out, so that at the present time there 
is no distinction at all between agricultural paper maturing after 
90 days and paper maturing in 15 days. 

Effective January 3, 1920. Boston. Paper secured by certificates of indebtedness 
rais-ed from 41 per cent and 4t per cent, according til the rate borne by the certificate, 
to 4i per cent. . 

Mr. Williams present. Action unanimous . 

. ReI?resentative SUMNERS. Now,. at that particular time did Boston 
raise Its rate With reference to the general collateral that was redis-
counted~ . 

Gov. iliRDING. No, sir; all the changes that are made are immedi-
ate, and the other rates were not affected. 

Effective January 5, 1920. Richmond. , 
Paper secured by certificates of indebtedness raised from 4i per cent to 41 per cent. 
Mr. Williams not present. Action unanimous. 
Effective January 6, 1920. Atlanta. 
Paper secured by certificates of indebtedness raised from 4t per cent to 41 per cent. 
Mr. Williams present. Action unanimous. 
Effective january 10, 1920. Chicago. -. 
Paper secured by certificates of indebtedness raised from 4t per cent to 41 per cent. 
Mr. Williams present. Action unanimous. 
Effective January 12, 1920. Cleveland. 
Rate on certificates of indebtedness raised from 4t per cent to 41 per cent. 
Rate on co=ercial paper I'aised from 41 per cent to 5 per cent. 
Rate on agricultural paper over 90 days raised from 51 per cent to 5t per cent. 
Paper secured by Liberty bonds and Victory notes raised from 41 per cent to 5 

per cent. 
Mr. Williams not present. Action unanimous. 

Representative SUMNERS. Why should there be the difference be
tween the rate on commercial paper and agricultural paper~ 

Gov. HARDING. That was because of the time of maturity. Any 
agricultural paper maturing in less than 90 days was accorded the 
same rate as commercial paper. Now, the theory is that a Federal 
reserve bank keeping its assets liquid, and turning over frequently, 
that paper having a short maturity is given a lower rate than paper 
having a longer maturity, but as the agricultural emergency increased 
the board and the Federal reserve banks decided that they would 
ignore that scientific or theoretical distinction and place the long
term agricultural paper on the same basis as the short-term com
mercial paper. 

Representative TEN EYCK. How long did this difference exist 
before you c,hanged it ~ 

Gov. HARDING. Well, I will read this record and you will see when 
they were leveled up. But there was no distinction ever made at 
any time as between commercial paper and agricultural paper of 
the same maturity. You see, the banks cannot ta.ke commercial 
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paper maturing any longer than 90 days. They can take agricul
tural paper maturing up to six months, so the oilly distinction. that 
was ever made in the rate on agricultural paper applied only to that 
part of the agricultural paper which matured beyond 90 days. 

Representative TEN EYCK. Did they make a distinction, however, 
as regards the .acceptance of the two ~ Is it not a fact that most 
member banks prefer to take more liquid assets then agricultural 
paper 1 Is that not really a fact now ~ 

Gov. HARDING. No; I don't know that it is a fact at all. It may' 
be with the city banks, but with the country banks, a large part of 
their business is taking six months' agricultural paper. Sometimes 
it runs longer than six months. 

Representative TEN EYCK. When you say country banks, does 
that not include a lot of city banks, too ~ Is it not a fact that the 
dcfinition of country banks mcludes city banks as well as what yqu 
might call rural banks ~ 

Gov. HARDING. If you were speakJ.ng of central reserve city banks 
and reserve. city banks, then every bank which is not located in a 
central reserve or a reserve city is a country bank. 

Representative TEN EYCK. That is what I understood it to mean, 
Gov. HARDING. I remember some years ago the city of Buffalo~ 

in fact up to 1914-was not a reserve city, although it had over 
400,000 population, and it was always classed in the comptroller's 
report as "country; /I that is a bank located iIi Buffalo was a country 
bank, under that classifioation. But what I am talking about now 
are banks located in small towns of 2,000 or 2,500 people; something 
like that. .. . 

The CHAIRMAN. I take it if a bank had both commercial paper and 
agricultural paper that it. would probably discount the commercial 
paper, because it would be. in larger amounts, in round amounts, 
and could be handled with less difficulty. . 

Gov. fuRDING. Partly for that reason, and partly because of the 
lower rate. For instance, if a Federal reserve bank differentiated 
in its rates according to the maturity of the paper it took, if the rate, 
we would say, was 4t per cent on paper maturing up .. to 30 days, 
and 5 per cent on paper maturing from 30 to 60 days, and 6 per cent 
on paper maturing from 60 to ~O days, and. 6t per cent on p8;per 
maturmg beyond 90 days, why ,It wo~d naturally foll~w. ~hat 1fa 
country bank would desITe accommodatIOn for a short tIme It would 
look up its short-time paper and discount the paper that bore the 
cheaper rate. 

Representative TEN EYCK. Yes; but if, on the other hand, the 
same rate was accorded to both classes of paper, ancl one was a liquid 
paper and the other was a long-time paper, they~undoubtedly would 
aiscount the long-time paper quicker than they would the pa'per of 
liquid assets that they could go into the market and sell immedIately, 
is not that a fact 1 As a real banker ~ . 

Gov. fuRDING. Yes; I have an idea that the banks ~enerally, feel
ing that. they could get their paper discounted witn the Federal 
reserve bank with greater readiness than they could by the correspond
ent member banks, would probably give the Federal reserve bank 
some of their long-time paper, particularly if rates were the same, 
and discount their well-rated commercial paper with the city corre
spondent. But the point I wanted to stress is that these distmctions 
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in rates were based on the t'ime of maturity and not on the classifica
tion of paper. 

RepresentatiYe TEN Eyck. Yes; I understand. 
Gov. HARDDiG. Yes. 

Effective January 12, 1920. San Francisco. 
Rate on paper secured by certificates of indebtedness raised from 4! per cent to 41 

per cent. 
Mr. Williams present. Action unanimous. 

, I yvill explain that date. One record there shows that he was not 
present and the other shows that he was present. The Comptroller of 
the Currency is a very busy man. Sometimes he could not attend a. 
meeting, and sometimes he would come in after the board met and was 
present for a little while and then he would go out, and for the last two 
or three years we have always made it a practice of putting on the 
minutes those who were present, and then if the Comptroller of the 
Currency came in after the proceedings had gotten under way, the 
minutes would note that" At this point the Comptroller of the Cur
rency entered the meeting," and if he lp-Ct before the meeting was 
conc1uded, there would be noted in the minutes, "At this point the 
Comptroller of th., Currencv withdrew from the meeting," so we could 
tell from those two entries tn the minutes what action he participated 
in. The records will show that. 

Effective January 23, 1920. Boston, New York, Philadelphia. 
All three raised rates on commercial paper from 41 per cent to 6 per cent. 
Rate on a..<>ricultli!l'l paper over 90 days from 1) per cent to 6 per cent. 

Now, you may notice the differential was done away with there. 
Up to that time the rate was 4t per cent on commercial paper under 
90 days, and agricultural paper was classed commercial paper with 
maturity under 90 days, and the rate on agricultural paper over 90 
days had been 5 per cent, a differential of one-quarter of 1 per cent, 
against agricultural paper; but in this readjustment, where the rates 
were both raised to {) per cent, the agricultural paper was not raised as 
much as the shorter time agricultural and commercia] paper. I am 
talking about agricultural and livestock paper over 90 days. So it 
was the same. 

Rate on paper secured by Liberty bonds and Victory notes from 41 per cent to 
5! per cent. . 

Mr. Williams, :Mr. Hamlin, and Mr. Moehlenpah vot.ed "No," except that the 
"ote !O raise the agricultural paper of over 90 days from 5 per cent to 6 per cent was 
unalllmous. 

Effective January 23, 1920. Richmond. 
Rate on commercial paper raised from 41 per cent to 6 per cent. 
Rate on agricultural paper over 90 days raised from 5 per cent to 6 per cent. 

Note there again the uniformity in the rate. Now, I will state 
here that in regard to that rate on commercial paper, that means 
the paper maturing in less than 90 days. It is an inclusive term; 
it i,ncludes agricultural paper provided it matures in less than 90 days. 

Rate on paper secured by Liberty bonds and Victory notes raised from 41 per 
cent to 5~ per cent. 

(These rates are the same as those approyed for New York from Jan. 23.) 
Mr. Williams not present. 
Effective January 23, 1920. Kansas City. 
Rate on commercial paper raised from 5! per cent to 6 per cent. 
(All ratru to cOl're.spond to those authorized for New York Jan. 23.) 
Mr. Williams not present. 
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Representative SUMNERS. Was the last item New York~ 
Gov. HARDING. No; this was Kansas City. That all their rates 

were raised so as to correspond with the rates authorized for New 
York, Boston, and Philadelphia. 

Representative SUMNERS. Yes . 
. Gov. HA.RDING. You see, we were getting uniform rates. 
Effective January 24, 1920. (hicago, St. LoWs. 
Rate on commercial paper raised from 41 per cent to 6 per cent. 

I think I will say with greater accuracy that the rate on paper up 
to 90 days raised from 41 per cent to 6 per cent. 

Rate on agricultural paper over 90 days from 5i, per cent to 6 per cent. 

Note that evening-up process again. 
Rate on paper secured by Liberty bonds and Victory notes raised from 41 per cen t 

to 5} per cent. 
St. LoWs also raised rate .on paper secured by certificates of indebtedness from 

4! per cent to 41 per cent. (By this change the same rates throughout were authorized 
for (hicago and St. Louis as were authorized on January 23 for New York.) 

lIIr. Williams'was present. Action unanimous. 
Effective January 26, 1920. Atlanta, Minneapolis. 
Rate on commercial paper raised from 4l per cent to 6 per cent; 
Rate on agricultural paper over 90 da)'s raised from 5} per cent to 6 per cent. 
Rate on paper secured by Liberty bonds and Victory noted raised from 41 per cent 

to 5! per cent. 
Mr. Williams present. Action unanimous. 
EITecth'e January 28, ]920. Cleveland. 
Rate on commercial paper raised from 5 per cent to 6 per cent. 
Rate on 'agricultural paper over 90 days raised from 5} per cent 'to 6 per cent. 
Rate on paper secured by Liberty bonds and Victory notes raised from 5 per cent to 

5! per c('nt. -
Mr. Williams not present. Action unanimous. 
Effective February 2, 1920. Dallas. 
Rate of commercial paper raised from 5 per cent to 6 per cent. 
Rate on agricultural paper over 90 days raised from 51 per cent to 6 per cent. 
Rate on paper secured by Liberty bonds and Victory notes raised from 5 per cent 

to 5} per cent. . 
Rate on paper secured by certificates of indebtedness raised from 4i per cent to 

41 per cent. 
Mr. Williams present. Action unanimous. 
Effective February 2, 1920. San Francisco. 
Rate on commer(!JaI paper raised from 41 per cent to 6 per cent. 
Rate on agricultural paper over 90 days raised from 5} per cent to 6 per cent. 

You will notice there that there was a much lower rate on the paper 
under 90 days, 41 per cent, which was raised to 6 per cent, than there 
was on the agricultural paper over 90 days, which was raised only 
from 5t per cent to 6 per cent. 

Rate on paper secured by Liberty bonds and Victory Jlotes raised from 4fper cent 
to 5! per cent. 

lIfr. Williams not present. Action unanimous. 
Effective February 26, 1920, to March 10, 1921. , 
All banks, except Minneapolis, raised rates on certificates of indebtedness to 5 per 

cent and, thereafter, the rate went up with the rate borne by the certificates and 
reached 6 per cent at all banks on July 1, 1921, and on July 21, 1921, these rates went 
down to 5t per cent again at Boston, New York, Philadelphia, and San Francisco. 

Effective May 3, 1920. San Francisco. 
Rate on paper secured by Liberty bonds and Victory notes raised from 5! per cent 

to 51 per cent. 
Mr. Williams not present. Action unanimous. 
Effective May 13, 1920. Cleveland. 
Rate on paper secured by Liberty bonds and Victory notes raised from 5i per cellt 

to 51 per cent .• 
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Mr. Williams present. Action unanimous. 
'Effective June 1,1920. New York. 
Rate 0!l commercial paper raised from 6 per cent to 7 per cent. 

Under 90 days. 
Rate on agricultural paper over 90 days raised from 6 per cent to 7 per cent. 
Rate on paper secured by Liberty bonds and Victory notes raised from 5i per cent 

to 6 per cent. 
Mr. Williams and Mr, Moehlenpah voted "no." The chairman (the Secretary of 

the Treasury, who was chairman ex officio), the governor, and Mr. Miller voted" aye." 
Effective June 1, 1920. Chicago. 
Rate on commercial paper raised from 6 per cent to 7 per cent. 
Rate on agricultural paper over 90 days raised from 6 per cent to 7 per cent. 
Action taken May 28, Mr. Williams not voting. 
Effective June 1, 1920. Minneapolis. 
Rate on commercial paper raised from 6 per cent to 7 per cent. 
Rate on agricultural paper over 90 days raised from 6 per cent to 7 per cent. 
Action taken by board May 29, Mr. Williams present. Action unanimous. 

Representative SUMNERS. What bank, Governor, is that you are 
reading with reference to now ~ 

Gov. HARDING. Minneap()lis. In other words, the members who 
voted against rais~D~e New York City rate from 6 to 7 per Cent 
voted to raise the . eapolis rate from 6 to 7 per cent a few days 
afterwards. 

Effective June 1, 1920. Richmond. 
Rate on loans secured by Liberty bonds and Victory notes raised from 5i per cent 

to 6 per cent. 
Mr. Williams present. Action unanimous. 
Effective June 4, 1920. Boston. 
Rate on commercial paper raised from 6 per cent to 7 per cent. 
Rate on agricultural paper over 90 days raised from 6 per cent to 7 per cent. 
Rate on paper secured by Liberty bonds and Victory notes raised from 5i per cent 

to 6 per cent. 
Mr. Williams present and voting "no." 
The governor stated that he was authorized by the chairman to say that the proposed 

changes in discount rates were ,agreeable to him, and that he would vote" aye" were 
he present. 

Effective June 7, 1920. San Francisco. ' 
Rate on paper secured by Liberty bonds and Victory notes raised from 51 per cent 

to 6 per cent. 
Action by the board taken June 2. Mr. Williams present. Action unanimous. 
Effective September 28, 1920. Kansas City. . 
Rate on paper secured by Liberty bonds and Victory notes raised from 5i per cent 

to 6 per cent. 
Mr. Williams present. Action unanimous. 
Effective November 1, 1920. Atlanta. 
Rate on commercial paper raised from 6 per cent to 7 per cent. 
Rate on a.,oricultural paper over 90 days raised from 6 per cent to 7 per cent. 
This action was taken by board October 28 and involved the abolition of the pro

gressive discount rate. 
Mr. Williams was not present. 

Now, a record was introduced yesterday of a vote taken on August 
31, at which time I stated to the Federal Reserve Board that the 
governor of the Federal reserve bank of Atlanta had requested me to 
sound the board out as to how it would feel about approving action, 
if taken-it had not been taken-but how it would feel about approv
ing action if taken b:y the directors of the Federal reserve bank of 
Atlanta to abolish theIr progressive rate. ..At that time the maximum 
flat rate for a normal basic line was 6 per cent. I asked Gov. Well
born, and reported to the board what Mr. Wellborn said as to his 
reasons for desiring to abolish the progressive rate. He. said that he 
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found that the large city banks, the banks with large capital and 
deposits, notably in New Orleans, Atlanta, Savannah, and Nashville, 
were in favor of the progressive rate because they had large deposits 
and large balances, and their basic line was very large, as I tned to 
explain this morning in this memorandum. I gave, and that they 
figured that the operation of the progressive rate would give them 
money cheaper than if they went to a flat 7 per cent rate. 

He said, on the other hand, the coun~ banks which had smaller 
capital, smaller deposits, and necessarily smaller reserves, and 
therefore a smaller basic line, were in favor of the 7 per cent flat rate 
for the same reason, that it would give them their money cheaper. ' 

I explained that to the board. At that time there was a disposition 
on the part of some of the banks in the large cities to use very large 
amounts of money which involved moving grain and other agricul
tural products which came from other Federal reserve districts to 
the ports. 

The board instructed me to say to the Federal reserve bank of 
Atlanta that we were prepared to approve the abolition of the pro
gressive rate whenever the directors of the Federal reserve bank 
recommended it, provided they would recommend a substitution 
of a 7 per cent flat rate for a 6 per cent progressive rate, but they 
were not prepared to make that recommendation until the latter 
part of October, and when they did, the board agreed to it, and the 
substitution was made about the 1st of November. 

Representative SUMNERS. Governor, if it would not ·interrupt you, 
right at that point I want to see if I am clear as to the effect of the 
progressive rate. In the illustration which you gave thism-orning 
with regard to the basic rate, I wanted to get that infonnation this 
morning, but seemed to be unfortunate in framing my question; 

Gov. HARDING. Congressman, if you could just let ·Ille fii:J.ishthis 
story and then take it up we would have it all consecutive in the 
record. 

Representative SUMNERS. Yes. 
Gov. HARDING. It does not make any difference to me, however. 

I want to enlighten you. . 
Representative SUMNERS. Very well. I will bring that up later. 
Gov. HARDING (reading): 

Effective February 10, 1921. Cleveland. . 
Rate on paper secured by Liberty bonds and Victory notes raised from 51 per cent 

to 6 per cent. . 
Mr. Williams present. Action unanimous. 

Other rates were 61er cent, and they were giving'a differential in 
favor of Liberty-bon holders, and found that that did not seem to 
be fair in certain jnstances, and they wanted to make the rate 
unifonn. 

Effective February 15, 1921. Dallas. . 
Rate on commercial paper raised from 6 per cent to 7 per cent. 
Rate on paper secured by Liberty bonds and Victory notes raised from 51 per cent 

to 6 per cent, 
Rate on agricultural paper over 90 days raised from 6 per cent to 7 'per cent. 
(This action was taken by the board February 15, 1921, and abolished at the same 

time the progressive rate.) . 
Action unanimous. Mr. Williams present •. 
Effective April 15, 1921. Boston. . 



312 AGRICULTURAL INQUIRY. 

This was after Mr. Williams left the board, and we have, of course, 
no further reports to make as to his action. 

Rate on co=ercial paper reduced from 7 per cent to 6 per cent. 
Rate on agricultural paper over 90 days reduced from 7 per cent to 6 per cent. 

That was a voluntary recommendation on the Prart of the Federal 
reserve bank. Its reserve 'position justified it. The lower tendency 
of discount rates generally ill the Boston district also justified it. 

Effective May 5, 1921. New York. 
Rate on co=ercial paper reduced from 7 per cent to 61 per cent. 
Rate on agricultural paper over 90 days reduced from 7 per cent to 61 per cent. 

The Bank of England had recently reduced its rate from 7 to 6t 
per cent before that action was taken in New York. . 

Effective May 6, 1921. Atlanta. 
Rate on co=ercial paper reduced from 7 per cent to 6 per cent. 
Rate on agricultural paper over 90 days reduced from 7 per cent to 6 per cent. 
Rate on paper secured by Liberty bonds and Victory notes raised from 51 per cent 

to 6 per cent. 

To all borrowers on the same basis. 
Effective May 7, 1921. Chicago. 
Rate on· co=ercial paper reduced from 7 per cent to 61 per cent. 
Rate on agricultural paper over 90 days reduced from 7 per cent to 61 per cent. 
Effective May·10, 1921. Minneapolis. 
Rate on co=ercial paper reduced from 7 per cent to 61 per cent. 
Rate on a.,"licultural paper over 90 days reduced from 7 per cent to 61 per cent. 
Effective May 16, 1921. Dallas. 
Rate on commercial paper reduced from 7 per cent to 61 per cent. 
Rate on a,,"licultural paper over 90 days reduced from 7 per cent to 61 per cent. 
Effective May 21,1921. ·St. Louis. 
Rate on paper secured by Liberty bonds and Victory notes raised from 51 per cent 

to 6 per cent. 
Effective June 16, 1921. New York. 
Rate on commercial paper reduced from 61 per cent to 6 per cent. 
Rate on a..,"licultural paper over 90 days reduced from 61 per cent to 6 per cent. 

And the Bank of England followed suit a few days after that and 
reduced its rate to 6· per cent. There was no necessary connection, 
of course, between one bank and the other, but London and New 
York are both great financial centers, and without any prearrange
ment one action followed the other. 

The CHAIRMAN. May I ask if that followed any decline in the rate 
of moneyW 

Gov. HARDING. There was a declining tendency; Y!lS. It is very 
hard to determine, by the way, just what is the market rate. New 
York has the only real call-money market, and in a great many 
financial centers there are no call-money rates. The interest rates 
of the different States seem to fix the limitations on money in a great 
many States. I think the best criterion to judge by now as to the 
market rate for money is the rate at which securitIes can be sold, 
income return, and even that is complicated with the question of 
income taxes, and so on. . 

Ordinarily the commercial paper rate, that is on paper sold by bill 
brokers, has been accepted as a criterion of the commercial paper rate 
on the market. But that is hardly fair now, because the bank which 
has idle funds to invest has an opportunity of investing its funds in 
paper which carries a smaller credit risk than the one-name com
mercial paper that is offered through note brokers. For instance, a 
bank can buy Treasury certificates of 6 months' or 12 months' 
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maturity when they are offererl,-or shorter maturity, if they buy on 
the market, and there is a good, strong dema.nd for member bank 
acceptances, which are the obligations of a trader, an exporter, or an 
importer, or a merchant, accepted by a member bank. But the 
acceptance rate in New York now is less than the official bank rate, 
ilightly less. And that is an ideal situation which we have been 
trying to work to, but never have succeeded in getting to, and under 
the conditions existing in this country it may be several years before 
we can get to it-that is, to keep the discount rate of the Federal 
reserve bank a little above the market or goin~ rate, so that while 
providing funds for accommodation there is no mcentive for a mem
ber bank to discount merely for the sake of making a profit because of 
the difference in rate which he charges his customer and the rate at 
which the Federal reserve bank wilL rediscount for him. 

Effective June 25, 1921. Dallas. 
Rate on commercial paper red,uced from 6~ per cent to 6 per cent. 
Rate on agricultural paper over 90 days reduced from 6! per cent to 6 per cent. 

A.nd, agajn, I want to stress that that" commercial paper" means 
all paper of a commercial and agricultural type maturing under 90 
days. 

Effective July 21. 1921. Boston, New York, Philadelphia, San Francisco. 
Rate on commercial paper reduced from 6 per cent to 5} per cent. 
Effective July 21, 1921. Boston, New York, Philadelphia, San :Francisco. 
Rate on paper secured by Liberty bonds and Victory notes reduced from 6 per cent 

to p~ per cent. 
Effective July 21, 1921. Boston; New York, Philadelphia, San Francisco. 
Rate on agricultural paper over 90 days, reduced from 6 per cent to 5, per cent. 
Effective July 30, 19:1l. Chicago. . 
Rate reduced from 6i per cent to a flat 6 per cent rate. 

The CHAIRM.AN. Was the increase in the discount tate on loans 
secured by Government paper adopted by all'of the Federal reserve 
banks at about the same time 1 

Gov. fuRDING. Well, over a period of 10 days or 2 weeks, I 
prestime. 

The CHAIRMAN. I tried to follow it, but I did not get in my mind 
whether that particular increase took place in all member banks 
about the same time, or took place in different banks at different 
times. . 

Gov. HARDING. You see the directors of the Federal reserve banks 
do not have u.niform days for meeting. For instance, they meet on 
Tuesdav in one bank and Wednesday in another, and every other 
week ill another bank, and so on. But it took place at practically the 
same time. 

N ow, I want to quote from Table 48 . 
. Representative TEN EYCK. Gov. Harding, may I ask a question 

rIght here. . 
Gov. HARDING. Yes, sir. 
Representative TEN EYCK. As a sort of an appendix to your 

statement this morning, will you tell me what is the practice or 
procedure of the reserve banks in bringing to your attention sug
gested raises or lowerings of discount rates 1 

Gov. HARDING. Why, sometimes they will communicate with me 
informally and ask me to sound out the board and find out what 
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the board's view is about such and such a change in their rate 
schedule; how the board would feel about it. 

Representative TEN EYCK. And give you their reasons for doing 
UW " 

Gov. lIARnlNG. And give me their reasons for doing it. That is 
not the usual way. I think more frequently-well, I don't knoW' 
about that either. I guess it is about SIX to one and half a dozen of 
the other. 

Representative TEN EYCK. Well, what is the other way~ . 
Gov. lIARnlNG. The other is that they will go ahead and act and 

send a telegram tothe board saying: "Our directors to-day voted, 
effective such and such a date, subject to the approval of the board, 
to fix the following rate. " 

Representative TEN EYCK. Now, if the board refused to accept 
their suO'O'estions, then what is the outcome ~ 

Gov. ~RDlNG. Why, then the same old rate continues in effect. 
Representative TEN EYCK. I merely asked this to get your ex

planation of the working of the system, Governor. 
Gov. lliRDlNG. Yes. You see, it is very clear from paragraph 

D of section 14 of the Federal reserve act that the board has the 
power of review and determination, but the initiative seems to be 
vested in the Federal reserve bank. Now, it is a very different 
proposition from a Federal reserve bank initiating a rate and pro
posmg to the board that such and such be the rate, and the board 
holding back and saying, "No," and the board going ahead without 
consult~ with the Federal reserve banks and sending them a tele
gram adVIsing them that " Your rate from to-morrow is so and so. " 

The ClrA.mllAN. Gov. Harding, if you are willing to suspend at 
this time I would like to have Mr. Powell, who is here from Cali-
fornia, proceed. • 

(Thereupon Gov. Harding suspended his statement to permit 
Mr. G. "Harold Powell'to make a statement to the commission.) 

(At the conclusion of Mr. Powell's statement Gov. Harding con
tinued his statement, as follows:) 
" Gov. lliRDlNG. Mr. Chairman, I would like to place in the record 

Table No. 48, which appears on page 188 of the Annual Report of 
the Federal Reserve Board for the year 1920~ the date of that report 
being February 16, 1921. 

Tliis table shows the average rate charged on bills discounted by 
months durinO' the year 1920 at each Federal reserve bank. 

That table t.as also been extended by our statistical division so as 
to show the average rate charged on bills discounted from January, 
1921, to June 30, 1921. 

For the year 1920, the highest rate which appears at any of the 
Federal reserve banks at any month is 7.41 per cent for the month 
of November at the Federal reserve bank of Kansas City. The 
lowest rate which appears in the table at any Federal reserve bank 
for a certain month is 4.78 per cent, at the Federal reserve bank at 
Dallas, during the month of January, 1920. I read this so as to 
show you the effect of the progressive rate. The average on bills 
discounted by months at Kansas City was as follows: January, 5.52; 
February, 5.79; March, 5.80; April, 6.55; May, 6.81; June, 6.72; 
July, 6.62; August, 6.45; September, 6.78; October, 7.13; November, 
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7.41; December, 7.15, and the average for the year 1920, 6.65. The 
average rate for all banks for the year 1919-20 is as follows: Boston, 
6.03; New York, 5.97; Philadelphia, 5.44; Cleveland, 5.66; Richmond, 
5.78; Atlanta, 5.97; Chicago, 6.32; St. Louis, 5.98; Minneapolis, 
6.40; Kansas City, 6.65; Dallas, 5.78; San Francisco, 5.82. 

That Atlanta bank, Mr. Chairman, is the bank where that excep
tional case in Alabama came up, and I will comment on that in a 
few minutes. The average rate charged at all banks' in that district 
was 5.97. The general average for all the banks in the system for 
the year 1920 is 6.02. 

(The Table No. 48, so referred to, is printed in full, as follows:) 

No. 48.-AlIerage rate charged on billa discounted, by months, during 1920. 

[Percent.] 

Federal reserve bank. January. F:~. March. April. May. Jun.. July. 

-----------------------
BOoton •...•.•.•.•..•.••..•••••••••..• 
N.wyork ...•.•••.••••••••••••..•..• 
Philad.lphia.: ....•.•.•....•.•••...•• 
Cleveland •••••.••••••..•..••••••••••• 
Ricbmond .•••.•••••.•.•••...•••••••. 
Atlanta .••.••.......••••.•.•.••••.•.. 
Chicago ....••••...••••.••••••..••.••. 
St. Louis .••••••••••••••.••••••••••••. 
MInneapolis .•..••••..••.•••.•..•...•. 
Kansas City •..••••.........•......... 

~~~ranCisco:::::::::::::::::::::::: 
All banks: 

1920 ••••••.••••••••••.••.••. 
1919 •••••••••••••••••••••••• 
1918 •••••••••••••••••••••••• 

Federal res.rve bank. 

4.89 6.54 5.68 5.60 5.60 
4.86 5.42 5.53 5.48 5.56 
4.83 5.46 5.44 5.46 5.43 
4. 92 5.46 5.58 5.71 5.64 
4.96 5.50 5.63 5.59 5.58 
4.92 5.55 5.67 5.68 5.72 
4.86 5.63 5.79 5.77 5.85 
4.88 5.62 5.67 5.78 5.78 . 5.05 5.70 5.77 5.81 5.89 
5.52 5.79 5.80 6.55 6.81 

·4.78 5.32 5.59 5.66 5.73 
4.81 5.55 5.70 5.70 5.84 

f------
4.90 

5.
52

1 
5.64 5.67 5.74 

4.18 4.14 4.15 4.18 4.16 
4.02 4.02 4.08 4.23 4.35 

Au· S.p· Octo- Novem· Decem· Year 
gust. tember. b.r. b.r. ber. 1920. 

6.24 6.31 
6.19 6.25 
5.51 5.54 
5.75 5.84 
5.95 5.96 
5.82 5.94 
6.64 6.65 
5.94 6.04 
6.78 6.77 
6.72 6.62 
5.95 5.87 
5.93 5.95 ---I--
6.20 6.21 
4.19 4.14 
4.42 4.37 

Year Year 
1919. 1918. 

-----------1·----------------
Boston ....••••...•.•....•.•..•.••... 6.47 6.50 6.44 6.52 6.60 6.08 4.25 4.17 
New york ..•••.•••...••.•.•••••..... 6.25 6.47 6.47 6.41 6.51 5.97 4.14 4.06 
Philadelphia .•..•..•..•.....••.•...•• 5.57 5.58 5.59 5.61 5.67 5.44 4.13 409 
Cl.veland .••..........•..•••••••••••• 5. 81 5.82 5.88 5.87 5.87 5.66 4.24 4.21 
Ricbmond •••........•.•••.••.••.•••• 5.96 5.98 5.98 5.98 5.99 5.78 4.32 4.38 
Atlanta •••••••••••.•.•••.•••••••••••• 6.04 6.04 6.22 6.65 6.46 5.97 4.25 4.06 
Chicago .•.••..•.••.•..••.•.•••••••.•• 6.65 6.76 6.72 6.71 6.75 6.32 '4.35 4.24 
St. Loui ............................. 5.84 6.06 6.10 6.60 7.08 5.98 4.26 4.27 
Minneapolis ......................... 6.80 6.81 6.81 6.78 6.77 6.40 4.54 4.72 
Kansas City ......................... 6.45 6.78 7.13 7.41 7.15 6.65 4.74 4.80 
Dallas ............................... 5.76 5.88 5.91 5.98 5.96 5.78 4.46 4.55 
San Francisco ..•..................•. 5.96 5.97 5.98 5.98 ·5.98 5.82 4.50 4.54 , l- I--All banks: 

1920 •••••••••••••••••••••••• 6.19 6.39 6.40 6.45 6.49 6.02 '''4:26 .......... -1919 •••••••••••••••••••••••• 4.12 4.18 4.19 4.53 4.67 .......... "'T2iI ·1918 •••••••••••••••••••••••• 4. 25 4.24 4.21 4.20 4.18 ......... .. .......... 

r GOV. HARDING. Now, giving figures for the system, I have had the 
statistical department make out a table for this year from January 
to June 30, and I have the figures in detail, as follows, by months: 
For .January, 6.36; for February, 6.41; for March, 6.43; for April, 
6.32; for May, 6.20; for June, 6.14. 
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(The table last'referred to is printed in full, as follows:) 

AueraJ~ rate charged on bills diacountedfl'OIn January to June, 19£1, 365-day basU. 

Federal r<'Serve bank. January,IFebruary, Mareb. ApriL May. June. 

-------------/--- ---~ --- --- ---
p" rrnt. 

Bo.ton ................. :.................. 6.42 
New York ... _............................ 6.53 
Philadelphia •••. _ •.••.. _._ ....•••• __ .•.••. 5.61 
('Ieveland ................ , ......... ... .... S,90 
Riobmolld ....... , ..... ......... ....... ... S.99 
.. \llsnta .•.. ______ ... _ ....... _.0 .. ___ ._._._ 6.40 
('hirol'o ... , .............................. , 6,67 
SL Louis.................................. 5.9g 
Minueapolis_. __ • __ .0. _______ .. __ . ___ ._. __ . 0.79 
Kansas City ... _ •.•. _. ____ ._._. __ ._._. __ .. _ 6.70 
Da1l8~ .. __ •. _._._ .. _._ .. ",0, _._ ••• _ ••• _0"._ 6.00 
~an }l ... rancisc..'O __ .••....•.••• __ ••••••••••••• 6.00 

p" rtnt, 
6.w 
6 •. :;'; 
5.67 
5.96 
fdlO 
6.29 
6,70 
6.16 
6.73 
6.47 
6,27 
6.00 

Perf-ent. 
6. 57 
6.:;2 
,;.67 
6.00 
6.00 
6.39 
6.72 
",90 
6,7R 
6,,;0 
6.& 
6.00 

Per cml:. 
6.21 
0.4; 
il .. 55 
6.00 
6.00 
6.36 
6.70 
6.03 
6,81 
6.4-1 
6,/a 
6.00 

Per rrnt. 
6,00 
6.26 
5.62 
6.00 
6.00 
6,12 
6,41 
6,24 
6.54 
6,4S 
6.62 
6.00 

P~r cent. 
6.0n 
6,08 
;l,. 67 
6,1ll 
6.110 
6.00 
(1. ~s 

6.17 
6.45 

.0,41 
6.3.3 
6,U() 

Sy.tem .............................. "6:36--s:4l~i---s:32~~ 

Average rate charged on bankers' and trade acceptances purcRa8edfrom January to June, 
1921, 865.duy basU. . 

Federal reserve bank. January. February. March. April. May. JUDe, 

-----------1--- --- --- --- --- ---
Per ctnt. Per .tnt. Per cent, Per unt. Per .tnt. Per cent. 

Boston ... _ .... _ •. _. __ ._ .... :. _____ • __ •. _._ 6.9-~ 6.901 5,88 5.84 5,74 5./H 
New York .... _ ... _ .. _._ .. _ .. __ .... ___ ._._ 5,97 6.96 5.98 5. 91 5.86 5.~7 
Philade1pbia .. __ .. _ .. _ •• _ •• _ .• _ •• _ •• _ •• _.. 6,00 6. 99 .5.99 
Cleveland ........ _ ... _._._ .... _ .. _ ... _._._ 6.02 6.02 6.01 

5.8J, 5.87 5.90 
5.9-1 6.95 5.99 

Riebmond_ ........ _ ..... _ •.•• _ •. _ .••• __ .. 6,08 6,08 6,08 6.08 6,08 6,08 
Atlanta ....... _ .. __ . __ ._ .... _ .. _ .. _ ... __ .. 7,10 7.10 7.10 7.10 6.U7 6.07 
Chicago ...... _ ••••• _ ........... _.......... 6.06 6.08 6.08 
St. Louis ..... _._ .. _ .... _ ....... __ ...... _.. 6.29 6.04 6,09 

6.93 5,91 5.&'1 
6.06 5.83 6.07, 

Mlnneapolis ...... _ ••••. _ .•. _._ ... _._ .•. _.. 6.08 .. _ .... __ . 5.96 .. _ .......... _ .... _ ........ .. 
KansasCity .... ___ ..... _ ......... _........ 7.10 ._,,_. __ ._ ....... _.. ;,10 7.10 '7.10 
D .. Uas ...... _ ..... _ ... ___ ._. __ .. _ .... _ .. _ ... _ ......... _ ....... _ 7.10 6.08 6.59 6.08 
San Frallcisco ...... _ .. _ ...... _ .•. ____ .. _.. 6.08 6.03 6.04 6,02 5.96 5.AA 

System ....... _._ .•• _._._ ... _._._. __ _ 6.01 6.01 5.901 5.88 

Gov. HARDING. A telegram from the governor of the Federal 
reserve bank at Atlanta says the average rate charged the member 
bank in Alabama that paid something over 80 pel: cent on a part of 
its loan on the progressive rate system was 8.7 per cent per annum. 

The CHAIR~IAN. That was the average rate for the entire district 1 
Gov. HARDING. No; that is the average rate for that member bank 

that paid the high rate on its loan. 
Representative SUMNERS. Was that the average rate tliat bank 

paid at the time it was paying this particularly high rate 1 
Gov. HARDING. I suppose that is the average rate. I will read 

his letter, which gives the details. I wrote for information regarding 
that matter. 

And I want to say in connection with this matter that I had no 
more idea that the application of the progressive rate would bring 
about that result than any other member of the board did. Mv 
attention was not called to it. I do not know why the bank itse!f 
did not call my attention to it. But I never learned of it until after 
the proressive rate had been abolished, which was on November 1, 
1920. suggested to the directors of the Federal reserve bank of 
Atlanta, when I met with them in Nashville in May last, that they 
refund to all member banks penalties for deficient reserves and all 



.A.GBlCULTURAL INQUIRY. 817 

exc~sli interest above a maximum rate of 12 per cent, which would 
make a reasonable rate, from 6 per cent up to 12 per cent, you see. 
And they did so, and the amount was not large. 

A siniilar refund has also been authorized in the Kansas City 
district . 

. Representa~ive SUM~ER~. Gov~rnor, do you know what eff~ct that 
high rate, dunng the tIme It was m operatIOn, had upon the mterest 
charges of the banks to their l'egular customers 1 

Gov. HARDING. I think the rates were regulated by the usury laws 
of the various States. I think the witness stated yesterday that the 
banks in Alabama did not charge over 8 per cent; that the reports 
showed that. 

Now, this particular bank, I may say, is one of two national banks 
in its town. The other bank there had a capital and surplus of 
1175,000, with a basic line of $59,990. This bank has a capital and 
surplus of 537,500-$35,000 last year, and $37,500 this year-and a 
baSIC line of 514,710. The aggregate loans to this bank on the 1st 
of June, 1920, amounted to $114,333. 

Its larger neighbor, with a capital and surplus over four times as 
great, was borrowing at that time 187,427, as against a basic line of 
approximately 560,000. 

On June 30, 1921, the particular bank which was charged this high 
rate of interest had aggregate loans discounted with the Atlanta 
Federal reserve bank, of $1(4,053. 

Representative MlLLs. What was its basic line ~ 
Gov. HARDING. $10,112; in other words, it was borrowing 17 times 

its basic line. 
The CHAIBMAN. What were its reserves at that time~ 
Gov. HARDING. I am going to explain that. I want to read iutl) 

the record this letter from the governor of the Atlanta bank, which 
will get the matter before you. May I erase the name of the bank " 

Tlie CH.AIBMAN. I think there is no objection to that. 
Gov. HARDING (reading): " 

JULY 23, 1921. 
DE.~R Gov. HARDING: In accordance with request contained in your telegram of the 

21st instant, I take pleasure in inclosing herewith list of all Alabama member banks 
showing capital and surplus. basic line and amount of borrowings with us at the closp. 
of business June 30.1920, and June 30,1921. I am also inclosing full details in connec
tion with our charges to the -. -- National Bank, --, Ala .. representing pro
gressive discount rates; also statement showing rebate of these ~harges a"agregating 
$2,281.56. . 

It is strange that I have never heard a complaint from that bank, 
and that bank is located in the town which is the home of a Member 
of the House of Representatives. I never heard from him in con
,nection with it Until the whole matter was settled up, and then he 
expressed gratification that the bank had been refunded the excess 
rate. [Continuing reading:]. 

There is also inclosed statement showing the average reserve balance of this bank 
and req uired reserve, which you will note, at a glance, shows a deficit in each period. 

In comparing the.3e statements referred to above, it can readily be seen that the 
progressive rates run exceedingly high due to the fact that this bank did not at any 
time during this period carry its required reserve balance; therefore, reducing its 
basic line, or discount line, whereby the progressive rate increased rapidly. . 
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Now, if :you will take;that table I gave you-this morning and look 
at the basIc line, based upon the reserve balance, and if you will 
follow that table, you will see what I mean. If a bank has no reserve 
balance, it has got to get at the basic rate an amount based only on 
its stock in the reserve bank; this bank had $37,500 capital stock 
a.d surplus"and fi!!Ul'ing 3 J>er cent of that, you will find that it had 
$1,125 of stockholding in the Federal reserve bank of Atlanta. Ar
riving at it by the same methods as indicated on the table I introduced 
this morning, we find it had about $2,500 basic line. In other words, 
under the oJ?eration of the progressive rate, if the bank's basic line 
was $2,500, It would pay 6 per cent interest on $2,500; then as the 
rate of progression increased we get this result: You will see that on 
the next $625 which the bank borrowed it would pay at the rate of 
6t per cent; and on the next $625 it would pay at the rate of 7 per 
cent; and on the next $625 it would pay at the rate of 7t per cent; . 
and on the next $625 it would pay at the rate of 8 per cent; and 
on the next $625 it would pay at the rate of 8t per cent. Now, this 
gets us to about 8t per cent on total borrowings of $5,625, whereas 
if the bank had maintained the reserve balance that the law required 
it to maintain, it would have had $10,000 at 6 per cent. It would have 
had $2,500 more at 6t per cent, and $2,500 at 7 per cent, and so on; 
in other words, it would have had $20,000 on an average charge of 
6t per cent on the whole $20,000. 

Now, here is a statement, however, of the case. [Continuing 
reading:] 

Taking the matter 8B a whole, however, from the statement submitted' below, it 
can be seen that while the progressive rates seem exorbitant the average rates paid 
to us for money borrowed during this period, when applied against the average bor
rowings, will not show anything in comparison to the seemingly high progressive 
rates shown. For instance, the average borrowings of the -- National Bank for 
the period from June 15, 1920, to October 15, 1910, was $149,830. The nornlal dis
count rate at 6 per cent on this amount would be $2,996.60. 

The witness yesterday took a two weeks' period to illustrate his 
figures. The Federal reserve bank gives us the whole period when 
the borrowings were large, from June 15, 1920, to October 15, 1920, 
and the commission can judO'e which is the right method. 

Representative MiLLS. What did that average for this period 1 
Gov. HARDING. For this period $149,830, and the bank's basic line 

was $10,000, the amount which the Federal reserve bank of Atlanta 
could loan this bank if all its member banks were borrowing the 
amount of their basic line. 

Representative MILLS. What was the average interest rate ~ 
Gov. HARDING. I am coming to that. [Continuing reading:] 

The normal discount rate at 6 per cent on this amount would be $2,996.60. Add to 
this amount progressive discount rates charged, $3,680.15, and this less progressive 
discount rates rebated, $~,281.56, would leave net amount of interest paid $4,395.19, 
which would result in a rate charged for the average borrowings of 0.0880032 per 
cent per annwn. 

It should be noted that the progressive rates did not apply to agricultural paper 
in amount up to the capital and surplus of a member bank. We made a special 
exemption in such ~es, with the al?proval of the Federal Reserv~ Bo~rd. 

For your informatIon, beg to adVIse that the rebated progressIve dlspollnt rates 
referred to above, aggregating $2,281.56, were refunded under date of June 28, 1921. 

And those progressive rates were refunded in every case, and my 
recollection is that the amount was about $20,000 -for the whole 
district. 
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Representative SUMNERS. Governor, I want to ask you with 
reference to the operation of this scale of rates. Recurring to the 
illustration given by yourself this morning with reference to the 
country bank and the city bank, the country bank having a total 
capital and surplus of $40,000 and the city bank having a total 
capital and surplus of $40,000,000. The calculations which I have 
made-in regard to the accuracy of which I am not in position to 
vouch for absolutely, figuring bemg out of my line-it seems that on 
the basis of capital, the country- bank having. a capital and surplus 
of $40,000, it would be permitted on' its basic line to borrow $11,000, 
in round figures, or 511 to every 540 of capital. 

Gov. lliRDING. This basic line was figured on the contribution 
made by each member bank to the Federal reserve bank to do busi-
ness with. . 

Representative SUMNERS. Whereas the city bank} with $40,000,000, 
would be privileged to borrow 558,000,000, and the country bank, 
with.$40,000, coUld borrow 511,000; the city bank, with $40,000,000 
capital and surplus, could borrow 558,000,000. I have eliminated 
the question of reserves, each one maintaining a legal reserve. 

Gov. IiA.RnING. Have you taken into consii:leratlOn the amount of 
deposits carried by each bank ~ The whole proposition is this, 
Congressman: Put It on the individual case-there IS no way of dis
tributing credit by the Federal reserve banks 'per stirpes. You can 
not distribute Federal reserve funds on the basIS of personal property 
owned in each State, or on any other basis excepting' the amount the 
member banks can borrow. All transactions come through the 
member banks. If the member banks are not in localities where 
they can get large deposits; they can not carry the deposits with the 
Federal reserve bank that will justify them in giving large credits. 

Representative SUMNERS. I understand that .. 
Gov. HARDING. You take one individual who is worth $1,000,000, 

and another individual who is worth $5,000; they are both excellent 
men, and the man who is worth $5,000 may be a better man, and 
have just as good an appearance, and all that, as the millionaire, 
but on the question of the amount of money each can borrow, the 
millionaire naturally can borrow more money than the $5,000 man. 

Representative SUMNERS. Yes; but evidently I did not. make 
myself clear. Let me make my statement agam: Figuring'on the 
basis of capital and surplus only, if the country bank with $40,000 
surplus and capital would be privileged to borrow $11,000 after the 
progressive rate went into effect, whereas the city bank, with 
$40,000,000, would be privileged to borrow $58,000,000 after the 
progressive rate-- . 

Gov. IiA.RnING. ,That is, if you figured on capital alone. 
Representative SUMNERS. That is what I am talking about. 
Gov. HARDING. Why figure on capital alone ~ 
Representative SUMNERS. I do not see any reason to get dis

turbed about the question. 
Gov. HARDING. Why should you eliminate the gist or kernel of the 

whole question ¥ 
Representative SUMNERS. Is my statement true, or not ~ 
The C:HA.mMAN. I think your illustration of the little bank is 

decidedly unfortunate. You have taken a hypothetical case that 
would not happen once in many .thousandsof times. You have 
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assumed time deposits of $50,000 and demand deposits of $50,000, 
whi~h ~s v~ry, very small, in my part of the country, at least, for tht' 
capItalIzatIOn. 

Gov. HARDING. I was leading back to it. I was taking a case 
wht're a bank had deposits more nearlY' in proportion to its capital 
and surplus. I know some banks that have that proportion . 
. The CHAIRMAN. They are quite scarce, if I know anything about 
It. The average deposits in a coun,try bank is about eight times 
the capital and surplus, and here_you have about two and a half 
times, and it is unfortunate for the illustration you are trying to make. 

Gov. HARDING. You think those figures are correct, if that is the 
capitalization and surplus, and give the deposit line 1 

Representative MIlLS. Let me ask you a question, Gov. Harding: 
It .would not necessarily follow that every bank with a capital and 
surplus of $40,000 would have a basic line of approximately $11,125, 
would it' . 

Gov. HARDING. Not at all. Let us take another case-an ex
treme case-

Representative MILLS (interposing). Wait a minute. That would 
not necessarily follow ~ . 

Gov. HARDING. Not at all. 
Representative MILLs. Nor would it follow that a bank with, let 

us say, $40,000,000 capital and surplus would have a basic line of 
$58,000,0001 . 

Gov. HARDING. Not at all. Let us work it around the other 
wav--

Representative SUMNERS (interposing). I assumed this morning 
when you submitted this data that it was in some degree typical; 
at least sufficient for me to ask a question. 

Gov. HARDING. It is a possible case. 
Representative SUMNERS. It is a case which you submitted this 

mornmg. 
Gov. HARDING. I know of a case where this illustration would fit. 
Representative SUMNERS. If you submitted an illustration that 

does not illustrate, I am not responsible. 
Gov. HARDING. You are using--
Representative SUMNERS (interposing). It is an illustration which 

you went to the trouble of typewriting, and I thought it was typical. 
Representative MILLS. Let me ask a. question. 
Gov. HARDING. This illustrates what I attempted to illustrate. 

But you have overlooked the deposits. . 
Representative MILLS. That IS the question. It is the deposits 

that must be figured in with the capital and surplus ~ 
Gov. HARDING. Exactly. And another point you have overlooked. 

I assume that you all admit that ordinarily there is some relation 
between deposits and loans. In other words, if a bank with $40,000 
has only $100,000 deposits, it would not have probably over $125,000 
or $150,000 of loans. Well, now, if the same country bank, with 
$40,000 capital, had $600,000 deposits, it would probably have 
$750,000 of loans. Now, if a bank has small deposits and small 
loans and its basic line is small, it does not have any occasion to 
rediscount so much. The thing equalizes itself. 

Representative MILLS. Let me ask you about this further: Will 
you, to make the record entirely clear-will you take, Governor, 
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the same bank with $40,000 of capital and surplus, and deposits 
of $500,000, and give us the basic line ~ 

Gov. HARDING. Certainly. How much of those deposits time and 
how much on demand ~ 

Representative MILLB. Make $50,000 time. . 
Gov. HARDING. I do not think that would be a fair proportion, be

cause the average in all country banks is usually about 50 per cent 
time deposits. , . 

Representative MILLB. Then make it the average. 
Gov. HARDING. Suppose we make it 20 per cent time deposits, ,a 

bank doing an active commercial business; we will say $400,000 
demand deposits and $100,000 time deposits. It would be $53,375. 

Now, the rest of this,Alabama bank matter is this--, 
Representative SU'}{NERS (interposing). l want tq ask you on~ more 

,questlOn, Governor, before you go on. 
Gov. HARDING. Yes. , 
Representative SUMNERS. In the illustratio~ this morning' of those 

two oanks given by you, if considered solely on the basis of capital 
stock and surplus, it would seem that the country b!lnk for every 
31.02 of stock and surplus could borrow $11, whereas the ,city bank 
for every_ $1.02 of stock and surplus could borrow $581' , , 

Gov. HARDING. No; if the city bank did not carry any reserve at 
all with the Federal reserve bank and the country bank did not carry 
any reserve, they would be figured on the same basis. The difference 
is III the classification of the towns in which the banks are located. 

Representative SUMNERS. I want to be entirely fair about this; I 
do not want any advantage and do not ,want anything except to 
,discover the truth. If each carried its legal reserve, then it would 
,13eem to me that the country bank, for every $1.02 of its capital and 
surplus would be able to borrow $ll. ' 

Gov. HARDING. Mr. Congressman, you are figuring on a case that 
never happened. You see, if the basic line has been figured on the 
'basis of capital and surplus alone, then the city bank might have had 
an advantage. In order to cure that inequality, we take the oth!)r 
proposition, and it is a more scientific proposition anyway, because it 
takes into consideration every bank ratably, andit is absolutely fair. 
This is the first time that I have ever heard that question raised, that 
there was any inequality in the matter between a country bank and a 
city bank on the matter of the progressive rate. And since it has 
been abolished, there is no use for it,. except for comparative !lnd 
statistical purposes. '. ' , 

Now, as to this Alabama bank--
Representative FUNK (interposing). Mr. Chairman, can ,no.t, that 

matter be submitted in. the form of information for printing in ,the 
record 1 It is now 4.30, and we have listened all day to a ,reading of 
tables, and I must confess that I have not heard anything that has 

-come near to the crux of this situation. The Federal Reserve Board 
has been criticized, and it llas been said that it has ,discriminated 
against agriculture. I have not heard one word from this witness on 
that subject. Instead of that we have been compelled to listen to 
table after table that could be submitted in the form of exhibits. 
What I would like to know, and what the people of this country would 
like to know, is whether the Federal Reserve Board did have, or did 
not have a policy of discrimination against agriculture. 

58589-21-PT 13--21 



322 AGRICULTURAL INQUIRY. 

~ Representative Mn.LS. Now, Mr. Chairman, it seems to me that it 
should be noted, in fairness, that for two days we allowed charge after 
charge to be 'presented here, which were wholly irrelevant to the 
questions we are discussing, and yet they were allowed to be made. 
And if the gentleman will remember, I objected, and pointed out the 
irrelevancy, and yet, by his vote, Mr. Williams was allowed to intro
duce into the record three speeches, and I then pointed out that we 
would have to allow other men to come in and submit answers to those 
charges, whether they had to do with agriculture or not. And the 
gentleman voted to have these irrelevant matters come in, which I 
submit had nothing to do with the question. But in fairness to this 
witness, after you bave permitted and allowed charges to be made 
he should be permitted to answer them in detail. 

Gov. I-iARDING. I will try to be as brief as I can. I do not enjoy it 
any more than you do. 

Representative FUNK. I do not intend to be criticized by any 
:member of this commission when I give expression to my views. 
You consumed most of yesterday in cross-examing the witness. The 
record will show that nine-tenths of the record was your questions, 
and when I make one suggestion I am criticized. 

Representative MILLs. I am not criticizing. 
Representative FUNK. If you will handle your affairs, Mr. Mills, I 

will handle mine. 
The CHAIRMAN. The Chair thinks that the commission itself has 

voted to have submitted the matters which Mr. Williams's testimony 
covers, and that this witness then has a right, in answering,to refer 
to the matters which were charged in his statements and speeches. 

Representative FUNK. I do not object, Mr. Chairman, if he makes 
some comment on it. But to read a dry table which can be put into 
the record in the form of exhibits--

The Cru.mMAN (interposing). We listened yesterday to 8 or 10 dry 
letters which contained more or less detail. 

Representative FUNK. It was through no vote of mine that the 
letters went in. My vote went only to the three speeches, which were 
not read or commented upon. 

The Cru.mMAN. You may proceed. 
Gov. HARDING. Does the commission wish to hear from me any 

further¥ 
The CHAIRMAN . You may proceed. 
Gov. HARDING. I am informed that the Federal reserve bank ·of 

Dallas had a basic line which was based on the capital and surplus of 
the member banks. 

Representative SUMNERS. That is what I was trying to get. 
Gov. HARDING. I had overlooked that point, that the Dallas basic 

line was on that basis. That is the way they wanted it. I know 
that the scientific theory of the basic line is as I stated it this morn
ing. But for the purposes of applying the progressive rate, the 
directors of the Federal reserve oank at Dallas,for reasons which 
seemed to them sufficient, recommended that the basic line be 
upon the capital and surplus oi each bank, and. it was so applied. 
Now, I will look through the board's files, if you wish, and find the 
reasons for wanting it applied in that way. 

Representative TEN EYOK. Was that in only one locality ¥ 
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Gov. HARDING. That was in the FedEu:al reserve bank of Dallas. 
The CHAmMAN. What proportion of the capital and surplus is 

reJ>resented by the basic line j 
Gov. HARDING. I think they took the entire capital and surplus 

of the member bank as the basic line. I presume they acted on this 
theory: You recollect under the old national banking laws the .bor
rowings of a bank were limited to 100 :per cent of its capital stock. 
The Federal reserve bank of Dallas saId, we will take the capital 
and sUfJ>lus as a basis and loan the amount of this capital and sur~ 
J>lusand that is the basic line they adopted .. And the ~ecretary ·of 
the board states that the reason they wanted it was that It was more 
advantageous to the country banks. 

Representative SUMNERS. The graduated. rediscount . rate would 
not go into effect so soon that way and would be equal.anduniform 
as between the country and the CIty bank. 

Gov. HARDING. One word more about the J>rogressive rate, and I 
am through with it. In the annual report of the Federal Reserve 
Board for the year 1919, it was stated that-

Any attempt to control credit by the application of a definite rule is subject to 
llenous administrative difficulties. H the paper offered is eligible and good, it would 
be better for a rellerve bank to grant accommodation at a price rather than to refuse 
it entirely, but the act, lIubdivision (d), section 14, provides that.a Federal reserve 
bank shall have power to establish from time to time, subject to review and detenni
nation of the Federal Reserve Board, rates of discount to be charged by the Federal 
reserve bank for each class of paper, which shall be fixed with a view of accommodating 
commerce and business .. There is·no authority, however, for establishing graduated 
rates based upon the total borrowings of a member bank, and consequently when it 
becomes necessary to advance the discount rate in order to curb the demands of those 
banks rediscountmg with the Federal reserve banks in very large amounts, the same 
rate would have to apply to the moderate requirements of other member banks who 
may rediscount with the Federal reserve banks infrequently and never excessively, 
Thus the application of rate advances as a corrective or deterrent to certain banks tends 
to raise the level of current rates to alL . 

The board, therefore, recommends to Congress that an additional power be granted 
it, by a~ding to subdivision (d), section 14, a proviso that each ¥ederal ~erve bank 
maYI WIth the approval of the Federal Reserve Board; detenrune by uniform rule, 
applicable to alllts member banks alike, the nonnaI maximum rediscount line of each 
member bank and that it may submit for the review and determination of the Federal 
Reserve Board graduated rates on an ascending scale to apply equally and ratably to 
all its member banks rediscounting amounts in excesa of the normal line 80 deter
mined. In this way, in the opinion of the board, it would be llosaible to reduce 
excessive borrowings of member banks, and to induce them to hold their own large 
borrowers in check without raising the basic rate. The Federal reserve banks would 
thus be provided with an effective method of dealing with credit expansion more 
nearly at the source than is now practicable and without unnecesaary hardahi:{lto 
bankBand borrowers who are conducting their affairs within the bounds of moderation. 

A bill was prepared, based on that recommedD.ation and was trans
mitted to the committees and Congress enacted the legislation. 

Now, the application of the basic line was a ·newproposition.I 
think if the board had it to do over again, or if we should permit the 
progressive rate to be applied again, we would fix the maximum limit 
and have the differential not one-half of 1 per cent ata time, but 1 
per cent at a time, for instance, with a normal rate of 6 per cent and 
an intermediate rate of 7 and a maximum of 8 per cent. But I hope 
the conditions are such as not to make it necessary to have a pr~ 
gressive rate apply any more. >.. 

The CHAIRMAN. I have no doubt that the progreSSIve rate IS theo
retically sound; but it seems to me that there should be some flexi .. 
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bility, and not purely an arbitrary rule for determining credit; that 
there must be some discretion somewhere for determining the credit. 
There is always pardship attending the application of an arbitrary 
nIle. It can not be made sufficiently flexible to meet the conditions 
that will arise. 

Gov. HARDING. Since the close of the year 1920 there has been a 
marked reduction in the loans and note issues of the Federal reserve 
banks combined, although this reduction has been by no means uni
form. at all the banks. As a matter of fact, the liquidation in the 
New York district has been about equal to that in all other districts 
combined. The rediscounts and advances of the Federal reserve 
bank of New York at the close of business on June 30, 1921, were 
lower than they had been since July 10, 1918. I have here copies of 
the weekly statement of condition of all Federal reserve banks for 
July 9, 1920, and July 6,1921, and desire to call your attention to 
the,fact that on the earlier date the Federal reserve bank of New 
York had total bills discounted and bought amounting to 
$1,001,864,000, while on July 6, 1921, total bills held at the Federal 
reserve bank of New York were $461,585,000, a reduction of 
$540,279,000. If comparison should be made a week earlier in each 
case; it would be seen that a reduction took place of $588,880,000. 
Bills held at the Federal reserve bank of New York increased from 
June 29,1921, to July 6, 1921, from $423,169,000 to $461,585,000, a 
net increase for the week of $38,416,000. The detail is as follows: 
July 9, 1920, secured by Uirited States bonds and certificates, 
$544,229,000; commercial paper, etc., $303,454,000; bills bought in 
open market, $154,181,000; total $1,001,864,000. On July 6, 1921, 
secured by Uirited States bonds and certificates, -$212,999,000; com
mercial paper, etc., $236,970,000; bills bought in open market, 
$11,616;000; total, $461,585,000. 
, ,Some of those who, have complained of the curtailment of credit 

live in the Richmond and Atlanta districts and it may be interesting, 
t~ery'fore, to as?ertain jus~ what the Federal reserve banks in those 
distrIcts are domg. The mclosed statements show that on July 6, 
i9~1, the Federal reserve bank of Richmond had total bills on hand 
8.1l1ounting to $105,974,000, against $110,052,000 on July 9, 1920, 
but there was a reduction between these dates of $15,830,000 in the 
#n,olint of notes secured by Government obligations, which probably 
r.epresents sales of bonds and certificates, while loans on commerci81 
and agricultural paper increased from $58,344,000 on July 9, 1920, 
to $74,280,000 on July 6, 1921. ' 
-', The Federal reserve bank of Atlanta shows between July 9, 1920, 
and July 6, 1921, an apparent reduction in total bill holdings of about 
$17,000,000, but you Will notice that commercial and agricultural 
paper increased from $61,611,000 on July 9, 1920, to $65,754,000 on 
July 6, 1921. When the difference in the value of cotton is con
sidered it is evident that the real amount of accommodation given 
is considerably greater now than was the case a year ago. It should 
be noted, however, that the decrease in the total loans of the Federal 
reserve bank of Atlanta is not as great as it appears, for the bank on 
July 6, 1921, reports Uirited States bonds and notes owned amounting 
to $10,142,000 against $117,000 on July 9, 1920. This increase rep
resents bonds and notes purchased under resale agreement from 
certain member banks which had previously been using the bonds as 
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collateral for loans with the Federal reserve bank of Atlanta, so the 
actual reduction in the amount of the bank's total loans is only 
about $7,000,000, instead of $17,000,000. 

Some figures relating to the Federal reserve bank of San Francisco 
may be of interest to you. The total bill holdings of the Federal 
reserve bank of San Francisco on July 6, 1921, amounted to $161,-
203,000, as against $199,003,000 on July 9, 1920. This reduction, 
howeY'er, is made up as follows: A decrease of $4,446,000 in the 
amount of paper secured by Government obligations and a decrease 
of $44,687,000 in the amount of bills and acceptances bought iIi the 
open market. Commercial and agricultural paper under rediscount 
for member banks amounted on July 6, 1921, to $114,623,000 against 
$103,290,000 on July 9, 1920, an increase in commercial, agricultural, 
and live-stock loans of $11,333,000. . 

Let us now consider the figures for the system as a whole. On' 
July 9, 1920, the total bills on hand at all Federal reserve banks 
amounted to $2,934,184,000. On July 6, 1921, this total amounted 
to $1,832,499,000, a decrease of $1,101,685,000. The detail of this 
decrease is as follows: On paper secured by Government obligations, 
$621,973,000, which can be accounted for ill part by Government re
demptions of bonds and Treasury certificates and private purchases 
for illvestment account, and in bills bought in the open market; 
$341,455,000. While the volume of the acceptance busiriess has 
declined during the past 12-months, this decrease is accounted for 
principally by the greater demand for first-class acceptances on the 
part of member and nonmember banks and trust companies. The 
volume may be smaller because of the smaller volume of trade. The
total of agricultural, commercial and live-stock paper on hand, 
rediscounted for member banks, on July 6, 1921, was $1,126,986,000, 
as against a total of $1,265,243,000 on July 9, 1920, a decrease of 
only $138,257,000, which is more than accounted for. by the decrease 
in the holdings of paper of this kind by the Federal reserve banks of 
Boston, New York. and Chicago. . 

The Federal Reserve Board has made no suggestion whatever 
that any Federal reserve bank should undertake to force farmers 
to sell their cotton before the new crop comes in and telegraphic 
inquiry made of the Federal reserve banks in the cotton-producing 
districts shows that no such restrictions have been made by the 
Federal reserve banks. 

I have here a cOJ>y of recent correspondence between the Federal 
reserve bank of Atlanta and 'one of its member banks, from which 
you will see that the governor of the Federal reserve bank calls the 
attention of his correspondent bank, which writes that it has noti
fied its customers who are borrowing on cotton to sell it and pay 
their notes by July 1, to the fact that this is a mattet which the 
Federal reserve bank has nothing to do with and that it has made 
no such demands. I also inclose copy of a letter written by the 
governor of the Federal reserve bank of Atlanta to the commissioner 
of agriculture of the State of Georgia, dated September 17, 1920. 
in which he states what the bank's policy will be regarding loans on 
cotton. 

The comptroller's abstract, No. 130, made up from reportsren
dered as of April 28, 1921, shows that the total rediscounts with the 
Federal reserve bank of Richmond by national banks in South 



326 AGRICULTURAL INQUIRY. 

Carolina on that date were $12,506,000, while total loans and dis
counts of the South Carolina national banks on the same date, 
exclusive of the· amounts rediscounted, amounted to 575,208,000. 
Adding these two items together, we find that the South Carolina 
nation81 banks had total loans and discounts on April 28, 1921, of 
$87,714,000 and of this amount they had rediscounted with the 
Federal reserve bank $12,506,000. They had also borrowed 
$6,759,000 from the Federal reserve bank on their own collateral 
notes. The total accommodation granted to national banks in 
South Carolina as of April 28, 1921, was therefore $19,265,000, or 
22 per cent of their total loans. At the same time the total reserves 
carried by all national banks in South Carolina with the Federal 
reserve bank of Richmond amounted to $3,829,000. Deduc'ting 
the loans to State member banks, $2,285,000, the loans of the Fed
eral reserve bank of Richmond to national banks in South Carolina 
on June 30, 1921, amounted to 518,820,000, and the total loans to 
all member banks in South Carolina on June 30, 1921, by the Fed
eral reserve bank of Richmond amounted to $21,105,000, against 
517,316,000 on June 30, 1920, and yet the Federal reserve bank of 
Richmond has been charged with restricting loans in South Caro
lina. I may add that the Federal reserve banks of Richmond and 
Atlanta were both heavy borrowers during the latter half of 1920 
from other Federal reserve banks and the Federal reserve bank of 
Richmond has recently shown loans as high as $25,000,000 from 
the Federal reserve bank of New York. It is worthy of note also 
tha:t the Federal reserve bank of Richmond has never had the pro
gressive rate and has never had a higher rate than 6 per cent. The 
legal rate of interest in South Carolina is 8 per cent. So you can 
see that there is a margin of profit to member banks in that State 
of two full points or 331 per cent in their rediscount transactions 
with the Federalreserve bank. 

The attitude of the Federal reserve board toward agriculture has 
been greatly misunderstood and grossly misrepresented. The board 
has always advocated as liberal a policy as possible, consistent with 
the terms of the Federal reserve act and with reasonable banking 
prudence toward agriculture, which it recognizes as the basic in
dustry of the country and, the foundation UpOIr which all other 
industries necessarily rest. The trouble is that the loans made by 
the member and nonmember banks throuO'hout the country are not 
well distributed and in a number of cases have not been judiciously 
made. Something over a third of all member banks are not borrow
ing from the Federal reserve banks at all and of the two-thirds which 
are borrowing, more than one-half are borrowing very large amounts. 
Many of these banks have extended themselves so far that they do 
not feel warranted in making any new loans, regardless of the disposi
tion of the Federal reserve banks to rediscount the paper. They do 
not want their names on any more paper than they already have. 
They do not like the idea of increasing their contmgent liability. 
In view of the fact that the 12 Federal reserve banks are indeJ?endent 
bodies corporate and are controlled and directed, each by lts own 
board of directors, subject only to the general supervision of the 
Federal Reserve Board, whose authority with respect to discount is 
confined principally to defining eligible paper in accordance with 
the terms of section 13 of the Federal reserve act, it seems to me that 
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the statement which many, both in Congress and on the outside, 
urge be issued by the Federal Reserve Board, stating that the Federal 
reserve banks Will adopt certain policies in connection with the 
rediscounting of agricultural paper, would have to be made by the 
Federal reserve banks themselves. And we had a conference here, 
as you remember, two or three weeks ago, where we got the governors 
of the Federal reserve banks in the agricultural districts together 
and had them ~ounce their policies on the D;latter of loans for the 
orderly marketing of the crops. 

The Federal Reserve Board has. no power, to interfere with the 
discretion given or. the responsibility imposed by law upon the. 
directors of 8. Federal reserve bank with respect to passing upon the 
merits of eligible paper offered for discount .. 

Congress did not establish a central bank in this country. It 
established 12 banks under the general supervision of the Federal 
Reserve Board, which does· not ex~rcise banking functions. ,These 
functions are exercised exclusively by the Federal. reserve banks. 
The board has taken up repeatedly with the various Federal reserve 
banks comrlaints of a general nature regarding the restriction of 
agricultura credits and the banks have always made a good showing 
of what they have done for agriculture. ' Very few specific ~ases have. 
been brought to the attention, of the board where eligible agricul
tural J>aper has been refused for rediscount and in those cases it seems 
that the management of the Federal reserve banks have justified 
themselves in the refusal. . 

In some agricultural states there was two years ago unfortunately 
great spe~ulation in farm lands and member and nonmember b~ 
ill those localities loaded themselves uJ> with a large volume of real 
estate mortgages, which paper is not eligible for discount under the 
terms of the Federal reserve act, and many of them have sustained 
losses in deposits. In the present circumstances, they are endeavor": 
ing to worK out from under the tremendous load which they ought 
never to have taken on. and 110 not feel able or else are, indis'posed 
to extend accommodations for agricultural purposes which ordinarily 
they would be glad to do. In almost ev!ll"Y State, however, the1;e are 
8. number of Ultraconservative banks which have~trong: reserves 
which are not borrowing and which ought to do their part in. assisting 
agriculture at the present time. 

In .the present condition of the country it seems tome that the 
strong position of the Federal reserve banks should be a source of 
satisfaction rather than the cause of so much reckless criticism. The 
Federal reserve banks can not be expected to encourage their member 
banks to make loans to the public on the basis of v81ues which ob
tained 18 months ago. The inability of any banking system to 
maintain values in the face of a world-wide decline is Elvidenced by 
the plight of the banks in Cuba, which were heavily loaded up with 
loans on sugar at high prices. Surely the return of better conditions 
in this country would not be expedited by having American banks in 
the same condition that Cuban banks are in to-day. . ' 

By way of summary, let me state that while the Federal reserve 
act lID.poses a general limitation upon the maturity of paper eligible 
for discount of three months, .it is provided in section 13 "that notes, 
drafts, and bills drawn or issued for agricultural :purposes or based on 
live stock and having a maturity not exceeding SIX months, exclusive 
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of days of grace, may be discounted in an amount to be limited to a 
percentage of the assets of the Federal reserve bank, to be ascertained 
and fixed by the Federal Reserve Board." Had the board been 
unfriendly'" to agriculture, as many of its critics claim it has been, it 
could easily have limited the amount of six months' agricultural paper 
which could be discounted by a Federal reserve bank to a very small 
percentage of its total assets. But in order to offer the fullest possible 
accommodations to agriculture, the board more than five years ago 
fixed this percentage at 99 per cent and has never changed it. It has 
already been pointed out tliat the gecrease of more than $1,100,000,-
000 which has taken :place in the loans and earning assets of the 
Federal reserve banks IS represented mainly by a reduction in loans 
secured by Government obligations and by bills and .acceptances 
bought on the open market. 

The actual reduction in commercial, agricultural, and live-stock 
paper rediscounted for' member banks from July 9, 1920, to July 6, 
1921, was $138,257,000. This reduction is more than accounted for 
by the decrease of paper rediscounted by banks in Boston, New York, 
and Chicago. The bank liquidation which has taken place has been 
mainly in financial and industrial centers, and the figures of the 
Federal reserve banks do not indicate that there has during the past 
12 months been any decrease in Federal reserve accommodations to 
banks in the agricultural and live-stock districts, but on the contrary 
there has been a considerable increase. 

Now, I have the detailed statements here from Federal reserve 
banks showing the amount of loans to various banks, the small banks, 
on June 30, 1920, and the same banks on June 30, 1921. • 

Representative SUMNERS. This statement that you fixed a per
centage of 99 per cent on agricultural paper really meant that you 
put no limit on the amount of agricultural paper 1 

Gov. HARDING. We went as far as we coUld. The law says it has 
to be limited to a certain proportion. 

Representative SUMNERS. In the practical operation you put no 
limit on it~ 

Gov. HARDING. Yes. Now, I want to say regarding agricultural 
and live-stock loans-I have a table here-

Representative TEN EYCK (interposing). Governor, before you read 
. that, may I ask you a question ~ 

Gov. HARDING. Certainly. 
Representative TEN EYCK. Pertinent, perhaps, to what· you are 

about to read. Would it be possible to make the country national 
banks, both member and nonmember of the Federal reserve bank, 
report on the amount of loans made to farmers in their regular reports, 
in comparison to the loans made to all other industries ~ 

Gov. HA.RDING. Yes; it would be possible, and it has already been 
done. 

Representative TEN EYCK. I ima~ine that it has been done in this 
viay, that it shows the loans that nave been made on agricultural 
paper, but I bring up a distinction between paper on farm products 
owned by the farmers and paper on agricultural products which is 
in the hands of the merchants and commission men. 

Gov. HARDING. I would suggest that that matter be taken UI> 
with the Comptroller of the Currency. He issues all calls to national 
banks for statements. 
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Representative TEN EYCK. This is not in criticism; this is a ques
tion asked for the purpose of getting your opinion, with a view to 
making a recommendation by this commission later on, so that we 
can consid~r .your opinion when we are considering our final report 
as a comnusslOn. 

Gov. HARDING. The Federal Reserve Board can onlv call for stat.e
ments from State member banks. Now, if the Comptroller of the 
Currency will get out a questionnaire asking the national banks for 
this information, why the Federal Reserve Board, I think, will 
undoubtedly agree to get out a like questionnaire to the State member 
banks. 

Representative TEN EYCK. Well, do you think it is a good thing, 
or not; would it be a good policy ~ 

Gov. HARDING. You could not get the information, I think, accu
rately, unless you gave notice in advance so that the banks could 
keep their books accordingly. 

Representative TEN EYCK. Well, do you think it good policy 'for 
the banks to keep their books that way ~ We are looking to you as 
an expert, and we have got to make recommendations later on, and 
this commission is primarily formed for the pur:pose of looking after 
the interests of the farmers,' and what we want IS to get the experts 
to comniit themselves on something that we have in our minds. 

Gov. HARDING. Of course, it woUld be possible for the banks to 
keep their books that way, but as to whetlier they would or not I do 
not know. 

Representative TEN EYCK. I have asked this question of a number 
of other witnesses. It is not asked of you particularly. 

Gov. HARDING. Now, if you will turn to page 32 of the annual 
report of the Comptroller of the Currency for 1920 you will find 
that he has a table there showing t4e distribution of loans according 
to occupation of the borrowers. The total loans and discounts, 
including rediscounts of na.tional banks, November 15, 1920, 
amounted to $13,764,721,000. According to reports of national 
banks, $9,707,798,000 were made under the followmg classifications. 
You see, he was able to get information as to only a part of the 
loans. Whereas the total loans were in excess of $13,000,000,000 
he could get information regarding only approximately $9,000,000,000 
of it. Of that $9,000,pOO,000 there was loaned to farmers, agri
culturists, and live-stock raisers $1,998,993,000; to manufacturmg 
corporations and firms, individuals, and associations directly engaged 
in manufacturing, $2,862,506,000; to merchants and mercantile 
corporations, firms, and individuals engaged in the jobbing business 
of trading, wholesale, etc., $3,581,462,000, and so on. The other 
amounts are smaller. 

Representative TEN EYCK. Of course, I have seen that, but that 
does not tell me what I want to know. In other words, I am over the 
hill now, on the other side that we have not been looking at in the 
past, and I want information on what the farmer, himselI·-- . 

Gov. HARDING (inteqlosing). Now, he says, "Of the total loans to 
farmers and agricultural interests, 83.25 per cent were made by the 
eountry banks; 16.75 per cent by the banks in reserve and central 
reserve cities. " 

Rej:!resentative TEN EYCK. That does not go far enough. What 
I woUld like to know now is what the governor will say in answer to 



330 AGRICULTURAL INQUIRY. 

my question: Whether he thinks it is feasible to obtain that infor
mation, and whether it is O'ood information to have. . 

Gov. HARDING. I do not 'believe it is feasible to get the.information, 
unless you give notice in advance. 

Representative TEN EYCR. That is your recommendation; togive 
notice in advance, in order to have the data collected. Now, if we 
did that, do you think it is good information to have, from the 
farmers' standpoint ~ 

Gov. I-lARDING. I think it would be good information to have. 
Representative TEN EyeR. One other question. What can be 

done to liberalize the loans, both of member banks and nonmember 
banks, on products owned by the farmers ~ 

Gov. HARDING. In order to answer that, I would like to read II. 
report made by the deputy governor of one of the Federal reserve 
banks, which does II. large business with banks in farming communi
ties. The whole trouble of the Federal reserve system in meeting 
this agricultural situation is this: The Federal reserve banks can' 
not and do not make loans directly to the individual or the public. 
They can only rediscount paI,>er of the member banks that is brought 
to them. In other words, m order to get a loan from a Federal 
reserve bank, you have got first to get It from the member bank, 
and-- . 

Representative TEN EYCR (interposing). My question did not refer 
to the Federal reserve bank or to the member bank only. My 
question was relative to a national bank, both member and non
member of a Federal reserve bank. 

Gov. HARDING. The national banks are members of the Federal 
reserve system. 

Representative TEN EyeK. And also the other banks. What I 
want is to get an expression from you as regards what we can do to 
liberalize the policy of all the banks of the country toward loaning 
on farm products that are owned by the farmer himself. 

Gov. HARDING. Will you let me read this ~ I have a memoran
dum here that shows a very essential problem, that shows just what 
the problem is. 

Representative TEN EyeK. The reason why I think you are com
petent to answer this is because the Federal reserve banks are dis
counting this paper, and it does come to your attention, and, there
fore, I imagine that you ought to be in a position to make a recom
mendation at this time as to what we can do to liberalize the J;>olicy 
of the banks in the country in the various districts, at the pomt of 
borrowiIlg· 

Gov. HARDING. I am prepared to make a recommendation, but I 
would not like to make a recommendation until we have gone into 
this matter thoroughly, so that the recommendation will be better 
understood when I make it. 

Representative TEN EyeR. Very well; I would like to get your 
recommendation before you close your testimony. . 

Gov. HARDING. It is my idea, before I conclude my testimony, to 
make such recommendation. 

Representative TEN EyeR. That is perfectly satisfactory. . 
Gov. HARDING. I regret very much to have to take up the tIme of 

the commission in this way, but it was stated to me when these mat
ters were attempted to be put into the record, these charges of mis-



AGRICULTURAL INQUIRY. 331 

management, etc., some of which are in the record, and some of 
which are not, that I would be given an opportunity to present the 
board's side of it. I am not going into detail more than is necessary. 

Representative TEN EYCK. Governor, I do not want you to make 
the recommendation before you want to, but I do want, before you 
get throUll'h, an answer to my question. 

Gov. fuRDING. Here is a statement made by the deputy governor 
of the Federal reserve bank of Richmond, and I think It Will interest 
every member of this commission. This is dated July 21, 1921. 
{Reading:] 

It. is perfectly true that many fanners were denied credit and it is also true that 
no inconsiderable number were required to pay up at a great sacrifice to themselves, 
but not because of the demands of tbe Federal Reserve Board or the Federal reserve 
banks. On the contrary, such deflation of this kind as actually took place was in 
spite of the efforts of the Federal reserve bank to avoid it, or, at any rate, to make the 
burden as easy as poSsible. The deflation, such as it was, was not a general deflation, 
88 is demonstrated by the fac~ that loans to the banks in that section remained tbe same 
or were in many cases increased. 

The detailed statement of the loans of the banks shows· that. 
While individual farmers were suffering, a statement of all the loans 
will show that they were greater this year than they were a year ago. 

The truth of the matter is as follows: 
During the ye&!' prece:iing the time at which the alleged deflation took place the 

banks ha1 had very large increases in their deposita, in many cases f&!' larger than 
they had ever been before. . 

The comptroller's re,PQrt shows that the increases in South Carolina 
were the greatt'st in history. 

While they had these large deposits they made loans accordingly. In some cases 
a considerable percentage was used to purchase well-known commercial paper origi
nating in other lo<;alitillll and which could be counted upon to be liquidated at ma
turity; in many other cases the entire amount available was put out locally, some to 

. f&rmers, some to merchants, no small amount to various phases oj the automobile 
business, a great deal on cotton-mill stocks at high values, etc. In quite a number 
of places the small country banks not only loaned all of their inflated deposits, but 
actually borrowed money from correspondents and from the Federal reserve bank 
to make further loans. 

It was difficult, if not impossible, for the Federal reserve b,ll.w to check these, 
because at the time the borrowings were in many cases not excessive and eligible 
and unimpeachable paper was offered. .. 

Later, when the squeeze came, and when, as has been stated, the f&rmerB needed 
more money, the deposits of the bank be~n to be drawn with practically the same 
rapidity with which they had formerly nsen. It was then that the banks came to 
us to borrow heavily, and while many of them were increasing their rediscounts 
rapidly with us they were also cutting off loans to local customers, and in many 
cases pre3Sing local c.ustomers for payment because their deposits were dropping 
f&Star than they could increase their rediscounts with us and much faster than they 
could make collections. As a matter of fact, in a very large percentage, if not all, 
of the cases we are now nursing and in which we have loaned many times the basic 
amount of the member bank, the trouble could be traced back to the making of in
judicious loans, and loans on a very injudicious scale, at the time when the banks 
had actuallv swollen deposit lines. 
~ :There waS another circumstance wbich greatly aggravated the situation. While 
the banks were fighting for their lives and trying to collect loans on the one hand, 
and trying to increase their rediscounts with us on the other, to obtain enough money 
to pay their depositors, many people who were clamoring for loans, in some cases to 
protect the produce which they had raised and the price of which had been seriously 
reduced, and in some other cases to provide adequate margin for investments, upon 
being turned down by the bank would appeal to some friend or acquaintance who 
had money in the bank. We have had made to us by member banks hundreds of 
state!llents to the effect that if they refused to make certain loans the borrower would 
appeal to some large depositor, offer him more interest than the bank was paying, 
and the bank would lose the monev anvwav. -
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Many of the implied charges against the Federal reserve system could be explained 
by the fact that no inconsiderable part of the trouble arose because the banks failed 
to realize that deposits are demand obligations, and therefore got things into a serious 
situation by a large volume of injudicious loans when they had extraordinarily high 
deposits. No small part of the alleged deflation was due to the fact that, not being 
able to collect these loans to satisfy depositors when the demand came, all their 
borrowing power with the Federal reserve banks was used for that purpose, and as it 
was not enough loans had to be called, and in such a situation payment is demanded 
from the man who can pay, regardless of the fact that he may be more entitled to the 
accommodation than &ome other customer who can not pay. 

As a matter of fact, Federal reserve banks were being called upon not only to fur
nish additional sums which the farmers needed, but what the banks needed to meet 
the demands of their depositors, and since the demand of the depositor is necessarily 
superior in the eyes of the banker to the demand of a would-be borrower, in many 
cases additional funds borrowed from the Federal reserve bank were given to the 
withdrawing depositor rather than to the farmer. 

The situation at one time-in fact, all during the year 1920-
looked ominous. But the situation began really' to brighten up 
before we knew it; it is brighter to-day than a great many people 
realize, infinitely brighter. And if there could be a cessation for a 
brief "time of this pessimism that has spread all over the country, a 
pessimism because of the conditions which existed some time agor 
as everybody admits they did, if we could restrain ourselves and not 
go to these extremes, we would not have these periods of depression. 
Fundamentally and basically, as shown by the figures of the Federal 
reserve banksr this situation is going to work out all right. You take 
the d,emand for wheat; or you take the cotton situation. Why, there 
is no comparison at all between the cotton situation this year and 
what it was last year. You take the Government report on the 25th 
of July, which indicated a yield of 8,200,000 bales, and compare that 
with the Government report which came out in August of last yearr 
which indicated a yield of 12,500,000, and the actual yield proved 
to be 13,365,00Q-and bear in mind that August is the time when 
deterioration takes place in cotton, as the Congressman from Texas . 
knows-that is the time when the drought and insects get in their 
work. Based on present reports, I feel sure the cotton situation will 
be much improved this year. 

Now, consider the credit situation. When cotton was theoretically 
worth 40 cents a pound-I say theoreticallYr because while that was 
the price on the exchanges and certain grades could be sold at that 
figure-the demand was very sluggish, and it had to be nursed along; 
large offerings would have broken the market. Last year many of 
the banks had low reserves and could not loan as they usually did on 
cotton. And suppose the banks had gone along and made loans on 
the usual basis of 80 per cent of market value, wliere would they have 
been¥ 

Now, this year, with cotton at the present price, with reduced sup
ply in prospect and with the improved trade outlook, the prospects 
are very much brighter. In addition to all this, England had a coal 
strike and other labor difficulties, and those things are anticipated 
before they come along, and affect our exports. Already our exports 
of cotton are be~inning to pick up, and so the member banks of the 
Federal reserve Danks are fully warranted now, from the standpoint 
of sound and conservative banking, in doing things that they could 
not have done last fall. I want to elaborate on 'that a little more 
before I finish. It seems to me the best thing to do for the farmer 
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and everybody else is to get out of this everlasting~essimism and 
saying we are going to the dogs, because we are not. We have passed 
through other situations, and we will get through this one. 

Representative TEN EYCK. I agree with you on that. 
Gov. HARDING. If II. man wants to get credit at II. bank, he must 

make a showing or put up his collateral, and have II. cheerful 
countenance. The banker 8lways thinks of the obligation e is 
going to take; he is ever mindful of his obligation to his depositors, 
and if II. man goes into a bank and wants to borrow $10,000, and says 
that he has such and such commodities, but they are unsalable and 
that he does not know what they are worth, and if he does not get 
the money he will be everlastingly ruined, and makes II. poor mouth, 
he is not as apt to get it as if he were cheerful and optimistic. It 
may be well enough to put up that line of talk to the tax assessor, 
but you can not borrow much money by talking to a banker like you 
talk to II. tax assessor. 

Representative TEN EYCK. You must tell the banker the truth. 
Representative SUMNERS. Governor, l' want to compliment you 

on your position on that matter. 
Gov. HARDING. I have made addresses preachillg optimism all 

this year. The Federal Reserve Board did not create the depression. 
It saw this condition coming, and got ready for it, and the pe0I>le 
of this country ought to be thankful that the Federal reserve baiiks 
have protected them as they have. ' 

Now, the very man who is'one of our leading critics this year-I 
read from his annual reports this morning, and I want to insert one 
more, reference in the record here of one thing which he stated. I 
want to call attention to this statement made in the last annual report 
of the Comptroller of the Currency. 

Representative FuNK. What I want to know, Mr. Harding, is 
whether it was or was not the policy of the Federal Reserve Board 
to take the position that farmers' credits should be limited. 

Gov. IlARnING. No, sir; it never was. 
Representative FUNK. It was not in San Francisco~ 
Gov. HARDING. No, sir. 
Representative FuNK. What about Julius Barnes's letter ~ 
Gov. ILUU)!NG. Who~ " 
Representative FuNK. The Wheat Corporation; did you O. K. 

or did the Federal Reserve Board O. K. his position upon the 
deflation of wheat ~ . 

Gov. HARDING. I never .heard of that before. 
Representative FUNK. The Federal reserve bank of San Francisco 1 

'Gov: HARDING. Not to my knowledge. I do not know anything 
about It. 

Representative FUNK. They sent out circulars to that effect. 
Gov. HARDING. Have you got the circulars ~ 
Representative FUNK. Yes. 
Gov. HARDING. What was wheat worth when the circular was sent 

out' 
Representative FUNK. About the peak. Mr. Barnes took the 

positlpn that wheat would fall, and the ba.nk of San Francisco sent 
out to its member banks--

Gov. HARDING (interposing). Did it fall ~ 
Representative fuNK. Yes; it fell rapidly. 
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Gov. HARDING. Did that circular accentuate the fall ~ 
Representative FUNK. I think so. 
Gov. HARDING. The Federal Reserve Board has cautioned the 

reserve banks against issuing circulars. It has advised the banks 
to do their correspondence as far as possible privately, and admon
ished them to do it quietly. It has admonished them not to give 
out any information which could affect prices. It is not the function 
of the Federal reserve system to regulate prices, either up or down. 
The Federal reserve system is a banking system, and every banker 
looks to his collateral, but it ought to be done in a quiet way. 

This matter which I want to insert in the record is on page 291 
of the comptroller's annual report for 1920 [reading]: '. 

The }>ast seven years have been, in numbers of persons and extent of interest 
involved, the most momentous and critical in the history of this RepUblic. We have 
had to face and to solve gigantic and unprecedented problems, and the banking and 
financial machinery of the country has been subjected to a test and strain unpar
alleled. ' It has been the duty of our country very largely to finance the world, and 
in c~g out the program which fate imposed upon us we have overcome success
fully difficulties that at times seemed almost insurmountable and we have met every 
righteous demand made upon us. Our Federal reserve financial and banking sys
tem, inaugurated in 1914, has been of inestimable value; and without its aid, tasks 
which we have so successfully accomplished would have been impoBBible. 

Now, Mr. Chairman, I can read here the minutes and proceedings 
showing the policies and attitude of the board all during the fateful 
year of 1920. I can show yo.u what happened when the wool growers 
got into trouble and came to Washirigton. I can show you what 
happened in May, when a conference was held here, and I have 
never seen any quotations from a statement issued after that con-
ference. . 

The CHAIRMAN. What I think the commission is interested in 
knowin~ is what the factors were which moved the Federal Reserve 
Board m adopting the policies which it did adopt at the various 
stages of this economic crisis through which we have been passin~. 
That is, after all, the thing this commission is interested in, and it 
is interested in that, I believe, only in so far as an understanding of 
what has occurred and why it has occurred is helpful in determining 
what should be done in the future. 

Gov. HARDING. I want to say that that change in discount rates of 
the Federal reserve banks was not a change in policy; it is not a change 
in policy, changing a discount rate; that is something that is done to 
meet changes in the banking situation. . 

I think possibly the best light I can throw on the policies of the 
Federal Reserve Board for 1920 is to read you a press statement 
which was given out after a conference held on May 28, 1920. . 

The CHAIRMAN. I am going to suggest, as it is now 5.20 o'clock, 
that we take a recess until to-morrow morning at 10 o'clock. 

(And, thereupon, at 5 o'clock and 20 minutes p. m., the com
mission adjourned to meet at 10 o'clock a. m., on Friday, August 5, 
1921.) , 
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FRIDAY, AUGUST 5,1921. 

CoNGRESS OF THE UNITED STATES, 
JOINT CoMMISSION OF AGRICULTURAL INQUIRY, 

Washington, D. O. 
The joint commission met at 10 o'clock a. m., pursuant to adjourn

ment of yesterday, in room 70, Capitol Building, Hon. Sydney 
Anderson (chairman) presiding. . 

The CRAmMAN. The commission will come to order. Mr. Harding, 
you may proceed with your statement, if you will. 

STATEMENT OF GOV. W. P. G. HARDING-Continued~ 

Gov. IIARnING. Mr. Chairman, I am anxious to conserve the time 
of this commission, and I think I can get through this morning. I 
have a great mass of material here, but I do not want to introduce 
very J!luch of it'now. It can be introduced later, if the commission 
so desll'es. 

If I may have the privilege after I have had an opportunity of 
digesting the record of the proceedings here this week of either 
coming before the commission again at some future date, or of send
ing a written communication to It, I would appreciate it, and it will 
enable me to finish this morning much sooner than I otherwise 
could. . 

The CRAmMAN. I do not think. there will be any objection to that, 
whatever. . 

Gov. HARDING. Thank you, sir. 
The CRAmMAN. I want to say in this connection that the commis

sion is anxious to give you every opportunity to express your views 
and to explain the provisions and policies of the board in any way 
that you desire. 

Gov. HARDING. I appreciate that, and in my remarks to the com
mission this morning I shall try to confine myself strictly to things 
that are germane to the matters that this commission is inquiring 
into. I would like the privilege, however, of filing for the record 
certain statementS, which are not very long, which have a. bearing, 
I think, on the whole situation. 

The CRAmMAN. That may be done. 
Gov. HARDING. I would like to file a statement of call money 

rates and a statement of cotton quotations over a period of months, 
in order that the commission may determine what relationship there 
is between the two sets of figures, if there is any relationship. 

The CHAIRMAN. Without objection, the statements will go into the 
record. There appears to be no objection. 

335 
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(The two statements presented by Gov. Harding for the record are 
here printed in full, as follows:) 

Call money rates in New York on mixed collateral. 

Closing: Ruling. 

1919. Per .... t Per .ent 
Qct.31. ...•...... :............... 19 9 
Nov.7............................ 12 12 
Nov.12 ........................... 130 
Nov. 14........................... 8 
Nov. 21. .................... '...... 6 
Nov. 28........................... 10 
Dec. 5............................ 6 
Dec. 12........................... 9 
Dec. 19........................... 8 
JDec.26........................... 15 

1920. 

...... i4 
10 
7 
6 
8 
6 

10 

Closing. Ruling. 

1920. Per cent Per .ent 
S.pt.lO.......................... 6 7 
Sept.l7.......................... 6 7 

~~~~i~:::::::::::::::::::::::::: ~ ~ 
Oct. 8............................ 7.5 7.5 
Oct. 15........................... 6 9 
Oct.22........................... 10 7 
Oct.29........................... 10 9 
Nov. 5............................ 10 9 
Nov. 12........................... 9 9 
Nov. 19........................... 6 7 
Nov.2Il........................... 6 6 . 

J'an.2 ........................... .. 6 
10 
6 
7 

14 
10 
6 
6 

12 
6 

15 

15 Dec.3............................ 7 7 
Jan.9 ............................ . 6 Dec. 10......... ................... 7 '7 
Jan. 16 .......................... .. 8 Dec. 17........................... 7 7 
lan.23 ........................... . 6 Dec.24........................... 7 7 
Jan.30 .......................... . 
F.b.6 ........................... . 

12 Dec. 31.... ....................... 7 7 

Feb.·13 ................•...•••.... 
F.b.20 ....................... ; ... 
F.b.27 .......................... . 
Mar.5 ........................... . 
Mar. 12 ......................... .. 
Mar. 19 ......................... .. 
Mar. 26 .......................... . 

1&~:L::::::::::::::::::::::::: 

I~;;;··;:;·;:·i;::;!;:·i:; 
Jun.n .......................... . 
Jun.18 .......................... . 
Jun.25 ......................... .. 

J~~~~::::::::::::::::::::::::::: 
J::t~~::::::::::::::::::::::::::: 
Aug.6 ........................... . 
Aug.13 ..........••......•........ 
Aug. 20 ......................... .. 
Aug. 27 ......................... .. 
Sept. 3 .......................... . 

• Peak. 

7 
6 

10 
10 
8 
7 

12 
7.5 

10 
6 
6 
6 
S 
9 
9 
8 

10 
8 
9 
S 
7 
6 
7 

10 
6 

17 
7 
6 

10 
9 
7 
7 
9 
8 
6 

10 
7 
8 
7 
8 
7 
6 
6 
8 
7 
9 

10 
7 
9 
8 
S 
7 
7 
7 
8 
6 

1921. 
lan.7 ............................ . 
Ian. 14 ........................... . 
lan.2l .......................... .. 
Jan.28 .......................... .. 
F.b.4 ........................... . 
Feb. 11 .......................... . 
Feb. IS ......................... .. 
F.b.25 .................. : ....... . 
Mar.4 ........................... . 
Mar.1l ......................... .. 
Mar. IS .......................... . 
Mar.24 .......................... . 
Apr. I. .......................... . 

±&~:k:::::::::::::::::::::::::: 
Apr. 22 ......................... .. 
Apr.29 ......................... .. 
M .. y6 ........................... . 

~:~~::::::::::::::::::::::::::: 
May27 ......................... .. 
Jun.3 ........................... . 
June 10 ........................... . 
Jun.17 .......................... . 
Jllne24 ............................. . 

j::t~t::::::::::::::::::::::::::~ 
July 15 .......................... . 

7 
6 
7 
7 
8 
7 
6 
6 
7 
7 
6 
6.5 
6 
7 
7 
6.5 
7 
6.5 
6.5 
7 
7.5 
7.5 
6 
5.5 
5 
6 
6 
6 

7 
6 
7 
7 
8 
7 
7 
7 
7 
7 
7 
6.5 
6.5 
6 
7 
6 
7 
6.5 
6.5 
7 
7 
7.5' 
6 
5.5 
5 
6 
5.5 
6 

Official quotations for middling upland cotton in the New York mClr'kel. 

Cen ts p.r pound. C.nts per pOlmd. 
1919-0ct. 31.. .................. 38.40 1920-Feb. 6 ........ : ........... 37.80 

Nov. 7 ....... ; ............. 39.75 Feb. 13 ..................... 38.45 
Nov. 14 ................... 39.65 Feb. 20 ..................... 39.00 
Nov. 21. .................. 38.40 Feb. 27 ..................... 39. 65 
Nov. 28 ................... 39.45 Mar. 5 ...... , ............... 40. 90 
Dec. 5 .................... 39. 25 Mar. 12 ...... : ............. 41.00 
Dec. 12. • • .. . . . . . .. .. . .. .. 38. 00 Mar. 19 ...................... 41.00 
Dec. 19 .. " ............ \ .• 39. 25 
Dec. 26................... 39. 25 

192O-Jan. 2 ...................... 39.25 
Jan. 9 ...................... 39.25 
Jan. 16 ..................... 39.25 
Jan. 23 ..................... 39.30 
Jan. 30 ..................... 39.50 

Mar. 26 .................... 41.50 
Apr. 1. .................... 41. 75 
Apr. 9 ..................... 43.00 
Apr. 16 .................... 43.25 
Apr. 23 .................... 41. 65 
Apr. 30 .................... 41. 25 
May 7 ..................... 41.10 
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Cents per pound. Cents per pound. 

19~May 14 .................... 41.]5 1920-Dec .. 17 ................... IG.OO 
May 21.. .................. 41.00 Dec. 24 ................... 15.25 
May 28 .•..........•....... 40.00 Dec. 31. .................. 14.75 
June 4 ...•................. 40.00 1921-Jan. 7 ...................... 1G.75 
June 11 .....•.............. 40.00 Jan. lL ................... 17.65 
June 18 .•...•......•....... 39.2fi Jan. 21.. ................... 16.65 
June 25 ...•.•.•............ 3S.21; Jan. 28 ..................... 14.75 
July 2._ .•...• _ .......... _ .. 39.75 Feb. 4 .................... 13. SO 
July 9 ..... _ ...•............ 40.50 Feb. 11. .................. 13. S5 
JulvI6 ............. _ ..... 42.50 Feb.lS ................... 13.4O 
July 23 .......... _ ......•. '43. 75 Feb. 25 ................... 12.20 
July 30 .....•...•......... 40.00 Mar. 4 ..................... 11.50 
Aug. G ..........•.......... 39.50 Mar.11 .................... 11.4O 
Aug. 13 ......•............. 37.50 Mar.lS .................... 11.45 
Aug. 20 ................... ·.33.50 Mar. 24 .•.................. 12.35 
Aug. 27 .................... 33.50 Apr. l.. ................... 12.00 
Sept.3 ....••............... 31.75 Apr.S ... ' ..•............... 11.S5 
Sept.l0 .................... 32.25 Apr.15 .................... 12.30 
Sept. 17 ......•.........•... 31.00 Apr. 22 ..............•..... 12.10 
Sept. 24 ...••............... 2S.50 Apr. 29 .................... 12.35 
Oct. L., .................. 25.00 May 6 ..................... 13.00 
Oct. S ..................... 24.50 May 13 .................... 12.60 
Oct. 15 ............•....... 22.00 May 20 .................... 12.65 
Oct. 22 ...........•........ 21.00 May 27 .................•.. 13.15 
Oct. 29 ...........•........ 22.20 June 3 ..................... 12.95 
Nov.5 ...........• _ ....... 20.S5 June10 .................... 12.50 
Nov. 12 ................... 19.40 June 17 ............. _ ...•.. 11.40 
Nov.19 ................... 17.55 June24 ............. _ ...... 11.05 
Nov_ 26 .•................. 15. S5 July l.. .................... 12.00 
Dec.3 .......•......•••... 16.15 JulyS ...................... 12.20 
Dec. 10. _ ................. 16.25 July 15 ..................... 12.75 

GOV. fuRDING. I would also like to file a statement made by the 
President of the United States, in which he gives his opinion as to the 
cause of the present depression. That is in the form of literal 
excerpts from an address made on the 12th of July before the Senate 
of the United States. It is a very short statement. 

The CHAmMAN. It may go in. 
Gov. HARDING. It is short, and I will read it. [Reading:] 

Our land has its share of the financial chaos and the industrial depression of the 
world. We little heeded the ~rowth of indebtedness or the limits of experiditure 
during the war because we could not stop to count the cost. Our one thou~ht then 
was the winning ofthe war and the survival ofthe Nation. We borrowed and loaned
individuals to the Nation, and the Government to other Governments, and to those 
who served the Nation, with little thou~ht of settlement. It was relatively easy then, 
because national life was at stake. In the sober aftermath we face the order of reason, 
rather than act amid the p8B8ions of war, and our own land and the world are facing 
problems never solved before. . 

There can be no solution unless we face the grim truths and seek to solve them in 
resolute devotion to duty. * *. * It il\ unthinkable to expect a business revival 
and the resumption of the normal ways of peace while maintaining the excessive 
taxes of war. * * * .The slump which is now upon us is an inevitable part of war's 
aftermath. It has followed in the wake of war since the world began. There was the 
unavoidable readjustment, the inevitable charge off, the unfailing attendance of 
losses in the wake of high prices, the inexorable deflation which inflation had pre
ceded. It has been wholly proper to seek to apply Government relief to minimize 
the hardships and the Government has aided wherever possible, and is aiding now, 
but all the special acts ever dreamed of, all the particular favors ever conceived will 
not avoid all the distresses nor ward off all the losses. The proper mental state of our 
people will commit us resolutely and confidently to our tasks, and definite 8.88urances 
as to taxation and expenditure will contribute to that helpful mental order. The 
only sure way to normalcy is over the paths nature has marked throughout all human 
experience. 

'Peak. 

58589-21-PT 13--22 
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Representative FUN~. Is that the personal message he delivered 
before the Senate ~ 

Gov, HARDING. I believe it was before the Senate; or was it a 
joint session ~ 

Representative FUNK. He has addressed two communications 
recently, one personally with reference to the soldiers' bonus. 

Gov. HARDING. I got this out of the Congressional Record of July 
the 12th. 

Now, I would like to file something which is already a public docu
ment, a reply made by the Federal Reserve Board, under date of 
May 25, 1920, to a resolution adopted by the Senate of the United 
States on May 17, 1920, the resolution being as follows [reading]: 

Resolved, That the Federal Reserve Board be directed to advise the Senate What 
steps it purposes to take or to reco=end to the member banks of the Federal reserve 
system to meet the existing inflation of currency and credits and conse!luent high 
prices, and what further steps it purposes to take or reco=end to mobolize credits 
in order to move the 1920 crop. 

Senator HARRISON. That was May 17, 1920~ 
Gov. HARDING. May 17,1920. 
Senator HARRISON. Who offered that resolution ~ 
Gov. HARDING. I think it was Senator MCCORMICK who introduced 

that resolution, if my recollection serves me right. I ask that this 
go into the record. 

The CHAIRMAN. Very well. Without objection it will go in the 
record. . 

(The communication from Gov. W. P. G. Harding to the President 
the Senate, dated May 25, 1920, is here printed in full, as follows:) 

SIR: On May 17, 1920, the Senate adopted the following resolution: 
"Resolved, That the Federal Reserve Board be directed to advise the Senate what 

steps it purposes to take or to reco=end to the member banks of the Federal reserve 
system to meet the existing inflation of currency and credits and cons~uent hi~h 
prices, and what further steps it purposes to take or reco=end to mobilize credits 
In order to move the 1920 crop." 

In response the board desires to say that it has recognized for many months past 
that the expansion of bank credits in this country was proceeding at a rate not war
ranted by the production and consumption of goods. It has repeatedly admonished 
the Federal reserve banks that influences should be exerted upon the member banks 
to induce them to avoid undue expansion of loans and to keep their volume of out
standing credits within moderate bounds. 

Beginning six months ago the rates of discount on various classes of paper at the 
Federal reserve banks were advanced. During the latter part of January the present 
rates Were put into effect. These advances, while undoubtedly checking credit 
transactions which otherwise would have been made, have not been entirely effec
tive in bringing about the reduction in loans desired and which normally have been 
expected during the early months of the year. Liquidation during these months is 
entirely natural and healthy and is necessary in order that the banks may be pre
pared to meet the demands made upon them during the crop making and harvest
l.1lg seasons, but there has been no such liquidation and on the contrary co=ercial 
loans have steadily increased. Thus it appears that the 1?ublic has anticipated de
mands for bankiIlg credit which are usually made later on In the year. The average 
reserves of the Federal reserve banks are now a little over 42i per cent, as against 
45 per cent at the beginning of the year and about 51 per cent 12 months &go. 

The Federal Advisory Council, which is composed of one member from each Federal 
reserve district, elected annually by the board of directors of the Federal reserve bank, 
is required by section 12 of the Federal reserve act to meet in Washington at least four 
times each year. The council is authorized "to confer directly with the Federal 
Reserve Board on general business conditions; to make oral or written representations 
concerning matters within the jurisdiction of said board; to call for information and 
to make reco,mmendations in regard to discount rates, rediscount business, note issues, 
reserve conditions in the various districts, the purchase and sale of gold or securities 
by reserve banks, open-market operations by saId banks, and the general affairs of the 
reserve banking system." 
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Upon a receipt of a notice that the council would hold its regular meeting on May 17, 
the board extended an invitation to the three clllBB A directors of each Federal reserve 
bank, who are the representatives of the stockholding banks, to come to Washington 
at the same time for conference with the Federal Reserve Board and the Federal 
Advisory Council. This conference was held on the 18th instant and it was developed 
at the meeting that the present credit expansion is due in great part to the abnormally 
high prices of goods and commodities now prevailing throughout the country and to 
the congestion of foodstuffs and essential raw materials at, or near, points of production 
because of lack of transportation facilities. 

The board is convinced that if the unsold portions of last year's crops can oe brou~ht 
to market before the new crop matures, the liquidation of credits which are now tIed 
up in ca.rryiI1g the old crops will be sufficient to offset to a considerable degree the 
credit demands which will be made upon the banks in moving the crop of 1920. 

At the conference above referred to the board's views were outlined by its governor 
substantially as followa; The member banks should lean less heavily upon the Federal 
reserve banks and rely more upon their own resources, unnecessary and habitual 
borrowings should be discouraged, and the liquidation of long standing, nonessential 
loans should proceed. Banks were cautioned, however, that drastic steps should be 
avoided and that the methods adopted should be orderly, for gradual liquidation will 
result in permanent improvement while too rapid deflation would be uijurious and 
should be avoided. The board pointed out the necessity for extending such credits 
as may be necessary to promote essential production, esPecially of foodstuffs, and that 
if for any reason it should prove impracticable to increase essential production, there 
should be greater economy in consumption and more moderation in the use of credit. 
The problem of the banking system of the country: is to check further expansion and to 
bring about a normal and healthy liquidation Without curtailing essential production 
and without shock to industry, and, as far as poeeible, without disturbance of legiti
mate commerce and business. 

In order to effect this it seems necessary to distinguish between essential and non
essential loans, but the Federal Reserve Board feels it would be a most difficult task, 
which it should not undertake, to attempt by general rule of country-wide application, 
to make this distinction. During the war tnere was a broad underlying principle 
that essentials must be "necessary or contributory to the conduct of the war," but 
notwithstanding the sharp outline of this principle much difficulty was experienced 
by' the various war boards in defining essentials and nonessentials. All the more 
difficult would it be for the Federal Reserve Board to make such a general definition 
in the present circumstances. 

SectlOn 13 of the Federal reserve act defines the eligibility of paper for discount by 
the Federal reserve banks and lays down a general rule that any paper maturing 
within the time prescribed and "issued or drawn for agricultural, industrial, or com
mercial P'?l'OBes, or the proceeds of which have been uBed, or are to be used, for such 
purposes" IS eligible. No expressed condition is made regarding the essential or 
nonessential character of the transactions giving rise to notes which may be offered 
for discount; and the Federal Reserve Board is not required, and properly could not be 
expected, generally to adopt such a criterion of eligibility. It is too much a matter 
of local conditions and local knowledge to justify at this time any general country
wide ruling by the board, even if such a ruling were deemed helpful. 

On the other hand, there is nothing in the Federal reserve act which requires a 
Federal reserve bank to make any investment or to rediscount any particular paper 
or clallB of paper. The language of both sections 13 and 14 is permissive only. Section 4 
of the Federal resen'e act, however, requires the directors of a Federal reserve bank 
to administer its affairs "fairly and impartially and without discrimination in favor _ 
of or against any member bank," and subject to the provisions of law and the orders of 
the Federal Reserve Board to extend "to each member bank such discounts, advance
ments. and accommodations as may be safely and reasonably made with due regard for 
the claims and demands of other member 'banks." Thus the directors CJf a Federal 
reserve bank have the power to limit the volume and character of loans which in their 
judgment may be safely and reasonably made to any member bank. 

The recent amendment to paragraph (d) of section 14 distinctly authorizes each 
Federal reserve bank on its own account, without reference to action taken by any 
other Federal reserve bank, to establish a normal discount or credit line for each 
member bank, and permits the imposition of graduated rates on discount lines in excess 
of the normal line. This amendment, however, does not repeal or modify sections 4 
and 13. and a Federal reserve bank is still free to decline to discount any paper which 
in its judgment does not constitute a desirable investment for it or which in its 
opinion would not constitute a safe and reasonable investment within the meaning of 
section 4. 
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I t is the view of the bQard, however, that while Federal reserve banks may properly 
undertake in their transactions with member banks to discriminate between essential 
and nonessential loans, nevertheless that discrimination might much better be made 
at the source by the member banks themselves. The individual banker comes in 
direct contact with his customers; he is better qualified than anyone else to advise 
the customer, because of his familiarity not only with the customer's business but 
with the general business conditions and needs in his immediate locality. In making 
loans he is bound by no general rule of law as to the character of the purpose for which 
a loan is being asked. He is entirely free to exercise discretion and can make one loan 
and decline another as his judgment may dictate. He can estimate with a fair degree 
of accuracy the legitimate demands for credit which are liable to be made upon him, 
as well as the fluctuations in the volume of his deposits. He knows what industries 
sustain his community, and is thus qualified to pass on the essential or nonessential 
character of loans offered him. He knows, or should know, what rediscounts line he 
may reasonably expect of his Federal reserve bank, and he ought not to regard this 
line as a permanent addition to his capital. With knowledge of the limitations or 
penalties put upon his borrowings from the Federal reserve banks the banker may 
be depended upon to use a more discriminating judgment in granting credit accom
modations to his customers, and that judgment he must exercise if the present situation 
is to be remedied fundamentally. 

It is true that under existing conditions the volume of credit required in any 
transaction is much greater than was the case in prewar times, but it is also true that 
the resources of the member and nonmember banks would be ample to take care of 
the essential business of the country and to a larll'e extent of nonessentials a.s well if 
there were a freer flow of goods and credit. If "trozen loans" were liquefied and if 
commodities which are held back either for speculative purposes or because of lack 
of transportation facilities should go to the markets, and if large stocks of merchandise 
should be reduced. the resultant relea.se of credit would have a most beneficial effect 
upon the general situauon. In the meantime ever¥thing must be done to expedite 
the release of these credits and to restrict nonessential credits in future. 

'While the problem of credit regulation and control is national and even inter
national in its scope, yet in the last analysis it is merely an aggregation of individual 

" ,problems, and the proper workin~ out of the situation must depend upon the public 
aria~n the banks which deal WIth the public. The public must be made to realize 
the ne sity of economy in expenditures and in consequent demands for banking 
credit. e..banks themselves are best able to impress the importance of this policy 
upon the pub'Uc. 

For the further information of the Senate the board quotes from the report of the 
Federal Advisory Council made to it on May 10, signed by James B. Forgan, president: 

"The council has given conaideration tb th,e matter included in your communica
tion of April Ii and begs to reply thereto in the following manner, following the orlIer 
~~~~" ' 

"(a) Cs,uses of continued eX}l&nsion of credits and of Federal note issues. 
"There are many contributing casuses 'of which the following may be regarded as 

paramount: 
"1. We recognize, of course, that the first cause is the Great War. 
"2. Great extravagance, national; municipal, and individual. • 
"3. Inefficiency and indifference of labor resulting in lassening production. 
"4. A shortage of transportation facilities, thus preventing the normal movement 

of commodities. 
"5. The vicious circle of increasing wages and prices. 
"(b) How can the reserve position of the Federal reserve banks be materially 

strengthened before the seasonal demand sets in next fall, without undue disturbance 
of the processes of production and distribution? 

"By urging upon member banks through the Federal reserve banks the wisdom of 
showing bqrrowers the necessity of the curtailment of general credits, and especially 
for nonessential uses, as well as continuing to' discourage loans for capital and sl?ecu- • 
lative purposes; by checking excessive borrovnngs through the application of hIgher 
rates. ,\ 

"(c) If steps can not be taken at this time le'ading to a more normal proportion 
between the volume of credits a,nd the volume of gdods, When can they be taken? 

"In our opinion. steps should be taken now, as outlined in answer to the last question. 
"(d) What is the effect upon the general situatiorl:, of the increased Treasury bor

rowings and what should be the/olicy of the Federa~ reserve banks in establIshing 
rates of discount on paper secure by certificates of indt~btedness? . 

"It is obvious that the borrOWings of the Treasury hll..ve the same effect upou the 
general creclit situation as those of other borrowers. The",~ouncil would suggest the 
wisdom of congressional relief from the burden of Government financing by a policy 

\ 
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of rigid economy; the provision of the tax laws for die sake of a more equitable die
tribution of the burden without reducing the revenue; the enactment of the budget 
8>'stem, the budget to include provision for the payment of the short gradual-time 
obligations of the Treasury. These would of necessitr preclude unwise appropria
tions, such as the proposed soldiers' bonus. In view 0 the large volume of Treasury 
<"ertincates of indebtedness carried by member banks at the instance of the Treasury 
Department, we believe that rate!! established by the Federal reserve banks on paper 
secured by them should not be materially greater than the rates borne by the certifi· 
cates. " 

The board feels assured that the banks of the country noW realize the necessity of 
more conservatism in extending credits and of a reasonable reduction in the volume 
of credits now outstanding. The board will not hesitate, so far as it may be neces· 
sarv, to bri~ to bear all its statutory powers in regulating the volume of credit, but 
wishes to pomt out that the more vital problems relating to the movement of the 
1920 crop are physical rather than financial. 

This was the unanimous view of those present at the conference on the 16th instant, 
at which the following resolution was adopted: 

.. The whole country is suffering from inflation of prices with the consequent infla... 
tion of credit. From reports made by the members of this conference, representing 
every section of the country, it is obvious that great sums are tied up in products 
which if marketed would reheve necessity, tend to reduce the price level, and relieve 
the strain on our credit system. 

"This congestion of frei~ht is found in practically all of the large railroad centers 
and shipping ports. It anses chiefly from inadequate transportation facilities avail
able at this time and is seriously cnppling busineBB. We me informed that the per 
ton mile of freight increased in three years, 1916,1917, and 1918, 47 per cent, while 
the freight cars in service during the same period increased 1.9 per cent . 

.. A striking necessity exists Which can only be relieved through the upbuilding 
of the credit of the railroads. This must come through adequate and prompt increase 
in freight rates. Any delay means the paying of greater cost directly and indirectly 
and places a burden on the credit system which in the approaching time for seasonal 
eXJlansion may cause abnormal strain. Even under the load of war inf1ation, high
pnce level, and extravagances, the bank reserves would probably be sufficient if 
quick transportation could be aBBured during the time of the greatest strain: There
fore, be it 

"Rao/t,ed, That this conference urge, as the most important· remedies, that the 
Interstate Commerce Commission and the United States Shipwng Board give in
creased rates and adequate facilities, such immediate effect as may be warranted 
under their authority and tha.t a. committee of five, representing the various sections 
of the country, be appointed by the chairman to present this resolution to the Inter
state Commerce Commission and the United States Shipping Board, with such verbal 
presentation as may seem appropriate to the committee." 

Much will depend upon the restoration of the normal efficiency of railroad ami 
steamship lines. If adequate transportation facilities can be provided, the board 
sees no occasion for apprehension in connection with the movement of crops now 
being grown. 

Respectfully, 
W. P. G.<HARDING, GQvernoT. 

The PRESIDENT 01' THE SENATE. 

Gov. HARDING. I would also like to file for the record a statement 
which was issued by a committee of woolgrowers by a~thority. of 
the Federal Reserve Board, following a conference which the board 
held with the wool people in June, 1920. This press statement bears 
date June 22, 1920, and the paper that I want to file is a circular 
letter which was addressed to the chairman of all Federal reserve 
banks, stating what agreement the board made as to the policy on 
wool loans WIth this committee of woolgrowers who came here to 
see us on June 21, 1920. 

Senator HARRISON. The agreement was perfectly agreeable to 
them, was it ~ 

Gov, HARDING. Here is their own statement [reading]: 
At a further meeting held last night of all intere3ts concerned it was the unanimous 

opinion that the plan sugge3ted above wa~ practical and fea3ible, and that no extraor
dmal"'J difficulty would be encountered in the necessary financing to carry along the 



342 AGRICULTURAL INQUIRY. 

present season's wool clip until a normal buying market should reassert itself, whicll 
It was the firm belief of all would be within a very reasonable length of time. 

I ask that this go in the record, Mr. Chairman. 
The CHAIRMAN. Without objection, it will go in. 
(The communication of June 22, 1920, from W. P. G. Harding, 

governor of the Federal Reserve Board, to chairmen of all Feder8.l 
reserve banks is here printed in full, as follows:) 

STATEMENT ISSUED BY WOOLGROWERS. 

DEAR SIR: For your information there is quoted below a statement 'which wae 
given to the press to-day by a committee of woolgrowers who were in conference with 
the board on yesterday. While the board has often pointed out that the fact that an 
acceptance or a note is eligible imposes upon a Federal reserve bank no obligation to 
purchase or discount it, the board assum63 that the Federal reserve banks, recognizino 

the obshcles in the way of marketing wool at the present time, will accord as liberal 
treatment as is consistent with good business principles to member bankl! offering eligi
ble note3 or acceptances based on wool: 

"By advance arrangement with the Federal Reserve Board, woolgrowers. bankers 
in the wool producing sections and eastern wool markets. wool dealers, warehouse 
men, manufacturers and others intere3ted in the wool trade. held an all-day session 
with the Federal Reserve Board Y63terday. The condition of the wool market caused 
by the recent cessation of purchases of raw wool was laid before the board, and a full 
discuRsion was had of vanous plans for financing the industry until normal buying 
operations are resumed. Unlike most other crops, wool is marketed in the spring 
and early summer, and the marketing conditions prevailing during the past month 
have threatened great losses to wool growers which might be disastrous. Such a 
condition, if it developed, might cause serious sacrifice of sheep on farm and range, 
and result in reduced supplies of wool and mutton in future years. It was clearly 
shown that there was no disposition on the part of anyone to maintain artificial prices, 
but simply to make arrangements by which the temporary interruption of the wool 
market would be removed and normal marketing conditions restored. 

"The plan of action finally arrived at was adopted as a more simple and 8atisfactory 
way of dealing with the situation than the cot.ton loan plan of 1914 which had been 
suggested. At the termination of a conference between the board and a subcommittee 
consisting of bankers thoroughly familiar with the entire situation, the board author-
ized the following statement: • 

" 'A wool grower may ship his wool to one of the usual points of distribution, obtain
ing from the railroad a bill of lading for the shipment; the grower may then draw a 
draft against his bank, for such an amount as may be agreed upon by the grower and 
the bank, secured by the bill of lading. The Federal reserve act authorizes any 
member bank to accept a draft secured in this manner at the time of acceptance, pro
vided that the draft matures in not more than six months from the time of accep
tance. After acceptance such a draft bearing the indorsement of a member bank is 
eligible for rediscount or purchase by a Federal reserve bank, provided, that it has a 
maturity of not more than three months from the date of rediscount, or purchase.' " 

It was suggested that the Federal Reserve Board communicate with the Federal 
reserve banks, pointing out that shipments of wool to points of distribution may 
properly be financed by acceptances in the above manner. 

While the statement refers only to acceptances based on bills of lading, Gov. Hard
ing referred those present to the provisions of section 13 of the Federal reserve act, 
as to eligibility for discount of paper secured by warehouse receipts~ 

At a further meeting held last night of all interests concerned, it was the unanimous 
opinion that the plan suggested above was practical and feasible, and that no extra
ordinary difficulty would be encountered in the necessary financing to carry along 
the present season's wool clip until a normal buying market should reassert itself, 
which it was the firm belief of all, would be within a very reasonable length of time. 

Gov. HARDING. This comes out of chronological order, but I offer 
it for the record now because it will save time. This is a copy of the 
first page of the board's press statement of June 6, 1921, tlie second 
page of which I do not offer, not being relevant. It does not contra
dict, of course, anything that is said on the first page. The statement 
is as follows [readmg]: 
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Gov. Harding, of the Federal Reserve Board, left Subday night for a two ,weeks' , 
trip through the cattle-producing sections of the country. Stopping en route at Des 
Moines, Iowa, he will visit Cheyenne, Wyo.; Denver, Colo.; Albuquerque, N. Mex.; 
EI Paso, San Angelo, San Antonio, and Dallas, Tex, returning thence direct to 
Washington. . 

Before leaving Gov. Harding gave out the following authorized statement from 
the Federal Reserve Board: 

" It is the opinion of the Federal Reserve Board that the country is approaching a 
new crop Be880n with underlying conditions far BOunder than they were a year ago. 
While there are still large amounts of staple products being carried over, financed 
partly on bank credit, the reserves of the 12 Federal reserve banks combined are 
nearly 40 per cent higher than they were at this time last year, standing at about 
57.5 per cent as against 42 per cent. There is no ground for apprehension regarding 
the ability of the banks to meet the requirements of both agriculture and inoustry. 

"The Federal reserve system now holds the largest amount of gold in its entire 
history, more than $2,400,000,000, and the inflow from other countries still continues. 
While the loans and invested assets of the Federal reserve banks have been reduced 
since the peak on November 5 last by more than $] ,000,000,000, most of this liquida
tion has come about in an orderly and natural way. Liquidation has been most 
pronounced in financial and industrial centers rather than in agricultural sections, 
as is evidenced by the fact that while the rediscounts held by the Federal reserve 
banks are materially less than at this time a year ago, these banks are now carrying 
more than twice as much agricultural and live-stock paper (maturities from 90 daYB 
to 6 months) as they had on hand a year ago. . 

"It should be understood that until there is a broadening of the market for agri
cultural J'roducts many farmers will have to be granted extensions on loans made 
them an will, in many cases, require additional credits pending the making and 
marketing of the new crops. The Federal Reserve Board is gratified to know that 
the Federal reserve banks are prepared to extend lil}eral credits to member banks, 
and through them to nonmember banks, for these and other productive requirements 
of their customers, and the board urges all banktfto aid in easing along the situation 
in the agricultural districts until normal and regular processes of production and 
distribution can be further developed. The board feels that the financial emergency 
which menaced the country during the year 1920, has definitely passed." 

Senator HARRISON. When was that~ 
Gov. HARDlNG. June 6, 1921. And a copy of that was sent to 

aU the Federal reserve banks. 
Senator HARRISON. Now, have you any other statements that 

that were issued by either you as governor of the board, or in be
half of the board, touching this same matter for a year prior to that ¥ 

Gov. HARDING. I have; yes, sir; and I will introduce them in a 
few minutes. 

Senator HARRISON • You are going to put all this in the record ~ 
Gov. lIARnING. Yes. I am coming back to this because I want to 

discuss it. 
Senator HARRISON. Very well. 
Gov. HARDING. Now, I want to file also a copy of a circular letter 

which the board sent to all Federal reserve banks advising them that 
they would be permitted to discount, with the indorsement of mem
ber banks, paper which they in turn received from nonmember 
banks. That authority was gtven by virtue of a'provision of section 
19 of the Federal reserve act. This is a circular letter to all Federal 
reserve banks, reading as follows [reading]: 

JULY 27, 1921. 
Subject: Permission granted to member banks to apply for discounts of eligible paper 

acquired from nonmember banks. . 
DEAR SIR: As you know, section 19 of the Federal reserve act provides in part 

that: 
"No member bank shall act as the medium or agent of a nonmember bank in apply

ing for or receiving discounts from a Federal reserve bank under the provisions of this 
act, except by permission of the Federal Reserve Board." 
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This letter is to advise yo~ that the Federal Reserve Board has given general au
thority to member banks to apply to their respective Federal reserve banks for dis
counts of eligible paper acquired by such member banks from nonmember banks, 
such authority to be effective until withdrawn by the Federal Reserve Board. The 
extent to which the respective Federal reserve banks will entertain such applications 
is, of course, a matter of policy for the determination of the officers of each bank. 

The CHAIRMAN. What was the policy of the board and of the 
Federal reserve banks with respect to rediscounting loans of this 
character prior to the announcement of that circular ~ 

Gov. IliRDING. The policy of the board was to permit at all times 
the rediscounting of nonmember bank paper under certain conditions. 
You will notice the language of that section 19, which I have just 
quoted, says that no member bank shall act as the medium or agent 
fOF nonmembe! ~anks in aJ>plying for or receiving discounts except 
With the perllllsslOn of the Federal Reserve Board. From the very 
beginning, however, the board has consistently taken this view, that 
where a bank had devoted much attention to carrying accounts for 
other banks, nonmember banks as well as member Danks, and its 
business with other banks was an essential J>art of its business, that 
it should be permitted to rediscount nonmember bank paper, because 
that was really an accommodation to the member ba:rik. There are 
some member banks who have more deposits made by other banks 
than they' have those made by individuals, firms,' or corporations, 
and in like manner there are some member banks which in some 
seasons of the year have made more ·loans to other banks which deal 
with them than they gave to local customers. So the board's policy 
has alwa~ been to permit those banks whose business was composed 
substantIally of accounts of other banks, to receive accommodations 
from the Federal reserve banks, based on nonmember banks' paper. 

The CHAIRMAN. Then this does not represent a .change of policy 
on the part of the Federal Reserve Board at this time ~ 

Gov. lIARDING. What is that ~ 
The CHAIRMAN. This circular does not represent a change of policy 

on the J>ll,rt of the Federal Reserve Board at this time ~ 
Gov. lIARDING. No i it does not represent a change of Jlolicy on 

the part of the Federal Reserve Board at this time. It merely 
extends, by virtue of the authority we have in section 19, the same 
principle. 

The view we took of it was this: Suppose that there were two 
banks in a small town, one a member bank and the other a non
member bank, and that they both did a local business, neither one 
of them receiving accounts of other banks. If the nonmember bank 
would go to the member bank and say, "Here, you lend us $25,000," 
that would be an unusual proceeding, and if the member bank made 
a loan of $25,000 to the nonmember bank it would do so purely with 
the idea of in turn rediscounting that paper with the Federal reserve 
bank. In other words, it would act as a medium or agent. 

I recollect an instance in North Carolina last year where the board 
sent a letter to the Federal reserve bank of Richmond authorizing 
it in that particular instance, which seemed to be an emergency case, 
to discount nonmember bank paper for this particular member 
bank. But now we broaden tliat policy so as to make it apply 
generally. 

The CHAmMAN.· Prior to this announcement would the permission 
of the Federal Reserve Board be required in any such case' 
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Gov. lliRDING. It would. 
The CHAmMAN. So that prior to this announcement, if a 'bank 

undertook to rediscount paper which had been placed' with it as 
collateral for a loan of a nonmember bank, before it could redis
count that paper it would have to have the permission of the Federal 
Reserve Board ¥ 

Gov. lliRDING. If the member bank was acting as the medium or 
agent for the purpose of securing such discount, or if the member 
bank, on account of the character of its business which involved the 
granting of discounts and the extension of loans to a large number 
of member or nonmember banks in its section of the country, desired 
to rediscount nonmember bank paper, the board raised no objection 
to it. But in all cases, even under this permission recently given, the 
question as to whether or not a loan is safe or desirable or should be 
taken rests with the directors and management of the Federal 
reserve bank concerned. 

Senator HARRI80N. Well, now, Governor, when you issued this 
statement as you were 'proceeding on your trip to the West, on June 
6, 1921, did that signify that the board had changed its policy 
toward making loans l' 

Gov. lliRDING. No, sir; it did not signify that the board had 
changed its policy. It merely signified that the board desired to call 
the attention of the banks of the country to the importance, in the 
present circumstances, of banks generally over the country pursuing 
a liberal policy, and that they should avoid trying to force tlie collec
tion of loans at an inopportune time. 

Senator lliRR[80N. And that the reserves were higher ,than any 
year before W 

Gov. HARDING. And that the reserves were higher than they had 
been for several years. 

Senator lliRRI80N. And general conditions were better ¥ 
Gov. lliRDING. Yes; and general banking conditions were better. 
Senator lliRRISON. Well now, you say the peak was reached 

November 5, I believe it was, 1920, was i~ not ~ 
Gov. lliRDING. Yes, sir. 
Senator lliRRI80N. Do you know from the information that has 

come to you whether or not the agricultural interests needed money 
to finance themselves more during the year 1920 thanthey did on 
June 6, 1921 ~ Whether there was a greater demand at that time l 

GOV.lliRDING. I presume there was a great demand at both times, 
but in the fall of 1920 banks in agricultural sections were receiving 
payments-they may not have been as large as usual, but they were 
receiving some payments which resulted from the sale of agricUltural 
products. , - ' 

Senator lliRRISON. Well, it was very difficult to sell cotton in the 
fall of 1920. . 

Gov. lliRDING. I don't know of any great staple crop in this 
country that has ever been withheld entIrely from the market. Even 
if the noard had undertaken the policy of trying to withhold a staple 
agricultural crop entirely from the market I imagine there would 
have been some sales anyway. 

Senator lliRRI80N. Well, would you say that there were as many 
complaints that came to your office durmg the year 1920, in the 
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summer and fall of 1920, touching loans to the agricultural sections 
as thm-e were in the spring of 1921 ~ 

Gov. HARDING. Senator, I am prepared here to discuss that in a 
-very thoroughgoing way, if I can get these things out of the way 
first. . 

Senator HARRISON. Surely. 
Gov. HARDING. I am not trying to avoid it, Senator. I will 

discuss it in a very thoroughgoing way later. 
Senator HARRISON. Very well, I will be glad if you will discuss it 

later. I wanted· to clear that up. 
Gov. HARDING. Because that cotton situation was a very per

plexing situation last year, and I want to have an opportunity to 
explain that situation, and I want the opportunity of explaining the 
board's policy. 

Senator HARRISON. Well, I want to be here when you go over that, 
because I am very much interested in it. 

Gov; fuRDING. And I might say thatjt is a matter that interested 
me personally very much. 

Senator HARRISON. I know that. 
Gov. HARDING. If there was anything on earth that I could have 

done personally to have helped out that cotton situation I would 
have cheerfully done it. . 

Senator HARRISON. I know that. 
Gov. fuRDING. I want to explain all the angles of that situation, 

Senator. 
Senator fuRRISON. I want to hear it. 
Gov. fuRDING. I desire now to file a statement which the board 

issued to the press following a conference with governors of five 
Federal reserve banks whose districts embrace the cotton sections. 
This statement was given to the press on the morning of July 20, 1921-

The CHAIRMAN. Without objection, it may go into the record. 
(The Federal Reserve Board statement for the press of July 20, 

1921, is here printed in full as follows:) . 
, In view of the vital importance of the problems incident to the harvesting and 

marketing of the coming cotton crop, the Federal Reserve Board to-day held a con
ference with the governors of the Federal reserve banks of Richmond, Atlanta, St. 
Louis, Kansas City, and Dallas, the banks located in or brought in closest touch with 
the member banks in the cotton States, for the purpose of reviewing the credit situa
tion in these States, and determining what further credit will be needed to facilitate 
-the harvesting and orderly marketing of this crop: 

At the present time the five reserve banks in question are lending to their members 
$455,000,000, or more than 26 per cent of the loans of the entire system, the Richmond 
bank borrowing from other reserve banks $20,000,000 and the Dallas bank borrowing 
$16,000,000 for that purpose. The total loans of these five reserve banks to their 
member banks exceed their reserve deposits by $190,000,000, whereas the reserve 
·deposits of the other seven reserve banks exceed their loans to their members by 
$141,000,000. . 

The amount now loaned by these reserve banks to their members is four and one
half times the amount borrowed at any time by all the national banks of the country 
prior to 1914, or before the establishment of the Federal reserve system. 

The Federal Reserve Board and the governors of the Federal reserve banks announce 
-that the Federal reserve banks, in addition to credits already extended, are able and 
iltand ready to extend further credit for the purpose of harvesting and marketing the 
coming crop, in whatever amount may legitimately be required, either directly to 
their member banks or, under a ruling now issued by the Federal Reserve Board, 
indirectly to nonmember banks acting through the agency and with the indorsement 
-of a member bank. These loans will be made by the Federal reserve banks upon 
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notes, drafts, and bills of exchange issued or drawn in accordance with the terms of 
the Federal reserve act and the regoulations of the Federal Reserve Board, for the 
harvesting or orderly marketing of the coming cotton crop. 

In order, however, that these rediscount facilities of the Federal reserve banks 
may be made fully effective it will be necessary that member banks in the cotton 
States place their loaning facilities freely at the disposal of cotton producers and 
dealers in their respective localities wit.h the knowledge and assurance that the 
Federal Reserve Board and the Federal reserve banks recognize the urgency of ren
dering all proper assistance to these important interests during such abnormal times. 

Mr. Meyer, managing director of the War Finance Corporation, who attended the 
conference, reviewed the activities of the War Finance Corporation in making loans 
for financing cotton for immediate and future export. Gov. Strong, of the Federal 
Reserve Bank of New York, and representatives of certain New York member banks 
were also invited to the conference to discuss the necessity or advisability of having 
various commercial banks throu/1h the country establish a fund for the purpose of 
making loans upon cotton. In VIew of the conclusions reached by the conference as 
to the ability of the Federal reserve banks effectively to take care of all of the legiti
mate requirements of the cotton interests, it was felt that the·establishment of such a 
fund at this time is neither necessary nor advisable. Gov. Stron/1 stated, however, 
that he had received assurances from a number of important banking institutions in 
New York City that if the facilities now offered by the Federal reserve banks and the 
War Finance Corporation should prove to be inadequate, they will coo'peratEl in the 
-establishment of a cotton-loan fund in whatever amount the situation IDlght demand. 

Gov. HARDING. I want to call attention to one thing in this state-
ment [reading]: . 

At the present time the five reserve banks in question-

Those banks were St. Louis, Kansas· City, Dallas, Atlanta, and 
Richmond- ' 
are lending to their members $455,000,000, or more than 26 per. cent of the loans of 
the entire system, the Richmond bank borrowing from other reserve banks $20,000,000 
and the Dallas bank borrowing $16,000,000 for that 'purpose. The total loans of these 
five reserve banks to their member banks exceed therr reserve deposits by $190,000,000, 
whereas the reserve deposits of the other seven reserve banks exceed their loans to 
their members by $141,000,000. 

Senator HARRISON. Now, can you give us the figures in that con
nection of what those banks had borrowed, if anything, from other 
reserve centers ¥ Say, along in about September, 1920. 

Gov. HARDING. I can; yes, sir. On September 16, 1920, I made 
an address before the Chamber of Commerce of Cleveland, Ohio, 
from which I will quote [reading]: 

The rapid expansion in loans which is just now taking place is due, undoubtedly, 
to crop-moving requirements. Seven Federal reserve banks are now rediscounting 
paper. 

And when I say" now," I refer to figures of September 9 taken from 
the official statement of the board, and I made this speech on Sep
tember 16-
with three other Federal reserve Danks, and at the close of business on September 9, 
1920, the Federal Reserve Bank of New York had rediscounted with other Federal 
reserve banks bills receivable amounting to $35,250,000. The Federal Reserve Bank 
of Richmond has rediscounted $20,000,000; Atlanta, $30,200,000; St. Louis, $27,-
422,000; Minneapolis, $21,293,000; Kansas City, $18,902,000; and Dallas, $37,618,000 
making a total of rediscount transactions of $190,685,000. 

I will state that that rediscount movement between Federal reserve 
banks increased between the 16th of September up to the latter part 
of October or the 1st of November, until the maximum figures were 
reached, $247,000,000, in even millions, of bills discounted with each 
other, and about'S20,000,00q of bankers' acceptances sold. 
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Senator HARRISON .. When was that peak reached 1 November 5? 
Gov. HARDING. Approximately November 1. That is, within three 

or four days either way of the exact date. But it was approximately 
November 1. 

Senator HARRISON. So it hasb~en reduced, then, $125,000,000, 
practically, from November 1 to JUly 1 

Gov. HARDING. But this was September 9. 
Senator HARRISON . Yes; that was September 9. But I mean from 

November 1. 
Gov. HARDING. September 9 the total was $190,685,000. 
Senator HARRISON. And November I? 
Gov. HARDING. And about November 1 it got up to $247,000,000 

of customers' paper rediscounted, plus about $20,000,000 of bankers' 
'acceptances sold. Now, on September 9, of the amount of 
$190,685,000 the Federal reserve bank of Boston advanced 
$76,195,000, the Federal reserve bank of Philadelphia $4,000,000, 
and the Federal res'erve bank of Cleveland $110,490,000. 

After that the advances made to other banks by the Federal reserve 
bank of Cleveland alone amounted to $140,000,000, which was more 
than twice as much as the Federal reserve bank of Cleveland was 
loaning to its own member banks. 

Now, right there, if I may" bring out this point, is one of the most 
useful features of the Federal reserve system. We have 12 reservoirs 
of credit, like 12 tanks. If the supply runs low in one tank or reser
voir we have a pipe line where we can furnish credit to others, but 
we can only do it as the result of transactions had by a Federal reserve 
bank with its own member banks, because a Federal reserve bank 
can not make loans direct to individuals, firms, or corporations. The 
essential feature of all Federal reserve accommodations is the ac
commodation extended in the first instance by the local member 
bank to its own customers. If the local member bank does not ex
tend the accommodation then there is no way the Federal reserve 
bank can aid. 

Representative TENEYCK. Well, it is your idea, then, and you 
think this is your duty and policy, that whenever there is a fire or 

,need in one place to switch the flow of credit to that particular region? 
Gov. HARDING. As far as it is possible to do it. 
Representative TEN EYCK. As far as possible 1 
Gov. HARDING. Yes. 
ReJ>resentative TEN EYCK. Regardless of the basic line or any-

thing like that 1 . 
Gov. HARDING. Absolutely. 
Senator HARRISON. To what do you attribute this reduction of 

loans and rediscounts 1 
Gov. HARDING. I am going to discuss that in my" final statement 

after I get through with this. Now, while I am on the subject of this 
Cleveland speech I would like to read this extract, and I think it rep
resents the general J>olicy of the Federal Reserve Board, although I 
did not commit the board to this proposition. I felt, perhaps, that 
my view might be a little more advanced, possibly, than that of one 
or two members of the board, although I have never had any reason 
to think that they disagreed with it. In fact, none,of them has ever 
contradicted me on it. But I said [rea.ding]: 
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. b nonmember banks ('8n not rediscount with Federal reserve banks, and as by 
far the larger part of the loans of member banks are made out of their own resources 
it is e\ident that the total of bank accommodations to agriculture and live stock 
interesta 819 far greater than the amounta rediscounted at the Federal reserve banks. 
As a maiority of these loans are seasonal in their character it is evident also that their 
liquidation will do more than any other single factor toward strengthening the banking 
position. 

Speaking for myself personally, I desire to say, however, that I am a fum believer 
in gradual and orderly methods of marketing our great agricultural staples. Agricul· 
ture is the most important of all industries, for upon its fruits clepend the lives of 
those engaged in all other industries. The farmer is a ~eat consumer of manufactured 
products and anything that affects his buying power 18 soon reflected in the buBineBB 
of the merchant and the manufacturer. While the individual farmer may be just as 
well off with small production and high prices, the maBB of the population is far better 
off with full production and moderate prices. But farming as a buBineBB must be 
remunerative or production will languish. It is therefore important that the efforts 
of the farmer be supported and stimulated that he be aided in preserving the full 
measure of his harvest, and that he be afforded an opportunity of m.arketing his prod
ucts on terms sufficiently profitable to warrant his staying in the busineBB of farming. 

Great staple crops, the production of which extends over a period of several months, 
must meet the requirements of consumption for a full year, and in order to prevent 
possibility of shortage it is desirable that there be a reasonable surplus held over from 
one crop pending the marketing of the next. The gradual and orderly marketing of 
our great staple crops is therefore a matter of importance both to producers and 
consumers. The dumping upon the market within a short period of time of a large 
part of a crop consumption of which extends throughout the year means not only 
a lOBS to the producers, often to those who can least afford it, but involves also a great 
strain upon our transportation facilities and upon the banks in providing the funds 
n~ for large purchases in advance of actual requirements for consumption. 

Dumpmg of farm products promotes speculation and usually results in higher prices 
to the ultimate consumer. Farm products, however, should not be hoarded or held 
back from the market by the use of credit merely in the hope of forcing prices up to 
an artificial level. It is estimated by some that the value of this year's staple crops 
will be around $22,000,000,000. 

Of course, that estunatewas not borne out, but it was estim~tedb; 
some at that time that the values of the 1920 staple crop:would be 
around $22,000,000,000. [Continuing reading:] .. __ .. __ _ 
qAnd it is manifestly impossible for any banking system to provide funds to with
hold these staples entirely from the market. There is no occasion to discUBB the 
questions of public policy involved, for it is clear that the volume of our great staple 
crops is so large and the value so enormous that any efforta to valorize them by means 
of bank credita would inevitably result in disaster by the operation of economic law. 
But I think that all reasonable assistance should be given producers to enable them 
to market their crops in an orderly way, provided they are willing to sell enough to 
meet current requirements and that consumers should concede to the farmer reasonable 
profits in order that future production may be adequate. 

What is needed is an open market in which the law of supply and demand is given 
free play and in which buyer and seller may meet on equal terms. Theoretically 
at least It is poBBible, if adequate warehousing facilities are provided, for the farmer to 
obtain the benefit of the average price for the year without any increase in cost to the 
consumer and with leSBened strain upon transportation lines and banks by distributing 
the marketing proceBB over a reasonable period. 

I made that speech not to a meeting of farmers in Georgia or Texas, 
but to the Chamber of Commerce of Cleveland, Ohio, and that state
ment represented my views on the matter, and I believe the majority, 
if not all the members of the board, agree with me on it. 

Senator HARRISON. And at that tune they were in pretty pros
perous condition up there, in that reserve center. 

Gov. HARDING. At that time their bank was loaning $110,000,000 
to reserve banks in the farming districts, and afterwards increased the 
amount to 5140,000,000. 

Senator HARRISON. That is what I say. They were 19aning to the 
other reserve centers more than the other centers. 
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Gov. IlARnING. I pointed out that their prosperity as a manufac
turing district depended on the prosperity of the f~g communi
ties, because the farmer was a great consumer of theIr manufactured 
produc~. ' 

Senator CAPPER. Do you think the general llolicy of the Reserve 
Board has been in line with your talk before thaf4 chamber of com-
merce~ , 

Gov. IlARnING. Yes, sir; it has. Sometimes, though, Senator, it is 
very difficult. One can outline a general policy, but it is very difficult 
for the Federal Reserve Board to see that the policies which it advo
cates are actually carried out, because we always have this member 
bank situation. There are 30,000 member' and nonmember banks in 
the country, all of them independent of each other. The board has 
no control over their lending ollerations. We can not say, "You 
must make this loan," or "you shall not make that loan." We can 
not say to them, "You have some loans here that you have no business 
makirig because they are long-time loans or capit8110ans. You ought 
to have kept rour resources liquid so you coUld meet these seasonal 
requiremen~.' . 

Ana then again we have some ultraconservative banks who take 
fright at almost everything that comes up, and I think that is best 
shown in ,our own district, Senator, in the Kansas City district, 
and one 0 the main reasons that was given for putting in the pro
gressive rate in your district was that there was a peculiar situation 
there. That district had over 1,000 member banks. An analysis 
made two months ago shows that about one-third. of those banks 
were not borrowing anything from the Federal reserve bank, and 
about one-third were borrowing moderately from the Federal reserve 
bank, that is, less than their basic line, and the other one-third were 
borrowing excessively from the Federal reserve bank. In other 
words, there was a bad distribution. It is also remarkable that not 
only does that proportion of about one-third apply in number, but it 
holds good also as to the bank:ing resources. 

Thus the situation was that Defore the progressive rate was put 
in that some banks that had a large, unused lending power were not 
using it, and other banks had gone in very deep Wlth the Federal 
reserve bank and had increased their loans to a point where some of 
their own directors felt that they were too badly expanded, and the 
idea was that if it was made more costly for those banks which are 
already extended to borrow additional funds, that people who would 
apply to them for loans would go to some of the bankS that had not 
made large advances, and who could get discoun~ from the Federal 
reserve bank at minimum rates, and that there would be a better 
distribution for the loans throughout the district. 

H every bank in that district had loaned i~ ratable proportion 
to the farmers and to the industries of that district there never would 
have been any serious money strain in the district. 

SenatorlliRRISoN. Do you not. think that that was penalizing 
those banks that were really trying to help the farmers and were 
showing a liberal spirit in lending them money, because it would 
curtail their loans, and it was not going to help those banks that had 
not loaned any money, particularly, was it, because they had had 
plenty of opportunity to loan , 
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Gov. lliRDING. I was telling y-ou the theory of the Federal reserve 
bank directors of Kansas City who asked the board to approve their 
establishing the pro~essive rates. I said yesterday that that pro
gressive rate proposltion was something new. We never had tried 
It before. We have some experience now. I also expressed the hOl>8 
that. it will not be necessary to resort to it any more, but that if it 
should be resorted to in the future, in view of the eJ(perience that W8 
have acquired in the past, undoubtedly there will· be a different 
method of applying it. For instance, there would be a minimum 
rate, there would be an intermediate rate, and there would be a 
maximum rate, and the spread between the minimum rate and the 
maximum rate would not be over 2 per cent. In other words, there 
might be rates of 6 per cent, 7 per cent, and Sper cent. 

Senator ILuuuSON. Do you not think in the illustration that you 
offered that you were penalizing those banks that were showing a 
liberal disposItion to lend ~ 

Gov. HARDING. Well, when you look at the average figures that 
were shown it does not appear to have penalized them. But in order 
to correct any inequality- the Federal Reserve Bank of Kansas City 
has recently voted to refund to the member banks of its district all 
excess interest charged by virtue of the progressive rate plan where 
the maximum rate of interest exceeded 12 per cent. 

Senator HARRISON. Well, now, when the progressive rate was 
aJ>plied to the Kansas City district, did it show then that those banks 
that had not made loans before did make some loans ~ 

Gov. lIARDING. They did. 
The CnAmMAN. Let me read an extract,-if I may, Senator, from the 

report of the governor of the Federal reserve b8.nk of Kansas City 
wIiich bears directly upon that question. I read from page 11 of that 
report: 

How far the progressive discount rate plan ha.s succeeded in bringing about a better 
distribution of credit among the members is apparent when the status existing on April 
19 is compared with any subsequent date. On April 19, 1920, out of a total member
ship of 1,035, 351 members had borrowed not only the entire lending power of this 
bank but an additional $10,000,000 represented by rediscount with other Federal 
reserve banks. On December 31, 1920, 352 of the 684 members which were not bor
rowing on April 19 had become borrowers, more than half of thoBe banks never before 
having had discount relations with the Federal reBerve bank. Even under the higher 

. discount rates, a.s applied through the progressive rate plan, the demand for loans 
from members W8.B so strong that this bank wa.s forced to depend upon other Federal 
-reserve banks for funds continually throughout the year. 

In other words, after the application of the progressive plan 352 
banks, which had not previously borrowed from the bank, borrowed. 

Gov. HARDING. It effected a better distribution. 
Representative SUMNERS. Well now, did that result from the fact 

that the pr.ogressive interest rates raised the general interest rate in 
the commumty and made it possible for these banks that had not 
theretofore been patronizing tlie Federal reserve bank to patronize it ~ 

Gov. HARDING. There is nothing to show that the mterest rate 
was raised. It merely meant that the borrower went to the bank 
that was best able to furnish him the accommodation. Here is the 
psychology of it, Congressman. Suppose that you had been dealing 
with a bank, and you know how it is when you become accustomed to 
dealing with a bank and know the officers, you deal there whenever 
you have need to,you always go to that bank. And suppose you 
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wanted to borrow, say, $5,000. Well, that bank would say, "We 
are very heavily extended, and by virtue of the progressive rate, if 
we borrow any new money we might have to pay 12 per cent for it 
or 13 per cent, or something like that." They would say to you, 
"Mr. Sumners, you have done business with us for a long time, and 
we would like to. accommodate you, but we will be perfectly frank 
with you. Here is our condition. Here are our deposits last night. 
Here are our loans. The only way we can get any additional funds 
for loaning purposes is to make some more rediscounts with the 
Federal reserve bank. Now, you don't want to pay a high rate for 
this monet.. We have been charging you all tlie time, say, 8 per 
cent, but If we get this money fro,m the Federal reserve bank it is 
going to cost us 12 per cent. Now, do you want us to pay that rate ~ 
Why don't you go to the bank across the street ¥ We happen to 
know that those fellows have been sitting pretty tight and they 
have not been borrowing anything from the Federal reserve bank. 
Your paper is perfectly good. We don't want to break off relations 
with you, of course. We know that you will come back to us when 
things ease up, but won't you do us the favor of going over across 
the street and offer this pa~er to the other bank and see if you can 
not induce them to take it ¥ ' 

This plan worked in a good many cases, and it resulted in a better 
distribution of loans. 

Senator HARRISON. But it did not cause about one-third of those 
banks to adopt that policy. . 

Gov. HARDING. What is that 1 
Senator HARRISON. About one-third of those banks did not 

adopt that policy. . 
Gov. HARDING. When the progressive rate was put in ¥ 
Senator HARRISON. Yes; they never did adopt it. 
Gov. HARDING. But the chairman has just read that 352 banks 

which had not before been borrowers became borrowers afterwards. 
Senator HARRISON. But it did not influence the balance, who 

numbered about 300, as I understood it. 
Gov. HARDING. ·Well, there are something over a thousandmem

ber banks in that district. 
Senator HARRISON. May I ask you if you have any figures on the 

Atlanta district ¥ I am interested in the Atlanta district. How 
many were not loaning at that time, and I would like to know wheth~J,' 
or not it had a like influence upon those 1 

Gov. HARDING. I do not have those figures with me, Senator, but 
my recollection is that it did. That progressive rate was applied in 
so many different directions, and there were so many exceptions to 
it tha~ it never was tried out in a systematic way except in the 
Kansas City district. 

I want to read this telegram that I received from the governor of 
the Federal reserve bank of Dallas on yesterday. He says: 

Regarding the progressive rate as applied in the Dallas district, our basic line was so 
high that after adding additional charge only on five banks did entire interest charge 
in anyone month bring the annual rate charged for that month above 7 pel; cent. 
The highest of these was the First National Bank of Hearne, which on average borrow
ing of $406,000 for September, 1920, was charged superinterest amounting to $835.70, 

, and this amount added to the regular discount rate of 6 per cent made the average 
annual interest rate charged that bank for that month amount to 8.4 per cent. 
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But that bank could legally charge its customers 10 per cent, and 
I presume did charge 10 per cent. 

Representative TEN EYCK. Going back to the Kansas City bank, 
in our previous discussion, it would be interesting to know what 
class of bank the one-third consisted of who used their rediflcount up 
to the limit, whether they were banks that were so-called country 
banks but really were city banks, or whether they were really farm 
agricultural banks that had farm paper. 

Gov. HARDING. Well, I have looked into that, and I find there is 
no classification. In the Kansas City district, for instance, two very . 
large banks in Kansas City were borrowing very heavily, and on the 

. contrary there were two other large banks in that city that are not 
borrowmg anything at all. And we find the same situation allover 
the district. We might find the same situation in Wichita and in 
Topeka. One bank III Topeka, as you know, Senator Capper, was 
borrowing very helLvily, and there was another bank there .that 
was not. 

Representative TEN EYCK. That does not quite answer the ques
tion. What I wan t to know is : Were those banks who were borrowing 
so heavily rediscounting actual farm paper, or were they discounting 
other paper of industries and on stocks and bonds, and so on ~ Do 
you see what I mean ¥ 

Gov. HARDING. Yes. 
Representative TEN EYCK. I want to get the class of paper that 

that one-third was discounting. 
Gov. HARDING. I have some figures regarding one of the banks 

pretty clearly fixed in my head, and I would be glad to give the name 
of the bank, but that is not desirable in open session. 

Representative TEN EYCK. That is not necessary. 
Gov. HARDING. One large bank in Kansas City was making a 

specialty of country bank accounts, and it llad a great many member 
country banks and nonmember country banks carrying accounts on 
its books, and this bank was 10aJling very heavily to coun~1J" banks 
all over that district, and also in other districts. It was doing a 
very large business. Its lending operations were by no means 
confined to its own district. As you know, Kansas City is on the 
extreme eastern edge of tlie Kansas City district, and this bank had 
accounts radiating III hundreds of miles in every direction. It had 
on its bookc; borrowing accounts from member banks in three or four 
other Federal districts, was doing a big business, and a great propor-. 
tion of its loans were to'country banks, and I presume that they 
needed the money for seasonal operations in moving or carrying 
crops. 

The result of this progressive rate was that it did not reduce the 
borrowings of this partIcular large member bank in Kansas City. 
They increased gradually for some time after the progressive rate 
was :put up, but the result was this. What happened is what I 
mentIOned to Congressman Sumners a minute ago. They told some 
of their customers, "We will accommodate you, of course, but here 
is the situation. Now you go to this other bank over here and try to 
get them to give it to you. They can get money cheaper than we 
can." And the accommodation was not denied at all. but there was 
a better distribution, because they went to the other banks and got 
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the fund;s . T~ ban not\having heavy loans could get the credit at 
the Feder!l ~erve b . un' to a certain point cheaper than this other 
bank could: \, .... :J 

Representative TE EYCK. Yes; but that does not quite answer 
the question: -'What I want to know is with respect to these banks 
that were rediscounting heavily before the progressive system was 
put in vogue, what paper were they using ~ Was it farm paper, and 
were they loaning on farm products 1 

Gov. HARDING. Why, Congressman, it is imp03sible to give you a 
definite answer as to that. Now, in regard to all these figures we 
have regarding agricultural loans, I don't think the information that 
we can furnish you here is of any particular value, from the stand
point of absolute figures. We do not consider relativity enough in 
this thing. It seems to me that this whole thing is a relative propo
sition. The figures I have presented and that I purpose putting in 
before I close are correct as far as they go, but their value to this 
commission is for purposes of comparison. In other words, the 
question is on the same basis of computation what was the amount 
of agricultural credit extended in 1919, and what was the amount 
extended in 1920 by months ~ If there was a rising scale that shows 
that there was a liberal policy pursued toward agriculture in 1920, 
or the reverse if the figures show the other way. '. 

The CHAIRMAN. Would not the application of the progressive rate 
tend to cause a liquidation in the banks that were extended, and on 
the other hand stimulate borrowings of the banks that were not ex
tended 1 

Gov. HARDING. It is claimed by the directors of the Kansas City 
bank that if they had not put in the progressive rate that the lendings 
to the agricultural sections would really have been much smaller 
than they were by virtue of the operation of the progressive rate. 
I will tell you the reason they assign. The officers and directors 'of 
a number of the banks which were so heavily extended had reached 
the conclusion that they had gone.far enough, that they were not 
going to loan any more money to anybody. If the progressive rate 
had not been applied to a country bank, and a customer had come 
in for further accommodations, the probable result would have been 
that the loan would have been declined, and then the customer 
would be shopping around among other banks, and he would come 
in and say, "I want to get a loan with you." The other bank would 
say, "Why, we don't care to make the loan. You have never done 
any business here. Why should we accommodate you 1 You have 
always done your bankin?; business with the bank across the street. " 
"Well," he would say, 'They don't want to make me any more 
loans." "Well, if they don't want to make you any more loans 
we don't." 

In other words, in banking psychology there was not a good excuse 
for the switching of the loan. But Wlth the application of the pro
gressive rate this customer of bank A could go over to bank Band 
he would say, "Mr. So-and-so, I know I am not a customer of this 
bank, but I want you to help me out now in the public interest. 
I have a large clientele to take care of down in my section. I went 
over to my bank this morninO' and told them that I wanted twenty
five or fifty thousand dollars 01 additional money. They did not tllfn 
me down. They said, ''''h.y, of course you are a good customer 
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of ours. "e will take care of you. But here is our situation. Here 
is our loan account, and here are our deposits. We can not lend 
any more money unless we borrow more from the Federal reserve 
bank, and if we borrow any Llore money from the Federal reserve 
bank it is going to cost so and so. Now we don't want to stand that 
loss, and we don't waut to charge you that rate of interest. Won't 
you go over now to Mr. So-and-so across the street and tell him the 
situation and ask him if he won't come across and help out. He 
knows you are good and he is satisfied with the collateral. There is 
no question about the collateral. We are satisfied with the good
ness of the loan ... , 

~o\v there is on appeal about the thing, don't you see, and the 
influence of the Federal reserve bank was back of It, and in a great 
many cases it resulted in those banks which had not been doing 
their part in carrying the situation along loosenin~ up and taking 
these loans. "Why, yes," they would say, "I will help you out 
under the circumstances. " 

I used to be a banker. I don't want to give away any professional 
tll'crets, but sometimes bankers are just a little bit SUSpiCIOUS of each 
other. It is an old time-honored banking practice sometimes to 
unload on each other. Every banker has an aversion to his brother 
banker unloading something on his bank that he does not want. 
And when a customer of one bank goes to another bank and tries to 
open an account the first question asked is, "What do you want to 
come to us for ~" The bank, in other words, thinks that some little 
trick is being played on it, don't you see. But under conditions 
descrihpd there is a perfectly valid, logical reason why such a thing 
8hould be done. 

Senator HARRISON. But, Governor, there is pretty strong compe
tition between banks in the same situation. 

Gov. HARDING. There is never strong competition between banks 
for loans in tight times. 

Senator HARRISON. But loans carry with, them deposits some
times, and sometimes there is competition for customers. 

Gov. HARDING. Sometimes a banker who is very farsighted and 
who has plt'nty of nerve is willing to take that chance. I was in a 
bank in lS!>3, and I was president of a bank in 1907, and I never have 
seen a time yet in a time of a money squeeze where any bank was 
really out looking around for new loans, and where a customer of one 
bank would go to another bank and say, "You solicited my account 
two or three years ago, but I was not ready to give it to you then, 
but I will gi,e it to you now if you want it," why, in nine times out 
of ten the banker would say, "I am much obliged to you, but I 
don't want it now." 

Senator I-URRISON. Now, Governor, you had the reputlltion down 
in Alabanla of being one of the best bankers down there, and you 
went after customers and you did not let them go when you got 
thf'm. 

Gov. HARDIXG. Senat.or, you flatter me very much. 
Senator HARRISON. That is just preliminary to what I am going 

to ask you. Is it not natural with these banks that have shown such 
a liberal disposition toward taking care of their customers and had 
be<>n penaliz~d because they could not loan ~hem any more, due to 
this progressl,e rate, and who have lost theIr customers by reason 
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of their going over to another bank and borrowing some money, that 
a good many of those customers stayed with that other bank after 
that and became customers of the new bank, and therefore the policy 
inured to the benefit of that bank that before the progressive rate 
was applied was not getting the benefit of that particular customed 

Gov. HARDING. Senator, I will state this: I do not claim to be 
any better banker than others in the South, but I guess I did have the 
reputation of having maybe more nerve than some other bankers had. 
N ow, some people praised me for that and others would criticize me. 
Some would say, "Why, Harding takes chances; he is too liberal". 

But the pohcy that I pursued was this, and the theory I went 
upon wa:;; this, that unless the comniunity and section in which my 
bank was located was built up and was prosperous my own bank 
was not going to grow and :{>rosper. I told my directors, "If you 
want this bank run on a baSIS of loaning money on $20 gold pieces 
and not making any losses at all, if that IS your Idea of banking, you 
had better get somebody else. That is not my idea of banking. 
It can be done, of course, that way." Now, I say that if you want 
to develop your business you have ~ot to stand the gaff, you have got 
to stand ready to take a reasonable percentage of loss. I woUld 
say to the directors: "Under one policy we can go along and make 
from a hundred to a hundred and fifty thousand dollars a year and 
not lose any money at all. Under a different policy we can make 
$500,000 a year and increase our business constantly so the profits 
will be growing progressively from year to year, but in making this 
$500,000 a year we might lose $100,000, but the net result would be 
that we would have $400,000 as against $100,000 on the ultra
conservative plan." 

Senator HARRISON. I like your plan. 
Gov. HARDING. But you complImented me by saying that I was 

reO'arded as an unusually good banker in that section. 
Senator HARRISON. I am afraid that if you had been in Birmingham 

running your bank on that theory when this progressive rate had 
been applied you would have lost some of your customers, because 
they woUld have gone over to some other banks in Birmingham and 
you would never have been able to get them back, and you would 
have been penalized because of your liberal disposition. 

Gov. HARDING. I don't remember losing many customers unless I 
wanted to lose them. I lost some that I wanted to lose. 

Senator LENROOT. Gov. Harding, I want to ask you a question, 
I and if you have covered the pomt contained in this question I 

will withdraw it. To what extent is the character of the paper 
offered by member banks for rediscount indicative of the purpose 
for which the credit is used 1 Now, if you have covered that point I 
will withdraw the question. ' 

Gov. HARDING. Very often, Senator, the paper bears very strong 
earmarks and you can tell very often what the purpose is. And I 
think it is good bankinO' policy always to know what the purpose 
of a loan is. I always aid inquire in as delicate a way as I could. 
I don't remember ever lending a man any substantial amount of 
money without asking him what he wanted to do with it. Sometimes 
he would tell me it was none of my business. "Maybe not," I would 
say, "but it is a little curiosity on my part. I don't have to make 
you the loan, and you perhaps will have to satisfy my curiosity 
before I make the loan." 
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Senator LENROoT.Does the Federal reserve bank do that on 
rediscount' 

Gov. HARDING. In a great many cases it does, but it depends upon 
the location of the Federal reserve bank very largely. For instance, 
if the Federal reserve bank is located in a large city where all trans
actions go through the clearing house, and where the clearing-house 
settlements are made through the Federal reserve bank, and where 
a bank finds that it has a debit of forty or fifty million dollars and it 
will be deficient in its reserve unless it rediscounts with the Federal 
rl'Serve bank, it sends in eligible paper to be put to its credit for the 
purpose of restorin~ its reserve. Now, very often in the large cities 
that eligible paper IS the member bank's own short-time note, running 
not over 15 days, secured by Government obligations. There isn't 
anything in such a transaction that will enable the Federal reserve 
bank to form any idea of just what transactions the member bank is 
having. The member bank is rediscounting on short notice, offering 
paper of unquestioned eli~ibility and of unquestioned goodness. 
There is nothing to base an mquiry on, and the Federal reserve bank 
has to put the note through instanter or else the member bank which 
has made the application is deficient in its reserve and subject to 
penalties. It would be a very serious thing for a Federal reserve 
bank to turn down a member bank on that basis. 

But on dut-of-town applications and applications on commercial 
paper applicants fill out in all cases a blank and they state as to 
whether or not the paper is eligible; in other words, whether or not 
the proceeds of that I?articular paper have been used or are to be 
used for agricultural, mdustrial, or commercial purposes. 

The Federal reserve banks in places like New York, Chicago. or 
Boston, in dealing with their city banks have transactions very 
largely of the character which I have just described to you., But 
if they have a loan application coming in from some country bank 
50 or 100 miles or 150 miles aWJlY, they have no opportunity of going 
out and asking the country bank: just what it is gomg to do with this 
particular money, but they look at the character of the paper. Of 
the paper offered to banks, if it is paper signed by an individual it 
bears certain earmarks. When the applicatIOn comes in it will state, 
"We offer you a note of :Mr. Jones here for a thousand dollars. Mr. 
Jones is a farmer who lives at so-and-so, and he owns so many ~acres 
of land, or he is a tenant farmer, as the case may b9, an~ here IS what 
the security is. We have a chattel mortgage on his agricultural 
implements, or on his live stock or a mortgage on his land." And 
they know from that that the paper is made for agricultural purposes, 
for instance. 

Then again, it might be paper made by a manufacturing concern. 
It might be a note ~iven by a customer of the manufacturing con
cern and sent in With the manufacturer's indorsement through ,a 
member bank. A reserve bank can usually see then that that is a 
note made for industrial purposes. , 

With the information that the Federal reserve banks get accom
panjing each application for a loan it is comparatively easy, in 
most cases, for them to determine the character of the loan that 
is hein17 applied for. . 

But ~hen it comes to dealing with the larger banks in the larger 
cities, and where a me~ber bank rediscounting quickly in order to 
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meet a clearing-house adverse balance and in order to keep its re
serve intact and offers its own note secured by Government bonds, 
there is no way of telling what transactions it has been engaged in. 

The CHAIRMAN. Up to the time when the rate on Government 
~aper was raised a very large percentage of the rediscounts of the 
Federal reserve bank was made on that character of paper; is that 
not true ~ 

Gov. HARDING. Do you mean on paper secured by Government 
obligations 1 

The CHAIRMAN. Yes. 
Gov. HARDING. A very large amount. 
The CHAIRMAN. Running as high as 10 or 15 per cent ~ -
Gov. HARDING. Yes, and more: Very often in the case of coun-

try banks they, would offer that class of p~per because up to quite 
recently there has always been a differentIal in favor of paper se
cured by Government obligations. In other words, when a man had 
Libertv bonds or Victorv notes or Treasury certificates and used 
them as security to his note with the member bank, then that mem
ber bank could rediscount that paper with the Federal reserve 
bank at a lower rate than it could the note of a merchant, or the 
note of a farmer, or the note of a manufacturer, and banks always 
like, when they borrow money, to bOITo",,: as cheaply as .I)o.ssible. 

Senator LENROOT. The purpose of my question was this: Do I 
understand, then, that to get accurate 'information as to the ex
pansion or extension of agricultural credits we must go to the mem
ber banks ~ It can not be found otherwise 1 

Gov. HARDING. Yes; an examination of a member hank made by a 
national bank examiner or a State bank examiner, if that examina
tion is carefully made, will reveal more accurately the character of 
the bank's loans than any other system that you can devise. 

Representative MILLS. 'Governor, you gave in your testimony 
before the Committee on Banking and Currency, I think, under 
date of June 1 or June 8, figures with reference' to the amount of 
agricultural paper discounted, the total amount in 1920, as I re
member it, amounting to $1,900,000,000, and compared it with the 
amount discounted in 1919. Do vou remember that when :Mr. 
Williams was on the stand he questioned the accuracy of those 
figurM~ . 

Gov .HARDINO.' I don't think, Congressman, that for the pur
purposes of this commission the absollite accuracy of those figures 
cuts anv figure whatever. The only thing that concerns ·the com
mission'is the basis upon which those figures are made up. For 
instance, if the figures for 1919 were compiled on one ba.,is and the 
figures for 1920 were compiled on an entirely different basis, it does 
not make any difference if those figures are accurate to the frac
tion of a cent: they would not be worth a cent; they would be ab~ 
solutely worthles'!. But what we should seek to establish with 
comparat.ive figures is this: A uniform basis of comparison. Those 
figures were not given a'l exact figures. They were given as ap
proximate figur(1s. It is impossible to give you the exact figures. 

But the value of those figures lies in this: It illustrates a trend. 
Those figures are made up on an absolutely uniform basis for the two 
years. Certain factors were considered. On the basis of certain 
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factors the figures for 1919 showed $729,000,000, I believe, and with 
those very same factors, and no others considered, ,for the year 1920, 
an absolutely uniform basis of comparison, the result for 1920 was 
$1,980,000,000. 

Representative MILLS. Which was your estimate of agricultural 
paper discounted by member banks, was it ~ 

Gov. HARDING. By member banks alone; yes. 
Representative MiLLS. During 1920 ~ 
Gov. HARDING. No; discounted by Federal reserve banks for 

member banks. 
Representative MILLS. Discounted by Federal reserve banks for 

member banks during the course of the year 1920. 
Gov. HARDING. And I do not submit those figures as having any 

value to you as absolute figures at all, because I state that they are 
not absolutely exact, and can not be. 

Representative MILLS. But they are your best estimate, are they ~ 
Gov. HARDING. They are our best estimate, and they are offered 

to this commission as being valuable only to show the trend, because 
those figures were made up on absolutely the same basis of com
putation. We did not change the basis from one year to the other. 

Representative MILLS. Now, one. other question. I do not know 
whether you have covered in your testimony anywhere the period 
of time during which the actual deflation took place. I am now 
speaking of tlie deflation which has taken place during the course 
of the year, from July, 1920, to July, 1921. Have you covered that 
at any time~ 

Gov. HARDING. I don't think so; and I will say that it is a very 
difficult matter to say just when the dcflation began. I don't think 
it bl'~an at any uniform time. There are over 100,000,000 people 
in thIS country. There are over 30,000 banks in this country. Now, 
it may be that one man would become prudent and economical at 
an earlier date than others did. It may be that one 'particular bank 
would see danf?ers ahead and would begin to take in its sails sooner 
than anothl'r oank did; so it is impossible to say just when the 
spirit against excessive buying became prevalent, first became 
manifest. Hut our figures show when the net· results became 
manifest. 

Representative MILLS. Now, let me put it in a little different form, 
then. We know, for instance, that the wholesale prices reached 
their peak in May, I think it was, 1920. 

Gov. HARDING. Yes, sir. 
Representative MILLS. And that thereafter there was a sharp 

decline. 
Gov. I-lARDING. Yes. 
Representative MILLS. When did we be~in to get that declme, so 

far as the banks are concerned, in terms ot loans and discounts ~ 
Gov. HARDING. As far as the Federal reserve banks are concerned, 

when you consider their total invested assets, their rediscounts for 
member banks plus their holdi~gs of. bankers' acceptanc~s, plus their 
holdings of Government securIties, In other words, theIr 10\tllS and 
all income earning investments, the peak was reached on October 
15. 1920. and the peak for rediscounts alone was reached on Nov. 5 
1920. 



360 AGRICULTURAL INQUIRY. 

Representatiye TEN EYCK. What year ~ 
Gov. HARDING. 1920. When we consider only the loans that 

Federal reserve banks had made through member banks, eliminating 
their bankers' acceptances and bonds, the peak was reached on 
November the 5th. 

Representative MILLS. Now, how about notes ~ 
Gov. HARDING. The peak of Federal reserve note issues was 

reached on December the 24th, 1920. And I will say there, that in 
1918 the peak was reached either on December 24 or on December 
25; and it will happen in any year that the peak of currency in circu
lation usually is reached about Christmas. There is a reason for 
this, which I can explain if you wish, for it is very simple. 

Representative 1vULLS. So that if we compare the figures for July, 
1920, and July, 1921, and we find that there has been a material 
reduction in the earning assets of the Federal reserve banks, and 
likewise a material diminution about outstanding notes, the reduc
tion in both of those items has taken place during the first six months 
of 1921 and not during the last six months in 1920, is that correct ~ 

Gov. HARDING. Except to a very limited degree. The chart will 
show that there was not very much decline from November 5 until 
December 31 in loans, and as far as the Federal reserve-note issues 
are concerned, there were only seven days in which to get any 
decline, so to all intents and purposes it is correct to say that the 
decline has been in 1921. 

Representative MILLS. There appears to prevail in some quarters, 
Gov. Harding, the impression that the break in prices which took 
place during midsummer of 1920 was due to a restriction of credit 
and not to other economic causes, and that that restriction of credit 
was largely engineered by the Federal Reserve Board. You are 
familiar, of course, with that charge ~ 

Gov. HARDING. Well, there is nothing in that charge. I have 
already filed a reply of the Federal Reserve Board, made under date 
of May 25, 1920, to the Senate resolution asking what the board 
proposed to do to check inflation and what it proposed to do to 
provide funds for moving the crops of 1920. 

What the board was trying to do in 1920 was to prevent a general 
banking collapse. The board had reached the conclusion, based on 
a world-wide survey of markets-and we have a very efficient 
organization that studies this subject all the time-and that view was 
held by economists and far-sighted bankers ever~here-that. a 
reaction was due and that there was goin'" to be a fall ill prices. Now, 
while the board does not believe that the Federal reserve banks or 
any banks should be operated with a view of depressing prices or of 
enhancing prices, it does believe that if we are goin~ to conduct a 
banking business we must pay some regard to the orainary dictates 
of business prudence and good judgment; and if there are loans 
which are not sufficiently secured, or if there are loans which can be 
collected but which have been running along in a laissez faire fa.'3hion, 
they might as well be collected and banks put in a position where 
they can meet emergency needs or seasonal requirements which are 
sure to develop. That is all the board tried to do in 1920. 

Senator HARRISON. At what time in 1920 did you reach that 
conclusion 1 
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Gov. HARDING. We reached that conclusion very easily in 1920. 
We reached that conclusion in January, 1920, and it became a very 
definite conclusion in May, 1920. • 

Senator HARRISON. Then, your policy was along the idea of trying 
to prevent a further inHation ~ 
. Gov. H:\RDIN~. Our policy ought alwavs to be based upon the 
ldea of conservmg the assets of the banks and preventing bank 
failures. 

Senator HARRISON. But you were more active at that time, during 
1920, than you were before that, were you not 1 

Gov. HARDING. I can read you some correspondence a little later 
on that, I think, will be illuminating to you along that line. 

Representative TEN EYCK. Along that line, about when did 
deflation start in--

Gov. HARDING. Just a Ininute. It has been conceded, I think, by 
everybody that one of the most significant signs that a reaction was 
commg in prices was the break in the silk market. The trouble in 
Japan has been referred to several times by writers, and it has already 
been brought to the attention of this commission. Then, you know, 
about the middle of May, 1920, the wool market went all to pieces, 
and that was another very significant sign. 

We also know that in the early part of 1920 there were evidences of 
popular unrest, that people were saying, "How long is this thing 
gomg to keep up ~ Prices are too higli. They have got to come 
GOwn." Senator Harrison will remember that in tlie Southern 
States there was a movement inaugurated to have everybody wear 
overalls as a protest against the high price of clothing. I think that 
movement originated III Tampa, Fla., and I think BirIningham, Ala., 
claims credit for coIning in second. I believe one or two Member;; 
of Congress appeared here in overalls. 

Senator McNARY. That movement, Governor, became universal; 
it reached the Pacific coast. 

Gov. HARDI~G. It did. Now, that did not amount to much in 
itself, but it did indicate a popular sentiment. . 

That very Senate resolutIOn which I read here a few minutes ago, 
directing the Federal Reserve Board to inform the Senate what steps 
it was taking or proposed to take to check further expansion and con
sequent high prlCes, indicates that there must have been a popular 
sentiment au over the country that it was time to call a halt on the 
tendency to constant expansion of prices and wages. I can not see 
why the Senate should have passed the resolution it did pass if there 
was not a popular sentiment behind it. 

Senator LENROOT. But this policy of the board to check further 
expansion did have a substantial effect i,n that direction 1 

Gov. HARDING. Well, it was not immediately noticeable in the 
statements of the Federal reserve banks, for our loans advanced until 
the 5th of November. Our rediscounts for member banks advanced 
until they reached the peak. The chart shows the fluctuations. 
Those fluctuations did not mean anything as far as the Federal 
reserve banks are concerned, because they represent Government 
transactions. Whenever the Government collects quarterly income 
taxes or puts out a new issue of Treasury certificates, that means 
temporary bank deposits. But if you reduce the figures to an average 
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you will see that. my statement that there was a constant, steady, and 
continuous advance up to the 5th of November is correct. 

Senator LENROOT. Well, what do you think would have happened 
if the board had not adopted this policy 1 

Gov. I-IARDING. You know what happened in Cuba, Senator. where 
the Cuban banks continued to expand their loans and accommodate 
pe~l?le.. They .all collapsed. You know what happened to the 
PhIlipprnes N atlOnal Bank. 

Senator LENROOT. That is just what I am getting at. Then the 
policy of the Federal Reserve Board did have, in your judgment, a 
v:ery: sub~tantial effect in preventing further expansion and a further 
rIse In prICes? Is that true? -
, Gov. HARDING. I do not know; these things come in cycles, Senator. 

Senator LE~ROOT. But you just made the statement. I asked you, 
Governor, what in your judgment would have happened but for the 
adoption of this policy, and you referred me to Cuba. 
~ov. ~ARDING .. Well, I think if the. board had not adopted this 

polley prICes possIbly would have contmued to advance for a month 
or two longer, and when the collapse did come the consequences would 
have been even more serious. We would have had an aggravation of 
the present conditions in agriculture and industry plus general bank
ina Insolvency all over the country. 

'Senator LENROOT. Granted that is true, if the board had adopted 
that policy a year before it did, would there not have been less dis
turbance than we now have? 

Gov. HARDING. That is quite probable, Senator. 
Senator LENROOT. Now, why was it not done? 
Gov. HARDING. For reasons relating to Government finance. 
Representative FUNK. What was that policy? You speak of 

"this policy" and "that policy." You adopted a policy; what was 
it, in general terms 1 

Gov. HARDING. You know, during the war the board adopted the 
policy, in order to assist the Government in meeting its needs, of 
fixing very low discount rates, which were not warranted if those 
rates were related to market rates, but which seemed to be necessary 
in order to float the issues of Government bonds and Treasury certifi
cates, particularly at the rates at which they w,ere put out. Now, 
in 1919 it was the policy of the Treasury Department. to offer certifi
cates of indebtedness to the people at 4, per .cent Interest. They 
would be subscribed for bv banks. and distributed. The banks were 
very large purchasers of them. If the Federal Reserve Board had 
put in a 6 per cent rate I do not think the Treasury could have sold 
those certificates. But I am sure you do not wish me to discuss 
Treasury policies. I have nothing to do with the Treasury, and I 
have no responsibility for Treasury policies. 

Representative 11ILLS. I would like to ask you a question along 
those lines. 

Gov. HARDING. Before you begin I would like to say this, that 
these great movements seem to come in cycles. We had a tremendous 
impulse to go forward. You take all the charts that have been 
made up for the last 100 years, and you will find that there ar~ certain 
periods extending over months where there is a constant tendency 
toward rising prices, and then there is a halt and a downward trend. 
The banks have to go along with the tide. I do not believe that banks 
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can crcatt; conditions to the extent that people seem to think they 
can; I tlunk the banks have to adjust themselves to conditions. 
Of course. they can tack and go along in that way, but they are 
always obliged to adjust themselves more or less to existing conditions. 

There are a great many elements that enter into any set of condi
tion~. The basis of it all is the individual all over the world, and 
aagregations of individuals. For example, a boom period is on. 
If people felt that they had an opportunity of making a large amount 
of money in a short time; if by investing all the money they had and 
by borrowing ten or fifteen thousand dollars more they could make a 
profit of fifteen or twenty thousand dollars in the course of a week 
or two, it would seem impossible to regulate borrowings by Federal 
reserve bank discount rates, because with any rate within reason 
they would go to the bank and borrow. What does a man care about 
the rate of interest for a few days if he thinlo; he is going to make a 
handsome profit by reason of a rise in speculative values ~ 

So it is very difficult instantaneously to stop a "bull" movement, 
just as it.is equally difficult sometimes to stop a decline when things 
are running the other way. 

But I admit, Senator Lenroot-I want to be perfectly frank with 
you, because you have certainly been very fair to me in your ques
tions-I want to admit that if it had been possible for the Federal 
Reserve Board to advance its rates before It did, in my opinion
and of course it is only a matter of opinion, because others who are 
just as well informed as I am may hold the contrary view-in my 
opinion this runaway movement could possibly have been checked 
to a certain extent. -

Senator LENRooT. Just one more question. However expansion 
may be stopped, whether by action such as you have taken or other
wise, has it not always been true that when the peak has been reached 
the expansion stops and there is an inevitable fall of prices 1 There 
is no level at the top? . 

Gov. HARDING. I think that is true; yes, sir. 
Representative :MILLS. Now, Governor, I would .like to ask you a 

question, and I know it is difficult to give an absolute answer to a 
general question of this kind; but, in your~judgment, would not the 
drop in prices have taken place irrespective of the action of the 
Federal Reserve Board 1 

Gov. HARDING. Unquestionably. 
Representative MILLS. Now, the only possible effect which the 

action of the Federal Reserve Board could have had in putting on 
the brakes was to protect the banks when the crash came, so that 
they could not have been caught? 

Gov. fuRDING. That was it. . 
Representa~ive.MILLs. AJ}d to assume that pric~s would have con

tinued at theIr hIgh level SImply through the actIOn of the Federal 
Reserve Board "in maintaining the low discount rate is, from your 
standpoint, a fundament.ally erroneous economic conception? 

Gov. HARDING. Yes, SIr. . 
Riaht here, before I forget it, I would like to put in the record a 

lette:' that I wrote some time ago to Senator McLean, with the 
approval of the Federal Reserve Board. I do not know whether it 
was a unanimous approval, but anyhow it was with the approval of 
the board as represented by a majority of its members. 
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Representative MILLS. May I follow up this line of thought before 
you put that letter in ~ 

Gov. HARDING. Yes, sir. 
Repr~sentat~v~ MILLs. You are familiar in a general way ",.jth 

econOffilC conditIOns throughout the world-in a general wa.1 
Gov. HARDING. I think possibly, in a general way; yes. -
Representative MiLLS. So far as the trend of price movements is 

concerned~ 
Gov. lIARnING. Yes; if I am not, I ought to be. 
Representative lIn.LS. Have you followed the trend of price move

ments, generally speaking, throughout the world during the year 
1920 and the year 1921 ~ 

Ga.v. H.umiNG. Yes, sir. 
Representative MILLS. Now, is it not a fact that sometimes two 

or tlllee months ahead 'of our collapse and sometimes two or three 
months later, but generally speaking throughout the civilized world 
there has been a collapse of wholesale prices during the year 1920 ~ 

Gov. HARDING. Yes; except possibly in c.ountries which are notori
ously on an irredeemable paper basis--

Representative lIn.LS. Notably Germany. 
Gov. lIARnING. And where their currency is at a. very tremendous 

discount as compared with its normal value. 
Representative MILLS. Or a threat of inflation through the printing 

press 1 
Gov. HARDING. Yes. 
Representative MIILS. And wholesale prices the world over have 

dropped during the year 1920 from the ma.."rimUffi which they reached 
in 1920~ , 

Gov. lIARnING. Yes; that is the information which the board has 
Representative MILLS. Let me complete this line of thought. The 

action of the Federal Reserve Board could not conceivably have 
affected wholesale prices in France or England 1 

Gov. lIARnING. No, sir. 
Representative MnLs. But the collapse of the world-wide inflation 

movement in prices would have affected prices throughout the world 1 
Gov. HARDING. Yes, sir. 
Representative lIn.LS. In other words, much more powerful influ

ences were at work to bring the period of speculation and rise in prices 
to an end than any action of your board! 

Gov. HARDING. Certainly. I think, Congressman, if we had at
tempted in 1920 to stem that movement It would htl,ve been like 
butting our heads against a stone wall, and the result to the man who 
was domg the butting would have been disastrous. 

Representative TEN EYCK. Is it not a fact that really some of the 
deflatIon started as early as 1919 t 

Gov. HARDING. Yes. 
Representative TEN EYCK. Readinll in the Wall Street Journal of 

August 3, 1921, under the head of "lirokers' loans lowest in about 
eight years," they give a table,and they SIlY that on July.31, 1919, 
the loans to brokers were $1,750,000,000, and show a. declme every 
month right straight through the year up to the present tinie. August 
2, 1921, of $500,000,000. 

Now, I believe that these loans are rather a. barometer, aud if you 
watch them very closely you will see what is going to hllppen. It 
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looks to me, with a decrease from $1,750,000 on July 31, 1919, in 
brokers' loans to $500,000,000 on August 2, 1921, that It is a deflation 
of a considerable amount. 

Gov. lliRDL"G. Congressman, a great many people hold the view, 
and I think there is something in it, that these great changes are antici
pated, either consciously or unconsciously, sometimes by movements 
lD stock exchanges. I am not here as an advocate of st'ock exchanges 
or their methods or anything of that sort. I do not want to go into 
the details very closely, because the governor of the Federal reserve 
bank of New York, I understand, is going to appear here before you 
after I finish, and he has a very much better knowledge than I have 
of these details. But I recall that there was II. very severe stock 
market break in New York on November 12 or 13, 1919; I recall also 
that before the panic of 1907, which did not actually eventuate until 
about the 28th of October, there was,in the month of March of that 
year a very serious stock market break. 

Those things when they are analyzed seem to mean something. 
The same thing happened in 1893, when certain failures occurred in 
March and April and the panic did not begin until midsummer, along 
in August. Far-seeing people seem to construe those movements in 
the stock exchanges as having a deeper significance than appears 
on the surface, and they prepare accordingly. It is indicative of a 
change that is coming, Just as a barometer will indicate a change in 
a tmospheric pressure. 

Representative TEN EYCK. In concluding, this article says, "It 
has been ~roven in the face of low money rates that the foregoing 
happened.' In other words, what they try to convey by this is 
that the rates do not necessarily cover the speculation and the loans 
to the brokers. 

Representative SUMNERS. Governor, you have spoken of the policy 
inaugurated around the beginning of 1920 that tended to develop 
more conservative practices and possibly to prevent a continuation 
of inflation. Briefly, what was that policy, and through what 
a(7encies, instrumentalities, or communications did you exercise or 
e~press that policy to the several Fed'eral reserve banks of the 
country 1 

Senator LENROOT. And what was it1 
Gov. HARDING. The only public statement by the board regarding 

that policy was its reply to the Senate resolution of May 17, 1920, 
and a statement which it gave to the press on the morning of the 
19th of May, 1920, which followed a conference with members of 
the Federal advisory council here in Washington on May 18, 1920. 
I will put that statement in the record. 

(The statement referred to is here printed in full, as follows:) 

EXHIBIT E. 

STA.TEMENT BY GOV. W. P. G. HARDING. 

Figures compiled by the board's statistical division indicate that since June 30, 
1914 there has been an expansion of banking credit in the United States, properly 
attributable to the war, of about $11,000,000,000. Since that date there has been 
an increase in money in actual circulation of about $1,900,000,000. When it is con
sidered that our Government has during the past three years floated $26,000,000,000 
of securities to meet its war requirements and its advances to governments associated 
with it in the war, ~e credit eXihlnsion wh~ch has taken pl!1Ce is neither excessive 
nor alarming when VIewed from e standpomt of war necesslty, . 
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The continued expansion, however, which has occurred since the flotation of the 
Victory loan last May in the face of a decreased production of essentials is one of the 
disquieting featureB of the present situation. The expansion of national bank credits 
was 16 per cent, or at the rate of 10~ per cent a year, during the 19 months of the war. 
From April 1, 1919; to April 1, 1920, the increase in bank loans was approximately 
25 per cent, and.durin~ the same period the rise in commodity prices was about 26 
per cent. Assunung an mdllx number of 100 for the year 1918 for each of the follomng
live stock, grain,. lumber, coal petroleum, pig iron, steel ingots, copper, and cotton 
and wool actually consumed-the average index number for the same articles in 1919 
is 89.07. While neither of these indices can be accepted as definite evidence of the 
trend of production in this country, they do indicate a falling off of at least 10 per cent 
in the actual output or marketing of goods in 10 important lines. While pPOduction 
figures for the first quarter of the present year in some leading lines, su('h as soft coal, 
steel, cotton, and wool, ar,e indicative of grater industrial effort, the difficulties in the 
transportation field which became acute during April are bound to affect both the 
production and shipment figures for the last two months. 

It is this tendency of production to decline, particularly in some essential lines, 
which constitutes a very. unsatisfactory element in the present outlook. It is evident 
that the country can not continue to advance prices and wages, to curtail production. 
to expand credits, and to attempt to enrich itself bv nonproductive operations and 
transactions without fostering discontent and radicalism, and that such a course, if 
persisted in, will eventually bring on a real crisis. • 

There is a world-wide.lack of capital, and with calls upon the investment market 
which can not be met there is an unl?recedented demand· for bank credits. The fact 
must be recognized that however deSirable on general principles continued expansion 
of trade and industry may be, such developments must accommodate themselves to the 
actual supply of capital and credit available. 

Official bank rates now in force in the leading countries are higher than at any time 
during the present century except during the war panic week at the beginning of 
August, 1914. Only within the last few weeks the official rate in Italy has been raised 
from 5 to 51, the Bank of France rate from 5! to 6, and the Bank of England rate from 
6 to 7 per cent. 

Every effort should be made to stimulate necessary production. especially of food 
products, and to avoid waste. Planting operations in many sections have been de
layed because of adverse weather conditions, and should there be an inadequate yield 
of crops this year the necessity for conservation and conservatism will be accentuated. 
War waste and war financing result inevitably in diminished supplies of good and 
increased volume of credits. The normal relationship between the volume of goods 
and the volume of money and credits thus unsettled can be restored in either of two 
ways-one, the drastic method of contraction of credit, and the other, bv far the more 
desirable way, increased production. In the same way progress toward the restoration 
of the normal relationship may be made by reducing credit more rapidly than pro
duction is diminished, or by incr,e!IBing production at a greater rate than credit is ex
panded. If it should prove impracticable in the existing circumstances to increase 
essential production, then we must through economy in consumption and through 
moderation in the use oi('redit check the tendency toward a further widening of the 
margin between goods and credit. . 

Our problem, therefore. is to check further expansion and to bring about a normal 
and healthy liquidation without curtailing essential production and without shock to 
industry, and, as far as possible, without disturbance of legitimate commerce and 
business. ' 

As a rule there is a substantial reduction in the volume of commercial loans during 
the first quarter of the year. This liquidation is entirely natural and healthy, and is 
necessary in order that the banks may be prepared to meet the demands made up0!l 
them during the crop-making and harvesting seasons. There has been no such liqUI
dation during the present year; on the contrary, commercial loans have steadily> 
increased. Thus the public has anticipated demands for banking credit which are 
usually made later' on in the year. The average reserves of the Federal reserve banks 
are now about 42 per cent, as against 45 per cent at the beginning of the year about and 
51 per cent 12 months ago. 

The solution of the problems confronting us will require the cooperation of all banks 
and the public. Whatever personal sacrifices many be necessary for the general 
economic good should be made. The war-time spirit to do things that are worth 
while must be revived, and there should be the fullest cooperation in an effort to 
produce more, save more, and consume less. The banks should lean less heavily upon 
the Federal reserve banks and rely more upon their own resources. Unnecessary and 
habitual borrowings should be discouraged, and the liquidation of long standing non-
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essential loans should proceed. DrB8t.ic steps, however, should be avoided and the 
methods adopted should be orderly. Gradual liquidation will result in permanent 
improvement while too rapid deflation would be injurious and must be avoided. 

There should be a clear understanding of the parts to be played by the board, the 
Federal reserve banks,' and by the member and nonmember banks and trust com
panies. With respect to credits, the problems of the Federal reserve board, the Fed
eral reserve banks, and the member banks, while interrelated, are distinctive. The 
Federal Reserve Board has but little direct contact with the member banks; it deals 
with geOl'ral conditions and principles ratlier than with individual cases and details. 
The l~'ederal rpserve banks, on the other hand, are in daily contact with their member 
banks and have constant dealings with them. Between th~ Federal reserve banks 
and the Fedpral Reserve Board, as the supervisory and coordinating body, there is 
necessarily a close and intimate relationship. The member banks transact the greater 
part of the primary banking business of the country. They recpive the deposits of the 
puhlic and are the media through which ordinary commercial credits are extended. 

The primary duty of the Federal Reserve Board is to see that the Federal reserve 
banks function normally in the manner prescribpd by the Federal Rerserve act. 
The character of business which may be engaged in by the Federal reserve banks is 
described in detail in sections 13 and 14 of the Federal reserve act, and all regula
tions of the board bearing upon the loans and investments of the l~ederal reserve 
banks must be in conformity with the provisions of the law. Regardless of the ex
tent of its Il'gal powers it would be a most difficult task for the Federal Reserve Board, 

• sittin~ in WB8hington, to attempt by general rule of country-wide application to dis
tingulBh between" essential" and" nonessential" loans. During the war there was a 
broad underlying principle that essentials must be "necessary or contributory to the 
conduct of the war," but, notwithstanding the sharp outline of this principle, much 
difficulty WB8 experienced by the various war boards in defining essentials and non
esspntials. All the more difficult would it be for the Federal Reserve Board to make 
such a general definition now, when there is no longer that purpose B8 a guide. 

The Federal Re,erve Board is not a temporary O1·ganization. 1 t is a permanent 
board, and it mu.t be guided by the-terms of the Federal reserve act. Section 13, in 
definjng the eligibility of paper for diecount. by l<'ederal reserve banks, lays down the 
general rule that any paper maturing within the time preecribed, and iEsued or drawn 

'for commercial, a!,'ricultural, or industrial pmposCB, or the proceeds of which have 
been uped or are to be uRed for such purposes, is eligible. No expre8B condition is 
made regarding the eSEential or noneOlBential character of the traneaction giving rise 
to a note which may be offered for discount, and the Federal Re£erve Board is not 
refluired 2:"ld properly could not be expected generally to adopt such a criterion Of 
eligihility. It is too much a matter of local conditions and local knowledge to justify 
at this time any general country-wide ruling by the board, even if such a ruling were 
deemed helpful. 

On the other hand. there is nothing in the Federal reserve act which required a 
Federal reserve bank to make any inveMtment or to rediscount any particular paper 
or cia... of paper. The language of both sections 13 and 14 is permi.sive only. Sec
tion 4 of the Federal reserve act, however, requires the directors of a Federal reserve 
bank to administer its atfairs "fairly and impartially and without discrimination in 
favor of or against any member bank," and, subject to the provisions of law and the 
orders of the Federal Reserve Board, to extend "to each member bank such discounts, 
advancements, and. accommodations a" may be safely and reB80nably made with due 
regard for the claim and demands of other member banks." Thus the directors of a 
Federal resen'e bank haye the power to limit the volume and character of loans which 
in their judgment may be safely and reasonably made to any member bank. 

'l'he recent amendment to paragraph (d) of section 14 distinctly authorizes each 
Federal reserve bank on its own account, without reference to action taken by any 
other Federal reserve bank, to establish a normal discount or credit line for each 
member bank, and permits the imposition of graduated rates on discount lines in 
excess of the normal lines. This amendment, however, does not repeal or modify 
sections 4 and 13, and a Federal reserve bank is still free to decline to discount anv 
paper w~i~h in its judgment d.nes not constitute a deBira~le investmen! f~r it or which 
in its 01>101On would not constltute a safe and reasonable 10vestment WIthin the mean
ing of section 4. 

1 t is the view of the board, however, that while Federal reserve banks may properly 
undertake in their transactions with member banks to discriminate between essential 
and nonessential loans, nevertheless that discrimination might much better be made 
at the source by. the member bank~ themselves. J'he individual banker comes i~ direct 
contact with his customers; he IS better qualified than anyone else to adVIse the 
customer because of his familiarity, not only with the customer's business but with 
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the. general business comlitions and needs in his immediate locality. In making loans 
he 1S bonnd by no general rule of law as to the character of the purpose for which 
a loan is being asked. He is entirely free to exercise discretion, and can make one 
loan and decline another as his iud~ment may dictate. He can estimate with a fair 
degree of accuracy the le$itimate demands for credit which are liable to be made 
upon him, as well as the nuctuations in the volume of his deposits. He knows what 
industries sustain his community, and is thus qualified to pa.ss upon the essential or 
nonessential character of loans offered him. He knows, or should know, what redis
count line he may reasonably expect of his Federal reserve bank, and he ought not. 
to regard this line as a permanent addition to his cilpital. • 

With knowledge of tbe limitations or penalties put upon his borrowings from the 
Federal reserve bank the banker may be depended upon to use a more discriminating 
judgment in granting credit accommodations to his customers, and that judgment 

. he must-exerC1se if the present situation iR to be remedied fundamentally. 
It is true that under existing conditions the volume of credit required in any trans

action is much greater than was the case in prewar times, but it is also true that the 
resources of the member and nonmember banks would be ample to take care of the 
essential business of the country and to a large extent of nonessentials as well if there 
were a freer flow of goods and credit. If "frozen loans" were liquified, and if com
modities which are held back either for speculathe purposes or because of lack of 
transportation facilities should go to the markets, and if large stocks of merchandise 
should be reduced, the resultant release of credit would have a most beneficial effect 
upon the general situation. In the meantime everythin~ must be done to expeditE; the. 
release of these credits and to restrict nonessential credits in future. 

While the problem of credit regulation and controlisnational and even international 
in its scope, yet in the last analysis it is merely an aggregation of individual problems, 
and the proper working out of the situation must depend upon the public and upon 
the banks which deal with the public. The public must be made to realize the 
necessity of economy in expend~tures and in consequent demands for banking credit. 
The banks themselves are best able to impress the importance of this policy upon the 
public. 

The Federal reserve banks may be depended upon. to do their duty to the member 
banks and the public, but to accomplish results the banks and the public must do 
their partin accelerating the processes of production and distribution and in restricting 
waste and extravagance. 

Gov. HARDING. That is the only public statement of policYj to the 
best of my recollection, that was made by the board during the year 
1920. Individual members of the board in some of their addresses 
may have referred to it, but they always referred, with one exception
there was one member of the board who acted on his own responsi
bility always, but other members of the board in referring to board 
policies adhered to the lines of this statement which was given to 
the press on May 19, 1920. 

Representative MILLS. Was there any other policy but the one that 
was included in that statement ~ 

Gov. HARDING. No, sir; there was not. Does the commission wish 
to have that statement read, or is it satisfied to have it in the record 1 

Representative SUMNERS. I do not care to have it read, but just 
at this point--

Gov. HARDING. Congressmen, when I come to discuss the cotton 
situation I am going to bring out all these matters, and I think that 
those of you who are from the Southern States will be particularly 
interested in what I have to say about cotton. 

Representative SUMNERS. Here is what I think ought to be done, 
Governor, if it can be conveniently done. There is a good deal of 
criticism of the board that has grown out of the impreSSIOn, however 
it may have been created, that during the year 1920, and perhaps 
beginning in the latter part of 1919, from time to time the word was 
passed out from the Federal Reserve Board to the several banks, and 
some statements possibly made to the country, calling attention to 
the fact that the time had come when liquidation must come about. 
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Gov. HARDING. I understand. Congressman, there was no word 
passed out by. the board to the Federal reserv.e banks which was in 
conflict with the general policy or principles enunciated in this press 
statement of May 19, 1920, which I have put in the record. I am 
aware of that sentiment, and I will tell you how it originated. It is 
a perfectly natural thing. 

In what I am going to say I am not criticizing any member bank, 
because all of us who had any insight at all into economic conditions 
in this country in 1920 were uneasy; it was not a time when bankers 
were carefree or when any man of large business interests was fully 
easy in his mind. 

Now, the country banker was, in a great many cases, carrying a 
very heavy load. I have been a banker. I started as a runner in a 
little bank of $20,000 capital in a town of less than 2,500 people. I 
went to Birmingham when it was a town of lO,OOO people-just a 
mining camp-and was in a bank there that had $100,000 capital 
and about $100,000 de{>osits. When I left Birmingham to come to 
Washington I was presldent of a bank in that city with $1,500,000 
capital and $1,500,000 surplus, with deposits of about. $12,000,000, 
which have since been increased to $26,000,000, and I know some
thing about cotton loans, farm loans, and industrial loans. I have 
had practical experience in all those matters. I think I know some
thing of banking psychology, and I know this, that the average 
banker, when he has an application made to him for a loan-bear ill 
mind that the majority of applications that a banker in a small town 
has made to him are made personally, and bankers resort to various 
expedients in declining applications for loans, in order to retain the 
good will of the parties applying for them. I am going to tell you 
one or two instances in my own knowledge. 

Some of you may remember a former United .Sta~es Senator from 
Alabama, the Hon. Joseph F. Johnston,· who dled ill August, 1913. 
He had been a banker for a number of years. He used to tell this 
joke on himself. . 

He said that one day there was a man, without any credit respon
sibility whatever and no visible means of support, just an all-around 
good fellow, who, I suppose, had some little political influence, 
possibly, in municipal elections, came into the bank and wanted to 
borrow $300. Mr. Johnston asked him what collateral he had. 
" Well," he said, "I have not got any. If I had the collateral I could 
sell it, and I would not want to borrow any money." "Well," he 
said, "who is going to indorse your Eaper for you ~" The man 
replied, "I do not mow anybody that will indorse my paper for me." 

Mr. Johnston did not want to offend the fellow, and so he said, "I 
will tell you what I will do. I can not make you the promise offhand, 
but I will see our directors about it"-there were only seven directors, 
all living right there in town-Ie and I will see what they say about it, 
and if they approve the loan I will be very glad to make it for you." 

This fellow got busY' then and went around and saw each one of the 
directors of the bank, and then he asked when the -directors were 
going to meet, and he was told when. Well, the day following that 
directors' meeting he came in with his note all filled out, and he said, 

58589-21-PT 13-24 
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"All right;·hete is my note; I want my money now." Mr. Johnston 
said, "I am very sorry, my friend, but I can not make the loan; the 
directors turned it down." The man exclaimed, "What ~ Did they 
turn that loan down~" "Yes, they did." "Well," he says. "that. 
is very queer. I saw Mr. So-and-so, and Mr. So-and-so; I saw every 
one of them, and they all said I could have it; all of them were in favor 
of it." "Well," Mr. Johnston said, "I can not help what they told 
you. They met here, and I brought it up, and they all voted to turn 
It down." "Well," the man said, "all I have to say then, Mr. Johns-

. ton, is that personally and separately your directors are a very clever 
set of men, but collectively they are the damnedest set of liars in 
Birmingham." [Laughter.] 

Now, to go a little further: No bank in declining an application for 
a loan desires to make a personal enemy, because whether a man has 
any money on deposit hiinself or not, he may have had at some time 
before, or he may have some prospects or hold out some promise that 
he will become a depositor in the future, or he ma~ have some in
fluential relatives who have money in the bank. Every banker in 
a small town knows just the effect of having the enmity of people who 
say, "This is an unaccommodating, tightwad bank," and he does not 
want to incur that enmity. Of course, there are some bankers who 
have the art of saying "no" frankly and doing it in such a pleasant 
way that the man will go out and feel that he has been accommodated. 
But not all bankers have that faculty. 

Now, this has happened in the last two or three years, and it has 
come to my attention frequently. I have told this story at·bankers' 
conventions, and they have always ?,iven it a..laugh, and said, "You 
ought not to give us away like that.' A man will come into a bank 
and want to borrow some money. The banker will say to himself 
"I do not want to tell this fellow he is no good, but I woUld not want 
to lend him any money under any circumstances. I do not want to 
tell him I am loaned up full and hard-up, because he talks a lot and 
will go around and tell people, • Why, that bank you have got your 
money in must be in a nnghty tight fix, because I went over there and 
wanted to borrow $100 from them, and they said they did not have 
the money.' /I 

So the banker passes the buck-we in Washington know what 
that means. The banker will say, "Now, old man, I'll tell you 
what the situation is. You are all right, and I wish I could let you 
have that money, but I can not make the loan, because the Federal 
reserve has told us not to make any more loans, and I can not let 
you have it." That lets him out 'all right, but it creates a false 
Impression, and a bad impression, generally, toward the Federal 
reserve. But if you will think for a moment you can see that the 
Federal Reserve Board is not sending out word to member banks 
and non-member banks-because nonmember banks use us indirectly 
as well as member banks-that they must not make loans, and all 
that sort of thing. There is nothinO' to it. 

Representative SUMNERS. What 1 was getting at is this: The 
statement is in the record with reference to a certain policy adopted 
which had a te:ndency to prevent a continuation of inflation, or might 
have had some effect in that regard. In view of that statement and 
other statements made in the record, I am concerned, in justice to 
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everybody, to the system and its officers as well as the public, to 
have in this record before the hearing shall have been concluded a 
very clear statement, and the clearest statement can perhaps be 
made by the instruments themselves that have been sent out---

Gov. fuRDING. Congressman, there was no statement made during 
the year 1920 by authority of the Federal Reserve Board which is 
at variance with this statement of May 19 . 
. The CHAIRMAN. Governor, sUPfose you file with the commission 
copies of the various circulars 0 instruction, or whatever you call 
them, that you did issue to the various Federal reserve bankS during 
the year 192o-public announcements of any kind. 

Gov. H.umTNG. As far as circulars which may have ·been sent out 
by individual Federal reserve banks are concE-rned, I have th~s to 
say, that thev are ind~prndent institutions under the law, as ex
plained yesterday. They act under the supervision and· control of 
their boards of directors. They send out statements, and the board 
only sees those statements after they have been sent out. Some of 
them have issued many statements. Some of them have written 
a great· many letters to banks that applied for loans or had 
excessive loans with them. It is impossible for me to say just 
what might have gone in some of those letters, but I repeat the 
proposition, that as far as the Federal Reserve Board is concerned, 
no ,tatement has ever been given out in the year 1920 with its 
authority which is at variance with the principles set forth there in 
that statement of May 19, 1920. 

Representative TEN EYCK. Was it your intention, Mr. Chairman, 
to have the bulletins that were sent {)ut by the board to the reserve 
banks inserted in the record ~ 

The CHAIRMAN. I suggested that the governor file with the com
mission copies of general letters stating the policy, or letters of 
instruction, whatever they are called, issued to the various Federal 
reserve banks, beginning January 1, 1920, and down to date. 

Senat.or HARRISON . You can do that, can you not, Governor ~ 
Gov. HARDING. Certainly; with pleasure. I will ask the secretary 

of the board, who is present in the room, to take notice of the request 
and get those circulars together and send them to you. • 

Senator HARRISON .• In connection with that I would like to have 
any statemE-nt that was issued during that time by the governor of 
the Federal Reserve Board. He has mcorporated in the record one 
Et.atement, for instance, that was made before leaving this year for 
t~e West. I w.ould like to have any other statements during that 
tIme that were Issued to the public. 

GOY. HARDING. I would like to read to this commission right here 
a letter which I wrote to the chairmen of all Federal reserve banks on 
NovE-mber 24, 1920, on the subject of e~tension of credit to farmers. 

Senator HARRISON. Before you do that let us make it clear what 
we are going to get. You have some other statements that you have 
issued to the press during that term ~ 

Gov. HARDING. I do not recall them now. We did not issue many 
statements in 1920. It was not a time to be talking too much. 

Senator HARRISON. I think you are exactly right in that, but we 
want to know what you did. Will you have your secretary look 
through your files and see if you did iss.ue any such stat.ements ~ 
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Gov. fuRDL,\G. Certainly. 
Senator IIABRISOX. And, :Mr. Chairman, if we can get them, any 

statements that were issued by the Federal reserve banks to the 
member banks. 

The CHAmllAN. I have no doubt the statements issued by the 
Federal reserve banks can be obtained, and if the members of the 
commission would like to have them we will get them. 

Gov.llARillxG. Now, I would like to read this statement I wrote 
on November 24, 1920, by a.uthority of the board, and I want to say 
that all these letters I wnte as executive officer of the board are first 
submitted to the board for its approval before they go out. I do not 
know whether the board was unanimous on this or not; I think it 
was. I do not remember any difference of opinion on these circulars; 
I think also the board was unanimous on the statement of :May 19, 
1920. [Reading:] • 

FEDERAL RESERVE BOARD, 

Subject: Extension of credit to farmers. 
Washing/em, fI-oumber 24, 19ZJ. 

DEAR SIR: The board has received several telegrams recently from individuals and 
boards of trade in towns located in northeastern Nebraska, South Dakota, and North 
Dakota, all couched in substantially the same words and phrases. urging the Federal 
RellCrve Board "to declare that an emergency now exists and to arrange for credit 
extension to farmers." -

For your information a copy of one of these telegrams is sent to you herewith, together 
with a copy of the board's reply. 

Very truly, yours, 

To CIIAIRlilEN OP ALL FEDERAL RESERVE ilA!oIKS. 
----, Governor. 

Here is a copy of the telegram. I suppose I got 50 of them, just 
exactly alike: 
Hon. W. P. G. HARDI!oIG, 

Governor, Federal ReJlf.1"V£ Board, Washington, D. C.: 
Our country is full of com, oats, immature pigs, and partly fatted cattle. Your 

board is insisting that farmers sell these products to reduce existing indebtedness. 
The only salable produce is com at 40 cents and oatll at 33 cents per bushel. A sale 
at this price Will not pay the rost of raising the crop and will not liquidate any indebt-
edncss but will simply force the crops into the hands of speculators and a very large 
p~rt of. the farmers into bankruptcy, and at a time when t~e consumer is able to pay a 
faIr pnce. 

This means that general bankruptcy will follow. We earnestly urge your board to 
derlare thll,t I!?\ emer~cncy now exists and to arrange for credit extension to farmers 
80 th~t S:lme of the eXIsting indebtednes.s can be paid out of the proceeds of the present 
crop. Your board outlil\ed a policy last spring to bring down prices and in so far as 
pri('es of farm products are coneemed you have certainly more than accomplished 
your purp08a. If your board will bring pressure to make a decent market our farmers 
would gladly sol1 their pilo'ducts. 

Representative MILLS. Whose letter is that 1 
Gov. HARDING. That is a form of telegram which came to us from 

50 different sources, from all over Nebraska and North Dakota and 
South Dakota. As I said before, the only policy the board outlined 
was on May 18, which is referred to in our answer to the Senate 
resolution (If May 18 and was given out in that statement to the 
prl'ss· 

Here is a form of reply to the senders of that telegram. This copy 
was sent to all Federal reserve banks for their information [readingJ: 
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NOVEMBER 24, 1920. 
DEAR SIR: A telegram dated November 22, signed by yourself and in behalf of 185 

otherl, has been received and duly con~idered by the Federal Reserve Board. 
Our information is th'lt the price conditione of which you complain are due in part 

to the difficulty of maintaining a large volume of exports because of the credit situation 
abroad, in part to the unusually large crops which have been produced this year, and 
in part to the fact that the farmers, for one reason or another, carried over a larger 
amount than 118ual of last year's crops. T.he fall of prices has also been accelerated 
because of greater economy on the part of consumers and their reluctance to pay the 
pricos which prevailed some months ago. 

The Federal Reserve Board regrets the embarrassments which are attendant upon 
the commerce, bll8ine88, and agriculture of the country" but desires to state most 
positively that these conditions have not been brought about by any acts or policies 
of the Federal Reserve Board or the Federal reserve system. On the other hand, the 
board confidently l18aerts that but for the precautionary measures taken several months 
ago conditions would have been far Worse to-day than they are and the prospects of 
ltabilization and recovlllY. much more remote. The Federal Reserve Board has not 
inmsted that farmers sacrifice their products or that they adopt any particular policy. 
The Federal reserve banks do not deal directly with the public but are permitted by 
law to rediscount for member banks paper defined by the Federal reserve act as 
eligible. . 

There has been no reduction in the volume of credit extended by the Federal reserve 
banks during the past year, for the volume of paper rediscounted by Federal reserve 
banks and the amount of Federal reserve notes outstanding are each hi~her by several 
hundred millions of dollars than a year ago. Member banks have rediscounted with 
Federal reserve banks a much largE)!' proportion of their total loans and discounts than 
they have ever done before, an amount about 10 times greater than normal. The 
Federal reserve banks in the agricultural districts have discounted for their member 
ba.nks amounts 80 large th'lt in many ('ases their oWn reserves would hav~ been reduced 
to less th'ln one-h!Llf of the legal mlllimum but for the fact that they' Were permitted 
by the Federal Rpserve Board io redis~oullt with other Federal reserve banks. The 
total volume of these interbank rediscounts which have gone for the: larger part to 
member banks in farming sections has at times been in excess of $250,000,000. This 
repr(>s~nts a Bum more thl1\ eight times as great as the maximum deposits ever made 
by thp United Rtates Treasury with n'ltional banks to aid in crop-moving operations: 

The Federal Reserve Board is advised by the Federal reserve bank in your district 
that credit facilitips are not being denied to your member banks, although many of 
them have under discount amounts far in exceBB of what would be regarded as a normal 
and reasonable lille. The Federal reserve bank has merely insisted that as notes 
which have been rediscounted with it are paid the borrowing member bank apply 
the proceeds to the reduction of its indebtedneBB to the Federal reserve bank. ' 

Neither the Federal Reserve' Board nor the Federal reserve'banks'undertake to 
direct the credit policy of member banks; this rests with the directors. of each such 
iustitution, aud, of couree, the Federal reserve system has no control whatever over 
the credits of nonmember bauks. No doubt many banks feel that they are undUly 
extended and are endeavoring to secure liquidation or reduction of loans at maturity, 
but any direct preBBure brought to bear upon the farmer to sell his products is exerted 
by the member and nonmember banks and not by the Federal reserve bank. 

Numerous telegrams have been received' during the'past two days, couched in Bub, 
litantially the SBme words and terms as yottrs, from individuals and-trade bodies ill, 
your section indicating organized effort to bring pressure to bear upon the Federal 
Reserve Board. In each of these telegrame the board is urged ,"to declare that an: 
emergency now exists a~d to arrange for credit e~tension to farmers. II 

Just at this particular time the financial situatio.n wa$ very critical.: 
I t is past histo.ry D,o.w, and I do. no.t mind saying it, beca~se when we 
have' the reserve that. we no.w have we 'cantalk It go.o.d deal mo.re: 
boldly.ap.d freely than we did last falL Here isw4itfthey ~sk~d.-us 
to dQ-:::r·.. . .:. 
to declare that an emergency now exists and to a.rrange for credit, extension to farmers" 

Such a declaration by the board would be liable to 'cause a real'emergency and would, 
accentuate the distreBB instead of relieving it. An extensionol loan~, to farmers can' 
ne granted only by the b~ with which the farmers deal and to which they' are 
indebted; The Federal Reserve Board has been a consistent' advocate of orderly' 
marketing of crops, but as has belln pointed but by members of the bc5fnd in public, 

" ~ . J .... :,; ~ . :,':; ~.:'.' . • ", ; ~ • . ". "~ . I I' ,.; •. ,' ,~~. '. '.' : 



374 AGRICULTURAL INQUmy. 

aJlr"sscs, orJcrly -!4a~keting docs not mean the tying up of bank credits and the 
withholding of entire crops from the market by means of additional credits from 
banks, but means gradual sales. The application of the proceeds of these sales to 
existing indebtedness would place the individual farmer, the merchant, and the 
local bank in stronger position and would make it possible for the local bank to do 
more for the farmer than it can do if crops are withheld entirely. I am sending you 
a copy of an addreee which I made several weeks ago before the chamber of commerce 
at Cleveland, Ohio, and would invite your attention particularly to those para2Taph~ 
which have been marked. ~ 

In conclusion, I would say that the Federal Reserve Board recognizes the fact that 
a~culture is a basic and vital industry. The board has always assumed a evmpa
thetic attitude toward all matters relating to agriculture, and it has done, is doin!\' 
and will continue to do all it can in a legitimate and proper way to assist the farmer i~ 
his credit problems. It will not, however, be forced into the adoption of policies 
which in its judgment would be unwise and ruinous, and which would eventually 
involve the farmer, as well as others, in disaster. 

Very truly, yours, 
W. P. G. lliRDI!'lG, Governor. 

Senator HARRISON. Let me ask you this, in that connection. I~ it 
your opinion now that the effect of any of the statements issued by 
you as governor of the Federal Rp,serve Board, or of the action of the 
Federal Reserve Board, was to reduce the price of the raw agricul-
tural products ~ . 

Gov. HARDING. I do not think so. 
Senator HARRISON. You do not think it wa.~ 1 
Gov. HARDING. I do not. 
Senator HARRISON. That was not the idea of the Federal Reserve 

Board, was it 1 
Gov. HARDING. It was not. 
Senator HARRISON. Do you think it affected those people mate

rially in getting the credits that they had been getting-the state
ments that were issued! 

Gov. HARDBrG. I do not think so. 
Senator HARRISON. Now, I notice in a statement issued bv the 

Federal Reserve Board to the press on October 17, 1920-you 'prob
ably have it there-this statement: 

The board is advised that credit has been steadily available for the 8ucceeeive 
seasonal requirements of agriculture, as well as for the needs of commerce and industry. 

You were of that opinion at that time 1 
Gov. HARDING. Yes, sir. 
Senator HARRISON. And further in this statement it says: 

The disturbances in price and demand which have recently manifested themseh'es 
in markets for variOUB agricultural and other commodities, not only in the United 
States but in other countries as well, are ine,itable and unavoidable consequences of 
the economic derangements occasioned 'by the World War. 

Gov. HARDlNG. That had 'already been stated l.ublicly by other 
high authorities besides the Federal Reserve Boar . 

Senator HARRISON. Yes; but do you not think that, naturally, the 
impression that in the opinion of the board prices must come down 
woUld cause the member banks who read it to go slow in making loans 
where they were secured by agricultural products, and cause many of 
them who had faith and confidence in the security of agricultural 
products to lose that faith 1 

Gov. lIAru>ING" You must know the amount of pressure that was 
br<?ught to bQll.f.upon thebo~dto suy some~hing or other. jVe k!,pt 
~UlElt as-far.· as ''We'·were permitted to'Keel> qUIet, and any statement we 
issued, further than the statement of May 18, was issued practically 
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under protest, because if we had not issued a statement the effect 
would have been worse than if we had. You certainly would not 
have had th~ Federal Reserve Board come out and issue a false or 
misleading statement, would you ~ 

Senator HARRISON. Oh, indeed not. I am sure there was nothing 
in my question to gi"e that impression: . 

Gov. HARDING. Would you have had the Federal Reserve Board 
say, "Hold on to· your stuff, because we think you are going to get 
S3 for your wheat m January," and so on ~ People would have come 
back at the board and said, "Upon what basis do you reach that 
conclusion l" 

Senator HARRISON. I think it would have been very foolish to do 
that, and I hope my question did not give the impression that I 
thought ~ou ought to do that. 

Gov. HARDING. Let me ask you this, Senator. If you were a 
member of the board, and put in the position where you were abso
lutely forced to issue some statement or other, just what sort of 
statement would you have issued' 

Senator HARRISON. I do not know that I would have issued Ii 

statement which would have driven down prices of raw agricultural 
products. -

Gov. HARDING. I do not think any board statement drove down 
the prices of raw agricultural products. 

Senator HARRISON. Is it your opinion now, when you read this in 
the light of what has happened, where you say-

The disturbancee in price and demand which have recently manifested theUlBelves 
in markets for vari01l8 agricultural and other commo<,litiee, not only in the United 

. Statee, but in other countriee as well, are inevitable and unavoidable consequences of 
the economic derangements occ&9ioned by the World War. 

Do you not think that would naturally have caused these bankers 
to sit up and take notice , 

Gov. ~RDING. There are higher authorities than any member of 
the Federal Reserve Board who had issued such statements. 
previously. For instance, last year the Secretary of the Treasury 
had already issued such Ii statement, and now the President of the 
United States has recently made a similar statement. 

Senator HARRISON. I understand. Everybody ~t that time was 
trying to drive down prices. I agree with you thoroughly. 

Gov. HARDING. No, sir; not at that time; I do not think so. 
Senator HARRISON. Do you not think that influenced bankers to 

be more lr:!ent and cautious' 
Gov. DING. The Federal Reserve Board stated they were 

anxi,ous at that time to stabilize the situation, as indicated by this 
letter I have just read. But you can not expect the Federal Reserve 
Board to come out and issue an absolutely insincere statement which 
is not corroborated by facts, which is not justified by the logic of 
events. 

Senator lliRRISON. I do not want you to get out any insincere 
statements. Following this statement that was gotten out there 
were a good many protests, of coUrse, as you have indicated, such as 

. this ~lefh~ that came from Nebraska. 
Gov." ING. Yes, but they said "last spring;" they did not 

refer to that statement. I do not remember any·protest about this 
statement. 
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Senator HARRISON. That was in November, 1920 ~ 
Gov. HARDING. November 24, 1920, when this telegram camn, 

and they referred to what the board did "last spring." 
Senator HARRISON. Yes, but t.hat was issued after this statement 

of October 17, 19201 ' 
Gov. HARDING. Yes. But the very fact that it was issued after 

that stateme:t;lt and those people did not refer to that statement 
would indicate that those people had either not seen this statement 
or did not pay any attention to it. 

Senator HARRISON. At that time there was a meeting here in 
Washington of the farm organizations of the country, and they signed 
a statement and released It for publication and, I understand, sent 
a copy to the governor of the Federal Reserve Board. Among other 
things, they say: 

The statements given out by the Secretary of the Treasury, the governor of the 
Federal Reserve Board, and the Federal reserve banks have been construed to the 
effect that commodity prices, particularly prices of farm products, were too high and 
that a prewar basis, or a resumption of a prewar basis, of prices must be reached within 
a short.time. The consequent effect of these utterances upon the member banks of 
the Federal reserve system and the banking interests of the country generally was to 
cause them to withhold such accommodations as they might have otherwise extended, 
because of the fear that the security taken would necessarily decline. ' 

Did that come to your attention at that time 1 
Gov. HARDING. I do not remember; I think possibly it did. But 

you will notice this paper refers to, st.atements given out by the 
Secretary of the Treasury, the governor of the Federal Reserve Board,' 
and the Federal reserve banks, and how they have been construed. 

Senator HARRISON. Yes. ' 
Gov. HARDING. Now, if a ,statement had been given out by a 

higher official which had been construed as going further than our 
statement, I do not see how our statement had any effect on prices. 

Senator HARRISON. And then on the same day did there come to 
your attention--' ' ' 

Gov. lIARnING. I have here and I can put in the record the state
ment of the Secretary of the Treasury issued on or about that time. 

Senator HARRISON. Yes; I think that ought to g<? in the record. ' 
(The statement, referred to is here p~ted in full, Il:S follows:) 

[For relea.qe, Monday morning newspapers, Sept. 27, 1920.) 

TREASURY DEPARTMENT. 

Certain statements in circulation purporting to represent the views 9f the Secretary 
of the Treasury on a phase of the credit situation are either inaccurate or have been 
misinterpreted. What the Secretary said is this: , , ' 

"I am in favor of every legitimate effort to promote the orderly marketing of all 
commodities, but the Government can not be a party to an undertaking to hol<tcom
modities off the market to enable the owners artificially for speculative purposes .t~; 
maintain war prices or higher than war prices. As a,matter of fact, the ban,ks,of the 
country during the last 12 months have been extending large credits to meet the 
demands from industry and agriculture. Since August, 1919, the loans and ,invest-' 
ments of about 800 reporting member banks increased over two and one-half billions 
of dollars. :, " '" "" 

"As these re:porting banks represent about 40 'Per cent of the resources of ,all ,the 
banks it is e3tlmated that the total incre8.'le in loans and investments Since August',' 
1919, has been over five and one·half billions of dollarS. Eve!} from Jaiii:lary 23, 1920, 
when the increase in discount rates went inte effect, :to AugUst 24!, 1920,·the loans of 
about 800 reporting membel' banks. ~XClllBi,Ve.'of Laal)s s~cured:bx,Gov~nment o\lli-~ 
gations and other stocks 'and bonds, increased about one and a quarter biJ,tioll&,.of .. 
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dollars. This would rellect a total increase of commercial loans in all banks it is 
~tima~. of perhaps three billions. Since the crop-moving demands came dn the 
hIlls dIscounted and purchased by the Federal reserve banks haye increased at the 
rate of ahout fifty millions a week, and the Federal reserve notes at the rate of from 
thirty to forty millions a week. The increase in the volume of Federal resserve notes 
from January 23,1920, to August 27,1920, was $360,000,000." 

Gov. HARDING. Bear in mind, any statements issued by the Secre
tary of the Treasury or the Comptroller of the Currency, who have 
independent powers, are issued not by authority of the Federal 
Reserve Board, whereas any stat.ement that I issued as governor and 
executive officer would naturally be by authority of the Federal 
Reserve Board. And I have no more influence on the Federal 
Reserve Board, no more power, than anv other member of the board. 
I am merely its executive officer. " 

Senator fuRRISON. It is modest of you to sav so. 
Gov. HARDING. I have only one vote, just as anv other member 

of the' board. " 
Renator HARRISON. Now, on the same day that 03tatement was 

issued by you as governor of the Federal, Reserve Board there was 
given to the press, and I am wondering whether you saw it, signed 
bv the representatives of the farming interests of Louisiana, Kansas, 
Wisconsin, Texas, Virginia, and Ciilifornia, a lett.er addressed to 
C. S. Barrott,chairman of the joint agricultural conference here in 
Washington, in which they say: 

The undersigned committee appointed for the purpose of remaining in Washington 
in order to consider and report upon the statement of the Federal Reserve Board issued 
t<>-night beg leave to report as follows:. , 

.. The statement issued to-night by the Federal Reserve Board not only does not 
attempt to meet the situation and will not alter conditions' but is even couched in 
terms to support price declines." 

Gov. HARDING. Who said that ~ 
Senator HARRISON. That is these representatives of the farming 

interests. Let me finish reading this: , I 

The board's declaration that the present disturbances are unayoidable and inevit-' 
able is indefensible in this crisis. 

Gov. HARDING. What should the board have said then 1 
Senator HARRISON. I am not arguing about what they should 

ha,:e said; I am just trying to get at. whether or not there was this 
policy to'depress the prICes of raw agncultural products, and. whether 
or not it did not influence the making of loans by the member banks. ' 

Gov. HARDING', You 'may remember, Senator, that some time last 
September you suggested something, that you thought the, board 
ought to say and we did not say. ",' 

Senator HARRISON. I do not know'about that.. There were a good' 
many things I thought they should have said that they did not say. ' , 

Gov. HARDING. Do you think it would be. propel' for me to put in 
the,record a memorandum of our conversatIon ~ ',' , 

, , Senator HARRISON. You may:put it in, absolutely; I tried to get·· 
you at that time to reduce the rates of the board because I thought: 

th&:.e~~I~!.hiet ~ecal{yo~r attentio'u to ~ publi~ 'state~en:t 
that was issued not'very many' weeks: ago by ex-'Gov. Cox .0fO~io" 
whQ was: the Domdcratie candidate for PreSIdent lM,t falli In which, 
he referred in 'complimentary terms to the great a~sIstancetoo Fl:'d,- ' 
eral :rellerve system had tendered the country. ,I want to follow,tha.t' 
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statement by saying that about the middle of January of this year 
a reception was given to Gov. Cox here at a noonday luncheon at 
the house of one of the Cabinet officers, and I was inVIted to attend. 
I had met Gov. Cox when I went to Columbus, Ohio, in 1918, at a 
bankers' convention. I had a very slight acquaintance with him and 
did not know whether he remembered me or not. 

This was about the middle of January, 1921. Gov. Cox was on 
the other side of the room, and he looked over, and he showed signs 
of recognizi~~ me. So I went up with others in line and shook hands 
with hun. .tie greeted me very cordially, and he said, "I am ~: 
to meet you again." He referred to my previous meeting with . 
i1]. 1918, and said, "Last summer and fall I was hoping that the 
Federal Reserve Board could modify its policies, but I want to say 
to you now that I think you were right, and I have greater respect 
for you than I would have had if you had changed your policies at 
that time." . 

I make that statement, and you can verify it if you want to. 
Senator HARRISON. That is a good indorsement from a very able 

source. 
Representative MILLs. Governor, prices did drop, did they not ~ 
Gov. HARDING. Yes, sir. . 
Representative MILLS. And your estimate of the situation was a 

perfectly correct one ¥ 
Gov. HARDING. I think it was. 
Representative MILLs. So that if you are being criticized at all, you 

are being criticized for making a correct estimate of the situation and 
telling the people of the country the truth 1 

Gov. HARDING. I want to say one other thing right here. I am 
going into this cotton situation in detail this afternoon. I want to 
explain exactly the board's policy with res1?ect to cotton, because 
that is an important agricultural staple and It affects me personally 
more than anything else. What material interests I have are mainly 
in Alabama, and as that is a State which grows a considerable amoun' 
of cotton, cotton prices affect everything I have. For personal and 
sentimental reasons, then, there is no man in Washington, hardly, 
that is more interested in seeing the cotton farmer prosperous and 
seeing high prices for cotton than I am. Certainly no member of 
the Federal ~eserve Board has that interest, because ever since I 
have been in Washington I have been the only member of the board 
that has represented a cotton State. There was one ex officio mem
ber of the tioard who came from a State which grows 30,000 or 40,000 
bales of cotton a year, but that is a bagatelle. His State is not 
classed as a cotton-growing State. I was extremely anxious to do 
everything I could, properly, for cotton. 

I wish here to put tliis statement into the record. I believe, and 
I think I can prove, that the cotton farmer of the United States 
received some terribly bad advice during the year 1920, but he did 
not receive any bad advice from me. r am going to tell you of the 
advice I gave him in a perfectly legitimate way through official 
channels. 

-There were Iqany people who took. the positiOI;t tP:e..t. because:- the 
1920 crop had been raised at an exceptionally high cost-~d I think 
there is no' doubt that the cost of'raising' the '1920 crop was.higher 
by far than that of raising any other crop ever grown-for some reason 
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or ~thcr the farmer was going to get, because he was morally entitled 
to It-you all know we do not always get our deserts in this world, 
but they assumed that because the price of making the crop was 
high-regardless of world conditions, regardless of the fact that 
cotton is a crop which depends more than any other upon the export 
demand, he was going to get cost of production plus a reasonable 
profit; that he ought to have it and therefore he was going to get it. 

There were many prominent men in this country, men of influence, 
who made it their business during the year 1920 to attend cotton 
conventions and issue statements, saying, "Forty cents a pound for 
cotton looks high, but it is cheap under the circumstances. It ought 
to be worth 50 or 60 cents a pound. Hold your cotton. Do not 
take a cent less for it." Therewere conventions held by the American 
Cotton. Association, at which delegates were present from all over 
the South, one as late as the 2d of September, in Montgomery, Ala. 
That convention adopted resolutions, which I have here and which 
I shall 'put in the record this afternoon, in which they described all 
these CIrcumstances, the bkh price of making the crot, and. so on, 
and said, "We therefore deClare that it is the opinion 0 this conven
tion that there should be, and we do hereby :fiX a minimum price for 
cotton of 40 cents a pound; and that the price will be raisea 1 cent 
per pound per montli after November 1, 1920." And appeals were 
made to the Federal Reserve Board for help for the cotton farmer 
on the. basis of 40 cents a pound. 

Now, I am going to explain this afternoon the predic8.Iilent the 
board found itself m and why it was impossible for the board to 
pursue any other policy than that which it did pursue. I am going 
to read a correspondence extending all over the year, and then I am 
~oing to leave It to this commisSIOn to judge whether or not any 
mtelligent board could ha.ve done anything else. 

I tliiok that the people who adVISed the cotton farmers of the 
South-many of them Ignorant, many of them negroes, many of 
them tenant farmers-and took upon themselves the responsibility 
of advising them to hold cotton, which they could have sold at a 
comparatively high price, in the hope of getting a higher price, 
assumed a tremendous responsibility, and that they and not the 
Federal Reserve Board are responsible for the loss of millions of 
dollars to farmers. 

Representative TEN EYCK. What would have happened, Governor, 
if a different propaganda had gone out, stating that cotton was at 
the highest prICe at that time, and evo::ry one had sold ~ Who would 
have bought it' 

Gov. HARDING. That proJ>aganda ought not to. have gone out. 
It was a time when it woUld have been 1>ettel" not ~ to have held any 
conventions. . , ' .. 

Representative TEN EYCK. But what would. have happened if they 
had forced the cotton on the market at that tlIDe ~ 

Gov. HARDING. I know of farmers-not isolated cases; I can name 
many cases-who borrowed money to hold their 1919 crop, which 
they could have sold on a basis of 40 c!lnts a po~~d or .better. 
They were. holding cotton back.to.come.'lll competltl?n Wlth .. the 
1920' crop. And one reason why. cotton.~t.,so'~I@w~,m.~·}92f) .. \MS . 
Ute fact that so much cotton from the 1919 croJ> had been held back. 
It may be that part of the holding was unavoidable, because thero 
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was no market for some of the grades, but for other grades there was 
a'market, and ordinary common sense would have urged the mar
keting of that cotton. Much of it could have been sold, and it would 
have lightened, the load. 

Representative TEN EYCK. Where would it have gone, may I ask 1 
.Gov. HARDING. To the New England mills and the southern mills. 

Apart of it would have gone to the British mills. If a cotton 
mill buys cotton at a high price it is not interested in depressing 
the price of cotton naturally below the price at which it bought 
the raw product, because there is a certain relationship between 
the price of the manufactured goods and the price of the raw 
cotton. It is n<?t ~ stable rel~tion~hip; it fiuctu!1tes fro~ day to ~ayj 
but the same prInCIple enters mto It that enters mto retail operatIons. 
You know why retail prices did not follow the wholesale prices. down. 
The retail merchants were unwilling to take a loss and to sell goods 
on a fair profit based on replacement cost. Their idea was'to sustain 
prices and avoid loss on old stock. 

And I do not blame them for that. It was perfectly natural. In 
many cases they could not afford to take the loss. I think that is 
the reason why the fall in retail prices was not coincident with or as 
rapid as the fi)ll in wholesale prICeS. The retailers were amous to 
work out their accumulated stocks with a minimum of loss. 

Now, if cotton manufacturers have large stocks of raw cotton on 
hand they certainly would not be inter.ested in depressing the cotton 
market until they had worked up this stock of raw cotton into goods 
and sold those goods. . ' 

Representative TEN EYCK. Do you think it was the merchants 
who hid'stocks Of cotton on hand that wanted this propaganda to go 
out so that the producer would hold it ~ 

Gov. HARDING. No. I think the mistake was made with the best 
intentions in the world. I am not criticizing the men, because they 
are some of the best men in the South and were deeply interested in 
the movement. Unless fully informed it seemed a perfectly natural 
and logical thing to do, because there is no question that morally 
the farmer is entitled to cost of production of his stuff plus a fair 
living profit. . . '. ., . 

But the questIOn arIses, Is It not possIble m some exceptional 
instances that discretion is ,the better part of valor, and that the 
farmer had bett,er be advised in a quiet way, by people he can under
starid and in whom he has confidence; that in some circumstances 
what he ought to have it is impossible to give him ~ His attention 
should have been called to world-wide conditions. There is no use' 
blaming any particular board or any particular men; the depression 
ih agriculture to-day is due to,more tIian anything else, the inability 
to sell.in the markets of the world our surplus of agricultural products.: 

The CHAIRMAN. Gov. Harding, it is now 2ii minutes of 1. I suggest 
we take a recess until 2 o'.c!ock this' afternoon. ' 
, GQv. HARDING. I we,nt to say before'~e go that the cotton situa

ti'on how is distinctly'differ!IDtfrQm'lastyear; and in my, judgm~nt 
the outlook for cotton now IS 'very I!luchbetter,. I am gomg to gIve 
the re'asons this afternoon why I thrnk'so. . 
. (Th;ereupon, at 12.35 o'clock p; m.,a' reCess 'was taken until 2: 

o'elockp.in;), ' 
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AFTER RECESS. 

At 2 o'clock p. m. the commission :reassembled, pursuant to the 
taking of recess. 

The CHAIRMAN. The commission will come to order. Mr. Harding, 
you may. proceed, if you will. 

STATEMENT OF HON. W. P. G. HARDING, GOVERNOR OF THE 
FEDERAL RESERVE BOARD, WASmNGTON, D. C.~Resumed. 

Gov. HARDING. I would like to insert in the record here, Mr. 
Chairman, a letter which I addressed, by authority of the Federal 
Reserve Board, on the 16th day of December, 1920, to the Hon. 
George P. McLean, chairman of the Committee on Banking and 
Currency, United States Senate, relative to discount rates. 

The CHAIRMAN. The letter referred to may be inserted, without 
objection. 

(The letter referred to is here printed in full, as follows:) 
DECEMBER 16, 1920. 

lh;AR MR. ('HAIRMAN; You have requested the views of the Federal Reserve Board 
with regard to Senate bill No. 4560, which, if enacted, wo.uld:fix the maximum rate 
of int~rest or discount Whieh Federal reserve banks could charge member banks in 
any <'ont.ract, a;''Teement, or any other financial transaction had with them at 5 per 
cent per annum. 

The Federal Reserve Board desires to put itself on record as unalterably opposed 
to this bill or to any other bill which in any way attempts to limit the power now 
vested in it and in the Federal reserve banks to regulate the rates of discount which 
those banks may charge. . 

It is essential to the proper functioning of any central banking system that the 
central bank or banks of discount shall have complete control over their rates. This 
control over rates in normal times ia the usual and most effective means of pro
tecting the gold reserves of a country against withdrawals for foreign account, and in 
domestic transactions it insures the accumulation in normal times of a reserve suffi
cient to meet the seasonal and emergency demands of the central bank or banks, 
It is the general practice of central banks to fix their rates slightly above the market 
rates. This is particularly true of the Bank of England, and in view of the freq uent 
references which are made to this institution in public discussions, it may be of in
terest to review this experience in the matter of discount rates since the passage of the 
bank act of 1844, as shown by the table on page 33 in a book entitled "Bank rate and 
money market," by R. H. Inglis Palgrave, F. R. S. The annual averagE! bank rate 
of the Bank of England during the years 1845 to 1871, inclusive, was higher than the 
annual average market rate in 16 of the 26 years and was lower than the annual aver
age market rate in the other 10 years, but from the year 1872 to the end of the period 
covered by the table, 1900, the average bank rate was higher than the average mar
ket rate in every year. From 1900 down to the present time the average bank rate 
has continued to be higher than the average market rate. 

Up to the year 1833 the Bank of England was subject to the usury laws. In his 
book entitled "Essai Sur La Fondation Et L'Histoire de la Banque D'Angleterre, 
1694-1844," Dr. A. Andreades. of the University of Paris, refers, on page 361, to the 
release of the bank from the application of the usury laws and describes the conditions 
which led to this action by Parliament. .The conditions then existing in England 
were not altogether unlike 1?resent conditions in this country, and it is noteworthy 
that instead of attempting to unpose restrictions· upon the bank, Parliament liberalized 
its powers and relieved it from the old restrictions which had seriously impaired. its 
efficiency in dealing with the situation. . 

In explanation of the fact that the discount rates of the Federal reserve banks are 
at the present time below the market rates it may be appropriate to quote the following 
from an address which I made to the American Farm Bureau Federation at Indianapolis 
on December 7,1920; 

"Normally the discount rate of a Federal reserve Qank should not control the rates 
at which member banks loan money to their customers. In the 'countries which have 
central banks there is a well-established policy that the centra~ bank diacou,nt rate 
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should be maintained at a figure slightly in excess of the current market rate. The 
wis?om of a such II: policy is. apparent for it eliminates all consideration of profit in 
redlscOllUt transactions and gives the central bank better control over its own reserves 
and casuses the banks which deal with the public to rely to a gre:J.ter degree upon 
their own resources in extending accommodations while still affording them an outlet 
for any undue accumulation of loans. Because of the exigencies of war financin~, 
it has not been practicable for the Federal reserve banks up to this time to adopt this 
policy, and as a rule Federal reserve bank discount rates are lower than the rates 
charged by member banks. It is believed that conditions are graduallv adjusting 
themselves so that Federal reserve bank rates may be maintained at a level sli~htly 
higher than the current rates not only without any disturbance to commerce and busi
ness but to their distinct benefit. In fact. this adjustment has already begun in some 
cities where member banks have reduced their rates on commercial paper." 

The enactment of a law fixing the maximum rate to be charged bv Federal reserve 
banks at 5 per cent would, of course, make it impossible to bring this necessary ('or

. rective principle into permanent operation, for it would be effective only at times 
when current market rates for money might fall below 5 per cent. The board desires 
to call your attention to the fact that only 3 States-Illinois, Louisiana, and 
Michigan-have a legal rate of interest as low as 5 per cent and in each of these States 
a higher contract rate is permissible-Illinois and Michigan 7 per cent, Louisiana. 
8 per cent. In 32 States the legal rate of interest is 6 per cent, 7 States have a legal 
rate of 7 {ler cent, and in 6 States and in the District of Columbia. the legal rate 
of interest IS 8 per cent. In 11 States-Arizona, Arkamas, Florida. Kaneas, Jl.linnesota, 
Nebraska, North Dakota, Oklahoma, Oregon, Texas, and Wisconsin-a contract rate of 
10 per cent is allowed, and in 10 other States-Colorado, Connecticut, Idaho, ]I,! ontana, 
Nevada, New Mexico, South Dakota, Utah, Washington, and Wyoming-12 per cent 
is the contract rate. In 7 States-Georgia, Indiana, Iowa, Jl.lissiSEippi, Misscmi, 
Ohio, and South Carolina-having a legal rate of less than 8 per cent, a contract rate 
of 8 per cent is allowed. Four States-California, Maine, Massachusetts, and Rhode 
Island-permit any rate to be charged under contract, and in New York any rate 
agreed upon in wnting is legal on ,collateral demand loans of $5,000 and owr. 

The theory that disCOUl!.t transactions should yield a profit to the member banks is a 
fallacy which owes its wide credence in part to the fact tbat the Federal reserve banking 
system, which has some of the attrtibutes of a central banking system, is comparatiwly 
new, and partly to the abnormal times through whi('h we have passed, the lllevitahle 
effects of which are now being experienced. The fact is, however, that the potential 
profits of the member banks should not be permitted to influence the determination 
of the Federal reserve bank rates. On the contrary, member banks should rely mainly 
upon their own resources in normal times in order that when seasonal and emergency 
demands arise the reserves of the Federal reserve banks may be available to meet 
those demands and sufficient to prevent the emergen('ie& from developing into panic 
conditions, In this connection your attention is in vited to an editorial ~hi( h appealed 
in the Dallas (Tex.) Morning News of Friday, June 11, 1920, copy of which is inclosed 
herewith. 

If Federal reserve bank rates were fixed at' 5 per cent at the present time there 
would undoubtedly be a very strong incentive to the member banks to utilize to the 
utmost the rediscount facilities of the Federal reserve banks, because in an 8 per cent 
money market there would be a spread of 3 per cent between that rate and the Federal 
reserve bank rate which would represent a profit to be derived b¥ the member banks 
on re;liscount transactions. In States which have no important financial centers, but 
in which rates as high as 10 and 12 per cent are authorized by law, the incentive to 
rediscount with the Federal reserve banks would be even greater. 

It is the opinion of the Federal Reserve Board, confirmed by past experience, that 
the lowering of the Federal reserve bank rates to 5 p~r cent would have but vcry 
little if any effect on the market rates which cQllld not be fixed by legislatiw enact
ment but which are determined by the inevitable operation of the law' of supply 
and demand. Nor are banks generally inclined-particularly banks in agricultural 
sections-to giye tlleir customers the benefit of Federal reserYe bank discount rates. 
It should be borne in mind aleo that with Federal reserye bank rates at 5 per cent 
the incentive to speCUlation would increase the demand for credit and the net result 
would be that borrowers fer legitimate commercia.! and a,,<>ricultural purposes would 
find it difficult and expensive to obtain credit. Ultimately, of ('ourse, the limit of 
expansion would be reached, and in the board's opinion it would be reaelled \\ithin 
a very short time, for it must not be forgotten that there are about :l'25,OUO,OOO,OO() of 
Govt'mment Obligations available as collateral for loans t'ligible for rediscount by 
FeMral reserve banks. If the' limit of expansion should be reached, the board 
believes that a condition of depression infinitely more serious and more. widespread 
than that now existing would folIo',,,. 



AGRICULTURAL INQUIRY. 383 

The board calls the attention of the committee to the fact that the bill under con
sidE'ration would operate as a repeal of the pro"isions of section 11 (e) of the Federal 
reserve act which require the Federal Reserve Board to impOBe a graduated tax upon 
• Federal reserve bank whenever its rffierves fall below a specified minimum, the 
Federal reserve bank being required" to add an amount equal to said tax to the rates 
of interest and discount fixed by the Federal Re3erve Board." If the bill under 
consideration were enacted, 5 per cent would be the maximum rate a Federal reserve 
bank could charge even if its reserves were rapidly d·.rindling to the vanishing point. 

In conclusion and by way of summary, if this bill should become a law it is the 
board's firm belief that the Federal reserve banks would find it impossible while 
functioning in a normal way to protect their gold reserves, that the ]< ederal reserve 
8ystem would within ~ very short time cease to be. in any sense a reserYe system and 
would become a mere Instrument for the acceleration and perpetuation of expansion, 
and that a wholesale scramble for the' funds of the Federal reserve banks would ensue 
which would leave tho~e banks only two alternatives-one, to lend their funds at 
the rate prescri bed until the" exhaustion of their re~erve8 had been completed, and 
the other to fix a definite limit upon their total volume of loans, thus adopting a rigid 
system of credit rationing. In the one case they would reach a point ,,'here they would 
be unable to make further rediscounts no matter how insistent or meritorious the 
demands mitl'ht be, and in the other they would find it neces~ary to place all appli
cations for discount accommodations on a waiting list until repayment of prior loans 
made new funds available. 

Very truly, yours, 

Hon. GEORGE P. McLEAN, 
W. P. G. HARDING, Governor. 

Chairman CommiUee on Banking and Currency, 
United States Senate. 

Gov. HARDING. I would also like to read, with the permission of 
Secretary Mellon, which permission I obtained YElsterday, a copy of 
his letter dated July 30, 1921, to Senator O. E. Weller, of Maryland. 
It relates to a letter addressed to Senator Weller by a mercantile 
firm of Baltimore, suggesting a reduction in the" discount rates of 
Federal reserve banks. 

The ClIAmMAN. Without objection, the letter may be inserted in 
the record. 

(The letter last referred to is here printed in full, as follows:) 
JULY 30, 1921. 

My DEAR SENATOR: I received your letter of July 8, 1921, inclosing a letter from 
Mr. ------, Baltimore, with reference to a suggested reduction in the discount 
rates of the Federal reserve banks to 5 per cent and asking that I advise you whether 
or not the subject has been under consideration and if any action has been taken 
thereon. 

As you probably know, the Federal reserve banks of Boston, Kew York, Fhiladel
phia, and San Francisco have recently taken action to reduce their rates to 5; per 
cent, and a 6 per cent rate now prevails in practically all of the other banks, including 
the Federal reserve bank of Richmond. The 5; and 6 per cent discount rates are below 
the current commercial rate for money which prevails in many sections, and until 
the money situation becomes easier it would only subsidize borrowing by member 
banks if the Federal reserve banks were to make their discount rates as low as 5 per 
cent. Discount rates. of course, as has been said by the board. can not be "pegged 
or fixed arbitrarily, for there are certain basic conditions related to the demand for 
and the supply of money in this country and thorughout the world whicl1 must be 
taken into account, and the formal establlihment of a Federal reserve bank rate is 
merely an interpretation of these conditions." ' 

I think that the Federal Reserve Doard and the Federal reserVe banks are quite alive 
to the necessities of the existing situation and that the country may be assured that 
as and when conditions justify lower discount rates the Federal reserVe banks and the 
board will take the necessary action. 

I am inclosing for your iniormation a copy of a public statement of July 29, 1921, 
·issued from the White House, and return !.Ir. ---letter herewith. 

Very truly, yours, 

llon. O. E. WELLE"R, 
A. W. MELLON, SteTttanJ. 

United State;; Senate 
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Gov. HARDING. I would also like to insert, as a matter of informa
tion for the commission, a table made up from the official abstracts 
of the Comptroller of the Currency, which shows the net deposits
that is, demand deposits plus Government and time deposits-loans 
and discounts, and also rediscounts and bills J.>ayable of national banks 
on date of comptroller's calls, at various tunes since September 4, 
1906. 

The CHAIRMAN. Is that of Federal reserve districts or the United 
States as a whole ~ 

Gov. HARDING. The United States as a whole, and relates to national 
banks only. . 

The CHAIRlIAN. Without objection, the table may be inserted in the 
record. 

(The table referred to is here printed in full, as follows:) 

Statement showing net demand, plm Government and time deposits, loans and di8counts, 
also rediscounts and bills payable, of national banks on dates of CCYmptroller's calls 
8pec:ified below. 

[In thousands of dollars.] 

Date. 

~':ri: :i,li:i ::::::::: :::::::::::::::::::::::::::: 
Sept. 23, 1908 .••••.•.•••.• ____ •. _. _. ___ • __ ••. ___ ._ Sept. 4, 1912 ___ • _. _____ . ________ . _. ______________ _ 
Sept. 12, 1914 _____________ . _____ . _____ . ________ . __ 
Sept. 12, 1916 _____ .. _. __ . _. _____ . _. _________ ------1 
Sept. 12, 1917 __ . ___ . ___________ • _______ . ______ . --.1 

t~~'1~'~1t:::::::::::::::::::::::::::::::::::1 

Net demand, 
plus time 

and 
Government 

deposits. 

5,024,641 
5,399,367 
5,809,~ 
7,140,596 
7,352,621 

10,247,920 
11,676,340 
12,412,213 
14 561 218 
15; Oll;021 

Loan.aud 
discounts, 
gross, i. e., 
including 

rediscounts, 
and 

overdrafts_ 

4,331,459 
4,709,027 
4,781,522 
6,061,009 
6,417,910 
7.921,070 
9,234,289 

10.lIl, lI3 
lI.541,503 
13,627,897 

Percentage 
ortotal bills 

Total rcdis- payable 
~ounts and ~~~~~ 

bIlls payable. total loans 

48,842 
59,177 
53.285 
82,3i5 

150,071 

2~:ro: I 1,294,006 
1,505,516 
2,206,068 

and dis
counts. 

1.13 
1. 26 
1.11 
1.36 
2. 3~ 
1.16 
3.09 

12.79 
13.04 
16.19 

Gov. HARDING_ The interesting part which I want to feature is 
this: This table shows the rediscounts of national banks on the 30th 
of June, 1920, and on September 12, 1919, and also their deposits and 
loans.· It may be of interest to the commission, in order to show how 
credits expended between the 12th of September, 1919, which was 
at the begmning of the crop moving season, up to the 30th of June, 
1920, which was before crop moving time began for the 1920 season. 

The national banks had, on September 12, 1919, deposits aggre
gating $14,561,218,000; they had loans at that tim~.of $11,541,503,000 
and rediscounts and bills payable of $1,505,516,000. The percent
age of total bills payable and rediscounts to total loans and dis
counts of all the natIOnal banks on September 12, 1919, was 13.04 
per cent. 

On June 30, 1920, the national bank deposits had increased about 
$440,000,000, up to $15,011,021,000; their loans and disc.ounts had 
increased $2,100,000,000, uJl to $13,627,897,000; and their total 
rediscounts and bills payable had increased $700,000,000, up to. 
$2,206,068,000; and the percentage of their total bills payable and 
rediscounts to total loans and discounts had increased from 13_04 
to 16.19 per cent. 
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Those figures relate to national banks alone. And the figures as 
to rediscounts and bills payable do not relate exclusively to their 
rediscounts with the Feder81 reserve banks, but they include their 
rediscounts and credit accommodations with each other. 

In order to give you an idea of how the operations of the Federal 
reserve system have tended to increase the facility with which 
rediscounts may be obtained, and how they have tended also to 
increase the volume of rediscounts with the consequent accommoda-. 
tions which that increase inyolves, I want to call your attention to the 
figures for September 4, 1906, when the total desposits of national 
banks were 55,024,641,000, about one-third what they were on 
June 30, 1920; and their total loans and discounts on September 4, 
1906, were $4,331,459,000; at that time their total rediscounts and 
bills payable were 548,842,000, making 1.13 per cent of their total 
loans and discounts. 

On August 22, 1907, which was only a few weeks before the panic of 
1907 eventuated, the national banks had deposits of 55,399,367,000; 
and total loans and discounts of $4,709,027,000; and total redis
counts and bills payable of $59,177,000, 1.26 per cent of their total 
loans and discounts. 

There was not a. single Federal reserve bank last year that had not 
extended to its member banks accommodations considerably in 
excess of the total borrowings of all.national banks in the United 
States just prior to the panic of 1907. . 

On September 12, 1914, just after the outbreak of the European 
war, when the cotton exchanges and the stock exchanges were all 
closed, and when we were having issues of emergency currency
that was before the establishment of the Federal reserve banks
the national banks had 57,362,621,000 of deposits, an.d $6,417,910,000 
of loans and discounts, and 5150,071,000 of rediscounts and bills 
payable, or 2.34 per cent of their total loans and discounts. . 

On September 12, 1916, before this country entered the war, all the 
bills payable and rediscounts of all the natIOnal banks-the Federal 
reserve system then being in operation-had declined to $91,893,000, 
1.16 per cent of their tot811oans and discounts. 

On September 12,1917, after we had entered the war and after the 
first Liberty loan had been placed, the national banks had deposits 
of $11,676,340,009;. loans and discounts of $9,234,289,000; and total 
rediscounts and bills payable of $285,104,000, or 3.09 per cent of their 
total loans and discounts. 

On August 31,1918, the percentage had increased to 12.79 per cent, 
and on September 12, 1919, it had increased to 13.04 per cent. 

This shows-and I will give you the actual figures-that the figures 
of Augtlilt, 1918, were about a billion dollars higher than all borrowed 
money that all the national banks had in September 12, 1917, the fig
ures for August, 1918, being $1,294,005,000. 

Of course, that increase is attributable to the placing of Liberty 
loans during that period for thelrosecution of the war. 

Between August 31, 1918, an September 12, 1919, loans and dis
counts increased from $10,111,113,000 to $11,541,503,000; total re
discounts and bills payable on August 31, 1918, were $1,294,005,000-
and on SeJ>tember 12, 1919, $1,505,516,000, the percentage of total 
bills payable and rediscounts to total loans and discounts on the latter 
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date was 13.04 per cent of their loans, and is attributable also to the
Liberty loan in October, 1918, and the Victory loan in May, 1919~ 
But between May, 1919, and June 30, 1920, there were no new Gov
ernment bond issues floated at all. 

On the contrary, the issues of Government certificates had been. 
reduced during that period; and yet we find that the condition is that 
all national banks between September 12, 1919, and June 30, 1920,. 
had increased their rediscounts and bills payable $700,000,000, or 
from $1,505,516,000 to $2,206,068,000, and that the percentage of all 
national bank borrowings had increased from 13.04 per cent to 16.19 
per cent. 

Now, I have here, Mr. Chairman and gentlemen, a detailed list of 
the total loans and discounts made by Federal reserve banks in various 
agricultural sections-I have not got them from San Francisco as yet,. 
although I telegraphed for them, but on account of the distance they 
have not reached here yet. I do not wish to place this information in 
the record, because it is of a private nature; It relates to the dealings. 
of the Federal reserve banks with their member banks. The names· 
are given in each case and ought not to be made public, but I am 
perfectly willing to let you have this information, if the commission 
desires it, and to turn this detailed list over to the commission con
fidentially, and I am sure they can secure from it some interesting' 
informatIon. They can see from it that the borrowings in the larger 
towns and cities have decreased very considerably between the 30th 
of June, 1920, and the 30th of June, 1921; while, on the other hand,. 
the borrowings of the smaller banks which are presumably in the 
agricultural dIstricts, have increased verr. substantially~ Each mem
ber of the commission can look over It and see some bank he is 
familiar with; he may know something about the character of the· 
business that bank has done. The presumption would be, I assume,. 
that the borrowings of a bank located in a purely agricultural com
munity, where there are no manufacturing interests, must have been 
mainly for agriculture. Here is the list. I will say that two or three
Senators had asked me for this information, and I had given it to 
them, but by their courtesy I have gotten it back for presentation to· 
this committee, with the understanding that I would return it to 
them. I would be glad to leave these lists if the commission desires .. 

Now, Mr. Chairman and gentlemen, I would like to discuss the 
cotton situation, and in doing that, in order to' present it intelligently 
and consecutively, I think I shall have togo back a few years; and I 
will state in advance that the figures that I am quoting here are from. 
memory and only approximate. 

The C1IA:mMAN. Are you taking up the cotton proposition now~ 
Gov. HARDING. Yes, sir. . 
The C1IA:mMAN. Before you go on to that, I want to ask you, if r 

may, about an announcement which you rut in the record, an 
announcement which was made by a group 0 woolgrowers, with the· 
consent of the Federal Reserve Board, touching tIle board's policy 
with regard to the discount of paper secured by warehouse receipts. 
for the sale of wool. Do you know whether the board's policy With: 
respect to wool was carried out, for instance, by the Kansas City 
Federal reserve bank ¥ 

Gov. HARDING. We heard some complaints regarding that bank's; 
policy. I had some correspondence with the governor of. that bank" 
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but afterwards received assurances from him that in every case where 
he felt that he could with safety make loans on wool he did so. 

However, there is a confusing element that comes into this matter, , 
because all loans of a national bank are limited under the terms of 
section 5200 of the Revised Statutes of the United States. They 
can only lend to one person, firm, or corporation 10 per cent of their 
own capital stock, certain exceptions being provided in the statute 
relating to bills of exchange drawn against actual existing values, 
and so on. . 

In section 13 of the Federal reserve act an amendment was made 
to the original act some years ago which provided for domestic 
acceptances. That section originally provided that any member 
bank might accept for periods not longer than six months bills of 
exchange growing out of transactions involving exportation or im
portation of goods; and after a year or two that was amended by 
adding a further provision that any member bank might accept
the exact quotation is this: 

Any member bank may accept drafts or bills of exchange drawn upon it having not 
more than six months' sight to run, exclusive of days of grace, which grow out of 
transactions involving importation or exportation of goods. 

Then here was the amendment, which is now a part of the law
or which grow out of transactions involving the domestic shipment of goods provided 
shipping documents conveying or securing title are attached at the time of acceptance; 
or which are secured at the time of acceptance by a warehouse receipt or other such 
document conveying or securing title covering readily marketable staples. 

Now, of course, that involves a definition by the Federal Reserve 
Board of marketable staples, and that definition was given two years 
ago or more, ana it includes all major agricultural products, such as 
wheat and cotton. But the essenti81 part of that amendment is this, 
that the acceptance of member banks must grow out of transactions 
involving domestic shipment of goods. In other words, it does not 
seem to be the intent of Congress, which limited the lending power 
of a national bank to 10 ~er cent of its 0WII. capital and surplus to 
anyone particular indiVIdual, firm, or corporation, to allow that 
limitation to be defeated by permitting a bank to accept up to 50 
.per cent of its capital and surplus, which this act provides for, by 
taking receipts as security, having the borrower draw on the bank 
at 30 days, 60 days, or 6 monthS, and having the bank accept it. 
The essence of it is there must be a shipment. The law says: 

That the aggregate of acceptances growing out of domestic transactions shall in 
no event exceed 50 per cent of such capital stock and surplus. 

So the board has ruled that on domestic acceptances there must 
be a shipment. 

But there are many cases where no ruling of the board is reqUired, 
for the member bank or the State bank member may lend money on 
warehouse receipts. There is a limitation fixed on such transactions, 
and the law does not seem to contemplate that it may be evaded if 
there is no shipment of goods by having the bank accept up to 50 
per cent of the capital and surplus. 

In dealing with this question the board has been just as liberal as 
possible. It has construed this to mean that if a shipment is in con
templation acceptances may be made. 
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The C:HAJ:RMAN. You know what I am talking about. The gov
ernor of the Federal reserve bank at Kansas City states that after a 
conference with the woolgrowers' committee a statement was made 
with the consent of the board, and after this statement was made a 
ruling was made that in order for this paper to be eligible it must 
apply to goods actually in transit, and the effect of that, of course, 
was simply to assist to a negligibl~ extent, so far as the wool was 
concerned. . 

Gov. HARDING. He was advised, Mr. Chairman, that neither he 
nor his board of directors had any right to make a ruling as to the 
eligibility of paper. That power is given by law to the Federal 
Reserve Board. 

The CHAIRMAN. He did make a ruling, did he not ~ 
Gov. HARDING. That power is given by the law to the Federal 

Reserve Board, and he was informed that he must consider all appli
cations for rediscounts of eligible paper; that then, under section 4, 
that it was their right to determme whether the loans applied for 
were safe or undesirable, etc., but they had no power to pass on the 

. eligibility of paper. That is the sole function of the board. 
The C:HAJ:RMAN. There has been a great deal of criticism of this 

action of the Kansas CitY" board ~ 
Gov. HARDING. There has, and there has been something to say on 

both sides. The board has' taken· the matter up repeatedly. We 
have traced complaints, but in the last analysis before we get to where 
action is demanded, complaints have been withdrawn or disproved. 

With all the criticism that has been received by the board as to the 
conduct of that particular bank, no formal and sustained charges 
have ever been :filed with the board, and nobody has ever demanded 
that the board remove any officer or director of that bank. Weare 
ready at all times to receive any well-founded complaints and act on 
them. Now, if complaints come in, general in character, as most of 
these were, all we can do is to write to the bank and to the complain
ant and ask for more 'particulars and investigate those particUlars. 
We have done that in all instances, and there has never been anything 
that we have been able to uncover which justified any drastic action 
on the part of the board. . 

The CHAIRMAN. Was this particular ruling of the Federal reserve' 
bank at. Kansas City ever rescinded in any way ~ 

Gov. HARDING. I understand that it is. 
The CHAIRMAN. How long after it was made ~ 
Gov. HARDING. Why, I think that within 30 days the governor of 

the bank and the Federal reserve agent wen~ to WyomiIi.g and Colo
rado and had a conference with bankers and wool growers, and they 
advised me they had gotten the matter strai~htened out. Now, in 
some cases the bank was clearly within its rignts, because what was 
attempted was to put this wool, for which there was no market-no 
sale in prospect-in a local warehouse or storehouse' it may be the 
method of storage was unsatisfactorYi it may have been in a place 
where the stuff could not have been msured; or there would lie no 
shipment in prospect in which circumstances an acceptance equal to 
50 per cent of a member bank's capital stock and surplus, woulq .not 
be permissible under the law. When such a question has been brought 
up, the boara has been obliged to say that those acceptances were not 
in accordance with section 13 of the Federal reserve act. All the 
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wool grower could do would be to effect a loan at his bank, in t1}e 
usual way. 

I think a great deal of this misapprehension has arisen because the 
individuals and the banks interested have not understood the dis
tinction between ordinary loaning by the bank, which requires no 
ruling, so long as it- is within the law, and domestic acceptances. 

The board has ruled-although the law says plainly that acce.{lt
ances may. be made against domestic shipments-that where a ship
ment is in contemplation-where it is shown that there will be a 
shipment in a reasonable time, it will regard that prospect as a ship
ment and admit the eligibility of the acceptance. That is as far as we 
could possibly go under the law. 

Are you ready now for me to take up the cotton situation ~ 
The ClLuRMAN • Yes. . 
Gov. HARDING. I wish to state in advance that, except where I 

refer to documents or correspondence, I am quoting from memory, 
and I am not trying to give exact figures. But for the purposes of 
this commission's inquiry, I think that the approximate figures will 
be close enough. ._ 

In 1912 and 1913 the cotton crops were sold at, I should say, satis
factory fi~res. Of course, there are always some people who are 
never satIsfied with the price of cotton; they think it ought to be 
higher. But taking the general sentiment in the South, I think I 
am safe in saying that the cotton crops of 1912 and 1913 sold at 
satisfactory figures-at from 12 to 14 cents a pound. 

In 1914 there was a large acreage planted in cotton, and the 
European war broke out on the 1st of August of that yeat, just at a 
time when some of the early cotton from the more southern districts 
in Texas was beginning to come on the market. The war dislocated 
all financial arrangements allover the world and interfered with 
transportation. The cotton exchanges were closed for several 
months, and the stock exchanges were closed; the Federal reserve 
system had not been established then, and Aldrich-Vreeland emer~ 
gency currency was issued. German raiders were loose upon the 
seas, and ocean insurance rates went up very high, and what trans
J>ortation was available was used for more pressing purposes than the 
shipment of cotton. 

There was considerable congestion for awhile of grain at the ports. 
When a war breaks out there is a more immediate demand for food
stuffs than there is for cotton. 

The situation was very bad in the South in the fall of 1914. -It -
developed that a very large crop was in process of being made ready 
for the market. The season was favorable, and I thiIik the actutiJ 
out turn of that crop was between 16,000,000 'and 17,000,000 bales 
of cotton; the largest crop of cotton ever produced in the history 
of the country, was it not, Senator Harrison 1 

Senator HARRISON. Yes. 
Gov. HARDING. There- was no market for cotton. Farmers had 

their obligations coming due in October, and there was widespread 
distress. that is comparable to that which existed last year and 
obtains at the present time. Of course, it does not seem as bad now 
as the present distress is, because things that we have gotten through 
with and that are over with are never as bad as the unpleasant 
processes we are going through in the present. 
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As I remember, the last sales of cotton before the war broke out 
were at a J>rice between 11 and 12 cents a pound. The market had 
been weak because, I assume, there were rumblings of war which had 
been interpreted by the better informed, and then there was a reali
zation that the new crop was going to be an extraordinarily large 
one. When the war broke out, conditions became very bad, and 
there was no market for cotton. I remember the "buy a bale" 
movement was organized, and it created some sympathetic sentiment, 
and many people bought a bale at 10 cents per pound, but not enough 
cotton could De sold in this way to do any good. The cotton manu
facturers were reluctant to buy cotton, because the cotton exchanges 
were not open, and they could not hedge on their purchases. And 
there was talk of cotton going to 3 cents a. pound, and the condi
tions were badly demoralized. 

In November, 1914, a cotton loan pool was organized. The Secre
tary of the Treasury and the Comptroller of the Currency, and the 
members of the Federal Reserve Board all took an interest in it, and 
I think the first two officers named did a great deal to get banks and 
trust companies and individuals interested and to induce . them to 
subscribe to this pool. A prominent banker of St. Louis did ex
cellent work to get it started. And New York bankers subscribed 
$50,000,000 to the_J>ool and took an interest in its organization. And 
certain banks in New York, which I could name, did considerable 
work in getting it started, and in subscribing and securing sub
scriptions; and other subscriJ>tions came in. I recollect that oyer 
$2,000,000 was subscribed in Boston, and a considerable amount in 
San Francisco, and that subscriptions came in from all over the 
country. The idea was that the total amount of the pool should be 
$135,000,000, $100,000,000 to be subscribed in non-cotton-growing 
sections, and $35,000,000 to be subscribed in the cotton-growing 
sections. And while I do not remember the exact workings of the 
plan, it was something like this: That in order to receive any benefits 
from the plan, the bank in a cotton-growing district would have to 
carry a part of the risk. For instance, if a bank in a cotton-growing 
district wanted to borrow $100,000, that it would get $65,000, or 
something like that. I will not attempt to give the plan in detail; 
it was a complicated plan. The point I wish to bring out is this: 
That what happened, the cotton exchanges being closed down, .the 
first o]?eration was to establish a loan value, and the loan value was 
fixed, if I remember correctly, at 6 cents a pound, less a 3 per cent 
guaranty fund, which brought the net down to something like 51 
cents a pound, and while the pool had a good sentimental effect 
the loan ;value very naturally had the effect of establishing, in a way, 
a market price for cotton, and the result was that most of the cotton . 
sold in the fall and winter of 1914 was sold on a 6-cent basis. 
I In 1915, after the Emden and other German raiders had been de
stroyed, and the sea cleared, the situation improved. In 1916, 1917, 
1918 and 1919 the South was prosperous. . 

In 1919 I accepted an invitation to address a joint session of the 
South Carolina Legislature, at Columbia, and I talked about cotton 
exports; from there I went to Memphis, and from there to Texas, 
to Dallas, Houston and Galveston. I was fearful that as the war 
demand for cotton ceased-and during the war there was a great 
demand for cotton, and especially for the lower grades of cotton, for 
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use in the manufacture of explosives for projectiles-there would be a 
:slump in the cotton market ill 1919, which really took place in 1920. 

And in my speech at Columbia, before the legislature, and at 
Memphis, and before the commercial bodies in Texas, I suggested 
that they seriously consider the formation of finance corporatlOns to 
aid in the export of cotton. I told them I feared that Unless some
thing w8.!! done to make it possible to finance it on longer credits than 
·could be obtained in the ordinary channels and to assist in selling the 
normal .amount of cotton to Europe, under the circumstances then 
existing, that the South might find itself unable to send abroad the 
-normal proportion of cotton that it had been accustomed to export. 

It is a well-known fact that more American cotton is raised 
.~han there is any ~erican demand for. Take the Texas crop, for 
illlstance. Texas raIses more cotton than any other State. I un
.derstand of the Texas crop fully 80 per cent is exported; only 20 
.per cent goes to the domestic manUfacturers. Of course, when 
you come to Georgia and the Carolinas where they have many 
-cotton mills, a large proportion of the crop goes to the nearby cotton 
mills. Taking the South as a whole, I should say, in round iigures
not quoting exactly-about 50 per cent of the cotton crop is ex-
ported and the rest is used at home. . 

That is a larger proportion of exportable surplus than exists 
in any other staple agricultural product and I believe it is a larger 
proportion than exists with any of the metals. So you can see how 
yery sensitive the cotton -market is to foreign demand. 

Now, there isn't any use in relying too much on statistics in the 
.cotton market. You can prove a lot of things by statistics, but 
I am not going deeply into statistics. You recollect the old saying 
!that there are three kinds of lies: Lies, damned lies, and statistics. 
Statistics are useful, but they are very misleading, unless we use 
;them correctly. 

Nor was there any use in figuring in 1920 on how muc;h cotton 
was consumed in Russia before the war, or in Poland, or in Austria, 
because the fact that people are in need of a commodity does not 
.create a demand for that commodity; in order to create an economic 
:and actual demand for a commodity, there has. got to be not only 
the need for it, or the desire of the people to have the commodity, 
but there has got to be the ability on tlie part of the people to pro
-cure it, either by means of cash or credit; otherwise the theoretical 
.:need does not amount to a row of pins. 

The condition which I anticipated and which I warned the south
-ern people about in the spring of 1919 did not materialize until the 
-{all of 1920. The reason, I think, was due primarily to the fact 
;that the shortage was so great in Europe for certain goods that a 
-certain amount bad to be had on any terms; but more particularly 
;to the fact that the credits which the Congress of the United States 
voted during the war to other Governments associated with us in 
the war, amounting in all to about $10,0001000,000, had not been 
exhausted; there still remained, when the armistice was signed, 
about $2,500,000,000 available to those nations, and this remain
der was used largely to facilitate our exports to Europe in the sum
mer and fall of 1919. 

But as the season of 1919 advanced, if you will look at the figures 
I gave this morning, cotton went up; in the fall of 1919 it went up 
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to about 40 cents .. The maximum price, as shown by New York 
quotations, was 43.75 cents on the 23d of July, 1920. 

But a curious situation developed. The demand for cotton in the 
South was for particular grades. Now, cotton is a peculiar commodity. 
I presume there are more different grades of cotton than there are of 
any other merchantable commodity. It depends, largely, not only 
upon the kind of cotton that is planted in the ground-the seed or 
variety-it depends upon the soil; it dependS upon .the climatic 
conditions; it depends upon the amount of moisture the. ground re
ceives during the growing season, and it depends very largely on the 
care with which cotton is picked and ginned and prepared for market. 
If there is a rain just about the time cotton is ready to be picked 
and a lot of dirt gets beaten into it, or the cotton gets stained, all 
that affects the price. Then there is what we call bumblebee cot
ton-a plant about 9 or 10 inches high, growing on the hillsidlls. 
This is low-grade cotton and has a short staple. Ordinarily the 
differentials ill price are based on what are called middlings. If 
cotton grades as middling, that is the standard; and if it is IDlddling 
fair, it commands a premium, but on low middling the buyer gets a 
concession, the differential increasing with each lower grade . 

. The great outlet, normally, for low-grade cotton has been Ger
many. I am told that German manufacturers have the machinery 
and have the peculiar type of labor which will enable them to take 
a low-grade cotton and to shake out all the dirt and leaves and trash 
that may be in it and make good spinnable cotton, and that they 
:find it more profitable to buy this low-grade cotton in America and 
make it fit for spinning than they do to b~lfood spinnable cotton 
in the first instance. But our American . s, as a rule, have no 
use for the lower-grade cotton. Some of the lower grades are used 
in the manufacture of mattresses. 

But, owing to the inability to ship cotton to Germany in the fall 
of 1919, there was a large amount of low-grade cotton held over. 
That was one of the threatening things hanging over the cotton 
market in the spring of 1920. Not only that, but the boom spirit 
was on. I do not want the gentlemen of this commission to blame 
my fellow citizens of the South for the view they tOOk. It was only 
natural that they should take the same view that people in other 
sections took. Cotton was their great staple; they were familiar 
with it; they were pleased at the pnce it brought, although the high 
prices received did not avail them much, in exchange for goods and' 
services, for the reason that everything was high, and many felt that 
they were not getting all they should get for cotton. While they 
were getting three or four times as much for cotton as they formerly 
did, they had to pay correspondingly for what they had to bU;1. 

It was perfectly natural that they should want a higher pnce; they 
felt, as everyone feels, that they should get what they were entitled 
to. There was plenty of argument on their side. However, there 
was a great deal of holdover cotton a!ld the ban~s were not carry?n~ 
all of it. Much was held by owners WIthout the aId of loans. I thinK 
that in the fall of 1919 there was more prosperity in the South than 
there had ever been in the history of tliat section. I know of cases 
where newoes on Mississippi farms would buy pianos, vietrolas, and 
automobiles. I know of one case where a negro farmer, a 1700d .re
spectable man, acquired a competence and bought land; an~ durmg 
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this period of prosperity he bought an automobile for himself and two 
for the members of his family; three automobiles in that family. 

There were other cases where both negroes and white men, who had 
farms and raised long stap.le cotton in the delta country of Mississippi, 
for which they received high premiums, went heavily in debt in pur
chasing additIonal land. They raise long staple cotton in the delta 
counties of Mississippi, and in Arizona and California, where they 
irrigate. Often a man who had a farm of 250 acres, on which he 
raised a bale of cotton per acre, selling at, say, $500 a bale, would 
look around to see if he could get more land, and if he could he would 
make a payment down and sign notes for deferred payments on his 
land. There was a great deal of trading in land not only in the South, 
but also in Iowa and other Western States. 

But all this time there were 5,000,000 bales of unsold cotton hang
ing over the market. 

In the spring of 1919 there was a movement to curtail the cotton 
acreage. People were cautious then. It was right after the close of 
the war, and many felt that probab~y .a react.ion was coming ~ the 
fall of that year. I recall an asSOCIatIOn which was formed In the 
South, the American Cotton Association, in the spring of 1919, and 
many of the best people of the South were and are connected with 
that organization; there were State and county organizations, all 
over the cotton-growing States; This undertook to effect a -reduc
tion in cotton acreage and held manv meetings and discussed the 
matter in various locUlities.Some success attended their efforts, but 
nevertheless a good acreage was put-in cotton. -

In the spring of 1920, although the quotations for the higher gradlis 
of cotton were sa.tisfactory, and other grades could be sold at adis:
count, there wasn't any snap to the market. The quotations were 
there all right, but ifa man would offer very much at anyone time he 
was apt to find he could not make a sale Unless he would make con
cessions. Some of the low grades could hardly be sold at any price. 

In the meanwhile the season was propitious. The August state
ment of the Department of Agriculture indicated ayield'-:"if I remem
ber correctly-'-of 12,500,000 Dales, and the-actual outturn of the 1920 
crop, as since reported by the Department of Agriculture, was greater, 
13,365,000. -

Meanwhile economic and financial conditions in Europe and in 
Great Britain, especially, were not satisfactory. Europe had its 
troubles of various kinds-political, economic, and financiaL My 
recollection is that in England there was a very serious coal strike; 
a strike which threatened to tie up all the transportation lines on two 
different occasions. And the depression in Great Britain has been
even more pronounced than has been the depression in this country. 
And it began to be noticed that our exports were falling off. Then, 
as I have already stated, all the indications were, in the o:pinion of 
students of economics, that we were in for a period of reactIOn; that 
the reaction which many anticipated in 1919 was merely postponed, 
and was due to come with greater force in 1920. 

I am going into these things :particularly, because I want to explain 
exactly what the board's positIon was with respect to cotton. 

Personally, I had an additional responsibility. As I said this 
morning, I am the only member of the Federal Reserve Board from 
the cotton section; and members have always shown me the courtesy 
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of being guided largely by my views on credits based Qn CQttQn. I 
want to. rereat what I said this mQrning, that all my material and 
sentimenta interests are decidedly with the CQttQn farmer; if there 
was anything I CQuld have dQne to. strain a PQint persQnally, Qr any
thing I CQuld legitimately have dQne Qfficiilly to. have helped the 
CQttQn farmer Qut, I WQuld have dQne SQ. But the situatiQn, as I 
saw it in the spring Qf 1920, was that CQttQn was in fQr a tumble. 

There was this unsQld stQck held back, largely Qf IQW grades and 
unsalable grades, which had fDrmerly been sent to. Germany to. be 
wDrked Qut, and as it turned out the tQtal supply Qf American CQttQn 
in the fall Qf 1920 was between 17,000,000 and 18,000,000 bales; 
4,000,000 Qr 5,000,000 bales held Dver of the Qld crQP and 13,000,000 
bales Qf the new crQP; and the Qnly thing to. IQQk fQrward to. was the 
American and Canadian consumptiQn, which began to. shQW signs 
of falling Qff, and the diminishing eXPQrts to. Great Britain and the 
Orient. There was little hQpe in the EurDpean demand. 

I am bringing this Dut because I shall speak of present prQspects 
in a mQment. I want to. ShDW statistically what the situatiQn was 
lasyear. . 

We had already had the slump in silk, and had seen the WQQI 
market go. dQwn until WQQI was nQt salable at any price. We CQuld 
nQt see hQw, with thQse Qther two. great textiles slumping as they 
did, wi~h the demand fQr CQttQn gQQds falling off, with the expDrts 
falling Dff, anything CQuld be dQne to. sustain the price 'Qf the Dther 
great textile, cDtton . 

. I have explained to. this cQmmissiQn already the banking cDnsidera
tions invQlved, and the duty Df the banker, and so. on, and I will nDt 
go. into. that again. But I want to. tell yQU what PQlicy we tried to. 
pursue. We felt that that CQttDn situatiQn was fraught with great 
danger. Even handled to. the best advantage, it WQuld undDubtedly 
be very seriQus. We felt that it WQuld be absDlutely futile, even if 
we had any legal pDwer to. do. it, to. attempt to. thrQW the reSQurces 
Qf the Federal reserve system back of the CQttDn situatiQn and to. 
attempt to. hQld up prices.' 

As I have already stated, the Federal Reserve System can make 
advances only through member banks. In other words,' there must 
be a member bank to. initiate a IQan. SDme o.f the banks were afraid 
of cDnditiQns, and WQuld nQt make extensive cDttQn IQans; Qther 
banks had CQttQn IDans and were afraid to. take Qn mQre. 

No.w, if the Federal Reserve BQard had issued encDuragID,g state
ments and manifests advising "HQld Qn to. yQur cQttQn; It is gQing 
up," when we did nQt think it was gQing up, Qr that it CQuld advance, 
we WQuld nQt Qnly have been dealing in f81sehQQds, in thQse circum
stances, but we WQuld have been a party to. an attempt to. keep UJ> 
a fancied security, and many might have been lulled into. a feelim!: Qf 
security, and WQuld immediately have tried to. secure IQans, thus 
having a burden Qf debt Qver them, while the actual mQvement Qf 
CQttQn WQuld nQt have been accelerated, and when the crash came it 
WQuld have invQlved the banks just as the Cuban banks were invDlved 
in the sugar slump. ' 

It was a situatiQn which seemed to. me to. call fDr silence. I did nQt 
want to. talk CQttQn at all. I was invited to. a cDnference Qn the cDttQn 
situatiQn in MQntgDmery, Ala., in April, 1920. I CQuld nQt go. fQr SQme 
reaSQn Qr other, but I sent dDwn a thesis on the subject of the orderly 
marketing of cottQn. 
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Now, Mr. Chairman, I desire to read some correspondence which 
I had with Mr. J. S. Wannamaker, a banker, and also president of the 
American Cotton Association. He is a man who exerts a large 
influence in the South, because his organization has ramifications all 
-over the South. I wrote to him very frankly and confidentially. I do 
not know that he ever availed himself of any of the advice I gave him, 
nor have I ever seen any quotations from anything I said to him, 
but I felt I was going as far as I could, when I was communicating 
with the official head of a great organization of Southern people 
-engaged or inte~ested in the productiol!- of cotton, and tol~ J;rin.i ,!liat 
I thought of things. There was certainly no undue publiclty glven 
to my views, and no harm was done by my letters. 

I will not burden you with all of Mr. Wannamaker'sletters. Some 
-of you may have nad letters from him. They are frequently very 
long. 

Here is my letter to him of June 24, acknowledging receipt of his 
letter of the 21st instant. 

Representative TEN EYCK. What year j 
Gov. HARDING. 1920. [Reading:] . 

JUNE 24, 1920. 
DEAR MR. WANNAMAKER: I have received and carefully considered your letter of 

the 21st instant. There is no doubt that the disposition of off-grade cotton is going to be 
.a serious problem and for some time past I have been giving this question a good deal 
-of thought and study. Of course, the solution lies in opening uy central European 
markets, which I think can be done only by the extension of credits longer than usual 
~ommercial credits . 

. The first Federal foreign banking IISSOciation has 'recently been organized and is 
now ready for business. Mr. A. H. Titus is president, and its offices are located at 40 
Wall Street, New York City. This corporation was organized under the terms of the 
Edge Act, and I ·would suggest that you communicate with them and draw them out 
in the m~tter of financing, say, 10,000 bales, to Germany, Austria, and Poland. 

I hope that you will drop in to see me the next time you come to Washington, and 
.am, With kind regards, 

Sincerely, yours, 
--.----. 

Mr. J. S. WANNAMAKER, 
President AJn6Tican Cotton Association, St. Matthews, S. C. 

That association has a small caJ>ital and does a conservative and 
(!omparatively small business; I did not think it could do very much 
in tlie matter, but I did not know but· that it might take on a small 
amount and show how the business could be done .. 

I got a letter from Mr. Wannamaker on June 28, 1920, in which 
he says [reading]: . . 

Through investigations made abroad, we find that there will be no:trouble whatever 
1;0 sell the cotton, the only trouble being finances for moving it. If we can market 
-this cotton it will prove a wonderful relief and protection .to the producers and our 
·entire banking system,. 

There are two or three pages of this letter. 
Now, under date of July 3,1920, I wrote to him as follows [reading]: 

DEAR MR. WANNAMAKER: In reply to your letter of June 28 I would' state that I, 
have a very close friena who is now abroad and who told me before leaving that he 
would pay particular attention to the matter of selling cotton to Germany, German 
Austria, Poland, and Czechoslovakia. It will be several weeks, however, before he 
l'eturns, and until he gets back I am afraid I will not have any constructive suggestion 
1;0 offer. ' 

The new crop is beginning to appear in Texas and I presume that in Georgia and 
South Carolina it will be in evidence in the course of the next five weeks. It seems 
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to me that fa~ers having low grades on ~and ~l have to sell some !Jf their new high
grade cotton In order to put t4emselves In pOSltion to hold onto thell' low grades until 
there is a market for them. ' 

With assurances of my sympathetic interest in the problems which are confronting 
you, I am, ' 

Sincerely, yours, 

Mr. J. S. WANNAMAKER, St. Matthew8, S. C. 

Senator HARRISON. What was he trying·to get you to do; what was 
the occasion of his writing to you ¥ 

Gov. HARDING. Well, lie used to write to me every few days with
out any particular occasion. I do not want to burden this commis
sion witli reading all of his letters. I will be very glad to read them 
if you want to hear them. 

Then he wrote me a letter on July 9, 1920, and I acknowledged it 
on July 12, 1920. [Reading:] 

'DEAR MR. WAN'NAYAKER:I have your letter of.the 9th instant and am sorry to say 
that I can not see any very bright prospects ahead for the cotton producers. The low 
wades are going to be hard to sell, and should it be deemed wise to nurse them along 
It may be necess~ for the growers to sell rather liberally of their higher grades in 
order to be in position to hold the lower. The situation ahead of the cotton belt this 
fall is what I expected it would be last winter when in the spring of 1919 I was alivo
cating the organization of a great southern cotton export finance corporation. By 
some means or other cotton exports were financed last season, but the outlook this 
year is by no means so good. 

Very truly, yours, 

Mr. J. S. WANNAMAKER, St. Matthew8, S. C. 

Now, here is another letter that he wrote me on July 9, 1920, as 
follows [reading]: 

My DEAR Gov. HARDING: I am extremely anxious to have you deliver an address 
before a mass meeting of the farmers, merchants, bankers, business and professional 
men, to be held in Columbia, S. C., on AugllBt 18. This meeting will be one of the 
most important and largely attended that we have ever held in this State. People 
are intensely interested concerning finances and financial affairs and the request 
that we invite you to address this meeting comes from every section of the State and 
from every line of industry named above. 

I sincerely hope that you will accept this invitation. Use your own discretion as 
to the subject of your address. , This address will prove of great benefit and will 
receive marked attention not only of the people of Our State but by the cotton
producing indllBtry of the entire South, who feel greatly concerned over existing 
conditions and who feel that relief will come through the great Federal reserve banking 
system, and I know that if it is possible to render the service that this relief will come 
through your own l!'<?od self. 

Assuring you of highest personal regards, I am, 
Very sincerely, ' 

J, S. WANNAMAKER, President. 

I acknowledged receipt of that letter on July 12, 1920, as follows 
[reading] : ' 

DEAR MR. WANNAMAKER: I have your letter of the 9th instant, inviting me to 
deliver an address before a meeting of farmers, merchants, bankers, and business men 
to be held in Columbia, S. C., on AugIlBt 18. I re!ITet very much that I can not accept 
your invitation, as one or two of the members of the board will be away on their vaca
tions at that time and it will be necessary for the rest of IlB to remain in Washington 
in order to maintain a quorum of the board. 

Have you considered extending an invitation to any of the Federal reserve bank 
of Richmond? 

Sincerely, yours, '------
Mr. J. S. WANNAMAKER, 

President American Cotton A8sociation, St. Matthews, S. C. 
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Here is a letter I wrote in July, 1920. I want to call the com
mission's attention to the fact that the highest price cotton ever 
reached in over 5('Lyears was reached on Jury 23, 1920. Of course 
that was the New York cotton exchange price quotation, 43.75 cents: 

I wrote Mr. Wannamaker under date of July 21, 1920, as follows 
[reading]: . 

DEAR MR. WANNAMAKER: I have received your letter of the 17th instant ~th 
inclosures, 'which I have read and return herewith as requested. 

Sever&! days &go I received a latter from the Acting Secretary of Agriculture calling 
attention to the pressure of low-grade cottons upon the market and stating that &gents 
of the department had been advised that the impression is prevailing that the Federal 
Reserve Board had instructed member banks to make no loans on cotton except 
Itlch as had actually been Bold and was in the process of transportation. I inclose for 
your information a copy of the board's reply. 

This is a copy of the letter which I inclosed to Mr. Wannamaker, 
addressed to Hon. E. D. Ball, Acting Secretary of Agriculture. This 
letter is dated July 16, 1920. [Reading:] 

DEAR SIR: I acknowledge receipt of your letter of the 14th instant in which you 
refer to the pressure on southern markets of large stocks of low-grade cotton. 

This is dated July 16, 1~20. I am not telling you her~ to-day_ <!f 
new matters, but I am tellmg you what I wrote at that tlIDe. This 
was written more than a year ago, July 1&, 1920. The letter pro-
ceeds (continuing reading) : . 

You say: "It was stated to a representative of this department that the Federal 
Reserve Board has issued instructions to member banks not to make loans on cotton 
unless shipping instructions therefor were shown the bank-in other words, that mem
ber banks were forbidden to finance cotton unless it had been already sold for prompt 
shipment. " . 

The Federal Reserve Board has issued no such instructions. It. has no power to 
require member banks to make or refuse any loans which they may wish to make. 
Member banks are required only to live up to the requirements of section 19 of the 
Federal reserve act relating to reserves, and the national banks can en~ in all 
transactions Which are permitted under the Revised Statutes of the Umted States 
and of section 13 of the Federal reserve act. State banks which are members retain, 
under the. provisions of section 9 of the Federal reserve act, all of the powers derived 
from their State charters and continue to be subject to the supervision of their respec-
tive State banking departments. ' . 

The board has not been advised of any circulars issued by the Federal reserve banks 
in the cotton-growing districts giving advice to member banks as to what loans they 
should make or decline to make, and the board would request that you ask your 
representative Who has given you the information conveyed in your letter to me to 
transIuit any such circular, if any are in existence, or else to state how he received 
his information as to the alleged advice to member banks. Perhaps some· confusion 
has arisen as to the distinction between loans on cotton and domestic acceptances 
against staples in warehouses. 

The board did rule sever&! months &go that member banks could not accept a"ooainet 
warehouse receipts in cases where no immediate sale was contemplated. The law per
mits member banks to accept drafts and bills of exchange" growmg out of transactions 
involving the importation or exportation of goods, or which grow out of transactions 
involving the domestic shifment of goods, provided shipping documents are attached 
at the time of acceptance,' etc. 

In order to facilitate the financing of this year's crops, the board requested Congress 
early in the year-

Now, we saw this thing coming and did not lose any opportunity. 
to protect it if we could. [Continuing reading:1 
the board requested Congress early in the year to amend section 5200 of the Revised 
Statutes. This section originally. restricted loans by a national bank to anyone 
individual, fum, or corporation to an amount not exceeding 10 per cent of the bank's 
capital and surplus. Congre88, however, acted upon the suggestion of the board, and 
section 5200 as amended now provides that for a period of 6 months out of any con-
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secutive 12 months a national bank may lend to an individual, firm, or corporation 
up to 25 per cent of its capital and surplus where loans in excess of the regular 10 per 
cent limitation are secured by warehouse receipts for readily marketable staples. 

In all of the criticism of the Federal Reserve Board and myself, 
personally, I have not seen anything about the real facts. There lias 
been a great deal of talk about tills and that, but none of these 
critics has had decency enough to present these facts. Here is some
thing we did, and I have no doubt It had something to do with aiding 
the situation. The board foresaw this depression coming and sent a 
bill up here to Congress and asked Congress to pass it, and Congress 
did pass it. I think some of our critics ought to mention these things. 
[Continuing reading:] 

The accumulation of low-grade cotton is due in part to the difficulty in making 
financial arrangements necessary to sell it to mills in the central European countries 
which have always been the principal consumers of low-grade cottons. The membe; 
banks in the South no doubt feel reluctant to carry too large a volume of loans on 
collateral which is not readily salable. 

This is to the Acting Secretary of Agriculture. [Continuing 
reading:] 

You say that "prior ,to the enactment of the Federal reserve act there were inde
pendent banks in the cotton belt which made it a practice' to lend on cotton as 
collateral" and that "most or these banks are now members of the Federal reserve 
system, and their policy as to loans is largely determined by regulations of the Federal 
Reserve Board." As a result of the changes in the banking law made by tbe Federal 
reserve act, the lending power of all banks has greatly increased since 1914. 

I have read to you atable showing how the discounts had increased. 
[Continuing reading:] . 

The banks in the cotton belt, in cases where they are not over loaned in other 
directions, can make much larger loans on cotton this fall than ever before, To What 
extent, however, these banks will be able to rediscount at the Federal reserve banks I 
am unable to say. Section 4 of the Federal reserve act requires the board of directors 
of a Federal reserve bank to administer the affairs of the bank' 'fairly and impartially 
and without discrimination in favor of or against any member bank or banks" and that 
said board' 'shall, subject to the provisions of law and the orders of the Federal Reserve 
Board, extend to eacli member bank such discounts, advanCements, and acco=oda
tions as may be safely and reasonably made with due regard for the claims and demands 
of other member banks." I feel sure, however, that the Federal reserve banks will 
do all that can reasonably be expected of them to aid in the orderly m.arketing or the 
cotton crop. 

Very truly. yours. 
, W. P. G. HARDING, Governor. 

Hon. E. D. BALL, ' 
Acting Secretary o/Agriculture. Washington. D. C. 

Now, I inclosed a copy of that letter to :Mr. Wannamaker when I 
wrote him under date of July 21', 1920, and I will now proceed with 
the reading of that letter. [Reading:] , 

As you know, the Federal reserve banks can not make loans direct to producers; 
they can only discount notes for member banks. The live-stock people and the wool
growers appear also to be badly in need of assistance, and it is the board's policy to do 
everything ,within reason to help them. It is manifestly impOBBible. however, for the 
banks of the Federal reserve system to enable producers of essential agricultural com
modities to hold back their entire product from the market. and even if it were prac
ticable to do so, it would be bad public policy. 

You do not want to be selling two crops when you should be selling 
only one. Here was the situation at that time. 'The new fall crop 
of cotton was coming on the market, so that instead of 13,000,000 
bales, there were 18,000,000 bales to be sold, and the market was very 



AGRICULTURAL INQUIRY. 399 

dull. That was the whole trouble. The inability of our country to 
send abroad the usual proportion of our staples and the inability to 
sell here broke the market. [Continuing reading:] 

The board went on record several years ago in favor of a policy looking toward the 
orderly marketing of crops, and it has adhered consistently to that position. 

Now, listen to this about the maximum price. fContinuing read-
ing:] ,. . 

I notice that current quotations for the better grades of cotton are about at the 
maximum. • 

Grades for which there is an active demand are more readily available as collateral 
at banks than those for which there is no market. 

Representative SUMNERS. What is the date of that ~ 
Gov. HARDING. July 21, 1920. 
Representative SUMNERS. What was the date of your letter to Mr. 

Wannamaker, approximately~ 
Gov. HARDING. I wrote to him very frequently. It is all shown in 

the record. May I finish this ~ . 
Represent~tive SUMNERS. Yes; I withdraw the question. 
Gov. HARDING. I do not want to miss the point liere. [Continuing 

reading:] 
As a rule the cotton produced by anyone farmer is not of uniform grade and in view 

of the difficulty of finding a sati~factory market for the low grades I would suggest that 
instead of relying upon the ability of banks to make loans of indefinite duration on the 
security of the low.grade and unsalable cotton it would be better policy for producers 
to sell the better grades for which there is a market

j 
thus placing themselves in position 

to hold the low grades until a market for them deve ops, without being dependent upon 
bank accommodations. 

I did not make this ,Public; I wrote this to the president of the 
American Cotton ASSOCIation to do what he pleased with it. I pre
sume he put it in his pocket; he did not act upon it. [Continuing 
reading:] . . 

The Federal Reserve Board appreciates the importance of fostering agriculture and 
will do all that it can consistently do to help the farmer-not only the cotton producer, 
but the cattle man, the woolgrower, and the wheat farmer-to market his product in an 
orderly manner without being forced to sacrifice the fruits of his labor; but in order 
to achieve the best results it is necessary that the board have cooperation all along the 
line-from the Federal reserve banks, from the member banks, and from the pro· 
ducers. 

It has never been possible to withbokl a great staple crop entirely from the market, 
and such action is not feasible now under the Federal reserve system, for the amount 
of money and credit involved is too great; but when a reasonable discretion is used 
in marketin~ our major crops it has always been found that the peak of the pressure 
comes early In the season and that the stringency is of short duration, for the amounts 
received from early sales liquidate indebtedness and tend to ease the situation so that 
the process of marketing may be continued over a period of months without bringing 
about aggravated financial conditions, which would inevitably depress instead of 
enhance the market value of the staples. 

I h?J?e, thE!l'efore, that you will urge your friends to sell their better grades at the 
prevailing pnces. 

It was at the top right then, and it did not go down to 25 cents 
until the 1st of October, as you will see by . the chart presented. 
They had until the 1st of October to get better than 25 cents a pound 
for their middling cotton. [Continuing reading:] , 

Thus putting themselves in position to hold their low grades with the minimum of 
assistance from banks instead of using the high grade cotton as a basis for loans. An 
overextended banking situation in the South, particularly in view of general condi" 
tions throughout the country and in Europe, woul~ be very dangerous and would, 
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in my opinion, inevitably lower the price level for agricultural stapleR held back as a 
baBis for loans. . 

I would suggest further that it would be advisable for representatives of cotton 
producers to discuss the situation with bankers throughout the cotton belt and throu\\"h 
them keep in touch with the Federal reserve banks of Richmond, Atlanta, St. LoUls, 
and Dallas. The Federal Reserve Board is authorized to determine or define the 
character of parer eligible for discount within the meaning of the Federal reserve act 
and has genera supervisory powers over the Federal reserve banks, but the' routine 
work of a Federal reserve bank and the power to pass upon the paper offered it for 
discount is under the supervision and control of" the board of directors of the reserve 
bank, who are charged under the law with the performance of the duties usually ap~ 
pertaining to the office of directors of banking associations. 

Representative TEN EYCK. Rave you any way, Governor, of know
ing how much of the better grades of cotton were sold between the 
date of that letter and the date in October when it went down to 
25 cents ~ 

Gov. HARDING. I do not know. I only know of specific cases 
where cotton was held. I seriously thought of going to the convention 
and of making that kind of talk to those m attendance. But if I had 
done that, they would immediately have said that I was trying to 
break the price of cotton, if I made any public utterance' on that 
matter, and, therefore, I thought the better thing for me to do was to 
write in this way to the j>resident of the association, getting the 
information to him, and having him use it in a way that would 
benefit the members, and in that way it would come quietly from 
inside the cotton growers' organization. . 

Representative TEN EYCK. Were there any other statements or 
speeches made about that time on the subject ~ 

Gov. HARDING. I do not know of any other statements that were 
made advising the farmer to sell his cotton. Other statements were 
urging him to hold and telling him cotton would go to 50 or 60 cents 
a pound. 

Senator HARRISON. Not all of them. 
Gov. HARDING. No; many of them-not all of them. Bear in 

mind this, also: The farmer found after he got done buying some 
things he had to have, he did not have any money left. The price of 
(lotton, relatively, was not high enough. 

Representative TEN EYCK. I wonder whether anybody had the 
nerve to get out and tell them what they thought. -

Gov. HARDING. I would have told them that. I never have found 
myself yet in a position where I was afraid to tell what was on my 
mmd. But I restrained myself, because I doubted whether it was 
good policy to talk. 

Representative TEN EYCK. You have a dual capacity ~ 
. Gov. HARDING. I am not a talkative man; I do not talk unless I 

am obliged to talk. I usually sit in my office and do some thinking 
,and reading. 

Now, on July 25, 1920, Mr. Wannamaker wrote me as follows 
[reading]: 

My DEAR Gov. HARDING~ I have read your several letters with great interest and 
wish to assure you that I appreciate the same very much. 

Then he ~oes on to tell me that he has been sick, and then con-
tinues [contmuing reading]: • 

I am very anxious to release to the press throughout the South, and also to the 
Northern press, something hlom you concerning credits on cotton, either the letter 
you wrote on this or a special letter prepared for publication. If you have the time 
to prepare a special letter it would answer the purpose much better, when you under-
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stand the facts. Certain paople are conducting a tremendous campaign forthe pur
pose of destroying the confidence of the producer and friendly allied business interest 
1D their ability to market their cotton crop this fall, based upon supply and demand. 
They insist that credits will be absolutely lacking; in fact, they have conducted this 
campaign to su~h an exten~ that a tremendous amount of cot.ton has ~een already sold 
here for fall delIvery at pnces far below the cost of production. It IS conservatively 
estimated that from two and a half to three millioJ;l bales of cotton have been sold for 
September and October delivery at from 33 to 35 cents per pound, basis middling. 
Our committee on the cost of production is composed of some of the most able econo
mists in the country; they infonn me that the present cotton crop will be the most 
costly ever produced. and while of coqrse they can not issue an intelligent statement 
on the cost 01 production until the harvesting time, at the same time there is no scintilla 
of doubt as to the enonnous cost of production. The labor question is quite serious, 
both on account of the shortage of competent labor and the high price demanded for 
same. By reason of the fact that the markets for off grade cotton IS practically sealed 
up and also due to the fact that the New York bears continue to control the New York 
exchange market, running it up and down at their own sweet will, usuall, keepin~ 
the price of spot cotton from 800 to 1,000 points above futures, is all adding to the 
alann of the producer and inducing the sale of cotton at far below the cost of produc
tion. Merchants and bankers are becoming alarmed; they fear a repetition of 1914. 

In talks with many friends they do not hesitate to state that they know they are 
selling cotton below the cost of production and that the world is in need of 15,000,000 
bales of American cotton, but at the same time they are convinced that there will be 
absolutely no credit extended for the carrying of cotton this fall and that we will be 
absolutely at the mercy of the bear gamblers and that self-preservation is the first law 
of nature and for this reason they are attempting to protect themselves to some extent 
by selling cotton while they have an opportunity to do so, as they are convinced that 
on account of the withdrawal of credits we are almost facing a repetition of 1914.. As 
to this, it is, of course, absolutely farcical. I have t<Hiay a letter from Dr. Todd, 
who is recognized as one of the foremost English economists and he frankly and bluntly 
states that there will be a need of 15,000,000 bales of American cotton from the growing 
crop. This estimate is confinned by many leading economists. 

Now, here is a long letter which tells me about the desperate need 
for cotton in Germany, Austria, Poland, and Czechoslovakia, and so 
on. There are about 10 pages of this, and I will not take the time of 
the commission with it. . 

On July 28, 1920, Mr. Wannamaker wrote me, after I had written 
him that I could not come to Columbia on August 18. I want to read 
this to show you how sentiment can change, even in the South, as in 
any other section. [Reading:] . 

My DEAR Gov. HA.RDn~G: It i~ of course a great disappointment to me and your 
many other friends, both bankers, merchants, and producers, that you can not be with 
us on August 18, and we are so extremely anxious to have you fill the engagement that 
if you find it impossible to be with ueon the date named we will gladly makea cbange 
in this date. The people hold the most profound regard for you as a man and appre
ciate most deeply the great service you are rendering to the South and to the Nation, 
and will be more influenced and gnided by your advice than by the advice of any 
other man that we can secure. . 

It will be a distinct disappointment to me personally if you can not fill this engage
ment. I am finnly convinced that as the result of your filling this engagement it will 
promote the interest of the great Federal reserve system, one of the greatest pieces of 
constructive legislation ever put on the statute books, this being fully demonstrated 
by the remarkable service performed during the war. Personally, I believe if it had 
not heen for the Federal reserve banking system that the length of the war would have 
been greatly extended and the result might have been far different and there is every 
possibility that the financial effect upon the Nation and the world would have been 
most disastrous. 

I am extremely anxious to have you fill this engagement on account of the Federal 
Reserve system and on account of the American Cotton Association, the economic 
handling and marketing of American cotton and the placing of the agricultural interests 
of the ~outh upon a business basis .. I sincerely hope that you can reconsider your 
decision in this matter and comply with our request. 

Please let me hear from you. 
AssurinE you of highest personal regards, I am, 

Very sincerely, J. S. W~NNAHAKER, President. 
58589-21-PT 13--26 
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That was written on July 28, 1920. 
I wrote Mr. Wannamaker on July 30, 1920, as follows [reading]: 

My DEAR MR. WANNAMAKER: I have received your se';'eralletters of recent date. 
Pe~nally: I would like very much to go to Columbia and address your meeting, and 
while I IIllg'ht be able to arrange to go there on the 18th of August, I am wondering 
whether an address by me at this time would be of any real benefit. I could not of 
course, make insincere statements and I am by no means sure that what I would'be 
obliged to say would be well received or that the present is an opportune time for me 
to discuss any question except from purely a banking standpoint. Sometimes, as' 
you know, silence is golden, and this may be the case at present. 

However, I will think the matter over very carefully and will write yoU: definitely 
some time next week. 

With kind regards; I am, 
Sincerely, yours, 

W. P. G. HARDING. 

Now, 'here is a letter whichl wrote to Mr. Wannamaker on August 
4, 1920 [reading]: 

DEAR MR. WANNAMAKER: When I wrote you last, I stated I would let you hear 
definitely from me some time this week as to whether I could attend your meeting in 
Columbia on the 18th instant. I regret very much that it will be impossible for me
to leave here at that time and with the pressure of work ahead of us, I do not feel safe' 
in suggesting any other date. 

I have carefully considered your suggestion that I prepare some statement for the
press on the cotton situation but have reached the conclusion that it would be unwise' 
to do so. I am inclosing for your information copy of a letter which I wrote to-day to
Mr. Joseph O. Thompson, general manager Alabama section, American Cotton ABso
ciation, which relates to the board's ruling as to the eligibility of factors' paper. 

I am leaving to-morrow for Atlanta on a flying trip and will discuss the cotton 
situation with the directors of the Federal reserve bank there on Friday, but I will 
be obliged to be back in Washington on next Monday morning. I would suggest that 
if you can you go to Richmond and confer with the officers of the Federal reserve 
bank there in order that you may have a definite understanding as to the policy of' 
the bank in the matter of cotton loans. The four banks in the cotton-growing dis
tricts are all rediscounting heavily with other Federal reserve banks and the aggre
gate of rediscounts by these four banks with other Federal reserve banks is more than 
$100,000,000. The board has received assurances from all of them that it is their 
intention to do all they can under the terms of the Federal reserve act and with. 
reasonable regard for safety to facilitate the movement of the cotton crop. 

I t seems to me that among the adverse conditions in the cotton market just now are 
the following: (1) The Government report indicating a yield of about 12,500,000 bales, 
(2) Bolshevik invasion of Poland, (3) adverse exchange conditions in England and on 
the continent, (4) slowing down of the textile industry, and (5) the slump in silk and 
wool. . 

If I were to make a comprehensive statement or address I would be obliged to refer 
to these conditions and I do not know of any favorable factors with which to offset 
them, exce-pt the theoretical world shortage of cotton. I do not want to say anything 
that would mterfere with the efforts you are making or to scare anyone, and therefore, 
I think the best thing for me to do at the present juncture is to keep quiet. 

Sincerely, yours, . 
W. P. G. HARDING. 

I received a reply to that letter, saying [reading]: 
My DEAR Gov. HARDING: I have read your three letters with much interest. 
I sincerely hop-e that you can find that y~u will be able to be with ~ on Au~t.18. 

It is barely pOSBlble that we may change this date to a few days later; if so, I willlDl
mediately notify you. 

I feel convinced that your address will bring much benefit, and many friends are 
persistently urging us to use every effort in our power to induce you to be present at 
that time. 

Please let me hear from you as soon as possible. • 
Assuring you of highest personal regards, I am, 

Very sincerely, 
J. S, WANNAMAKER, PreBident. 
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I sent a. telegra.m on August 24, 1920-1 sent two telegrams, but 1 
will read the shorter one firSt. They were having their meeting of the 
cotton association at Columbia, S. C., at that time. [Reading:] 
1. S. WANNAMAKER, 

Prerident American Cotron ABBociation, 
IAberty National BanJc Building, Columbia, S. C.: 

In order that rou may be fully informed of the extent of the assistance rendered by 
other sections a the country to the cotton-growing regions, would state that the Fed
eral reserve banks of Boston, New York, and Cleveland, have under discount to-day 
for the Federal reserve banks of Ricl'unond, Atlanta, St. Louis, and Dallas paper 
amounting to $120,000,000. . . 

I will state that at the peak of the strain last winter the Federal 
reserve bank had discounted for its member banks in North Carolina 
and South Carolina approximately 500 per cent of the basic line of the 
borrowing banks in those States, an amount aggregating $58,000,000, 
which is only $1,000,000 less than all the banks had rediscounted at 
a period in August, 1907, just before the panic of that year. I hav:e 
the det!liled list he~e .showing the adva~ces made t? the various 
banks, If the COmmlss!on desrres to see It. These dIscounts were 
given to the member banks, and it was the business of the member 
banks as to. what they did with it; they treated the individual cases. 
But we did everything we could do to help out the situation. 

I want to read you my statement to Mr. Wannamaker. 1 finally 
yielded to Mr. Wannamaker's urgent request and sent him a state-' 
ment by telegraph. Here is.his telegram to me [reading]: 
W. P. G. HARDING, . 

Governor Federal Reserve BOQl'd, Washington, D. C. 
All buyers have withdrawn from cotton market. Manufacturers Claim can not sell 

manufactured product. Combination beating down price and floating South with 
bear propaganda urging sell cotton and insisting Federal Reserve will only extend 
credits for harvesting of crops, but will not permit warehousing of same, and holding 
until there is legitimate demand from manufacturer above cost of production. This 
is most costly crop ever produced, and if South unable to secure finances enabling 
them to warehouse cotton, but is forced to sell regardless of price, then we are facing 
calamity which will bring serious conditions not only to producer but to every legiti
mate line of cotton industry, and this in face of acknowledged fact that world is in 
need of enormous increase in raw cotton production-

He overlooks the distinction between need, and demand, you see. 
[Continuing reading:] 
and that, blll'ed upon supply and demand, producer entitled to price above 
cost of production. Every State in cotton. belt holding convention. Beg you 
telegraph me prior to convention to-morrow, Wednesday, in Columbia, which 
convention wiil be attended by representatives of agricultural and commercial 
interests of various cotton-producing States, acceptances to invitations showing 
attendance of three to fiVe thousand, that Federal Reserve will extend· necessary 
credits to enable producer to harvest his crop and warehouse same until there is 
legitimate demand. from manufacturer above cost· of production so that he will 
not be forced to sacriflce bis cotton. Bears insist that statement issued that Federal 
Reserve will furnish credits for proper marketing of crops means that cotton must be 
immediately placed upon market after ginning, regardless of price, and not put in 
warehouse. Such coilstruction of position of Federal Reserve absolutely unthink
able. I beg you issue statement clarifyingaituation and telegraph me fully, per
mitting the reading of your telegram to convention assembled. Answer care Ameri
can Cotton Association, Liberty National Building, Columbia, S. C. This of vital 
importance to entire agricultural and commercial life of South. 

. 1. S. WANNAMAKER, 
President American Cotton Association. 
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I will show presently that the cost of production was estimated to 
be at least 32 cents a pound, and this telegram strongly urged the 
Federal Reserve Board to make a public statement that producers 
would be financed to hold their cotton in warehouses until the manu
facturer would pay a price above the cost of production. 

Now, in the face of these facts-you understand, my sympathies 
were with them, but I am trying to inform this commission of this 
very acute problem that was put up to us, and ask you how you would 
have handled it if you had been in our situation. I will show you 
how we did handle it. I don't know whether you approve of it, or 
-not. But there is our statement. 

He says, "Bears insist that statement issued that Federal Reserve 
will furnish credits for proper marketing of crops means that cotton 
must be iIrimediately placed upon market after ginning, regardless of 
price, and not put in warehouse." 

The Federal Reserve Board had issued no such statement as that; 
we had not issued any statement; we were very careful. I am going 
to reaeJ. our telegram now. Of course, you will admit that the Federal 
Reserve Board could not have made the statement desired; it would 
have related to matters beyond our control. I have already ex
plained to you that we could not make any advances to anybody, 
except to member banks. 
, Now, the conditions referred in Mr. Wannamaker's telegram were 
not calculated to inspire confidence in the cotton situation. If the 
Federal Reserve Board had come out and urged all banks to loan, 
say, 80 per cent of the market value of cotton, some banks would 
,possibly have done so, but others would not have. That would 
have meant advisina loans on the basis of 32 or 33 cents a pound. 
Unless there could tave been' created a demand for it, the cotton 
would have been on hand. The cotton would have been in ware
house, it could not have been hidden, it would have been "in sight" 
and the position would have been very vulnerable from a market 
standpoint. It was a very acute situation. 

If, on the other hand, the Federal Reserve Board had responded 
and said that we felt it safe for all banks to make advances on cotton 
on the basis of 10 or 15 cents a pound, you can see what would have 
happened; quotations would have immediately declined, and the 
Federal Reserve Board would have been blamed for it. 

In response to Mr. Wannamaker's telegram, I got consent from 
my colleagues to send this reply, which was the best I could do 
[reading]: ' 
J. S. WANNAMAKER, 

President American Cotton Association, 
Liberty National Bank Building, Columbia, S. C. 

Answering your telegram, would state that policy of Federal reserve banks for many 
months past has been so shaped as to enable them to render all reasonable assistance 
to member banks in facilitating processes of production and orderly distribution of 
essential commodities, including products of mines and factories as well as farms. 
Crop movement is a seasonal one and in its early stages requires large additional 
credits. Federal reserve banks are prepared to meet all legitimate demands made 
upon them by member banks for moving the crops, but your attention is called to 
the fact that under the law Federal reserve banks can not make direct loans. They 
can only rediscount for member banks, which institutions are obliged to observe the 
limitations prescribed by law upon their loans. Growers and distributors of agri
cultural products usually have no broad financial connections and are obliged to 
depend for accommodations upon local banks. Consequently, notwithstanding the 
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lesire to respond fully to needs of farmers l member banks frequently find it impos
.ible to extend all accommodations desirea. Complaints are made by wool growers 
and wheat farmers as well as by cotton men of lack of ready markets and of insufficient 
transportation facilities. The board urges cooperation between banks and producers 
in order that burden of carrying crops awaiting transportation to market may be as 
evenly distributed as possible. 

If producers can mana!l'e to get along with reasonable advances awaiting actual 
sales and full returns, it 18 thought that the most pressing needs of farmers, can be 
provided for without exhausting credit facilities of local banks, which have their, 
legal limitations. Had interview yesterday with minister of Czechoslovakia, who 
etated that seasonal needs of mills 1D his country alone for cotton amount to. 700,000 
bales, but owing to depreciation in exchange and inability to ship gold it was impos
sible for mills to take anything like this amount of cotton unless nine months' credits 
are {>rovided. He stated that mills in his country will be able to pay for raw cotton 
furrushed them as soon as manufactured and sold, and expressed opinion that syn
dicate of mills and banks in his country, backed by guaranty of his Government, 
could give satisfactory assurance of payment at end of time specified. I anticipated 
present situation in spring of 1919 when I urged formation of large cotton . export 
corporation. Since then Congress has legislated, passing the Edge Act, under which 
these corporations can be formed under Federal charter. Central Europe has the 
spinning and weaving capacity, the'mills, and the labor, but lacks raw material. 
The South has the raw cotton. If corporation could be formed .under Edge Act, 
taking cotton in, payment for stock, there would be opportunity for direct dealings 
between southern producers and European mills. A movement of this kind would 
put new life in the market, for it would stimulate bUy'!-ng by domestic and British 
mills. The degree of risk appears to depend upon stability of governments in central 
Europe, and if capital which is not interested in cotton ~oring; does not care to 
assume this risk, it must be borne by producers themSelves If anything is to be done. , 
Do not think cotton situation can be improved by calamity talk, which can only 
lead to further depression, but believe it can be saved if there is inculcated a get
together spirit of courage, self-relianc~, and determination, followed by prompt action 
along practical and constructive lines. People who help themselves are assured of 
the most dependable and effective help. Courage breeds confidence, and nothing 
succeeds like success. 

W. P. G. HARDING. 

I received a letter from !fr. Wannamaker about this telegram, 
dated August 27, 1920. [Reading:] . 

My DEAR Gov. HARDING: It will be impossible for me to express my deep appre
ciation for the great service you have rendered, as the result of the telegram you sent 
to be used at the meeting of the South Carolina division of the American Cotton Asso
ciation in Columbia on the 25th instant. This meeting was attended by between' 
4,OLO and 5,000 farmers, merchants, bankers; business and professional men, and was 
not only one of the most largely attended but was one of the most successful meetings 
ever held in this State. The reading of your telegram was listened to with intense 
interest and it will carry with it a great influence. 

And then he proceeds to tell about another convention, and what 
he is doing, and comes back to the 40 cents a pound idea. 

Then, on August 31, 1920, he sent me a telegram about the Mont
gomery conference, saying there will be a large attandance, as 
follows [reading]: 
w. P. G. HARDING~ . 

Governor Federat Re8erve Board, Washington, D. C.: 
In addition to represe~tatives agricultural and commercial life entire South, have 

especially invited president each State bankers' association together with committee 
25 bankers. I beg you telegraph Federal reserve governors Richmond, Dallas, Atlanta, 
and St. Louis urging they attend conference Montgomery, September 1 to 3, or at least 
for September 3, on which date have arranged special conference on banking and 
financing; if they can not attend in person have them send representative. At your 
suggestion I invited all governors these districts, however, with exception Judge 
Ramsey, of Dallas. All other governors render various excuses why can not attend or 
send representatives. Am pressingly urged from leading men various sections South 
use every effort my power induce you attend convention to join in conference, deliver 
address; convinced your invitation governors will assure' their attendance; fully con-
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vinced their atteJ?dance together with yours will promote closer relationship between 
banks and reserve system and prove outstanding benefit entire agricultura.l and com
merciallife South. Leaving for Montgomery to-night. 

J. S. WANNAMAKER. 
Representative SUMNERS. Governor, have you a copy of your 

address on that occasion ~ 
Gov. HARDING. I did not go. There was nothing for me to talk 

about at that time. 
Here is a telegram I sent to Mr. Wannamaker at the Exchange 

Hotel, 'Montgomery, Ala., as follows [reading]: . 
J. S. WANNAMAKER, 

President, American Cotton Association, Exchange HoteZ, Montgomery, AZa. 
Your telegram 30th. For reasons stated in my letter and in view of necessity of 

my being in Washington, can not accept invitation to go to Montgomery. Am sure 
governors of banks mentioned attach due importance to conference but doubtless find 
pressure of business, which is always heavy at this time of the year, requires their 
presence at bank, and I do not believe I should urge them to attend conference. 

W. P. G. lIARDING. 

I will come to the resolutions adopted at that conference, and 
with your consent will read an extract from them. 

I would like to place in the record at this point a letter from 
Gov. Seay, governor of the Federal reserve Dank at Richmond, 
giving his correspondence at the same time with Mr. Wannamaker. 
That will throw light on what one of the Federal reserve banks 
was actually doing in the loaning of money to producers through 
member banks. 

The CHAIRMAN. Without objection, it may go in. 
(T~e correspondence referred to is as follows:) 

Hon. W. P. G. HARDING, 
Governor, Federal Reserve Board, Washington, D. C. 

SEPTEMBER 4, 1920. 

DEAR Gov. lIARDING: I have observed a report that the American Cotton Associa
tion, at its recent convention in Montgomery, appointed a large committee to wait 
upon you in behalf of "King Cotton." Thinkin(l' that it will be of interest to you and 
possibly helpful to be acquainted in advance WIth the position of President Wanna
maker, whose views were adopted by the convention, I am sending you a copy of a 
letter from him and my reply thereto. I also sent him, in partial answer, a copy of 
out last Monthly Letter, on page 1) of which we refer to this situation. 

Mr. Wannamaker takes the advanced view that cotton should go from the gins to 
the warehouse and, inferentially, be fed out at a price satisfactory to the growers, if 
not to others. If this theory were applied to all crops, a pretty state of affairs would 
prevail. . 

Mr. Wannamaker asked for a telegraphic statement from us giving a "clean cut" 
declaration of policy of the Federal reserve bank, which I declined, in diplomatic 
manner, to do. 

While the cotton crop is of tremendous importance to all interests in the South, and 
while it is, of course, entitled to every reasonable consideration, and even the most 
liberal treatment, it is nevertheless not sacred beyond other forms of agriculture and 
industry. . 

I am looking forward to conference with the board in October with great interest, 
having returned to the bank fully restored in vigor. With high regard, I am 

Sincerely, yours, . 
GEO. J. SEAY, Governor. 

SEPTEMBER 2, 1920. 
J. S. WANNAMAKER, 

President American Cotton Association, St. Mathews, S. C. 
My DEAR Sm: Ul?on return to the city after an extended vacation, I find your 

letter of the 30th ultlmo addressed to Mr. Peple, deputy governor. Mr. Peple is absent 
from the city on his vacation. Other important officers are absent from the city. 
It is not practicable for any officer of this bank to attend the cotton convention at 
Montgomery, September 13. 
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You are, doubtless, well acquainted with the general credit situation; which affects 
1l0t only cotton but every other industry and pursuit. The Federal reserve bank of 
Richmond is already lending to the banks of North and South CaroIina.-very largely. 
for crop raising purpDSeS---il relatively larger proportion of the resources of this bank 
than to any other member banks in the district. You are also doubtles.~ aware that 
this bank has loaned all of its available resources do.:wn to its legal reserves and that 
in addition, it is borrowing $25,000,000 from other reserve banks for the purpose of 
lending to its own member banks in this district. It has not only been liberal in its 
grant of credit to member banks, but it has met emergency demands from a very large 
number of its members who seemingly lacked the foresight to so conduct their affairs 
as to avoid exceBSive borrowing, thus helping to impose burdensome demands upon 
the general supply of credit. . . 

It will interest you to know that those Federal reserve banks from which this bank 
.Das borrowed in order to lend to its members have been authorized to charge a rate of 
7 per cent for such rediscounts. This bank has not, as yet, charged a rate above 6 per 
·cent to its members on commercial and agricultural paper,and by sympathetic coopera
tion with borrowing members, exercising a finn and benevolent discrimination in the 
grant of credit, it has been able to avoid, so far, the establishment of progressive dis
.count rates, which would have· fallen rather heavily upon those banks which were 
.called upon to a.ssist in crop raising. 

In general terms, it may be stated that the policy of this bank with respect to the 
marketing of cotton will be as liberal as its own resources and the general credit situa
tion will admit of. There are other crops and other industries which must have 
credit and support; otherwise, they would react strongly against cotton and the entire 
commercial Sltuation. This bank is compelled by law to maintain a position to not 
favor unduly or discriminate against any form of a~culture or industry, and it will 
meet the demands upon it, so far lIS its resources will enable it to do so, in a fair and 
·just and liberal and ,helpful spirit. 
, As you know from experience, this bank deals with its member banks according 
'.to their condition and circumstances, with which in general it is in close and. intimate 
touch. It is the purpose and endeavor to foster their busineBS and to lend to them to 
Jimit of prudence and safety whenever and wherever it is necessary for them to 
borrow from us to meet the reasonable demands of their customers. We believe that 
our member banks fully understand this, and we do not think that any sound or pru

.dent banker would have any disposition or occasion to find fault with our policy. 
I t is not practicable to expreBS the foregoing in a telegram, according to your request. 
Wishing you a helpful and successful conference, I am, 

Very truly, yours, 
GEO. J. SEAY, Governor. 

AMERICAN COTTON ASSOCIATION, 

:Mr. CRAS. A. PEPLE, . 
St. Matthew8, S. C., August SO, 1920. 

Deputy Governor, Federal Reserve Ban1c, Richmond, Va. 
My DEAR Ma. PEPLE: Your letter of AUgust 28. It will of course prove a distinct 

disappointment to the convention at Montgomery on'September 1-3 to learn that the 
'Richmond district will not be represented at this convention. Representatives of the 
agricultural and commercial life of every section of the 14 cotton-growing States will 
be present and we have extended special invitations to the presidents of the various 
State bankers' associations of each of these States to attend this conference, together 
with 25 representative bankers from each of the States, for the specific purpose of 
holding a joint conference with the representatives of the various Federal reserve 
banks of the South. At any time such a conference would prove beneficial, and 
especially so at this time. I note that you state: 

"It may interest you to know that very recently we held a conference with the 
.officers of a large number of our member banks by which the cotton situation in this 
district is to be handled. At this conference views were fully and freely exchanged. 
with reference to the method of assisting in the marketing of the crop and the credit 

.situation in this district. " 
I am glad to note .that the matter of marketing of the cotton croJl and the credit 

.situation in this district were fully diacUBBed, and, as I understand it, plans were 
adopted. I will appreciate it very much ifloU will kindlr. telegraph me concerning 
-the action that the Federal reserve bank 0 Richmond will adopt concerning loans 
-to be ~nted on cotton and what course they have decided to pursue on the credit 
·situation in your district. 

Cotton is selling far below the cost of production. The markets of central Europe 
are entirely closed and these markets were formerly our best customers, especially 
Jor low-grade cotton. Based upon the estimate of the United States Agricultural 
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Department and also based upon' the estimate on the cost of production, as shown 
by our special committee, it IS absolutely impossible to sell cotton to-day, even of 
the very ,best grade, without a very serious loss to the producer, regardless of the 
fact that we are face to face with an enormous increased demand for cotton and face 
to face with the fact that the manufacturers have accumulated enormous earnings 
u:(lon the manufactured product. Under these conditions, I'feel that you will agree 
WIth us that it is absolutely necessary to warehouse cotton and hold same, stretching 
the sale of the cotton over a sufficient period so that it will only be sold when there 
is a legitimate demand from the manufacturer at a price suffiCIently above the cost 
of production to bring to the producer a reasonable profit; that it would be suicidal 
to sell cotton to the gamblers and manipulators at present prices, which, as explained, 
are far below the' cost of production. 

It is my understanding that the Federal reserve system will finance the COttOIl 
crop, so as to enable us to adopt the orderly marketing of same. In the handling of 
the American cotton 'croy there is now a loss of one entire crop out of every ten, or 
around $200,000,000 per year, based upon the prices of the last crop,' as shown by the 
United States Agricultural Department, due to the uneconomic manner in which 
the said crop is handled. The propet marketing of tp.e cotton crop would certainly' 
be to take it from the ginhouse to the warehouse and store it in s!lid warehouse until 
it can be Bold in accord with the law of supply and demand to the manufacturer, 
instead of forcing it upon the market, at a sacrifice of price, to the gambler. 

, Will the Federal reserve bank of Richmond extend to the member banks the finan
cial accommodation on cotton so stored to enable them to carry out this policy in the 
handling and .mat:keting of same?, ' 

Through our representatives in England we find that on August 1 the manufac
turers of England in many cases paid quarterly dividends of from 200 per cent to 
400'per cent; that the exports of England lot the first six months of 1920 amounted 
to $3,500,000,000, this being in excess of the total exports for the entire year of 1913 
and breaking the record for all exports since,1900. These exports were largely com-
posed'of the manufactured product American cotton, , ' 

Through our representatives iIi central Europe We find that England is doing an 
enormous business in yams, and eVen in raw cotton, with the people of those coun
tries, who would be very glad to secure the raw cotton direct from America and who 
are our former customers, These credits from England are arranged through a credit 
board established in 1914; this credit board being composed of bankers, merchants, 
and business' men, credits being extended for three, .six, and nine months, based 
upon securities which can be obtained in these countries, These credits are safe. ' 

Through our representatives we find that these people are desperately anxious to 
secllre raw cotton ftom 'America, especially of ,the low grades. We are now concen
trating our efforts upon the formation of an export corporation, the stock of which is 
to be taken in cotton, and I am fully convinced that this corporation can be formed 
and that it will bring tremendous relief to the raw-cotton industry. Our association 
has arranged to put into effect and force plans that will bring relief to the present 
existing conditions, first, by the sale of cotton, especially the lower grades, into cen
tral Europe, as outlined above; second, by the reduction of the cotton acreage for the 
coming year by at least 331- per ~ent, planting th,e ls.nds so reduced in small grains 
this fall and in food and feed crops next spring; and, third, by the holding of every 
ba Ie of cotton for a price at least. a.bove the cost of prod uction. 

We are facing the certainty of the sixth short crop. The matter of raw cotton will 
prove of serious concern to .the entire world before another crop can be produced. 
Raw cotton has never sold for an inflated price. Had the entire cotton crop produced 
last season been sold at one time on a basis of 40 cents middling, there would have been 
a,difference of all grades below middling of 13 cents per pound, which would have 
made a bulk line of 27 cents, and it was even impossible to sell the low grades on 
account of conditions in central Europe, as explained above., 

I consider the Federal reserve system one of the greatest pieces of legislation ever 
put upon our statute books. Had it not been for the great Federal reserve banking 
system, the World War, in .a.ll probability, would hav~ lasted years longer. and ~e 
final outcome, in all probabIlIty, would have been far .different. The finanCIal fabrIc' 
of the Nation and world could not have stood the stram. ' 

One of the greatest needs of to;day is .i?tense commercial activity., world-wide. 
It is only possible to promote th18 conditIon through an enormous mC.reased pro
duction, and it is, of course, absolutely.necessary for the.producer t!' rec~ve a profit
able price for his p,roduct to enable, I!-Im to compete w~th, othe~ ,hnes m ende9:vor, 
and it is only pOSSIble for him to r~ceIve. a profitable prIce ~or hlS produce prOVIded 
he can receive the necessary finanCIal asSlBtance and protection. " '. , 

An invitation was extended to the represe~tatives of each of.the Federal reserve 
'banking systems of the South, and I am, convmced ,that they WIll be represented at 
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the Montgomery convention. I, of course, feel an especial interest in the Federal 
reserve bank of which my bank is a member, and for thIS reason am especially anxiouB 
to have you favor us with a teleram to Montgomery, outlining in full the position 
that the Federal reserve bank 0 Richmond will take concerning cotton and con
cerning the credit situation now existing in this district. Kindly addreBB your 
telegram to me in care of the convention and give me permission to read the same to 
the convention. 

Aseuring you of my kind regards and with best wishes, I remain, 
Sincerely, 

J. S. WANNAMAKER, 
President, American Cotton Association. 

(Page 5 of the Monthly Letter referred to is here printed in full, 
as follows:) 

CROP MOVEMENT. 

The Federal Reserve Bank of Richmond fully realizes the importance of rendering 
the fullest pOBBihle measure of assistance within the limit of its resources to member 
banks for the purpose of properly marketing all crops grown in the district, and is 
using (and endeavoring to conserVe) its resources for such purposes. On the other 
hand, it is the duty of every member bank in the district to cooperate fully in this 
conservation and use of the volume of available credit, and to see that no undue strain 
in one direction shall be allowed to create an embarrassing shortage of credit in some 
other direction. A demand from one bank for a volume of credit out of all proportion' 
to the contribution of that bank to the credit resources of the district would inevitably 
result in some other bank having to be content with less than its share. ' 

There is always a ~easonal discussion about whether crops are going to be successfully 
planted, followed by a further discuseion as to whether they can be moved or not, 
but aU such discuseions are proven by experience to be academic, because the crops 
are always planted, always gathered, and always marketed, even if attended by some 
difficulties or restrictions. We have not only made the largest possible advances 
to our member banks out of our own re~ources, to assist them in financing agriculture 
and commerce. but we have borrow,ed $25.000,000 from other Federal reserve banks to 
increaEe the volume of credits extended them. 

I t is po;'sible, as well as proper, for a Federal reserve bank to make the necessary 
advances for crop-moving purposes, while it would be neither proPer nor possible 
for it to furnish aU the funds that might be nece!OSary to withhold crops from the 
market. in order to force prices higher than might be considered natural. That is to 
say, higher than the prices which would obtain if the crops were marketed in a normal 
and natural manner and neither unduly held nor precipitately sold. It is a specific 
requirement of the Federal reserve act that in making loans or advances to any par
ticular member bank, for whatever purpose, a Federal reserve bank must take into 
consideration the needs and requirements of aU other member banks. The volume of 
credits extended to individual banks must therefore be governed by the law and the 
circuDlBtances in each case. 

We have alwaYiI felt that farmers, in the long run. would best serve their own 
interests by marketing with reasonable promptness sufficient of their crops to liquidate 
the agricultural advances obtained for raising them. Such a policy of liquidation 
would enable the banks to furnish new credits for crop moving, until the PJ'oducts 
can be distributed to consumers and ultimate liquidation be secured. The early and 
gradual liquidation of the large volume of credits alreadY extended by us to member 
banks and through them to farmers will therefore place the banks in a position to 
furnish new credits for moving the crops to market. 

. If the farmers, instead of carrying home cash from proceeds of sale, will deposit 
such proceeds in their banks and draw checks for necessary disbursements, it will 
materIally increase the resources of the banks. facilitate the movement of the crops, 
and thereby promote the best interests of the farmers themselves. 

Gov. HARDlNG. Now, I want to show you the relilUlt of all this. 
Maybe I will come to the resolutions later. On September 8, 1920, 
Mr. Wannamaker wrote to me the following letter [reading]: 
Gov. W. P. G. HARDING, 

Federal Re8erve Board, Wll8hington, D. C. 
My DEAR Gov. HARnING: Referring to my letteJ'of yesterday with reference to the 

special conference outlined in the resolution adopted at Montgomery to be held in 
Waehin~n on September 15 with the Federal Reserve Board, I consider it of the 

'utmost Importance that you arrange to have at this conference each member of the 
Federal Reserve Board located in Washington, including Mr. Houston, Secretary of 
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the Treasury, Mr. John Skelton Williams, Comptroller of the (1urrency, and the other 
Washington members; also I sincerely hope that you can arrange to have at this con· 
iero'lce each member of your Federal advisory council from each of the Federal 
fe3erVe districts. I would also urge in the strongest terms that you arrange to have at 
this conference the governors of each of the following districts: 1, Richmond; 2, 
Atlanta; 3, Dallas; 4, St. I,ouis. 

I certainly trust that you will be able to advise me at an early date that you have 
been able to arrange for all of these parties to attend the conference on the 15th. 

Assuring you of highe3t personal regards, I am, . 
Sincerely, yours; 

J. S. WANNAMAKER, President. 

In reply to that I wrote him on September 10, 1920, as follflwS 
[readingJ : . 

DEAR MR. WANNAMAKER: Replying to your letter of the 8th instant, I would state 
that all members of the Federal Reserve Board have been advised that the com
mittee of cotton growers and bankers named at the recent convention of your associa
tion will be here for a conference on September 15. It will not be practicable for 
members of the Federal advisory council to attend this conference, and if it is vour 
desire that the governors of the Federal reserve banks of Richmond, Dallas, At1&nta, 
and St. Louis attend, the Federal Reserve Board has no objections to your extending 
to them an invitation to do so. I doubt very much, however, that it would be practi
cable for any of them to be away from the Federal reserve banks at this time. 

Very truly, yours, 
W. P. G. HARDING. 

I did not want to teleO"raph them to be there, and take them away 
from their business. If I had telegraphed them, they might have 
thought it was a summons. They did not have any occasion to be 
away from their 'places of business on the 15th of September; they 
were busy on the Job. 

Now, here is a report made just before that conference was held, 
that Mr. Wannamaker sent to me. It reached me on the 13th of 
September, 1920. He wrote me as follows [Reading]: 

Gov. w. P. G. HARDING, 
Federal Reserve Board, Washington, D. C. 

DEAR Gov. HARDING: Our committee will reach Washington on the afternoon of 
the 14th for the conference on the morning of the 15th at 10.30 a. m. 

. I can not express to you in words my appreciation for the great service you have 
rendered and for your kindness in arranging for this conference. I am fullv convinced 
that out of this will come benefical results. • 

I will leave Columbia Monday afternoon at 6 o'clock and should reach Washington 
Tuesday morning around 9 o'clock. I will stop at the New Willard Hptel. and I would 
·consider it a personal favor if you can arrange to give me a personal conference either 
Tuesday morning or Tuesday afternoon, as I am extremely anxious to discuss these 
matters with you before the general conference on Wednesday and to receive the 
benefit of your judgment and advice. . 

I have been workin~ in a sick condition for the last several months and it is only 
due to the fact that thIS is a crucial period in the a"oricultural and commercial life of 
the South, and that I feel convinced that in your judRmer.t this conference will bring 
a better and fuller understanding of conditions and Wlll result in benefit.~, that I have 
disregarded all other pressing duties for the purpose of arranging for the conference. 

For your information, I am inclosing you herewith a copy of the report of the com
mittee on price recommendation which was adopted at Mont!!"Omery last week. 

Assuring you of highest :{>ersonal regards, and trusting that f may have the pleasure 
of a personal confere!J.ce WIth you on Tuesday, I am, 

Very sincerely, 
J. S. WANNAMAKER, 

. President. 

The CHAIRMAN. What is the date of that letted 
Gov. HARDING. September 11, 1920. There was a del~ation, as 

I recall, of 15 or 20 very fine men. I say that seriously. They were 
some of the South's best citizens. They were earnest men, and 
wanted to do the very best they could. But they seemed to be unable 
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to get it out of their heads that they ought to get in som~ way or 
other, and by some actiot;l here the cost of production, which at 
that time was stated to be above 30 cents a pound, and then get a 
reasonable jlrofit on that. Later on I will present the statement 
thev brou17ht with them and another which Mr. Wannamaker sent 
me "in his fetter of September 11. I suggested to them that we have 
an executive session. I said I did not think it was best to have a 
public discussion. Now, they wanted a public discussion; they want
ed the newspaper men to be present. The board did not take a 
stenographic report of the meet~~. Here are some of the news-' 
paper reports. This letter from Mr. Wannamaker said I had per
formed a great service, and that the meeting would be of great 
benefit to all concerned. I told him I was glad of it. I told liim I 
believed in the orderly marketing of crops, and would do everything 
I could that was feasible, but that we should look the facts in the face. 
Mr. Wannamaker expressed himself as very well pleased. My 
recollection is that all the board members were present except 
Secret~ry Houston and that no member took exception to what 
was saId. 

The press representatives were there, and one thing that was said 
would Impress one man, and another would imfress another man, 
!l.nd some of the press dispatches that went out, imagine, were dis
!l.ppointing. All that was their affair; if they had kept the matter in 
3xecutive conference, as I suggested, we could have dictated a state
Illent that would have gone out as a uniform statement; but instead 
)f that, they got the press in and they heard the entire conversation, 
iLnd the various views that were {>resented. The board yielded to 
~hem on that point and they had It the way they wanted it. 

Here is the report Mr. Wannamaker sent me [reading]; 
The committee on acreage and price recommendation of the American Cotton 

,\saociation respectfully submit the following report: 
After a careful examination of detailed reports prepared and submitted by experts, 

fueae reports covering the various sections of the cotton belt and being probably the 
moat complete reports on the coat of production ever submitted, we find that the' 
~owing crop is the most costly ever produced in America, this being due to the high 
:oat of all commodities neceaaary to the production of the crop, the high coat of labor 
lnd its scarcity and adverse weather conditions, this cost being baaed upon the indi
:ated yield as shown by the Government crop report on September 1, 1920. Your 
:ommittee, however, finds that the growing· crop is from three to four weeks late; 
fuat the August deterioration will really show in September. A carefully detailed 
lupplemental report, covering the entire cotton belt, showing the condition of the 
~rop since the date of the Government crop report of August 25, up to September I, 
reveals a startling deterioration of the growing crop and proves conclusively that 
this crop will show an enormous decrease in production from that indicated by the 
last Government report, when the final Government report comes in, this being due 
to recent adverse weather conditions and record-breaking insect damage. This 
reduction of the indicated yield would of course add to the coat of production were 
it taken into consideration. 

Baaed upon the fundamental principle that every legitimate buaineaa is entitled 
to a reasonable profit, and based upon the price for which the manufactured product 
is selling and the laws of supply and demand and the present high cost of neceaaities 
to the farmer, we would be forced to recommend, in order to bring a reasonable profit 
to the farmer, a price in exceaa of the prices named. 

However, recognizing the restrictions of markets, restrictions of credits, and the 
demands of the world for a reduction of the high cost of living, we are recommending 
~ minimum price which does not mean a just and fair compensation to the producer, 
Dut only compensation for his labor without profit, as is conclusively proven by the 
ligures on cost of production as shown by the Agricultural Department of the United 
States Government for the year 1918, of 28, cents per pound, bulk line; the Govern-
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ment stating at the time that 1919 would show at least one-third increase in the CObt 
of production and it being conceded by the leading economists that the 1920 crop 
would show a still higher cost of production. . 

We, therefore, based upon the above conditions. recommend a minimum price of 
40 cents per pound, basis middling, for cotton, with an increase of 1 cent per month 
per pound, commencing November 1. 1920. 

For cotton seed we recommend a minimum price of $60 per ton or the exchange of 
one ton of 7 per cent meal. 

Furthermore. the cotton farmer face3 a condition of uncertainty in markets for 
1921 more difficult than any ever faced before. Food production is being curtailed 
elsewhere to increase prices. making the problem of the living still more hazardous. 
To continue to grow as large an acreage in cotton as this year, with the continued 
impossibility of marketing a large portion in central Europe would be folly unspeak
able. We therefore strongly urge a safe system of farming for 1921, including every 
possible means of making the South fully independent of the world for the meat and 
bread grains. 

To this end we urge a great increase in the acreage of fall-seeded small grains and 
that one-third of all land planted to cotton in 1920 be devoted to food and feed crops 
in 1921, for the South can not afford to risk buying ita food with a cotton crop for which 
there is an uncertain market. 

Respectfully submitted. 

The CHAIRMAN. Did that convention make any suggestion as to 
the machinery that should be set up for the marketing of that crop ~ 

Gov. HARDING. We made very few suggestions. We heard what 
they had to say. I did not make any suggestions on that point. 
I talked a good deal without saying much. There wasn't anything 
to say in the circumstances. 

Th'e CHAIRMAN. Did the convention itself come to any conclusion ~ 
Gov. HARDING. This was a conference with a committee sent by 

the convention which met in Montgomery on the 2d of September, 
which I was asked to attend, but I did not go. The committee came 
here, and really wanted a statement assuring producers that the 
Federal reserve banks would finance loans on cotton in warehouse 
until there was a legitimate demand from the manufacturer at a 
price sufficiently above the cost of production to bring the pro
ducer a reasonable profit.' This cost of production was shown to be 
around 32 cents a pound. 

Middling cotton was quoted in New York at that time at about 31 
cents, and a few days afterwards at 28 cents, then 25 cents on October 
1, and then went down every month until it hit bottom. . 

Of course-I was sympathetic-I never was so sorry for people in 
my life; I am always sorry for people who can not see conditions as 
they are. . 

I guess I talked for about 20 minutes, or more. I had a speech on 
hand that I was going to make in Cleveland the next day, so I read 
some of that speech, which I have put in the record here to-day. And 
nearly everyone talked and made suggestions, and we had a nice 
sociable time, just as southerners usually have when they get together. 

In the course of the conference there was presented by the chairman 
of the special committee of the American Cotton Association the 
following statement, to which I have already referred: 
STATEMENT TO BE PRESENTEn TO THE FEDERAL RESERVE BOARD BY A SPECIAL COM

MITTEE OF THE AMERICAN COTTON ASSOCIATION, SEPTEMBER- 15, 1920. 

Whereas there being doubt and uncertainty among the member banks in the Rich
mond, Atlanta, Dallas, and St. Louis districts of the Federal reserve system, arising 
out of the apparent difference in the position of these four districts as reflected in 
their official bulletins .released from time to time as to the attitude of the Federal 
reserve bank with regard to the movement of and financing of the cotton crop 80 as 
to provid~ for its gradual and orderly marketing, and· 
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Whereas it is imperative that a definite understanding be had on these points to 
reatore confidence and enable an intelligent and sound procedure on the part of the 
banks in these diBtricts in handling the credit situation involved by reason of unprec
edented conditions existing caused by (1) the lateness of the present crop; (2) the 
lack of the demand from the domestic cotton merchants and manufacturers; (3) the 
heavy reduction in the foreign demand on account of the complicated foreign situa
tion and the inability of the foreign countries to buy and pay for raw cotton: There
fore be it 
Resolved, That it iB the opinion of the delegation of the American Cotton Association 

that the situation will be materially relieved if the following suggestions are adopted, 
namely: 

That such necrusary renewals be granted on loans based on agricultural paper now 
held under rediscount from member banks in the districts mentioned to enable a 
f'Tadual and orderly marketing of the crop on which the credits are based, .either by 
the renewal of the agricultural paper, the substitution therefor of commodity-secured 
paper where expedient. or granting credits on cotton secured by proper warehouse 
receipts under section 13, Federal Reserve Act. 

Be it further reso/l'ed, That the board be assured that these Buggestions are made not 
for the purpose of hoarding or providing credit or speculating in spot cotton, but for 
the sole purpose as aforesaid of providing for gradual and orderly marketing under the 
ad verse conditions as they exist, and thereby providing a sure liquidation. 

Members of the conference were told that in some cases renewal of 
paper might be arranged and in others it could not and that the entire 
question was one to be determined primarily by the member banks 
themselves and then by the Federal reserve banks to which the notes 
might be offered for rediscount. For reasons explained to the special 
committee, and which I have already stated to this commission, the 
board did not deem it advisable to Issue a statement in the form re
quested by the committee, but it did issue, and gave to the press at 
the close of the conference, the following statement: 

Gov. Harding this morning stated to a committee of the American Cotton Associa
tion that the Federal reserve system is prepared for such credit expansion as may be 
necessary to move the crops and called attention to the desirability of the formation 
of an export corporation by southern cotton interests. 

Now, there is one other letter I want to rea,d which I received from 
Mr. Wannamaker. [Reading:] 

Gov. W. P. G. HARDING, 
SEPTEMBER 6, 1920. 

Federal Resert'e Board, Washington. 
My DEAR GOVERNOR:' At the Montgomery convention I received a number of tele

grams urging that every effort possible be made to have the War Finance Corporation 
resume operations. Among these teJegrams was one from United States Senator 
N. B. Dial. his telegram being attached hereto. He urges that we request you to use 
your influence to have the War Finance Corporation resume operations. I will appre
ciate very much your efforts in this direction. 

Assuring you of my highest personal regards, I beg to remain, 
Sincerely, 

J. S. WANNAMAKER, 
President American Cotton A88o~iation. 

I acknowledged that letter on September 10, as follows [reading]: 
SEPTEMBER 10, 1920. 

DEAR MR. WANNAMAKER: I acknowledge receipt of -your letter of the 6.th instant, 
inclosing telegram received by you from Senator Dial. of South Carolina, which I 
retum herewith for your files. Senator Dial has been to see me recently and discussed 
the subject 'of his telegram tolou. I told Senator Dial, and he agrees with me, that 
the matter is one which shoul be taken up direct with the Secretary of the Treasury 
in his capacity as chairman of the board of directors of the War Finance Corporation. 

Very .truly, yours, 

Mr. J. S. WANNAMAKER, . 
President American Cotton A88ociatilm, 8t. Matthews, 8, C. 



414 AGRICULTURAL INQUIRY. 

The Federal Reserve Board occupies space in the Treasury Building 
as the guests of the Treasury, and has since its organization. We are 
very particular never to intrude our advice on the Secretar;r of the 
Treasury on matters pertaining to the administration of his office. 
If he wants our advice, he can ask for it, but the Federal Reserve 
Board is in no wise, shape, or form related to the formation of Treasury 
policy; has nothing more to do with it than if we were many miles 
away from the Treasury. And we never act as intermediaries in 
taking things up with the Secretary of the Treasury about purely 
Treasury matters. 

I will read one more letter, from the governor of the Federal reserve 
bank of Atlanta, dated June 25, 1921. On June .24, 1921, a bank in 
Alabama wrote to the governor of the Federal reserve bank at Atlanta, 
as follows [reading]: 

Mr. M. B. WELLBORN, 
JUNE -24, 1921. 

Governor Federal Reserve Bank, Atlanta, Ga. 
DEAR SIR: On June 15 we notified all customers who owed us notes secured by 

warehouse receipts for cotton that we would expect them to sell cotton and pay their 
notes July 1. Since that time cotton has declined, and they are teeming in to see us, 
be~g more time. -

\X e are at a loss to know what to say to them until we learn how you feel about 
what we owe you. 

We realize and appreciate the fact that you have been exceedingly nice and good 
to us, and we do not feel warranted in giving our customers, who are holding cotton, 
further extensions unless it is perfectly satisfactory with you to give us extensions. 

They aU think, as they have been think-ing since last fall, that cotton will go up 
and that it will not be fair and just to force them to sell on this down market. 

We have enough paper secured by cotton to pay :irou all we owe you on rediscounts. 
Please advise us your wishes in the matter and your opinion about cotton. 

Yours, very truly, 
----, Cashier. 

To that Gov. Wellborn of the Federal reserve bank of Atlanta, 
replied, under date of June 25, 1921, as follows [reading]: 

JUNE 25, 1921. 
My DE.~R MR. --: I am in receipt of your letter of June 24, and note that yon 

have notified your customers, who are borrowing on cotton, to sell some and pay 
their notes by July 1. 

Of course, you understand, this is a matter with which we have nothing to do. 
From our correspondence with your bank, we have made no such demands, for it is not 
our policy to demand of member banks that any particular class of paper be liquidated 
and the proceeds paid to us. It is a fact that some member banks are borrowing very 
heavily from us, and, when their borrowings reach such a great amount that we feel 
they should be more conservative and do banking in a safer way, then we call their 
attention to the fact that we do not wish to extend further accommodation. It is 
then a matter between the member bank and their customers and there are ways of 
obtaining liquidation of their paper other than forcing their customers to sell their 
cotton. 

We assume that a great many of your loans are made to customers where there is 
no cotton hypothecated as collateral. Probably the bulk of your loans are in that 
shape, and, while we are not insisting that your bank payoff your borrowings in total, 
or any amount of it, we are merely admonishing you not to go to any greater length on 
your borrowings, which are already so high, being more than two times greater than 
your capital and surplus and more than six times greater than your basic discount line. 
We will continue to carry for you your large line of rediscounts until business condi
tions in your locality bring about a proper liquidation without forcing your customers 
to sell their cotton to liquidate. 

Yours, very truly, 
M. B. WELLBORN, Governor. 

Mr.----, 
Cashier, the First National Bank, --, Ala. 
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Representative SUMNERS. Governor, do you know of anyone of the 
districts serving cotton territory where the reserve bankS have sent 
out letters to their member banks which could properly be construed 
into a suggestion or demand that they call their cotton loans ~ 

Gov. ILumlNG. No, sir; I do not. 
I want to file in the record now one other matter that does not 

rtllate to cotton so much, but relates to general credit conditions. 
This is a letter dated April 30, 1921, addressed to W. F. Ramsey, 
chairman Federal reserve bank, Dallas, Tex. I got a letter from the 
chairman of the board of directors· of the Federal reserve bank of 
Dallas saying that he contemp'lated sending out a circular letter t() 
banks which were carrying LlberJ.y bonds with the idea of making 
them pay something on them. Here is the letter I wrote him on 
April 30, and he wrote me that the suggestions I made had been 
adopted. [Reading:] . . 

DEAR JU:DGE RAMSEY; I acknowledge receipt of your letter of the 26th instant, 
giving your views regarding the continued holding by member banks of Government. 
bonds In .cases where they are obliged to borrow from you continuously in order to
carry them. 

The board does not question at all the soundneee of your position, but at the same 
time it must be remembered that the matter is rather a delicate one and that when 
the situation is considered as a whole nothing is gained if a sale of bonds merely results: 
in the transfer of a loan from one bank to another. There is, and can be, no objection 
to a diecueeion of this matter with each individual member bl}nk concerned, but the 
board does not believe it wise to handle a question of this BOrt by means of general 
circular letters. Again, there can be no objection to your suggesting to any bank that. 
it should sell its Liberty bonds, but there is coruri.derable difference between sug
gesting, urging, and insiatin~. If you will refer to my letter of the 22d instant, you: 
will find that I stated that' the board feels that it would not be good policy for the 
Federal reserve banks to insist that the United States Government. securities owned 
by their member banks be BOld * * * in order merely to reduce the member 
banks' borrowings from the Federal reserve banks." I shoUld think the better plan 
would be, if the suggestion was made and it was found that the bank addressed did 
not regard the proposition with favor but rather with extreme repugnance, that the
matter be dropped for the time being and taken up again in a tactful way later on. 
I am returning the correspondence inclosed with your letter as requested. 

Very truly; yours, 

Mr. W. E. RAMSEY, 
Chairman Federal Reserve Bank, 

W. P. G. HARDING, Governor. 

Dallas, Tex. 

In every pu1;>lic address I have made, and I have made a good many 
since the 1st of January, I have stated explicitly that in view of the 
iniproved basic position of the Federal reserve banks there was nooc
casion for depressing things or forcing liquidation, but that the situa
tion should be eased along, and that it should be met with patience 
and forbearance, and our statement of June 6 says, "make additional. 
loans," and so on. 

The CHAIRMAN. Suppose you state right there, when you are talk
ing about reserve ratlOs, just what bearing the reserve ratio has in 
determining the interest rates charged on discounts. 

Gov. HARDING. Well, it has an mdirect bearing. There has not. 
been anv consistent relationship. We have never been able to get. 
our interest rates adjusted in the Federal reserve bank on a scientific 
basis, such as the Bank of England. The memorandum which I filed. 
some time ago contained quite an elaborate discussion on that 'point. 
And the Bank of England discounts only bills, and for a great many 
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The Federal Reserve Board occupies space in the Treasury Building 
as the guests of the Treasury, and has since its organization. We are 
very particular ·never to intrude our advice on the Secretary- of the 
Treasury on matters pertaining to the administration of his office. 
If he wants our advice, he can ask for it, but the Federal Reserve 
Board is in no wise, shape, or form related to the formation of Treasury 
policy; has nothing more to do with it than if we were many miles 
away from the Treasury. And we never act as intermediaries in 
taking things up with the Secretary of the Treasury about purely 
Treasury matters. 

I will read one more letter, from the governor of the Federal reserve 
bank of Atlanta, dated June 25, 1921. On June .24, 1921, a bank in 
Alabama wrote to the governor of the Federal reserve bank at Atlanta, 
as follows [reading]; . 

Mr. M. B. WELLBORN, 
Governqr Federal Reserve Bank, Atlanta, Ga. 

JUNE 24, 1921. 

DEAR SIR: On June 15 we notified all customers who owed us notes secured by 
warehouse receipts for cotton that we would expect them to sell cotton a.nd pay their 
notes July 1. Since that time cotton has declined, and they are teeming in to see us, 
begging more time. . 

We are at a loss to know what to say to them until we learn how you feel about 
what we owe you. 

We realize and appreciate the fact that you have been exceedingly nice and !tood 
to us, and we do not feel warranted in giving our customers, who are holding cotton, 
further extensions unless it is perfectly satisfactory with you to give us extensions. 

They all think, as they have been thinking since last fall, that cotton will go up 
and that it will not be fair and just to force them to sell on this down market. ' 

We have enough paper secured by cotton to pay jrou all we owe you on rediscounts. 
Please advise us your wishes in the matter and your opinion about cotton. 

Yours, very truly, • 
-- --, Cashier. 

To that Gov. Wellborn of the Federal reserve bank of Atlanta, 
replied, under date of June 25, 1921, as follows [reading]; 

JUNE 25, 1921. 
My DEAR MR. --: I am in receipt of your letter of June 24, and note that you 

have notified your customers, who are borrowing on cotton, to sell some and pay 
their notes by July 1. 

Of course, you understand, this is a matter with which we have nothing to do. 
From our correspondence with your bank, we have made no such demands, for it is not 
our policy to demand of member banks that any partiCUlar class of paper be liquidated 
and the proceeds paid to us. I t is a fact that some member banks are borrowlllg very 
heavily from us, and, when their borrowings reach such a great amount that we feel 
they shOUld be more conservative and do banking in a safer way, then we call their 
attention to the fact that we do not wish to extend further accommodation. It is 
then a matter between the member bank and their customers and there are ways of 
obtaining liquidation of their paper oth~ than forcing their customers to sell their 
cotton. 

We assume that a great many of your loans are made to customers where there is 
no cotton hypothecated as collateral. Probably the bulk of your loans are in that 
shape, and, while we are not insisting that your bank payoff your borrowings in total, 
or any amount of it, we are merely admonishing you not to go to any greater length on 
your borrowings, which are already so high, being more than two times greater than 
your capital and surplus and more than aix times greater than your basic discount line. 
We will continue to carry for you your large line of rediscounts until business condi
tions in your locality bring about a proper liquidation without forcing your customers 
to Bell their cotton to liquidate. 

Yours, very truly, . 
M. B. WELLBORN, Governor. 

Mr.----, 
"1I1l1J."·n",, Itn 1i'';.,.o' 1V"i';"'YJ"l lln'l'Jl- __ 41n 
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Representative SUMNERS. Governor, do you know of anyone of the 
districts serving cotton territory where the reserve banks have sent 
out letters to their member banks which could properly be construed 
into a suggestion or de~and that they call their cotton loans ~ 

Gov. HARDING. No, Sll"; I do not. 
I want to file in the record now one other matter that does not 

relate to cotton so much, but relates to general credit conditions. 
This is 0. letter dated April 30, 1921, addressed to W. F. Ramsey, 
chairman Federal reserve bank, Dallas, Tex. I got a letter from the 
chairman of the board of directors· of the Federal reserve bank of 
Dallas saying that he contemElated sending out a circular letter to 
banks which were carrying Llber.ty bonds with the idea of making 
them pay something on them. Here is the letter I wrote him on 
April 30, and he wrote me that the suggestions I made had been 
adopted. [Reading:] . . 

DEAR JUDGE RAMSEY; I acknowledge receipt of your letter of the 26th instant, 
giving ;your views regarding the continued holding by member banks of Government. 
bonds lU cases where they are obliged to borrow from you continuously in order to
carry them. 

The board does not question J!.t all the soundness of your J?osition, hut at the same 
time it must be remembered that the matter is rather a delicate one and that when 
the situation is considered as a whole nothing is gained if a sale of bonds merely resultlr. 
in the transfer of a loan from one bank to another. There is, and can be, no objection 
to a discussion of this matter with each individual member bll-nk concerned, but the 
board does not believe it wise to handle a question of this sort by means of general 
circular letters. Again, there can be no objection to your suggesting to any bank that. 
it should sell its Liberty bonds, but there is considerable difference between sug
gesting, urging, and insistinl/' If you will refer to my letter of the 22d instant, you: 
will find that I stated that' the board feels that it would not be good policy for the 
Federal reserve banks to insist that the United States Government securities owned 
by their member banks be sold * * * in order merely to reduce the member 
banks' borrowings from the Federal reserve banks." I should think the better plan 
would be, if the suggestion was made and it was found that the bank addressed did 
not regard the proposition with favor but rather with extreme repugnance, that the
ma.tter be dropped for the time being and taken up again in a tactful way la.ter on .. 
I am returning the correspondence inclosed with your letter as requested. 

Very truly; yours, 

MI'. W. E. RAMSEY, 
Chairman Federal Reserve Bank, 

Dallas, . Tex. 

W. P. G. HARDING, Governor. 

In every public address I have made, and I have made a good many 
since the 1st of January, I have stated explicitly that in view of the 
improved basic position of the Federal reserve banks there was no,oc-· 
casion for depressing things or forcing liquidation, but that the situa
tion should be eased along, and that it should be met with p. atience
and forbearance, and our statement of June 6 says, "make additional. 
loans," and so on. 

The CHAIRMAN. Su:ppose you state right there, when you are talk
ing about reserve ratIOS, just what bearing the reserve ratio has in 
determining the interest rates charged on discounts. 

Gov. HARDING. Well, it has an mdirect bearing. There has not, 
been any consistent relationship. 'We have never been able to get. 
our interest rates adjuste.d in the Federal reserve bank on a scientific 
basis, such as the Bank of England. The memorandum which I filed. 
some time ago contained guite an elaborate discussion on that point. 
And the Bank of England discounts only bills, and for a great many 
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years the Bank of England rate has consistently been higher than the 
market rate, the idea. being that there should be no profit in the 
rediscounting transaction. That the facility is there whenever a 
joint-stock bank needed the accommodation, but the bank would not 
make any profit but would really pay a little for the accommodation. 

The system we had to enC7age in during the war to offer a premium 
for bank borrowings in or'aer to float the Liberty bonds has been 
.responsihle, I think, for the idea that it is proper and normal for a 
member hank to carry continually a large volume of rediscounts. 
'Those are matters, though, which can better he taken up later on . 
. There is no occasion at the present time to try to force any situation. 
The best way to deal with present conditions IS to go along with them 
and let the situation ease itself out. I think the si!ms are unmis
takable that the.basic situation has ~eatly improve~, and that we 
are going to find as soon as cold weatner comes on that there will be 
a hetter feeling all over the country__ Business is going to revive. 

The reserve percentages of the Federal reserve bank, as at close 
·of business August 3, 1921, we report in two ways: The actual posi
tion and the adjusted position-the position after rediscounting. 

The Boston bank had a reserve of 79.2 per cent. Without count
ingyediscounts for other banks it had 82.8 per cent. 

New York had 69.2 per cent, and 72.1 per cent without counting 
rediscounts for other banks. 

Philadelphia had 63.6 per cent. 
Cleveland had 66.8 per cent, or 69 per cent without counting redis

-counts for other banks. 
Richmond had 45.6 per cent, and without rediscounts from other 

banks it would have had only 30.7 per cent. 
Atlanta had 40.5 per cent, and without counting rediscounts it 

would have had 39.6 per cent. 
Chicago had 65.2 per cent. 
St. Louis, 55.8 per cent. 
Minneapolis had 38.6 per cent, or without counting rediscount 

it would have had 25.5 per cent. 
Kansas City had 57.4 per cent. 
Dallas had 40.6 per cent, and without counting rediscounts it 

would have had 17.5 per cent. 
San Francisco, 61.6 per cent.. 
The interbank rediscounts at close of business on August 3, 1921: 
Richmond was rediscounting with New York, $24,950,000. 
Atlanta was rediscounting with Boston, $1,751,000. 
Minneapolis was rediscounting with New York, $12,935,000. 
Dallas was rediscounting with Boston, $10,895,000. 
Dallas was rediscounting with Cleveland, $8,326,000. 
Total interbank rediscounts was $58,857,000. 
I will place this table in the record. 
(The table presented by Gov. Harding is here printed in full as 

follows:) 
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Re,ervc pl'J'centoge. of the Flderal Te,erve banu 08 'at cloae·of bu.si1i.es8 Aug.: 8, 1921 .. 

____ _ --.-1. ______ " __ _ 

Federal re._erve bank. Actual. Ad· 
justed.' Federal resene bank. Alltual. i~'!d .• 

---,------,- .. - -----/1--------1--
U""ton ............... ' ..•..... 
New york .................. .. 
Philadelphia ••.••.•..•..•..... 
Clevt-IBnd ..•.... _. _____ _ .... p 

Richmond ................... . 
. 'tlsota ...................... . 
Ch.cago ...................... . 

79.2 82.8 St.'Loui ........ __ ............ . 

~:~ ...... ::~. ~i~~~?:::::::::::::::::: 
45.6 30. 7 I SBU FranoisCQ ............... . 
40.5 39.r, 8ystem ••••. _ •..• ~._. __ •••••. _ 
65.2 ........... !: 

i;.'.8 ........ .. 
':18.6 . ·2li.5 
57.4 .......... 
40.6 17.5 
6\.6 ....... ~ .. 
63.7 .... : .... . 

I 'djusted r""erve percentages are C!'lculatPd nft ... increasing or reducing reserves held I>y the aInount 
of acrommodatlon pxtended to or recelved from other Federal reserve banks. . ,. 

Bills under rediscount between Federal re8erve ban1cs aB of Aug. 9,19111, 

[In thousands of dollars.) 

Redi~count I ~r Federal reserve bank . 
. of.-

Discounting or lending bank. 

.1' . .1." 

Totol. 

Gov. HARDING. Now, gentlemen of the commission, I am very 
much obliged to you for the attention .with which you have listened 
to me, and in closing, I wish to make a few remarks. . 

The CHAIRMAN. Before you close, Gov. Harding, I wish you 
would discuss the claims that have been made with respect to the 
requirement of excessive collateral on loans. , 

Gov. HARDING. That is a matter over which the board has not 
taken any jurisdiction .. The board feels that under the law the 
details of loan operations are entirely in the hands 'of the directors 
and officers of the Federal reserve banks, but in discussing it some
times in conference we have inquired about it. 1 am unable at the 
moment to say just how many banks adopt that policy. I know it 
is done in the Dallas bank, and I know it is done in the Richmond 
bank. I also think it is done in the Chicago bank. But as those are 
matters over which the board feelsit has no jurisdiction, I have never 
inquired particularly about it, because the Federal reserve bank has 
clearly the right and the duty under section 4 of the Federal reserve! 
act, to decline to take any paper which it feels it can not safely 
take. The word "safely" is in that section. 

If the member bank presents elip,ible paper, and the reserve bank 
is not satisfied with it, and says, ' We want you to give us It per~ 
sonal guarantee of your officers and directors to secure us on this 
loan" It seems to me that they are clearly within their rights in doing 
so. Those are banking practices which have prevailed for many 
years. It is a general banking p.ractice among commercial banks. 

There were some Gases before the Federal reserve system was estab
lished, where one bank was rediscounting for another bank or making 
loans t? an~ther bank. The country bank, we wil~ say, or the smaller 

58589-21-PT 13-27 
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bank, might offer five or six notes aggregating twenty-five thousand 
,or thirty thousand dollars to the larger bank. The larger bank would 
look uI? the ratings; or get the information about the makers of the 
notes, .It would have the borrowing bank indorse them, and would 
be satisfied to rediscount them. Of course, the bank's security in 
each case would be the goodness of the note plus the bank's indorse
ment. 

Now, wherever a rediscount transaction is made by one commer-
cial bank for another on a 100 per cent basis in that wav it is realized, 
of course, that if the borrowing bank is unable to protect its indorse
ment, that the amount has got to be collected from th~ maker of 
the note. . . 

It is a frequent occurrence in banks all over the country, and has 
been since my knowledge of banking began, that one bank will borrow 
money direct on its note from another bank-under the classification of 
bills payable. We do not have this under the Federal reserve system, 
except In the case of member banks' collateral 15-day notes, but it 
is quite a common practice for one bank to get authority from its 
board of directors to execute its note and to borrow money from 
another bank located in a reserve city, to a certain extent. We will 
say that the bank wants to borrow $25,000, and it will put up its 
security, execute a regular collateral form note: "We promise to pay 
$25,000 on --- day, havin~ pledged as security therefor the fol
lowing described notes, to wit: ' and then describe a list of notes, and 
you will find frequently $40,000 or $45,000 worth of notes as security 
for the bank's note for $25,000, and the protection that the lending 
bank gets out of that is, of course, greater than if it merely discounted 
$25,000 of paper with the borrowing bank's indorsement. 

The CHAIRMAN. Have any complaints been made to the board by 
member banks of excessive collateral being required ~ 
. Gov. lIARDING. Yes; the First National Bank of Hearne, Tex., 

which is insolvent, and is now in the hands of a receiver, is a bank to 
which the Federal reserve bank of Dallas made very large advances 
in an effort to save it. I received a telegram concerning that yes-

I terday from the Dal.las bank. That telegram is already in the record. 
In this particular case the Federal reserve bank of Dallas advanced 

$406,000. They took some additional collateral, I don't know how 
much. They have a loss in the transaction on account of the char
acter of the security. They found out that some paper is not good, 
and they wrote me that they have a loss of perhaps $100,000 on the 
transaction, in spite of the excess collateral they took. The receiver 
of the Hearne bank has been making a claim for the return of the 
excess collateral. I don't know what the Federal reserve bank of 
Dallas is going to do about it, whether they will decide to return the 
collateral and take their chances as a common creditor, or whether 
they will hold on to it, or whether, if they hold on to it, it will be 
with the idea that they will save more of the amount that way than 
if they took the chance as a common creditor, or whether if they 
regard the collateral as valueless they will simply hold on to it in 
oraer to establish the legality of the practice. 

The CHAIRMAN. Do you know whether the Federal reserve banks 
in any of the districts adopted the general policy of requiring col
lateral in excess of 100 per cent ¥ 
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Gov. HARDING. I don't think it exists as a general policy. .When 
the governor of the Federal reserve bank of New York goes on the 
IItand he can tell you about that. He hIlS attended a great many.of 
the conferences of governors of the Federal reserve banks, all through 
the sessions. When we have these conferences I do not attend them 
all through the session; I merely attend the opening part of the 
conference and the closing; but they discuss all these routine matters 
of operation, and he would bea much more satisfactorv witness on 
this point than I am. . -

It is a matter, though, that I will say the Federal Reserve Board 
feels that it has no jurisdiction over, because it is clearly concerned 
with a credit matter which is in the hands of the directors of the 
bank under the provisions o'f section 4, for. if they were to say that 
"we do not feel that we can safely make t.his loan," they would not 
make it. Now, if the applying bank says, "We want this loan; 
what can we do to make It safe ~" and the reserve bank should say, 
"Well, if you do so and so we would regard it safe," and the paper 
they put up is technically eligible; then they can go ahead and 
discount it. . 

The CHAIIUIAN. You certainly do not mean to say that if the 
Federal reserve banks adopted a general rule the effect of which was 
to require excessive collateral, consequently it would diminish the 
borrowing powers of the member banks, theIr ability to finance their 
customers, that the Federal Reserve Board would take no action in 
such case, do you ~. . 

Gov. HARDING. There has been no complaint made to the board 
.bout it. Of course if complaint was made we would look into .it 
and take such action as might be proper. But as far as I know there 
is no general rule in that respect, although I do know that in some 

. cases where the Federal reserve banks are advancing large. amounts 
and feel that they are in danger of loss, they do require a personal 
guarantee or some extra collateral, and that is done as a matter of 
business, as a business precaution. It is done by member banks. 
The Federal reserve banKs have no ~oney to lend anybody that does 
not belong to somebody else. 

The CHAIRMAN . Well, that is true of all banks. 
Gov. HARDING. And they huve got to use ordinary banking pru

dence in making their loans. 
But we have never received any formal complaint, except in this 

. one particular case, of a failed bank in Texas, and that matter is in 
litigation, and I presume when the court decides it we will have some 
definite rule of law to guide us. 

Representative SUMNERS. Governor, in this particular district, the 
Dallas district, you have not heard anything to indicate a custom on 
the part of the governors of that district to require excessive collateral 
on the loans generally extended, have you ~ 

Goy. HARDING. No; I don't know how far that requirement goes. 
Representative SUMNERS. But, I say, you heard no complaint with 

regard to any general policy ~ . 
Gov. HARDING. But the Federal Reserve Board would object if the 

directors of a Federal reserve bank admitted a lot of paper to discount 
which was not safe and uncollectible. There are two sides to that 
complaint. 
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~epresentative SUMXERS. Governor, you seem to receive my in
qUIry as a statement. I was not making, myself, a statement. .1 
was just asking the plain question as to whether or not vou had 
heard anything to indicate that there was a general policyrequirin<7 
excessive collateral 1 '" 

Gov. HARDIYG. The Federal Reserve Board feels that it is its policy 
to keep, as far as possible--

Representative SUMNERS. Governor, if there is anything offensive 
about the question, or anything. difficult about the answer, I will 
withdraw it. 

Gov. HARDING. No, no; I am glad to answer any question. 
Representative SUMNERS. Well, sir, ~hen I would like to take a 

chance on asking it the third time. 
Gov. HARDIXG. Yes. 
Representative SUMNERS. I do not think you understood me. I 

wanted to know, in view of the statements that that requirement 
had been in this particular case, whether or not you had heard of 
Ilny complaint with reference to any general policy on the part of the 
Dallas bank 1 

Gov. lfARDIYG. I have not. 
Representative SUMNERS. That is what I wanted to ascertain. 
Gov. I1ARDIXG. I have not. 
Representative SUMNERS. Yes, thank you. 
Gov. HARDING. The only complaint I have ever heard about the 

matter at nIl is with reference to this particular bank. 
Representative SUXXERS. Yes, and with regard to this particular 

bank, so far as you know there is nothing to indicate that what they 
have char~ed as excessive collateral requirement may not have been 
required alter the rather unfortunate situation of the bank had been 
discovered, and new loans were required, and the Federal reserve· 
bank was trying to keep the bank from busting, but did not think 
they could take a chance on making a new advance unless they got a 
little more collateral. 

Gov. HARDING. In other words, the bank had already been Ilccom
modated up to the very limit, and they needed a little more money 
to prevent a failure, and the bank took a chance and advanced them 
this on additional collateral. 

Representative SUMNERS. Governor, there is another point that 
I do not think you have touched upon, and that is with reference to 
the activities of your organization with reference to cotton. I 
recall that you had a conference of the governors of the fhre banks 
serving the cotton territory. 

Gov. HARDING. Yes, sir. 
Representative SUMNERS. And the Federal Reserve Board, per

haps, or at least these governors, issued a general statement. 
Gov. HARDING. Yes; we issued a general statement, and we did 

not issue a general statement like that last year. I have told you 
what the conditions were last year, and I am glad you brought this 
up, beqause I want to tell/ou what I think conditions are this year. 

The report of the Unite States Department of Agriculture, which 
was issued on August 1,1921, is as follows [reading]: 

The crop reporting board of the Bureau of Markets and Crop Estimates of the United 
States Department of Agriculture estimates, from the reports of the correspondents 
and agents of the bureau, that the condition of the cotton crop on July 25, was 64.7 
per cent of a normal, as compared with 69.2 on June 25, 1921. 
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. 'That is a foIling off, you see, of nearly five points in ,the mQnth-
74,1 on JUly!!5, :1920; 67.1 on July 25, 1919, and 75-.4 the Rverag-e on July 25' of the 
past 10 yeai'll. ' '", 

You see that is over 10 points less 'than the 10-year average. 
[Continuing reading:}, " 

A condition of 64.7 on July 25 forecWlts a yield per acre of about 148 pou,n'ds and a 
total production of about 8,203,000 bales of 500 pounds groBS. That ie, the' final out
tum will probably be larger or smaller than this' amount according as conditions 
hereafter are better or worse than avera.ge conditions., Last year the production was 
13,365,754 bales, two years &,.000 11,420,763, three years ago 12,,040,532, and four yea,rs 
ago ll,302,375, and five years ago 11,449,930 bales. 

Now we all know, who know anything about cotton, that it is only 
in very rare instances, -exceptional ,years, when the crop shows an 
improvement in the month of August .. August isa month of natural 
deterioration. It is a month when ,the cotton plant has passed its 
prime and vigor and it is attacked by all sorts of conditions, insect 
damage, and too much drought ,is bad, too much rain is bad, and 
you take these reports year m and year out and you, will find that 
nine times out of ten the greatest deterioration-occurs in the month 
of August. , _, ' 

Now if this year follows the average rule you will find that the next 
report will indicate a still further deterioration. The department 
bases its estimates upon the acreage and the condition of the crops. 
So assuming that the growing crop will 'turn about 8,000,000, bales 
of cotton, and assuming that the holdover from all previous'crops is 
about 7,000,000 bales-I believe that is ;the, estimate---,ora little more 
than that, but certainly not over 7,000,000 bales of spinnable cO,tton 
and a lot of this low-grade stuff that is :on1y ,fit for mattresses and 
does not have much effect on the higher grades, ,we find this position, 
that instead of having a supply of American cotton in sight or pros
pect as we did this time a year ago, of 13,000,000 bales, which, was 
last year's crop J>lus the holdover then of 5,000,000 bales, we have a 
prospective supply of American cotton now, 'Counting the holdover 
co~ton and the new crop, of about 15,000,000 ~ale~, or 14,000;000 
spmnable, let us say. Now that makes a very bIg difference. 

In the next place the price is low. I will not quote prices, because 
I might hit on the wrong grade, but we all know that the pricElsarc 
in line with prewar figures. In other words, the prices are lower than 
they were in 1913 or less than they were in 1912. 

We aI~o know that eco~omies have been in opera.tion in the pa~t 
year OWIng'to the hard tImes. We know that the export trade IS 
already beginning to pick up; that there is a. better outlook in the 
textile trade; that whereas a year ago all the prospects insight were 
depressing, now the situation IS better, with a. much, lower prlCe,with 
a much smaller supply, and with a prospect of improved conditions 
instead of worse condItions, the cotton outlook is very different from 
last year, and in the opinion of those who were at the recent con
ference, they were fuHy warranted in issuing the statement that 
they did. 

Representative SUMNERS. There is also" an added fact, Governor, 
which you have in mind, I 'am sure, and that is that during the 
yearS of the war and the time that has followed, that there has been 
a more or less wearing out of the cotton wardrobe of the world: 

Gov. HARDING. Of what ~ , 
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Representative SUMNERS. There has been during the years of the 
war and the years that have followed it, when the, people had to 
choose between buying food and buying clothes, they have of neces
sity given preference to the purchase of food. 

GQv. HARDING. Yes. ' 
Representative SUMNERS. And, there has been .a considerable 

wearmg out of the cotton wardrobe of the world durmg the years of 
the war and the years that have followed it. 

Gov. HARDING. Yes, there has been. I will have to buy a new 
shirt myself this fall. 

Representative SUl\INERS. Yes. ' Now, Governor, I do not know 
whether that statement which was issued by your board, by those 
five governors, has been put into the record or not. If it has not 
been put into the record I would like to have it go in. 

Gov. HARDING. It has been put in the record. 
Representative SUMNERS. I have before me a copy of the state

ment given out by the Richmond bank and also a copy of the state~ 
ment given out by the Atlanta bank. Now I am making these state
ments on my own responsibility. There has been some considerable 
criticism of the statement given out by the Richmond bank, and it 
has occurred to me that possibly a good deal of that criticism has 
arisen over what may' be a typographical error in the statement. I 
do not know whether that is possible or not. 

Gov. HARDING. Either that or a misapprehension of the meaning 
of it. As soon as my attention was called to that circular on Monday 
I telephoned to the Richmond bank and asked them what their policy 
was, and they said they are carrying loans on old crop cotton, and 1 
have not, heard any complaint of It further. I referred the com
plainants to the bank. 

Representative SUMNERS. Yes. 
Gov. HARDING. And I think it is an excellent thing to do, when 

people in one reserve bank district have routine complaint!\ to make. 
t,hat they make their complaints to the bank first. 

Represent.ative SmINERs. Yes. 
Gov. HARDING. Because it saves a lot of time. If they complain 

to their Congressman or complain to the Federal Reserve Board. it 
has got to be referred back to the bank in any event, and it is treatin~ 
the bank with greater respect to go to the bank directly and thrasn 
out. , They get a better understanding of it. And then if anyone 
thinks the bank is unreasonable about It, of course he can bring the 
complaint. up -here. But I have not heard any further complaint 
about this circular since Mondav. I referred the man who wrote me 
a letter about it to the Federal"reserve bank of Richmond, and tele
phoned the bank, and they said they thought they could satisfy him 
ftS to its position,und I have heard nothing more about it. 

Representative SUMNERS. I want to put into the record at this 
time, if there is no objection, a very brief statement made by Gov. 
Wellborn of the Atlanta bank which I think is very complimentary 
to him. He sl\id [reading]: 

I wish to call your attention to the following announcement, which was made at a 
conference held with the Federal Reserve Board in Washin~on on July 19, 1921. 
The policy of the Federal reserve system, herein announced, gIVes renewed assurance 
to our member banks that the credlt situation will be dealt with verfliberally by the 
Federal reserve bank of Atlanta in making loans on cotton. We will, as heretofore, 



AGRICULTURAL INQUIRY. 423 

ad vance 80 per cent of the market value on cotton and other commodities when stored 
and insured accordili(t to, our regulations. Discount lines" which apply to other 
cl_ of paper, will be disregarded in considering commodity secured notes. 

Gov.lhRDlNG. May I finish my statement now' 
Representative SUlINERS. Yes. . 
Gov. HARDING. I would like to put in the record it. statement which 

hu been compiled by the division of statistics of the board showing 
the earning assets,held by the Federal reserve banks at the end of each 
month since January, 1920, up to and including June, 1921, dis
tributed by closses, customers' paper secured by Government obli
gations, member bank collateral notes, commercial paper not else
where included, agricultural Pllper, 'live-stock paper, acceptances 
purchued in open market, and United States securities. 

Also a detailed statement by Federal reserve banks of agricultural 
paper held by each Federal reserve bank at the end of each month 
since January, 1920, in thousands of dollars. 

Also live-stock paper held by each Federal reserve bank at the end 
of each month since January, 1920, up to June, 1921. 



(The tables presented by Gov. Harding are here printed in full. as follow:s:) 

Earning as8etJl held by the Federal re8erve bank8 at the end of each month 8ince January, 1920, distributed by classe8. 

[Tn thoWlands 01 dollars.J 

Paper dlscmtnted lor membcr'hanks. 

Member bRn keel· 

Total.arn· Customers' 18teral notes. 

Ing assets. paper se- Commercial Agrlcul. Liy,," 
cured by paper not Ac .. pt •. Total. Goyem· Secured by ~lsewhere 

tural .toek ances. 
ment obll· Govern- All other. Included. paper. paper. 

gation •• ment obU· 
gatlon •• 

i -------- _._-._-- ----,--------
1920-JanuBry ..•.••..•••.•..••••.••••••••..••.•.••••• 3,039,191 2,174,3.,7 317,6AA 1,140,204 6,427 6OH,2II.1 23,212 3:1,693 H,II.10 

~~~~h~~::::::::::::::::::::::::::::::::::::::: 3,270,2.12 2,453,1)11 353,504 1,219,476 3,744 752,006 30,125 37,070 57,5R6 
3,101,031 2,449,230 3.;9,106 I,OHI,900 6,2411 8.10,600 29,321 45,344 71,702 

Aprll. •••••••••••.••••••••••.•..••••...•••••..•• 3,235,8.12 2,63.,,071 3;,1,845 1,113,475 4,130 AA7,051 44,3~0 61,993 72,IR8 
May •••.••••••••.•....•••.•.•.•..•.••...•..•..•. 3,244,42.' 2,510,431 326,473 1,121, 4~9 3,1.14 1lf.1,~4 63,537 77,1.14 63,1120 
lune ............................................ a,IH3,275 2,431,7Ui 315,835 962,145 2,923 937,645 113,193 84,845 45,208 
July ..•••••.••.•••.•.•...•••..•••.••..•.•.••.••• 3,162,315 2,491,630 2.~I, 766 959,2.'1 3,166 1,015,099 106,611 95,909 29,3211 
Au~,,"t. ••.•••••..•••.•.••••.•...••••.••........ 3,~,672 2,6R7,127 297,442 1,017,3AA 3,~19 1,103,711 117,000 99,228 2li,4~0 
Beptember .••.•...•••.•.••••.•..••.•••••...•.••• 3,aOO,5~ 2,704,464 295,373 925,000 8,877 1,220,5H8 120,998 103,426 30,-152 
October ...••••.••••..••••..••••••••••.•.••••••• 3,396,043 2,801,297 2112,733 921,172 3,649 1,31H,4OO 131,528 109,121 34,694 
Nnvr,mher ...................................... 3,303,717 2,735,400 27~, 946 913,479 7,299 1,260,326 136,315 10.,,2411 33, 7~9 
Decemb.r .•.•••••••..•..••.•••.••.••.•••••••.•• 3,26.1,027 2,719,134 271,526 R09,51O 17,907 1,274,606 143,14" 103,795 311,645 

1921-~~~E~::::::::::::::::::::::::::::::::::::::: 
2,907,966 ~~~~:~:g 230,IAA 810,177 a,33n 1,143,438 140,~15 AA,233 29,93.1 
2,041,738 224,607 773,361 13,031 1,127,795 136,679 113,6-14 30;.3H3 
2,629,376 2,233,104 204,707 76R,392 1",789 994,964 140,9117 ·81,693 28,,,72 

ApriL ...•..•.••.•••......•.•.•.•..•••••.•.•..•. 2,4.;"1,427 2,076,.'i69 211,106 726,.146 12,137 869,733 149,223 81,1~7 26,6:17 

fu':r.·.::::::::::::::::::::::::::::::::::::::::::: 2,249, 1il51 1,907,913 159,.563 627,681 12,006 H.i5,60!:ol 1,,2,748 7A,719 23,5H8 I 
2,OfiO,757 1,75\,350 9K,306 .139,284 15,226 042,092 1.~7, 1175 76,258 22,390 

N OTE.-Flgur •• are a8 oltho IR8t Friday In each month during 1020 and as olth. last day 01 eacb month during 1921. 

Accept· 
sncps Unit.d 

pllrchased Stat .... e-

:::a~~:f.. curitics. 

~ 
(j) 

'" .... 
.n 

---~ - 8 561,313 303, .,21 
5.11,361 294.3.14 1-3 
451,1179 2119,922 d 
407,247 . 293,014 ~ 
41~,600 ·300,394 ~ 399,1115 352, 296 
345,305 325,3~ .... 
321,965 306,5M Z 
307,624 297,500 I:J 298,375' . 296, 371 d 247,70.1 320,614 .... 
255, 702 2RR, IQI ~ 
163,700 -~~ :< 1611, 421 
119,340 '276,932 
100;·.700 . 267,095 
7.5,407 266, 4,~1 
40,223 2.;9,1114 



Agf'iruUural paper held by rach Fedwal rr'ITVe bank at ike end of rach month Bince January, 19!O. 

[In thoWiands or dollar •. ) 

-----
Boston. 

)lew Phil ... CI.v ... Rlch- Atlanta. Chicago. St.Louis. Mlnn ... Ksnll88 
York. delphia. land. mond. apolls. City. 

--- ------ --------- ---------
91O-Janu8ry ...•........•...•. _ .•....... 46 287 173 111 362 608 11,603 52 1,563 5,!126 

~~':c~~:::::::::::::::::::::::::::: : 29 274 151 94 529 548 12,010 1.11 1.868 5,606 
36 302 184 81 653 914 15,069 274 2,360 4,562 

April ••.........•.....••.......•..... 3 396 189 125 1,279 1,567 21,562 672 3.981 5,484 
M8y ................................. .. · .... if 514 247 142 2,562 3,151 2",840 1,232 7,411 6,31<6 
11lne~ ..... _ ......... 0 ••••••••• _._._. 624 278 140 4,4.19 5,412 27,706 2,297 9,663 7.4.>;4 
July •.•.•••...•.•......•......•...... 6 459 328 341 7,738 10,927 25,812 3,676 12,199 8,71<6 
AuA'u.t .............................. 1 224 265 578 9,143 15,044 21,908 4,IM 15,079 8,646 
September ........................... .......... 140 2,,6 598 9,984 15,549 21,060 4,5115 16,912 9,661 

. g~~.~';;.j.::::::::~:::::::::::::::::: ..... ' ....... 76 262 715 9,187 -17,051 33,768 4,496 16,375 13,365 
103 292 621 8,369 17,844 41,4.10 3,250 18,M7 13,364 

Doc.mb.r ••••••••.....•.••••. · ....•.• .......... 257 388 735 9,164 15,497 52,695 3,2,,9 14.527 H,2M 
1921-J 8nU8ry ............................. 298 296 417 717 9,317 12,967 52,454 4.869 14,450 12,736 

~~~~~~::::::::::::::::::::::::::::: 193 354 363 599 8,S98 12,879 49.973 6,003 17,816 11,074 
169 492 400 480 8838 11,902 53375 7,038 19,761 . 9,914 

April ............ , .................... 210 645 566 678 9:726 11,319 58,103 7.560 20,724 8,797 
M8y •...•...•..•.........••.•...••..• 441 724 606 630 10,084 10,828 56,576 8,279 21,796 7,761 
June •.•............•.......•••..•.•.. 907 821 641 763 11,109 12,238 53,867 9,271 22,823 7,550 

NOTE.-Flgur .. are as 01 the 18.t Frld8Y in e8ch month during 19208nd as olthe 18st d8Y or each mouth durin~ 1921. 

------------
Dan ... San Fran- TotBI. cisco. 
--- --- ---

9M7 1,594 23,212 
I, SI9 7,536 30,125 
1.825 3,061 29,321 
3,776 5,355 44,389 
6.813 9,239 63,537 

11.236 13,931 8.1.193 
16,175 20,164 106,611 
18,662 23,345 117,0.0;0 
20,249 22,004 120,998 
15,772 20,4111 131,528 
13,931 18,454 136,315 
14,6.12 17,706 143,145 
15,822 16,462 140,81.0; 
16,210 12,317 136.679 
16,221 12,Ml2 14O,9M7 
16,674 14,226 149,223 
17,699 17,324 152,748 
19,263 1~,622 li7, 876 



Lil'e-8tock paper held by each Federal re8erve bank at the end oj each month 8inN! January, 1920. 

[In thous .. nds at dollars.] 

Boston. New 
York. 

Phil .... 
d.lphi ... 

Clev .... 
I .. nd. :~~':i. Atl .. nt... Chicago. St. Louis •. ~~~u:.- K .. nsas 

City. Dallas. s .. ~!~~n. Total. 

----------1--------------------------
1920-1 .. nuary. •. . . . . . .. .. .. .. . . . . . . • . .. . .. .......... •......... 4 

F.bru .. ry..... ........•.... ... ....... .......... ..•..•.... 4 
March......... ..•................... ••........ .•........ 6 
April............ ............... •.... .......... .......... 7 
May................................. .......... .......... 5 
Iuno................................. .......... ...•....•. 3 
July.................... .......... ... l.l,OM5 ................... . 
August........................... ... I 2.~39 .•.........•.....•.. 
September........................... .......•.. ....•.•... 5 
October... .•....•................... .......... .......... iO 
November........... .•.... .•.... .•.. 119 .......... 5 
Deeember .•...•• ; ....•..............•............................. 

1921-January...... ...•.•...••..•....••••.. 27 •..•....•....•...... 

~~~~~;::::::::::::::::::::::::::::: ~ .. -....... ········5· 
April................................ 8 5 
M .. y................................. 4 5 
June....... ........••.......•••.•.••. 8 ........•.•..•...•.. 

243 7,940 16,052 3,650 5,633 33,693 
2.18 10,459 20,4R.lJ 3,~84 2,189. 37,070 
402 8.378 ~3,184 4,240 8,636 45,3« 

1,887 11,303 29,914 7,811 10,289 61,993 
2.152 18,9:!7 32,010 9,429 13,011 77,154 
1,958 20,707 35,243 10,862 13,9~ 84,845 
2,142 30,935 27,567 12,377 15,015 95,909 
1,583 40,736 25,373 10,840 1';,133 99,228 
2,033 44,560 28,197 1l,462 n,938 103,426 
3,.';67 H,661 32,671 14,5.39 11,119 109,121 
2,615 45,137 30,593 14,715 10.668 105,246 
1,637 39,3iO 32,555 16,619 12,024 103,795 

946 ~3,R:?3 29,8i6 18,2"29 13,517 88,233 
463 22,182 26,724 18.277 14,095 83,654 
607 H., 361 29,190 18,936 15,683 81,693 
778 16,961 26,725 18,717 15,588 81,187 
871 16,820 24,336 17,054 14,859 76,719 

1,11l4 17,746 22,832 16,703 14,633 76,258 

79 7 85 
68 4 \19 

105 36 2."7 
18-1 3M 560 
2H7 H.j 1,2'J9 
269 142 1,71~ 
247 149 2,302 
1H7 130 3,007 
208 107 2.916 
147 ~O5 2;IH2 
1;;6 112 1,126 
MH H7 1,335 
244 '16 1,.1)35 
211 ~9 1,618 
IQ9 25 1,678 
255 75 2,07.j 
~I 99 2,3.10 
~7 117 2,6AA 

--~--------.. --.-. - .. ---- .. --- ... - .. -_ ... _--- ._. __ . ------ .. -~.-~----~--....:....----.:.--....:....---
I Represents p .. per rediscounted tor other Feder .. l reserve banks. 

NOTE.-'-Flgures .. re as olthe l .. st Frid .. y In each month during 1920 and .. s olthe last d .. y In e .. ch month during 1921. 
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Earning a8setB of the Federal reserve banu at the end of each month since January, 1920, distributed bll classes. 
[Ill thousands 01 dollars. Figures are as 01 the last Friday In each month during 1920, and as 01 the last day of each month during 1921.] 

----~--_._------,----,----------- ------------,----,----,-----
Holdings 01 discounted paper. 

Paper Act'Opt-
dis- anc:~es 

Member bank Holdings eounted ~u .. 
Total Cust<>- collateral notes. olaceept- lor (+) c ased 

Com- United lrom(+) earning mers' m.rcial ances Statea or red is .. or lold paper ~ur- counted ass.ts 
secured paper AgricuJ- Llv .... Accept- c ased ,ecur! .. with(-) to (-) on hand. Total. 

Secured I not tural ltack tiea. otber by Gov- by Gov- eI .... paper. ances. In Opell otber Federal ernmellt All paper. market. l'ed.ral obUg .... ernment oth.r. where reserve rcsen'o 
tions. obllg .... included. ballks. banks 

tions. (net). 
~ ------ ------------ --- --- ------ !!! BOSTON. 
0 1[,20-J anuary ..•...• , .••.. _ ....... , ..... 234,964 161,018 63,065 49,868 40,768 46 7,271 51,511 22,435 .......... - 1,021 ~ February .. _ .••..••...... , .••.... , • 218,642 180,424 57,642 4j,828 64,029 29 11,896 16,079 22,139 + '23;391;- - 11,923 Maroh ...•....•.•.........••....... 235,795 195,865 48,469 65,676 100 69, 408 36 12, 176 17,789 22,141 2,9!l5 

f.;~.:.:.:::::::::::::::::::::::::::: 
207,798 157, 0~5 33,353 55,528 63,597 3 ~604 28, 5~S 22, 130 + 22,126 

~ 226,690 169,830 3~, 436 69,322 58,755 ·-·····i:i· .......... 3,317 34,746 22, 114 +20,866 +"'5;002 201,896 146,216 31,~0 55,316 53,880 "ys;osr 1,127 33,183 22,497 + 12,128 July ...•..•...............•........ 205,701 149,581 25,862 63,959 54,300 6 369 28,901 27,219 + 44,923 + 3,445 August .......•..... _ .•........•... 227,731 ISS,5t6 23,257 93,523 66,338 1 .. 2,239 186 20, 116 22,069 + 66,911 .... S.pt.mb.r ..•.•..•..........•..... 236,470 183,331 21,879 92,124 6g,147 - ......... .......... 181 3a,780 22, 3.<;9 + 60,655 +"':i;iM 
tlj Octob.r .••.................... _ ... 245, 182 191,117 18,084 77,022 96,836 .......... ·· .. ··iio· 175 31,985 22,080 + 81,199 ~ November ......................... 220,098 172,165 21,264 57,024 9S,545 213 23,055 24,878 + 27,217 + 437 Decemb.r •..•..... _ ..... _ •........ 220,324 178, 543 23,996 54, 745 99,620 · .. ···298· ·······27· 1~2 19,532 22,249 + 16,575 ~ 19211~F.~:::::::::::::::::::::::::: 172,094 127,917 17,309 36,597 73,484 202 22,132 22,045 + 5,015 + 10,671 
~ 178,810 . 140,414 21,103 3~308 110,668 193 55 87 16,360 22,0:16 .......... + IIlI!2 180,196 149,334 22,306 42,548 83,953 169 9 349 9,684 21,178 .. ".:002" .......... April ..••••.•......••••..... _ ...•.• 133,288 104,369 14, 330 30,325 59,349 210 8 147 7,803 21,116 

r:e':::::::::::::::::::::::::::::: 145,039 112, 951 11,699 32,964 67,665 441 4 178 11,373 20,715 5,500 
125,731 U7,348 11,414 28,742 55,800 907 8 387 8,648 19,735 9,405 

NEW YORK. 

192()-~~,~~Zy:::::::::::::::::::::::::: 1,024,089 762,127 122,207 47:1,288 148, 143 '287 18,202 191,21.~ 70,747 .:.... 30,000 25,649 
1,148,058 8;12,966 152,671 477,610 ···· .. 30i· 207,232 ' 274 15,179 231,257 63,833 - 47,950 7,358 Mareh .•.....•............... _ .•... 1,075,777 815, 6:~4 164,701 3H8,070 241,542 302 20,718 196,464 63,659 - 32,015 ;l,ORl April •.••.. _ .•...•..•..•. _ .•....... 1,064,103 856,776 171,6R9 463,092 195,971 ' 396 25,628 160,431 66,896 + 84,996 + 7,61<7 May ..•.•.......•.......•.....•.... 1, 063, 4~9 804,63S 144,077 4'25,194 212,033 514 22,820 179,:;72 79,419 + 84,425 2,371 

June ............................... 1,089,659 781,562 140,043 378,460 246, J7:1 624 16,262 189,342 118,755 + 61,961 5,394 July ••................... _ ......... 1,046,525 828, 321 127,872 392,331 .~02, 071 459 5,5~ 135, 195 8:1,009 + :19,025 32,551 
~ 

1 R.pros.nts pap.r discounted for other Fed.ral reserve bauks. ~ 

-:'I 



Earning assets of the Federal reserve bank8 at the end of each month since January, 1920, distributed by clas8es-Continued . 

NEW YORK-continued. 
19Zo-A Ultu.t .•••..••..••...•••.....•.... 

. t':R~t~r~r::: :::: :::: :::::: ::: ::::: 
Nove'i!ber ............•.....•...... 
December ........•................ 

19ZI-January ..........•.•.•.•.•........ 

~~~~~~~:::::::::::::::::::::::::: 
April ..•........................... 
May •..••.••.•••..•.••••........••. 
June .............................. . 

PHILADELPHIA. 

19ZO-~~~~~::::: ::::::::::::::::::::: 
~;~:::::::::::::::::::::::::::::: 
June ........•...........•.......... 
JuJy •...••.•••.••••.•.•..•.•.....•• 
August ............... "" ........ . 
September ..•.......•.............. 
October ....•.........•............ 
November ........................ . 
December ..•....................•. 

1921-~il~~ft~ ~~ ~ ~~ ~ ~ ~ ~ ~ ~ ~ ~ ~j ~ ~j ~ j~ ~ ~~~! 
June ............................... ' 

Total 
earning 
asseta 

on band. Total. 

Custo
mers' 
paper 

secured 
by Gov· 
ernment 
obliga
tions. 

. Holdings 01 discoUIlted paper. 

Com· 
MemberbaIlk 

coUater,,1 notes. 
mercial 

----,----·1 paper 
Secured not 

~ln:;;~~t All :~~e 
obliga- otber. inclIlded. 
tions. 

Agricul· 
tural 
paper. 

Live
stock 
paper. 

pi!,;r 
Holdings i connted 
ofaecopt·; United for C+) 

ances 1 States or rod is· 
Accept- cE:::~: securi· !~~~~~) 
allces. ;::a~~:f. i ties. F~~~~l 

! I':~~ 

Accept· 
ances 
pur· 

cliased 
from(+) 
or sold 
to (-) 
other 

Federal 
reserve' 
banks 
(net), -----1-----· 

74 359,644 224 ...••..••. : 6,109 100,523 70,913 .......... _ 
347,083 140 .•...•...• 1 7,626 94,783 68,907 .......... -

1,091,479 I· 920, 043 14~, 861 410,131 40,92.1 
13,404 
13,362 
14,352 
6,917 

51,827 
22,654 

410,934 76 .•.••..••. 10,266 88,546 69,759 - 48,000 -
42.<;, 91j6 103 .......... , 10,671 77,990 72,223 - 10, 150 _ 

1,010,749 847,059 145,158 347,052 
1,095, 5~8 937,223 140,349 375,598 
1,052,000 901,787 13a, 651 331,376 
1,075,351 904,239 123,662 322,264 
1,002,471 914,817 98,397 313,618 

444,1145 2.<;7 .......... 113'211 109,902 61,210 .......... -
490,524 296 .......... 11,982 27, 109 60,545 .......... -

........ 490,002 354 .......... 13,816 33,662 60,536 .......... -
.. 20 276,713 492 .......... 10,127 40,303 59,616 

9114, 462 890, 264 102, 630 281, 442 
741,930 842,011 86,219 268,440 
7.!6,187 613,263 101,982 272,553 
617,834 52:1,628 60,84M 201,899 
467,312 390,793 22,527 14-';,657 

235,611 

22~, 5R6 645 .......... 9,497 55,686 57, 2:JS+ • iii; 92i;' :+ 
252,OH5 724 .......... 1 8,272 33, 934 60,272 + 27,020 
214,156 821 .......... 1 7,632 15,549 60,970 + 38,024 

513 
25 

~,~~ 
244' 163 
248;353 
229,910 
Z12,756 
229,015 
233,032 
227,071 
Z14,9OO 
218,637 
192,490 
200,631 
200,916 
190,370 
196,946 
174,4()1 

195,140 
211,468 
206,700 
209,1911 
213,976 
190,421 
lSO,608 
174,416 
187,315 
175,689 
171,621 
173,563 
150,218 
148,700 
156,357 
148,202 
156,491 
140, r,g5 

81,336 
SO,702 
72,653 
Sa,SRI 
63,917 
62,871 
49,148 
48,400 
45,662 
38,.<;32 
38,4Z1 
39,597 
36,634 
35,637 , 
35,660 I 
35,004 
34,OSO 
1H,102 , 

77,936 
84,324 

I~g:~ 

34,873 173 :61 818 7,825 32,646 - 32,790 

.... · .. i4· ro:~ l~ i:~~ ~:~~ ~~:~ = ~~:~~ 
2.<;,765 IN9 7 1,413 2,842 32, 125 - 20,709 
24,955 247 5 1,322 2,070 32,307 .................. .. 
27,719 278 3 1,187 2,012 37,477 
36,2H9 328 1,013 11,405 40,743 :::::::::: +"io;oi4 
36,261 26.; 534 19,904 34,695 ........... + 11,812 
55,014 256 5 413 12,122 33,595 + :10,617 + 5,.195 
~W m 10 W ~m ~m+~rn+~m 

123,530 
9S,363 ..... __ .. __ 
93,8aO .... ____ __ 

~Ngg 1------·30· 
76,934 ________ __ 
63,190 
76,080 
71,231 
70,762 

49,290 292 5 421 17, [roO 45,719 + 14,760 + 6,998 .... · .. 50· 57,069 3R8 379 12,893 32,181 + 17,109 ... , ..... . 
41,552 417 184 10,323 31,949 + 4,~54 ........ .. 

72,871 
74,853 
82,090 
70,434 

35 
4U 

41,'166 363 228 19,664 32,261 .......... +. 3,826 
47,2U8 400 5 213 13,867 30,692 __ .• ______ ... ______ • 
37,513 rill6 5 226 11,750 30,418 __ ... ____ ... ______ __ 

~~:t\~ 1 ~~ ~g I l!;U~ ~~::~ ::::::::::C::::::: 



CLEYELAl\D. 

t 
t 

192°-I?~~~~~y:::::::::::::::::::::::: :: 241,264 1-1."\,495 10, SlI 116,129 : 1.10 4.1,4';3 111 79 2,762 I 73,35.1) I 24.414 + 11,900 + 111,621 2;0, 3~2 175,9><4 la,:m 112,459 40 4!l,410 !14 6!! 1,542 t 70,119 ' 24,279 + 9,l1li5 + a. 7:\ij March ............................. 267,444 . 1SI,219 1.;,271 117,029 4.;(} -16,196 HI 105 ~,~7 I 61.9H9 ! 24.2016 + 37,801 + 413 April. __ .................... ____ ... ~g:~~ 175,709 17,002 ga,179 i S05 51\361 125 1><4 a,4;)3 56,312. 24,212 + 42,.;:/6 + 5, 749 

~~.-.:::::::::::::::::::::::::::::: 168,480 17,817 0.:;,31,1; 2.;0 51,195 142 2R7 3,474 S!l, 110 I 24,1\19 + 40,193 + 3,."if\.'l 2.52,100 173,4\0 17,077 102,.100 1.;1 51,291 1·10 2(i9 1,982 53,822 24,!168 + OO,!I68 + 1,210 July ........................ __ •.... 237, ~;5 1M,I39 14, M9 62, ISo; , 36 74, 113 341 247 2,368 ,;;,551 26,165 + 54,7.=>5 + 10,001 
Au~ust. __ ......................... 287,772 196,714 13,7.';9 66,247 I 142 113,240 578 187 2,otH 66,802 : 24,166 + 00,620 + 21,440 
S.pt.mb.r .................. : ...... 296,146 221,667 12,005 59 674 ! 36 145,611 598 208 2635 50, 29~ , 24,181 +135,620 + 10,000 October .. __ ...... __ .. __ .. _ .. ____ . ~;,2X2 221,1"" 11,293 51:815 i 77 1M,337 715 147 i700 39,9,>6 : 24,143 +13.',750 November .....• _ ..... __ ......... _. 263,215 207,872 9,216 Ra,3.;1 I 131 109.205 621 156 2,192 31,~1.: 24,142 +112, 106 
December ......................... 250,3.;7 100,333 8,094 K7,330 . 212 97,744 73.; 156 5,0.10 26,0><1 , 24,643 + 81,.;73 

1921-Janllary ...................... __ ... 206,6:11 1:l8,81l9 12,2&; 57,1«)7 1 87 65,7X3 717 244 1,886 4:1 17S , 24,1144 + 29,969 +··i1;oo.1 February::. ___ .. _ .... _ ............ _ 191,307 126,79:1 8,.;61 54,019 I .;0 61.407 599 211 1,946 39;R71 : 24,6t1 + 12,898 + 10,42.' March ............................. 181,118 1:14,536 5,549 il3,442 i 100 71,00 480 100 '3,681 21,909 I 24,673 + 14,700 + 522 
ApriL ............................. 1SO,Of,s 142,174 7,744 ~:~:li 112 81,313 673 2-;5 2,804 13,221 I 24,663 + 4,000 

~ 
May ____ ... __ •..•..•..•..•.......•. 163,730 13-1,976 7,519 95 8'l.l77 630 341 1,953 6, 077 ~ 2'l,677 .......... ....... _ .. 
June .....•...•....... _ ........... _. 176,940 1.;1,856 8,651 46,124 ! 115 .93,661 763 3~7 2, 19. 2,356 ' 22,728 ................. -.. 

i I 
RICHMOND. i n 

I 
10,74S: 8 

19201\~!h~~:::::::: :~:::::::::::::::: 
124,003 99,760 11,605 64,700 I 770 I 20,354 362 7 1,962 13, 495 5,000 1 __________ 
128, 374 104,452 11,547 

68,236\ 
415

1 
22,265 529 4 1,456 10,427 I 13,495 ~ 

125,935 101,813 11,532 52, M46 

3~ I 
35,059 653 36 1,642 10,627 i 13,495 

~'~'mfHH 
q 

ApriL. ______ . ______ : .. ____ . ______ ' 119,865 94,862 10,553 45,431 35,921 1,279 38 1,282 11,50S 13,495 = 
~u~·:::::~:::::::::::::::::::::~: : 122, ggg 99,456 9,670 50,167 514 35,192 2,562 84 1,267 9,948 13,495 ~ 120,731 99,067 t!, 991 39,311 768 43,910 4,439 142 1,506 H,I71 13,493 
July. ____ •....................•..•. 123,560 104,508 6,644 35, 7851 701 51,989 7,738 149 1,502 5,586 13,493 - 23,133 .... August. ________ . ______ .... ________ 121,401 100,762 5,939 30,776 1,221 52,170 9, 143 130 1,3"" 7,146 13,493 - 25,000 2! 
Sept.mbOl' ..•....•.....•.........• 131,815 111,162. 5,911 31,696 , 1,023 60,791 9,954 107 1,650 k~ 13,496 - 24,620 t:> October .. __ . ________ . __ .. ____ ' ____ 131,693 112,535 6,663 33,693 i 909 60,070 9,187 205 I,SOH 13,495 - 14,275 q 
November ....... __ ._._ ..•........... 134,673 115,499 6,158 44, 854 [ 645 53,441 8,369 112 1,890 5,679 13,495 - 10,000 .... 
December._ .. _ •.• _ ......•....•.... 131,633 1I2,8!16 5,414 !X;m ______ ~~~. 57,350 9,164 87 2,052 5,252 13,495 - 10,000 = 

1921-January ..•.•..•.•.•............... 130,279 111,932 5,061 50,022 9,317 36 1,763 4,852 13,495 . ... _ ..... ........ -. ~ 
February ................. __ .... _. _. 126,190 109,459 4,674 46,069 __________ 47,993 8,898 29 1,796 3,236 13,495 . ..... -... .......... 
March ••. __ •..•..••..••........ __ .• 130,637 114, 364 5,282 45,267 3"" 52, 744 8,838 25 1,825 2,777 13,496 

:':'i4;925' . ....... -. April ..•.• __ .•..•..•......•.•..•.. _ 124,827 109,599 4,700 31,938 335 60,872 9,726 75 1,953 1,734 13,494 
May ..••••••.••.•.••.•.•........... 118,213 105, 768 4,226 32,556 322 56,9!14 10,084 00 1,467 1,951 10,494 - 15,000 . ......... 
Jun •...•.. ______ .. __ ' __ .. __ . ____ .. 109,768 99,138 3,536 21,009 1,358 59,653 11,109 117 1,456 2,137 8, 493 - 24,849 . ......... 

ATLANTA. 

192O-January. ____ •.. __ ...... __ ......... 125,575 98,433 3,5"lI 60,1611 12-; 32,611 608 85 1,255 11,098 16,044 +15,000 ··--+5;087 
~~~~~~::::::::::::::::::::::::::: 135,156 102,633 3,638 59,200 95 38,307 548 119 726 16,741 15,782 +11,101 

123,099 98,176 4,851 50,957 140 38,456 914 257 2,601 ~~:~ 15,782 + 2,656 + 701 
ApriL .. ____ ...•...•............... 137,320 114,207 6,187 54,405 110 46,170 1,567 560 5,20..~ 15,783 ':': "8"500' . ......... 
May ••••.•.••.••.......•..•...•.•.. 137,9S4 116,322 7,122 fR,403 110 51,693 3,151 1,239 4,601 5,880 15,782 
June ...... __ ...... _ ... _ .......... _ 134,462 114,058 7,695 41,289 165 53,761 5,412 1,71S 4,01S 4,621 15,783 - 7;960 
July •..•.•.••..•.........•.•...•... 133,445 t 114,127 8,430 46,209 112 44,159 10,927 2,392 1,898 3,536 15,7B2 -21,607 oj>. 
Au~st •••...•••........•.......... 136,862 liS, R92 10,510 ii-~.S09 206 3t,470 15,Oi4 3,007 1,846 2,188 15.782 -31,963 toO 
S.ptember .....................•.. ltO,155 122,.919 13,201 50,475 255 . 39,246 15,549 2,916 1,304 1,423 15,783 -·15,533 (p 



Earning assets of the Federal reserve bank8 at the end of each month 8ince January, 1920, dUitributed by clas.es-Continued. ~ 
~ ----------- 0 

Holdings of discounted paper. 

P3r:r Accept. 
Bnces 

Memherhsnk Holdings counted cC:;;d 
Total Cnsto- collstersl notes. Com· 

ofaccepl- United for (+) 
1'rom~+) 

earning mers' m.rcial 
ances States or redis· ouo d 
cC:;~ count.d assets paper 

paper Agrlcul· Live- •• curl- wlth(-) to (-) 
on hand. Total. secured Secured not tural stock Accept· 

in open ties. other F~~~~f by Gov· by Gov· ei ... anees. 
ernment Ail paper. paper. mark.t. Federal 
olllig ... ernmont other. where reserve reserve 

oblig ... Included. banks. banks tiona. tiOllS. (net). 

--- --- ._-- --- --- ----- --- --- II-
ATLANTA-continued. 0 

~ 
1920·-0otober ••••••••.....•.•..•.•..•.•. 158,708 140,673 13,559 M,402 133 00,61«) 17,051 2,1~2 1,666 2253 1~,7R2 -36,122 

Joo< 
~ November •••.•.•..•..•..•.••.••... 155,219 137,026 14,163 55,332 191 46,014 17,814 1,126 ~;~~ 2;409 10,7HI -40,216 
~ Decemb.r ......................... 151,430 131,149 13,7i4 4H,2.1H 291 Jj2,567 16,497 1,335 3,492 16,7HO -33,659 

1921-t~~!~~~:::::::::::::::::::::::::: 
147,616 127,615 12,305 45,001 357 53,31i 12,967 1,5a5 2,103 3,119 IS,7N2 -17,3.18 >-3 146,226 12H,OIO 12,547 46,OJ2 297 52,01<.1 12,870 1,61~ 1,621 1,428 W,782 .......... .......... g 140,3HI 122,800 11,101 46,777 372 60,6,;7 11,902 1,678 1,400 7ll 111,71«) .......... ........... 

~::.:.::::::::::::::::::::::::::::: 
132,9a5 115, .190 9,924 42,357 2H3 4N,296 11,319 2,075 1,:136 1,157 111, IRS .......... .......... ~ 126,191 102,034 7,955 31,466 180 47,6:17 10, R2H 2,330 l,fflO 1,009 2.1.ltl! . ~ .......... ........... 
125,607 99,9~0 6,636 30,641 256 47,201 12,238 2,6!l!4 1,31Y 977 21,710 ........... .......... .... 

CWCAGO. 2l 
I:) 

lWJA)-f~~~~:::::::::::::::::::::::::: 
430,698 314,914 7,641 146,001 4 147,953 1l,663 1,712 70,8117 41,977 +4H,940 +2,978 S 486,5Y7 372,832 13,077 164,122 ...... isi· 169,290 12,010 14,333 69,518 44,247 +33,410 := 511,018 404,100 14,426 145,303 2ll,130 15,069 18,071 62,761 44, L07 + 7,605 :< ~~;~:::::::::::::::::::::::::::::: 523,161 424, 8Y7 15,887 121, tI04 410 249,2:17 21,562 16,197 54,1.10 44, ll4 -38,471 
527,041 427,640 12,642 146,740 333 230,31J5 2.1, R40 11,600 55,392 44,109 II!, 095 

June ............................... 625,7ll 426,955 18, 413 112,334 272 261,769 27,706 6,461 54,648 44, 108 24,950 ":':iiJ;OiJi t$.~~~~:.:: :::::::::::::::::::::: 528,271 444, 643 17,9s1 138,496 459 256,659 25,812 5,336 39,4M2 44,146 
624,010 43~, 764 21,858 140,770 347 247,974 21,908 5,907 41,OJO 44,147 - 8,001 
656,738 473,9OS 19,471 133,930 6,333 2RlJ,700 21,060 5,405 38,658 44,172 -19,1«)0 -10,000 

October •••••••••••••.•••.•••••.••• 652, 166 463,837 19,812 126,138 3HO 279,918 33,76S 4,812 41,221 44,108 - 7,050 .......... 
Nov.mber ......................... 5OO,6S7 478,457 21,265 128,216 555 2HI,200 41,4.10 6,701 2l!,091 44,139 .......... .......... 
December •••.•...•.•.••••.•••••••• -546,932 475,869 24,998 117,62.1 4,704 270,377 52,695 6,470 25,061 ·14,102 .......... 

19211~W.~:::::::::::::::::::::::::: 
441,265 385,542 23,705 ll2,462 653 192,269 52,454 3,909 11,566 44,157 .......... "':':i;OOti 423,085 36H,617 20,932 104, 770 899 188, 477 49,973 3,566 10,364 44,1114 
481, fl32 427,560 21,6:12 107,036 3,941 238,610 53,375 3,075 11,114 48,149 -1,000 

April ••.•••.••..••.•..•.•••••.••.•. 413,286 364,690 J~~~~ 101,422 635 UU,3,'jO 58,103 3,345 7,5')1 41,IHY .......... .......... 
May •..••••..•••..•••••••.•.•.•..•. 359,221 313,710 95,081 523 141,6!!1 66,576 2,779 4,821 4O,6UII .......... .......... 
June ............................... 366,146 321,9:14 15,260 89,512 2,034 158, 304 53,867 2,9,;!! 3,500 40,712 .................... 



ST. LOUIS. 

192(}-..J£i~~~:::::::::::::::::::::::::: 122,935 ~3,;iti~ 8,96;- 41,333 438 39,992 52 243 4,337 10,8110 18,718 +1,863 135,163 105,995 8,:w<l 42,863 592 49,898 131 258 3,993 10,524 18,644 137,395 107,857 12,899 31,8\2 539 58,757 274 402 3,134 11,130 18,408 . ::ii;82i' .......... April .............................. 132,140 111,063 13,961 43,928 694 47,907 672 1,887 2,014 2,695 18,382 -85,636 '''::s;7tli May ............................... 131,948 110,314 15,:165 43,094 318 46,290 1,232 ·2,152 1,893 3,232 18,372 -46,492 -3,568 June ............................... 128,805 106,679 !l,772 39,829 147 45,546 2,297 1,958 2,130 3,657 18,469 -25,513 -1,210 
i~~si:~:::::::::::::::::::::::::: 128,712 107,586 13,079 25,413 94 60,689 3,676 2,142 2,493 2,740 18,386 -30,607 133,207 112,230 11,464 24,305 63 68,353 4,155 1,583 2,307 2,315 18,662 -32,434 
~':,"~:'..~~r::.::::::: ::: :::::::::::: 136,602 116, 4~3 10,621 29,150 18 67,826 4,585 2,033 2,2.'iO 1,595 18,574 -36,996 140,511 120,654 10,683 33,215 81 65,606 4,496 8,567 2,976 1,488 18,369 -37,305 November ......................... 140,234 120,169 10,102 89,723 145 62,128 3,2.10 2,615 2,206 1,365 18,700 -12,793 December ......................... 132,5P9 114,218 7,517 37,190 45 62,169 3,2.10 1,637 2,401 1,146 17,235 .......... ........... 1921-January ........................... 115,374 97,426 6,394 32,643 5 50,623 4,869 946 1,946 910 17,038 ...... .: ... February .•••••.•.••...•.•••...••.• 107,495 90,832 5,449 29,7.'i5 10 47,269 6,003 463 1,81<3 1,939 14,724 .......... ''';:i;ooo March ............................. 105,7,12 89,021 5,818 30.214 114 43,630 7,0.13 607 1,575 2,225 14,506 .......... +1,000 April .............................. 96,227 81,237 ,\,397 30,504 209 35,621 7,560 778 1,168 769 14,221 .......... ........... ;. May ............................... 95,279 81,838 3,817 2.8,204 5 38,606 8,279 871 2,056 218 13,223 """"" .......... Q JIm .............................. , 100,032 86,793 3,052 29; 734 . 42,327 9,271 1,184 1,225 219 13,020 .......... .......... 

~ M:INNEAPOLI~. 

19201\~~~~:::::::::::::::::::::::::: 
79,403 65,116 4,179 19,604 355 31,2rO 1,563 '940 145 5,691 8,596 '+"4;000' .......... ~ 81,462 68,756 ",006 23,246 377 27,7:>0 1,868- 10:4--"9 70 4,110 .8,596 79,593 65,3F12 6.00S 25,875 347 22,292 2,360 8,378 125 5,615 8,596 +10,029 q 

~~;~:::::::::::::::::::::::::::::: 90,207 15.359 6,922 8,8'6 ~63 4',749 3,9MI 11,303 205 6,237 8,611 -11, III l:I:I 
!!S,7M! 751~7 5,679- ~,447 ,\55 39,285 7,411 18,937 523 4,341 8,603 -19,132 ~ June ............................... 84,912 72,125 2,491 2,605 7.,2 ~5, 507 9,683 20,707 420 4,205 8,602 :~m i~~i:::::::::::::::::::::::::::: 90,2"0 7~,524 :'.964 4,841 94~ 25,122 12,199 30,935 523 3,159 8,597 ... 
87,741 78,209 4,413 2,314 1,0.15 14,219 15,079 40;736 413 935 :,~ -20,347 ~ 

~"ft~'i,~r~~r:::::::::::::::::::::::: : 94,2:16 84,251 ~,9:6 2,743 920 14,995 16,912 44,560 175 1,388 -21,349 
~ 94,665 84,670 ,\,006 3,657 1,159 11,:'64 16,:'75 44,661 448 1,398 R;597 -26,603 

November ......................... 90,664 80,562 5,6!>7 6,055 4,1:12 721 18,657 45,137 203 1,490 8,612 -25,860 ... 
Derember .............. _ .......... 91,67R 81.669 5,709 12,207 8,272 1,277 14,527 39,370 217 1,413 8,596 -14,801 l:I:I 

19211~~?~:::::::::::::::::::::::::: 
~7,157 78,541 3,613 15,6:13 8,929 11, Sl<8 14,460 2.1,823 195 21 8,595 - 2,775 ~ 81,696 7J,100 1,642 13,415 .;,920 11,767 17,816 22, 1M2 358 R,596 .......... .......... 
79, 36:! 70,768 1,297 11,98.8 4,897 16,815 19,761 15,:i6J 649 8,590 . ~ '2;000' .......... April .............................. 80,2M 71,681 993 11,667 3 ~'<6 17,161 20,724 16,961 689 R,607 

fu"l.::::::::::::::::::::::::::::::: 75,079 66,483 '1,196 5,293 '835 20,147 21,796 16,820 396 8,596 :g:m ........... 
76,940 71,329 623 4,985 ·921 23,926 22,823 17,746 305 5,611 .......... 

KANSAS CITY. 

192(}-..January ........................... 120,048 87,947 3,589 29,217 f:~~ 2.8,553 5,826 16,052 547 7,910 24,191 ';:'5;000· '''+5;000 February ••••..••••.•••.•••..••...• 130,261 98,560 4,590 33,172 32,2.88 5,606 20,485 578 6,837 24,8.55 
March ............................. 12.8,945 104,542 4,897 29,122 3,976 38,399 4,562 23,184 402 2,651 21,752 

'~iS:87j' 
+1,871 

April .............................. 133,073 1IQ,625 6,179 20,357 1,060 46,661 5,484 29,914 970 461 21,987 
May ............................... 135,139 111,970 6,016 26,867 60 39,532 6,386 32,010 1,099 1,309 21,880 -13,865 . .......... 
June ............................... 134,186 110,138 7,234 26,053 227 32,942 7,454 35,243 985 2,102 21.946 -12,958 

tI>o-July ............................... 133,966 109,199 6,928 39,069 198 25,446 8,786 27,567 1,205 3,016 21,751 -22,902 
August ............................ 135,381 109,704 7,451 39,727 222 27,425 8,646 25,373 8110 3,984 21,693 - -22,247 ~ 
feptember ........................ _. 135,000 109,78.5 8,376 26,633 553 34,424 9,661 28,197 1,941 3,521 21,694 -41,175 J-< 



Earnmg aS8ets (1 the Federal re8erve banks at the end of each month since January, 1920, distributed by classes-Continued. oj:>. . . 0:> 
t,:) 

Holdings of discounted .paper. 
Paper Aecept-
dis- anees 

Member bank Holdings counted cE:;~ 
Total Custo- collateral notes. Com-

olaccept- United lor(+) lrom(+) mers' ances or redis-earning paper mercia! pur- States counted onold 
assets .ecured paper Agricul- Live- Aceept- chased securi· with(-) to(-) 

On hand. Total. by Gov- Secured not tural stock 
:::a~~:r. 

ties. other other 
by Gov- else- auces. Federal' errunent AU paper. paper. Federal 

obliga- ernment other. where 

I 

reserve reser\"e 
tiODS. obligll- included. banks. banks 

tions. (net). 

--- -------- ----------1------------- -------- :i-
KAN8AS CITy-continued, 

Q. 

13,3651 

~. .... 
192o-0ctober ........................... 139,786 115,777 9,587 24,238 305 33,713 32,671 1,898 2,313 21,696 -44,895 .......... O· 

November .... ___ ........ __ ........ 
137,171 I 113,664 10,180 16,389 67 .41,271 13,364 30,593 1,800 1,818 21,689 -28,464 -.-._---.- Cl 

December. _ ••••• _ •••...•.••••••••. 134,799 111,094 7,808 22,204 749 :n,355 14,285 32,555 2,138 2,017 21,668 -29,086 ---_ ... _-- ~ 1921-January ........................... 131,142 lOS, 184 5,111 31,413 27,803 12,736 29,876 1,245 1,270 21,668 .......... "-------,' Cl February .......................... 118,093 98,372 4,632 32,360 205 22,209 11,074 26,724 1,168 533 19,188 ----- .. ·0_- .-- ........ 
March ............................. 119,471 I 100,096 4,320 30,690 5 . 24,774 9,914 29,190 1,203 185

1 

19,190 _._- ..... '. _.- .. _--.-. ~ 
April. ............................. 114,972 95,759 4,221 2R,456 5 26,299 8,797 26,725 1,256 25 19,188 ........... ;;, -.-_ ...... _- ~ May ............................... 100,175 81,1169 4,183 19,997 57 24,972 7,761 .24,336 563 25 18,281 . -- _. - ... -~. 
June ............................... 95,811 78,602 3,066 22,141 22,525 7,550 22,832 488 20 17,189 .......... .......... '"' Z 

DALLAS. I t:) 

+14,900 I. ......... d 
1920-J anuary .•.•.•.•.•.•...••.•...•.... 75,~14 62, Sl1 193 45,2~ 316 12,082 9S7 3,650 .......... 1,037 12,266 ; 

~~t;,,~~~:::::::::::::::::::::::::: 85,R64 71,848 174 5.3.730 6.1 13,046 1,349 3,484 .......... 1,750 12,266 +23,500 .......... 
69,400 56,014 329 3S,617 35 10,86R 1,82.1 ~:~fll ...... 9i.j· 1,120 12,266 + 7,825 !< 

April •••.....•...•.•.....•.•....... ffI,7116 7:1,552 1,3.;8 40,326 440 18,927 3,776 1,968 12,266 - 3,000 

~':r.:::~::::::::::::::::::::::::::: R7,312 7:1,61;2 1,74R 34,9[17 439 19,723 6,~13 9,429 I 5:13 1.394 12,266 -13,000 
!l6,341 '/3,475 2,122 27,106 269 20,956 11,236 lO,R62 924 405 12,461 - 5,000 

July .••• , •.•.•..••.•.••...•........ 84,999 72,075 2,774 13,226 41\9 20,067 16,175 12.377 967 608 12,266 -26,716 
Augu..t ............................ !l6,469 '{3,M8 2,528 1~,O:16 '372 22,289 13,662 10,840 921 555 12,256 -34,540 

~°J'~t~~~:·::::::::::::::::::::::: : 119.427 76, ~9R 3,074 18,136 530 22 235 20,249 11,462 712 763 12,266 -37,419 
9O,9ff1 77,638 3,0~ 17,130 :141 25;900 15,772 14,559 8'6 1,070 12,279 -32,828 

~::~~:;::::::::::::::::::::::::: HIl,634 77,140 2,9;;8 18,028 739 26,106 13,931 14,715 663 215 12,279 -26,600 
81,411 68,885 3,029 12,008 764 21,506 14,632 16,619 327 247 12,279 -27,711 

1921-January ........................... A2,805 70,429 2,478 13,01)5 1,470 Hl,529 15,822 18,229 846 97 12,279 -19,445 

~~~~~~:::::::::::::::::::::::::: 81,278 6R,960 1,150 12,358 1,582 IM,765 16,210 18,2i7 617 39 12,279 -12,898 
75,978 63,1;78 1,0'>8 11,534 1.6110 13,50R 16,221 lR,936 721 21 12,379 -14.7nO 

ApriL •..•......•.•.•....••........ 72,791 64,387 1,167 8,7t<3 1,439 16,699 16,674 1~, 7171 90R 25 8,379 - 8,002 
May .............................. 71,5~ 64,0:16 1, \07 U~I 3,1411 16,816 17,699 17,054 899 171 7.:379 - 5,500 
June· .............................. 58,696 62,167 1,022 3,439 13,349 19,263 I 16,703 9fl7 150 6,379 - 9,405 



SAN J'RANCJ9CO. . I I 

19~f~~~~ ~~ ~ ~ ~ ~ ~~ ~ ~ ~ ~ ~~ ~ ~~ ~ ~ ~~~ j 
224,71fT 90,534 2,412 

46,
679

1 
106 28,271 1,594 5.633 6,839 119,256 14,9\17 .......... + 8,406 208,650 107,584 2,796 53,686 310 35,524 7,5.'16 2,189 6,M3 I :;,~ 13.813 

":':5;000' + 3,toIl 192,398 111,878 3,073 46,022 ISO 43,293 3,061 8,636 7,643 , 13.513 + 2,OMI 219,983 131,740 4,273 48,548 190 54,785 5,355 , 10,2!l9 
1~'=' 74:730 13,513 .......... - 7,687 M .. y ••••..••..•.•.•••............•. 223,760 147,086 3,984 54,243 57. 54,666 9,239 . 13,011 62,*16 13,666 . ......... + 2,371 June .............................. 19f,542 137,6811 3,246 38,979 192 59,191 13,931 13,943 R:206 . 43,017 13,837 .......... + 392 July ............................... 216,216 148,319 4,235 43,907 137 .'is,795 20,164 15,015 8,066 54,074 13,823 .......... +19,092 August .•.•..••... """" .c ••.• : •• 228,604 158,199 3,998 48,800 137 61,328 23 345 . 15,133 5,460 rs:t~ 14,097 .......... +15,872 September ........................ 249,168 170,156 5,176 47,502 169 75,507 22;004 13,938 5,860 13,1fT7 .......... + 8,209 October ........................... 2:14,464 160,301 8085 47,300 255 68,638 20,461 11,119 8,443 60,230 13,933 .......... + 93 November ......................... 235,222 159,438 5;909 46,911 694 71,3S9 184S4 10,668 6,413 56,830 18,954 .......... + 6,917 December .............. : .......... 225,676 164,686 7,988 41,635 1 852 78,727 17: 706 12,034 4,744 47,266 13,724 .......... + 6,917 1921-J .. nuary ........................... 198,742 145,686 8,606 34,91!4 2;829 67,617 16,462 13,517 3,671 ~:~~ 13,933 . .......... +16,063 ~·ebruary ......................... 202,471 145,983 5,400 41,141 4,068 65,6811 12,317 14,095 3,274 14,163 .......... + 7,318 Marcb ••••.•..••.••...•••••••...... 191,801 162,580 4,432 46,585 4,357 75,367 12,402 15,683 3,754 16,544 12,677 ............ - 9 

~~:::::::::::::::::::::::::::::: ISS, 197 165,712 5,903 44,415 5,598 76,674 14,226 15,51!3 3,398 10,092 12,393 .......... - 25 180,557 164,129 6,057 48,550 6,803 67,387 17,325 14 858 3,149 4,848 11,580 .......... ........... June .............................. 163,283 150,815 5,419 35,918 7,104 65,934 18,622 14;633 3,185 2,202 10,266 ........... .. ......... 
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Gov. HARDING. I want to state in this connection that the board's 
statistician has called my attention to a statement which I made 
before the House Committee on Banking and Currency on June 1, 
1921, and I may say that I made practically the same statement a 
few days later before a subcommittee of the Senate Committee on 
Bankirig and Currency. I made the statement in good faith, but 
from memory, and the statement is rather confused. I referred to 
the amount of agricultural and live-stock paper carried bv the Fed
eral reserve banks, and stated that this must be so because it was 
maturing after 90 days, between 90 days and 6 months. 

I find that I made an error in making that statement. The actual 
amount of paper maturing over 90 days at each Federal reserve bank 
is published each month III the Federal Reserve Bulletin. All such 
paper, of course, maturing beyond 90 days must necessarily be agri
cultural and live-stock paper, because otherwise the Federal reserve 
bank could not take it. But for 18 months past the Federal reserve 
banks have been classifying separately, witliout regard to maturity, 
all paper which they know is agricultural or live-stock paper, and 
these reports are forwarded once a month to the board's statistician. 
Now, before I made that statement to the House committee I sent 
to the statistician and asked him to give me a memorandum regarding 
agricultural and live-stock paper. He gave me his memorandum, 
gIVing me the figures as he had received them from the Federal 
reserve banks. He did not tell me that some of these maturities were 
within 90 days, and I inadvertently stated that these maturities were 
beyond 90 days, when, as a matter of fact, the papel' which is beyond 
90 days, which is all agricultural and live stock, but only a part of the 
total which the Federal reserve banks have on hand, is referred to in 
the tables shown in the Federal Reserve Bulletin. . 

The significant part of it is this, however, that thosp. tables show 
the increase in agricultural and live-stock paper. The absolute 
amount is not of so much importance, because it is admittedly a 
comparatively small amount in proportion to the total borrowings of 
the country, and there must be very many more loans made to the 
agricultural and live-stock interests than either set of these figures 
show, but the interesting part is that those tables, one showing the 
maturities beyond 90 days up to 6 months, and the other sho",ing the 
paper which the Federal reserve banks can identify at the time it is 
taken as being agricultural and live-stock paper, show about the 
same percentage of increase. 

Now, I want to put into the record, in conclusion, the statement 
that the total earning assets of the Federal reserve banks, which 
included loans to member banks and any investment they had, 
amounted at the end of January, 1920, to $3,039,191,000. 

At the end of October, 1920, they amounted to $3,396,043,000. 
At the end of November, 1920, they amounted to $3,303,717,000. 
At the end of December, 1920, they amounted to $3,263,027,000. 
At the end of January, 1921, they amounted to $2,907,966,000. 
At the end of February, 1921, they amounted to $2,841,738,000. 
At the end of March, 1921, they amounted to $2,629,376,000. 
At the end of April, 1921, they amounted to $2,453,427,000. 
At the end of May, 1921, they amounted to $2,249,851,000. 
At the end of June, 1921, they amolinted to $2,050,757,000. 
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Of ('ourse if you want 8 comparison down to a more recent datIl 
you will finel from the last statement ·that they are down to about 
il,900,000,000. ' 

While there has 'been a reduction from' the 1st of January, 1920, 
to the end of June of approximately~n;OOO,OOO,OOO in the total 
loans and investments of Federal reserve banks, there has been an 
increase in agricultural paper and an mcrease in live-stock paper. 

For instance, the amount of agricultural paper reported by all 
Federal reserve banks at the end of January, 1920, was $23,212,000. 

At the end of June, 1921, thearoollnt of agricultural paper was 
$157,875,000. 

The live-stock paper at the end of January,_ 1920; was $33,693,000. 
At the end of June, 1921, the live-stock paper was $76,258,000. 
A total of agricultural paper and live-stock payer of $234,133,000. 
The reduction which has been mooe in loans during that time has 

not been in commercial paper. 
At the end of January, 1920, commercial paper not elsewhere 

included was $608,283,000. 
At the end of June, 1921, it was $842,092,000. 
Of course durinra the fall months of 1920 commercial paper went 

up. At the end 0 October the amount was $1,318,400,000. 
Hepresentative SUMNERS. Did you say a decrease had· not been 

made in commercial paper or had been made ~ 
GOV.HARDINO. No; 1 will state it in another way. The commercial 

paper, is, paper which is not secured by Government obligations, and 
which is not included in the acceptances listed, but is as a rule the 
plain notes that a bank discounts for merchants and manufacturers. 
I have already shown the tremendous increase in the amount of 
agricultural and live-stock notes that the banks held. Now the 
commercial'paper at the end of January; 1920, was $608,283,000. 

CommercIal paper at the. end of May, 1920, was $863,804,000. 
At the end of June, 1920, the commercial paper was $937,645,000. 
At the end of July, 1920, the commercial paper was $1,015,599,000. 
At the end of August, 1920, the commercial paper was $1,103,-

711,000. 
At the end of September, 1920,. the commercial paper was 

it ,220,588,000. . 
At the end of October, 1920, the commercial paper was 

$1,318,400,000. 
At the end of November, 1920, the commercial paper was 

$1,260,326,000 .. 
At the end of December, 1920, the commercial paper was 

$1,274,606,000. 
At the end of January, 1921, the commercial paper was 

$1,143,438,000. 
At the end of February, 1921, the commercial paper was 

$1,127,795,000. 
At the end of March, 1921, the commercial paper was $994,964,000. 
At the end of April, 1921, the commercial paper was $869,733,000. 
At the end of May, 1921, the commercial paper was $855,608,000. 
At the end of June, 1921, the commercial paper was $842,092,000. 
So that while we have come down from the peak in rediscounting 

commercial paper, which was reached in last October, when it went 
to over twice as much as it started off with at the end of January, 
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1920-and that covers a period, by' the way, when some people said 
we were calling in loans and curtailing-the commercial loans of the 
Federal Reserve Banks doubled between the end of January, 1920, 
and the end of October, 1920, and the agricultural loans between the 
end of January, 1920, and the end of October, 1920, increased nearly 
six times in volume. 

They are very interesting figures if you study them. The reduc
tion was in paper secured by Government obligations, and member 
banks' collateral notes secured by Government obligations, and in 
acceptances purchased in the open market. 

For instance, at the end of January, 1920, the Federal Reserve 
banks held $561,313,000 of acceptances. 

At the end of June, 1921, they held only $40,223,000 of acceptances, 
and my recollection is that they are holding now between nineteen 
and twenty million dollars. This statement shows this by banks in 
detail. 

Representative SUMNERS. Governor, the decrease in those accept
ances indicates what in regard to trade conditions or economic 
conditions 1 

Gov. HARDING. Well, of course with the lower level of prices the 
amount of acceptances would be less. I presume the volume of 
acceptances is less also. But there is one factor which must be con
sidered, and that is that a good bank's acceptance now is in great 
demand. There has been a good market built up for it. Banks and 
trust companies and savings banks and investors all want bank 

• acceptances, and the problem of taking care of the acceptance market 
is one now which has nearly solved itself. Eighteen months ago the 
Federal reserve banks had to look after the acceptance market. 

Representative SUMNERS. Are they taking care of the banks-
Gov. HARDING. I suggest that you save that question, Congress

man, if you will, for Gov. Strong. You can get more direct informa
tion from him, because his bank buys acceptances and handles them 
every day. He can talk much more intelligently about that than 
I can. 

Representative SUMNERS. Very well. 
Gov. HARDING. Now, if you want the changes of some of the banks 

on agricultural paper, I will give them. 
Representative SUMNERS. As far as I am concerned, Governor, I 

am just as satisfied to have that go into the record as it is. , 
Gov. HARDING. I would like to call your attention to some partic-

ularly large increases. . 
At the end of January, 1920, the Richmond bank had $362,000 of 

agricultural paper. 
At the end of June, 1921, the Richmond bank had $11,109,000 of 

agricultural paper. 
The Federal reserve bank of Atlanta at the end of January, 1920, 

had $608,000 of agricultural paper. 
At the end of November, 1920, the Atlanta bank had $17,844,000 

of agricultural fayer. 
At the end 0 June this year the Atlanta bank had $12,238,000 of 

agricultural paper. . 
The Federal reserve bank of St. Louis started out at the end of 

January, 1920, with $52,000 of a~icultural paper. 
At the end of June, this year, it 'had $9,271,000 of agricultural paper. 
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The Federal reserve bank of Minneapolis on the 30th of January, 
1920, had $1,563,000 of agricultura~~er. 

At the end of June, this year, the . eapolis bank had $22,823,000 
of agricultural paper. 

The Federal reserve bank of Dallas had $987,000 of agricultural 
paper at the end of January, 1920. 

At the end of June, this year, it had $19,263,000 of agricultural 
paper. 

The Federal reserve bank of San Francisco had $1,594,000 of agri-
cultural paper on the 30th of January, 1920. ' 

The 30th of June, this year, it had $18,622,000 of agricultural paper. 
Representative SUMNERS. Governor, does that show to 'you that 

agricUltural borrowings have increased in the proportion indicated by 
those figures, or that possibly, whereas country banks have been using 
the notes of merchants' Liberty bonds, etc., for rediscount basis, they 
have gotten rid of those and are now using the agricultural pltper for 
rediscount 1 

Gov. HARDING. I beg your pardon, Mr. Sumners, I did not get the 
question., 

Representative SUMNERS. It is not a very important question, but 
I was interested to know this: Do those figures which you have just 
read indicate proportionate increase in borrowings of farmers, or 
does it indicate that the banks are now sending on their agricultural 
paper which formerly they,may have held in their own vaults ~ 

Gov. HARDL~G. I should say probably both. 
Mr. Chairman, before I close, there was introduced the other dal 

in the record an editorial from an industrial publication. I don t 
know whether that is anything that you want me to discuss or not. 
I am not familiar with it. 

If there is anything in the record that I ought to discuss further I 
will ask the opportunity of appearing before the commission later. 
I am about to close my remarks now. I would like to have it under
stood, please, that after I have had time to look over the records of 
these proceedings, that if there is anything else that it seems to me 
I should discuss before this commission, I may have an opportunity 
of doinO" so. . ' 

The C~MAN .. There will ~e ~o difficulty. abo~t th~t. Of course 
the COIIlIIllSSlon will go on With Its Eroceedings ill thiS matter and 
other matters, but there will be no dIfficulty about yourheing given 
every opportunity, Governor, to present your views for the record. 

Gov. HARDING. I said when I began my testimony that I would 
take the liberty of offering somethiIig that I hoped might be in the 
way of a constructive suggestion. 

Representative SmINERs. I am very much interested in that, 
Governor. . 

Gov. HARDING. I want to put into the record here a letter which I 
have just received. I do not know the party who wrote the letter. 
It is not a matter that ",:ould appeal to th~ average banke~, and yet 
somehow or other the thmg has an appealing look to me, and I can 
not help but feel that if I were in the banking business in that locality 
I would send for the man who wrote this letter and take a look at.him 
and see if I could help him out. It is not a matter that the Federal 
reserve bank can do anything about, for the simple reason that it 
requires the intervention of a member bank. And it is not a matter 
that would appeal offhand to the average banker, unless you look into 
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it a little deeper. It is a question of character very largely, which 
will have to be determined. But I am reading tllls letter to you 
because it illustrates a need which is felt allover this country, and a 
need which' ought to be supplied in some way, and it gives me .an 
opportunity of saying just what additional facilities should be fur
nIshed for agricultural and live stock interests. 

The letter is as follows [reading]: 

W. P. G. HARDING, 
JULY 29, 1921. 

Governor of the Federal Reserve Board. 
DEAR SIR: Will the Federal reserve banks assist a man to go into the stock business 

and take security on the stock the loan money would buy? 
I have the use of 320 acres of splendid hay and pasture land here in the hills good for 

that and nothing else. Here interest is too high, at the prices of cattle, to get a loan 
here, but if I could ~et a loan from the board direct, without having the loan go through 
so many hands before it reaches me, at 5! per cent, and buy good stock, just enough that 
I can attend to without hiring help, and care for them well, as I am very particular, 
I can make a good living. 

I don't want a big loan, but want enough to buy good cattle and that I, myself, 
can care for, with my wife's assistance, then we know they are well cared for right. 
I want the Roan shorthorn breed. 

Answer immediately. 
Respectfully, 

And then he gives his name. 
The CHAIlL.\fAN. That states the problem. 
Gov. HARDING. Now, if I were m the banking business down in 

Alabama and got a letter like that, I would ask that man t.o come 
and see me, and I would go over his proposition and see what the 
terms of his leasehold were, and if they were all right I would t.ake a 
chance on that man, if he was of good character, and see that he 
could start up in that line. 

The great trouble is right here, and that is the whole trouble. 
There i!:l no use of talking about what a beautiful system the Federal 
reserve system is, and how perfect the law is, and all that. We have 
got to meet these propositions as they come in. We can not amend 
the Federal reserve act to fit that condition, and yet here is a real 
need, as illustrated by this case. We find all over this country that 
the agricultural and the live-stock elements feel that they ought to 
have some facilities which would make them, to a degree at least: 
independent of the banks. 

N ow, With the best intentions in the world the banks can not, all 
of them, take care of these situations. And the trouble is that a case 
like that of the man whose letter I read, while it might appeal to some 
banker in a good-sized town or a city, it would be impracticable for 
this man to go to the city, and the city banker is busy; it is not his 
line of business anyhow. But there are certain credit facilities that 
people engaged in other lines of business have, that by the ve.ry na~ure 
of the thing the farmer does not possess. The farmer's credIt hOrizon 
is limited. He has to depend upon local facilities as a rule. 

Well, now, if you have an ideal bank, under ideal management, that 
keE'ps itselJ in good, strong, clean, liquid position, so that It has money 
.coming in at the very time the agricultural needs are developing, the 
:situation is taken care of. If, on the other hand, while it has a tem
porary swelling of its deposits, a bank invests in long-time mortgage 
paper or something of that sort, and then its deposits go down, then 
with the best intentions in the world it finds itself unable to take care 
of some of its agricultural customers. 
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And then again, a great many farmers ·have no money to deposit 
in the bank. Now it is Ii pretty well established practice with com
mercial banks, and they could not very well carry" on their busines~ 
profitably without it, that a loan and deposit go together. A mer
chant who makes deposits every day or two, or a manufacturer who 
carries an average b81ance,have loan accommodations at the bank, 
and there is a sort of. reciprocity there, in addition to the interest 
that is paid. The bank makes a loan, and the bank gets a deposit. 

Now the farmer comes in to the bank. He has no deposit to make, 
unless it is for a little while in the fall of the year. If you talk to the 
average farmer ahout what kind of a balance he is going to keep with 
vou he will say, "No, I am not going to keep any balance with you. 
'II I had any money I would not be borrowing from you; What I 
want is $500, and I want the full amount:" Some of them might 
have a little balance at the end of the year. Of course, the farmer 
who has gotten himself into' a good condition will have a balance at 
the bank} but I am talking about the fellow who is just getting u 
start. 

I do not believe it would be wise,and have so expressed mvself, 
to amend the Federal reserve act with a view of trying to make 
the Federal reserve svstem do all sorts of thinO's. The Federal 
reserve banks have definite functions to perform. 'fihey are the sole 
reserve agency for commercial banks. These commercial banks 
have demand deposits, and the rest' of their deposits are payable on 
short time. The loans made by Federal reserve banks plus a gold 
reserve are back of the Federal reserve notes, the currency now 
most in use. And I t,hink it is generally conceded that the'Federa.l 
reserve banks must conduct theIr business with the view of havin~ 
liquid assets. Of course when emergencies arise there is some re
laxation and accommodations are given which ordinarily would not 
be granted. But they should work back in the long run to a more 
liqmd position, so that they can respond to any future emergency 
that may arise or any seasonal needs, the idea being that paper held 
by banks should be theoretically at least of a self-liqmdating diamcter 
representing loans for productive purposes and for purposes of 
distribution; and loans for capital account ought not to come into 
the Federal reserve banks; In fact,' the act itself provides, in 
section 13, that loans made for the purpose of carrying merely in
vestments, are not eligible. 

For instance, if a man who is not engaged in farming, or no!' 
engaged in manufacturing, wanted to buy 10,000 bushels of wheat, 
or 100 bales of cotton, merely fOI; the sake of holding it with the idea 
that it would advance, that would be classed as for investment or 
speculative purposes-no prejudice in the word" speculative" there-. 
and that it would be an ineligible loan because it is for an investment. 
Of course, if a cotton mill buys cotton that would be one of the 
stages of production, and the mill's note would be eligible. But Ii 
loan made to an individual who is not in business, who buys with 
the idea of holding commodities and making an investment is not 
eligible under section 13 of the Federal reserve act. 

As I said It while ago, it would be unfortunate, I think, to amend 
the Federal reserve act by extending the present time limits, which 
relate to the maturity of paper eligible for rediscount at the Fed
eral reserve banks. These insti~utions carry th~ entire .legal re
serves of the member banks, whiCh are commerCIal bankmg insti-
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;tutions and ,whose deposits are either payable on demand or upon 
short notice. Any steps, therefore, which would impair the liquidity 
of the Federal reserve banks might jeopardize the entire structure 
of commercial banking in this country. ' 

We can take loans now up to as long as six months, and there is 
nothing in the law against a renewal, although as a matter of Federal 
reserve practice it is preferable not to have to make renewals, but 
they are made sometimes without any agreement in advance. There 
is no law prohibiting it. 

But I don't think there is any doubt that longer time credits than 
those provided, for in the Federal reserve act are necessary in the 
live-stock industry and in the orderly marketing of staple crops"and, 
perhaps, in some cases in the production of these crops. And there 
ought to be some means of offering individuals who have no banking 
connections or can not make them in the existing circumstances, if 
they have something back of them that is worth while, to organize 
associations and to have a source of accommodation that is independ
ent of ordinary banking channels. 

There are needed credits which run from 6 to 12 months or longer. 
In other lines, the mercantile business and the manufacturing busi
ness, there are frequent turnovers, but the farmer has only one turn
over a year, and the cattle man has to wait before he has any turn
over at all on the increase from his breeding cattle. We should get 
this business established. I 

I hardly know just what suggestion to make. It is not a field, 
I imagine, that is going to attract private capital .at the present 
time. The bill which has passed the Senate this morning or yesterday, 
authorizing the War Finance Corporation to extend its powers, I 
presume will help the situation, but as I understand that bill the 
War Finance Corporation is to make these advances only upon the 
indorsement of a bank. What many farmers need is some means 
where they can get an accommodation through some channel that 
does not require the money to go through so many hands; as out
lined by this North Dakota man, without being obliged to go to a 
bank and have so many people handling the loan. 

I am reluctant to make a suggestion which would involve any legis
lation in which the Federal reserve system is not directly interested. 
But I hope there is no impropriety in my making the suggestion to 
the commission that it might be well for it to lOOK into these various 
agencies, bearing in mind that the War Finance Corporation, under 
the terms of the act creating it, is a temporary organization, its life 
being limited, I think, to 10 years from the time it began operation, 
and I think its lending power has ·some relation to a certain length 
of time after the close of the war; and, therefore, I would suggest 
that the commission consider the' farm loan system. 

It is argued that the Government ought to keep out of business. 
There is much to say in support of that argument. But the farm 
loan system has run the gauntlet of the Supreme Court, and the 
farm loan banks make mortgage loans to landowners on long time, 
and the payments are amortized over a period of years. 

Wpuld it not be possible to enlarge the powers of the farm loan 
banks so that they might have an additional department through 
which they could make these intermediate loans, loans running for, 
say, up to 12 months on agricultural commodities in warehouse, 
or loans running for a ;year or two, or maybe longer, on live stock, 
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or loans running for a coup'le of years for farm improvements, in cases 
where a farmer builds a silo or wants to do some ditching, or wishes 
to buy 8 tractor or something of that sort ~ 

One advantage, as I see it, in having such credits available through 
8 governmental agency would be that if a private corporation is 
organized for that sort of business it must look around and do business 
all the time, and there might come a time when the private corpora
tion would be loaned up like the banks and would not be able to go 
ahead and make further loans at. the very time when loans are most 
needed. But if these facilities could be provided through some 
existing governmental agency, at times wlien the farmers do not 
need these credits, and the demand for their products is good, or they 
can get accommodations readily at banks, then .these public funds 
can be turned back to the Treasury or employed in the purchase of 
Treasury certificates. I. think that. the farmers of this country would 
be very much better satisfied if the farm loan banks would be brought 
a little closer in touch with the shorter time farm requirements. 

I am making this suggestion with some hesitation because I am 
not a member of the Farm Loan Board, and it is not the business of 
the Federal Reserve Board. I have not talked with the Farm Loan 
Board about it, and I dQD't know how they would regard the sug
gestion. But this commission certainly has a right to make any 
recommendation it sees fit, and lam merely offering a suggestion 
to the commission that they look into the feasibility of enlarging the 
powers of the farm loan banks so that they may be provided with 
funds which they can employ in making .intermediate loans for a 
comparatively short time, running, say, for six months up to three 
years. And those are loans which are, in a sense, capital loans. 

Every commercial bank likes to have a loan maturing within 90 
days. That is their preference. And sometimes four months. They 
do not prefer ordinarily to take a six months' loan. 

Then the farm loan banks could appeal to the investment market. 
If they had all their funds available for short-term loans, loaned out 
on live stock or agricultural products, properly warehoused. and 
they needed more money to go on and engage in further operations, 
they might sell their own notes or obligations, say, to the extent of 
50 per cent of the face amount of the loans they had on hand. 
Now, we realize the difficulty of governmental banks dealing with 
individuals, or of any bank in a large city dealing with individuals, 
but the plan might be worked out by means of cooperative associa
tions or something of that sort. JUdging from correspondence that 
I have had in the last two or three years, of which this letter is a type, 
there does seem to me to be a demand on the part of people in agri
cultural sections of the country for some means of getting credit 
facilities for a longer time than the ordinary commercial bank would 
care to make a loan, and for having them independent of the usual 
banking requirements of a balance, or a question of how much bal
ance the borrower is to carry. 

The CHAIRMAN. Have you ever considered the feasibility or possi
bility of separating time and demand deposits, and making time de
posits the basis for longer term credits for a!!l"iculture ~ 

Gov. HARDING. In a general way I have. 't doubt, though, whether 
that would work well in ordinary cases. You see the machinery of 
the banking business is rather delicate and complex. People who 
have deposits in banks like to know just how the bank's funds are 
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lent, and they'like to feel that the bank is strong, and that its assets 
are quickly available, and so on. _ 

Representative SUMNERS. You sometimes have to use your time 
deposits, anyhow, to take care of your checking accounts. 

Gov. HARDING. The trouble about time deposits is this: Under the 
board's definition of the law as laid down in the reserve act any de
posit is a time deposit which is payable after 30 days. Some banks 
have certificates of deposit payable in -six months, some payable in a 
year, but very often a bank's time deposits, on which it usually pays 
a pretty fair rate of interest, are the very deposits which give the most 
concern. They have a way sometimes of maturing at a very incon
venient time. And if a bank had four or five hundred thousand 
dollars of time deposits, running for, say, one year, and had money 
loaned on live stock, after. all, it would be using depositors' money, 
and it might be that it would hav~ an undue proportion of its deposits 
loaned in that way, with the breeding-cattle man not prepared to sell 
any stock until the increase is ready for the market. 

I haven't any very clearly defined ideas .on this subject,except it 
does seem to me there ought to be some way to supplement the needs 
of the agricultural community through the investment market rather 
than to depend so much upon the commercial banks, which have 
other obligations and commitments. It should be realized that as a 
rule there is good security in agricultural loans. 

Take the cattleman. As a rule, the character back of his loan is 
worth a great deal. And take farm loans in general. I have had 
some experience in making loans to farmers indirectly-and directly, 
too. And the rercentage of loss during my experience in Birmingham 
on agricultura loans was infinitesimal. It was far less than the 
loss sustained on any other character of loans we had. 

Representative SUMNERS. The situation that we have now perhaps 
accentuates a necessity which is constant, in trying to suggest some
thing that might be done for the individual farmer living away out 
in the country. 

Gov. HARDING. That is the idea that I suggested. I do not claim 
it is original with me. One of the Senators has talked with me about 
a proposition of this kind. I don't know what he is going to do 
about it, although I understand he has received a good many favorable 
comments on it. 

Representative SUMNERS. We must have something like that. 
Gov, HARDING. I have been wondering if he is going to introduce 

a bill to that effect. 
Representative SUMNERS. The difficulty in a crisis of this sort is 

that we must have relief for the farmer living in a community where 
there are small banks greatly extended, the merchants strained, and 

-there is no avenue of approach by which the farmer can be reached 
by the relief which may be provided. . 

Gov. I-lARDING. And then we have 30,000 independent banks, some 
of them are family affairs; some of them controlled perhaps by 
directors who believe in helping each other and who do not care much 
about the outsider, and while a good many banks have pursued an 
open, liberal policy, and gone the limit, there are others that keep 
themselves self-contained, and say, "We do not do that kind of 
business, and we do not care for this kind of loans or that kind of 
loans," don't you see. 
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It seems to me that cattle raising and agriculture in this country 
is of sufficient importance to justify Congress to pay some attention to 
working out a practical permanent plan which will always afford a 
medium to which those interests can resort, not interfering with the 
ordinary banking business of course, but not makj.ng the banker the 
absolute master of the situation. . 

Take a man in ordinary business, a. man in a town of say 50,000 
people, who has built up a successful business, if his credit demands 
nre greater than his local banks can supply, he does not find any 
difficulty- in ·going to a larger city and making some independent 
connectIons there, thus extending his banking accounts and connec
tions and facilities. But you take the average farmer, he is absolutely 
limited to the local institution. 

And, further than that, consider the tenant farmer. I don't know 
whether you have many tenant farmers in the East or the Northwest, 
but Congressman Sumners and I know there are many in the South. 
We have many farmers who absolutely can not get any credit from 
anybody· at all except on the guarantee of the landlord. The land
lord owns the land, and the tenants are on his land, and his tenants 
do not know what a bank is. He does not have any standing in a 
bank. The average tenant farmer gets his advances either from the 
landlord direct or through some country merchant who furnishes 
him his supplies on the guarantee of the landlord. Isn't that the 
situation in your country, Congressman ~ 

Representative SUMNERS. Yes; not to the same degree as in yours; 
but it is. 

Gov. HARDING. Yes. 
Representative TEN EYCK. That is partially due to the fact that 

the farmer does not know how to make a statement of what he 
actually owns. There are some tenant farmers that are pretty well 
off who feel that it is better to be a tenant farmer than to· be an 
owner; at least there are in my State, and they own a considerable 
amount of stock and have machinery, and some of them have money 
in the bank-a few farmers do. 

Gov. HARDING. I had a little experience of this so'rt when I was 
21 years old. I spent three months in a country store in one of the 
agricultural. counties of Alabama. I arrived there about the 1st of 
December, and I left in March, and I got a pretty good insight into 
how the tenant farming business is conducted. The merchant who 
employed me had been advancing to these men all during the year, 
and their cotton was coming in. Some of them were white men, and 
some of them were Negroes, and they would come into the store 
at about 5 o'clock in the afternoon to have their accounts read out. 
Well, I was the bookkeeper, and an old Negro came in, whose name 
was Jim Hill-I recollect his name-and wanted his account read 
out to him. I started out in January and read out to him where he 
had bought .a jug of molasses, or where he had bou~ht a sack of 
flour, and in February he had bought some meal, ana in March he 
had bought a plow, and so on. And then I would read the list of 
hisJdry goods and groceries all during the year-this was a general 
store-and it all footed up to two or three hundred dollars, and he 
had some cotton which the merchant would buy at the market price; 
and we figured up what that came to. I recollect that it was then 
just a short time before Christmas, and after figuring it all out old 
Unele Jim had $5.60 coming to him as the result of his year's work. 
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Representative TEN EYCK. Can you tell us what the profit was 
that that store made on that tenant farmer by extending him that 
credit for the entire year 1 

Gov. HARDING. Well, I should say that it was about 40 per cent. 
Representative TEN EYCK. The profit that the store mude was 40 

per cent. Now that is just. it.. What. we have got to do in t.his 
country is t.o teach the farmer how to go to the bank and borrow 
at a reasonable rate of interest, and pay cash, and save that 40 per 
cent. And the fact is, and I think you will agree with me, Governor, 
and I ani going to ask you the question whether you do or do not 
believe that our national banks in some shape or form have got to 
adopt a policy to give those tenant farmers credit provided they can 
produce a fair st.at.ement of what they have as regards ma.chinery 
and cattle and live stock, and give them credit in accordance with 
what they own, so that they c.an save tha.t 40 per cent, and then you 
will do something toward putting the farmers on their feet. 

Gov. HARDING. Now the great trouble in some States, though, 
is the law, the landlord's lien. 

Representative SCMNERS. Then you have to have a 12 months' 
proposition. 

Representative TEN EYCK. Yes: that is what thtw have got to 
have, between a 9 and a 12 months' credit. What is the use of 
dodging the question ~ It is up to the bank to give it to them, and 
work out a policy, and also see that the paper can be rediscounted 
properly by the reserve banks as well as in other banks. The manu
facturer-·is he a tenant manufacturer if he does not own his own 
building ~ What I?ercentage of the manufacturers own the build
ings that they are ill ~ A great many of them rent the buildings that 
they use. They are the same as the tenant farmers. All they ha.ve 
is the machinery that they have in' there, and their good name, 
to make money; and they are not any more liable to make money 
than the farmer, if the farmer is given the same credit as is. the manu
facturer who is a tenant manufacturer 

Gov. HARDING. Well now. what would vou do in a case of this 
sort. Suppose a man is a tenant farmer .• He hasn't got anything 
but a wife and two or three children, a bed and a rocking chair and a 
stove, and maybE.> he has a cow. And he rents, say, 40 acres of land 
which he and his wife and oldest boy cultivate. Everything that he 
produces on that land, under the laws of some States, is subject to the 
landlord's prior lien. There is not It merchant, there is not a bank, 
there isn't anybody who would give him credit unless to use the 
common phrase, he p'ets the landlord to "stand for him. " In other 
words, he gets the fandlord's guaranty. Well now, the landlord's 
lien is very sweeping, unless the laws have been changed since I left 
the banking busineRs. I know some States whero the landlord's 
lien is so sweeping that if a bale of cotton is brought to a town and 
put in the warehouse, and a receipt is issued, and the tenant farmer 
who has produced that bale of cotton borrows money on that cotton, 
and the landlord hears about it and says, '! Hold on, that fellow has 
not paid me my rent yet. That is my cotton"; he can enforce his 
superior lien, and eyen if the merchant has bought it in good faith 
he can follow it up, for each bale of cotton stands out by Itself; it is 
of a certain grade, and it is mark.ed, and it does not lose its identity. 
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Representative TEN EYCK. In other words, the landlords in some 
States have a lien on the production of the soil the same as the 
mechanic's lien. 

Gov. HARDING. Yes. 
Representative TEN EYCK. Well, there is a question that should 

be looked into if we are going to do something for the tenant farmer, 
to see whether some of these laws should not be modified. 

Gov. HARDING. I think it would be very well for the commission 
to look into the law regarding landlords' liens in various States, 
and see in just what way they can be modified. 

Representative TEN EYCK. I think that is a very good sugg'estion. 
I think it is the duty of this commission at this time to look mto all 
of those side things, to ascertain why it is that the producer of food 
products is not given the same opportunity to borrow, and save 
thereby on his purchases, the same as any other business man in 
the country. He ought to have the same opportunity, because his 
is the basic industry. 

Gov. HARDING. It seems to me that a way can be foUnd to protect 
the landlord and his rights, and at the same time protect the public 
too. The landlord ought not to sleep on his rights. It seems to 
me that after the cotton, or whatever the commodity is-cotton 
particularly-is produced, that after a reasonable tim~, if this cotton 
has been in the warehouse, the landlord's right to enforce his lien 
ought to lapse if he sleeps on his rights. But I have known of a 
good many complications that have come up where people have 
bought cotton in good "faith, and had to return it, the landlord 
would come in and assert his claim. 

Representative TEN EYCK. I agree with you that we ought to 
look mto it. But do you not think that it is possible in some way 
or other to take the present financial institutions that we have 
now. Our farm loan bank should take care of the mortgages, and 
our national banks and State banks should be educated to give 
them the short-time credit, if they can give proper security and 
provide that the national banks be given a proper discount on it 
later through the reserve banks ~ 

Gov. HARDING. I don't know. It isa long process to educate 
banks. There is nothing like competition in this matter. 

Representative TEN EYCK. Now you have. it. 
Gov. HARDING. Now if there was an independent agency such as 

farm loan banks, that could make these loans, I think they would 
shape their policies so that they could keep themselves in a position 
where they could make the loans themselves. It is the mor81 effect 
of .competition. 

Representative TEN EYCK. Let me ask you a question. My idea 
is thIS; Can we bring to the attention of the national banks this 
necessity, this condition, which .they can meet, and which in turn 
will help them out in a great many ways by means of the improve
ment of business, by making the farming' industry successful r The 
only loss they will make, to my mind, IS this, that in discounting 
short-term p'aper over and over and over, there is a little more profit 
in it than if the paper runs a year, and the banks have also been 
educated to believe that the velocity of the movement of the paper 
is essential for good banking. . 

Gov. HARDING. Yes. 
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Representative TEN EYCK. But at the same .time, if they can 
create industrial prosperity they will be compensated in other ways' 
by helping the farmer out they will help the prosperity of the country 
and in that way help themselves.' . 
, Gov. HARDING. Well, I think that the best way to get the banks 
to so adjust their affairs that they can cater more to individual 
farmers would be to provide the individual farmer ,,~th some inde
pendent means, with IJropersafeguards, to which he could have 
recourse if necessary. If such a means was opened to him I think 
the bankers would respond. ' 

Representative TEN EYCK. I know of a real country bank the 
valuation of whose stock is way above par, and its entire business is 
done with the farmer, and it is very successful. Its percentage ofloss is 
infinitesimal. And I asked why that was so, and they said, "Well" the 
president knows every farmer from here to the other end of the county, 
and he knows what he is worth, and he knows all about him." 

Gov. HARDING. This is the principal objection that I have to any 
a.mendmentof the Federal reserve· act in order to meet these par
ticular needs. I wish to say that I think things are fast getting 
straightened out. I look to see times much better soon. And you 
will find that the banks generally will be able to function more 
effectively than they have been able to function during the last year. 
The strain is going to reli~ve itself automatically. 

One great trouble in amending an act like the Federal reserve act 
to meet an emergency which has practically passed, is that IOU 
merely increase the appetite of other people who are intereste in 
other things for further amendments to suit their particular cases, 
and you might open the way through one amendment to other 
amendments. Should you amend the act for the benefit of agri
culture, then you would be asked to amend it to help the housmg 
situation, and then to help the railroads, and after a wliile you would 
have the Federal reserve act so water-logged that it might not be 
good for anythirtg. It is rather a serious matter to amend an act 
which has certainly stood uaJj~~tty well, because even some of the 
very severe critics of the a . 'stration of the act are pronounced 
in their praise of the act itself, and it would be rather dangerous 
business amending the act, it seems to me, just to meet an emergency 
which is passing rapidly. . 

Representative TEN EYCK. Well, it would be surprising to me if 
anyone could pass an act which will meet all of the conditions right 
off the bat. I think there are amendments that will have to be 
made, and adjustments and rulings, and so on, that will continue 
until you meet the conditions. 

Gov. HARDING. I thank the members of the commission very 
much for the attention they have given me, and the patience they 
have displayed. I do not think I have anything further to say, 
unless you have something to ask me. 

The' CHAIRMAN. We are very much obliged to you, Mr. Harding. 
It may be that the commission may want you to come back later 
on on some phases of this matter. 

Gov. HARDING. I will be very g;lad to do so. 
The CHAIRMAN. If the COmIDlSSIOn does, I will let you know. 
The commission will take a recess until 10 o'clock MO:Q.day morning. 
(Thereupon, at 5.30 o'clock I?' m., Friday, August 5, 1921, an 

adjournment was taken until 100 clock a.m.,Monday, August 8,) 1921. 
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MONDAY, AUGUST 8, 1921. 

CoNGRESS OF THE UNITED STATES, 
JOINT CoMMISSION OF AGRICULTURAL hiqUIRY, 

Washington, D. (J. 
The ioint commission met, pursuant to adjournment taken 011 

Friday last, at 10 o'clock a. m., in room 70, Capitol Building, Rep· 
resentative Sydney Anderson (chairman) presiding. 

The CuAIRMAN. The commission will come to order. The com
mission this morning will hear Gov. Benjamin Strong, of the Federal 
reserve bank of New York. 

Gov. Strong, you may develop your statement in your own wav. 
You are familiar with what the commission is trying to get at, '1 
think, and with the testimony that the commission- has heretofore 
had, and we will be very glad to have you make your statement in 
your own way. . 

STA'l'EMENT OF HON. BENJAMIN STRONG, GOVERNOR OF 
THE FEDERAL RESERVE BANK OF NEW YORK. 

Gov. STRONG. Mr. Chairman and gentlemen of the commission, 1 
understand that the objects of the hearings which are now being 
held by the commission are stated iIi the concurrent resolution under 
which the commission was appointed, in this language: 

Said commission shall investigate and report to the Congress * * * upon the 
banking and financial resources and credits of the country, especially as affecting 
agricultural credits. 

Of course, it is that paragraph of the resolution. in which the 
Federal reserve bank of New York is especially interested. 

Permit me. to say, Mr. Chairman, that the directors and officers 
of the Federal reserve bank of New York desire to facilitate the 
objects sought by the commission by every means in their power, 
and 1 would like to read into the record, if 1 may, a resolution which 
was adopted by the directors of the bank, with a minute in connec
tion with it, at the regular meeting of the directors held on August 
3, 1921. [Reading:]' . . 

Mr. Case submitted to the meeting a full statement respecting the bank's relation 
to the pending investigation by the joint commission of Congress appointed pursuant 
to Senate concurrent resolution No.4 and designated the joint commission of Agri
cultural Inquiry. Mr. Case explained that the subject had not been proposed for 
consideration or action at last Wednesday's meeting, July 27, because of the impos
~ibility of making an adequate report on the subject before the day following that 
meeting. -

After full discU88ion and consideration of the statement, upon motion duly made 
.md seconded the following resolution was unanimously adopted: 
Whereas the board of directors of the Federal reserve bank of New York has heard 

and.,considered a statement respecting the bank's relation to the investigation by 
447 
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the joint commission of Congress appointed pursuant to Senate concurrent resolu
tion No.4 and designated the Joint Commission of AlP"icultural Inquiry; and 

Whereas it appears from that statement that the comm188ion will probably inquire 
into the pohcies and administration of the Federal Reserve Board and the Federal 
reserve bank of ,New York: Now, therefore, be it 
Resolved, That the board of directors of the Federal reserve bank of New York 

sanctions and approves the action which Gov. Strong has taken in having data J!re
pared for submission at the hearings of the Joint Commission of Agricultural Inquuy; 

That Gov. Strong be directed to advise the commission that this bank desires to 
submit to the commission all information at its disposal regarding the bank's trans
actions and policies which may be required by the commission or which may be 
helpful to it ill the execution of the functions and duties delegated to it by Congress, 
including .such data as may be of assistance to it in its investigation of any charges 
which have been or may be made affecting the Federal reserve bank of New York; 
that Gov. Strong be further directed to advise the commission that for the purposes 
of its investigation the services of the staff of the bank are at the commission's disposal. 
. And be itjurther resolt'ed, That Gov. Strong be directed to transmit a copy of this 
resolution to the chairman of the Joint Commission of Agricultural Inquiry. 

The actinS' chairman directed the secretary to record that. while the directors present 
and voting ill favor of the foregoing resolution, namely, Messrs. Alexander, Palmer, 
Saunders, and Smith, did not constitute a quorum, assent to and aJ!proval of the 
resolution had been given by Messrs. Peabody and Stone. to whom copIes of the reso
lution had been sent in advance of the meeting. Messrs. Jay, Treman, and Willianls 
had not been communicated with, in view of their absence in Europe. 

Now, Mr. Chairman and gentlemen, there has been introduced into 
the hearings, under the agricultural commission resolution as origi
nally contemplated, a series of charges and allegations by Mr. John 
Skelton Williams, the former Comptroller of the Currency. I wish 
to state the position of the Federal reserve bank of New York in 
regard to those charges. It is our desire to take up this challenge, 
as I have heard it called by Mr. Williams, upon his own grounds, and 
if the commission will permit us to do so, we intend to pursue the 
matter to a definite and final conclusion, ifit takes until next January, 
when I understand you propose to file your final report with the 
Con~ess. 

Tne record of statements made before the commission on Tuesday 
and Wednesday of last week is voluminous; it contains a mass of 
material which is more or less repetition, and refers to many statistics. 
It contains assertions by Mr. Williams, supported by his own previous 
statements, and from our point of view, I think, as to part of his 
statements the rule that the law takes no accoUnt of trifles might be 
considered. But they are of consequence to the Federal Reserve 
Board and the Federal reserve bank, and for that reason we wish to 
pursue them, as I say, to a definite and final conclusion. . 

I would like to state to the commission my reasons for feeling as 
I do on that subject. In the first place, it is obviously a matter of 
justice to the Federal Reserve System and to the men who are re
sponsible for the transactions, and especially for the policies of the 
system, that those charges should be thoroughly investIgated and the 
results of the investigatIOns laid before the commission. . 

But there is anotlier important reason. I have found, since my 
connection with the Federal reserve bank of N ew York, which 
dates from its organization, that in seeking information which we 
regard as important to enable us to perform our duties, we fre
quently resort to the records of inquiries conducted by committees 
of Congress, for reliable information on those matters. I have found 
in havmg occasion, as I have now and then, to deliver lectures be
fore students in some of our universities who are pursuing courses 
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ineoonomics, that theY' are constantly referring to the records' of 
inquiries conducted by such' COmmisSIOns as the so-called Aldricli 
monetary commission, and to the records of the committee hearings 
which have 'been held by committees of Congress recently and also to 
those prior to the enactment of the Federal reserve act. ',We do not 
want, and do not intend, that the records which these Dien consul~ 
in their future studies shall remain so misleading and so unreliable 
as this record would be, if the charges of Mr. Williams were not 
answered in detail. 

And the third reason, ,which may involve a question of pride, 
perhaps, is tha.t some of those statements' have had wide circula~ 
tion and publiCity. 

Unfortunately, during' the entire life of the Federal reserve sys
tem we have b.een subject to many limitations be~ause we have had t~ 
conduct most Important transactIOns for the Uruted States Govern
ment, and we have been unable to organiz~ fast' enough or to ex
pand the organizations rapidlY: enough, by' reason of the heaVy 
responsibilities tlnown upon us by the war; to educate the people---:
not only the bankers" but the' people--,...as to what the system means'. 
And we ,do not want this inforxnatiOIi, so given out, 'to mislead the 

pert1:~eare thethreepriD.cip~reasOliS'whY 1 shall ask the commis
sion, if they will be good enough, to let me go into those statements 
and. to go mto .those <:hli.rges and, to dispo~e of them fina:lly a~d con,.. 
elUSIvely at this hearmg, and at a later tIme; and possIblY,mcon=
nection with, Gov. Hardi~g's reappearance at a later time, when 'he 
expects to do the same' thing. ' 

With this preliminary statement, if the commission is wiJJ.illg 
to have me do so, I would like to ~o directly to, the more impoctant 
purposes of the commission's inqwry, as stated 'in the paragraph of 
the resolution which I have quoted.,' " 

!'l?W, on this featur~ of the commissi?n's work! it seems ,~ha:t Mr. 
Williams has taken his text for a vanety of Charges, prmCIpally 
bearing upon his allegation that during the period covered, funds 
or money or credit--I am not sure that he accurately distinguishes 
between them-were lured to New York by artificial interest rates, 
to the detriment of other sections of the country, and there diverted 
~o speculative ,purposes. Much of what he has stat!ld on that sub
Ject I hope- will be answered by the statement which I hope sub
sequently to make in regard to the New York money marKet and 
the movement of funds and credit. , 

But, in order to understand just' what that' all', means, I ghall 
ask the commission to bear with 'me while I make' a preliminary 
review of what has transpired, without questions, if they are wiping 
to do so, because I do not, think that my subsequent statements 
can be understood, unless this preliminary statement is a consecu
tive and a complete one. 

In order to understand the policies of the Federal reserve bank 
let me'divide the period from the organization of the Federal reserve 
bank down to the present time into five subdivisions~ They are the 
natural subdivisions relating to this matter of the expansion and flow 
of credit. 

58589--21--PTl3----29 
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The firstd~vision .is}rom the outbreak of the war, or from the 
organization of the Federal reserve system subsequent to the outbreak 
of thewa~ down .to the time of the declaration of war by the United 
States in April, 1917.As. 1. shall not refer to that period later; 
1 would like to. discuss. its outstanding characteristics . 
. . D'!l'ing this period we were called . upon to increase our produc

tIOn munensely, and our exp01:t trade mcreased by leaps and bounds; 
We had a great ,accession to, our gold stock, drawn here in response to 
our increased export trade, and as a consequence of UlITestrained 
competitive buying in our markets and gold imports we had a period 
of rising prices. There was ~o system then organized by law to deal 
with this situation. And I shall refer to the policy of the Federal 
reserve bank in. only one. matter. where we .di~ make an effort to 
prevent an unwholesome expansion of credit and consequent price 
mcrease that might result from it.' . .' 

As I recall, the Federal reserve bank of N ew York purchased some 
hundreds of millions. o~ gold which was imported. from Europe after 
the gold movement became active, but before that time, as early as 
December, 19~4. we deliberately embarked upon the policy of ga.ther
jng in the monetary gold that was in .circulatIOn in the United States 
and issuing Federal reserve notes against it. The reason for doing 
that was obvious. Federal reserve notes do not count as reserve in 
the vaults of a member bank. . 

Representative TEN EYCK. WhEm you say "we" you mean the 
Federal reserve bank of New Y ork ~ .' 

Gov. STRONG. First the reserve bank of New York, and subse<tuently 
all of them. If the gold, which could be counted as reserve only when 
in the vaults of the member banks, was in the vault of the reserve bank 
at a time of expanding credit, it would not serve as the base for fur
ther "expansion; and we felt fully justified, as a measure Of J)ossibly 
unusual precaution against the event of our becoming involved in 
the war, and as a preparation, in part, against the expansion of this 
credit, in doing that. 

Let me p~int out a significant thing in regard to that matter. 
I came to Wash.if!gton shortly after the 1st of January, 1915, when 
this policy of the Federal reserve bank first became obvious, and was 
drawn to the attention of the Federal Reserve Board. I attended a 
meeting of the Federal' Reserve Board, where the first complaint 
was made by Mr. Williams that we were inflating the currency. 
I rerer to it because of his evident lack of knowledge of what inflating 
the currency is. 
. Now, as to the second period. That is the war period, from the 
declaration of war by the United States down, not to the armistice, 
but to August, 1918. In that period the policies of the Federal 
reserve bank of N ew York were necessarily governed by the neces
sities of the war and the unprecedented demands for credit to meet 
the Government's war requirements. It was a period which I 
describe as one of unavoidable and necessary expansion. 

The third feriod was from August, 1918, until the summer of 
1920, which shall describe as the period of postwar expansion, 
speculation, and extravaganc.e. 

The fourth period is from the summer of 1920 until about December, 
192Q-we can not :fix ~n exact date for the change from one period 
to another, but say in the early winter of 19~0; and this period 
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should be referred to as the period of declining-prices and liquida~ 
tion. '". i . 

The fifth period is from December, 1920, until the present time, 
and I shall uescribe that period as. the period of readjustment and 
recovery. . . . 
.. Now, in explanation of these periods in greater detail, let me say 
that. 'my purpose in dividing" these seven' years, approximately; 
into five periods is to enable nie to describe the outstanding char..; 
acteristics of each period, and at the end ()f that description to give 
you a brief review of the poliCies which characterized the manage'
ment of the Federal reserve bank of New York as applied to the 
characteristics of these various periods. Subsequent to completing 
the statement; I have a considerable mass of data to submit to the' 
commission~not all to be printed, but such to be. printed as' the 
commission desires. . . 

Ignoring the first J>eriod, it" will be found . bJr: exllJiPnation of 
the records of the, Feueral reserve ·bank .that,in.,the··second .period,. 
from the entry of the United States into the war; in April, 1917; to 
A~gust, 1918, our policy reHected what w:lis actually takingplac~ 
bnefly, that the Government of the UnIted States was borrowmg 
approximately $18,000,000,000 a year in order to . prosecute the 
war.· At one time, as shown by the records of the Treasury Depart
ment, the rate of actual expenditures which had to be met ran as high 
as $2,000,000,000 a month. 

Economists have made. various and greatly differing estimate~ 
as to the saving power of the people of the United States, and those 
estimates have, as I say, varied considerably. For the purposes of 
this statement, I will roughly state that ~he high estimates .wo~d 
average around $6,000,000,000 a year pnor to the war, or ill the 
early uays of the war. And of this $6,000,000,000 a year, approxi
mately one-half is what is described by economists as the' reinvest
ment fund-that is, the amount which is required for reinvestment 
in existing plants and enterprises, leaving;" say,$3,00n,000,QOO, or, 
at the outside, $4,000,000,000 for investment in the securities market 
or investment in like fashion. I want to refer the commission to 
a statement made on this subject by Mr. Wilford I. King, who has 
made a special study of the matter.. The figures which I have 
quoted are slightly above his figures. 

Now, obviously to raise revenue at the rate of $18,000,000,000 
a year, when the saving power of the people of the Nation had for
merly been less than a. <J.uarter of that amount, necessitatedarr 
expansion of credit-that IS, an expansion of credit obviously was 
necessary. 

Opinions differ widely as to what it was necessary to have done 
to have avoided expansion to the extent that it occurred. My per
sonal view, which it is my belief represents the consensus of the 
views at the Federal reserve bank of New York, was that expansion 
wa!! reguired an~ was unavoid~ble.to the extent that the people of t~e 
UnIted States did not econOlDlZe ill the employment of labor and ill 
the consumption of goods. If you will accept that as a statement of 
the situation, we will find ourselves in agreement as to the co;nditions 
prevailing during' this period. 

Let me illustrate by an example: If, for the purpose of conducting 
the war-that is, for the services of the Army and the services of the 
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industries which.were .diverted to the manufacture of war materials 
and materials for the consumption of the Army and of the military and 
naval organizations-there was absorbed 20 per cent of all the nortnal 
labor .of the people of the country, and the goods consumed for war pur
poses were equal to 20 per cent of the normal peace-time consumption 
of goods (the percentages, of course, are assumed), the only way by 
which the Government could have obtained those services and goods, 
without manufacturing credit, would have been to have had all the 
people so economize in their ordinary demands upon labor and in their 
usu8J. consumption .of goods so that that amount of labor and that 
amount of goods would. have been ~eleased for war purpos~. . 

At the rISk ofpursumg that pomt too far, let me remmd you of 
what happened in the early feudal days. When the king had to 
conduct a war, he had no banks to go to to manufacture credit 
for him; there were no credit institutions in existence in those days, 
so he sent for his barons, and his barons responded to a levy for so 
many knights, so many men at arms., so many head of horses, so many 
cattle, -and so much food and grain, and the ~,with his army and 
supplies, left for war, and left the civil population at home to produce 
the goods necessary to take care of, the people that were left at home. 
They.did not . have expansion of credits in those days, and I doubt 
if: they. had expansion of prices, although I do not doubt that the 
pepple Jeft at. home were .sometimes ill cared for. . 

Now, all sorts of schemes, such as issues of fiat money, forced loans, 
prica fixing either .at a high level in order to stimulate production 
or ata low leveUn ordert.o reduce the costs of war goods, restrictions 
of security issues,restrictions .of imports and exports,. gasless Sun
days, rationing, and so forth, were discussed, and some of them were 
tried, but they were, not wholly successful, as we all know. And I 
believe that. the principle which. I have stated, that expansion is 
unavoidable unless economy releases. sufficient services and goods 
for the conduct of war, is a fundamental and sound one. No system 
of economics has yet developed that is capable of so organizing society 
that this great system of ratIOning and economy can be made instantly 
and effectively possible when a war starts. In fact, war unfortunately 
necessitates a choice of evils in policies, and does not permit of the 
adoption of an ideal policy of 100 per cent perfection. And that is 
the problem which confronted the Treasury and confronted the 
Federal reserve system when we came to deal with these matters. 

In fact, it is my personal belief that the greater part, if not all, 
of the expansion that was suffered during this period of the war was 
inevitable, unescapable, and necessary, and was, in my opinion, defen
sible. 

During thatleriod the people were encouraged to buy Govern
ment loans an to borrow money to do so. The Government en
couraged the banks to buy short certificates of indebtedness issued 
by the Treasury, and to borrow from us to enable them to do so. 
These were the great instruments of expansion . .-

But, admitting that the people were not sufficiently economizing 
to release the required percentage of goods and services, it became 
necessary as a corollary to raising these funds for the Treasury, to 
conduct a campaign to educate the people as to the necessity for 
economy in goods and services, to increase Jlroduction and reduce 
consumption, and to cut off extravagance and waste and to borrow 
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from the'member banks ?ruy for purposeS es~entialto the prosecution 
of the war and the mamtenance of the health and morale of the 
people. These efforts toward education were manifested, as you all 
know, in a great variety of organizations throughout the United 
States. I shall not enumerate them all. Many of them were exer':' 
cised under the powers granted to the President by the Congress. ·1 
think the gasless Sunday was the most notable of these in striking 
and picturesque effect. Nevertheless, after all the'effortsto educate 
the people of the country, there was the inevitable highel"pricelev:el 
which resulted in the expansion to which 1 have referred. 

Now, I have some charts to present at a later timer which I think will 
show to the commission just what transpired .during that period. 
(See pp. 499, 764, and 765.) 

The charge is frequently made that the ;cause' 6f expansion-the 
cause of the elevation in price levels-was the increase in the circulat.; 
ing medium. I referred to that heretofore. There were indecd in
creases in our bank loans and deposits, as well as accessions to our 
gold. I do not believe, however, that that statement, is justified by 
our knowledge of what occurred. During the period of the war-in: 
the earlier stages of the war, before we entered the war, we had 
practically all of the allied governments in our markets buying goods. 
Their purchases were D;o~ coordina.ted; they were largely.competitive. 
And tney were competitIve upon the most dangerous baSIS as respects 
the price level, because they were required, for military purposes, for 
instant delivery regardless'of price. Then the United States entered 
the war, and we came into the market competing, at first, notoill1 
with these fore~gn governments, but with our oW?- ci~izen~, and before 
the war orgamzatIOn was perfected, I do not think It unJust to those 
g?od people who were struggling with th.ese 'problems to say.that ~he 
different departments of the 'war orgamzatIOn were competmgWlth 
each other. Now, how could prices be affected otherwise than to be 
elevated all along the line ¥ Not oilly prices of materials, but of labor~. 
There was the same competition for labor as there was for materials'. 
And that, to my mind, was the outstanding feature in this period, a 
condition which called for future control. , 

Representative Mn.LS. But you would not deny that deposits of 
credit and money had not begun to cause prices to rise ~ 

Gov. STRONG. They had, indeed, Congressman. At this point let 
me introduce the suggestion that it is claimed by some, and I think 
especially by economists who comment upon the policies of this war 
period, that expansion could have been controlled by the interest 
rate, and especially the discount rate of the Federal.reserve sy~tem., . 
Now', let me ask you to examine that. Do you suppose for a mmute 
that the United States Government, the Treasury, would permit a 
loan to fail, in the face of the military necessity of getting the money, 
because of an interest rate ~ I believe personally that had we endeav
ored to force economy-economy of credit and economy in consump
tion of goods-upon the people of the United States by discount 
rates, we would have been inviting disaster. There is no limit to the 
level to which rates would have gone'. .. 

Representative SUMNERS. WoUld not the' GovernmeD;t have l?e~n 
compelled to have placed an interest-bearing rate on, Its securIties 
which would have met approximately the interest which the institu-' 
tions charged, and who were carrying those securities for which th'e 
people had not yet paid the minimum ¥ In other words, you could 
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not float a Government loan at 4; per cent if the rediscount rates in 
the banks had been 8 or 10 per cent1 

Gov. SrnONG. No, sir; ther~ Was an interdependence between the 
policies of the Treasury imd the policies of the Federal reserve system 
from the very beginning. Now, in either fixing the responsibility or 
assigning the credit for the pedormance of the Treasury and the Fed
eral reserve system during the war-I think the latter is the point of 
view to take-you are really endeavoring to fix responsibility-to use 
this as an illustration-u'pon one of two persons for breaking a string 
when they are both pullfug on it. As it appears to me, the policies 
of those two.factors were inter~ependent to. such an extent that they 
must merge mtoa common policy upon which both can work toward 
success. But, of course, in the last analysis, I want to point out to 
the commission that the responsibility for the success of war finances 
rested upon the Secretary of the Treasury under the limitations 
imposed upon him by the various acts of Congress authorizing him 
to borrow money and to raise taxes. So long as that was true, m the 
last analysis, when those policies had to be determined, necessarily 
weight had to be given to the fact as to where the final responsibility 
did rest. Who was it that was carrying out the policies of Congress 
as to the finances of the war ~ It rested with the Secretary of .the 
Treasury .. 

I did not intend to refer at this point to this matter at great length, 
but I would like to introduce into the record, or at least have sub
mitted to the commission, three documents which I. think will throw 
as much light on this subject that we are now discussing as any others. 
One consists of two addresses made by former Assistant Secretary of 
the Treasury R. C. Leffingwell, in which he explains at some length 
the policies of the Treasury during that ,l!eriod, and which, if you 
please, might be said to give the Treasury s point of view. 

I would also like to submit to the commission a long and compre
hensive review of that subject which was recently J,>repared by Mr. 
Miller of the Federal Reserve Board, and published m the American 
Economic Review, which will state somewhat the Federal reserve bank 
point of view. 

And then, as representing rather a judicial examination of the sub
ject from the standpoint of an economist, who was not directly con
cerned in these matters, I suggest for the information of the commis
sion a copy of an article which was prepared, or an address which was 
delivered at Atlantic City by Prof. O. M. W. Sprague, in which he 
made a very fair and I thought a very judicial reVieW of these matters. 

The CHAIRMAN. Without objection, the documents referred to will 
. be received. . 

(The addresses and papers referred to are here printed in full, as 
follows:) . 

THE TREASURY'S WAR PROBLEM-TREASURY METHODS OF FINANCING THE WAR 
IN RELATION TO INFLATION. 

[An address by lion. R. C. LaffingweU, Assistant Secretary of the Treasury, before the Academy 01 
Political SOlenee at New York, April 30, 1920.] 

I. FINANCING THE WAR. 

The Treasury's war problem was to meet the financial requirements of the Govern
ments of the United States and the Allies promptly and without stint} and to meet 
them 80 ~ar as possible.from the. saved incomes of the people, avoidmg avoidable 
inflation. These objectives must be pursued in such ways aswo.uld not interfere with, 
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but on tbe contrary facilitate, tbe mobilization of tbe Nation for war purposes and tbe 
production and transportation of munitions and supplies. It was necessary tbat tbe 
Treasury .hould reacli its determinations without tbe poesibilityof knowing the dura
tion of tbe war or, consequently, the magnitude of the ultimate financial effort which 
the country would be called upon to make. The Allies had about reached the end of 
their tether becsU18 ~f their dependence npon imports for an important part or their 
munitions and suppbes. They had nearly reached the limit of their ability to finance 
these through private channela in A.merics and the neutral world. The Central 
EmJlires, more self-contained in fact and aided by the blockades maintained by the 
Allies, appeared to be leBIBUbject to the risk of economic breakdown. The United 
States, the last great Nation to enter tbe war, was also the last great reservoir of avail
able wealtb which could be tapped in the allied cause. If America failed to meet the 
financial and economic demands upon her, the war was lost. I 

For about a year after our declaration of war otir loans to the Allies were'our principal 
effective contribution to winning the war which they were fighting. During the first 
six months the loans we made to RUe&a and the knowledge of our willingness to make 
further loans kept Russia in the war and held tbe eastern front for six months. It was 
tbe loan we made to Italy in the fall of 1917, when the great offensive broke on Italy, 
that gave the Italian people courage and enabled Italy to replace the lost munitions 
and supplies. In tbe spring of 1918 our silver helped hold India effective for the 
Allies. In the BUmmer of 1918 American credits sustained the French when Paris 
itself was under gunfire. ' 

As our military effort grew, the demands of our own Army and Navy in large measure 
displaced tbose of tbe Allies in respect to American production and transportation, 
and the burden which tbe Treasury had to bear came increasingly to represent the 
expenditures of our own Government and decreasingly those of tbe Governments of 
the Allies. The raJ?idity witb which our financial and economic resources were 
mobilized made pOSSIble the termination of tbe war a year sooner than had been hoped 
by the most optimistic. Our military and economic effort was) I believe, planned to 
reach the peak in tbe spring or summer of 1919. Though hostilities ceased on N ovem
ber 11, 1918, the Treasury was called upon'to meet expenditures to the average amount 
of about $2,000,000,000 a month in November and December, 1918, and January,1919----, 
the full amount of tbe first Liberty loan each montb. The peak of tbe war debt was 
not reached until August 81, 1919

0 

(when tbe floating debt amounted to about 
$4,000,000,000, and tbe total gross debt amounted in round figures to "$26,596,000,000), 
and it was not until January, 1920, tbat tbe Treasury was able to reduce the floating 
debt to manageable amount and maturities. ". ' 

In the period, lacking six days of three years, from the declaration of war to March 
811 1920, on the basis of Treasury daily statements, excluding transactions in tbe 
pnncipal of tbe public debt, tbe Government's current expenditures amounted in 
round figures to $37 455,000,000 and its current receipts to $14,198,000,000, tbe differ
ence being covered by a net increase in tbe public debt of $23,257,000,000.' On March 
81, 1920, tbe gross debt had been decreased bY about $1,900,000,000 to $24,698,000,000 
from taxes and salvage, including in the latter item the reduction of the net balance in 
tbe general fund made possible by the reduced ordinary and public debt disburse
ments. Though tbe current months of April and May will show an important increase 
in the public debt, in large measure due to the heavy burdens thrown upon the Treas
ury in connection witb the return of the railroads to private control, the Treasury is 
hopeful that tbe fP'Ound lost in tbe first two months of this last quarter of the fiscal yea.r 
will be regained m June when anotber installment of income and profits taxes is pay
able, and tbat tbe end of tbe fiscal year on June 80, 1920, will show a reduction in the 
gross debt of somewhere near $1,750,000,000 from tbe peak in August, 19191 and that 
the operations of the whole fiscal year will show'a decrease in the gross deot of some 
$600,000,000, which is more than accounted for, however, by the decreased balance in 
the general fund. This means that for tbe fiscal year beginning seven months after 
tbe cessation of hoStilities, three days after tbe signing of a peace treaty which is still 
unratified by America, and two months before the peak of tbe war debt was reach!ld, 
the United States should balance its budget witbin a couple of hundred million 
dollara-current receipts against current expenditures. ' 

The total disbursements of $37,455,000,000 include expenditures for loans to tbe 
Allies and obli~tions taken from the Allies and other Governmen~ up0l!- ~he sale of 
goods on credit m the aggregate amount of, say, $10,000,000,000, and m addition several 
billion dollars' wortb of more or less salvageable investments. To what extent and 
witb what degree of expedition those investments may be liquidated depends upon 
questions of public policy as well as practical finance'. 

The most ngid economy in governmental expenditure should be enforced, ade<J.uate 
revenue from ta~es should be provided, and ngorous salvage methods adopted Wlth a 
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vie~ to the rapi<{ retirement of the :floating debt .and of a portion of the Victory loan 
before maturity. If due progress is thus made in reducing the :floating debt, Victory 
notes should be accepted at par in payment .of the five. income and profits-tax 
installments falling due in the calendar year 1922.and the first quarter of the calendar 
year 1923; or, if the notes are then selling at or above parl:a portion of them should be 
called for redemption in June and December, 1922. This would raise the level of aU 
other GO'l(ernment securities and make possible the refunding of th!l reduced balance 
9f the Victory loan upon terms advantageouH to the Government, " 

These measures are feasible and necessary. if, however, we reduce taxes, increase 
expenditures, and delay salvage operations, the Government's financial p~dicament 
will be grave fOr the debt outstanding and maturing within three years amounts to 
$8,000,000,000. , 

The maturities and redemption da.tes of the Liberty bonds and Victory notes were 
arranged conveniently for the retirement of the public debt. The sinking fund will 
retire the entire funded war debt (over and above the amount of obligations of foreign 
Governments held by the United States) within less than 25 years if, say, $1,250,000,000 
a year is provided for the service of the debt, including interest and sinking fund. 

II. THE TREASURY'S METHODS. 

. The' methods pursued for accomplishing these results were intended to and did 
hold the inevitable war inflation in this country down to a. minimum. There are 
three ways of financing Government expenditures-taxes, loans, and paper money. 
The last and worst of these methods was resorted to, to a greater or less extent, by all 
the European belligerents, and to a disastrous extent by some. It was avoided in the 
United States as a means of meeting the Government's war expenditures. The Gov. 
ernment did not issue paper money; nor did it borrow directly from the banks of issue 
except (a) temporary borrowings for a. day or a few days at a time which were promptly 
reprud by withdrawals from depositary banks or out of tax receipts, and (b) certificates 
sold to Federal reserve banks under the Pittman Act as a basis for the issue of Federal 
reserve bank notes to replace silver withdrawn from circulation and sold to the 
British Government for India. There have been a few instances of purchases of 
Treasury certificates of public issues by one or more of the Federal reserVe banks~ 
but these have been in such small amounts and·of such brief duration as·to be negli-
gible. • 

Taxotion.-The Treasury persistently and, on the whole, successfully insisted that. 
one-third of the current war expenditures should be met from current taxes.· The 
effort to go further would probably have defeated itself and made the speeding up of 
production for the winning of the war impossible. When tax rates are low, the in
equalities, injustices, and economic injuries from errors in the incidence of taxation 
are slight enough but as rates go higher their consequences become graver. The 
income of the business man in a period when the demand is for inereased productiOn 
ought to be turned back into his business. The income .of the rentier ought to be 
taken up to the point where the most rigid economy in·personal expenditures would 
be enforced. As a practical matter the distinction can not be made so we impose 
taxes as high as we dare upon both and seek to take the surplus income of the rentie):, 
by loans. . . '. 

The first war-reVenue act became law on October 3, 1917, about six months after 
the declaration of war. Six months later it became a1?parent to the Treasury that 
war expenditures were mounting very rapidly. and unmediately after the third 
Liberty loan the Treasury took steps to obtain additional revenue irom taxation, 
demanding $8,000,000,000 in taxes against a rough estimate of $24,000,000,000 of 
expenditures. The proposal was resisted bitterly by leaders of both parties in Con. 
gress, who were anXIOUS to adjourn for the summer and were looking forward to a 
general election in the fall. The issue was laid before the President, who, after careful 
consideration, sustained the Treasury, and on May 27, 1918, delivered a special 
message to Congress demanding an increase of taxes. After months of delay the 
House passed a bill estimated to produce $8,000,000,000 of taxes, but this bill was still 
before the Senate Finance Committee when the armistice was signed. The Treasury, 
three days after the armistice, reduced its estimates of expenditures for the fiscal 
year from $24,000,000,000 to $18,000,000,000 (a figure which proved to be correct 
within a few hundred millions of dollars) and advised the reduction of the taxes to 
be carried by the pending bill from $8,000,000,000 to $6,000,000,000 for the current 
year and $4,OOO!000,OOO for subsequent years. These recommendations were ulti
mately adopted In the second war-revenue act, which did not, however, become law. 
until February 24, 1919. . 

The Treasury's tax policy measurably limited the inflation inevitably incident t.o. 
the war. But 'we must not assume that to the full extent that Government expendl-
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tU1'e8 are met from taxes inflation is avoided. There are good and bad taxes .. 'Con~ 
greM gave effect to the demands of the Treasury as to the amount of revenue reqUired; 
but the HOUBe of Representatives and the Ways and Means Committee of that HOUBe 
are very jealoUB of the right and duty which they believe to be theirs to .initiate 
revenue measures. The Treasury was consulted and given the most COurteoUB con" 
aideration and the fullest opportunity to express its Views, but the tax bills were 
~tten in committee and the Treasury's views were overruled in many in).portant 
Instancea. . 

The Treasury, though favoring and indeed urging the war-profits tax as a tax upon 
profits roughly attributable to the war, strongly opposed the excess-profits tax as a. 
tax upon profits in excess of a given return UpOI!. Invested capital. Experiencs has 
shown what the Treasury always IISI!erted, that the excess-profits tax discourages 
initiative and enterprise, rewards oVercapitalization, and discourages conservatism 
in capitalization, confirms great corporations in their monopolies, encourages extrava-
gance and wasteful management, 8.Jld adds to the cost of living. . 

Similarly, the TreasVry advised against excessive rates of surtax and urged heavier 
rates of normal tax. Excessive surtaxes do not produce revenue but drive capital 
into the billiolll! of exempt securities; and the tnanufacture of additional amounts of 
I'xempt securities is stimulated by the very existence of these high surtax rates;. 
This encourages wasteful or deferable expenditure by States and municipalities at it; 
time when the world-wide shortage of capital makes it urgeDtly necessary that our 
capital resources be conserved for productive bllBiness. Graduated surtaxes are> 
necessary and desirable socially, but, particularly where there exist billions of dollars 
of securities carrying exemption from these taxes, excessive surtax rates defeat their 
own ends and, in the last analysis, the burden is shifted to the community as a wholli 
becaUBe of the consequent shortage of capital for useful and necessary purposes. . 

The departure from the Treasury's views concerning surtaxes and·normal taxes hali 
seriously impaired the market value of Liberty bonds, which are exempt from the 
nOrIllal taxes but, within certain limitations, subject to surtaxes. It is within the 
power of COngre88

i 
by reducing surtaxes and increasing normal taxes, to lift Liberty 

bonds to practical y any market level it chooses. . 
In the last analysis, taxes can only be paid out of income, and the best tax is a 

properly graduated income tax. When a tax is imposed upon something else; or 
measured in Bome other way, the taxpayer who has not current income a.vailable must 
shift the burden to some one else. If po88ible, he will shift it to the ultimate consumer~ 
Capital taxes, including retroactive war-profits taxes and eXC688ive surtaxes, exceS&' 
profits taxes and sales taxes--a.ll these must be shifted sooner or la.ter--s.fter much eea-' 
nomic diEorder in some ca.ses--if possible to the consumer. Because the whole income. 
of the poor man is spent on things he consumes, and the greater part of the income at 
the man of modest means but a negligible pa.rt of the income of the rich man, taxes of. 
this sort a.re unjust and unnecessarily burdensome. 

There is an even greater evil in these indirect taxes, and that lies in the fact that 
Congress is perpetually urged to ma.ke expenditures out of the public purse for the' 
benefit of some class or group in the community. A system of indirect taxa.tion makes 
it possible to conceal from the great mass of the voters upon whom the burdens fa.ll the 
fact that they a.re being mulcted in order to confer special benefits upon a pa.rt of the 
community. The notion that in some mysterious way the other fellow will pay, the 
profiteer or the plutocrat-or perhaps the general pUblic without knowing it-Iea.ds to 
wasteful expenditure. . 

Thus the beneficent effects of the Trea.sury's policy to pay as we go one-third of the 
war expenditures from ta.xes were limited by the character of the taxes imposed. In
flation was avoided to an important extent beca.use the spending power of the indi
vidual was curtailed and transferred to the Government without the i88ue by the 
Government of credit instruments. The full va.lue, however, of these measures was 
not obtained because certain of the ta.xes imposed tended to di88ipate or penalize 
capital and inflate prices. 

Liberty loans.-When the war began the investment ba.nkers of the country had. 
it is said, sold bonds of all kinds to some 400,000 persons. The Treasury grappled with: 
the problem of loans boldly, relying upon the pa.triotism and capacity for self-aa.crifice 
of the American people; it devised a sound pla.n of decentra.lized organiza.tion for. 
mobilizing. the finanClal resources of the country; and it promptly drew int.o its head
quarters staff experts from the business and financial world, who, under the Se':l"etary, 
gave to the fine old Treasury organization the necessary lea.dership for solvmg the 
problems of the war. . ... 
. The Sixty-fifth Congre88 convened on the 2d of April, 1917, war was declared .on the 

6th, and the first Liberty loan act was apprQved on the 24th. It was the third act 
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passed by the Sixty-fifth Congress, being preceded only by two deficiency appropria
tion bills. Bankers differed in their opinions as to the amount of bonds which could be 
sold, some believing that the amount might run as high as $1,500,000,000

1 
others that it 

must not exceed $500,000,000. The Treasury asked $2,000,000
1
000 ana the loan was 

oversubscribed 50 per cent. The Treasury avoided all conventlonal methods of bond 
selling, paid no commissions, employed the Federal reserve banks as fiscal agents and 
~lled upon the lea~ers in the banking and business world i~ ev':'Y c;ommunity to'form 
Llberty loan COmmlttees and lead the movement. In orgaDlzatlOn It pursued a policy 
of decentralization, vesting leadership in the governors of the 12 Federal reserve banks 
and in committees appointed by them. 

The first Liberty loan not only filled the Treasury for the momen!. but it prepared 
the American people for the draft and made them realize the war. It taught millions 
of them what a bond is and how to save and pay for one. 

From May, 1917, to May, 1919, the country was thrown by the Treasury every six 
months into the throes of a Liberty loan canlpaig:Jl~five loan canlpaigns in two years. 
It is estimated that 20,000,000 people or more subscribed for spme or all of the loans, 
and that 2,000,000 people took part as workers in one or all of the canlpaigns. During 
these two years, covering the whole period of our participation in the war and six 
months.after the fighting stopped, no one in America.was ever allowed to forget that 
there was a war, that he had a pm in it, that that pm included buying Liberty bonds 
or Victory notes, and that to do so he must save money. In the history of finance no 
device was ever evolved so effective for procuring saving as the Liberty loan canlpaigns. 
Everyone was always buying a Liberty bond or Victory note, or trying to pay for one, 
or getting ready to buy bonds or notes of the next issue. The first, second, third, 
fourth, and Victory loan canlpaigns stand out in my mind as the most magnificent 
economic aclrievement of any people. For conception, direction, and detail, the 
Treasury is entitled to credit and must assume responsibility, but for the actual 
aclrievement of 100,000,000 united people inspired by the finest and purest pl!.triotism, 
no man or group of men could be so foqlish as to imagine themselves respons,ible. 
Those Liberty loans were the principal instrument in raising cash and getting the 
people to save for the war. . 

In fixing the terms of the loans the Treasury had always one major consideration in 
mind, and it perhaps accounts for some divergence of opinion between the Treasury 
and some of the banker!l~ It was not from a willful desire to'make the sale of bonds 
hard, but from a determination to finance the war so that it should never be lost for 
financial reasons, that the Treasury sold long bonds, and sold bonds at low rates of 
interest. There must never come an end of the war in defeat because of lack of fore
sight, lack of courage to take the first steps in a careful, thoughtful way, looking to the 
possibility of a long war. In addition to the effect of high rates of interest and short 
maturities in depreciating ather securities and in causing apprehensi/m as to the future, 
must be kept in mind the psychological effect at home and abroad. 

As to maturity, the experience of the Governments of the Allies showed conclusively 
the grave embarrassment which must confront any Government in the course of a 
long war which failed to place long-time bonds. The theory that short bonds would 
keep themselves at par. has not been sustained.in practice. Very much the highest 
interest bases have been e3tablished by the short bonds and notes of this and other 
Governments. The explanation is simple. When bonds are sold, to the accompani
ment of patriotic appeal, to an amount in excess of the normal investment demand, 
subscribers who have overbought sell first the bonds which they can sell with the least 
loss of principal. They do not bother much about the interest basis. And perma
nent investors, who do not expect to follow closely market fluctuations, in buying 
Government securities prefer a good return for a long period to a higher return for a 
short period.' . 

Given the necessity of selling bonds of long maturity, it was undesirable to burden 
the country with a high interest rate for a long period of time with the moral certai!lty 
that very high intere3t rates would drive the bonds to a premium long before matunty. 
But above all, the Treasury must give ground slowly, remembering that the limit of 
the task was not in sight and that the credit of the Government of the United States 
was the last financial resource of the Allies. We were engaged in war, not conducting 
a commercial operation. Indeed, there was no rate of interest which would float 
several billion dollars of Liberty bonds or notes as a commercial operation .. 

But the bankers differed as much with each other as with the Treasury, and I do 
not recall any instance when there was any considerable opinion in favor of a rate in 
respect to any Liberty issue more than one-qua:ter of 1 per cent highe! ~an the rate 
actually adopted by the Treasury. A companson of the present opmlOns of. some 
financiers and publicists with those expressed during the war, and of record m the 
Treasury, would furnish amusing reading. 
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. When the Tre88U1'Y fixed the terms of the Victory loan I was told by a banker, who 
is second to none as an eXll~ in the distribution of securities, that they were unneces" 
earily attractive. A leading newspaper criticized the issue bitterly on the l!&Dle 
ground. The attractiveness of the issue was proclaimed by the financiel'll of the 
country with 8Uch unanimity that serious apprehension was aroused lest the people 
at large should get the impression that the Victory notes were eo attractive that they 
might leave them safely to the hankel'll and business men and that no subscriptions 
involving self-denial on their part were neceaeary to assure the succees of the loan. 
The head of the pUblicity bureau of the Liberty loan organization, after a tour of the 
country, told me that the Treasury had jeopardized the succees of the loan and de
stroyed the patriotic appeal by offering notes upon such attractive terms. Federal 
reserve authorities became very apprehensive lest the banking institutions of the 
country should subscribe heavily for their own account, and the Treasury and the 
governol'll of the Federal reserve banks were hard put to it to prevent their doing 80. 
Recently the 41 per cent Victory notes have sold ·on an interest basis as high as 6t 
per cent. 

The rates of interest determined upon by the Treasury were at the time fair rates 
for the Government to pay, having regard to the exempuons from taxation which the 
bonds and notes csrry and their maturity. No one could foresee the probable coUl'lle 
of the market for the bonds and notes in the immediate future·with any degree of con
fidence. A year ago it was freely predicted by financial authorities that Victory notes 
would shortly go to a premium and that Liberty bonds would be selling at 01 near par 
within a yeaI' or two. 

Everyone knows whr these sanguine expectations have not been realized. With 
the armistice, and stil more after the Victory loan, our people underwent a great 
reaction. Those who had bought Liberty bonds as a matter of patriotism, but not 
as investol'll, began to treat their bonds as 80 much spending money. Those who had 
obeyed the injunction to borrow and buy Liberty bonds ignored the complementary 
injunction to II&ve and pay for them. A $50 bond in the hands of a patriot turned 
spendthrift was to him a $50 bill to be sp'ent Saturday night, or, to her, a new hat, and 
if the $50 bill turned out to be a.$45 bill, small matter. This was the fil'IIt and most 
immediate cause of the depreciation of Liberty bonds, affecting them particularly. 
I shall mention later other conditions affecting the general situation and them inci
dentally. 

I doubt whether higher rates of interest on Liberty bonds, which would have meant 
more taxes for the taxpayer and more spending money for the bondholder, would have 
had any other effect than to increase the inflation which has been rampant since the 
Victory loan.' 

Some critics say that the Treasury should have foreseen the after-the·war reaction, 
and, in order to protect bondholdel'll from the conseq.uences of their own acts, issued 
the bonds and notes at rates of interest which would maure a market price for them at 
or near par even in the period of reaction.2 These were counsels of despair, inflationist 
doctrine, and futile. The bonds and notes were never meant to be treated as spending 
money. The Civil War gave us our fill of interest-bearing currency. Depreciation 
in market price serves as a check upon those who wish to spend their bonds. 

There was no plan of financing the war Or of .financing. the. ,period of. readjustment 
which would protect. the holders of the Government's securities cir the Government's 
credit against subsequent folly and waste. 

War ,avingB.-The Liberty loan campaigns were supplemented by the work of the 
War savings organization, which disseminated 80und economic doctrine, and pro
duced about a billion dollal'll. 

1 SO!Qe poople argue that a low rate of interest makes people save more hecause it is necessary for them 
to save more in order to acquire independence. Others maintain that a high rate of interest induces people 
to eave boeause they can seo the direct advantage of doing so. Both these arguments are probably true 
in so:ne ca,es. But as a rule people who have the Instinct of saving will save, within certain limits, what
ever the rate o!interest may be. When the rate of interest is low they will certainly not reduce their sav
ing, because each hundred pounds that they put away brings them in comparatively li~tl~, and when the 
rate of interest is high the attraction of the liidl rate will also deter thom from dinlinishing the amount 
that they put aside. (War-time Financi,al Problems, Hartley Withers, p. 7.) their ch ts 

• It there is a graot re .. tion and everybody's one dssireis to throw thiS nightmare of war olf es 
and go back to the tim .. as they were before it happened, then all that the war has tanght us. about the 
proiuction of capital will have been wasted. But I rather doubt whether this will be so. Savmg mertell'f 
means the diversion of a certain proportion of the output of industry into the further eqnlpmenusl0 
industry. The war teught us lessons Which, if we use them aright, will help us to increase enormo Y 
the output of-industry. ..... .. There is a furtherpw.nt, that the war has-taught,.,great·many·people 
who never s.ve:lat all to save a good deal. .. .. .. The war has shown US how we can, if w:elike, incr"!,,,e 
proiuction

i 
reduce consumption, and so have a larger margin than ever before to be put roto providin

b
g 

capital for ndustry. Whether we really have learned these lessons and will apply them remains to e 
8881). (ld., pp. ~lO.) . , 
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:Trell8urg wt~fiCaiJs~~By Belling Treasury certificates in anticipation of each Liberty 
loan ant'! of'income and profits tax installments the Treasury provided current funds 
to meet outgo, mad~ provision 'against the money strain which would have been in. 
volved if Liberty ,loan and tax installments had been paid on one or several days 
without anticipatory borrowing, and, more important in economic effect, tapped the 
credit resources of the banks and trust companies of the United States and mobilized 
them for the uses of the Government, thus limiting commercial inflation during the 
period when the Government was the principal buyer and needed to have the credit 
resourcelJ of the country, placed at its disposal. 

The Treasury issued as great and as frequent 100ig loans as the market could absorb
in fact, greater and more frequent than the market could absorb. The point of satu
ration for long Government loans had been reached-and paaBed-with the fourth 
Liberty loan. Investors require diversification of their investments. In a little 
over two years we created $25,300,000,000 of debt (at the maximum). It was bad 
enough to ask the people to absorb that amount of the obligations of one Government. 
It would have been intolerable to insist upon their buying only bonds of one character; 
thll.tia; long-time' bonds. After armistice the only way to get additional investiment 
money into Government securities was to offer some diversification of terms, and this 
was done by issuing Victory notes and thereafter by revolving Treasury certificates; 

The result of forcing out more long loans would have been the perpetuation of, the 
war debt. There is no greater influence toward economy of expenditure and main
tenance qf adequate revenue than the existence of short-dated debt. No adminis
tration could have resisted the pressure for reduction of taxes and increase of expendi
tures of the war debt at its maximum of $25,300,000,000 had been funded, and it had 
subsequently appeared that taxes and salvage would more than meet current expendi
ture_ The time to pay down war debt is immediately after the war. 

During the war Treasury certificates were sold largely to banks in anticipation of 
loans and to taxpayers in anticipation of taxes. Since the Victory loan campaign 
efforts to procure distribution of both tax and loan certificat€s nwong investors have 
been increased and marked success has attended them. The banking institutions of 
the country have been asked to buy the certificates and sell them to their customers, 
and their fine efforts to that end have been supplemented by the Treasury mailing 
circulars describing each issue of certificates to a selected list of taxpayers and bond
holders of the United States. The success of these efforts is evidence~ by the fact 
that on April 16, 1920, of $2,693,808,500 loan and tax certificates outstanding only 
$462,114,000 were pledged with Federal reserve banks as security for loans and dis
counts. In view of the fact that the reserve banks were maintaining a preferential 
rate for paper so secured, it is safe to aaBume that the remaining $2,231,000,000 cer
tificates were in the hands of investors, including banks which were not borrowers. 

War-loan deposita.-Technically, the Treasury's special depositary system is one 
of the most interesting, as it is one of the most valuable, devices for financing the war. 
Our problems were different from those of European countries. We had to deal with 
some 30,000 independent banks and trust companies scattered all over the United 
States, The deVIce of "payment by credit" was worked out in connection with the 
first Liberty loan at a Sunday conference in May, 1917, between representatives of 
the Treasury, of the Federal Reserve Board, and of the New York Liberty loan com
mittee. Unchanged in principle from that day to this, but simplified and perfected 
in the course of three years, it served to weld together and mobilize for war the bank
ing resources of the United States, including in the Government's depositary bank-
ing system 10,000 of the 30,000 banking institutions of the country. ' 

"Payment by credit" is a device for permitting the banking institutions which 
purchase Government securities to defer payment for them until the Government. 
actually needs the money. It was adopted to prevent money stringency. It devel
oped the further advantage that in the difference between the rate borne by the 
securities and the rate charged on the deposit banks found some compensation for 
their time, trouble, and the loss of deposits resulting from the sale of securities to in
vestors. If, instead of permitting the banks to make payment by credit, the Treas
ury had required them to make payment in cash and held the cash, it is apparent that 
the operation simply could not have been carried out. A very modest increase in the 
balances in Treasury offices involves money strain. The attempt to make payment into 
Treasury offices in cash on one day of the proceeds of the smallest war issue of Treas
ury certificates-not to mention a Liberty loan or tax payment-would have created 
a panic. Bankers and the public have become so accustomed to the ease and smooth
ness with which Treasury operations are conducted that they take them for granted; 
yet two years ago the business and banking community was in an uproar because of 
the fear of money strain in connection with the first great income and profits tax pay
ment-a strain which never occurred because the Treasury's arrangements to deal 
with the situation were so complete. 
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"?aYlDent. by credit" will!' ,!ell calculated to limit in1lation incident8.J. to war/bor
rOWing. .If, Instead of perlllltting the !:>anks to make paYlDent by credit, the TrellllWY 
had reqw.red them.to !!lake paym~nt In CIIIlh ~nd h~ then l"E!deposited the proceeds, 
to the extent that It did not reqw.re to make unmed1&te use· of them·:it would have 
pursued a course more likely to create infiation. If the GovernmeI{t weie to draw 
Into the reeerve banks and the Treasury officee cllllh i;n exceeB C?f its current require~ 
ments, the first effect would be to make money very tight, and mcrease money rates' 
with consequent interference with the Government's financial operations. Th~ 
leCond effect would be heavy discounts by the reeerYe banks to meet the demands 
80 artificially cre~ted. Discounts 80 made. would be fo~ periods from 1 to 90days. 
Upon the redepoBlt of the proceeds of certificatee depOBltary banks would be put in 
pOlISession of loanable funds. . 
. It "!'"lIB be~ter to make one bite .of t~e che~ and to avoid the money strain and 
mfiatlon which would have been lllevltable.if the money had been firSt· drawn olit 
of the banks and then redeposited with them. . _ 

In order to sell Liberty bonds and' Victory notee it was necessary to give subscribers 
the optiOD. of making immediate payment in full or of making· pl\yment in instalL
ments over a period of months. This iujected an element of great uncertainty into 
the Treasury's calculations. It Wlill quite impOllBible precisely to anticipate receipts 
under these circUDlBtancee. As a matter of fact the privilege-of making payment in 
full on the opening day was largely a.vailed of, and the Government's ba.J.a.nces were 
consequently swollen until certificates of indebtedness issued in anticipation of the 
loan matured or could be called for earlier redemption. Redemptions: were :made as 
promptly a8 pOBBible, .but the operations Were on 8,0 hugea. seale that it Was a-matter 
of two weeks after a loan-payment date before the Treasury couldobtairi: really reIia,; 
ble information as to the amount of the payment. . 

The s",me principle (payment by credit) was employed in handling the great tax 
payment in June, 1918 (which Was only about h1!.lf covered by anticipatorY borrow~ 
lug), although not called by that name and modified neceesarily in detail; ·Ohecks 
received, drawn on qualified depositary banks, were forwarded:.to. them and the 
amount credited by them in th!l war loan deposit account. ·~hi8 was done instead 
of collecting the checks and redepositing the proceeds. Subseg)lent iI1.come and 
profits tax ilJstallments have been covered by antlcipatory tax certificatee. -. : 

A similar problem, tho~h not of such great- dimensions, preeents itself in conn.ec. 
tion with the current routlUe buainellS of the Government under war' and armistice 
conditions. The ideal thing 'Would be to have the Government's receipts precisely 
equal its expendituree from day to day. Th!l.t ideal, h<1Wever, beirig impossible of 
attainment, the Treasury'" has couaistently pursued the policy of borrowing sufficiently 
in advance to meet its requirements, Wlthout direct borrowing from the Federal 
reserve banks. The Treasury plans. to sell certificatee to an amount sufficient to cover 
the estimated requirements for BOme three weeks in advance. This is a small margin 
of silofety in view of the impOllBibility of estimatirig closely. It is physically impossi
ble to ieaue Treasury certificatee more frequently than every two weeks, and it takee 
ordin9.rily two weeks from the date of the offering of an issue of Treasury certificates 
to the date of clOl!ing the issue for the ascertainment of its reeulta. Sometimes it 
happens that the Treasury miscalculatee its cash requirements and borrows in excess 
of the amount which turns out to be actually necessary at the time. Th!l.t happened 
last September. Sometimes it underestimatee its requirements. That happened 
only last month. Ind.eed, it is v.ery much n;tore diffic~t to gauge the curre~t Inco~e 
and outgo now than It was dunng the penod of actlVe 'Warfare. Expenditures 1D
creased at the rate of about $100,000,000 a month pretty regularly during the 'War. 
The physical limitations upon prod)lction and transportation prevented expendi
tures. increasing by leaps and bounds-imposed a certalU sobriety upon them. There 
has been no similar brake upon the decrease since armistice. In consequence of set
tlements of contracts and sllee of accumulated stores, receipts and expenditures have 
jumped about in such a way as to make thel)l utt.erly impOBBible of c&lculation. The 
Treasury h!l.B no control over the expenditures or salvage operations of other departc 
menta. -

A depositary bank When it makee a "payment -by credit" does not" put itseliiIl 
pOllBession of loanable funds. What actually h~ppens is th9.t the bank becomes pos
sessed of an BBSet, to wit, Treasury certificatee, and is charged with a liability, to wit, 
an entry in the Government's War loan deposit account. It does not have any money 
to lend or spend until it sells the certificatee or borrows on them. Like most huma!l 
devices payment by credit may be subject to ab-uae, as, for instance, by the appli
cation ~f the proceeds of sale or borrowin,ga on the certificatee to other purposes than 
meeting the Government's calls, but the governors of t4e. Federal reserve banks, 
under the wise guidance of the Federal Reserve Board. have been alert to prevent 
luch abU&e_ 
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The view that bank depO!li.ts are potential currency 3 is inapplicable to the depO!li.ts 
created in the Government's war loan account. No checks are ever drawn upon or 
chlll1l"edagainst the Government's war loan depO!li.t.account with depositary banks. 
Rennttances are made by them to reserve b~nkson receipt of letters or telegrams. 
The number and amount of United States Government disbur~ officers' checks 
outstanding or in process of collection at any given moment of time 18 not affected by 
the amount of the Government's deposits in depO;Bitary banks. The Treasury has 
no control over the drawing of these checks, and the credit of the Government of the 
United States has at all times been sufficient to. float them regardle88 of its bank bal
ances. These. checks have involved an important expansion of currency (treating 
checks as currency). The Treasurer of the United States handled as many as 300,000 
checks in one day during the war. He is now handling something like 80,000 checks 
a day. The Treasury haS struggled to keep enough money in the bank to meet these 
checks as they come in, but the checks have been floated not on the faith of its bank 
depO!li.ts, but on the general credit of the United States Government. 

Collateral aqencies.~During the war many collateral a~encies were created to con
serve and mobilize the resources of the country and limit the inflation of prices and 
the expansion of currency and credit. Some Were initiated by, others were quite 
. independent of, though acting in cooperation with, the Treasury. The Capital I88ues 
f{)ommittee::,discouraged·i88ues for, nonessential purposes. The subcommittee on 
~money of, the' New: Y.ork ,Liberty Loan Cpmmitteefixed ,the price of. call money and 
rationed credit 'to the stock market. The Division of Forei@ Exchange of the Fed
eral Reserve Board licensed imports and exports of gold, silver, and capital. .The 
War Trade Board licensed imports and exports of commodities: The War Industries 
Board fixed prices and prionties for commodities. The Shipping Board, the Food 
and Fuel Administrstions, and the Railroad Administration were all parts of a com~ 
prehensive plan for mobilizing the resources of the country. • 

It was impossible to rely upon prices and rates to prevent inflation at a time when 
the first duty W88 the winning of the war. When the Government requires the servo 
ices, the wealth, the productive capacity of all the people for the purpoees of a great 
war it must practically go through a process of condemnation and pay a price deter
mined byproperlyd~atedfunctionaries. The law of supply and demand cannot 
be allowed to function In war times so as to permit some of the people to extort from 
all of the people, represented by their Government waging a righteous war, prices, 
whether for commodities, or credit based upon the fact that the supply is very limited 
and the demand for all practical purposes unlimited. 

When the fighting was over most of these controls were broken down one by one 
as rapidly as seemed possible, with a view to restoring natmal conditions. 

m. INFLATION. 

Before the war.-Before we entered the war we had what, for lack of a better short 
description, may be called, though inaccurately, gold inflation. 

During the war.-Currency expansion, as distinguished from credit expansion, has 
been very moderate in this country.4 The Treasury has not manufactured currency 
at all. It has not manufactiured credit directly with the banks of iBSue. It has 
limited the expansion of credit as far as practicable. The expansion of currency 
and .credit which has taken place has been the. result not of Treasury methods of 
financing the war, but of the unlimited buying power of the Government of the United 
States when supported by the devotion of the people. Govenment expenditures 
and commitments were the cause of price inflation, rather than the methods which 
the Treasury employed to meet those expenditures. Expenditures and commitments 
always outran the provision made for them by the Treasury, whether in cash or 
credit, Government contracts covered future production for months or years ahead,: 
but the Treasury never, during the whole penod of the war, had provided money or 
bank credit sufficient to meet its requirements for more than a few weeks ahead. 
Pri<;es rose in response to the effective demand of the United States Government, 
sustained by the general credit which its resources and taxing power and the devo
tion of 100,000,000 people gave it. They were influenced by two conflicting forces, 
the desire of the Government to stimulate production and the desire of the Govern-

• As many people may be puzzled by the assertion that the Government increases the currency by bor
rowing from banks, It is betfer to explain the process briefly here, thou~h in another book I have already 
shown how loons made by banks prOduce manufactured money by adding to the banks' deposits, which 
=~"'1Ir!~~!lg~I':1~~O~~:':; !~~'! ~~:t':';.~ljhiCh are the chief form of currency that we now 

• Lett~r of ~ov. H .. "Ung to the chairman of the BankIng and Currency Committee. United States Senate, 
dated Aug. 8, 1919; Federal Reserve Bulletin for _~ugust. 1919. 
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ment to prevent profiteering. '.M!.e expansion of currency and bank Credit which 
followed the Government's expenditures and commitments, s1l8tained and distributed 
the price inflation. In much of the discueeion of currency and credit inflation and 
t1!-eir relation to price ,inflation ins.uflicient attention has been given to the practical 
~ifferenc;e between pn'Vate operations, on th!l o~ h~d, and those of a government 
m war time on the other. A government m war tIme may to an extent private 
operations can not upset the balance. between the supply and demand for com
modities without first obtaining currency or bank credit . 
. The I!ost of living h!'lre has increased lese ~an in any of the belligerent countrieli 

(mcludmg Japan I which assumed no appreCl&ble part m the financial burden of the 
war) or in the neutral countries of Europe.· This was in no small measure due' to 
Treasury methods of financing the war. . 

Since armistice day.-Since armietl,ce day the world has not only failed to make 
progress toward the 1'estoration of healthy economic life, but in fact has receded 
~rthe.r from a sound pootion.. We have failed ~ r~re peace. and peace· condi
tlOns In Europe, and m Amenca unsound economIC Ideas have m many instances 
prevailed and the effort is being made, first here then there, to improve the condi
tion of eome of the people at the expense of all of the people. 

Inflation here since arnxistice day is attributable to three principal cauees-(a) 
world inflation and the internationalization of prices; (b) heavy expenditures by our 
Government and Government interference with business; (c' reaction and waste among 
O)1r own people. . . . " .' " '.-' . . 

(a) For five years the world has been consuming more than it produced, living upon 
its capital, and the governments of the world have been issuing evidences of indebt
ness to represent the wealth destroyed. This has caused world inflation of prices. 

The inflation which has taken place here since arnxistice seems attributable in: no 
small degree to the inflation of the continental European currencies operating upon 
the optimism of the American people. . . ' . 

People have been led to believe that there is a mystery. about foreign exchange 
and that in 80me way America is at fault for not protecting the European exchanges 
from depreciation. In war time the measures taken by the belligerent natioJl8 in 
respect to international trade and finance were more or less complete. Embargo~ 
on. the export or import of gold were accompanied by embargoes on the export and 
import of commodities, by domestic frice fixin/S', by fixing the price of money, by 
control over capital issues, by contro over foreIgn exchange, and by. Government 
loans in foreign countries. These controls probably should not have 'been re-

• moved where the gold embargoes were to be retained; for the gold held in· Europe 
has been made a basis for further inflation there and the ever expanding EuropelJ.!l 
currencies have been 80ld for dollars to be used to purchase here ~nd eJ,sewhere :things 

• Japan has a bank rate above 8 per cent. (Commercial and Financial Chronicle, Apr. 21, 1920, p. 1699.) 
Her Inflation is a ~old inJIation. . 

"The cost of livmg has advanced threefold more than before the war * * *. The gold holdings or 
Japan have now reached the unpr""edented total oC 1,899,000,000 yen

l 
of winch 1,061,000,000 yen belongs 

to the Goveroment and 838,000,000 yen to the Bank of Japan. Of this arge sum only 545,000,000 yen Is in 
Japan, 1,354,000,000 yen being Invested or deposited In England and the United States." (Economist, 
Jan. 3, 1920, pp. 19-20.) . 

"The abnormal inflation of cllrrency not only keeps np prices, ,but Is lending impetus to speculative 
fever, which now knows' no bounds. Investments in new enterpnses between January and October this 
year amoWlted to no lesS than 2 859,000,000 yen or more than for the wbole of last year, when investments 
totaled 2,676,000,000 yen; Bnd t'he expansion 01 capital is now such that tho authorities can no longer r ... 
gard the situation 8. Wholesome. Banks have been offiCIally instructed to restrict loans and to preach 
economv and "aution, but speculation continues riCe. It is frequently reported that officials are interested 
In .peoriJation and that that Is one reason why no control is exercised over note inJIation. Thesamething 
wen' on after the war with Russia, bllt it was foliowed by paniC and numerous business failures,leading to 
prolonged busineos depression. Tne effect on industry and society is far-reaching and disaffecting. Many 
enterprises:, such as weaving and shipping, continue to pay enormous dividendS, though most of the mush· 
room enterprises can hardly pay their way. Industry is marked by increasing unrest, with frequent strlkes 
for higher wages and shorter hours. Of late the greater part of this Wlrest has been in shipyards and mines. 
At one of the copper mines recently the troops had to be called Ollt to put down violence when 6,000 miners 
began to take matter. into their own hands. This is the fi"t time in the industrial history of Japan thst 
troops have had to be calied out to deal with strikes. The cotton mills, which are payin~ such big dividends, 
being manned mainly by women, have labor in their own h8nd~, and so far they experIence no la.bor unrest. 
In most cases millwork, so far as women go, Is little less than a form oC slavery, as the girls are not Cree to 
leave when they wish, ancl. seldom get away Wltil invalided out. On the otner hand, the luxury and 
extravagance of the prOfiteers Bnd the newly rich tend to demoralize society and cause re~lsion of the poor 
agsinst the rich. Themostpropserousconcernsincitiesare the restaurants, houses of questIonable pleasure, 
and the dealers in jewelry and expensive ornaments. The wealthy are buying up whole lot. of hOUSes, 
and pulling them down to erect grand mansions with spaciOUS gardens for thel'f'!-SelY~1 t.o the grea~ resent
ment of I.he poor, who can not find dwelling accommodation. A great part oC bIg CIt"'!' lik~ Tokyo 15 t~ken 
lip with these gardens of the privileged and the wealthy, while space Cor common dwellmg!, "! at a prermum, 
the poor being driven into the slWI15. This leads to social disatlection and encourages SOCIalism." (Econo-

m~~rft~!'h 7W~.; ~a~S;) (Cmd.) 434, 1919, Statements of Produetion, Price Movements, and Currency 
Expansion in Certain Countrie.o;;. . . 
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Dot l.1eeded as we~l as those needed. The depreciated price at which European cur
renCles are taken In consequence of these methods means for them a rapidly increasing 
foreign debt which will make the ultimate resumption of a gold basis more difficult. 
, Our own prices arebeingin1lated and' our own banking and currency position 

explmded by the feverish speCUlation in EUropean' currencies, credits, and securi
tiesjincluding those of countries with which we are still technically in a state of war. 

In the present position of the international balances and of the foreign exchanges 
and because of gold embargoes Federal reserve bank rates can Dot function interna
tionally, and operate solely upon the domestic situation. 

(b) Government expenditure is at the root of inflation all over the world. Wise 
methods of meeting it may mitigate the inflation, but they can not prevent it. 

The'Government of the United States has been slow to realize upon its salvageable 
war assets and to cut down expenditures growing out of the war. 

While Congress deliberated, the Government held control of the railroad systems 
of the country for a year and a quarter after fighting stopped, and furnished transpor
tation at less than cost. Then Congress ordered the railroads returned to their owners, 
with a Dew expenditure of $1,000,000,000 by the Government for their account and 
the deferment for years of $1,000,000,000 the railroads owe the Government.7 

The interference of Government in railroad affairs, begun many years before we 
entered the war, has SUbjected business and industry to the gravest hardships for lack 
of adequate transportation and has involved a great additional strain upon our credit 
facilities. You can fix the price of capital, ,but you can not make it work for that 
price. You can fix the price of labor, but you can Dot make it work for that price. 
By holding down rates for the shipper, the railroads have been kept so poor that 
neither capital nor labor' will work for them. The shipper has cheap rates, but he 
can not get transportation. The producer has to borrow because he can not have his 
goods brought to market; the consumer has to pay higher prices because he can not 
get the goods. Here there is double in1lation. Cheap rates increase the demand for 
transportation and decrease the supply of it. If the railroads had been allowed to 
cha~e reasonable ratesj the Government would have lost nothing in their operation, 
and It would Dot have Deen obliged to invest so much money in them for, given rea
sonable rates, they could have obtained capital through private channels.8 

, The United States Shipping Board expended in the fiscal year 1917, $14,000,000; 
in the fiscal year 1918, $771,000,000; in the fiscal year 1919, $1,820,000,000; and in the 
fiscallear 1920 (to Mar. 31, 1920), $433,000,000; a total of $3,038,680,338. 79, to which 
sh!)ul be added about $176,000,000 expended from the proceeds of operation and 
sale. The actual cash expenditures since armistice day amounted to approximately· 
$1,600,000,000, while Congress deliberated as to our shipping policy. Notwithstanding 
the fact that it has been engaged in commercial shipping at a time when it is excep
tionally profitable, the Shipping Board has made as yet no net return to the Treasury, 
its expenditures still exceeding and absorbing its receipts. 

Five billion dollars spent or invested in railroads and ships, the larger part of it 
after the fighting was over. Why are the railroads being run to-day at a loss at the 
Government's eXJlense? To what end are we moving in our shipping policy? 

Instead of telling the people frankly and boldly that prices are high because they 
are wasting, we fix prices and prosecute profiteers in order that the people may buy 
more and pay less. . 

Instead of telling the people that Liberty bonds have depreciated because they are 
treating their Liberty bonds as spending money, we clamor that the rate of interest 
upon the bonds is too low and urge a bonus to bondholders disguised as a refunding 
operation. 

Instead of telling the more thoughtless of the young men who were selected to fight 
the war, and who came back better and stronger and more fit to fight their own battles 
than they ever were before, to go to work and save their money and look out for them
selves as their fellows are doing and as any self-respecting man should, we listen 
complacently to the organized demands of some of them for a bonus, euphemistically 
called "adjusted compensation." 

, Tbe actual cash expenditures of the Railrosd Administration for tlle six monllis ending June 30, 1918, 
were 5120,000,000; for the fiscal year en~ June 30, 1919, were $359,000,000; and from July 1 to Mar. 31, 1920, 
were fl76,000,!lOO,a total on1J~'000,000. ~be recentlegislation and that now pending make specific appro
priations to roe amount of 1lOJU,000,000 and indefinite appropriations (including a guaranty to sllortline 
raiJroads which were not taken over by the GovernmEnt) which will involve expenditures to the esti
Dlated amount of 1300,000,000. It is safe to say that the Government's expenditures and losses on account 
of the railr08ds and Its Investments m the railroads will sllortlY amount to $2,350,000,000 . 

• The transportation act of 1920 appears to ofter no permanent relief from the grave situation resulting 
from our insufficient transportation facilities, for it indicates that the railr08ds are entitled to earn 5t or 6 
per cent wben new money is costing those in the highest credit 7 or 1i per cent. 
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Penny wise and pound foolish, we leave the executive departments underpaid and 
undermanned, 80 far as regards supervisory employees. While Congress struggles 
to effect economies at the expense of efficient administration of the Govemment-
it takes time to add $65,000,000 to Civil War pensions., . ' " 

From .November, 1918,. to March, ·1921, nearly two years and a half the first two 
years and a half after fighting stopped; and probably the most critical t~o years and a 
,half in the world's history the Government of the United States is deadlocked a"aainst 
itself, a Government by obt;truction. It is at least questionable whether the progress 
of reaction would have been 80 complete or 80 disastrous if our institutions had not 
given this country, during the most critical period of the world's history, a Govern
lIlent divided against itself, and therefore incapable of effective leadership in national 
or in tema tiona! affaire. . . ' . 

(r) At this most critical moment in the'history of Europe, when our own fi.nancial 
and economic stake in Europe's affaire is 80 'great that disaster there could mean onlv 
disaster here, many of our own people have turned gamblers and wasters. For plaiD. 
living and high thinking we have substituted, wasting and bickering. We enjoy 
high living while we grumble at the high cost .of living--of silk stockings and shirts 
for the poor, of motors for men of small means, of palaces for the profiteer and the 
plutocrat. . 

Unhealthily stimulated,' commercial bUsine38 appears to prospel' and commercial 
expansion proceeds unchecked ... From Mar(1h, 1919, to March, 1920,though holdings 
of and loans upon Government war securities of all reportinll' member banks of the 
Federal reserve system (about 800 member banks in leading clties believed to control 
about 40 per cent of the commercial bank deposits of the country) decreased from 
$4,000,000,000 to something over $2,000,000,000, their other loans and investments 
increased from $10,000,000,000 to over $14,000,000,000. For every dollar of credit 
released by the Government,' $2 were extorted by busille.'!S. Reporting member 
banks' loans on miscellaneous stocks and bonds, included in their "other loans and 
inve3tments," amount to $3,000,000,000, or one and a half times their investments in 
and loans upon United States war securities. ~oIIi May. 2, 1919, to March 19, 1920', 
though the reserve banks reduced their loans and discounts upon Government. war 
securities from $1,800,000,000 to $1,400,000,000. they increll.Sed their other loans and 
discounts from $350,000,000 to $1,400,000,000.· Evidently a very small proportion 
of the reserve banks'present loans and discounts are "war paper," though half of 
them are collaterally secured by United States Government war securities because of 
the wise policy of maintaining rates differentiated according to the character of the 
security. , 
, High rates of interest and discount; linlitations of currency and credit, the3e and 
all other traditional methods should be used courageously; but they will not suffice 
under the abnormal world conditions now prevailing. ' 

Iv. REMEDIES. 

We must get together, stop bickering,· and face the critical situation which confronts 
the world as we should a foreign Wl!ol". We must recognize our responsibility to and 
our stake in Europe, and in one way or another lend her our moral support and leader. 
ship and econOmlC assistance but without Government loans: We must cut Govern. 
ment expenditure to the quick, adjure bonuses, and realize promptly upon all salable 
war assets, including ships, applying the proceeds to the war debt. . We must have: a 
national budget with teeth in 1t, which means among other things that no approprla~ 
tion shall be made by Congress without a critical examination and report on ways 
and means by the Treasury, representing the financial end of the executive branch 
of the Government, and the Ways and Means Committee of the House and the Finance 
Committee of the Senate, representing the financial end. of the legislative branch. 
We must promptly revise our tax laws to make them more equitable and less burd!ln. 
some without reducing the revenue. We must re3tore the railroads to a self-supportmg 
basis by establishing rates which will insure a return for capital and labor commensu
rate with the return to be had elsewhere at a time when there is a world-wide shortage 
of both. And above all, we must work and save. We must produce more, but more 
important still, we must eoruiume l6lS. , ' 

• On the other handbthough 'Federal reserve banks' loans and discounts "eeured by Go,"ernment W'!T 
obllg&tioDB ..... efrom a out I2IiO,OOO,OOO at the end of 1917 to a high of over Sl,~.OOO,OOO in May, 1919, the .. 
other loans and investments never during the war rose above about 1850,000,000 (in November, 1918) and 
were down as low as about 1350,000,000 in May, 1919. All reporting member ban~s' holdings 01 snd loans 
1I1'fOn United States war S6CUrities increased from a low of about $1,200,000,000 In December, 1917, to a 
higb'ol about 51,000,000,000 in May .1919.. Their .. other 103n8 ·and investments increasedlrom about 
19,500,000,000 in December, 1917, to a high, lor the war period, of about 510,750,000 000 in August, 1918, 
lind contracted to less tban 110000 000 000 in March, 1919. A smaller number 01 banks (about 630, con
trolUng about 35 per cent 01 the commercial bank deposits of tho country) were reporting in December, 1917. 
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TUB ,DISCOUNT POLICY OF 'TUB FEDERAL RESERVB BANKS.le. 

{By O. M. W. Sprague.) 

The Federal :reserve banks have now been in operation for a little more thaD. six 
yeal'8, a period much too short, even if it had been of more normal character, for the 
reserve system to reach the full measure of its development. Modifications in business 
and banking practice and in public opinion are involved, changes in usage Which are 
not made overnight. But the last six yeal'8 have been far from normal. Throughout 
the entire period, the development of the reserve system has been influenced by the 
presence of unusual conditions and requirements. In some important respects, these 
abnormal conditions have hastened development-forcing a not altogether healthy 
growth-while in other directions development has been positively retarded. Expe
rience with operation in normal times is. required to provide a basis for definite con
clusions regarding the regular activities of the reserve banks and the policies which 
should be adopted in their. management. This experience will not be available 
until the reserve banks have extricated themselves from the position in which they 
have been placed by the war and have passed through all the stages of at least one 
peace-time business cycle. 

Addressing an assemblage of economists, it seems appropriate that I should engage 
directly in an examination of fundamental monetary and banking principles as they 
are illustrated in the structure and working of the reserve system. I am the more 
inclined to adopt this method of approach because Whatever may be the case in the 
operation of particular commercial banks, monetary and credit problems of a very 
general nature are mattel'8 of primary and immediate concern in the formulation of 
the policies of central banks. 

In what may be styled its monetary as distinguished from its banking consequences, 
the effect of the establishment of the reserve system has been more immediate and is 
more clearly and completely manifest. These monetary changes are notable, not only 
on account of the rapidity of the changes themselves, but aleo on account of their 
extraordinary magnitude. In brief, the available supply of credit was more than 
doubled as a result of the establishment and operation of the reserve banks and this 
huge addition to the supply of credit was fully absorbed in the COUl'8e of less than six 
yeal'8. Moreover, all future additions to the stock of gold in the country will provide 
the basis for at least twice as great an increment to the volume of credit as was possible 
in the later yeal'8 of the national banking system. 

Before 1914, in periods of active business and consequent intense demand for credit, 
the money in the vaults of the national banks, including the notes of other banks, 
was never less than one-eighth of net deposit liabilities, and always more than a sixth 
of demand deposits exclUSIve of those due to other banks. For State banks and trust 
companies, working under lower legal reserve requirements, cash holdings appear to 
have been no more than one-tenth of individual demand deposits. Taking both classes 
of banks together demand deposits of individuals and corporations seem never to have 
exceeded eight times the total amount of money held by the banks. 

With the opening of the reserve banks in November, 1914, reserve requirements 
for member banks were modified and an even more radical change was made by the 
important measure amending many provisions of the reserve act which became law 
in June, 1917. All cash reserve requirements for member banks were abrogated; 
balances at reserve banks of 7, 10, and 13 per cent of net deposit liabilities of country, 
reserve city, and central reserve city banks, respectively, together with a 3 per cent 
balance for all banks against time deposits becoming the sole legal reserve require
ment. It is convenient and sufficiently accurate to take a balance of 10 per cent 
of net deposits or 13 per cent of individual demand deposits as the average require
ment for all of the banks. Of COUl'8e, quite regardless of legal requirements, everJI 
bank must have some money on hand for counter payments, but the amount needed 
for this purpose has been found to be surprisingly small_bout 3 per cent of net 
deposits or 4 per cent of individual demand deposits. 

The cash regularly held by the national banks, even in periods of intense demand 
for credit, 13 per cent of net deposits, it will thus be seen was sufficient to provide 
an adeCJuate amount of till money and also the required balance at the reserve banks. 
I tis eVldent, therefore, that the supply of credit has been enlarged by the full amount 
of the loans which have been made by the reserve banks, and by an amount greatly 
exceeding those loans, since loans at reserve banks in part serve to increase reserve 
balances upon which member banks may in turn incur a tenfold liability. 

10 This paper was reBd at the thirty-third annual meeting of the American Econ~c Association held 
In Atlantlo City, Dec. 29, 1920. . ' 



· Flom reeetve deposita by .member ba~ ~nd .paY;lll!lnts on capital stock accoUJIt 
the reserve banks have recelved'somethmg J.ikea billion and a half dollars' almost 
entirely ~n gold. These reeo~es would J?ave made p088ible a very considerable 
·increase In the supply of credlt, But the Increase would have been comparatively 
lIIJlaU if the reserve banks, like the Bank of England, had been empowered to issue 
notes only under restrictions which make the notes virtually: gold certificates·. 

Power to issue Federalreserve notes as credit instruments has increased the supply 
of credit in two ways. In the first place, it has enabled the reserve banks to acquire 
large amounts of gold for banking use by substituting reserve notes for ~Id and gold 
certificates which were held by the banks for till-money purposes or were In circulation 
outside the banks in the pockets of people. Between a half and three quarters of a 
billion of dollars appear to have been acquired by this proC688 of substitution. It 
was a process which was much facilitated by the eliminabon of the legal cash rElSen'e 
requirement for member banks, since only lawful money would meet that require-

· ment, while reserve notes are entirelJl' satisfactory for till-money purposElS. . 
· Although the power to extend credit in the form of the Federal reserve note ha.s 
been of great importance as a means of acquiring gold, it has been of vastly greater 
importance as a means of retaining it. Every considerable increase in the yolume 
of deposits 8IJbject to check is accompanied or speedily followed by increasing require
ments for some kind of money that will paBB readily from hand tohand. In the absence 
of additional issues of bank notes or of Government paper money, this demand absorbs 
gold which would otherwise have been available for banking use. Between June, 
1914, and June; 1919, for example, the estimated stock of money in.the United States 
'outside the Treasury and the banks, not inch!,<!ing 8ubsidiary silver, increased by 
more than $1,900,000,000, from $1,600,000,000 to $3,500,000,000, or by nearly 120 
per cent. During the same years demand individual depOl\its increased $12,700.-
000.000, from $10,700,000,000 to $23,400,000,000. 

There appears, then, to have been an increase of $1 in the money in use outside 
the banks for every $6 of increase in that portion of the cirCUlating medium which 
consists of deposits subject to check. I am by no means confident of the validity 
of this exact proportion, based as it is on the experience of a short and abnormaI 
period, and on figures which in the case of money are in piut estimates, and in the 
case of deposi,ts involve uncertainties of classification. The estimated stock of money 
for 1914 is probably too high, and the increase to 1919 does not take account of some 
seepage of reserve notes to near-by foreign territory. On the other hand, the esti
mate of deposits is doubtl688 swollen by the inclusion of the entire amount.of the 
unclassified deposits of the various banks. . Finally, it may be observed that. con. 
fidence in the substantial correctness of the ratio is strengthened by the close approxi
mation to a six to one ratio between. deposits and money outside the banks In both 
1914 and 1919. . " 

We are now in position to compare the power of the banks to expand .credit under 
the Federal reserve system with that under the national banking system. Before 
1914 an increase of $1,000,000 in demand 'individual deposits would absorb nearly 
$300,OOO-otte-eighth of the increase in deposits as a reserve and one-si:xthfor use 
outside the banks. In the later years of the national banking system, when the 
supply of bonds bearing the circulation privilege was exhausted, additional gold 
wa.s the onlJl' means of meeting practically all of thisrequirementformore money with 
increasing deposits. Under the reserve system, a sinillar increase of $1,000,000 in 
deposits would involve a similar increase of one-si:xth in the money outside the banks, 
4 per cent for till-money purposes, and a 13 per cent balance at reserve banks, a total 
of more than $330,000, about $30,000 more than in the preceding calculation. It is 
important to note that this requirement, though larger, . can be entirely satisfied by 
means of credit extended by the reserve bank:s-credits which on the basis of a 45 
per cent reserve at reserve banks require no more than half the amount of gold and 
other lawful money which was absorbed under the national banking system. Stated 
in another way, it may be said that an additional million dollars in gold now provides 
the basis for about $7,000,000 in credit, contrasted with 1688 than $3,500,000 before 
1914. Even with a 60 per cent ratio a.ga.inst notes and deposits at the reserve banks; 
credit can be expanded 50 per cent more than formerly. This increase in the power 
to extend credit is the most fundamental single change which has followed from the 
establishment Qf the'Federal reserve system. 

The enormous i!1crease in the supply of credit since 1914.is .not, howev:er, entirely 
dne to the'opera.tlODB oUhe reserv9'banks.'·Yore'than: a'bllbon'dollarS'ln gold was 
imported in 1915, 1916, and the first half of 1917, none of which would presumably 
have been acquired if there had been no war in those years. On the contrary, the 
expansion of credit under the reserve system, on the basis of our own stock of gold, 
woUld almost certainly under peace-time conditions have 50 influenced the balance 
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,of internationlil paymenta as to have occasioned gold exports. An intense demand 
"for Am.erican commodities, accompanied by abnormal credit ex~n~on in Europe, 
,both dlfect consequences of the war, not only removed the restr8J.rung influence of 
gold exports butalso provided the basis for much credit in addition to the huge Bupply 
which became available through the economy of gold under the reserve system. 

BlJt the war did much more than shelter our stock of gold and increase its amount; 
it also occasioned the far more speedy' utilization of our enlarged supply of credit 
',than would have been possible under peace-time trade conditions. An extraordinary 
supply of credit was absorbed by an equally extraordinary demand. Within five 
years from the opening of the reserve banks In November, 1914, the volume of out
Btanding credit was more than doubled. Credit expansion on so coloBSal a scale 
could not have occurred during a similarly short period of peaceful busineBB activity. 
The aggregate demand for credit would not be sufficiently great, to say nothing of the 
·much smaller effective demand, that which meets the credit tests of the banks. During 
the war, the demand for credit was abnormally great and it was an effeetive demand 
because it was largely based, first upon the credit of the Governments of Europe, and 
'later upon that of the Federal Government. 

After the armistice, the' intense demand for credit continued, gradually shifting, 
however, from the Government to the busine88 community. The conditions which 
made :{>088ible the continuance of trade activity after the armistice were fundamen
tally SImilar to those which are present at the beginning of a period of prosperity, 
following a period of depression. Although trade had been feverishly active for more 
than three years, there was still-a large supply of credit available at low rates. More
over, and this is a matter of far greater significance, there was, unlike the situation 
after some years of prosperity in a peace-time businese cycle, an evident widespread 
scarcitv of goods. In these circulnstances, an intense demand for credit to be used 
in the 'purchase of goods could not fail to develop, since it was reasonable to antici
pate that no difficulty would be experienced in marketing them at an advance in price. 
Finallv, toward the close of 1919 the available supply of credit was approaching a 
,condition of complete utilization. A few months more of credit expansion at an 
undiminished rate would have left no supply of credit in reserve with which to meet 
an emergency. Even if an ample supply of additional credit had still been avail
able at that thue, the opinion may be ventured that another limit on continued credit 
expansion was not far away-the deterioration in the average quality of the loans of 
-the banks. A period of readjustment and liquidation was inevitable. Liberal 
credits at low rates in 1920 would have deferred its advent somewhat, but with the 
~ertsin consequence that the difficulty and losses incident to readjustment would 
have been materially enhanced. . 

After this unavoidably long introduction, I am finally ready to take up the subject 
proper of my paper, the discount policy of the Federal reserve banks. At the outset, 
It is nece88ary to reach some conclusion as to the responsibility that rests upon the .. 
'Reserve Board and the management of the reserve banks for the credit expansion 
of the last five years. For by far the reater part of that expansion responsibiIitv 
dearly rests elsewhere. The volume 0 credit has been subject to,conditions and 
inftuenced by policies which the management of the reserve system could not control. 
This is obviously the case as regards the large additional supply of credit which became 
available as a result of the gold imported before we entered the war. Up to that time, 
the loans of the reserve banks were of quite insignificant proportions. 

After we entered the war, the loans of the reserve banks lDcreased by leaps and 
bounds; but for the policv of war finance which occasioned these loans and the mani
fold greater loans of the' commercial banks, the reserve board was not responsible. 
That it is pOBSible to finance without inflation expenditures as great even as those 
incurred by the United States Government during the recent war, I am firmly con
vinced. That we could not finance that war without credit inflation, I am equally 
certain. The primrose path of inflation had the backing of public opinion; the ad
ministrative machinery and perhaps the constitutional power for adequate taxation 
were lacking. A little jeBS waste in expenditure. slightly heavier taxation, and slightly 
higher interest rates on Government bonds might have characterized our war financ" 
program, with the desirable rpsult that there would have been somewhat leBS of credit 
mfiation.' But I must not allow mvself to digreBS furthE'r on this temptin~ subject. 
The important point in the present' connection is that whatever the finanClal policy 
adopted by a Government in time of war may be. it is the imperative duty of th" 
management of a central bank to cooporateloyally in executing that policy. The 
reserve board and the offiCials of tbe reserve banks could offer advice and criticism; 
they t;Ould not decline to .. de their .part in ex.ecutim( the J>olicyof the. Trea.sury. . " 
, .' Preilumabtly there woUld .have.b.een no less 'lI&eof credlt in. financing the war if tbe 
I'eserve srstem.hadi:not.-been :establillhed .. ,.1n; that ;eyeni;Jthe ·Governm8I).t :w.ould 
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~oubt1ess have met requ~meJits for additional moneyfot use'outsi.de t.b.e batiks. by, 
l8I!UllII of paper money which would surely have· become inconvert\ble. The econ
omy of ~ld under th~ reserve sy~tem permitted credit expllonsioDon an unexampled .. 
acale without I!U8pensloD of speCle payments. It.WlII! none 'the leal! intiation. '. t.·' '.; 

One of the results of the extensive ll8e of credit in financing the war WlII! to place. 
the bllo~ of the country.i.n 110 position of extreme dependence on the reserve banke .. ·• 
At the time of the arDll8tlCe the leeerte banks-were lendi~:Diemberbanks ne&rly: 
$1,8.0.0,000,.0.0.0 and in addition held neMly $400,000,000 of .bills ,}>onght ,in the.opeb, 
~ket. Ae genel'll:lliquidation of loallll,at the r~ve banke, u.nleas <lue1o th~ re-.; 
celpt of new gold, mvolvea much greater ContractlOn !If loans. by· member b&lj!ks ' it . 
is probable that they must continue to rediscount!heavily there' for many reM~·.to. 
come if not in~efinttely .. No p~ whate,!e~ in reducing these obligatlons has 
been made durtng the two ye&rs Blnce the armJ8tlce. On .the contrary.,. bOl'J:Qwing at 
the reserve banks has increased by neMly 5.0 per cent, loans etanding.,.t $3,126:,DOD,~ . 
.oDD on November 5~ 192.0. . . ," ..,. . .. 

It is onlr. for this after-tha-war increase in the,loa.nS of the reser.ve banks ,and. the· 
more cOnBlderable . increase .in. the' loans of .the. other. banke .thUs~e poeeible .that. 
the manas-ament of thereeerve banks can,be held-to be.in'80me measure ·but· by.no ; 
me&ns prtmarily responsible .. Gov.ernment,,jiMncisl, {>olicies·!Were·'the controllfug . 
factor in the situatiol1 for at least a ye&r after the armistlCe. The policy of borrowing 
at abnormally low rates WlII! insistently ma.intained. by the Treasury: It. does not 
fall within the scope of this paper to diseuse in detaU the wisdom of thieWlicy. Much 
can be said on both eides of.the question. I content myself with . observing that it 
was my opinion at the time, and the subsequent course of events has not altered the 
conclusion, that a. distinctly higher range of rates on Government certificates in the. 
summer and autuml1 pf 1919 wJ)uld. have been & wiser policy. But even if the .Fed
eral Reserve Board had been convinced that ~the after-tha-war financial policy. of 
the Treasury WlII! unwise, as to'which there is no ev~dence one way or the other, I 
dq not think the board could have refused to cooperate in executing that policr' 
taking an indepeadent course and making a sharp ·advance in· discount ·rates. .t .. 
is, however, reasonable to surmise that the policy of the Treasury after the armistice· 
would have been subjected to more searching_scnltinyif the reserve board were less 
he&vily weighted with Treasll1'Y officials. When account is taken of the .ft!.turl! 
frequent borro~ requirements of the Government, the retention of two Treasury 
officia.la as ex-officlO members Iill the, reserve board seems mostjnexpedient. Bor
rowers on a large seale are 110t the most desirable of persons to be selected as. directors 
of any bank. The Treasury as a borrower in times of peace should not be in position' 
to exert a considerable, much lese a controlling, directinti11enceon the discount 
policy of the reserve banks. Merely as a matter of sinlplification of adminiStrative 
machinery, also, the functionS of the Comptroller of the .Currency ehould be trans
ferred to the reserve board and the reserve banks. So much of dinlinution of direct 
Treasury intiuences as is involved in this proposalse.ems certainly desirable. Whether, 
the Secretary of the Treasury.should cease to be a member of the board is a question 
as to which a definite answer is less easily Il'iven. Upon the whole, I am inclined to . 
think that the presence of the Secretary J8 desirable. The intinlate understanding. 
of the financial situation that a Secretary may gain as a member of the reserve board 
can hardly fail to be of advantage to him in the conduct of his office. The Secre
tary of the Treasury, as a member. of the board, can al80 do much to defend the ra
serve system from unreasonable demands on the. part of the public and, above all" 
from political onslaughts. . 

Returning once more to the course of credit under the reserve system, there re
mains for consideration the ex:perience of the Ia.Bt 12 months, during which .the .re. 
eerve banks have been in pOSition to exert complete control over the /lupply of 
credit and have also been able to take independent action. At the end of August, 
1919, the gross debt of the Government reachecl its maxinlum, and though the Tre&s
ury continued to enter the market as a chronic borrower its strongest ground. for ~n
sisting upon the policy of liberal loans at low rates could be urged nO longer. With 
evident reluctance Treasury control of the discount policy of the reserve banks was 
relaxed and seems to have been entirely relinquished With the .last issue of 41 per 
cent certificates in January, 192.0. . . 

Full responsibility for the credit situamon was regained in circumstances which 
imposed a severe teet upon the reserve system and upon its management. After 
nearly five 'Years of unexa.mpled b)lSineseactivity, accompanied by unprecedented 
credit expansion and advances in prices. the activity of trade ,,!,as unli:bated,. the 
demand for credit was if anything more intense a,lld prices were .etill mOVIng rapidly 
upward. Beneath the surface, there were indications that even though large sup
plies of additional credit were. Btill to be had, a period of readj!IBtJ:nent could ~ot 
be long postponed. LiberaJ credit was no longer, as at the begInntng of.a p,enod \ 
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of activity, serving to stiJnulate production and direct industrr into promising chan
nels. It was rather tending toiiisorganize industry, subjecting it to an.increasing
extent to ~yeintl\leJlCes:to w~\ltell'and'numberleSll'other strains. ~ The 
av~ quality.,·.of,:;th.~ of,tlte banks ,was ,becoming lees.;satisfactoryibecause 
of these conditions in iJi.du~ 88 well as on . account of 'extensive sales of goods in 
foreign markets on long. credit terms. In short, the situation at the end of 1919 was 
o~e which by no pOllSibility coUld be c~cted by !he application of additional s¥I>
plies of credit. 'A check ,0n·flIrther credit exp&Dllon followed by some contraction 
was the one sure remedy, and that remedy wOUld have been qui~e as much needed 
~ven though an abundant supply of additional credit had been still available. It 
is, however, by: no ,means certain that the reserve board would have taken measures 
to restrain credit during the course of the winter 8Ild spring of this year if the power 
of the reserve banks to extend credit within the limits of legal reServe requirements 
had not been nearly exhausted. Thesucceeeive advances in discount rates made 
dUJ.:ing the first half of the year were not then entirely the expression of a voluntary 
~y. It was a policy which in large measure W&ll enforced by the reserve l!osition 
01 the banks. It was neceesary to check further credit expansion. OthennBe the 
~rve banks in the course of a few months would have held no reserve above iegal 
requirements as a b&llis for credit to be used in meeting an emergency. To go on 
eXpanding eredit until the last available dollar was employed was indeed our former 
practice, and the initial stages of. the tAnsition to a period of readjustment were 
always marked .by, crisis. and. panic.·. It is .one.o£ the inestimable advantages of the 
reserve S)'lltem tp.,t the brakes were appUedbefore the supply ·of credit was entirely 
exhausted and befbre'trai:le'~tivity had culminated in.-a crisis. We are still in the 
midst of a period of necel!8ai'y readjustment and liquidation, but the immense superior
ity of the reserve system as compared with our former means of meeting similar situa-
tions is already conspicuously evident. . 

Although the process of 'readjustment is not completed, experience already fur
nisJ;tes a b&llis for fairly defini~ conclu!'ions regll!d~ some impo~nt aspects of the 
pohcy of the !68erve banks 1n h;andbng the mtuati?n. 'l'hE! discoun~ rate of. tb:e . 
reserve banks lB. clearly an effectlve means of checking credit eXPanBlon, but It 18 
also evident that advancing rates inftuence the situation. rather slowly. Credit con
tinued to expand ·for some months after rates were finally advanced in May to the 
p'resent high level. When credit'is expanding rapidly, there is at any moment a con
siderable supply of unused credit scattered among the thousands of banks of the 
cOUntry the use of which is not subject to control by the reserve banks. The con
tinued increase in the amount of Federal reserve notes for some months after credit 
expansion was checked.is in accord with what was to have been antici}?ated. In
creased requirements for currency accompany, but with some lag, the mcrease in 
credit in tlie form of deposits subject to check. 

These conditions and tendenci'es prompt the suggestion th at when rates are advanced 
in order to check credit expansion the practice of the Bank of England of advancing 
rates by increments of 1 per cent should be adopted. In making for the first time 
a test of the effects of advancing discount rates, it was perhaps natural and proper 
to move slowly. Experience during the last year indicates that advances of fractions 
of per cent are ineffective. It may be added that in this particular instance, it would 
have been of much advantage if somewhat greater progrees in the process of readjust
ment had been made before the beginning of the crop-m~ving season, a result which 
would have followed a less hesitant discount policy. 
Th~ procees of gradual contraction and orderly industrial readjustment seems at 

first sight in every respect superior to the short and severe crisis and panic followed 
by depression with which we have had frequent experience in the past. I do not 
doubt that the balance of advantage is heavily in favor of the slower procees. At the 
same time it should be recognized that the slower process is attended by its own 
peculiar difficulties. While the aggregate loss is doubtless reduced, the burden of 
lOBS is apparently distributed in Ii somewhat different but by no means certainly· 
in a more equitable fashion among the various groups of producers. The slow procees 
of liquidation does not succeed in bringing about a slow and uniform general decline 
in pnces. In fact, price changes seem to be more irregular, or at least tlie irregularities 
are more prolonged, than when periods of trade activity culminated in catastrophic 
disturbances. In this connection the query suggests ltself whether farmers might 
not have incurred lees loss if there had been a crisis in the early autumn that might 
have forced a more immediate reduction in prices of the gOods they must buy. 

The irre~ d\Btribution of the burdens of liquidation in some measure explains 
even though it does ~not give sufficient ground for complying with the wid~read 
demands' for· assistance now being made by various classes of producers. M;uch or 
the occasion for specia.l consideration will disappear when in the near future, as now 
seems probable, the decline in prices has completed the circle. . 
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T.here is grave danger that the quack remedy of in8ation through enforced accommo. 
datIon from the reserve banks may be attempted. Such a remedy -would be similar' 
in alI-eIl8eBtialll to the grant of aid by the ill8lle of paper money by the Government 
a form of 888istance that W8B urged but successfully resisted after the Civil War. It i~ 
not too much to 1By' tha~ it is .now to be determined whe~ the people of the United 
States po8IIIl8IIlUffiClent mtelligence and endurance to permIt the successful operation 
of anything better than a strait·jacket credit system. We haveestabhshed a 
8)'lItem which is designed to prevent collapse and completediBorganization. This 
presuppose. that reserve banks will regularly hold in reserve large potential_credit 
po_r. If we insist upon using such power &8 a means of temporary relief and stimu. 
lation, ultimate dilBBter III the certain conaequence. Past experience shows that it 
ia dangeroua for governments to issue paper money. There ia a constant temptation 
to overill8lle when confronted by real or imaginary emergencies. The same danger. 
arises in the case of the-n!llerVe eystem-that public opinion and perhaps legislative 
action will compel the employment of its resources in a vain endeavor to cure evilll 
which are mainly due to credit already granted in excess. . 

The procell! of industrial readjustment at best is painful and its burdens are most 
unevenly distributed. Itaeems pertinent therefore to inquire whether something 
more can not be accomplished thrOugh the reserve system than the mere modification 
and amelioration of conditions at the culmination of periods of busineas activity. 
Would it be ~ble so to operate the reserve system that conditions which compel 
widespread liquidation would not be developed, or at least would not be developed 
to so serioua degree as in the past. This inquiry ia rendered more significant by the 
eeriOUB danger that conditions which render subsequent liquidation-unavQidablewill 
develop more luxuriantly under the reserve system thail 'W8B p088ible under the 
national banking system. Let us eumine this point. - _, 

The liquidation now under way will doubtlell! lead to .. considerable reduction in 
the loam of the banks to the public and in rediscounts at the reserve banks. It is 
not unlikely that a reserve ratio &8 high as 70 per cent will be seen before the beginning 
of the next period of active bUBineas and mtense demand for credit. Moderate if 
not low discount rates will doubtleas prevail at the beginning of the period. A large 
IlUpplyof credit will be available; much more &8 we have seen, than could be furnished 
if the reserve banks like the Bank of England could not iBIIUe credit notes. I mention, 
this famihar fact once more because the prewar discount policy of the Bank of Eng. 
land, with its changes in rates &8 the reserve increased or decreased, seems to give the, 
sanction of IlUcceasful experience to a policy for central bank8 that would allow credit 
to be extended freely at low rates whenever reserves are ample. Bank of England 
practicel .however, loses lrignificance and is positively misleading when it is applied 
to a baruring system which loses no gold for purposes of domestic circulation as deposit 
credit expands. Again in prewar times, comparatively slight influences, whether at 
home or abroad, were sufficient to subject the reserve of the Bank of England to 
depletion from gold exports. ,For these two reasons credit expansion in England 
could seldom be carried far without bringing the reserve of the bank down to a point 
at which an advance in the discount rate would become neceasary. In this country, 
whatever may be the situation in the distant future, gold exports for many years to 
come are not likely to be the almost automatic conaequence of moderate credit 
expansion. This restraint on excessive credit expansion in any Bingle country ~ 
effective when all important commercial countries were on the gold standard. It IS 
not now effective because most of the world is on an inconvertible basis. , Consequently 
the volume of credit which may be created in the Uruted States will be determined 
for many years to COme almost wholly by domestic influences. In these circ~c~s, 
while the reserve system may be expected to prevent the outbreak of ra'?-lC, ItS 
expansive power is so great that with the reserve ratio .the determinant,o discount 
policy it can be confidently vredicted that far wider pnce fluctuations WIll mark the 
succeaaive stages of the bU81neBB cycle than were experienced under the national 
banking system. . ' , 

It should also be noted that the discount rate of the reserve bank8 18 a somewhat 
leas immediately effective instrument of credi~ control than that of t~e. Bank of 
England in prewar days. A considerable portion of the loans of the BritIsh banks 
were of an international character which t:ould readily be shifted to the money markets 
of other countries when London rates became relatively high. Owing to the present 
disordered financial situation of most countries, loans arising out of foreIgn trade and 
other international transactions no longer poasell! this quality 80 valuable from a 
banking standpoint. International loans have become no more transi,:rable. than 
domestic loam and it may be added with r~ect to payment at maturity Without 
delay ,or renewals have become decid~ly infenor, to domestic loans. 
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The abe6nce of. branch banking in the United StatetJ alBO weakens the validity10f 
comparisonil between the' discount rate of the Bank of England and those of the reserve 
banks .. Credit is less fluid under OlJr system of some 30,000 banks. There are much 
wid~r variations in the lendin~ rates of ~e various commercial. banks~ there ,is no. 
sucli generalma.rket 'rate of. discount as m Engll!.nd:· '·Consequently, the: Bank.of 
England practice of adiscollnt rate slightly above the ma.rket 'rate can not have so; 
perva'Bive an influence. Moreover, until the bank!! cease te be constant heavy borrow-, 
era at the reserve banks, a conditioB largely due as we have !leen to the war, it. will not 
be feasible as 8; regular policy 'to establish discount. rates above the lending rates of
member banks even of those in the large cities. When, however, ·it is the. definite 
purpoee of the management of the reserve banks to check credit expansion,' it will 
probably be found necessary ,to establish discount rates which.are considerably above 
the minimum rates at which some 'member 'banket are making some of-their loans. . 

. liB a guide to discount policy, it must be admitted the1'eServe- ratio has certain con
spicuous advantages. It is definite and obvious.Publi~ opinion may be expected 
to support the always unwelcome policy of credit restraint when that policy is enforced' 
by a depleted reserve. It is ,unhappily veJ!Y doubtful whether the public would have 
been reconciled to the advance in rates made last spring if the reserve banks had 
had, let us say, a. reserve ratio of 55 per cent, and yet, iill other things being the same, 
an advance in rates would have been no less desirable. . ,..... 

By panty of reasoning, it follows that reductions in discount rates need not wait 
upon the acquisition of a high reserve ratio. The present situation furnishes a con
venient illustration. Credit expansion has already been d~tely checked; there is. 
no present danger that lower discount rates would stimulate & widespread demand for 
credit that would permit prices to nlove rapidly upward QJlce more_ The demand 
for credit is now largely for the purpose of holding goods for which purchasers can not· 
be found. It is no longer a sellers' market. In these circumstances, it is at least 
possible that a slight reduction in discount rates,. by eBcOlll'So"oing many to resume' 
normal business dealings,might facilitate the process of liquidation, and so make' 
possible a more speedy reduction in the total volume of loans than will be secured 
through the maintenance of the present schedule of rates. - . 

There is DO substitute for the reserve ratio which possesses its peculiar virtues of 
simplicity and definiteness. To an enlightened business public. however, it should 
be evid~nt that B? ~elicate. and at the .same t~e potent an ~~ent as c~dit can 
not be W1B9ly adlIllJllBtered m a mecharucal fashion m accord Wlth sunple definite rules. 

Whether at any time it is desirable to impose restraint upon credit depends upon 
the uses to which credits are being put and upon the effects of these uses. The most 
definite indication that we rossess of excessive credit is found in the decided upward 
movements of prices extending over a number of years. There is practically universal 
agreement that priceII' can not be held at an absolutely fixed level. Most would agree 
that advancing prices at the beginning of a period of activity stimulate production in 
BOme measure. Few, however,would question that at BOme stage in every period of 
business activity rising prices facilitate ill-judged undertakings and fail to increase 
industrial output. No doubt there would be wide differences of opinion as to just 
when this stage is reached in any particular business cyde. Even so, itis submitted 
that the expert judgment of a resronsible body like the Federal Reserve Board, 
enjoying the benefit of general pubhc criticism, provides a far:more satisfactory basis 
for a discount policy than the variations of a reserve ratio. . 
, The proJ?osal to base the discount rate largely on the observed effects of credit. 
expansIon 18 not designed to secure the stabilization of prices. Such A J><>licy would 
not be concerned with permanent changes in prices associsted with vanations in the 
world's supply of gold. It would aim merely at lessening price fluctuations within 
particular business cycles, checking somewhat the upward movement and thereby 
lessening the subsequent decline; 

Nearly every economic and social question is complicated and many are rendered 
insoluble by the alterations between activity and depression of the business cycle.' 
To' mention but a single instance, consider the extent to which efforts to enlist an 
interest in efficient production on the part of wa.,<>e earners have been frustrated for 
many years to come by the present widespread unemployment, an inevitable Be.quel 
of the orgy or inflation of the last five years.' . 

This rroposal·to administer the reserve system in such a way as to moderate the 
fluctuations of the business cycle, will of course be met with the objection :that it is 
politically hazardous. It will be urged that Any attempt to influence prices will be 
resented by large and influential classes who would believe, 'whether rightly or wrongly 
that" they. were being subjected to needless loss or deprived of well earned gains;, 
This difficulty, while 'unquestionably Very !lerious, is less than would appear at first. 
sight. We should not gauge the antagonism to restraint on credit exercised at an early 
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stage in a period of expansion by the outcry which is heard when enforced-contraction' 
occl;U'I ~fter ye&l'll of ex~,!e credit, rising Pt?-ces, an<! feverish trade activity. Re·; 
stramt In the U8e of credit if unpOlllld at an earlier stage m the cycle will not be accom-' 
psnied by widespread liquidation, followed by yeam of depression. Here- as elee·: 
where it 18 the wiser C01U8e to endeavor to remove caUBe8, working with the confident 
expectation that that discount policy for the reeerve banks which will yield the greatest 
permanent advantage will finally secure general public approval. 

In the event that no control of credit based on the observed effects of credit expan
sion at different stages in the.businelll! cycle is attempted by the Federal Reserve' 
Board or, if attempted, is given up because of lack of public BUpport, another, but 
in my judgment lees satisfactory, method of leaaeDing the danger of excessive credit 
Bhould be adopted. At BOme favorable moment, when the public is in III conservative 
mood. the legal reserve requirements against Federal reserve notes, or against both
notes and deposita, mould be- raised. A reserve ratio of 50 per cent or even 60 per; 
cent would permit much more additional credit expansion than was possible under.: 
the national banking system, and quite as much as could be advantageoUBly employed .. 
The economic development of the country might have been somewhat more rapid 
at times in the past had more capital been available, but credit is not capital; it is~ 
simply an agency for transferring capital. I venturs to &SBert that at no tune -in; the 
past has the economic development of the country been retarded becaU8e of an insuffi. 
cient supply of creditj while very frequently development has beenlretaTded- as a
consequence of credit lurnished in excess. 

The experience of six years has disclosed no serious defects in the structure or 
management of the Federal reserve system, while the -expansive credit power of the 
system, enormoUBly greater than that under the national banking system, presents 
no serious danger for the future if suitable policies are adopted. Much more is clearly 
necessary than the adjUBtment of discount rates to variations in the reserve position 
of the reserve banks. A discount policy should be adopted which is designed to 
check the rapid expansion of credit in periods of trade activity. Such a policy is 
entirely practicable but it can not be adopted in the absence of general confidence 
in the wi.dom of the policies of the management of the relilElrve banks, and it requires 
readinelll! on the part of the public to support these policies even when the-immediate 
consequences are painful. Satisfactory results from the working of the reserve SYB"_ 
tem seem &BBured if the management is given the support of an intelligent public 
opinion. 

DIICU.SSION. 

R. C. LEFFINGWELL. No university man, certainly not one who studied economics 
in the university, can approach this audience without-I would not say trepidation, 
but-respect. I accepted your invitation not only with respect, but with real enthu. 
siasm, because I look upon the economists of to-day as the priests of a religion of 
material salvation which must be successfully preached throughout this land if we 
are to survive the disastroUB consequences of the great war. 

I shall not allow myself to be diverted, either by my own impetuous disposition or 
by Prof. Sprague's cordial invitation, into a discussion of the 'l'reasury's policies. I 
had the honor of reading a paper on "Treasury Methods of Financing the War in
Reference to Inflation" before the Academy of Political Science last ~pring in New 
York, and anyone who is interested in my answer to Prof. Sprague 18 respectfully 
referred to ita proceedings. II The problem of to·day is the problem of banking and 
currency, and the ~ed tOpic of this meeting is ~edefl!l Rese:t;Ve B~d policy .. I 
propose to talk as bnefly as I can about that absorbmgly mteresting subJect. - But l}l 
passing let me Bay this: The Treasury stru~led, first, to finance the war so that It 
should be won, and, second, _to finance it without avoidable inflation. There .was
never a moment when the latter thought was not in the minds of Treasury o!ficials; 

-there was never a moment when the American people did not know that thell' duty 
was to save and to bu.y Liberty bonds a.nd pay taxes with their savings. The methods 
chosen by the Treasury, the Federal Reserve Board, and other instrumentalities of 
the Government to combat inflation were chosen thoughtfully and. were .on the ~hole 
very succeBBful. No equal financial burden was ever &BBumed m a like ~enod. of 
time by this or any other Government in this or any other war, yet war inflation 
here was lelll! than in other countries includi~ nonbelligerents. 

But inflation did come. It came to us before we entered the war; It came. to 
Japan, it came to European neutrals. Inflation came because the- world was wastmg 
more than it was producing. We may be very ingenious in our methods and very 
wise in our policies, but they could not solve the problem presented by the fact th~ 

11 Prooeedings 01 the Academy of Political Science (New York), vol. IX, no. I. 
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the world was using up more than it was producing. It is exceedingly important 
that we should have the discUBBion of Federal reserve policies we are having to-day. 
Bu~ !tis .'~oreimportant tha:t, we should realize' what Federal,reserve 01' Treasury 
policIes' will 'not do . .'They wlll not takeawaytheciJrse of war.Wve fought ag:i:eat 
war. We are proud of it and glad of it. But from the economic point of view, it 
was a reckless debauch, and the people ought to be told that the next tinle they 
enter upon an economic debauch they must pay the price, and the price will be 
registered in inflation. We must not delude ourselves, or those who rely upon us, 
with ,the belief that the consequences of economic waste can be avoided by any 
amount of wisdom and ingenuity in finance or banking. 

Having thus got the question of method back in pel'8pective, let us consider the 
Federal Reserve Board's policies., The problem-of credit control since the creation 
of the Federal reserve system, shortly after the war broke out in Europe, has passed 
through four phases: (1) Before we entered the war, (2) during our active pwcipa
tiOl~ in the war, (3) the first year after armistice, and (4) the present readjustment 
penod. ' 

Before we entered the war, expansion in this country was based upon the importa
tion of gold and investment securities. The Federal reserve system was as powerless 
as a babe unborn to prevent it. The Federal reserve banks were hard put to it to earn 
their operating expenses. Member banks did not have to borrow and therefore bank 
rates could not be effective. 

The outbreak of the war in Europe, prior to the organization of the Federal reserve 
banks, found this country well nigh helpless to meet the financial and banking 
problems thrust upon it. New York City had trouble to meet its foreign obligations 
m ~ld. The New York Stock Exchange was closed for a protracted period and later 
h8S1tatingly resumed operations under careful restrictions. These things happened 
because our financial system was in its infancy and notwithstanding the fact that 
America was not a party to the war. It was not long before the Federal reserve system 
was put in operation, and when, nearly three years after the outbreak of the war in 
Europe, America hersell entered the war and assumed financial burdens of unparalleled 
magnitude, the Federal r~rve system made it possible for us to meet them without 
financial disturbance and without embarrassment of the Nation's capacity to produce 
and transport war materials and supplies. The Federal reserve authorities have no 
need to shelter bellind the Treasury's broad shoulders and they are entitled to high 
praise and the lasting gratitude of the American people for the important part they 
took in financing the great war. They advised the Treasury in the dark days of 
the war. Treasury officials and Federal reserve authorities did not always agree 
among themselves or with each other, but, in the proud record of the Treasury, as well 
as of the Federal reserve system, members of the Federal Reserve Board and governors 
and chairmen of the Federal reserve banks are entitled to claim a share. 

After we entered the war the addition of this Government's buying rower to the buy
ing power of the Governments of Europe created a wholly abnorma situation. The 
enthnsiasm of our War Department and Navy Department was unlimited. Their 

, orders and contracts called for goods and services far in exceBB of the country's capacity. 
During the Whole period of the war any attelJlpt of the Federal Reserve Board to 
control credit through rates would have been futile. The Treasury would have 
had to meet any rate they made at home, and the Federal reserve bank rate could have 
no effect upon the international situation, because the international movement of 
goode, gold, and capital was controlled by foreign Governments or our own for the 
purposes of the war. The adoption of a "dear money" policy during the war, with a 
view to preventing inflation, would have failed of that purpose uruess it had been 
carried to such an extreme as to bring about such conditions in war tinle as exist to-day, 
in which case we should have lost the war and would have had to inflate afterwards 
in order to pay the indemnity which Germany would have imposed upon us. No; 
you can not use rates in such a period as that from April, 1917, to November, 1918, 
effectively to control credit. You have to adopt methods such as were adopted, and 
with a very extraordinary degree of success. The response which the American 
people made to the .efforts of the Treasury and Federal Reserve Board, of the Liberty 
loan and war savings organizations, of the Capital Issues Committee, of the Food and 
Fuel Administrations, and of the War Industries Board, for the most part without 
compulsion of law, to conserve capital, credit, goods, and services, was amazing proof 
of the passion with which the people entered tAe war. They worked and they saved 
and they did without things, and they are entitled to be proud of it. 

After the war was over in the fighting senseJ it went right on in the Treasury sense. 
We reached the peak of expenditures in the tnree months, November and December, 
1918, and January, 1919. We spent $2,000,000,000 a month. That was as much as the 
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iiJ8t Liberty loan each month. Since armistice day this Government has paid out 
All much l1li before armistice· day, .$20,000,000,000. before and $20,000,000,000 aitet., 
The grOSB debt of the&>vemment on armiIitice day W'IIiI $18;000,000,000: '. Nine··mouths 
later it 1V~:$1!6,500!OOO,OOO.· ; WhHe'th-: Guvern~entdebt: WIIII'ln(llintlng ··thUsj·;th\!l 
IllUDe condition oontinued which had eXISted dunng the penod of active warfare. It 
Willi no more practicable to exercise control of credit by the use of dear money than it 
had been before... Indeed, it Willi less. practicable, because the enthusill8m, devotion, 
and III!U-eacrifice of the American people while war Willi on vanished over night mth i 
the signing of armistice .. The bills did not get paid any easier, but a good deal harder, . 
because the Germans had capitulated. . 

The magnitude of the· Government's· expenditures after armistice day Willi such 
that plans had to be made for fundiBg the greater part of them.,· The. Victory Liberty 
loan Willi tloated in April and Mar, 1919, successfully, and a large part of the aftero 
MInistice indebtednees Willi lodged mth investoJ8. It could not have.been tloated 
in any such amount upon any terms in'a period of dear money. If it had not been for 
the Victory loan, the tloating debt would have amounted to more than $8,000,000,000 
~n August 31, 1919. You can not have credit control mth an unmanageable tloat4tg 
&>vernment debt. If the Federal Reserve Board had prematurel, adopted.a dear 
money policy, they would have rushed into the difficult position In which unfortu. 
nately the Bank of England found itself becaUlll! the British tloating debt. had gott,ep . 
·out of hand. I ' . , .... . 

. The situation I have described .did nO.t really end on August 31, 1919-not indeed 
until January, 1920. Notmthstanding the success. of the Victory'loan, it· Willi not 
paid for iii full until the latter part of November;1919;nor had the Fourtb:Libertyloall, 
188ued in the fall of the previous year, yet been paid for in full; and the Federal Reserve: 
Board remained in a difficult position mth respect to. the problem of credit control 
<on this account and on account also of the fact that nearly $2,000,000,000 of Trellllury . 
-certificates of indebtedness matured mthin six weeks, or thereabouts, in December;,: 
1919, and January, 1920. The lllllt six months of 1919 were ·therefore trying months,. 
and the Federal reserve authorities, rightly I think, moved cautiously In the use of . 
the discount rate; testing that instrument under novel conditions. Early in .NoveJll.o 
ber, 1919, they bB!1&n a series of fractional increll8e8 in rates, but notwithstanding; 
that caution, a qU8.Sl panic in the securities market, particularly in Government bODds, '. 
developed in the·lattor part of November, 1919. . •... " 

There were a number of other obstacles in the way of more rapid progress in estab,- . 
liahing. credit control during that period: . . ' .. 

The Treasury was in honor bound to use the bond purchase fund established by 
.congress for that purpose to support the market for Liberty bonds. 'Thus whatever 
pressure upon the money market resulted from the effort of the Federal reserve auo' 
thorities to control credit was automatically relieved by' the Treasury. It is note
worthy that efforts to control credit never ~ave any sign of becoming effective until 
in April, 1920, the Treasury's·moral obligatIon haVIng been satisfied, it. dis(!ontinued 
purchases for the bond purchase fund. . ' 

The Federal reserve authorities had wisely I think, undertaken the task of creating 
a market for acceptances, but in the effort to do so had felt it necessary to take accept
ances at an artificially low rate. 

An arrangement had been entered into during the war by which an increase in the 
-clearing banks' rate on interbank deposits would result from any increase in the. 
reserve banks' 90-day rate on commercial paper. It was generally agreed that such 
an increalll! in the rate upon interbank deposits would be harmful to the Whole situa
tion, but the Federal reserve authorities did not find it possible to eliminate this" 
arrangement until January, 1920. .... . _. ..... ... 

The effort to eliminate the differentials in favor of loans on Government securitielt, 
which had much to commend it from a theoretical point of view, placed the Federal 
reserve system in a dilemma between subsidilling inflation by maintaining a rate 
much below the market on commercial paper, or, on the other hand, creating a dis
lIIIter in the market for Government securities. It was finally solved in January, 

II Economist London Jan. 24,1920, p. 113: "Plenty of money and a consequent demand for bills have' 
been tbe chief (eatures or the Internal history of the money market. The plenty may be attributed to the 
fresh creation of ways and means advances, necessitated by the maturing of more Treasury bills than were 
applied for. By this process, as we have frequently pointed out, doalers in and users of credit can '!ow at 
any time oblige the Government to create more 'cash at the bank' by the weapon that they hold In the 
_shape of one thousand millions odd Treasury bills outstanding. Thus the pow"!,, that be can. make money 
dear by paying more for It, but they can not make it really scarce until, by taxatIon or otherWlSe, they have' 

.... educed the effectiveness of this weapon." , . 
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1920, IlUbordlnating theory to the practical requirements of the situation byelevat. 
in ... the commerci!L1 rate conside!'8.bly More ~han the ~ate on war paper .13' " 

:rhoughsomethmg m9.Y be saId ~or the Vlew that m the l.atter part of 1919 there 
mlght have been a somewhat earlier and greater advance In rates on commercial 
paper and in the 'open m9.rket buying rates for acceptances my own judgment is 
tllat this is a question of deta.il rather than of substance, and 'that the effort to make' 
money'really dear before January, 1920, when the Government was first able to 
reduee its flO9.tin"'a debt to manage9.ble amounts and maturities, :would have risked 
more than it COllI have hoped t(} gain., , . , 
Durin~ the Whole of 1919 the continuance of Wilr expenditures and policies by the, 

other depl.rtrnente of Ollr Government, such as the War and. Navy Departments 
the Sllippin~ Board, and the Food and Railroad Administrations, and the expendi: 
ture,~ of foreign . Goverllments out of loans ma.de by tlle Trel.Sury in punlUa~e of 
credits or commitments previously made, continued the abnormal demand for' oods 
and serviees and the inflation of prices and wages; and of the public debt. rof. 
Sprague spoke of one instan.ce: The regrettable fact is that the Government' of the 
United States continued to' furnish rallroad transportation at less than cost until 
Septemoor 1. I9l0, nine months after the Federal Reserve Board adopted its dear 
money policy, and continues to-day to lend money to the railroads at less than cost 
and much less.than the m!Ll'ket rate. 

On the other hand, the removal by the Treasury and the Federal Reserve Board 
of the gold embargo immediately after the Victory loan was the most important and 

, effective step towiJ.rd deflation taken in 1919. 
Durin~ the latter half of 1919 the Federal Reserve Board attempted to deal with 

the problem of inflation by what Dr. Miller has called "direct action." It was ap
parent that because of the gold embargoes ma.inta.ined by practically every country 
except the United States, and because of other extraordinary 'conditions, an increase 
in the reserve banks' ra.tes could not operate upon the intern9.tional situation, in 
accord~nce with the prewar classical example of the Bank of England, for instance, 

, either to cause the imp:>rtl.tion or curtail the exportation of gold or to curtail the 
importation or increase the exportation of commodities. An increase in rates could 
operate solely upon the domestic situation, and with p:l.inful results. Under these 
cIrcumstances the Federal Reserve Board was, I think, bound to make the effort to 
deal with the problem by direct action. As a matter of fact, it was not until the 
spring of 1920, when both dir~ct action and dear money were in full effect, that the 
reserve sY3tem was able to get any control of credit.'4 

A di 'ficulty, p3~uliar h this country, in the way of the successful exercise of credit 
control by the Federal Reserve Bo!trd, whether by direct action or by dear money, 
lies in the fact that there are llome 30,000 ba.nks a.nd trust companies in the country 
of which only some 10,000 a.re members of the Federal reserve system, and that non· 
member banks and nonborrowin~ member banks possessed an enormous capacity 
for expl.mion independent of the ,r'ederal reserve system. ' 

When in January, 1920, the Government's floating debt had at last been reduced 
to manageable amounts and maturities, but the hoped for liquidation did not mate
rialize, the Federal Reserve Board proceeded with "igor to control credit through rates. 
There was no reluctance about the Treasury's acquiescence in this change in the 
discount policy of the Federal Reserve Board. On the contrary, the Treasury strongly 
advised the 6 per cent rate which was adopted in January, and the 7 per cent rate 
which was adopted in May, 1920. 

In thus advancing rates the Federal Reserve Board proceeded wisely and courage
ously in the effort to control expansion. With equal wisdom and courage it has not 

U The Federal f6Serve banks', holdings of paper seoured by Government war obligations reaehed their 
peak on May 16, 1919 (Just before the date, May 20, 1919, when the first payment on the Victory loan 
rellChed the Feieral reserve banks), when the amount of such paper was $1,863,000 000. On the s,ame 
date, May 16, 1919, the Feferal f6Serve banks' holdings of commercial paper, including bill. bought in 
the open IWUl<ot, were at about low-water mark, S359,OOO 000. Since May 16, 1919, ther~ has bef.n a pretty 
continuous contrllCtion in their holdings of paper secured by Government war obligatiOns and e""ansion 
In their holdings of commercial paper. On December 26,1919, war paper had been reduced to 11,510,000 000, 
but commercial paper, including aoceptanOO9, had Increas ... to '1,270,000,000. On December 3, 1920, W81'~ 
paper had been reduced to $1,161,000,000, but oommeroial paper had increased to $1,859,000,000 • 

• The Eoonomist whioh has boen a consistent critio of the Bank of England's dear money policy, puts 
the arg!lment for dIrect action brieflf in its issue of January 3, 1920, page 3, as follows: "In old dafS when 
the gold standard was eflecti ve, raismg mouey rates at a tune of undue credit expansion used to mcrease 
the basis of credit by bringing us gold, In those times nG such effect can be counted on, and the higher 
price that has to be poid Cor money bf sp",-'I1lators in securities and commodities has little effect upon, 
them In view of the great fluotuations III prioes and the lagre profits that these f1uotuations bring them. 
If creilt is to be r .. ervei for produoers and distributors of ne,essaries and restricted Cor those who are 
t~~~~"up commojities, this end would seem to be best aooompllshed by joint aotion on the part oC the 
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attempted to prevent it; and by permitting rates to remain below 'the open market 
rate. and creditl to be expanded during the period of detlation of prices, it has pre
\"ented the present businees depression from degenerating into an old-fashioned panic. 

The experiment made in 1920 of establishing penal rates for excessive borrowings 
waA well worth trying., It may be questioned, however, .whether experience has 
jU8~6ed it. Certainly the adoption of the system of penal rates in a gIven Federal 
re8erve distrjct does not justify the maintenanCfi\ of a basic rate in.that district lower 
than the rate maintained by reBerve banks of neighboring districts or of the financial 
centers of the country. . ' 

-Turning now to the future of Federal reserve policy: 
I share Dr. Miller's objection to Prof. Sprague's suggestion that Federal reserve 

rateB 8hould be determined by pric,e movements. There is no manJ or group of men, 
to whom the American people Will, or should, accord the right to aetermine whether 
,they shall be prosperous or miserable, whether they shall have high prices or low 
prices, whether they shall have good times or bad times. The day Prof. SErague's 
8ugge~tion is adopted by the Federal Reserve Board marks the end of the Federal 
reserve system. It would be absurd for the Federal Reserve Board to ignore price 
movementl as symptoms of the general situation, but it can not base itl discount 
policy upon them. 

On' the other hand, the reserve alone is not an adequate guide. The obvious first 
principle is that the discount rate should be above the market rate, whether in con
sequence of the elevation of the reserve banks' rates or the depreciation of market 
rates .. When it is poBBible to bring about this condition, it will be the first duty of the 
:Federal reserve authorities to Bee to it that the command thus obtained of credit.is 
maintained., When the reserve banks' rates are above the open market rates, they 
will exert an automatic pressure on the banks, which can not be expected to meet 
their customers' demands habitually at a loss. It is true that under normal conditions 
a central bank's rate, even when it is above the market rate, is not always effective. 
As I have pointed out, the reserve banks' rates were ineffective before we entered 
the war. But that situation need not concern us now nor for a long time to come, I 
imagine. It can not happen until the production and saving of real wealth have 
made good the war's waste, and the independent resources of the banks suffice for the 
normal requirements of their customers. Then the member banks' dependence upon 
the Federal reserve system will be as it should be, seasonal or occasional, and not 
habitual. Until then the market rates will tend to maintain themselves above reserve 

. bank rates automatically, unl~, of course, panic rates should be established, and we 
may be confident that they Wlll not be. 

If the reserve gets big enough, to be embarrassing, the best cure for the situation 
which will then arise is to payout gold and gold certi6cates, and restore them to 
circulation. Currency and credit have been expailded by the Federal reserve system, 
both because of the economy in the use of the reserve permitted by the Federal reserve 
act and because of the withdrawal of gold and gold certificates from circulation in, this 
country and the substitution of Federal reserve notes requiring only a 40 per cent 
reserve. We shall not have restored our prewar financial strength until we have 
returned to circulation the gold and gold certificates withdrawn during the war and 
since, and thus recreated the greatly depleted "secondary reserve." To the extent 
that gold and gold certificates are thus restored to circulation and Federal reserve 
notes withdrawn, the practical importance of the objection raised by Prof. Sprague 
and Dr. Miller to the Federal reserve note as a credit note, as compared with the 
Bank of England note as a gold note, will be reduced. . 

In conclusion: Vastly important as are these questions, more Important by far is 
the fact that to-day the governments of the world are busily engaged in diBBipating 
.the resources of the people of the world; and the Government of the United States of 
America is not guiltless. Just so long as we enroll armies and build navies in prepara
tion for future wars, as men rush to Washington for relief and for special pnvileges, 
just so long will the fabric of the economic state be in peril. There is nothing that 
economists can do, nothing that the American people can do to save themselves, 
except demand that the waste of public funds shall stop-:-that there shall be no more 
militarism, no more subsidies or doles. , 

The Federal reserve authorities have stood, during the three or four years of my 
acquaintance with them, for sound things in finance, for sound things in banking and 
currency. They are entitled to the support of all good citizens, because they stand 
to-day with their shoulders squared ~alD8t the winds of popular stupidity, of political, 
ingenuity, and of selfish interest. Glve them your support. 
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l~epr1nted from the Amerloan Economic Review,1une, 11J2l.) 

FEDERAL RESERVE ·POLICY. 

IA. C.1dUler, Federal Reserve Board, Washington, D. c.J 

The acute distress and the economic hardship resulting from the business and'pric~ 
recession movements of the past eight months, which have been experienced in all 
sectioDll of the country, have draWIr attention to the Federal reserve system to a 
degree not hitherto experienced and have made the operatioDll and methods of the 
Federal reserve banks a matter of widespread public interest. The growiug apprecia
tion of the fact in the past few months~ven m sectioDll of the country where a strong 

. disposition WIIB manifested last autumn to charge the Federal reserve system with 
responsibility for the collapse of prices-that the recent liquidation movement has, in 
the main, proceeded from world-wide econOInic causes and is incident to the general 
economic readjustment made necessary by the profound economic disturbances 
worked by the war has done much to clarify the atmosphere and to make the moment 
favorable for a review and discussion of Federal reserve policy and practice. While 
there is every reB80n to believe that the first Bnd worst stage of the postwar economic 
readjustment is neer its close, there is enough likelihood of further periods of ece
nOInlC difficultY Bnd strain in the process of completing the general readjustment to 
make it a matter of greet J?ublic concern to consider how the Federal reserve system 
may best function in 8B8istlng the industry, trade, and business of the country through 
Buch further periods of uncertainty and preseure as may occur. . . 

It is but little more than six yea.re since the Federal reserve system was organized 
and began operatioDll on a modest scale. In that brief period of time it has had to 
meet a greeter variety of conditioDll and problems than have ever confronted any 
system of reserve banking. Since the armistice it has had to cope with economic 
and financial problems of unprecedented magnitude and greet complexity. It has 
rendered contmuously the greatest 8B8istance to the Treasury in making short-term 
borrowiugs. It has provide<l the credit basis for financing our enormous exports on 
credit to Europe. It is primarily to its steadying and moderating influence that the 
drop in prices during the past eight months did not eventuate in a complete and 
disastrous collapse. All of these things have been accomplished without ever for a 
moment putting the maintenance of the gold standard or the solidity and inte~!ty 
of our system in jeopardy. These things augur well for the future of reserve banKing 
in the United States. The Federal reserve system has met its first searching tests on 
the whole with remarkable success. The fact, moreover, that in the heet of a presi
dential campaign, in which the attitude and methods of the Federal reserve system 
were frequently the subject of bitter attack in sectioDll of the country which felt in 
a peculiarly high d~ee the impact of the price-recession movement, it did not yield 
to sectional or political pressure of any character, has done much to set at rest the 
doubt, often expressed at the inception of the system, as to whether any system of 
reserve banking under governmental supervision could be fully successful in the 
United States because of "politics." 

A great banking system is not, however to be regarded as a ready-made contrivance. 
The legislator can freguently foresee much and the law can do much to make provision 
for future contingencies and establish safeguards agaiDllt future temptatioDll; but when 
all is done that can wisely be done by legislative prescription and legislative eafe
guards, it still remains true that a great banking system must be la~ely the result 
of growth and development in the course of shaping its policies, deVL.oing methods, 
promoting practices, and adapting its operatioDll to the exigencies of differing situ8-
tioDll as they arise. Such is peculiarly the case at the present time. The Federal 
reserve system must lesm its ways and get its gait in a world more profoundly dis
turbed financially, economically, socially, and politically than ever before. Severe

l therefore, as are the tests which the system has alreedy had to meet, the developmenta 
'stage may not yet be said to be over. Traditional methods of reserve banking, de
veloped in the experience of Europe, can not be mechanically adopted in the admin· 
istration of the Federal reserve system. Much pioneer work in blazing new path3 
must therefore needs be done by those who are gwding its development, and they will 
need all the help they can get from enlightened discuBfion and large-minded con
.sideration of theu problems. Recalling Bagehot's penetrating observation that "the 
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abstract thinking of the world is never to be expected from persons in high placesh II 
and recalling also how much the development of the English banking system in the 
nineteenth century owed to scientific economic diecU88ion, it is much to be desired 
that American economists who are interested in problems of credit and banking or in 
the bearinl!' of credit administration upon economic conditions should give close 
thought to Federal reserve problems. It is for this reason that Dr. O. M. W. S-prague's 
~otable examination o.f the discount policy of ~e Federal reserve banks r. is par
tlCularly welcome. Hie paper serves well as a POlOt of departure for (1) a review of 
Federal reserve policy in the past and (2) a comideration of factors and difficulties 
that will have to be reckoned with in adjU8tin~ the methods and operations of the 
Federal reserve banks in the future to new condltions and altered circumstances. 

I. Leaving out of consideration many minor but by no means unimportant feature!' 
of Federal reserve policy in order to concentrate attention upon more fundamental 
aspects, it may be said that the three chief elements of the l?olicy of a central bank 
or system of reserve-holding institutions are best disclosed 10 connection with the 
attitude adopted toward (1) gold, (2) currency, (3) credit. . 

While thus eeparately enumeratoo, however, the policies pursued with respect to 
gold; currency, and credit by the Federal reserve banks are not to be regarded as 
separate and unrelated policies, but as closely complementary and integral parts of 
Federal reserve policy. It would perhaps be nearer the truth to say that the policy 
pursued with respect to goll and the policy pursued with respect to' currency are 
elements in the policy yursued with reBJlect to credit, the regulation of the flow and 
volume of credit being In the last analYBls the primary function of the Federal reserve 
banks. Whatever policy the Federal reserve system may pursue with respect to 
either gold or currency must take its color anj occasion from the policyipursued with 
respect to credit, and such has been the case in the past. 

GOLD POLICY. 

1. The first phase of the Fe:ieral reserve system's policy with reference to gold was 
developed in connection with the heavy influx of gold which set in toward our shores 
soon after the beginning of the European war, and which up to.the end of the year 
1916 added approximately $1,200,000,000 to our .aational monetary stock. rhe 
Federal reserve banks at this time not being possessed of any ready or adequate 
method of impounding this redundant gold, the Federal :Reserve Board recommended 
in 1916 an amendment to our banking statute giving the board the power to raise the 
reserve requirements of member banks. The object sought was to prevent, when 
and as it seemed desirable, the new gold which was accumulating i.J the vault reserves 
of member banks from becoming the basis of an undesirable expansion of credit. . It 
will be recalled that at this time the Federal reserve banKS were operating under the 
terms of the Federal reserve act as originally enacted, the require~ reserves of member 
bantu! being carried partly with reserve banks as balances, partly in the vaults of 
member banks, the remainder at the option of the member banks being carried either 
in their own vaults or with the reserve banks. It was hoped that a sufficient number 
of the leading member banks would appreciate the need of cooperation with the 
hoard's purposes in preventing the abnormal increase in our gold supply from provid
ing a basis of inflation, to secure their support for this amendment. This amendment 
failed, but in September, 1916, the Federal reserve act was amended so as to permit 
:nember banks, at their option, to carry the whole of their required reserves as balances 
with the Federal reserve banks. The object of this amendment was to concentrate 
a larger portion of the actual gold reserves of member banks in the hands of the Federal 
reserve banks. In brief, these first phases of the Federal reserve system's gold policy 
develolled out of ~ts credit policy as a method of restraining undue a~d unnec~ 
8Xp&.nBlon of credit at a time when the reserve banks had not yet attained a pOBltion 
where they could exercise anf effective control over the course of the country's 
credit operations by discount rates . 

. .. Reference: Lombard Street, by Walter Bagehot p. 179. The whole passage with reference to the 
early management of the reserve of the Bank of En2land is worth quoting:". • • the directors ~f.the 
Bank of En~land were neither acquainted with riliht principles nor were they protected by a judiClOUS

f routine. They could not be expected themselves to discover such prlnciJ;lles. The abstract thinking 0 
the world is never to be expected trom persons in high p~; the administration of ~kli!te current 
transactions is a most engrossing bUSiness, and those charged WIth them are usually but !.ttle mclined to 
think on points of theory, even when suen thinking most nearly concerns those transact.ons. No d~bt 
when men's own fortunes are·atstake, the Instinot or.the·traderdoes 9OmehO" antlci~.thIH10DCI",,0D8 
of the closet. But a board has no Instincts when it is not getting an income fur its members and when it 
Is only discharging a duty of o1IIce." 

.. In the American EconomiC Review for Karch, 1921, 1>. 16. 
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The followi~ tab~~, which Sets forth cha~es in the leading items of the Federal 
.reserve banks conditIon, shows the changes lD the system's gold.position to the.end 
pi March, 1921: . 

[In mi,llions ot dollars.) 

Net General 
Federal reserve 

Net imports stock banks.' 
deposits (+)or Date. exports u:'~.:'f~ I and Reserve 

(-)ot Gold Totslcash note Ii&- mtio.' 
gold. States. reserves. reserves. bilities.1 

------------------
~~d·oVM:~:i9i7:::::::::::::::::::::::::: :::::::::: 1,835 228 262 252 104.2 

3,089 93S 947 1,065 89.0 
End or May, 1919 ........ , .................. / .••.•.•••• 3,092 2,188 2,255 4,350 51.S 
End or March, 1920 •••.••.••••••••••••••. ' .. , ••••.•••••• 2,662 1,935 2,057 4,821 42. 7 
~:a~~ ~~~~rf.:~·· .................... ",. "" '" 0" 

3,001 2,222 2,437 4,585 53.1 

ov. 1{ ~914, to end 01 March, 1917.,.. ..+1, 189 +1,254 + 710 + 685 + 813 -15.2 
End 0 March, 1917, to end o~, 1919. 29 + 3 +1,250 +1,308 +3,285 -37.2 
End or May 1919, to end 01 ,1920. - 404 - .430 - 253 - 198 + 471 - 9.1 
End 01 Maicl., 1920, to end of March, 1921. + 376 + 339 + 287 + 380 - 236 +10.4 

'B"nk figures relate to the lint Friday 01 the month, except those 01 March 1921, which are as 01 Mar . 
. 31; deposit liabiliti .. and reserve percentages have been figured on a uniform basis throughout the table. 

The next phase of the Federal reserve system's gold policy came with our entrY 
into the war in 1917. The note·issue provisions of the Federal reserve act were then 
liberalized so as to permit the direct issue of the Federal reserve notes against gold as 
collateral security, the gold thus held as security in the Federal reserve agent's depart
lI!e!lt being cou,nted as reserve reqllired againSt Federal reserve notes: an(l the pro
VlBlOns concerrung member banks' reserves were changed, first. by reducing their 

'Tequired reserves, and, second, by requiring that their reserves should all be carried 
as cash balances with Federal reserve banks. The object of these changes was to 
enable the Federal reserve system to strengthen itself a,..aa.inst the credit demands 
which it was foreseen the war into which we were entering would occasion. The 
policy, in brief, was t.o impound as much of the stock of monetary gold in the country 
as poBSible in the Federal reserve system, where it would supply, as circumstances 
made it nece3Sary, an adequ&te gold basis for an enl&rged issue of Federal reserve 
notes and reserve deposit credit in connection with the vast 10&n and fin&ncial opera
tions of the W&!'. Here ag&in the gold policy of the Federal reserve system is to be 
interpreted in the light of its attitude toward credit con:litions and needs. Just as 
in the first phase of its gold policy its objective was to restrain credit expansion at a 
time when such exp&nsion was not neceBSary, so now its objective wa9 to provide an 
ampler base for credit expansion in view of the ch&nged eitu&tion and its credit 
requirements. 

The next important ph&~e of the gold policy of the Fe<ieral reserve system came 
iu 1919 with the lifting of the embargo on the exportation of gain in lune of that 
ye~r on the recommendation of the Federal Reserve Board. fhe embargo on gold 
wa9 not origin&Uy imposed at the instance of the Feder&l Reserve Boud, althotlgh 
the board wa, charged with the rt'3ponsibility of administering it. When one form 
after &nother of the variou9 controls which h&d been set up over industry, trade. 
tran3p:>rta.tion, fuel, etc., began to fall away in 1919, the Federal Reserve Board 
re~ommended a liftin~ of the gold emb&rgo, although the Federal reserve system 
w&s still confronted With the credit problems of the Treasury and had not yet, on 
account of the TreMurv financing, rega.ined a nOrID&1 control of its discount operations 
and its discount policy, At a time when it was virtually helpleae to influence the 
course of the money m&rket by the adjustment of discount r&tes to ac~ual conditions, 
it BOught to exercise what influence it could over the exp&nsion of banking credit 
in the ye:\T 1919 by permitting the exportllotion of gold, &nd thUB exposing the gold 
re'erve of tbe Federal reserve BVstem to depletion by foreign drains. The lOBS of 
I!old from the country thU!! occastoned to the end of the ye&r 1919 amounte:! to $322,-
000,000;000. The loBS occasioned to the Federal reserve system amounted to $125,-
000,000, and helped to bring ne&rer the day when the Federal reserve banks must 
be permitted to resume their normal rel&tion to the money muket and to exercise 
a control through diflCount rates, Thus a,..aa.in it appe&rs that the gold policy of the 
Federal Reserve Board W&9 a retle~tion of its attitude toWilord credit conditions, al
though an important c'onsider&tion in the lifting of the gold embargo was, also, the 
desire to m&int&in and upbuild American finlloncl&l prestige by restoring to the Ameri
can m&rket the character of a free gold m&rket. 
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CURRENCY POLICY. 

2. There was little occasion, during the first years of the federal reserve system, 
fo~ .the Federal. Reserve Board to develop a curr!lncy pohcy. Accoraing to the 
onglnal.conceptIon of th~ F~deral reserve act, and lU view, furth?r, of the fact that 
at the time of the orgamzation of the new B}stem the country was supplied with a 
large volume of currency in the for!ll o.f national bank notes, the Federal reserve 
note was r~rded as a means of eatlBfying seasonal or emergency requirements for 
additional cllCulation. ~en ~e g;eat gold influx set in, in 1915, the Federal reserve 
system pursued the pollcy of lBsUln~' Federal reserve notes in exchanae for gold 
and the Federal reserve note, up to me time of our entry into the war i"n 1917 w~ 
in effect a ~l:l certificate. The objec~ ~oug?t in this policy, especially in vi~w of 
the e.xtraordiIllft'y char!lC~r of the shiftUlg of the world's stock of monetary gold 
then 1 n progreee as an lUCldent of the war, was to treat the reserve banks as reposi
torit;B of gold againet th~ ?l!-Y when it. seemed reasonable to expect that the largest 
portion of our new acqUlSltione of ~olri would flow back to Europe, and was also in 
furtherance of the early credit pohcy of the board, already described. Under the 
terms of the Federal reserve act, Federalreservenotea were not available as legal reserve 
money to member banks. One of the practical effects, therefore, of the issue of Fed
eral reserve notes in exchange for gold was the withdrawal of this gold from ordinary 
banking use, particularly from member bank reserves, where its accumulation was 
already beginning to work an undue expallRion of credit. In brief, currency policy 
was developed upon lines paralleling the Federal reserve system's credit policy, 
which, as aireny stated, was aimed, at this time, at a control of credit expansion, 
the situation not yet having developed to a point where the traditional method of 
the control of expansion by meane of discount rates coula be made effective. 

During the period between the end of November, 1914, and the end of March, 
1917, net imports of gold into the United States amounted to $1,189,000,000 while 
the increase lU the gold held by the reserve banks and the reserve agents was about 
$710,000.000. The difference between these two amounts represents additions to 
the gold holdings of national, nonnational, and private banks, to gold held earmarKed 
forforeign account, and to gold in circulation. It appears,therefore, that even before 
t,he entry of the United States into the war; the larger part of the gold coming into 
this country found its way into the Federal reserve banks and was impounded there. 

After we entered the war and the Federal reserve act was liberalized in its note 
issue provision, the board systematically continued the policy, already noted in con
nection with the discussion of its gold policy, of impounding gold in' exchange for 
Federal reserve notes. It was expected that the gold thus acquired would be needed 
in the process of providing the credit facilities necessary for financing the war and in 
taking care of th" extraordinary requirements of business occasioned by the war. 

It was of course recogrrized that the degree of credit assistance that the Federal 
reserve banks might be called upon to extend to their member banks in the process 
of floatin~ the Government's war loans might easily reach the }Joint of producing a 
coneiderallie inflation of credit. But the theory upon which the board proceeded 
with respect to the issue of Federal reserve notes was that the currency, as such, would 
not promote inflation, and that restriction of note issues by Federal reserve banks in 
responee to the requirements of the community was not therefore advisable or neces
sary. On more than one occasion, as the volume of Federal reserve notes in circulation 
showed substantial increase, the board stated:its view that the increalled issues were 
occasioned by the rise of prices, and that in due course, as prices ceased to rise or 
showed a tendency to fall, the Federal reserve note currency which was found to be 
in excess of the country's requirements would return to the banks.' The board's 
view was most succinctly stated in ita letter of August 8, 1919, to the chairman of the 
Senate Committee on Banking and Currency: 

"Federal reserve notes aTe not legal tender, nor do they count as reserve money 
for member banks. They aTe i.ssued only as a need for them develops, and a~ they 
becom.e.redundant in any locahty they are returned to the Treasury at.Washington 
or to a Federal reserve bank for redemption. Thne, there can not at any tIme be more 
Federal reserve notes in circulation tlian the needs of the country at the present level 
of prices require, and as the need abates the volume of notes outstanding will be cor
respondingly reduced through redemption." 17 

How far the currency theory thus stated has been borne out ~y recent changes in 
the volume of Federal reserve notes in circulation can now be determined. Federal 
reserve notes attained their maximum amount for the year 1919 on December 26, 
When they stood at $3,057,646,000. With the advent of the year 1920, a return flow of 

" Federal Reserve Bulletin. August, 1919, p. 701. 

585gg..:...21-PT 13-31 
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Federal reserve not~s set in. This movement, however, was short lived. Between 
December 26. 1919, and January 23, 1920, Federal reserve note circulation was reduced 
by $213,419,000. Thereafter there was a steady increase in the volume of Federal 
reserve notes issued and in circulation, attaining the amount of $3,404,931,000 on 
December 23, 1920, when a return flow of substantial dimensions set in which is still 
in process. The drop from the high point in December, 1919, to the low point of 1920, 
was $213,419,000, and from the high point of 1920 to April 15, 1921, is $;336,404,000. 

The two movements just referred to indicate not only changes in the volume of 
currency owing to seasonal needs, but also a connection between the volume of credit 
and the volume of currency, thus lending much support to the board's theory that the 
expansion of the currency is a consequence of the expansion of credit and the rise of 
prICes, and that the expansion of the currency is not therefore to he regarded as a 
casual factor in price movements: 

"The increased volume of Federal reserve notes in circulation during the past three 
years, in 80 far as it is not the result of direct exchanges for gold and gold certificates 
which have been withdrawn from circulation, is the effect of advancing wages and 
prices, and not their cause." 18 

Whether this view (with all it implies) of the relation of currency to credit and 
prices, which, it must be admitted, has the sanction of high authority in our own and 
other countrie~ and considerable support from bankin~ and currency experience under 
normal conditions, can safely be taken as an invanable principle of reserve bank 
action in the future will be considered later in this paper. 

CREDIT POLICY. 

3. Credit policy was only of theoretical moment in the first years of the Federal 
reserve system. Easy credit conditions in the United States, because of the reduction 
of member bank reserve requirements and the great influx of gold, made reserve bank 
credit policy and discount rates of little actual consequence until 1;.he late autumn 
of 1916. Then, for the first time, did a credit situation develop which gave to the rates 
of some of the Federal reserve banks a degree of effectiveness. The increasing pressure 
for credit funds l which would have developed in the year 1917 even if the United 
States had not entered the war, would undoubtedly have led to the development of 
an effective discount policy by the Federal reserve system-a policy in which main 
reliance would have been put upon rates, and under which reserve bank rates would 
have been adjusted to market conditions so as to keep them, in the larger financial 
centers at least, at or above the ordinary co=ercial rate; all of this in accordance with 
well-recognized principles of reserve bank practice. With the entry of the United 
States into the war, the outlook was changed, and the Federal reserve system was 
confronted with large and difficult problems of credit growing out of the loan policy 
and loan operations of the Treasury. From that time forth to the beginning of th'e 
year 1920, the discount policyof the Federal reserve system ".as shaped not in accord
ance with money market condition&-not with the idea of using reserve bank rates as 
an instrument of effective control of the money market-but with the primary purpose 
of a9sisting the Treasury in the flotation of Its great bond issues and its short-term 
certificate issues. In bl'ief, the discount policy of the Federal reserve system was 
treated as an element of the Treasury's loan policy, the Federal reserve s~'stem \ir
tually cea9ing ~ exercise, for the time being, Its normal function of regulating credit. 
The position of the Federal Reserve Board with respect to the bearing of Treasurv 
policy upon the Federal reserve system has been explained in its several annual 
reports,19 and recently was succinctly stated by the governor of the Federal Reserve 
Board at the joint hearings held before the Senate and House Committees on Agri
culture on December 3, 1920.JO 

"The Federal Reserve Board adopted a policy in order to assist in the war financing 
which was economically unsound. I say this frankly. Congress authorized certain 
loans. It authorized the Secretary of the Treasury to determine the rates at which 
the loans should be issued. The Secretary of the Treasury asked the advice of experts 
and then fixed the rates of interest to be borne by the several issues of bonds, notes, 
and certificates. During the time we were actually at war something like 
$18,000,000,000 of bonds were sold to the people. an amonnt certainly in excess of the 
normal investment power of the American people in such a short time, and the only 
way in which those loans could be financed was through the instrumentality of the 
banke. The only way the banks could undertake to do it was to get some assistance 
from the Federal reserve ban\rs and at a low rate. The low rate of interest borne by 

18 Federal Resorvo Bulletin, August, 1919, p. 702. 
II See report tor 1920, Pl" 11-15: lor 1919. pp. 67-73: and tor"19lS, pp. 1-5. 1!5-87 • 
.. Pp. 62, 63 of the hearmgs entitled" Reviving the Activities or th~ War Fillance Corporation." 
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these bonds WlI8 fixed with a view of holding down the expenses of the Government 
811 far 811 possible. Anyway, that is something the Federal Reserve Board has no 
responsibility for: In order to make possible the floating of these bonds, we fixed a 
rate less than their coupon rate. Some member banks announced that for a period of 
six months there would be a rate of 4! per cent on notes secured by Government 
o~Ii!!S~ioDB. The result WlI8 there ~8 no loss to subscribing ~anks pending the dis
tnbutwn of the bonds to the public. There were successive bond issues. The 
principal reason why discount rates were not increased earlier than they were in 1919 
was on account of Treasury financing." 

This mav be taken as the official statement of the Federal Reserve Board with 
respect to ihe discount policy followed by the Federal reserve banks to the end of the 
year 1919. . 

I t is clear that the point at which the loan policy of the Treasury affected the Federal 
reserve banks was the monev rate. Discount rates were maintained at artificially 
low levels from shortly after the beginning-of the war in 1917 until the end of the year 
1919. The particular device which WlI8 employed in aid of the Treasury's loan policy, 
as is well known, WlI8 the establishment and maintenance of (1) preferential rates on 
bond and certificate secured paper, as compared with commercial paper, and (2) a 
differential in favor of the rate on such bond and certificate secured paper as compared 
with the interest rate borne by the bonds and certificates. The immense credit 
rE'SOurces of the Federal reserve system were thus availed of bv the Treasury during 
this period to make and maintain an artificial money market. -In effect, the power of 
the Federal Reserve Board as the ultimate regulator of the discount policy of the 
Federal reserve banks WlI8 put in commission, and rates were fixed, not "with a view 
of accommodating commerce and business," 21 in accordance with normal principles, 
but with a view to accommodating the financial program of the Treasury in accordance 
with emergency principles. 

Wbether the Treasury's loan policy and methods of short-term borrowing were well 
conceived is not here in questIon. Indeed, the time has not yet come for passing 
judgment upon the policies of the Treasury in connection with the financial conduct 
of the war. It is, however, possible to speak of that feabJre of Treasury policy which 
most vitally affected the Federal reserve banks. The wisdom and the necessity of 
t.he device of an artificial money rate, carried to the point that it was by the main
tenance of a differential rate upon so-called war loan paller, may be questioned. In 
the light of subsequent developments it may be questIOned whether it was not a 
costlv device to the country. While the bad economic consequences of artificially 
low discount rates were minimized during the war by the many various controls over 
the economic activities of the people that were then set up, a precedent was estab
lished which it WlI8 found difficult to set aside after the war. 

The controls which were set up dllling the war on production, trade, and consump
tion, such as the War Industries Board, War Trade Board, Food Administration, Fuel 
Administration, Railway Administration, Shipping Board, Capital IBBUes Committee, 
New York money committee, had very important financial consequences. Their 
bearing upon the credit situation and upon the credit problem of the Federal reserve 
banks WlI8 especially important. Thev acted in effect, though that was not their 
intended purpose, ais a control of creiiit eX{lansion at the source by limiting the 
occasion for the use of credit and by confining lts use to such purposeS' as were deemed 
essential to the prosecution of the war."· 

But with the close of the war-that is, with the cessation of hostilities following 
the armistice--these various ('ontrols were soon lifted: "The moment we knew the 
armistice to have been signed we took the harness off..... It was very generally ex· 
pected that busineBB and industry, if freed from restraint, would soon effect their 
return to a normal condition. Early in the year 1919, however, industrial stagnation 
and uriem ployment were in evidence, and a fresh survey and diagnosis of the economic 
siblation was made by the Industrial Board" set up undel' the auspices of the Depart-. 
ment of Commerce for assisting the readjustinent of industry and trade to a more 
stahle basis. J ts main effort was directed to bringing about revision of prices and 
stabilization of the expected fall of prices. Events soon showed that the policy of 
"pri('e stabilization" was based on a faulty economic diagnosis. It was not many 
months after the close of the war that ,Prices began to rise. The main impulse came 
from the release of buying power which had been in restraint during the war. A 

t1 Tbe language of the Foderal rese...-e act, sec. 14, par. D. . ' . . . 
It Federal Reserve Bull.HII, Oetober, 1918, 1>p. !l22-9'M. If these vanousoontrols which were!" e1Jootl\ e 

operation in the last months of tbe war baa been made equally elIootive early 111 the war, I! IS probable 
that a. better financial and credit situation would have been mamtained throu~ut the war; In bner, tbat 
there would bave been less inllatlon 01 credit and prices tban in fact developed • 

.. From President Wilson's address to Congress, delivered Dec. 2, 1918. 
It jo'oderalResel've Bulletin, March, 1919, p. 246. 
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lIeller's IIl;arket began to develop i~ the ~pring of 1919." The consumer demanded 
goods; pm:e was a secondary consideration. Dealers, both wholesale and retail 
were bidding against one another for such supplies as there were, and manufacturer~ 
w~re ~idding agai~t one anothe~ for raw materi8:ls 8:nq labor. The rapid rise of 
pnces mduced bUyIng for speculation, and speculation m Its turn accelerated the rise 
of p.rices. Inflation was beco~ng cUIl!-u!ative and sys~mic in its effects, and per
vading the whole body econOmIc. This IS the explanation of a phenomenon which 
has puzzled so many people. During the war, expansion of credit was restrained 
from working ~ ts full economic effects in tI:e form ef price inflation and speculation. 
After the war It was let loose when the vanous controls above enumerated were lifted 
and the huge volume of credit created during the war was permitted to diffuse itself. 

The credit and business situation which developed in the United States in 1919 was 
one that needed restraint. A seller's market usually needs credit restraint before it 
passes the limit of safety, just as a buyer's market usually needs the help of credit 
support. It would have been of the greatest advantage to the country if suchrestraint26 

had been exercised by the Federal reserve system in the year 1919, and the develop
ment of the runaway and speculative markets, which developed in the second half 
of the year, been measurably prevented. The Federal reserve system was the one 
important agency of control left to the country after the various war controls had 
disappeared. All the more important was it, therefore, that it should be in a position 
to function as effectively as possible. Its burden and responsibility, even under the 
most favorable view of the situation, were undeniably large, and would have imposed 
a severe test upon the system. In the light of what transpired in the year 1920, as 
is now a matter of universal knowledge, there is every reason to believe that if the 
Federal reserve system had functioned as effectively in 1919 in regulating credit as 
it did in 1920 in retarding and eventually arresting expansion, it would have rendered 
an inestimable service to the country and would have prevented many of the un
healthful developments in business and credit from gaining the headway which 
made action of so drastic a character as that which was taken in 1920 necessary. How 
much of the business distress and economic hardahip experienced by the country 
during the past year would have been avoided had the Federal reserve system been 
in a position to pursue a discount policy in the second half of the year 1919 such as 
the trend of developments clearly indicated to be necessary can not of course be de
termined. Much of the hardship suffered by the country in 1920 might, however, 
have been avoided by the adoption in 1919 of an effective precautionary policy of 
credit control. That such a precautionary discount policy would have been adopted 
by the Federal reserve system, had it felt free to act, will not be doubted by anyone 
acquainted with the attitude of the Federal Reserve Board and the Federal reserve 
banks at this time. As early as June, 1919, after the close of the Victory Liberty 
loan campaign, which, it will be remembered, was announced to be the last of the 
war loans, the Federal Reserve Board expressed its concern over the unhealthful 
tendencies which were in process. Counsel and warnings of similar purport were 
subsequently repeated. The necessity of restraint upon the borrowings of member 
banks for speculative purposes by other means than advances in discount mtes" 
was pointed out, and such restraint was urged. Here and there, for a while, there 
were some slight evidences that the situation was being controlled, but no large 
results were achieved, and speculative tendencies of a dangerous character and large 
dimensions, involving speculation in land and commodities as well as in securities, 
gained increasing momentum through the autumn of 1919. "Direct action," so
called, as a method of credit control was not succeeding."' The expansion of credit 
and the rise of prices went on apace. Speculation flourished. It could no longer 

" The month 01 September was the Ume to have gotten control. The public debt reached its maximum 
at tho end 01 August, and !\ great reduction 01 the fleaUng debt occurred in September. Total war loon 
paper lor the 12 Federal reserve banks dropped from $1,635,233,000 on Sept. 5, 1919, to $1,383,896,000 on 
Sept. 19, following the redempUon 01 certificates on Sept. 15 01 1-131,910,000. The rise was then rapid, reacb
ing SI,771,02S,OOO on Nov. 7. Tbe movement 01 total bills discounted paralleled the variations in war loon 
papor closely. On Sept. 5, tot,al bills discounted lor member banks were $1,847,41R,OOO. They fell to 
$i,615,AA1,000 on Sept. 19, and rese to S2,l89,489,OOO on Nov. 7. The e.~ansion 01 tne loan account 01 the 
Federal reserve banks during the seven weeks from Sept. 19 to Nov. 7 amounted to ovllt 1500,000,000. 

For the Federal reserve bank 01 New York total war loan paper dropped from $()72,070 000 on Sept. 5, 
1919 to 5483,053,000 on Sept. 19. It then rose to 5795,212,000 on Nov. 7. On Sept. 5, total bills discountea 
amoUnted to $724,861,000, falling to S528,592,OOO on Sept. 19, and rising to $9Of,3.'il,OOO on Nov. 7. Tbe 
."pansion in total Dills discounted in the seven weeks from Sept. 19 to Nov. 7 amounted to appra:timately 

S3~51~h~~ederal Reserve Boord Is concerned over the exlsUng tendency toward excessi ... e speculation 
and while ordinarily this could be corrected by an advance in discount rates at the Federal reserve banks, 
it is not practicable to apply this check at this time berause 01 Government financing." (From a letter, 
sent by the Federal Reserve Boord to the chairmen of the Federal reserve banks, June 10, 1919.) 

" .. These warnings, however, were only a transitory expedient and were given only momentary atten· 
!Ion by many banks. The boord was prepared, as soon as Treasury exigencies permitted, to resort to 
the well-known method 01 advancing the rate of discount." (Annual report for 1920, p. 12.) 
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be doubted that the Federal reserve system must undertake the regulation of credit 
by means of discount rates. A beginning was made by the slight advance in ,dis
count rates on war loan paper on December 11, 1919, with every expectation and 
intention on the part of the Federal reserve system of assuming full control of its 
discount policy Wlth the advent of the year 1920. 

All this is said dispassionately and objectively, by way of explanation of a critical 
period in the history of Federal reserve policy. The Treasury, as well as the Federal 

'reserve system, had its difficulties. While the war, in a fighting sense, was over with 
the advent of the year 1919, it was not over in a financial sense. The Treasury was 
still confronted with· vast financial obligations. The financial precedent established 
during the war carried over into the year 1919. Reserve bank policy continued 
to be subordinated to Treasury policy, and discount rates throughout the year 1919 
were maintained at artificially low levels. The device of an artificial discount rate 
provided too comfortable an expedient alike to the Treasury and to the banks of the 
country, which were still burdened with commitments made under the "borrow and 
buy'~ LIberty loan slogan, to be easily relinquished. Thus was the Federal reserve 
system controlled in the matter of its discount policy at the very time when the 
interest of the country at large required that it should be free of control in order that 
it itself might control. ' 

With the year 1920.8 the Federal reserve banks entered upon the exercise of their 
function of regulating credit in accordance with business and economic indications, 
and, under circumstances of extraordinary difficulty and for the first time since the 
outbreak of the war, undertook to develop a policy of credit control by means of dis
count rat9l!. About the same time the Treasury adopted the policy of adjusting the 
interest rate on its short-term borrowings to the state of the money market. It is not 
for the Federal Reserve Board to estinlate the wisdom of the credit policy pursued 
by it in the year 1920. It may, however, with propriety speak of the attitlide which 
led to that policy. There was nothing' 'hesitant" 2. in the policy adopted by the 
board at this time. Rates were advanced as follow.s in January, 1920: Commercial 
paper rate, from 41 per cent at 1Q banks and 6 per cent at 2 banks to 6 per cent at all 
banks; certificate of indebtedness rate, from 41 per cent to 4, per cent according to 
the rate borne by the certificate to 41 per cent oil all classes of certificates; Liberty 
bond rat~ from 41 per cent at 10 banks and 6 per cent at 2 banks to 6, per cent' at all 
banks. l:iuch marked advances of rate do not betray "hesitation;" they evidence 
conviction.30 This first advance in rates not proving effective, further advances 
were made in the early sunlmer-the commercial rate at the largest Federal reserve 
banks being advanced from 6 per cent to 7 per cent, rates on certificates from 41 per 
cent to 6, per cent at seven banks. and from 6 per cent to 6 per cent at five banks, 
according to the rate borne by the certificate, and rates on Liberty bonds from 5, per 
cent to 6 per cent at six banks, and to 61 per cent at one bank, the rate being left 
unchanged at the remaining five banks. 

The reserve ratio for the Federal reserve system as a whole on January 2, 1920, was 
43.7 per cent as compared with 50.S per cent on July 3, 1919. It declined to 42.8 
per cent on July 2, 1920. The board's action in raising rates was therefore clearly 
supported by the reserve position of the banks. But there is nothing in the action 
taken then or at any time later in the year to justify the statement that the board's 
discount 'policy in 1920 was not" the expression of a voluntarr. policy." 31 The board's 
attitude IS clearly indicated in its annual report for 1919: 'The expansion of credit 
set in motion by the war must be checked. Credit must be brought under effective 
control and its flow be once more regulated and governed with careful regard to the 
economic welfare of the country and the needs of its producing industries." 3. The 
action taken by the Federal reserve banks in 1920 was taken not primarily to protect 
their reserves but to control the rate of expansion of credit. It should be distinctly 
noted in reviewing the situation of the reserve banks during the years 1919 and 1920 
that the reserve ratio of the Federal reserve system was declining not because reserves 
were being depleted through 103s of gold, but primarily because the credit facilities 
of the system were being too freely drawn upon by the banks .of the country and the 

.... Fortunately the condition of the Treasury is such that the hoard can now feel free to Inaugurate 
discount policias adjusted to poae&-time conditions and needs." (Annual report for 1919, p. 69.), 

59 The term used hy Mr. Sprslrle in the article already cited p. 24 . 
.. '~lt was the board's convictiOn, however, at the close of the year (1919) that a suhstantial advance in 

all di'count rates was necessary and that it should not he long delayed." (Annual report for 1919, p. 4.\ 
11 "It is,however, by no means certain that the Reserve Board would have taken measures to restrain 

credit during the course of the winter and spring oHhis year (1920) ifthe power o!the reseM'e banks to 
extend credit within the limits of legal reserve requirements had not ceen nearly ""haust.d. 'Ihe su,," 
sassive advances in discount rates made during the first half olthe year "ere not then entirely the e>pres
sion of a vollmtary policy. It was a policy which In large measure" as enforced by the reserve l'oslbon 
of the banks." (Sprague, article dted, p. 23.) 

II Aunualreport for 1919, p. 71. 
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liabilities .of the reserve bank~ in the form of deposi~ and notes mo:unting at a steady 
and startling rate. The decline of the reserve ratio reflected qtute accurately the 
credit expansion which was in process.33 The solicitude of the board arose not be('ause 
of loss of gold-for the total gold holdings of the reserve system showed little variation 
(amounting on Jan. 3. 1919. to $2,091,194.000; on July 3. 1919, to $2.128,946.000; on 
Jan. 2, 1920. to $2.062,615,000; on July 2, 1920. to $1.9il,696.000; and on Dec. 31. 
1920, to $2,059,333.000)-but because of the unhealthful credit situation which had 
been developing since the summer of 1919 and which threatened to culminate in 
disaster unless subjected to control. While this condition was reflected in the decline' 
of the reserve ratio. the board's discount policy was directed toward improving the 
reserve position of the F'ederal reserve banks not by increasing their reserves but by 
checking the constant expansion of their liabilities and by setting in operation forces 
which would make for a healthier credit situation. It raised rates t{) protect the 
reserve banks against abuse of their credit facilities and to protect the community 
and the general business and economic situation against the consequences of such 
abuse. 

Whether the Federal reserye system would have had the support of public opinion 
to the extent it had during the past year had the bad situation which the Federal 
Reserve Board was undertaking to improve not been unmistakably reflected in the 
reserve position of the banks may well be doubted: 

"AIl a guide to discount policy it must be admitted the reserve ratio has certain 
cOIL"Picuous advantages. It is definite and obvious. 'Public opinion may be ex
pected to support the always unwelcome policy of credit restraint when that policy 
IS enforced by a depleted reserve. It is unhappily very doubtful whether the publi(' 
would have been reconciled to the advance In rates made last spring if the reserve 
banks had had, let us say, a reserve ratio of 55 per cent, and yet. all other things 
being- the same, an advance in rates would haye been no lese desirable."" 

It IS this consideration, thue well stated, which has given to the bank reserve ratio 
in the past its authoritative yosition as a credit and banking indicator. It is this 
same consideration which wil assure it a position of almost equal importance in the 
future. Tradition, it must never be forgotten, has much to do with matters of banking 
and credit practice. The popular tradition that the raserve ratio is the index of 
changes in the credit situation will therefore be slow to disappear. Particularly will 
this be true in the United States, where long adherence to the principle of legislatively 
prescribed minimum banking reserves has much of the sanction of a first principle. 
The proposals often made in recent months to abandon the reserve ratio as an indi
cator of discount policy and to base discount policy hereafter on the observed effects 
of credit on prices,36 have, therefore, the character of academic proposals. even in 
present circumstances, which, it must candidly be admitted, are less favorable than 
was ordinarily true in the past to quick responsiyeness on the part of the reserve 
ratio to changing businese, credit. and price conditions. AIl an abstract proposition, 
the proposal to substitute a price indicator for the reserve ratio as a guide to discount 
policy has much economic merit. The rigors of the recent price-readjustment process 
through which the United States, in common with the rest of the commercial world. 
has been passing have emphasized the value of price stability. Price disturbances 
not originating from inevitable natural causes are bad and costly alike to producer 
and consumer. It is not surprising, therefore, in 'view of the trying-expenences of 
recent years, that effort should be made, in reviewing the working of present·day 
credit and banking machinery, to find some guide to credit policy that will give to 
the community greater protection aga.inst unsettling changes in the price level. 
Recent American experience, it may also be admitted, has demonstrated that good 
banking administration in times of economic disorder, at least, '{lresents more than a 
problem of merely maintaining the reserve ratio, in a c()nventional or perfunctory 
sense. 

Without entering upon the discussion of controverted questions of economic theory 
touching the relation of changes in prices to changes in the volume of credit, it may 
be assumed that the retardation of the flow of credit in times of expansion and the 
acceleration of the flow of credit in times of businese recovery following a period of 
depression have an appreciable bearing on price movements. As a theoretical propo-

II Studies made by the Statistical Dh'ision oUbe Federal Reserve Board indicate that for the larger part 
of the year 1920 the resen-e ratio bas fluctuated III close accord witll changes in note and depositliabiJitie •• 
As bet ,yoon notes and deposits, the Indic'stions are that lor shorter periods 01 time cban~es III the ratio 
rOUON t1U('tU8tion~ in deposits, \\hile for longer perIods of time thA decisive,intluen<-:e on the ~tio is exer; 
<'iSN. by ('banges In the volume of notes. An effort bas been made to deVIse an "Index of dlVf'rgt'D<.>e,' 
or formula for estimating the relative effects of <hanges in Jiahihtifs and 01 changes in reserves on the move
ment of the reserve ratio. (Set' paper by E. A. GoldpDweiser, ., Index of Divergence," in the forthcoming 
September number olthe Amem-an Statistical Re'iew.) 

~! ~,I'!.!'~e, .!'!ticle cited, p. 'AI. 
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sition, thereforp, it is entirely conceivable that the discount policy of the Federal 
rl!"erve 8ys~m ~ight b';! gove~ed by indi~tions of i~pending price changes, with a 
view of mItigating theIr cychcal fluctuatIOns. While such an undertaking would 
raise some new ana difficult problems of credit administration, no doubt in time of 
the technique of a plan of credit regulation based on price indices could be worked 
out and made administratively practicable if puhlic sentiment demanded. But 
there is now no warrant in the statute under which the Federal reserve banks are 
organized for undertaking to regulate their credit operations on any such basis. 'l.'he 
('conomic logic of the Feaeral reserve act is clearly predicated upon the theory that 
the Federal reserve banks shall be operated with regard to reserve ratios, and "rates 
bc fixed with a view of accommodatmg commerce and business." It would imply a 
very latitudinarian construction of the term" accommodating commerce and business" 
for the Federal Reserve Board and the Federal reserve banks to adopt the "observed 
effects of credit on prices" as their rule of action in the future. There is not, however, 
the slightest reason for supposing that such a procedure on the part of the Federal 
reserve banks would be viewed with public approval. Quite the contrary. Public 
sentiment in the United States is, and always has been, highly sensitive in matters of 
eredit control, and precisely, among other reasons, because of the bearing that such 
control has, or is believed to have, upon the movement of prices. 

The popular dread of "contraction," based, as it is, upon the popular assumption 
of a close, immediate, causal connection between \x)ntraction and falling prices, has 
seldom, if ever, been appealed to in vain in the United States in times of economic 
pressure. There is not the slightest warrant in either the remote or recent economic 
history of the United States for supposing that the American public would sanction 
or tolerate a discount policy on the part of the Federal reserve system avowedly based 
upon price indexes, even if it were clear that'such a practice were otherwise advisable. 
It would be regarded as tantamount to the setting up of a credit and price despotism. 
This fear of contraction and its consequences is one of the most persistent phases of 
American popular economics; practically viewed, it has the force of an instinct and 
is the explanation of many, if not most, of the otherwise puzzling vagaries of American 
financial history. One of its earliest and most energetic manifestations, it is well to 
recall, was the bitter hostility aroused against the- second Bank of the United States 
because of the financial pressure experienced in 1833-341 alle~ed to have been due 
to the sinister purposes and czarist methods of the great ,banking institution against 
which Andrew Jackson was successfully arraying the forces of public sentiment in 
many sections of the country. Later manifestations of the same feeling abound in 
the decades following the Civil War, when the Nation was confronted with the problem 
of correcting currency disorders resulting from the Civil War. Recent events, in the 
autumn of 1920, have given evidence of the persistence of a similar strain of sentiment. 

The problem of credit and currency regulation in a country as vast as the United 
Rtates, and as complicated in its economic organization with different sections of the 
eountry in different stages of economic development and maturity, presents a very 
diflic\llt problem even under normal conditions.'s This, among other things, is the 
explanation and justification of the use of the regional principle in determining the 
structure of oursystenl. of reserVe banking, as against the principle of a single central 
institution, nation-wide in the scope ofits operation and control-the regional principle 
permitting of a closer adaptation of credit policy to regional or local conditions. The 
discount or credit policy of a reserve bank, whether organized on the regional or the 
central principle, must always be the expression of a judgment as to when a situation 
has arisen in business, industry, or ~edit which indicates the desirability of action on 
the part of reserve holding and credit and currency regulating institutions. That 
judgment must be a live judgment, not a mechanical judgment. A great variety of 
factors enter into the determination of appropriate discount policy; Among th;ese may 
he mentioned the state of business, industry, and trade (both domestic and forelgn),.the 
state of money markets (both domestic and foreign), international gold movements, sea
sonal conditions and needs, accidental economic disturbances, sometimes political cot;I
ditions and the international situation, tbestage of the business cycle,price D:!0vemen~, 37 

and the state of banking reserves. No one of these by itself can be conclUSlve of action
to be taken. Each has its own value and significance; and competent judgment.on 
the part of reserve institutions depends in great measure upon the skill and capaCity 
developed to give to each of these several factors its due weight in any given set of 

.. See Sprague article cited, Pl'. 26-27: "There is no such general market rate of disrount as In England. 
Consequently, the Bank of England practice ota discount rate slightly above the market rate can not bave 

50 J'~r~~:t~~ W~~~~ITi;;'ervetioard will ~lways be mindful of th~ interd. endenreofcredit and industry 
.nd of the influence exerted on prices by the general volume of credit, the"Coard, nevertheless, can not .... 
• nme to be an arbitor of industry or prices." Annual Report for 1919, p.-73. 
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circumstances in determining the matter of credit policy. But when all this is said, 
it may yet be ~dded that ordinarily there is no one mdicator which is more suggestive 
of the occasion of considering action on the part of a reserve bank than a change in 
its reserve ratio. as , 

II. Viewing the matter practically, the problem of developing a more satisfactory 
technique under the Federal reserve system, and one adapted to American conditions, 
is not that of finding a substitute for the reserve ratio as a guide to credit policy, but 
rather that of finding how to make our reserve ratio a more sensitive and immediate 
indicator of changing conditions in the credit situation than it now is. The 'problem, 
it must be admitted, has its very considerable difficulties; and these difficulties would 
be many, even under normal conditions. But the problem has been immensely 
aggravated by the disorganization of the whole mechamsm of monetary standards and 

'international credit and price relationships, and the artificial redistribution of the 
world's stock of monetsry gold, which h8.ve resulted from the war. It would also 
deserve careful study I,...if space permitted, whether the changes made in the structure 
and safeguards of the J!'ederal reserve system by the amendments made in June, 1917, 
as a part of the financial rreparation for war, are not destined to operate prejudicially 
to the best functioning 0 the reserve banks as credit regulators, for the effect of the 
1917 amendments has been to make ihe reserve ratio of the Federal reserve banks more 
sluggish in its responsiveness to changing conditions than it was under the original 
provisions of the reserve act. But even under the provisions of the reserve act as 
originally enacted, the reserve ratio of our reserve banks was probably a less sensitive 
indicator than that of the Bank of England, the institution which served as a general 
model after which our Federal reserve system was patterned, and the institution whose 
methods of operation were believed to supply the best model in shaping the discount 
practices of our system. 

The essential principle upon which the Bank of England is organized, as I see the 
matter, is unfettered discretion on the part of the bank in the matter of credit issue, 
combined with rigid restriction in the matter of note issue. This is the net outcome 
()f the legislation of 1844, which specified no required reserve against deposits of the 
Bank of England, but a reserve of 100 per cent against all new issues of notes. 

In practice how does this system work? In a word, it has worked to make the state 
of the banking reserve of the Bank of England a very sensitive and immediate indi
cator, and therefore a very'satisfactory guide to changes in discount policy. Under 
the English banking system as it operated before the war, any undue expansion of 
business and credit would, in swift course, make itself felt in the form of a demand for 
more than the usual volume of cash at the Bank of England. The Bank of England 
having no power to issue fiduciary notes to meet such demand, its cash--eonsisting of 
gold or Bank of England notes covered by gold-would be the source from which the 
demand would be met. The depletion of its reserve thus resulting from an undue 
credit expansion would quickly indicate the need of action on the part of the bank to 
protect its reserve by raiswg its discount rate, and thus, by a process which had become 
almost automatic in its character during the course of the 40 years preceding the war, 
undue and unhealthful expansion of credit would be brought under control before it 
gained too much headway. All the more was this the case because an undue expansion 
of credit usually brought with it a gold export demand, for it is particularly to be 
noted that the rigid adherence to the practices of an effective gold standard and of a 
free gold ms,rket contributed greatly to the success of the English system of credit 
control. Under the English system credit expansion usually gave rise to an external 
as well as an internal drain upon the cash holdings of the Bank of England. The com
bined effect of the two was to elevate the im}?ortance of the bank's reserve as a barom
eter of the credit situation almost to the position of being an instrument of precision. 
En~land, like the United States, in contrast to the countries of the non-English

speaking world, is habituated to the ,use of bank credit in the form of the deposit 
account rather than of the bank note. Her example is, therefore, of particular value 
for us. 

It has sometimes been argued, from the fact that the United States is a check-using 
country, that re~lation of the currency is a negligible matter in the technique of 
banking control m the United States, supposing, of course, that care is always taken 
to make sure that all notes which are issued are fully protected by collateral security 
of indubitable character and value. In opposition to this view, I believe that regu
lation of bank-note currency, even in check-using countries, is at times a matter of 
first importance. I believe this to be measurably true~ even under normal conditions 
when the commercial world or the major portion of it 18 operating under an effective 

II Sprague. "rticle Cited, p. 27: "There 19 no substitute for the reserve ratio wliIch possesses its peculi"l 
virtues oI simplicity aud aefiniteness." 
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gold standard and ,ther~ is much gold or g?ld, currency in actual everyday use and bank 
notes are convertible Into gold,and prmc1pally for the reason that an increase in 
deposit credit invariably occasions, in due course, an increase in the demand for cur
rency. Even check-uamg countries, like England and the United States can not do 
businesa without the use of a considerable proportion of hand-to-hand currency the 
P!oportion of c\l!l'ency to cre~i~ in the Umte!I States being a~out $1 of curren~y to 
Ii) or $6 of credit. The conditions upon wh1ch the commumty can get additional 
lIupplies of currency are therefore an important factor in credit regulation, The 
regulation of currency becomes, in fact, a method of regulating the flow and volume 
of credit. Important as it is that additional supplies of currency should be forthcom
ing on,re,ady terms ,in certain circumsta!lces, e. g., in times <!f seasonal?r emergency 
need, 1t 18 equally lmportant at other times, when an undesuable cred1t or busineaa 
situation is developinll', that the conditions should not be easy. In general, it may 
be stat.ed that the easler the conditions (that is, in terms of the effect on the reserve 
percentag,e) upon w~ich ,banks of issue c!ID furnish. additional supplies of curren~y, the 
greater will be theu difficulty, especially at tImes when then reserve rabo runs 
high, of regulating or controlling the volume of credit. It is, therefore, of first impor
tance, under any system of reserve banking which undertakes to govern credit by 
primary reference to the resen'e ratio, that theteserve ratio should fall or rise in quick 
and close reaction to changes in the volume of credit. 

The matter is, in last analysis, largely one of psychology. The banker, no leES the 
central banker, than the ordinary commercial banker, looks at the reserve ratio as a 
gauge of the credit situation. So does the general community. Why this should be 
so need not here be analyzed. It is sufficient to emphasize the fact, and to point 
to one of its important implications in connection with our scheme of Federal reserve 
banking, A bank-note currency when it has little of the quality of a fiduciary note 
is more calculated to bring alike to the bankers' and the community's attention the 
fact and the meaning of credit expansion than when it has much of the fiduciary 
Iluality. This is a !air deduction fro~ the 40 yt;ars of Eng:liah. banlcing experienGe 
before the war. It IS also the expll!nation ofBntish deternunatlon SInce the war not 
to change the character of the Bank of England note as, in effect, a gold certificate, 
although such change has frequently been proposed in recent years: •• 

• 'We are of opinion that the principle of the act of 1844, wh1ch has upon the whole 
been fully justified by experience, should be maintained, namely, that there should 
be a fixed fiduciary issue beyond which, subject to energency arrangements which we 
recommend below, notes should only be issued in exchange for gold. * * * We 
think that tile stringent principles of the act have often had the effect of preventing 
dangerous developments and the fact that they have had to be temporarily suspended 
on certain rare and exceptional occasions (and those limited to the earlier years of the 
act's operation when experience of workinl!' the system was still immature) does not, 
in our opinion, invalidate this conclusion.'· 

UNo doubt it would be poBBible for the Bank of England, with the help of thejoint 
stock banks, without any regal restriction on the note isaue, to keep the rate of discount 
sufficiently hi~h to check loans, keep down prices, and stop the demand for further 
notes. But it 18 very undesirable to place the whole responsibility upon the discretion 
of the banks, subject as they will be to very great pressure in a matter of this kind. 
If they know that they can get notes freely, the temptation to adopt a lax loan policy 
will be very great. In order, therefore, to ensure that this is not done, and the gold 
standard thereby endangered, it is, in our judgment, imperative that the issue of 
fiduciary notes shall be, as soon as practicable, once more limited by law, and that 
the present arrangements under which deposits at the Bank of England may be 
exchanged for legal tender currency without affecting the reserve of the banking 
deparbnentshall be terminated at the earliest possible moment. Additional demands 
for legal tender currency otherwise than in exchange for gold should be met from the 
reserves of the Bank of England and not by the treasury,so that the necesaary checks 
upon an undue issue may be brought regularly into play." 

U Wheneyer before the war the bank's reserves were being depleted, the rate of dis
count was raised. This, as we have already explained, by reacting upon the rates 
for money generally, a.cted as a check which operated in two ways. On the one 
hand, raised money rates tended directly to attract gold to this country or to keep 
gold here that might have left. On the other hand, by leBBening the demands. for 
loans for buaineBB purposes, they tended to check expenditures and so to lower pnces 
in this country, with the result that imports were discouraged and exports encouraged, 

.. From the report of tho British committee on currency Bud foreign exchan~o (frequently called the 
CunliHe report) reprinted In the Federal Reserve Bulletin, Decemher, 1918, pp. 1178-1192 • 

•• Federal Reserve Bulletin, December, 1918, p. 1187. 
" Ibid., pp. 111*-1185, .. 
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and t!:te exchanges thereby turned in our fav.or. lT~eEs ~his twofold c~ec~ is kept ill 
working order the whole currency system WIll be Impenled. To mamtam the con· 
nection between a gold drain and a rise in the rate of discount is eEsential. " .. 
tiP. An examination of our own experience during the past three years does much to 
confirm the wisdom and the correctness of the conclusion of the Cunliffe report. 
The machinery and safeguards set up in the reserve act as ori"ainally enacted also 
bear evidence of wholesome appreciation bv the framers of the act of the danaer of 
laxity in the administration of credit under a system of elastic note issue. 

0 
The 

power to issue notes was separated from the power to make discounts. The latter 
was given to tIle Federal reserve banks, subject to certain review by the Federal 
Reserve Board; the fonner was exclusively vested in the Federal Reserve Board. 
It was not alone for the sa.fetyand protection of the note holder, but also for the pro
tection of the general community against the consequences of excessive or illregu
lated issues of credit and currency that this arrangement was made. It was per
ceived that the power to regulate the currency carries with it an indirect but con
siderable power to regulate credit; for power over currency is, in enect, and, within 
limits, power over reserves; and power over reserves is power over credit. Close 
attention, therefore, should be given by students who are mterested in the develop
ment of methods and practices of reserve banking in the United States to the bearin .. 
of currency issue and re"oulation upon credit control. Much more importance, i 
believe, attaches to the function of currency re"uuIation than is ordinarily recog
nized by economists in the United States. By increasing or diminishing the fidu
ciary element in the Federal reserve note, or-t!tat~ the proposition in terms of 
gold-by diminishing or increasing the gold element m the note, the Federal Re
serve Board has the power to protect the reserves of the Federal reserve banks ao"Rinst, 
or to expose them to depletIon and thus to affect their reserve ratios, and thereby 
make their ratios more faithful economic indicators, both to the banks and to the 
p'ublic, of the credit situation and outlook. Regulation of Federal reserve note issue, 
if wisely conceived and competently administered, is capable of use as a preventive 
measure against an undesirable expansion· of credit in its earlier. and more insidious 
stages by making the supplying of currency by reserve banks eat into their reserve 
more rapidly, thereby making their reserve ratio a more trustworthy reliance than 
it now is as a guide to credit policy. 

The line of reasoning pursued above may seem to overlook or run counter to the 
well established theory that a truly convertible bank note currency, such as is the 
Federal reserve note, is self-regulating, and can not, except temporarily, be issued 
in excess. Our Federal reserve note is, no doubt, self-regulating in the sense that 
its volume adiusts itself to the volume of circulating deposit credit and the level 
of prices. It 18 not, however, by this test alone, or by this test primarily, that the 
self-regulating quality of a convertible currency is to be tested, more especially in 
view of the widespread derangements in the machinery of monetary standards and 
international exchanges which exist at this time and which promise to continue 
for a. very considerable period of time. The theory that a convertible bank note 
currency is self-regulating and supplies its own corrective aouainst overexpansion 
was in the nature of a corollary of the gold standard when the monetary and bank
ing practices associated with the gold standard were in effect in a considerable num
ber of countries. It was on such assumptions, and under the monetary conditions 
that existed in Europe before the war, that gold reserves 43 and ~onvertible bank 
note issues of the several leading countries had a very definite and important sig
nificance as economic and credit regulators, more particularly as devices for setting 
in operation deterrent or corrective forces aouainst credit expansion and price in
fiation. The theory of the self-adjusting character of a convertible bank note cur
rency undoubtedly has much validity in normal circumstance&-in such circum
stances as existed prior to 1914. When the commercial world, or a sufficiently large 
number of the leading commercial countries, are operating on a gold basis, and prices 
in these countries are gold prices, the international fiow of gold undoubtedly does 
much to act as p deterrent to excessive credit and currency expansion in gold standard 
countries. Currency and credit expansion, and rising prices, in such circumsta,nces 

II }'ederal Reserve Bulletin, Dec., 1918, p. 1183 . 
.. Looking at the matter ofresorves from the economic point of view, the adjustment or the volume of a 

country's credit and bauking currency to what is uecessary to maintain prices at their proper economic 
level way be described as the most important function of a nation's balllting reserve. The gold of the 
world and the new gold as it comes from the mines is constantly in process or distribution and redistri
bution. It is thus that the international price level is maintained or rectified in accordance with under
lying conditions governiu~ the equation of international demand and supply of the different countries._ 
As such, the gold reserve IS au economic regulator of the ... ery first importance. It is a method of testing 
the character and volume of a country's credit and currency and so keeping it !rem getting out of line with 
economic requirements, particularly in relation to world c.onditions. (American Economic Review, 
Supplemeut, Vol. IX, No.1, p. 142, article entitled "After-War Readjust"","t: Liberating Gold.") 
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bring about an unfavorable balance of trade, raise the foreign exchanges, and set 
in motion an ou~ow of.gold and a re~urn flow of bank no~ for reuemption in ~ld 
to meet the foreign dram. All of thlB may be freely admItted; but the conditlons 
whk-h the theory of the self·controlling character of a convertible bank note cur
rency nasumel! do not now exist because the conditions requisite to the functioning 
of an c;,~tive go!d standard do n!lt exist. The theory of bank note convertibility as 
a protectlon agalOst overexpansIOn therefore bresks down. The larger portion of 
the commercial world is not now on a gold basis, though the United States is. No 
one ('ountry, however important, can, by itself alone and for itself alone, maintain 
an ef;ective gold standard. The monetary history of the United States in recent 
yrors conclusively establishes this proposition. The gold movements involving 
the United States in recent years have been predominantly one-way movements. 
We hold a disproportionate part of the world's stock of monetary gold and are adding 
to our holdings--fl new gold movement of large dimension and portentous signifi
cance having recE'ntly set in." Convertibility as a protective device haslittJemean
iug in such a situation. The self-rc,,"Illating quality of our bank note currency has 
therefore been in abeyance, and has offered, and could offer, no protection, or at any 
rate no adequate protection, against the insidious process of gold·credit inflation. 

Lacking the agency of two·way gold ftoWB, in proper relationship, we must find and 
eet up BOrne other agency, at least eo long as present abnormal conditions continue,· 
for regulatinrr our currency-and that means primarily for determining. its volume in 
accordance wlth changing conditions and requirements-if a good credit situation is 
to be reestablished and maintained in the United States, and the likelihood of the 
repetition of costly alternations of feverish activity and painfuJ recession in business 
iH to be reduced, or at any rate the violence of such alternations to be mitigated. 
'rhe agency I am proposing for this purpose is the adoption and the development by 
the Federal reserve system of a currency policy and a gold policy designed to orerate 
uron the reserve ratios of the several banks so as to make those ratios a better mdex 
o the credit situation and a better ~ide to credit policv. I use the term "credit 
policy" rather than' 'discount policy' because the former is a broader conception and 
because the latter implies pretty exclusive reliance upon changes of discount rate as 
the instrument of credit control. The maintenance of good credit conditions appears 
to me to make the problem of credit administration one of credit regulation rather 
than one of credit control. Prevention, rather than control, should be the objective 
of a competent credit policy in the United States. This is not to say that changes of 
discount rate have no place in credit policy. They have, indeed, a very important 
plaee, but credit policy does not place exclusive reliance on rates; because regulation, 
not control, is its purpose. It aims to deal with tendencies or situations in the making, . 
rather than to await their development before actcing. While credit policy uses the 
rate as an instrument, it does not make the rate its only reliance, and when it uses 
the rate, uses it in time so as to prevent the necessity of resort to extreme and puni-

.. not,...-n Oct.15, 1920, and April 15,1921 (the latest date Cor which IIJ'U1'OS are available) the Federal 
"""rve banks have incl<'8Sed their gola holdin,."S by the amount of 1294,778,000. The great bulk of tbis, 
ag~Pf'egating 1251,608,000· represents accessions since Dec. 10, 1920. 'thIS is mainly new gold from the 
t-louth Arrican mines, b011~bt in the London market for Amerirsnaccowlt because of the premium on the 
doilar, and because 01 the lurther fact that the United States is a Iree gold market. The increase thus 
<>crosioned In the reserves of Ihe ~'eJeral reserve banks ha.. had a pronounced e!leet upon the rise of their 
rf'Serve ratio. .. 

!!etween Oct. 15, 1920, and Apr, IS, 1921, tho reserve ratio 01 the 12 banks combined increased 31 
JWr ('ent, and that of the New York FeQ(~ral rec;('rve hank increased 44 per cent, as the tabulation below 
slIows. A careful calcutation indicates that the 31 per cent in<>rea.se for the 12 banks combined is attribut.
able to the three factors involwd in the followin~ proportions: Decline in Federal reserve note circulation, 
11 per cent; decline in depOSits, 4 per cent: and increase in reserves, 16 per cent. ~~or the New York bank 
the ratio shows a rise of 44 per cent, distributed as follows: Decline in Federal reserve note circltlation, 9 
per cent; decline in depOSits, 6 per cent, and increase in reserves 29 per cent. 

Twelve banks combined. Federal reserve liank of 
New York. 

Item. 

October 15. , April 15: October 15. 

Note liabilities. ................... ••••. 13,353,271,000 $2,868,527,000 $875,737,000 
V.posit liabilities.. •••••••••••••••••••• 1,915,731,000 1,754,943,000 764,466,000 

Deposit and note liahl!ities com-
bined ••••••••••••••. '." •••••••• 5,269,002,000 4,623,470,000 1,640,203,000 

Total reserves...................... ............... .......... 2, 154, 911, 000 2,485,077,000 607, 460,000 

Reserve ratio........ •••••••••••• ••••••• 40.9 53.7 37.0 

April 15. 

1762,173,000 
680,2&'1,000 

1,442,456,000 
767,474,000 

53.2 
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tive levels. Having regard to the practical and traditional importance of the reserve 
ratio as the conventional credit and banking indicator, credit policy administers 
currency and gold so as to support its purpose b)' acting on the banking reserve and 
checking the development of lax loan policy tendencies on the part of either reserve 
banks or member banks. Thus are gold policy and currency policy not only com
ple!Dentary to one another but also inseparable elements in a comprehensive credit 
policy. 

It would lengtJ;ten this paper unduly, even were this the proper place and occasion, 
to describe the modus procendendi which would be necessary in order to give effect 
to the ideas which have been set forth on Federal reserve policy for the future. The 
discussion has concerned itself with matters of experience, with matters of theory. 
and with questions of principle and of policy, rather than with a program of acti,On. 
The revision of our reserve bank practice, and the recasting of reserve bank accouIlt
ing which would be necessary under a plan designed to give effect to the principles 
su~gested, would not, however, present a difficult problem. 

?rhe main change in the published weekly statement of the Federal reserve banks 
that would be necessary would be to report the specific note reserve, held by the 
Federal reserve agent, and the specific deposit reserve, held by the bank. The exist
ing practice 45 of stating the reserve position theoretically in the form of a ratio derived 
from a comparison of total reserves with combined note and deposit liabilities should, 
be discontinued, or, if continued, be given merely for purposes of theoretical com~ 
parison, by the Federal reserve system, and a form of statement should be set up which 
would show the reserves actually held against deposits and notes respectively and 
separately, as the law contemplates.46 . 

The eXlSting gold holdings of the reserve banks should be reapportioned between the 
deposit reserve and the note reserve. To the deposit reserve might be allocated an 
amount of reserve money equivalent, say, to 45 per cent" of their deposit liabilities as 
of the date when the new form of accounting would become effective.48 To the note 
reserve should be allocated all the remaining reserve, and, as the law requires, be in the 
form of gold. 49 

The reserve thus allocated to the deposit reserve should be regarded as the working 
reserve of the banking or discount department of the Federal reserve bank. The 
banks should be expected to conduct their discount operations on the basis of thitl 
reserve. Until conditions justified, the amount of this reserve should not be changed. 
Fresh accessions of gold received by the banking department should be transferred t() 
the note reserve by way of substitution for other collateral held by the Federal reserve 

• agent, or in exchange for Federal reserve notes. Withdrawals of gold from Federal 
reserve banks for foreign shipment should, for the pl'esent at least, be taken out of the 
note reserve by the presentation of Federal reserve notes for redemption in gold or by 
the substitution of commercial collateral for gold in the security held by the Federal 
reserve agent. The deposit reserve held by the banking department would thus be 
fairly constant in amount; the note reserve, on the other hand, would be variable in 
amount, fluctuating mainly in accordance with changes in the international flow ~f 
gold, increasing when an influx was in process and decreasing when an outflow was m 
process. 

While the deposit reserve under the arrangement proposed above would be consta,nt, 
the deposit reserve ratio would not be constant, but would fluctuate. Any expaUSlOn 
of the loan account of the Federal reserve banks would quickly reflect itself in the 
diminution of the reserve ratio below 45 per cent; any diminution of their loan account 
would quickly reflect itself in an increase of the reserve ratio above 45 per cent. ~n 
brief, fluctuations in the reserve ratio would reflect quickly and accurately changes m 
the volume of the reserve banks' discounts . 

.. The Apr. 15 statement of the 12 Federal reser,e banks stated the reserve position for the banks com
bined as follows: 
Ratio 01 total reserves to deposit and Federalreser"e note liabilities combiued. _ ... _ ........... 5:1. 7 per ce'!t 
Ratio of ftOld reserves to Federal reserve notes in circulation after setting aside 35 per cent &gamst depos,t 

liabilities .......................................................................... : ...... 65.2 per cent 
The actual allocation 01 r .. 'erve moneys on that date showed, however, that an amount 01 gold equal to 5Z 
per cent of notes in circulation was held by the Federal reserve a~nt or in the gold redemptlOn fund, and 
that an aInount of gold and lawful money equal to 56.5 per cent ofthe1r deposits was held by, or lor account 
of,thebank.. t 

'a" Every Federal re'erve bank shall maintain reserves in gold or lawful money of not less than 35.per cen 
against its deposits and reserves in gold of not less than 40 per cent against its Federal reser"e notes1ll8ctuai 
circula.tion."-Federal reserve a('t. section 16. 

" This would provide a potential basis for an expansion 01 over $500,000,000 of reserve bank credit before 
the deposit ratio would reach the legal minimum of 35 per cent. . 

.. A re.erve of 45 per cent represents tbe approximato reser"e ratio against the combined note and dep05lt 
liabilitie3 of the 12 banks at the beginning 01 the year 1921, when .the gold Inll!", began. . 

"The apportionment above proposed would result, on the baSls of the April 15 statement, in the sbiftmg 
or abont $200,OnO,ooo of the gold now held In the banking department to the Federal rosen'e agent's depart
ment. and give a reserve ratio against notes of 59.1 per cent. 
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From time to time the situation of the reserve banks as a whole, and of the several 
reserve banks individually, should be reviewed in the light of current credit condi
tions and needs in order to determine whether any reapportionment of reserves should 
be madEj; whether, e. g., any given bank should enlarge its deposit reserve at the ex
pense Gf its note reserve. The modus operandi for effecting such enlargement would 
be for the bank in question to substitute commercial paper for gold as the collateral 
security pl~ged with t.he reserve ag~nt for notes issued to the bank, the gold thus 
released bemg covered mto the depoBlt reserve. So far as the bank's reserve position 
was concerned, this would be tantamount to the transfer of a certain amount of gold 
from the note reserve to the deposit reserve in order to give the bank an enlarged 
basis of lending. .. 

As a result, the reserve ratios of the Federal reserve banks would have a meaning not 
now possessed by them. As the banking and business community came to be educated 
to the new method of stating the position of the reserve banks, primary attention would 
be paid to the movements of the de~osit reserve ratio: that ratio would be the imme
diate gauge of the banking and credit situation. As credit expansion was in process, 
that reserve ratio would decline much more rapidlr than it now does. It would be a 
faithful indicator of what was going on. It would rlSe only in reaction to a decline in 
the rate of expansion or as liquidation was in process. Moreover, as the community 
came to appreciate the significance. of changes in the deposit ratio, that ratio would 
come to be r6!:arded with heightened interest because of the evident bearing, in the 
logic of reserve banking, of changes in the reserve ratio upon credit and discount 
policy .. Andth.us would t~e.problem o~ credit administration also be simplified and 
Its solutIOn be aided by antic~patory actIOn, both on the part of the banks and on the 
part of the borrowing community. 

The note· reserve ratio, under the scheme of operation here under consideration 
would have real significance as indicating the extent of the gold cover against Federai 
reserve notes. Fluctuations in the note reserve ratio would indicate the increase or 
decreare of }'ederal reserve notes outstanding, movements of gold into and out of the 
Federal reserve system, and reapportionment of existing gold holdings between the 
deposit reserve and the note reserve. In times like the present, when a heavy flow 
of gold toward our shores is in process, the effect of the proposed plan would be to 
give, or rather to restore .. to the Federal reserve note more of the character of a gold 
certificate, which it haa in the first years of the system, and to set up, under the 
guardianship of the Federal Reserve Board, a super reserve. When gold was accu
mulating" III the hands of the Federal reserve banka, the banks would substitute 
gold for other collateral pledged with the Federal reserve agent as security against 
outstanding issues of notes, new issues of Federal reserve notes being made only in 
exchange for gold until conditions arose which justified the issue of notes against 
commercial collateral. &1 

Thus would the new accessions of gold brought to us purely because of the derange
ments of international exchanges be kept in storage, as a note and super reserve. 
There this gold would be held a"aainst the day when it will, in part, have to be re
turned to Europe in the process of restoring the gold standard ther~ undertaking 
in which we, hardly less than Europe, have both an interest and an obligation: and 
in the meantime it would be where it could be drawn into the banking or deposit 

60 Similarlv, when silver and legal tenders are act':umllJating, as has recently beeD tl:e (use ((In Arr.I5 
the ~'eder.l reserve banks held $198,198,000 of silver and legal tender notes, the }'ederal reserve bank of 
New York balding $IJO,428,000 of thiS aInOWlt), the reserve banks should pay tbem out in supplying the 
demand of member banks for currency . 
.. 61 SUPPosing the reserve statement for the Federal reserve system were revised so as to re~ort the deposit 
reserve and note reserve sep~ratelYJ the following example shows what etIect a trsD§fer of '_OOJO~IOOO from 
the deposit reserve to the note reserve would have on the respective reserve ratios on the basis of me actual 
allocation of reserves "" of Apr. la, 1921: 

N ate reserve (i. e., gold with Federal reserve agent and in bank's re-
demption fund) .•.•••...••••••••••••.•.••••••••••••••••••.•••••••••.••. 

~:S;~I ~::~: 2ot~ ~ (''l!-~~8~~~.~~~~~: ::: :::::: ::::::::::: ::: :::: 
Tot.al deposits .••• ; •.•••••.•.••••.••.•••.•.•.••••••••.••••..•••••••••••.. 
Ratio:. '. 

Reserve agaInSt notes ...................... " .... " ..................... . 
Reserve against deposits ••••••••••••••••••••••••• "' ••••••••••••••••. 

Before traDsfer After transfer 
of $200,000,000 of $200,000,000 
to note reserve. to note reserve. 

$1,493,001,000 
99'l, 076, 000 

2, t)68, 527, 000 
1,754, 94:l, 000 

52.0 
56.5 

11,693,001,000 
792,076,000 

2,868,527,000 
1,754,943,000 

59.0 
45.1 
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reserve, whenever circumstances justified its use to raise or restore the deposit reserve 
ratio at thE experise of the note reserve ratio. Thus would these ratios attain a si"
nificance and value as indicators and guides not now possessed by the Federal resen~'e 
reserve ratio, aJ;id gold policy} currency policy, and credit policy become constituent 
and compensatmg elements In a balanced scheme of :Federal reserve policy, whose 
primary purpose should be to promote and maintain a healthy condition of busines& 
and industry by regulating the flow and volume of credit with regal'd to the trend of 
business and the volume of production. 

A. C. MILLER. 
FEDERAL RESERVE BOARD, Washington, D. C. 

Senator LENROOT. I would like to ask this question, Governor: 
If the discount rate had been ra:ised, and the interest on the Govern
ment issues had ,also been raised, would not the high price levels 
have been reduced, in your judgment ~ 

Gov. STRONG. Of course, Senator, that is 'a very difficult question 
to answer. My belief is, and I must express it with no supporting 
data, that such control as could have been exercised over the price. 
level depended on a judicious and very skillful fixing of those interest 
rates on the Government loans and discount rates by the Federal 
reserve banks, with due regard to the interests of a great many 
other institutions and concerns that also had to be protected; as, 
for instance, the insurance companies, and the savings banks, which 
held a large volume of seCUrIties, and which they feared miO'ht 
be depreciated in value. In general, it might be true that a hig~er 
interest rate mi~ht have exercised some restraint on rising prices, 
and some restramt on expansion. But I feel that a fair comment 
upon that period is to look at it from the other point of view, that 
prices advanced in response to competitive bidding, which could not 
be controlled, certainly in the early days of the war, and the Federal 
reserve system was a bystander, expressing it that way, of that pro
ceeding. They just kept the books, Senator, as to these price ad
vances and increases, and as the currency expanded. 

Senator LENROOT. When you speak of the early days of the war, 
do you mean the European War ~ 

Gov. STRONG. Yes; and after we got into it. 
Senator LENROOT. Why could we not have controlled it after we 

got into it ~ • 
Gov. STRONG. I do not think it was physically possible so to 

organize the country in that short time so that all competitive buying 
could be eliminated. It was eliminated, as you know, after some 
months of effort, very considerably; price control came, and a con
trol over exports and imports and through rationinO' of particular 
industries to some extent, and extending credit only to those mdustries 
that were necessary for the production of war material. All of those 
elements were introduced, and those things were controlled in part 
br the War Industries Board. But it could not limit the buying 
o the civil population. 

Senator LENROOT. Just one other question. Assuming that a 
higher interest rate would have tended to bring the prices down, the 
Government .indebtedness would not h~ve been as great, and the 
Government itself would have gained; we will now have to pay 
these obligations on the lower.ed price level, in all, p rob ability ~ 

Gov. STRONG. That is true, if the control had produced lower 
prices; that is, the price levels would have been lower,-- , 

Senator LENROOT (interposing). But you have no way of deter
mining what that would have been W 
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Gov. STRONG. It is an interesting subject of speculation, Senator. 
Concluding this discussion of the characteristics of the' second 

division of the seven rears, I want to say just a word about the 
policies of the Federa reserve bank of N~w York; they were es
pecially directed to keep expansion at a minimum, but nevertheless 
to plac!, the Government loans successfully, even though it involved 
expanSIOn. 

Representative SUMNERS. WllO gave that direction, Governor? 
Gov. STRONG. As to the policies f 
ReJ>resentative SUMNERS. I understood you to say that the New 

York bank was directed--
Gov. STRONG (interposing). The policy was directed-
Representative SUMNERS (interpos~g). I beg your pardon. 
Gov. STRONG. Our policy was directed toward that end. Possibly 

I did not express that clearly. During this period we were constantly 
engaged in urging discrimination by aU banks in our district, and I 
think it was general throughout the country, to discriminate in favor 
of loans to the industries which were necessary to the war and to 
the production of materials necessary to the maintenance of the 
health and morale of the people, and to restrict. those that would be 
fostering needless expenditUl'e by the people during that period. 

Now, as to the third period. The armistice was signed in Novem
ber, 1918, and I fixed the beginning of the third period as about 
August, 1918, and its conclusIOn at some indefinite period during 
the summer of 1920. When I come to read extracts from the original 
records of. the bank, you will find that our policy presents a marked 
contrast to the previous period-that is, wnen we were struggling to 
raise money for the Treasury for war purposes. In August and 
September, 1918, the feeling began to spread that the war would 
terminate favorably to the cause of the Allies. A spirit of optimism 
developed, which had its first manifestation in a rising stock market 
in New York, as is almost always the case, and an increasing tendency 
to speculate., , 

Prior to that time we had established a system of reports which 
was so comprehensive that we knew every day about what was going 
on. I shoUld say about the middle of August we begaI). to get 
our first warnings as to the possibility of speculation. After the 
signing of the armistice, of course, there arose a fear of a very sharp 
reductIOn in our export trade and a very sharp reduction in tne 
demand on the part of the United States Government for goods for 
war purposes. Much concern was also expressed about the unem
ployment which would result from this'cessation, and the unemploy
ment which would result. from bringing the men home from Europe, 
and releasing the men who were then in training in the cantonments. 
This feeling caused a cessation iIi. buying, and there was a short reces
sion in busmess for the :{leriod, say, between January and March, 1919. 
I weU recall numerous mquiries being made at the bank in February 
and March by taxpayers who were making their returns for income 
taxes, showing that profits which they had returned for the :{lurposes 
of taxation in statements as of January 1 had been almost Wlped out 
by the decline in value of inventories that subsequently occlll!ed 
down to, say, March; It appeared for a time as if the speculatIOn 
we had feared would not go very far, because of the .natural and 
inevitable cessation of business resulting from the cessatIOn of war. 
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But after March 1, as I think can be shown from data which we 
have here, this' speculative tendency began to develop to a very 
marked degree, and by gradual stages it worked up and matured 
into a veritable orgy of extrava~ance, waste, and speculation; there 
was, in fact) a competition to ouy anything at almost any price. 
This culminated in the early summer of 1920. 

Now, the first rumblings of a coming break appeared in March 
and April of 1920, in Japan, where I happened soon after to be travel
ing, I was there at the height of their period of liquidation and distress 
and had opportunity to observe on the ground exactly what was 
transpiring. It has frequently been said that the percussion cap 
which started distress in Japan was the sudden cessation of the 
demand for silk in the United States. I do not think that is quite 
accurate. The Japanese exporters had suffered the misfortune 
through various causes of a very wide and effective propaganda in 
China, boycottinO' Japanese goods. And I was told of vessels that 
were held up in Bhinese I,>orts, not being able to unload their goods; 
and that was also coincIdent with thf;l cessation of the buymg of 
silk in this country. This reaction extended from Japan into China, 
the Dutch Indies, India, and E~pt, and the same conditions pre
vailed generally throughout the ~ast. 

Representative SUMNERS. When you say the same conditions, do 
you mean the attitude of those people toward Japanese silk, or the 
internal conditions of the country ~ 

Gov. STRONG. No; I am referring to the condition of trade gen
erally. The demand for rubber, for instance, had slackened off so 
that on the Malay Peninsula, through which I traveled for many 
miles, there were miles and miles of rubber trees with no one paying 
any attention to them; they were not even being tapped. 

And in India, other complications arose. The rup'ee suffered a 
sudden colla}>se with the collapse in the price of silver, and im
porters who had contracted for goods on the basis of the former 
value of the rupee, when the goods arrived found themselves in 
difficulties. And trade had become most stagnant in India. The 
conditions were similar to those which we have passed through and 
are passing through now in this country. .' 

Senator LENROOT. Governor, I take it you do not wish us to 
understand that that was because of our break, but that the con
ditions manifested themselves there first ~ 

Gov. STRONG. I think all you can say is that it started there 
first, and it was bound to come here at some time or other. 

Senator LENROOT. Now, say, from March on, did you all the time 
believe that it was bound to come ~ 

Gov. STRONG. I think we believed it was bound to come, Senator, 
at the bank in New York back in 1919. This is 1920 to which I 
am now referring; and we felt, in 1919, that the speculation was 
bound to topple over. And at a later point in my statement, I 
wish to read to you various extracts from the publications of the 
bank, and correspondence of the bank-public and private-which 
will give you, I think, exactly the point of view of the Federal 
reserve bank of New York during that period. 

Representative SUMNERS. Then let me ask, when did your bank 
first begin to take measures to meet this condition ~ 
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Gov. STRONG. I should say, sir, that the first measures were 
taken as early as August, 1918. That sta.tement relates to the 
operations of an auxiliary organization conducted by the Federal 
reserve bank in connection with floating the loans of the Treasury, 
known as the "money committee," to which you may have seen 
references made at different times. As I have·Just stated, our first 
signal was in August, 1918, when we saw a possibility of speculation 
in stocks developmg and tried to control it. 

Senator LENROOT. Then, Governor, do I take it that you expect 
to develop to the commission that your bank tried, back in 1918, to 
prevent further e:xpansion ~ 

Gov. STRONG. I do expect to do that, Senator. 
Coming to the {lolicies of the Federal reserve bank during this 

period of specillatIOn and rising prices, I was just about to say, 
following my notes, that our policy at that time was to endeavor, 
by every means at our command, to arrest this development. It 
will be necessary, however, in order to understand our difficulties 
in doing so, to try to take you back to the atmosphere of those days. 
You will recall, as soon as the armistice was signed, there developed 
an insistent demand to restore business to normal conditions and 
relieve it from the restraints that were found necessarl during 
the war period. The cry was" Business back to normal,' and the 
response to that demand was, in fact, to remove those restraints. 
The various organizations set up in the different branches of the 
Government to control advancing I>rices and to bring about an orderly 
administration of the various war branches of the Government were, 
one by one, disbanded. The effect of lifting the restraints was, 
naturally, one of buoyancy. The people had economized for two 
aIid a half years, and they- wanted now to enjoy themselves. And 
the psychology of the people during that period was a very important 
influence. But from an economic point of view, we must remember 
that while the war was over in actual combat, in finance it was far 
from over, because we still had ahead of us a loan which at that 
time we felt would be about S6,000,000,00Q-the Victory loan. 

Now, the fourth period, into which the third period gradually 
merged, the period of declining prices and liguidation, marked the 
greatest decliiie, I believe, in values of commodities that has ever been 
witnessed in modern times. (See p. 498.) It commenced with silk and 
wool, and gradually extended to cotton, rubber, sugar, and other of the 
basic commodities. At first the decline was gradual, but it became 
greatly accelerated, until toward the end of 1920 in some com
modities the price decline was almost perpendicular .. It slowed 
down in December, and in January and Feoruary of this year the 
decline had been largely arrested; one should not speak too broadly 
on this subject, but after the turn of the year the decline was greatly 
arrested. 

During this period the policy of the Federal reserve bank of New 
York was governed by a develepment with which I believe few people 
are familiar, and I would like to describe that in some detail . 
.. Representative SUMNERS. In this period, the .discussion of ~hich 
you are about to enter,· do you propose to descrIbe what yoU: dId to 
arrest speculation, and what you did to arrest speculation afterwards ~ 

58589-21-PT 13--32 
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Gov. STRONG. I am at the J>resent time outlinino- the periods, 
and in a few words the policies of the bank, and later f expect to tell 
you how we exercised those policies. 

When the public stopped buying and consuming loods-I am 
referring to tlie periQd of declining prices-as they di in the sum
mer of 1920, it was just like closmg the outlet of an elastic pipe, 
with water being constantly forced m at the other end. The pIpe 
will certainly expand, and it did. When consumption stopped at 
the point of retail distribution, production at the point of origin 
still continued. The retail stores largely paid for the goods that 
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they had contracted for, but discontinued orders from the whole
sale merchants and manufacturers fOe new goods. The middlemen 
or wholesale distributors delivered such goods as they could which 
they had contracted to sell, but they discontinued buying new 
goods, and simply took those which they had contract~d to bl!Y· 
It was the same way with the manufacturers and theIr supplIes 
of raw material; they took the raw materials already contracted 
for, but they discontmued buying further new supplies of raw ma
terial from the original producers. 
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~er~ .were also many .cas~s, as we know, where, probably due 
to mablhty to finance dehverles, contracts were canceled right and 
left. It was II. very common thing, under those conditions that 
goods which had been contracted for and were in process of ~anu
facture and .were ~ot t~ken by th~ purchaser, had to be carried. 
So that durmg this period goods piled up all aloner the line. The 
o~~lets were closed at one end of the line, but production kept 
pilmg up. 

Now, what happened as a result of that 1 I want to describe it, 
if I ~ay, as a row of blocks standing on end, the block at one end 
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representing consumption, and the block at the other end repre
senting the production of the raw material. What would happen 
if a blow was stru9k at the block represent~g consumption 1 The 
blow by the ultimate consumer, at the retaIl end of the row, was 
reflected back instantly to the raw material production, and the~e 
was an immediate collapse in prices of raw materials. And that IS 
the characteristic of periods of depression, that ~he first to suffer 
collapse in prices is the producer of the raw materials. 
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It was during. this period of decline in prices of raw materials 
and of the backmg up of goods when, notwithstanding the declin
in'" prices, you will find that the loans of the Federal reserve bank 
dia not decline. (See p. 499.) The price decline was very sharp as 
is shown by our charts. The curve of prices dropped quite markedly, 
but the volume of bank loans, as shown on the charts of the Federal 
reserve bank, continued to rise for some time before it began to go 
down; indicating, as I have attempted to describe, that the first 
resul~ of this curtailment of consumption was a pressure-upon the 
bankmg system for credit to carry these goods, and a dec::.:I.e C!f the 
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curve representing bank loans could only be expected when cClnsump
tion began and debts were paid. 

Now, from this chart you will observe the decline of prices. 
These are the wholesale prices. You notice the decline is very 
sharp, and the bank loans-these are national" banks-the loans 
were maintained at these levels [indicating]; but the other chart--

Senator LENROOT (interposing). Could you indicate on that chart 
approximately when the policy of the Federal Reserve Board was 
fiXed with reference to expansion ¥ 
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Gov. STRONG. Yes; there is another chart which will show that 
I think, a little better. ' 

Senator LENROOT. I would like to know with relation to that 
peak of prices; that is what I am after. 

Gov. STRONG. The policy of resistance to expansion, Senator I 
should say-of course, it developed gradually as conditions seem'ed 
to make It necessary-I should say that the policy of resistance to 
expan~ion came in about at this point [indicating on chart], fairly 
early m 1919. . 

Senator LENROOT. There was positive action of the Federal Reserve 
Board in the spring of 1920 ~ 

RepresentatIve J.fiLLS. In December, 1919. 
Gov. STRONG. November, 1919. (This refers to rate increase anti. 

the high point of prices.) -
Senator LENROOT. Was it December, 1919, the date of the high 

point 1 
Representative J.fiLLS. December, 1919, was the date. 
Gov. STRONG. No; May, 1920, high point of prices. 
Senator LENROOT. Now, where would that be indicated on that 

chart 1 
Gov. STRONG. Each of these blocks, Senator, represents a year. 

That was the year 1920 [indicating]. 
Senator LENROOT. Yes; I understand. 
Gov. STRONG. Now, it is important to bear in mind, however, in 

examining a chart of this -character, that the manifestation of what 
was goin~ on was different in different sections of the country, and I 
thinK it IS axiomatic, for some reason wh:ich can hardly be exactly 
known, that the first sense of the commumty to detect these changes 
is expressed possibly in the money and the stock. market; and, as I 
sholl hope to show, in New York we had our first warning of the 
possibilities of the speculative development as early as August, 1918, 
before the war ended. But it takes a long time for that sentiment 
to develop and go through the various cycles of development until 
it reaches the apex, as shown on that chart. 

Representative TEN EYCK. You are going to submit those charts 
for tIie record, are you not, Governor 1 

Gov. STRONG. Yes, sir; I have quite a collection of charts to 
submit to the commission. 

Now, as to our policy during this period of declining prices, I 
may say it was the most difficUlt perIod that we have experienced 
in the reserve system, or, at least, in the Federal reserve bank in 
New York, filled with complications which I could describe ad 
nauseam to the committee. But our policy was designed to en
courage the extension of needed credits-that is, by the member 
banks. That is where the original policy must be made effective
at the loan window of the member banks. 

Representative MILLS. Now you are talking of the period begin-
ning in August, 1920, are you, Governod . . . 

Gov. STRONG. No, sir; I am talking about the J>erlod of declining 
prices which began, say, in the s~er of 1920, and exten~ed to, say, 
the early winter of 1920. That is the period of the ve~lca~ fall !n 
prices. By gradual stages, of course, as developments Justified It, 
our policy changed. 
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We were at 'first resisting expansion. It then became necessary 
to encourage the bankS to extend credit to those who needed it, in 
order to meet the difficulties of overburdened inventories, to which 
I referred, due to this backing up of O'oods, and in order to enable 
them to fulfill existing obligations ana engagements that they had 
entered into, not only III connection with tlie greater volume of busi
ness in the expansion period, but in connection with the greater 
volume of business at a much higher level of prices. The strain upon 
credit then was the most difficult thing we had to meet, because 
then the question of goodness of credit for the first time entered into 
our problem. . 

Senator LENROOT. Might I ask you before you go into that, Gov
~rnor, to go back just a moment. I would like to ask you just this 
question, as to what were the results of the efforts of the Federal 
Reserve Board or your bank to resist expansion ~ 

Gov. STRONG. Well, sir, it would be necessary for me to tell you 
what would have happened if we had not done it, and that is a very 
difficult thing for me to do. It is just a belief. 

Senator LENROOT. It was effectual, in other words 1 
Gov. STRONG. It was effectual in many directions, but in many 

directions we were like prophets crying in the wilderness. We 
could not stop that rage of speculation by any means at our com
mand, at least so it ap}!eared at that time. 

Senator LEN ROOT . So that result occurred beginning with the 
action of the raise of the discount rate in December. Was that what 
produced the marked effect ~ , 

Gov. STRONG. I was going to discuss that later, but let me inject 
here, that through all of that period our policy was necessarily 
affected by the necessities of the Treasury, but on the other hand, I 
believed then, and I believe now, that the basis, the fundamental 
basis of restraint upon speculation rests upon the cost of credit, and 
that the policy of raising our rates was necessary and justified, and 
without the adoption of that policy this expansion which took place 
would have gone to unparalleled levels. 

Senator LENROOT. Then leaving out of the question for the mo
ment the necessities of the Treasury, if this action had been taken 
directly following the armistice we would have been much better off ~ 
Or I may put it this way: As soon as it was apparent that this wave 
of speculation was on, following the armistlCe, if this action had 
been taken we would have been much better off 1 

Gov. STRONG. Well, sir, I wish I might answer that question 
directly and categorically, but it is an exceedingly difficult one to 
answer, Senator. 

Senator LENROOT. Well, if it had the effect in December, 1919, 
that you say, would it not have had the same effect earlier without 
reaching these higllievels ~ 

Gov. STRmw. Yes; but it might have had very much more unfor
tunate effectl! in other directions. 

Senator LENROOT. I was leaving out of consideration the Treasury 
for the moment. . . 

Gov. STRONG. If you leave out of consideration the Treasury-
and that is, of course, a most exceedingly important consideratIOn, 
affecting the welfare of the country--

Senator LENROOT. Yes--
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Gov. STRONG (continuing). I should say that an increase iIi dis
count rates at the period when the decline was suffered from January 
to March of ~919, to which I have referred-- ' 

Senator LENROOT (interposing) . Yes; that is what I mean-
Gov. STRONG (continuing). Would have been as close to an ideal 

100 per cent policy of perfection as could have been adopted. 
Senator LENROOT. Then, looking back-and hindsight is always 

bet~er than foresight-would it no~ haye been better. to have I>ald 
a higher rate on our Treasury oblIgatlOns and put III that policy 
back in 1919 ~ . 

Gov. STRONG. Well, now, sir, you are leading me to a discussion 
of Treasury policies. ,. 

Senator LENROOT. Well, I do not want you to do that. 
Gov. STRONG. And before answering, I>ermit me to say this; The 

Federal reserve act contains, I think, three lines establishing the 
relations of the Treasury to the Federal reserve banks, and they are 
very significant. It is all there is in the act oX!- that subject. It says 
that the Secretary of the Treasury_ may reqUlre the Federal reserve 
banks to act as fiscal agents of the United States and may deposit the 
general fund in them. That is the sole authority which the Federal 
reserve system has had for conducting this enormous business for 
the Treasury. I am glad there was no more law on the subject. It 
gave us freedom of action which we needed. But we are the fiscal 
aO'ents for the Treasury and I hope you will understand, Senator, 
that desiring, as I do, to. give every scrap of information to the 
commission that is possible III the discussion of Treasury policies, I 
feel that I, or the bank at least, was their agent and servant in those 
matters, and that those- are matters that should be discussed by our 
principals. . 

Senator LENROOT. Yes; I was not asking the question in any 
spirit of criticism of the Treasury; I was simply' asking for your 
judgment as to wbat would have happened if a different course had 
been followed. -

Gov. STRONG. Yes. Well, I do not want to indicate to you, 
Senator, or to the commission, a criticism. They were confronted 
with difficulties of the first magnitude, and the policies arrived at, as 
they affect the reserve bank, were those that were arrived at by 
mutual understanding at the time. 

The CHAIRMAN. Well, is there not still at this time the gues
tion of the effect of the flotation of the Victory loan at a hIgher 
interest rate, upon the value of not only existing industrial securi
ties, but upon the value of the Government bonds already iSsued j 
Was' there not a question of the necessity, perhaps, of refunding 
of tbe prior issues of bonds upon the higher rate if the higher rate 
was upheld 1 . 

Gov. STRONG. Well, of course, Mr. Chairman, I think the mem
bers of this commission must be aware, as I was made aware of the 
fact, that at this period when the important decision was before 
the Treasury as to the terms of the Victory loan, there was a very 
strong outcry in Congress for the protection of the interests of 
holders of the previous loans, Liberty loans, which h!ld suffered a 
decline in the market· and without discussing the Wisdom or un
wisdom of any such p~licy, I think there was possibly a sentiment 
which Inight be regarded as crystallizing, that Inight have forced 
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a refunding of- the entire war debt, which would have been a very
difficult, an almost impossible task, and possibly one of great 
danger to the country. 

That is so far afield from my own responsibilities in the matter 
that I hestitate to discuss it in much detail. 

Representative TEN EYCK. Well, would not the public prac
tically have demanded that, if the rate of interest had been in
creased W 

Gov. STRONG. Well, I think that. is a question of judgment. 
My own belief is that there would have been a very strong outcry. 
There was a very strong outcry. But I have a feeling-possibly 
because I do not live in the atmosphere of Washinl$ton-that it 
could have been resisted. I hestitate even to express It so strongly 
as that. 

Let me inject one remark, however, about rates and prices of 
securities. It is not the rate fixed by act of Congress that <leter
mines the rate the security bears in the market. That is fixed by 
supply and demand. And I want to confess to my own misappre
hension in the early period of Government borrowings on that 
score. The fact is that . the rate of interest return which any obli
gation produces that is traded in in the market is fixed by natural 
laws of supply and demand, of credit, of investment securities, of the 
amount of free capital, and so on, and the competition between the 
issues of the United States Government and other securities in the 
market arises just the same, no matter at what rate originally issued. 

If the interest rate allowed on a Government bond is too low from 
a market point of view, why the value depreciates, and the interest 
return adjusts itself by change in market value. So that whatever 
may be said for or against a policy of issuing low rate securities, 
it must be said that tliose matters are taken care of by natural laws, 
and neither by Congress nor by Secretaries of the Treasury. 

Representative TEN EYCK. Well, from what you have previously 
stated here, Governor, about the rates of interest that were char~ed, 
I deducted that early in the war it assisted the Government in plac
ing bonds at a low rate of interest. 

Gov. STRONG. Yes, sir; they did. 
Senator LENROOT. I understand your conclusion, then, Governor, 

is that in view of the needs of the Treasury and the policy of the 
Treasury the discount rate could not have been raised before it was 
raised, even though it had resulted, if. it could have done "fl, in a 
checking of expansion earlier ~ 

Gov. STRONG. I did not catch that, Senator. 
Senator LENROOT. Then perhaps I could repeat it. In view of 

the needs of the Treasury and tlie policy of the Treasury it is your 
judgment that the discount rate coUld not have been raised earlier 
than it was raised W 

Gov. STRONG. Not without a modification of the policies of the 
Treasury. 

Senator LENROOT. That is what I say, in view of the policies of 
the Treasury. 

Gov. STRONG. Yes, sir. I believe not. Boiled down to the simplest 
lan~a~e, and rather roughly stated, in the matter of interest rate 
polIcy It really would come to a determination, in the last analysis, 
as to whether the Treasury's policy was determined by the Secretary 
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of ~he Treasury or by the Federal reserve system, because they:were 
so mterdepend.ent. i:I 

RepresentatIve MILLS. I do not want to get into this discussion 
too much, because I know how much time we can waste on it but 
you have not touched on the question of the short-time certifi~ates 
at all during this period and their effect on expansion. 

Gov. STRONG. No; I have not let, but I am going to. 
I am just now outlining, as stated, the characteristics of the 

various periods and our policies, and later on I hope to take up the 
various transactions and methods and influences, and matters that 
had to be dealt with in the light of these periods that I am describing. 

During this fourth period, of decline, as I say, it was our policy 
to encourage extensions of credit where required and necessary, but 
also to insure at the same tiple, by judicious increases in our rates, 
that the orderly liquidation of those stocks of backed-up goods should 
continue unabated. Absolute failure to liquidate inventories under 
such conditions, in my opinion, would have brought about disastrous 
results. All of this, I believe, will be disclosed in the statements that 
I will submit froin the records of the bank. 

Representative Mn.Ls. May I ask a ~uestion here ~ Concerning 
this period that you have just described, dId your rediscounts increase, 
let us say, from August to December ~ 

Gov. STRONG. We have a chart showing that, Congressman. I 
will show that to you. (See p. 506.) 

Representative Mn.LS. Do you want to show that now, or do you 
want to show that later ~ 

Gov. STRONG. I think we had better show that now, Mr. Mills, 
while you: have that in mind. I think the peak of our loan account 
in the Federal reserve bank of New York was reached some time in 
February, 1920. It got up to a very high level in the fall oi 1920, 
but the pinnacle, so to speak, as I recall, was in February, 1920, so 
far as weekly figlJres are concerned. On one day in the fall, however, 
the figures a,ctually exceeded the February weekly maximum. 

Now, the fifth and last period can be described as the debt-paying 
period, and the period when the readjustment of prices is taking place 
to a new stabilIZed level. It is in this period that inventories have 
been and are being reduced, the inventories of high-priced goods that 
I referred to. Debts are being paid. New goods are being produced 
at lower cost by reason of the reduced cost of raw materiiil and of 
labor. These cheaper goods are taking the place of the old high
priced 'stocks in the hands of distributors tliat have been sold or 
reduced, and they are cOIp.peting with the remains of the old stocks 
of high-priced goods that are still on hand. That is what establishes 
a new price level. And as a result of this c9mpetition between the 
new and cheap priced goods coming into the market we will have in 
time, and we are now establishing, a new level of prices in this country 
and of world prices, that is more in accordance with new worM 
conditions of consumption and production and credit. That is the 
process that I referred to of readjustment of I?rices and of recovery. 

So also it is with credit. And I want espeCIally to draw the com
mission's attention to·the marked similarity in thereadjustment 9f 
thf:}price level to the readjustment in the cost of credit. 

Using the New York reserve bank to illustrate my point; dur
ing the period of greatest pressure for credit we found it necessary, 
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as you know, to advance our discount rates ultimately to the high 
level of 7 per cent; that is, 7 per cent for commercial paper. At that 
time nearly all of the member banks in New York City, and a very 
large number of banks in our district outside of New York City, were 
borrowing from us continuously in very large a:rpounts~a very small 
number of them occasionally. When a bank is borrowing from the 
reserve bank, say, at 7- per cent, if as the result of a day's transactions 
it has a surplus of reserve on deposit at the reserve bank, naturally 
it applies that reserve to paying off what it owes. It is the same as 
making a 7 per cent investment of its surplus funds. On the other 
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hand, if it has a deficient reserve as the'result of its day's business, it 
borrows more from us to make its reserve good .. 

But in this period, by gradual stages, with inventories being liqui
dated and debts being paid, O'radually one after another of our 
member banks have paid off alf that they owe us. They would, in 
fact, payoff a 7 per cent discount at the reserve bank, and especially 
those that were borrowing heavily, in preference to going into the 
market to make some other investment even at a more attractive 
return. That is partly due to the fact that banks do not like to owe 
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large sums of money, and it is partly due to the fact that they have 
been educated in N ew York to the real putposes of the Federal reserve 
bank. I think that they understand it pretty well. And when a 
surpluR reserve arises they know that we expect them to repay us 
and not employ the money in some attractive loan. 

When, therefore, a member bank gets out of debt' to the reserve 
bank and it has a surplus reserve balance, it has to seek employment 
for it, so it goes into the market to lend money, and if a number of 
them get out of debt at the reserve bank then we have a competition 
to lend money. They can not get a 7 per cent investment any more 
by paying us off. That is wliat introduced the new and cheaper 
eredit into the market that reduced the interest level below the level 
of our discount rate. 

Now I have enlarged upon this a little bit, gentlemen, because 
after all it is the crux of this whole question that we are searching
the relation between market rates and the discount rates of the reserve 
bank, and it is a very important matter. 

Representative TEN EYCK. That has an influence on the reserve 
hank to lower its rates then 1 

Gov. STRONG. It has. 
Representative TEN EYCK. Is it not a fact, Gov. Strong, that a 

great many of the member banks did not increase their interest to 
their borrowers over the 6 per cent, even though the reserve bank 
in New York did increase to 7 per cent 1 

Gov. STRONG. Well, it was a very spotty development with us. 
The 7 per cent rate was effective rather soon in reducing the number 
of borrowers at the reserve bank, but the reduction in the number 
that went out of debt, was largely occasioned by the repayment of 
borrowings ~y the smaller banks in other parts of the district than 
New York CIty-. 

Representative TEN EYCK. Yes; hut I mean the member banks in 
loaning to their customers, all of them did not necessarily increase 
their rate to their borrowers on commercial paper to 7 per cent 1 

Gov. STRONG. Oh, no; oh, no; now that is where the element of 
original competition between the member banks enters in. Even when 
th!l member banks are horrowing from us they are still going to take 
care of their customers and see that they do not go to some other 
bank. And to illustrate the point, Congressman, which you have in 
mind; the president of one of the big banks came in to our office 
one day wlien our rate was 7 per cent, and told me that they would 
have to increase their borrowings, I think, about $15,000,000, paying 
7 per cent. The reason for the increase was that on that day they 
had loaned $18,000,000 to some of their railroad customers, which 
in common with other railroads during that period were having some 
difficulty in getting funds. As the railroads were old customers 
of the bank, they had loaned the money at 6 per cent. 

I think it is a mistake to say, except for a very short period, 
possibly, when the rate was advanced, that it had the effect of 
~enerally raising interest rates in the district. I should say that the 
Interest level in the district was pretty well raised in all directions 
before we came up to 7 per cent. 

Representative Mn.Ls. What was the date of the going into effect 
of the 7 per cent rate 1 .. 

Gov; STRONG. It was June 1, 1920 . . 
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In resume permit me to say that in credits the same process was 
taking place that took plaCe in goods. Cheaper credit was coming 
into competition with the more expensive credit obtainable at the 
Federal reserve bank, and as soon as those conditions developed 
then we were justified in rate reductions, and I don't think we were 
justified in rate reductions until then. No different principle of 
economics applies to the price of credit than applies to the price of 
goods in this readjustment that I have just described. 

Now, during this period, as to the policy of the reserve bank. 
Commencing possibly some time before December, or around that
time, it was the policy of the Federal reserve bank of New York 
to encourage the member banks to take care of their customers. 
It was our policy to give a most liberal construction to the rules, 
to the print:iples, which apply to the determination of whether paper 
is good or not. 

As you know, eligibility is one thing and goodness is another, 
under the terms of the reserve act, but when considering eli~ibility 
we have got to take into account goodness. We have felt that 
with the indorsement of the member bank upon the paper which 
we discount, a member bank which makes the paper good in any 
event by its indorsement, it would be a mistake to apply severe 
and technical rules in determining what paper was elIgible upon 
the basis of goodness, at this period of difficulty in taking care of 
those who were struggling with big inventories. In ether words, 
the rules which we would apply and the tests which we would apply 
in determining the goodness of commercial paper which were justified 
in a period of high prices would no longer be justified in a period of 
low prices. 

Representative SUMNERS. Was this policy which you speak of 
made manifest through any general statement which you gave out, 
through what you had to say to the patrons of your bank, and what-
you dld 1 . 

Gov. STRONG. The policy in regard to goodness and eligibility~ 
Representative SUMNERS. Yes; the general policy that you have 

been speaking of. You have spoken now several tlmes with regard 
to the policy of the bank during different periods. I am inquiring 
as to whether or not that policy was set forth in a general statement 
or made manifest through the method of doing business ~ 

Gov. STRONG. It has been set forth in a great variety of general 
statements and in reply to specific inquiries of member banks and 
at meetings of bankers held at the Federal reserve bank of New 
York, and I think has been generally understood by the banks in 
our district since this period developed and this difficulty arose, as 
the»olicy of the bank. . 

Representative SUMNERS. Have you any statement which more 
or less embodies the general policy of the different periods 1 

Gov. STRONG. I have quite a number of them here which were 
concurrent with this period, and which I intend later to introduce 
into the record, Congressman. 

We endeavored to make clear to member banks individually, and 
to the public by general statements, that it was now safe to go on 
and do business, that there was ample credit available for alllegiti
mate business, and that the need for restraints such as had been 
exercised when prices were rising, had now disappeared. Of course,. 
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you will expect me, and I intend to introduce into the record a long 
series of quotations from the publications and correspondence of 
the bank which will make clear' by the concurrent evidence of the 
period just how these policies developed. 

Now, we believe that it is dangerous and no part of our function 
to indulge in ~rophecies, and yet I "feel that a descri.ption of this 
period which I have characterized as readjustment and debt paying 
and recovery, will be incomplete without referring to the symptoms 
of recovery, because our policies are develop"ed, to some extent, in 
anticipation of developments and occurrences, and I want to give 
you a little bit of the view, at the present time, of the management 
of the reserve bank, as to what is occurring. 

These periods of economic disturbance and recovery, as you know, 
go through re~ar cycles which have been studied and are fairly 
well recognizea and described by economists and writers on these 
subiects. In the cycle to which I am referring I have described 
the last period as that of recovery. 

I woUld like to outline some of these symptoms of recovery 
that are beginning to be apparent to us. " I am doing it deliberately, 
in the hope that some of those people who are just now too much 
influenced by an atmosphere of gloom may be lielped, that it may 
help to dissipate this gloom, because I do not believe It is no"," Justified. 

One of the first symptoms of recovery is a tendency toward easier 
rates for money. Now, you will observe the long advance that has 
been made in that respect." I have tables of rates to introduce here, 
and they will show graphically what has taken place. (See pp. 564, 
565.) 

Another symptom of recovery is the inlmediate' influence upon 
security- values. The first to move are high-grade bonds. If you 
will look over·the quotations of the bonds of the Government y-ou 
will find that they have all recently advanced. If you examine 
the tables that I will submit showing the costs or market values of 
the certificates of indebtedness which are now in the market, you 
will find that every issue that the United States Government has got 
outstanding is selling at a premium in the market. We find by the 
reports that we get at the bank that issues of high-grade, first-class 
bonds are inlmediately taken by investors when they are offered, and 
the SUbscription books are closed as soon as they are opened, with 
the issues oversubscribed in many cases. 

We find in such a period as this that spotty activity develops in 
various lines of industry, and that it is most likely to develop first 
in those industries that were first affected by the decline. Let us 
see what is hapI>ening in industry. According to figures prepared 
by the New York reserve bank, which allow.for changes from one 
season to another, wool consumption, including the activity of 
woolen mills, in June, was 106 per cent of normal . 

. The CHAIRMAN. What is the normal on those figures, Governor, 
1913 ~ 

Gov. STRONG. The normal has been arrived at by 8. statistical 
process which takes into account experience through many years, 
allowing for growth and changes from one season to another. The 
curve of activity in the wool mdustry shows that the industry has 
been above normal since last April. 
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Now, as t.o, cotton. Cotton consumption, including activitv of 
cotton mills, has increased steadilv from 55 per cent of normal in 
January to 73 per cent in June. Cotton and woolen goods producers 
report an excellent volume of orders for next spring at prices about 
on a par with those prevailing for the fall season. 

I would like to have vou understand a little bit about the sources 
of these statements that I am making~you may think rashly. We 
get these figures from original sources wherever possible. I think 
we have 58 or 59 retail establishments that report directly to the 
bank on the activity of their business, and wholesale establish
ments, and industries of various kinds. We get figures also from 
various records of the departments of the Government. I regard 
our figures as reliable as they can be. 

Representative SUMNERS. These retail establishments, Governor, 
are tIley distributed over the United States, or chiefly in your district ~ 

Gov. STRONG. As to retail establishments, they are in the New York 
reserve district, but otherwise the figures are for the United States, 
unless specifically indicated to the contrary. 

Now, as to the milling of wheat flour. In June it was 116 per cent 
of normal, and has been above normal ever sip.ce February. 

Building in and around New York City appears from the index 
figures maintained by the New York reserve bank, which allow for 
price changes and seasonal variation, as 27 per cent higher than in 
June, 1920. 

Representative SUMNERS. Is that in cost of construction or volume 
, of construction ~ 

Gov. STRONG: That allows for the chancres of price or cost. This 
increase in construction largely.results from the increase in resi
dential constriIction, inclu<Jing hotels and apartment houses. 

In June, also, 9 out of 14' groups of industries upon which the 
Department of Labor reports, showed itn increase of employment 
over May, and 2 of the remaining 5 showed no chanO'e. These 
increases are largelv in those industries which were the ~t to feel 
the reverse 15 montbs ago, and are now the first to improve. 

I referred earlier in the hearing to the conditions that I have 
observed in the East as having some bearing upon this statement as 
to the industries which are first to recover. I received a call recently 
from an English friend who had 'seen, just before he sailed. a friend 
of mine who lives in London and is at the head of one of the largest 
English banks doing business in the Far East.. When I was, in 
London I had' brought some account of the conditions of depression 
which I had observed in the East, starting there before it reached this 
country. My friend, the London banker, sent word to me that.he 
was glad to say that the symptoms of recovery seemed to be startmg 
in the region where the symptoms of depression first appeared, 
referring to the trade of India and China especially. 

Quite characteristic of this stage in the economic cycle is the 
relatively low production in the steel and allied industries, which 
were among'the last to decline last year. The index of steel P!O
duction mamtained by the bank was 26 per cent of normal durmg 
June. Whether the lower prices that have since been quoted have 
yet stimulated orders to the point of causing a rise in the index for 
Julv, it is still too early to state-our index has not been made up
but general increases in mill operations have been repo~ted very 
recently. 
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Also, as to price of basic commodities. These are indicative Qf 
an advanced stage in the process of readjustment. An index of prices 
of 12 basic commodities, maintained at the bank, in the week ending 
July 20 was less than 4 per cent above the 1913 averaae of the prices 
of those basic commodities. It represents a decline "of over 57 per 
cent, more than half, since May 17, 1920, when it reached its highest 
point. The index is comlmted from the wholesale prices of such 
raw commodities as petroleum, pig iron, copper, rubber, cotton, 
wheat, corn and hogs, and others. , 

Since last December this index has declined each week at a much 
slower rate on the whole than in the autumn months of 1920. And 
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since the 1st of May it has moved both up 'and down, showing a 
tendency towards stabilization. 

In the eastern part of the United States the retail trade continues 
generally at a high level. Allowing for the lower prices now pre
vailing, the ,volume of goods now being sold by department stores 
in the New York district, according to figures received .by the New 
York reserve bank, is slightly higher than at this time In 1920, and 
about 20 per cent higher than at this time in 1919. . 

Thus, in the two extremes of domestic business-the productIOn 
of basic commodities and in retail trade-conditions appear .to h!1ve 
passed well into the later stages of readj';1s~ment .. The retail prlCes 
have come down and tb.e volume of sales IS IncreaSIng. . 
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Wholesale consumption and production are greatly increasing, and 
that is an evidence of this process of readjustment to some new 
price level. . 

And yet I would call your attention to the fact that throughout 
this process, and despite rash assertions to the contrary, business 
failures have at no time been proportionately as numerous as they 
were in 1915 and 1916. 

I have here a chart published in the Monthly Review, which is 
published by the reserve bank, giving the curve representing busi
ness failures. It is the curve of the percentage of failures to those. 
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reporting; that is in numbers. The normal line, 1 per cent, is estab
lished as the result of reports which, I believe, go liack to some time 
in the sixties. You will observe that the curve of failures in the 
middle of 1915, in the early days of the war, had been abnormally 
high. Commencing a little before midsummer of 1916, it has been 
below normal continuously until the early days of 1921, since when it 
has fluctuated slightly above and below the normal line of 1 per 
cent. Now this is a conclusion, but I think it is a sound one, that 
that curve of business failures, which is to my mind a satisfactory 
showing, can be attributed to the fact that the influence of the 
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existence C?f the reserve system gave courage to bankers to take 
care of thell" customers who were in difficulty with these high priced 
swollen inventories, and not only gave them courage to do so but 
gave them the means to do so by borrowing at the Federal re~erve -
bank. 

The CHAIRMAN. Suppose the reserves of the Federal reserve bank 
at this period, which are represented br the top of this curve in 1920 
had come to the low point instead 0 at the high point that they 
now are, what would have been the result ~ 

Gov. STRONG. Suppose our reserves had been down to the 
minimum 1 

The CHAIRMAN. Yes; instead of pretty well up as they now are 
at this period when the slight fluctuation along the line of normal 
occurs ~ 

Gov. STRONG. I understand your inquiry to mean, what would 
we have done had the curve of failures been a disastrous one, and 
our reserves been down to the legal minimum ~ 

The CHAIRMAN. No; what I am getting at rather is-well, all 
right, go ahead and answer it in that way. 

Gov. STRONG. Well, I think the management of the Federal 
reserve system would ha't""e had sense enough-fortunately we did 
not encounter. that sit':d.tion-but I think we would have had sense 
enough to do the tiling which is axiomatic and necess\try to the last 
degree in such a condItion, and that is to lend freely regardless of 
reserve. 

The CHAIRMAN. Well,. certainly, if the reserve were down to a 
minimum at this time instead of pretty well up as there, it would 
have been very much more difficult to have dealt with the situation. 

Gov. STRONG. It would have been much more difficult. You may 
recall, Mr.' Chairman, that back in 1873 these same matters were 
the subject of inquiry in England. They had been through some 
difficultIes, and if you are familiar with Walter Bag-ehot's book 
"Lombard Street" you will observe the principles which he enun
ciated then, and which have characterized the policy of the Bank 
of England, I believe, ever since, that at a time of strain the policy 
of the bank should be to lend freely, but at a high rate, if you J>lease. 
That is a principle of banking which is not always understood, and 
possibly those who are responsible for banking policies under such 
conditions are charged with profiteering and all sorts of things. 
But the principle of a high rate is to insure that the one that needs 
credit gets it, and not the speculator, who is, by cheap credit, 
enabled to take advantage of the necessities of those. who must sell 
g:oods and stock and real estate and homes in order to get credit 
if they can not get it at the bank. 

The CHAIRMAN. Well, now, I am a little skeptical about that, and 
would like to have you go into that a little further and illustrate why 
it is that the industry that needs money gets it instead of the specu-
lator, on the basis of lending freely at a high rate. . 

Gov. STRONG. Well, sir, I think it can be described best by 
illustration of what takes place on the New York Stock ~xchange. 
On more than one occasion in the past we have had situatIOns an~e 
on the exchange of great peril. I think the most notable 0.ne ill 
recent times was on May 9, 1901, when a tremendous perpendlCular 
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drop took plac(l in prices on account of the Northern Pacific corner. 
A.money pool was ?rganized on that day to furnish the sto,?k ~xchange 
WIth money' that It absolutely had to have, and the prmClple that 
applied to the lending of that money was to lend it at so high rates 
to those who needed It that those who did not need it would not be 
tempted to borrow cheap money and buy the stocks from those who 
were otherwise under the necessity of selling at panic prices. 

Representative SUMNERS. Now, if a man is confronted with a great 
necessity, Governor, on the one hand, and a ruinous interest rate on 
the other, a very high interest -rate on the other, would not that 
increase the pressure of the necessity for him to turn loose and 
sacrifice ~ 

Gov. STRONG. Well, the kind of pressure, Congressman, to which 
I am referring does not last very long as a rule-what you might call 
J>anic conditions. Fortunately we were able, at least the machinery 
that Congress has established was able, to meet the situation without 
the development of anything like panic conditions, which we really 
have not witnessed at any time since the Federal reserve system was 
organized. -

Representative SUMNERS. Governor, I notice here on this chart 
that, beginning about the .:first of 1920, the percentage of failures 
shoot up diagonally across the chart of that year very rapidly. And 
the critIcism, I, understand, of the system and of its administration, 
is that along about that time an unusual pressure began to be exerted 
upon creditors, and that pressure not only resulted in very great 
depression of prices, but was the cause of that movement upward in 
the percentage of failures. I presume you are going to discuss that 
in detail further ~ 

Gov. STRONG. I will. 
These comments in regard to certain symptoms that are apparent 

to us in New York I think are justified in completing an account of 
this period. It is hardly necessary to go further than to suggest that 
there is a further development 8lways possible i.J;t this process of -
recovery, where, with rising prices in investment securities; we should 
witness the development of a speculation in stocks, with rising prices, 
and then again a speculation in commodities, with rising -prices, 
followed in due course by speculation in real estate, with rising prices, 
culminating, as a rule, witli the advent of the corner lot development 
and the delusive offerings of speculative stocks of oil and mining 
concerns, and so on. All of that, if they come, are still ahead of us 
to be dealt with. .. 

The CHAmlllAN. Let me ask you one 9.uestion: The rediscount 
rate in N ew York has been reduced. The discount rate has not been 
reduced in the western reserve bank districts. Now, what differtlnce 
is there in the situation between the various Federal reserve districts 
which warrants a reduction in discount rates in New York and does 
not, I am assuming, justify reduction in discount rates, for instance, 
in Kansas City or Minneapolis ¥ 

Gov. STRONG. Well, I should say, Mr. Chairman, that there are 
two or three considerations. Of course I am not in any way resJ>on
sible for the policies of these other reserve banks, and I think they 
know their business much better than I could know it, but I think it 
is a fact that of the great li~uidation that has taken place in the loan 
J\ccounts of the reserve banks, New York represents about one-half 
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of all of the liquidation that has taken place in the Federal reserve 
sJ'lltem. \ 

I also believe that the expansion that took place in the western and 
the southern sections is still a marked characteristic of banking con
ditions in flome of those sections, and to what extent an expanded 
condition continues is a very important consideration in the rate' 
policy of a Federal reserve bank. 

And still' another consideration which will be referred to later in 
more detail, is that relating to the relation between the rate of dis
count of a reserve bank and the market rate for credit. I have 
endeavored to describe how the introduction of co~petition in the 
New York market (whereitappearsearliert~anmthe West and South), 
because banks are out of debt and now seeking to lend money, has had 
the effect of pulling down interest rates in that market. The same thing 
has taken place, as you know, in those districts which are more 
distinctly industrial and commercial then in the districts that are 
agricultural, where original production takes place. 

Representative SUMNERS. Governor, in what sense under the plan 
of the Federal reserve system ought the banks of the several districts 
to become competitors as against the member banks and local banks, 
for rediscount business W 

Gov. STRONG. Well, I don't conceive that they are competitors 
with their members. You refer to the 12 reserve banks, Congress
manW 

Representative SUMNE}tS. Yes, sir. 
Gov. STRONG. They are not competitors. 
Reprtsentative SUMNERS. My question was suggested by the 

statement that the rates which the member banks themselves were 
able to make in a community influenced the discount rate which the 
Federal reserve bank has in effect. 

Gov. ,STRONG. You used the word "competition," which at once 
struck me, because in point of fact the Federal re,serve bank is pe
culiar and different from any other bank in that it does not compete 
at all in any direction. ' 

Representative SUMNERS. Then why should it be influenced by the 
fact that the banks in the, territory are willing to rediscount paper or 
make loans at a low rate ~ Why not just let them take the busilless ~ 

Gov. STRONG. I think I must explain a little about the functions 
of the reserve banks to answer that question. The Federal reserve 
banks do not go into the market and do business direct in lending 
money, exceJ?t to the extent that they are permitted to buy bills or 
acceptances ill the open mark-et, and to the extent that they are 
permitted to deal in all security issues of the United States Gov
ernment. Therefore there is no possibility of competition except in 
those two very limited fields between the member banks and the 
reserve bank. In fact, it is a very well established principle in the 
Federal Reserve Bank of New York, and I think in all of the reserve 
banks, that we should avoid competition with our member banks. 
In that respect the reserve bank system is distinguished from the 
business of any other banks of issue ill the world. I know of no other 
which is distinctly unable to compete with the member banks. As 
you know, the Bank of England, to a limited extent, the Bank of 
France, the Reichsbank, the Bank of Japan, to some extent, a~d 
generally the banks of issue of Europe, do a regular commerCIa 
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ba!lking busines::,! to a greater or less extent with public and with 
prIvate accounts. We are not permitted to do that. 

Re:presentative SUMNERS. I understood the situation as you now 
explam it to be. The other part of my question, then, is: Why does 
the rate being made by the other banks in the district affect your 
rediscount rate ~ 

Gov. STRONG. Why, the rates made by the member banks-that is, 
the rates made by the ~arket, by the laws of supply and demand for 
credit-have a distinct bearing upon the policies of the reserve banks 
in fixing their rate. 

Expressing it in the extreme, if we establish a rate very much 
below the rate which supply and demand fL'res in the market for 
credit, it would be an invitation to the member banks to use the 
credit resources of the reserve system for the purpose of making a 
profit, and that is an invitation to an enlargement of the credit and 
the currency of the country, and to speculatIOn. 

On the other hand, if we maintain our rate at a level where it is 
not necessarily profitable for member banks to borrow from us, say 
at the market, or slightly above the market, then the real yurpose 
of the Federal reserve system is disclosed, because the Federal reserve 
banks hold the reserves of the member banks, and when the member 
banks need assistance in order to meet unusual demands due to, for 
instance, the planting or harvesting or moving of a crop; or unusual 
demands upon the part of the industrial-concerns of the country, 
they then are able, without loss, in order to meet the emergency or 
seasonal situation, to come to us and borrow money. 

Our rates must be so adjusted-, Con~ressman, that we do not invite 
expansion and speculation and all the disorders that come in the 
train of speculatIOn, but on the other hand they should not be such 

_ peIl:alty rates that the member banks can not get relief in meeting 
theIr necessary normal or seasonal requirements. 

Representative SUMNERS. And then a bank which needs. service 
can get the service without putting itself at too great a disadvantage 
with its competitors ~ 

Gov. STRONG. Yes, sir. 
Representative SUMNERS. My question was not prompted by any 

spirit of criticism, but I thought you should put in the record the 
explanation. 

Gov. STRONG. Well, I believe the explanation will be a little 
clearer if I go a little further and explain the difference between the 
money market in the United States and the money market abroad 
and the functions of the reserve banks. As you know, banking 
abroad is not conducted as we do in this country, by the commercial 
banks receiving promissory notes from their customers for advances 
made to them. Generalizin~ in a very broad way, the banks of 
Europe, and especially of England, ma.ke advances to their cus
tomers on overdraft accounts, as you will notice in the statements of 
the big joint-stock banks of London; those are advances made to 
customers who have a regular line of overdraft, and just draw on 
their banker for a regular amount. It is a red-ink balance on the 
bank ledger. 

Such a transaction does not result in the. production of paper 
which can be discounted, say, at the Bank of England. The paper 
which finds its way into the Bank -of England is not in point of fact 

\ 
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commercial paper, such as we have in this country. It is the bill of 
exchange. It IS the document which originally is attached to ship
ping papers, in general covering a. movement of goods from the point 
of production to the markets. 

Lord Rothschild once was asked how he told a good bill when he 
had it presented for discount-in the early days the Rothschilds were 
the lIu'gest bUYllrs of bills in Europe-and he said he always put his 
tongue to it to see whether it had a little flavor of salt. The idea was 
that he did not want to buy a bill that had not moved across the ocean 
in a vessel carrying a shipment of goods. It is that type of bill which 
in normal times brings the Bank of England, say, in relation to the 
discount market of London. 

The joint-stock banks of London do not borrow from the Bank of 
England as a rule. The flow of credit in and out of the Bank of 
England, the volume of its discounts in normal times, is brought 
about by the discounting of bills by the big discounting houses and 
bill firms in London. And in 'this country the borrowings from the 
Federal reserve banks are the borrowings of those commercial banks 
which occupy the same relation to the business of the country that 
the joint-stock banks of London do who are not borrowers at the 
Bank of England as a rule. When they want to realize funds and 
build up thelf reserve at the Bank of England, they are much more. 
likely to take bills out of their portfolio and go to a discount firm or 
bill house and just sell their bills, and then the bills are, if occasion 
requires, "melted," as they say, by that discount firm, at the Bank 
of England. ~ 

Now, that is important, Congressman, in considering this matter 
of rates, because in dealing with these bills of exchange in the London 
market you have a very stable rate to consider in connection with the 
bank rate. It is the pabulum of the market in London, this bill 
that I refer to, and it is quoted on a very narrow range of fluctuations, 
and the bank rate in normal times can have a relation to but one rate 
in the market. On the other hand, we are dealing with member 
banks which are lending upon commercial paper in all parts of the 
United States at a great variety of rates. 

The contract rate in Texas, for instance, is very. high. I think it is 
12 per cent, is it not ~ 

Representative SUMNERS. Ten. 
Gov. STRONG. Ten per cent. Well, you will find in Texas the small 

country bank making a great number of loans to its Cl1stomers and 
taking the customer's notes at 10 per cent per annum discount. 
There a very difficult situation arises, because the reserve bank rate 
may be only 6 per cent, and there is a very large margin of profit 
between the rate at which the member bank makes its loan to its 
customer and'the rate at which it can discount that paper. It ap
pears almost to be an invitation to borrow from the reserve bank in 
order unduly to extend the business of the member bank. 

Representative TEN EYCK. Right there may I ask a question re
lating to the answer which you gave as regards the reason that some 
of the reserve banks other than the New York reserve bank have not 
lowered their discount rate as low as the New York reserve bank has 
lowered theirs; that it was due to the fact that they had expanded 
their credit relatively more than the New York reserve bank had 
expanded its credit ~ 
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Gov. STRONG. 'In the agricultural sections that is unquestionably 
so, and I have charts here that will indicate the relation between the 
expansion in all the different districts, Congressman. (See p. 593.) 

The CHAIRMA'N. Gov. Strong, it is 12.30. I think probably we had 
better take a recess now until 2 o'clock. 

The commission will stand in recess until 2 o'clock this afternoon. 
(Thereupon, at 12.30 o'clock p. m., a recess was taken until 2 

o'clock p. m., of the same day, Monday, August 8, 1921.) 

AFTER RECESS. 

The commission resumed its session at 2 o'clock p. m., pursuant to 
the taking of recess. 

The CHAIRMAN. Gov. Strong, you may proceed. 
Gov. STRONG. Mr. Chairman, the morning session concluded with 

an attempt to make a review of the period since the organization of 
the Federal reserve bank down to the present time. What I said 
was simI?ly preliminary to the introduction of the material that I wish 
to submIt to the commission. 
, I was asked after the mornin~ hearing by Congressman Ten Eyck 
to explain just what the relatIOn was between the customer of a 
member bank borrowing from the member bank and, in turn, the 
relation of the member bank to the Federal reserve bank. I under
stood that question to a:pply especially to the influence which the 
reserve bank: has in relievmg the need for credit. An answer to that 
question possibly will be a satisfactory preliminary to what I am 
about to say. ' 

It is the practice of banks generally to make loans to the extent 
that their reserves permit, or to the extent that their required reserves, 
plus any additional amount of reserve which the experience of the 
bank shows to be necessary for it to keep, permit. The reason for that 
is, obviously, that a bank is organized to make money, and must make 
all the loans it can in order to build up its earnings. So you may say, 
generally speaking, that when a demand for credit arises, when 
customers come in to a bank to borrow more than the reserve of the 
member bank permits it to lend without impairment of reserve, it 
must of neces'sity go to the reserve bank in order to get more credit. 

The process is this: Take a country bank during a crop-moving 
period. It has on its books hundreds of farmers who have been bor
rowing as the preparation of the soil and the making of the frop 
proceeded; and there comes a time toward the end of the pe~'iod 
when, possibly because they have not been able to liquidate the crop 
of the previous year wholly, or possibly because the prices of all the 
elements that go into crop making have advanced-that is, the eost 
of labor and fertilizer and farm sUfplies and food-there comes '8. 

time when these farmer customers 0 the country bank find the need 
for credit in excess of what the reserves of the member bank enable 
the bank to give them. 

The reserve of the member bank, or the proportion of its reserve 
to the amount that it can lend, depends, of course, u(>on the flow 
into the bank and out of the bank of deposits being made and with
drawn and of loans being made and repaid. Under the conditions 
that I have described we will assume that the farmers of that sec
tion are not only borrowing all that the bank is willing to lend them, 
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but they are also withdrawing their deposits, which is a very likely 
occurrence under such conditions. The bank goes ahead and makes 
the loans to meet the demand. It is a well-managed bank, and it 
wants to see its farmer customers make a crop. When it reaches' 
the point where the reserve begins to go down below the point which 
the law requires-in other words, when the inflow of deposits and the 
repayment of loans is not sufficient to take care of these increasing 
demands-then it makes up a bundle of these farmers' notes and 
sends them to the reserve bank and gets a discount. 

Now, you will observe that this is ex post facto, so to speak; the 
loans have been made before the discounts at the reserve Dank have 
been made. That is especially true in the city banks, and in the 
smaller country banks it may.be that their borrowings at the reserve 
bank will anticipate a demand of that sort; but as a rule I should 
say that a member bank will not borrow to build up its reserve until 
it sees the actual-impairment of the reserve taking place or about to 
take place. Obviously the member bank must borrow under those 
conditions, because if it does not the impairment of its reserve required 
by the statute will result in the imposition of a penalty, which pen
alty will be a greater rate than the discount rate of the reserve bank. 

So in the distribution of credit by the Federal reserve system to 
meet these demands-seasonal demands, war demands, or any other 
kind-what happens is that the reserve bank simply responds to a 
need. It can not anticipate it. It can not be set m motion in mak
ing credit for the relief of the situation except in response to this 
demand which originates with the member bank and results from a 
loaning condition which requires the employment of the reserve 
bank's credit in order to mee~ that demand. . . 

I think that point is not very clear in the minds of the public. It 
sometimes seems as if people felt that when credit was urgently 
needed in, say, the agricultural section of the country, the reserve 
bank could go out there and dispense it. It is helpless to do so~ Its 
only control is that which it exercises by its general influence upon its 
members in urging them, as it frequently does, to adopt a policy, 
and the influence which it exerts by its rate. 

Representative SUMNERS. Governor, may I ask you a question 
before you proceed further ~ Practically speaking, what relation
ship ,is there b.etween the ~tate of the reserve of the meml:>er ba~ 
and Its borrowmg status WIth the Federal reserve bank, or Its redis
counting status ~ 

Gov. STRONG. Do you mean to what extent is credit extended, or 
do you mean in accordance with the amount of reserve ~ 

Re~resentative SUMNERS. What effect does the fact that the 
bank s reserve is getting low have upon the Federal reserve bank 
when it comes' to consider the matter of rediscounting paper of the 
member bank which sends paper for rediscount 1 . 

Gov. STRONG. 1'p.at, Congressman, is pretty well: covered by the 
terms Of the act Itself. We start from the premISe that member 
banks must maintain their reserves, or if they impair them they pay 
a penalty for impairing them. which is a rate or perc~ntage of, I thi'nk, 
2 per cent above the. discount rate for commerCIal paper of the 
reserve bank. . 

N ow, starting from that premise, the only consideration that a 
reserve bank, the New YorK reserve bank, gIves to the application 
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of a member bank for credit, where the amount of reserve enters into 
consideration, is simply making this calculation as to the so-callerI 
basic line. I am coming to that in detail later, Congressman. 

Representative SUMNERS. Then are JOU going to discuss in detail 
later the effect upon the availability of the rediscount privilege which 
the expanded condition of the bank has ~ 

Gov. STRONG. Yes, sir. . 
. I hOJ>e very much, Mr. Chairman, that what I am saying, and 

especially what I said this morning, to which it seemed to me you 
listened with a great deal of patience, does not appear to be pedantic, 
but the fact is that I very earnestlv desire that these matters should 
be understood by the commission· and that· we shall make a record 
that will be of v8J.ue to the commission. So if I am long-winded or 
pedantic, please call me to order. 

lt seems to me obvious that in all of the discussion of the policies 
of the reserve system they can not be understood, and the basis of 
the discussion can not be understood, without considering a little bit 
'what elements of expansion of our banking system have arisen, not 
only because of the establishment of the Federal reserve system, but 
because of the conditions which arose out of the war. We have not 
pursued that subject to the point where I can give you more than 
some suggestions of what those elements are and present them for 
further investigation, if you care .to have further investigation made, 
as we would be very glad to do. 

lt seems to me that the main elements of possible expansion, or 
counteracting contraction, are seven in number. 

One is the increase in the stock of monetary gold in the United 
States, which is attributable to the war, and the transfer of such Ii. 
large portion of that gold into the vaults of the reserve system. 

The second consists in the modification of the reserve require
ments resulting from the passage of the Federal reserve act and the 
subsequent modification of those reserve provisions by the amend
ment which, I believe, was' passed in June, 1917. 

The third is the inherent power of expansion in the Federal reserve 
system; that is, in the 12 Federal reserve banks. ' 

The fourth is the tendency which we have discovered, and are. 
watching, to transfer demand deposits in' member banks into the 
class of time deposits, under which reduced requirements of reserve 
are permitted. 

The fifth is the element of efficiency in the use of credit; that is to 
say, the perfection of the machine that enables a given amount of 
credit to perform a larger amount of work. 

The sixth is the effect which the passage of the Federal reserve 
act has upon the reserve position of State banks which are not mem
bers of the Federal reserve system. 

And to some extent, as offsetting these elements of expansion, the 
seventh and last is the extent to which Federal reserve notes are 
exported from the United States to other countries. 

I would like, for the purpose of the record, if you please, to in
troduce this document [indicating] and to comment upon it, if you 
will permit me, for a minute by way of explanation. 

(The document referred to is here printed in full, as follows:) 
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ELEMENTS IN EXPANSION. 

I. THE ELEMENT OF GOLD. 

A. The country's stock ot' gold has increased $1,408,000,000 since January, 1915 
(lI:bou~ 77 per cent), but the amount of gold in 'he Federal reserve banks has increased 
mnetlmes: 

Date. Stock 01 gold 
in country. 

lit i~:.: ••.••.••.••.• ::.: .••.•..• : ...•..• : ...•. : •.. : ll~~ 

Goldin Fed· 
eral reserve 

banks. 

5241, 321, 000 
324, 183, 000 
542, 413, 000 
736, 236, 000 

1,674, 405, 000 
2, 092, 002, 000 
2, 062, 845, 000· 
2, 062, 786, 000 
2, 461, 931, 000 

Percent of 

~~~1ns 
Federal 
reserve 
banks. 

13.3 
16.3 
23.5 
25.7 
55.1 
67.9 
74.0 
74.1 
76.4 

B. The reason for the gold passing into the Federal reserve system is: 
1. During the war gold coin and gold certificates, which came into the reserve 

banks in the regular receipts of currency were retained, and the banks were encouraged 
to turn in gold and gold certificates so as to provide gold reserves for the necessary war 
expansion. 

2. At present importations of gold deposited with member banks largely find their 
way to the reserve bank because of their utility there. To member banks gold is 
useless as reserve. In the Federal reserve bank it is immediately available for all 
financial use8-'-1lS reserve, for instant transfer, for exchange into convenient forms of 
currency, for withdrawal by check, etc. 

C. Gold has a power of expansion proportionate to its utility as reserve money. 
The first step in such expansion is, and was, in banks which had the power of acting 
as reserve banks. 

1. Before the Federal reserve system, under the national bank act, the first step in 
expansion was in banks in central reserve cities which were required to hold as reserves 
against their net demand and time deposits 25 per cent cash (gold and lawful money). 
Thus gold could expand four.times, and $100,000 of reserves would support $400,000 
of deposits, of which $300,000 might be created by loans. These banks were permitted 
to hold a portion of the reserves of banks in reserve cities which in turn were per
mitted to hold as deposits a portion of the reserves of country banks. Or, country 
banks, if they chose, could keep a part or all of their deposited reserves with central 
reserve city banks. Thus a pyramiding of reserves was permitted, which will be 
referred to below. 

2. Under the Federal reserve system, a reserve of 40 per cent of gold must be main
tained a"ooainst Federal reserve notes in circulation, and 35 per cent of gold and lawful 
money must be maintained against deposits. Thus $100,000 of gold deposited in a 
reserve bank can be utilized as reserve for only $350,000 deposited by member banks, 
whereas under the national bank act it would be reserve against $400,000 deposited 
by reserve city or country banks. The expansion under the reserve system enters 
because of the smaller reserves which the banks have to maintain, and the fact that 
on their reserves held in the Federal reserve banks they may base a large increase 
of loans. . 

II. THE ELEMENT OF MODIFIED RESERVE REQUIREMENTS. 

A. Under the national bank act banks were required to keep reserves a"ooainst net 
demand and time deposits as follows: 

Percent. 

Central reserve cities, in vault......... ..... . . . . ... .•. . . .. . . . ..... ....... ... . . 25 
Reserve cities, 12! per cent in vault, 12! per cent on deposit in central reserve 

cities .......................... :.............. .. ...... . . . . .. ... .. . .. .... .. 25 
Country bl1:n~s, 6 per cent in vault, 9 per cent on deposit in reserve or central 

reserve CItIes........ . . .... . . ...... . . ........ .......... . . . . .. .. ... ........ . 15 
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A. ,State banks had varying reserve requirements, in most States less than for 
national banks. 

B. Under the Federal reserve act, effective November 16, 1914, member banks 
were required to keep reserves against deposits as follows: 

I Cen tral reserve 'cities. 

1. Net demand deposits.. 18 per cent: six-eight
eenths in vault, seven
eighteenths with Fed
eral reserve bank, bal
ance in vault or with 
Federal reserve bank. , 

2. Time deposits, to be slpercent .............. . 
• held in the same way 

as reserves against 
demand deposits. 

Reserve cities. 

15 per cent: first 36 

~on';~:,ixi~!~:~\~ 
fiv"'fifteenths: first l2 
months, three - fif
teenths with Federal 
reserve bank, and for 
eaeb succeeding 6 
months on ... fifteenth 
additional until six
fifteenth.. have been 
deposited: for 36 
months, balance in 
vaults or on deposit 
with Federal reserve 
banks or national 
banks in reserve or 
central reserve cities. 

Spercent .............. . 

Country banks. 

l2 per cent: first 36 
months, fiv ... tweUths 
in vault, thereafter 
lour-twolfths: first ~2 

!'t~~th~ed!~.:rt~e';~~: 
banks, and for succeed
ing 6 months one
twelfth additional un
til five-twelfths have 
been deposited: for 36 
months balance in 
vaults or on 'deposit 
with Fed~ral reserve 
bank or national banks 
in reserve or central 
reserve cities. 

S per cent. 

C. Under the amendment to the Federal reserve act of June 21,1917, these reserve 
requirements were further modified as follows: 

Central reserve cities. Reserve cities. Country banks. 

1. Net demand deposits, 
to be held entirely on 

13 percent .............. lOpercent .............. 7 per cent. 

2. 

deposit with Federal 
reserve bank. 

Time deposits, to be 3 per cent ............... 3 per cent ............... , 3 per cent. 
held entirely on de-

I posit with Federal 
reserve bank. 

" 

III. THE ELEMENT OF EXPANSION IN MEMBER BANKS OF THE FEDERAL RESERVE 
SYSTEM. 

A, The change in reserve requirements when the Federal reserve system was 
established is estimated to have tel eased $450,000,000 of funds formeriy held as 
reserves. '(Authority, First Annual Report, Federal Reserve Bank of New York.) 

B. The change of requirements in June, 1917, is harder to estimate because of war 
conditions then prevailing; also because of the element of vault cash, which was no 
longer to be counted as reserve. Many banks now keep only 3 per cent of their deposits 
or less as vault cash. ' 

e. Comparison between the present requirements upon members of the Federal 
reserve system and those upon national banks under the national bank act, however, 
are as follows: 

1. Because of pyramided reserves-country banks to reserve city banks to central 
reserve city banks-the increase of $100,000 of ~old or lawful money would be the 
basis for an average increase of about $800,000 lD loans and deposits. (Authority, 
W. M. Persons, Harvard Review of Economic Statistics, January, 1920.) 

2. A de:posit of $100,000 of gold or lawful money in a member bank, and by it 
deposited lD a Federal reserve bank, will permit an increase on the average of ,8 little 
more than a million dollars in loans of a member bank. This figure assumes that 
$3 of notes are required for every $2 of reserve deposits,which has been about the 
'normal or average relation thus far. (Authority, W. M. Persona, Harvard Review 
of Economic Statistics.) The potential expansion in country banks is larger than in 
city banks because of the smaller reserve requirements, and figures out as follows 
for each $100,000: ' , 

('entral reserve cities, about •..•....•...•.•.....•........ , •...•....... $1,000,000 
Reserve city banks, about............................................ 1,300,000 
Country banks, about ..•.•.....•...••....•..•......... _.............. 1,800,.000 
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The figure for country banks was arrived at as follows: For every $5 of gold dep08ited 
by a member bank WIth a Federal reserve bank, $3 is likely to be withdrawn in 
Federal reserve notes and $2 is likely to be used as reserve against the deposits of 
the member bank. The $3 of gold will act as reserve against Federal reserve notes 
amounting to $7.50, because its 40 per cent reserve requirement perxnjts it to expand 
two and one-half times; the $2 of gold will act as reserve against the reserve deposits 
of member banks, amounting to about $5.70, because its 35 per cent reserve require
ment permits it to expand nearly three times; and tha,t $5.70 will act as reserve 
against deposits in member banks amounting to $80, because their 7 per cent reserve 
requirement permits them to expand about fourteen times; making a total of 
about $90, which multiplied by 20,000 (the number of times $5 is contained in 
$100,000) gives $1,800,000. 

NOTE.-For purposes of illustration the variable element of vault cash has been 
ignored. 

D. Owing to the flexibility of the reserve system a loan by a reserve bank to a 
member bank adds to its reserve deposit in exactly the same way as though gold 
had been imported and deposited by that member bank, and it may expand upon 
it in just the same way. The determining factor as to how long such loans may go 
on is the stock of gold which the reserve bank has, and which it may itself use as the 
basis for its own expansion. 

IV. THE ELEMENT OF TIME DEPOSITS. 

A. Under the national bank act reserve requirements against time deposits were 
the same as against demand deposits-25 and 15 per cent. Under the Federal reserve 
act as amended the reserves required against time deposits are only 3 I?er cent. N atu
rally this resulted in as much shift as possible to the time classificatlon, and also en
couraged the building up of savings departments in National and State member 
banks. This increase has been larger outside of New York City than in it. For 
New York Clearing House banks the proportion of time to demand deposits increased 
from 4.7 to 6.2 per cent since 1914. The following table shows the change through
out the country from 1914 to 1920; the percentages are the relation that time deposits 
bear to individual demand deposits: 

District. 1914 1915 1916 1917 ~I~ 1920 
; 

1. Boston ...................... 13.2 13.7 17.1 20.6 18. 5 22.9 31.2 
2. New york .......... : ....... 5.4 8.4 11.0 12.6 11.8 17.5 22.0 
3. Philadelphia ................ 23.6 26.7 30.5 35.4 35.2 37.8 48.0 
4. Cleveland ................... 31.5 32.3 33.7 36.3 35.8 39.6 43.9 
5. Richmond .................. 35.8 37.5 43.1 .43.1 39.2 48.0 59.9 
6. Atlanta ..................... 29.2 29.9 32.3 31.6 33.1 34.9 50.9 
7. Chicago ..................... 29.9 31.5' 32.8 38.7 36.1 39.1 48.6 
8. St. Louis ................... 33.3 32.6 33.1 28.3 26.1 29.1 ·39.5 
9. Minneapolis ................. 69.5 63.1 70.9 70.5 67.1 76.2 94.9 

10. Kansas City ................ 20.6 24.7 24.7 26.2 26.6 20.4 33.1 
11. DaUas ...................... 12.6 13.5 11.9 11.4 13.3 11.6 18.3 
12. San Francisco ............... 24.3 20.9 29.0 30.5 29.1 30.8 38.6 

---------------------
Ali ....................... 22.6 22.8 25.9 27.2 20.1 30.4 38.2 

V. THE ELEMENT OF INCREASED EFFICIENCY OF CREDIT. 

A.' Federal reserve bank clearing facilities have cut down the time of collecting 
checks about one-half. The increase in the use of theseJacilities is shown in the fol-
lowing table for the New York reserve bank: . 

Date. 

1915 .................................................. , •••••••••••.•••••. 
1916 .................................................................... . 
1917 .•••••••.•••.•• : .................................................... . 
1918 .................................................................... . 
1919 ..... , .............................................................. . 
1920 .................................................................... . 
1921 (January to May). ' ............................................... . 

I 
Average 

numbero! 
items handled 

per month. 

180,316 
570,114 

1,617,348 
2,945,800 
6205,320 
1, 253, 035 
7,993,226 

Average 
amount per 

month. 

$191,000,000 
430,000, 000 

I, 675, 000, 000 
3, 548, 000, 000 
4, 712, 000, 000 
4, 610, 000, 000 
3,424,000, 000 
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B. Federal reserve sy~tem wire transfer facilities have permitted immediate move
ment of funds without cost to the transferring bank throughout the country by tele
graph. The growth in the use of these facilities is shown in the following table, giving 
figures for the New York reserve bank: -

1916 •••••••••••••.•••••••••••••••••••••.•••.••••••••••••••••••••••••••••• 
1917 •••••••••.•••.•••••••..••••••••••••••••••••••••••••••••••••••••••.••• 
1918 ..••••.••.•••••••••..••••••••••••••••••.•.••.•••••••••••••••••••••••• 
1919 •.•••••••••••••••••••••••.•••••••••••.••••••••••••••••••.•••••••••••• 
1920 •••••••••••••.•.•••••.•••••••...••••••••••••••••••••••••••••••••••••• 

Number. 

2,971 
10,302 
39,099 
82,321 

147,302 

Amount. 

$485,000, 000 
6, 768, 000, 000 

19,384,000,000 
18, 245, 000, 000 
17,022,000,000 

C. Physical shipment of currency has been almost eliminated between Federal 
reserve districts and much reduced within them. 

VI. THE ELEMENT OF STATE BANK DEPOSITS WITH MEMBER BANKS, AND THE~R USE 
OF FEDERAL RESERVE NOTES AS RESERVES. 

A. Nonmember State banks may still, as prior to the Federal reserve act, deposit 
a portion of their reserves in other banks, which frequently are members of the Federal 
reserve system. This constitutes a further element in expansion, because the reserve 
deposits so maintained are not in cash but in turn have only a relatively small reserve 
kept against them at the reserve bank. 

B. No member bank, of course, can use Federal reserve notes as reserves, but 
nonmember State banks may so use them. This is an element of considerable addi
tional expansion, because they are using an instrument created largely by credit 
to provide security for deposits which may represent a further extension of credit. 
It( causes also an artificial expansion of the Federal reserve note circulation. 

C. A partial offset to the expansion of credit caused by the use of Federal reserve 
notes as reserves for nonmember State banks lies in the very large exports of reserve 
notes during 1920. The following table shows the amount of currency, largely Federal 
reserve notes, which returned from abroad to New York City banks in the first four 
months of this year, and su"o-gests the volume which went out in 1920: 

Country. Imports. 

Europa.. ________ ... ___ . __ .......... ___________ ..... ____ ...... ____ . ___ .' __ . S35, 121, 251 
Mexico and South Americs.............................................. 1, m,062 
Cuba and West Indies................................................... 12,257,779 
Canada........................ .......................................... I!, 318, 662 
Asia ................................................... , . . .. . . . . .. . . . .... _ 687, 239 
Africa.. ...... .. ..... ............ ......... . .............................. 85,766 

Exports. 

1105,168 
1,355,000 
9,684,500 

20,000 

Australia................................................................ 3,690 ...•..••.•••...• 
Country not reported. ................................................... 1--__ 3,_40_5_,1_9_2.r ___ 12:-,-:-000_ 

Total.. ........... " ... ..... . .. .. . ... .. . .. . .. .......... . .. .. .. . .... 55,653,641 ! 11, 176, 668 

It is to be noted that the shipments t.o Cuba in 1921 were nearly as large as the 
imports; in addition, however, $22,500,000 was shipped to Cuba by the Federal re
serve bank of Atlanta for the account of New York City banks. In the first quarter 
of 1920 at least $40,000,000 of currency went from New York to the West Indies. ' 

VIT. SUMMARY. 

A. The general mechanics of expansion have been discussed from' the theoretical 
standpoint. The following takes into consideration the figures for June 30, 1914, and 
compares them with the latest available figures for all banks in the country, member 
and nonmember: 

[Amounts in millions of dollars.] 

, -

I
Loans and discounts Deposits of all Stock of monetary 

of all banks. banks. gold in country. Ratio 
,-------1·---,----1----,----1 stock of 

Amount. increase Amount. increase Amount. increase. P ... I 'I Percent. Percent. Percent. d~OI:!J~ 
___________ 1: ____ ~ ___ ' _from 1914. ____ from 1914. __ __ 

June~ 
1914 •••••••••••••••••••••••• 
1919 .••••••••••••••••••••••• 
1920 •.•••••.•••••••••••••••. 

iU~ ·······65· 
31,365 104 

~N~~ ·······79· 
37,830 103 

10.0 
10.7 
14.0 
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Gov. STRONG. Since January, 1915, the country's stock of mone
tary gold has increased $1,408,000,000, or 77 per cent. The fig
ures which I have, taken from the Treasury Department reports, 
show that the stock of monetary gold on January 1, 1915, was $1,-
816,000,000. Of that amount on that date $241,000,000, or 13.3 
per cent, was held by the Federal reserve banks. 

Coming down to January 1, 1919, this stock of gold had increased 
to 33,080,000,000. Of that amount $2,092,000,000 was held by 
the reserve banks, being 67.9 per cent of the whole. 

On July 1, 1921, the stock of monetary gold was $3,223,000,000, 
of which $2,462,000,000 was held by the Federal reserve banks, 
being 76.4 per cent of the whole. 
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Estimated total stock of gold, total deposits of all banks, and amount of paper money in circulation on 
Julv 1 of each year. Figures for 1913-100 per cent. 

Source of Information: Annual reports of tbe Treasury Department, United States Circulation State· 
ments, Comptroller's Reports 011 Condition of National Banks. 

There is no ground for criticizing this development. The reason 
why the gold passed into. the reserve system is simple. During 
the war the member banks were encouraged to turn it in because 
we needed it, or we felt we would need it--

Representative SUMNERS. How did you encourage them to do 
that 1 

Gov. STRONG. We went right to them and asked them to do it, 
to turn it in. To explain in a little more detail, we paid the cost 
of shipping it, which was a considerable consideration to them. 
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Representative SUMNERS. I am glad you are making those ex- 0 

planations, because I do not think the average AmerIcan knows 
what is meant by buying gold, and does not understand why it is 
that gold is .at one place at one time and gets to be at another place 
at another tlme. 

Gov. STRONG. It does not move around much now, sir; it stays 
pretty much at one place. ' 

Representative SUMNERS. Are there any influences now in opera
tion tending to pull it out of your vaults ~ 

Gov. STRONG. Well, to some extent. During the war there was 
a very considerable sentiment, create? I think by the management 
of the reserve banks,- that economy ill gold could best be effected 
by depositing it in the reserve banks. We fostered that feeling, 
and we in a measure anticipated the possible need of that very 
thing by watching the experience qf other countries. I was in 
France, as it happened, when the Bank of France made the appeal 
to the peasants of France, and saw their gold flowing into the bank. 
It was the best preparation for possible participation in the war 
to have that gold handy where it would serve to support an ex
pansion if it had to come. 

o Representative SUMNERS. This gold that has come to America 
from Europe-has any considerable amount of your own notes 
gone to Europe in return 'for the gold which has come here 1 

Gov. STRONG. It has not gone ill exchange for gold. The notes 
which have gone to Europe-sJ>eaking of continental Europe-are 
largely notes that have been taken out by travelers going abroad, 
those who were returning to their old homes, and who had confi
dence in the American currency. A very considerable part of it 
has been shipped to countries like Cuba and Chile and Mexico and 
other South American countries, for various reasons. As you know, 
American currency is legal tender in Cuba. 

Re{>resentative MILLS. Is it the fact that the entire gold supply 
is held in the vaults of the Federal reserve system ~ 

Gov. STRONG. Of the United States W No; the figures show that 
at the present time 76 per cent of the monetary gold is. ' 

Representative MILLS. Has that percentage varied very ,mate
rially in the last two years ~ 0 

Gov. STRONG. Giving the percentages, on January 1, 1919, it was 
67.9; January 1, 1920, it was 74 per cent; January 1, 1921, it was 
74.1 per cent; July 1, 1921, it was 76.4 per cent. The period of great 
increase was from January 1, 1915, to January 1, 1919, and that 
included the period when we were gathering in the gold that was 
in bank reserves and in circulation throughout the countrr 

Representative SUMNERS. What proportion of the world s gold do 
we now hold, in your estimation W 

Gov. STRONG. About 40 fer cent, Congressman; possibly a shade 
more. The estimate that have seen recently-and I am quoting 
very roughly from memory-is that the stock of monetary gold of, 
the world is in the neighborhood of $9,000,000,000. 

Representative SUMNERS. How much more of the world's gold do 
we have now than we ordinarily have ¥ 

Gov. STRONG. That is a hard question to answer, also. The 
increase in our gold holdings has been a natural and an inevitable 
one. It is the result of the pressure to find American exchange to 
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buy things here and to pay debts here. A very: significant thing has 
taken place the world round. Gold has driftea:, or been drawn 
from general circulation as a result of Government mandate, or as 
a result of policy as in the case of this country, into the central 
banks. Speaking again roughly from memory, I think the Bank of 
England to-day holds about three times as much gold as it custo
marily held before the war. Even in Germany, with the enormous 
amounts of gold which Germany has shipped out of the country, I 
think the figures for the Reichsbank to-day show that they still 
hold nearly as much gold as they customarily did before the war. 

Now, when b~:ceak of how much we, hold in excess of what we 
should hold, It· to answer that question we have got to examine 
into the possibilities and policies looking toward a return to specie 
payment in Europe, and that is again a question that can only be 
answered by the unfolding of the future. We should not hold this 
excessive gold in this country to any such extent as will delay the 
restoration of specie payment abroad, but they can not get gold from 
us so long as the exchanges are adverse to them, because taking out 
gold under the present conditions represents an absolute monetary 
loss to the banK or the Government which comes here and buys it 
and takes it away. 

Representative SUMNERS. Are they going to continue to yield to 
the temptation to take the monetary profit by letting their gold come 
here ~ Or would/ou like to venture an opinlOn on that ~ 

Gov. STRONG. think, sk, it depends altogether upon the urgency 
with which demands are made upon them to :pay debts in this country. 
In general, I think it is fair to say that the drift of gold to this country 
is latterly made up largely of the new production of gold from the mines 
of South Africa, Australia, and other parts of the world, and it can 
not help coming here so long as exchange is in its present condition. 
It goes where it realizes the ~eatest value. 

Representative SUMNERS. I realize that is a little ~ide from the 
matter of inquiry. 

Representative TEN EYCK. One guestion along that line. Under 
those conditions in what way would the European, nations payoff 
their debts ~ 

Gov. STRONG. I hope you will permit me to deal with that later, 
Congressman Ten Eyck. I am going to v-enture upon making some 
suggestions upon some of those matters-however, with some diffidence. 

Representative SUlINERS. I hope I have not led you too far afield in 
my questions. 

Gov. STRONG. The present importations of gold which originally 
come to this country consigned to the banks-in some part to us, 
but principally to the banks-are immediately turned over to us if 
they do not go into the Treasury (in which event we also get them), 
because gold does not count as reserve in the vaults of a member 
bank any more; all of their reserve must be deposited with us, and 
consequently it naturally comes to us. 

Representative MILLS. That was one of the means you used' to 
force the gold from the member bank into the reserve bank, was 
itnoU 

Gov. STRONG. Yes, sir; by the amendment of June, 1917. And 
of course when that gold is deposited in the reserve bank it becomes 
useful or remains useful for all purposes as monetary gold-as reserve, 
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as currency, aS,a means of settling interdistrict debts, and exchanO'es 
of the 12 reserve banks. Weare also the principal source of supply 
of gold now for the arts and manufactures in this country. The 
banks that have the accounts of jewelers or other users of goid can 
get. gold certificat')s from us and then take them over to the assay 

. office and get gold bars. 
Gold will support expansion in proportion to its utility as reserve 

money. I shall not go into an elaborate explanation of that fact, 
but Will be glad to introduce a table into the record, if you desire 
me to do so, to show that under the old system before the Federal 
reserve act was passed, $100,000 of gold imported into the United 
States and deposited in a bank in a central reserve city like New 
York, where the 25 per cent reserve requirements applied, in a short 
time would be multiplied into $300,000 of bank loans and $400,000 
of bank deposit liaoilities. By a very simple little table I could 
explain that, I think. That is the explanation of expansion and the 
power of gold under the old natio;nal nanking system. (See p. 628.) 

Now, under the Federal reserve act the same thing takes place, 
but possibly to a greater extent. Under the national bank act 
national baIlks were required to maintain reserves against net demand 
and time deposits in central reserve cities of 25 per cent, all in their 
vaults; in reserve cities, 25 per cent, one-half in their vaults and one
half on deposit in banks in central reserve cities; country banks, 15 
per cent, 6 per cent in their vaults and 9 per cent in their reserve 
bank account. The State bank requirements for reserve varied 
greatly. 

Under the Federal reserve act these requirements were reduced, 
first, to 18, 15, and 12 per cent, only a portion deposited with the 
reserve bank, and the balance they were permitted to keep in v:ault 
or with their old correspondents. Time deposits required 5 per 
cent reserve, divided between the reserve bank, the bank's own 
correspondent, and its own vault. 

Then a further change was made June 21, 1917, when the re
serve re<I.uirement of the Federal reserve act reduced this to 13 
per cent m central reserve cities, 10 per cent in reserve cities, and 
7 per cent in the country banks, with the reserve against time de
posits 3 per cent in all classes. 

Now, without attempting to produce an analysis of the effect 
of these changes, let me say that the change in the reserve re
quirements when the Federfl.l reserve act was first established is 
estimated to have released $450,000,000 of reserves.' You will 
find such an estimate in the first annual report of the Federal re
serve bank of New York. The change in the requirements in June, 
1917, is most difficult to estimate and we have not calculated it. 
The theory of that amendment was, as I recall, that it was assumed 
that all member banks would be under the necessity of carrying a 
certain proportion of vault cash to make up pay rolls, etc., which 
would oe about 3 per cent. Adding that 3 per cent to the new 
reserve requirement, it did not involve a great reduction in the 
reserve. Figures could be made to show what it did involve.. 1; 
think probably it resulted in some reduction in the required reserve. 

Representative SUMNERS. Will you later discuss the effect of 
that upon values and commerce 1 

Gov. STRONG. As a whole, yes, sir; not those specific changes. 
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Now, the comparison between the present requirements upon 
the members of the Federal reserve system and the national banks 
before the reserve system was establiShed can be explained in this 
way. Because of pyramided reserves-that is, a given bank 
depositing reserves In reserve city- banks and central reserve city 
banks, and the reserve city banks In the central reserve city banks
the theoretical increase which 5100,000 of gold or lawful r;noney 
permitted, taking all types of banks, would be an increase in loans 
and deposits roughly of about 5800,000. The authority for this 
statement you will find in II. study made by- Prof. W. M. Persons, in 
the Harvard Review of EconomIC StatistICS of January, 1920. 

Representative MILLS. That is, under the Federal reserye sys-
hm1 . 

Gov. STRONG. Under the old system, the national bank aot. 
Under the present system the deposit of $100,000 of gold or lawful 
money in a member bank and in turn deposited; as now takes place, 
in a reserve bank, will permit an increase on the average of about 
$1,000,000 of loans or aeposits of member banks. This figure is 
based upon the assumptIOn, which has held fairly well so far, 
that credit is expressed In the proportion of about $3 in notes to $2 
in reserve bank deposits. This is also the result of Prof. Persons's 
study. 

Now, the potential expansion in country banks is, of course, 
correspondingly larger than in city banks where the reserve require-
ments are higher- _ 

Representative MILLS. Are you speaking in Prof. Persons's figures 
of the member banks only~ 

Gov. STRONG. I am speaking only of the member banks. 
Representative MILLS. You are not taking into consideration what 

it permits once you have deposited these reserves with the Federal 
reserve bank' 

Gov. STRONG. This is the theoretical calculation of what would be 
permitted under the reserve requirements of the Federal reserve act, 
which do not apply to State banks that are not members of the 
Federal reserve system and which vary very greatly, according to 
the States. 

Re.presentative MILLS. I am asking the question because I was 
under the impression that the expansion was much greater. 

Gov. STRONG. I think, in fact, it would be found to be so if we 
could make a calculation which would include all of the banks. This 
being confined to the 10,000 banks in the reserve system, it is based 
of course upon the reserve requirements which apply to all of those 
banks. 

To illustrate the expansion in its most extreme form-that is, the 
influence of 5100,000 expanding entirely upon the basis of country 
bank reserve percentages-we find that it works out, according to 
fi!rures which we have made ourselves and which have been carefUlly 
d~ecked and which we believe to be accurate, to be about $1,800,000. 
I shall not go over the calculation here; it was made by some of our 
own men who make up these figures, and, I think, carefully and 
accurately made, and tlien checked by the statistician 'of the Federal 
Reserve Board. It shows that $5 in gold will multiply to a total of 

58589--21-PT 13--34 
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about $90. Multiplying that by 20,000, to raise it to $100,000, pro
duces $1,800,000 .. 

Representative MILLS. Those are the figures I had in mind. 
Gov. STRONG. It works out roughly this way: Central reserve 

cities, about $1,000,000. Reserve city banks, about $1,300,000. 
Country banks, about $1,800,000. 

Representative MILLS. But the average was very nearly fourteen 
times, was it not ~ About 14 to 151 

Gov. STRONG. Prof. Persons's figures say about eleven times, 
confining it to banks whose reserve requirements are those of the re
serve act. With country banks I have no doubt it would be much 
more than that. 

The CHAIRMAN. That expansion represents loans, discounts, and 
deposits W 

Gov. STRONG. Yes, sir; both sides of the account, but this :figure 
here which I have quoted is the figure of deposits. If put on a Chart 
the two would correspond pretty closely. 

It is a fact that under the theory of the Federal reserve system 
the same effect is felt upon the expansion of credit if the Federal 
reserve bank makes a loan of $100,000 as would be the case if $100,000 
of gold were imported. from Europe; that is to say, if a member 
bank puts $100,000 of new reserve money in the shape of gold in 
the reserve bank, no different train of development is started than 
when the Federal reserve bank makes a loan, which is the equivalent 
of a reserve deposit for that member bank. The effect is just the 
same so far as expansion is concerned. 

Representative MILLS. I know you do not want to go into too 
much detail, Governor, but it seems to me that in view of Mr. 
Williams's statement as to the unused credit that was available and 
is available to-day, it would be a good thing if you would sketch 
very briefly how lOU reach those figures. 

Gov. STRONG. am coming back to Mr. Williams's statement. 
Representative MILLS. I mean on this particular point, how you 

reach, for instance, an average of 12 times the $100,000 in gold. 
It is rather a simple calculation, is it not ~ 

Gov. STRONG. The figures are all set out here in this document. 
They are all set out here on the basis of $5. 

Representative MILLS. Are you putting that in the record ~ 
Gov. STRONG. I am putting that in the record; yes, sir. 
Representative MILLS. Then I will withdraw the question. 
Gov. STRONG. I did not complete my statement about the com

parison between the $100,000 of gold and the $100,000 loan, and 
some of my economist friends will get after me if I do not finish it. 
The only difference is this, that where gold is imported and added 
to the reserve system you increase the base upon which this expansion 
is erected. Where you make a loan you are expanding your loans 
and deposits upon the same base, and consequently you reduce 
your reserve percentage in the reserve system. Assuming that the 
amount of gold in the reserve banks is constant, the expansion of 
course reduces our reserve percentage, but during this period when 
gold has been flowing into the reserve banks we have maintained 
our reserve percentage at a much higher figure than it would have 
been had we.not had this accession of gold. 
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Representative SUMNERS. Let me see if I can put this myself in 
plain language that I can understand. When the $100,000 is brought 
here and put into the vaults of the Federal reserve bank, you create 
a basis then for credit' 

Gov. STRONG. Yes, sir. 
Representative SUMNERS. Now then, when you loan that $100,000 

yo~ put into operation the credit for which the gold constituted a 
basIS l 

Gov. STRONG. Yes, sir. We do not touch the gold; the gold goes 
into the vault and is locked up. 

Representative SUMNERS. You leave the gold there, and send out 
your notes to do the same work that the gold would have done had 
It gone out! 

Gov. STRONG. If you will permit me to give you an illustration, I 
will tell you exactly what happens. A manufacturer goes to a bank 
which is a member of the Federal reserve system to borrow $100,000. 
That member bank, because of that and other transactions which 
result in an impairment of its reserves, goes to the reserve bank and 
borrows 5100,000 from us. The reserve bank gives the member 
bank a credit of $100,000, and in turn the manufacturer receives a 
credit of $100,000. Now, a little later the manufacturer wants to 
use that money, one-half of it to pay a bill and one-half of it for a 
pay roll. He goes to the member bank and gets $50,000 in currency. 
The member Dank comes to us and gets 550,000 in Federal reserve 
notes. By that step 550,000 of bank deposit currenc:y has been 
converted into 550,000 of bank note currency. That is ill brief the 
way in which the credit of the Federal reserve system is distributed 
in the two forms of bank deposits and bank notes. The expansion 
which takes place in the credit of 5100,000 which we have extended 
has in a sense already taken place when we grant the credit. 

But, expressing the loan that I referred to in a little different 
form, suppose the manufacturer borrowed $100,000 from the member 
bank, and that is the only transaction which the member bank has 
that affects its reserve. It had no other business that day. Conse
quently when it gave the manufacturer 8. 5100,000 loan it added 
5100,000 to its loans among its assets and $100,000 to its liabilities
a deposit liability. Against that deposit liability it had to make 
a reserve, in the case of aNew York City bank, of $13,000. So 
instead of discounting the entire amount of $100,000 with us, theoret
ically the member bank would come to us and borrow $13,000, just 
enough to make good its reserve. And that is exactly what happens. 
The expansion which is afforded by the Federal reserve system 
follows the expansion which originates in the member banks. 

Now, a last word on the power of expansion of the Federal reserve 
system. Of course the determining factor under the statute, aside 
from questions of policy as to how long the Federal reserve bank 
may go on making loans, the limiting and determining factor under 
the statute, is the amount of its reserve in proportion to the amount 
of its liabilities; that is, whether its reserve becomes impaire~. If 
you will permit me to leave the discussion of gold for just a mIDute 
at this point, that is where the rate comes in. What control can 
be exercised over this volume of credit under such. a system as we 
have, where we can manufacture credit just as fast as the demand 
arises--what control can we exercise except the control of the rate' 
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I mean ~~ normal t~esl leav:inz out the influence of a great war 
where military necessIty IS an mnuence. 

Representative MILLS. Now you have m.ade a statement there 
that we can manufacture credit as fast as necessary. That is, assum
ing gold is available ~ 

Gov. STRONG. We can manufacture credit, assuming that the 
demand for the manufacture of credit exists. 

Representative MILLS. And that the gold is available ~ 
Gov. STRONG. And that the gold is available as a base for the 

credit. . 
The point that I wish to bring out is what distinguishes the Fed

eral reserve system in some respects from the English banking 
system, which I take simply as typifying almost the other extreme 
of a banking system which permits of the ISsue of bank notes. What 
I am going to say is not any criticism of the Federal reserve act. I 
think that in many ways it is much better adapted to the needs of 
this country than the system of the Bank of England might be. 
But I am not sure about it. We, unfortunately, have only had ex
perience in the operation of the reserve system in abnormal times 
when the influence of the war and the postwar period overshadowed 
everything else. We have no means of judging how this great 
machine Will work in normal times, and I person8lly would depre
cate experimenting very much until we have more knowledge of 
how it Will work in normal times. But I do want at this point to 
bring out in sharp contrast the two principles that apply to the 
makmg of rates by a comparison of the Federal reserve system and 
the Bank of England. 

In the Bank of England, as you know-and I am speaking of its 
normal operations in time of peac~when an expanded condition 
arises, when business becomes active, employment IS pretty general, 
and there is a large production of goods and a large volume of trade 
and possibly some speculation, increasing demands for credit arise, 
and that credit to some extent must be expressed in the currency 
of the country, which is bank notes. The proportion will vary 
somewhat, but assume it is $3 of notes to $2 of reserve deposits, as 
I have stated here. . 

Now, when demands arc made upon the Bank of England for note 
currency those notes are issued by the banking department of the 
bank, and as they are paid out they directly reduce the gold, so to speak, 
because the notes are only issued by the issue department against 
gold. They directly reduce the reserve of the banking department. 
The Bank of England can not, under their old system, meet a de
mand for credit expressed in the form of notes by simply printing 
notes and putting commercial or banker's bills or some other kind of 
loans behind the notes and thereby reducing· the reserve. They 
actually payout their reserve money. That is reflected at once and 
directly and in a much greater proportion upon the reserves held by 
the Bank of England than a similar development is reflected in the 
case of the reserve system. As demands for credit arise and that 
credit is converted into bank notes we payout those notes which 
the deposit of our commercial paper and loans secures; we increase 
the volume of notes, but do not payout our reserve; we keep the 
reserve. 
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In discussing this with students of these matters I think you will 
find that in the last analysis it comes down to this, that in the case 
of a system such as that of the Bank of England action upon the 
bank rate becomes mandatory and imperative to a greater degree 
than it does in the Federal reserve system. With them it is a matter 
of necessity to protect their reserve. With us it is more a matter 
of human judlPllent and policy. . 

Representatlve MILLS. Is not their system much less flexible? 
Gov. STRONG. Very much less flexible. 
Representative MILLS. And did they not have to suspend the 

operation of their system right at the start of the war ~ 
Gov. STRONG. As a matter of fact, the bank act was not suspended 

in England at that time, Mr. Mills. 
Representative MILLS. But they got around it though ~ 
Gov. STRONG. What they did was to create a new currency which 

met the demand. 
Representative MILLS. It was nothing but GOlTernment paper. 
Gov. STRONG. Government paper. The currency notes of England 

are not the same as the greenbacks which we issued during the Civil 
War. In the first place, they have a gold reserve behind them of 
28,500,000 pounds sterling. FUrther than that, they put actual 
existing issues of Government bonds behind those notes as security. 

We never did that with our greenbacks during the Civil War, and 
until, I think, President Cleveland's administration, we never had a 
gold reserve behind them.· But they did put a gold reserve behind 
their currency notes, and they put a security behind them which 
consists principally of interest-bearing bonds of the British Govern
ment and of cash balances with the Bank of England, including 
recently Ban,k of England notes. 

Representative TEN EYCK. Does the English system automatically 
contract the same as our reserve system? 

Gov. STRONG. It contracts automatically; yes; and I should say 
more directly than ours does. When a recession in demand for credit 
takes place by reason of a recession in trade the tendency is for the 
notes to flow back into the bank and the result is a direct increase in 
the reserve percentage. 

Representative TEN EYCK. Could the other banks keep those notes 
out~ 

Gov. STRONG. They could, but it would not be profitable for them 
to do so. They would be a noninterest-bearing asset in their vaults. 

Representative TEN EYCK. Under our system they could not keep 
them out when they paid off their loans, could they 1 

Gov. STRONG. Under our system the contraction which takes "place 
in such a £eriod as this is shown graphically on this chart. llndi
cating.] (i"See p: 534.) You will see the way our note issue is com
ing down. That is due to the fact that the notes are no longer 
needed in circulation, and we have 12 points where they come in 
automatically. 

Representative TEN EYCK. I understand, but under the English 
system the notes that they issue could be kept out, could they not ~ 

Gov. STRONG. Well, ours could be, but those matters are governed 
by the law of supply and demand and the desire to make a profit. 
People pay their debts; they do not want to keep paying interest 
when they have bank notes in the till. 
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Representative SUMNERS. Generally, for each one of your notes 
that IS out somebody is paying interest 1 . 

Gov. STRONG. Not absolutely, sir. Those which were issued in 
response to a demand for credit are of that category. Those that 
~ere issued against gold are not, and of course m!J,ny of our notes are 
Issued against gold. 

Representative SmlNERs. I am speaking with regard to those that 
are issued in response to a demand for credit. 

Gov. STRONG. Somebody is paying interest on them. 
Representative SQMNERS. And do they not want to get them back 

as soon as they <)an 1 
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Gov. STRONG. Yes, sir; that is the fact. 
Now

l 
there is another element of expansion which has not entirely 

esca~ed observation, and it is pretty important. Whatever may be 
the mfluence that is bringing it about-probably the influence of 
profit, again-there is a very marked tendency among the member 
banks to bring a~out a c.hange in the cl~ssi:fication of their depo~its 
so that what mIght ordinarily be consIdered as aemand depOSIts, 
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requiring reserves of 13, 10, or 7 rer cent, according to the classifica
tion of the bank (whether centra reserve, or reserve city-or- country 
bank), are being transferred ,to time deposits, probably savings depos
its, in many cases, which only require a 3 per cent reserve. I have 
tables here prepared for the years 1914 to 1920, divided by Federal 
reserve districts, expressed in t>ercentages, showing the relation that 
time deposits bear to individual demand deposits. Let me point out 
the extent to which these have been increasing. (See p. 523.) 

In 1914, in all Federal reserve districts, the proportion of time 
deposits to individual demand deposits was 22.6 per cent. By 1920 
the proportion had risen to 38.2 ]>er cent. That is a considerable 
element of expansion. It means that an increasing proportion of the 
deposits of the member banks now require only a. 3 per cent reserve 
instead of 13, 10, or 7, according to the class of bank in which the 
deposits were made. 

Representative SUMNERS. Governor, from the standpoint of good 
banking, is there any considera.ble difference between the' reserve 
requirement for time deposits and those that are required for bank 
deposits ~ , Do I make myself clear ~ 

Gov. STRONG. I think so. 
Representative SUMNERS. Is 3 per cent reserve for time deposits as 

safe as 13 per cent for demand deposits ¥ 
Gov. STRONG. It is difficult to answer as to banks in the West; I 

have not had enough experience there. But, as you know, most 
banks throughout the rural sections of the country' have savings 
de,Partments of some sort or other; They issualittle pass books con
taming a contract in one form or another which requires a 30 days' 
notice for the withdrawal of the deposit. That is one large class of 
deposits of the character I am referring to. Another class are the 
time certificates of deposit which are issued for fixed periods of 30, 
60, or 90 days, or for a period requiring notice of 30 days or more. 
They: are issued principally by the larger banks in the big cities to 
people who have money awaiting investment. 

The requirement of 3 per cent reserve iIi some c~es, I think, might 
be adequate and iIi others insufficient, an<J the determination of 
whether it was adequate or not would depend entirely upon the kind 
of investment that is made of that deposit. Let us suppose, for 
instance, that there are two banks iIi the same town doing exactly 
the same kind of business and of the same volume. Suppose that one 
bank has the entire amount of these savings deposits invested in bills 
or other paper eligible at the Federal reserve bank, and that the other 
bank has its savings deposits entirely invested in mortgages on real 
estate. The first bank would be in a position to meet any: demand 
by the depositors for currency by going to the Federal reserve bank and 
discounting that paper. The other bank which has those deposits 
invested in mortgages would, of course, require more time in oraer to 
get advances or to cc;mvert those mortgages in order to meet with-
drawals by the depOSItors. ' 

I introduce that simply by way of illustration, not to co~ent 
upon the wisdom or unwisdom of making one,or another kmd of 
investment. I am drawing the commission's attention to that de
velopment because I understood some discussion 9n these elements of 
expansion would be of value., ": . 

Now there is the element of increased effiCIency of credIt. That 
is a rather abstruse matter, but I can point out at least two functions 
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of the reserve system which certainly are developing greater efficiency. 
in the employment of credit. 

Take our check collection department. The Federal reserve brtnk 
of New York, as with all other reserve banks, has probably :reduced 
the time that it takes to collect checks and get them settled and trans
ferred to the reserve balance of the bank which owns those checks, by 
pretty nearly one-half. That certainly is making credit operate more 
efficiently. 

To illustrate the growth of that, in 1915 the average number of 
checks collected per month by the Federal reserve bank of New York 
was 180,000, and the monthly average amount was $191,000,000. In 
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1918 the average number of checks handled per month was 2,945,000, 
and the average amount of the checks, $3,548,000,000. 

In the year 1921 the average number of checks handled each month 
has been 7,993,000, and the average amount of checks per month, 
$3{!24,000,QOO. . .. 

.NOW, if we assume that shortening the time of collection makes the 
employment of credit more efficient, you can see the tremendous 
influence in the growth of this collection system which reduces the 
time to collect cliecks. It does have the effect of taking out of the 
reserve of our banking system a certain amount of cheCKS which are 
in circulation uncollected and which formerly counted as a reserve. 
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. Here is another item. As you know, the Federal reserve system 
has its own leased telegraph wires connecting all the reserve banks 
and their branches, and over this system of wires we make transfers 
of funds for member banks. That is an instantaneous payment 
instead of payment by checlr. In 1916 the number of wire transfers 
of that character that we made was 2,971 for the year, of an aO'greO'ate 
amount of $485,000,000. In the year 1920-1 am speaking s~ply 
of the reserve bank of New York-we made 147,302 such transfers, 
in the total amount involved of $17,022,000,000. 

Another element-I do not know whether it is an important one; 
I think it is probably very slight-is that we have eliminated to a 
very large extent shipments of currency throughout the country. 
Currency is furnished m the respective districts by the reserve banks, 
and shipped directly to the member banks, and the great tide of 
currency that used to flow back and forth during the crop-moving 
period bas been almost eliminated. 

A sixth element of expansion is that relating to the nonmember 
State banks. As I shall mtroduce this memorandum into the record 
in full I shall only point out this fact, that whereas Federal reserve 
notes can not be used as vault reserve by member 'banks-they 
never were allowed to use them as vault reserve, and there is 
now no requirement for vault reserve-the only point where 
Federal reserve notes can serve as an expanding element is where 
they are used by nonmember State bankS as reserve in their own 
vaults. Of course, that does create a new element of expansion. 
When you consider that of the 30,000 banks in the United States 
10,000 are members of the reserve system, roughly sReaking:. and 
20,000 are not, and that those 20,000 represent something hke 36 
or 38 per cent of the banking resources of the country, you will see 
there IS a considerable possibility of expansion there. 

Representative SUMNERS. Speaking of expansion, may I ask you 
a question on that point ~ Suppose that 10,000,000 men in the Uruted 
States have the habit of carrymg around with them $10 apiece, and 
they all change that habit and reduce the amount ·to $5. . What 
effect would that have ~ 

Gov. STRONG. It would very much/reduce the amount of hand to 
hand currency in the United States. 

Representative SUMNERS. I understand, but would it release any 
currency for the general credit and trade purposes of the country 1 

Gov. STRONG. It would depend again upon the rate policy of 
the reserve banks. It would have the effect of increasing our reserve 
percentage, as would be quite obvious. If that change of habit on 
the part of 10.000,000 people resulted in $50,000,000 of our notes 
being deposited in the reserve banks, as being no longer needed in 
circulation, the'reduction of $50,000,000 in liabilities by the reserve 
banks would increase our reserve percentage. It would increase our 
potentiallendinglower. Whether it would be a relief or not in case 
credit was neede would depend upon our rate policy very largely; 
that is, upon whether it was made available; 

I shall only call attention, in concluding thi~ description of ~he 
note issue, to the fact that there has been consIderable exportatIOn 
of our note issue to other countries. I can not tell exactly how much. 
We sent a questionnaire on this subject to the New York Qity banks 
some time ago, and they reported that their records for four ~onths 
beginning January 1, 1921, showed that there had been returned to 
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them from abmad a total of $55,653,641, and that they had shipped 
abroad $11,176,668. In addition to that, however, there was one 
shipment of $22,500,000 that was sent to Cuba for the account of the 
New York City banks, and in the first quarter of 1920 at least 
$40,000,000 of currency went from New York tQ the West Indies. 

Now, a summary of the expansion of credits expressed in figures: 
In 1914, the amount of loans and discounts of all banks in the United 
States was $15,340,000,000; the amount of deposits in all banks of 
the United States was $18,588,000,000. And the stock of monetary 
gold in the United States was $1,891,000,000. I should state that 
the stock of monetary gold bore the relation of one to ten of bank 
deposits in 1914 .. 

Coming now to 1920, the amount of all loans and discounts of all 
banks on June 30---these figures here are $31,365,000,000, an increase 
of 104 per cent over 1914. The amount of defosits of all banks on 
that date was $37,830,000,000, an increase 0 103 per cent. The 
stock of monetary gold was $2,708,000,000, an increase of 43 per 
cent; and the stock of monetary gold compared with bank deposits 
was in proportion of 1 to 14, as against 1 to 10 six years earlier. 

These figures have not been worked out for 1921, because the 
combined report of national and State banks is not yet available. 

The C:aAIRMAN. Do your figures show what the rate of increase of 
the banks was during that period ~ My recollection is that it was 
about 8 per cent. 

Gov. STRONG. My recollection is that the rate of increase was, in 
normal times, about 6 per cent, Mr. Chairman. Of course, it has 
been tremendously more than that since the war started. 

That statement has been made, in regard to the possib~~-k of 
expansion, in order to get a better understanding, as It· is 
necessary, of the relation of expansion to the statement that r am 
about to make. 

r would like to explain, if you please, what the New York money 
market is and its relation to our rates. 

There are four or five important rates, so to speak, in New York 
which have a bearing upon the rates adopted by the Federal reserve 
bank of New York. r may review them briefly. The first of these 
is the rate at which commercial pa'per is sold in the market. A great 
many large borrowing concerns m the United States which have 
regular banking accounts where they can borrow money, find it 
desirable and possibly economical to sell their notes through brokers 
who make a specialty of dealing in such paper, and distributing 
them to banks that have sUlJ>!us funds for investment. This paper 
is distributed throughout the United States generally, and is, to some 
extent, purchased by the larger New York City banks. 

That IS a rate for a commodity in the market which has an influ
ence upon our rate, or should have an influence upon our rate, because 
it is one of those securities in which banks can invest their funds at a 
profit in case they are willing to borrow from us·at a lower rate; they 
can do so if they are willing to do it. And it has a further effect on 
our rate-this commercial-paper market, so to speak, has an influence 
upon the New York market m this respect, that most of these large 
borrowers.who sell their paper through brokers have bank accounts 
or connections in New York where they can borrow money direct 
at times when they can not sell their papllr. And it has been 
the case recently that country banks and banks generally have 
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discontinued buying this paJ>er because the demands of their cus
~omers. have been so great that it left the~ no s~plus money to 
Invest m that way. Then these concerns whlCh ordmarily borrowed 
on commercial paper had to ~o to their own banks and borrow money, 
and when they do go to thell" banks to borrow money, that indicates 
that the commercial-paper market is "shut up," as it sometimes is; 
rates then tighten up at once. And that has ]jeen one of the charac
teristics of this recent period. 
R~presentative TENEYCK. That paper is not discountable with 

the Federal reserve bank ~ 
Gov. STRONG. Oh, yes; the great bulk of it is discountable with 

the Federal reserve bank. This paper is paper that conforms to the 
definitions of eligible :{>ltper in most,cases. 

And in this connectIOn I want again to emphasize, as it comes into 
this line of discussion, the fact that there is practically no such paper 
in existence in the London money market. For instance, borrowings 
of that kind are made in England on overdraft account, and the 
habit of issuing commercial paper and selling it through brokers has 
not developed. 

Now,another element in the New York money market is the 
bankers' bill or acceptance. That market has grown in importance. 
These bills represent, in greater part, the import and export of mate
rials to and from this country and are such bills as I have referred 
to:as being common in the London money market. Some of them 
are issued for the purpose of carrying commodities in storage. They 
are a commodity In the New York money market, and the rates for 
them are quoted. 

Representative SUMNERS. Will you explain .briefly for the record 
what a bill of acceptance is 1 

Gov. STRONG. One _type is a bill that is drawn by an exporter of 
jute from India on a New York bank under a credit granted by the 
New York bank to an American importer, and it originally comes
from India to New York with the documents attached-that is, the
bill of lading,- and the insurance papers, and so on. It is presented 
at the New York bank and the New York bank accepts it. It may 
be 3>aid in 30 days, or 60 days, or 90 days. 

,Representative SUMNERS. It is akin to what we call in the interior 
a bill of lading 1 

Gov. STRONG. They are similar. It represents a movement of 
commodities. The rate applying to these bills is. of course a rate 
which we have to regard in fixing our rate in New York. , 

Third, and for the moment a very important rate, is the rate at 
which the Government is borrowing on short certificates of indebt
edness. But since about April or May of 1920, it has been more the 
market rate for the Treasury certificates of indebtedness, as. dis
tinguished from the bearing rate, because they are now actively 
traded in in the market, and sell on an interest basis, and as these 
may be used as collateral by the member banks at the Federal re-
serve bank, that rate also has an influ~nce upon our rate. . 

A fourth rate which has much less mfluence than formerly, IS the 
rate borne by the stock exchange loans. And there has be.en so 
much'misconception of this stock exchange call rate that later m m;r. 
statement, or perhaps now, I would like to read into the record, if 
you will perIDlt me, a brief portion of .an article prep.ared by Mr. 
George E. Roberts, I believe, formerly Dll"ector of the Mmt, and now 
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connected with the National City Bank of New York, on call rates, 
which appeared in the publication of that bank some time ago. 
Quoting from a report of the former Comptroller of the Currency, 
which says [readingJ: ' 

The reports of all national banks of the United States as of June 30, 1920, as recently 
analyzed, show an enormous expansion in their holdings of mercantile paper and of 
discounts made on the strength of one or more indorsements, and in loans made upon 
warehouse receipts, etc., and a marked reduction in money loaned on bonds and 
stocks. 

r was under the impression that the comptroller thought loans 
on stocks and bonds had increased, but apparently he said they had 
decreased. COm1nenting upon this, Mr. Roberts says [reading]: 

This describes the change which the bankers accomplished during the year. 

The date of this article is November, 1920 [reading]: 
How waS this withdrawal of funds from stock exchange use conducted? There are 

two ways of reducing the volume of loans: One is by perem{ltory action, refusing 
to renew, requiring debtors to repay forthwith; the other is by raISing the interest rate. 
The former is a violent method liable to cause serious disturbance. The latter gives 
the borrower time to adopt a policy and make new arrangements. It was in the public 
interest that less capital should be employed in the call market and it was necessary 
that borrowers should adapt their affairs to this policy, but it was advantageous to them 
to be allowed to borrow from day to day even on high rates until they bad adjusted 
thenlBelves to the change. If they paid 25 per cent, they paid one three hundred 
and sixty-fifth of 25 per cent for one day, and were under no obligations to borrow for a 
day longer than they wanted to. 

A reduction of the amount of money available inevitably causes a rise of rates 
unless the demand falls off. The borrowers thenlBelves advance the rates by bidding 
to attract funds to take the place of what has been withdrawn. 

A conference of farmers in session at Washington is reported to have passed a reso
lution condemning the New York banks for lending at such high rates because the 
effect was to attract money from the country where it was needed for loans to farmers. 
They did not understand that it was the withdrawal of funds for that purpose which 
made the high rates, or that if the New York banks had renISed to lend at the rates 
named the rates would have gone still higher and the temptation to country bankers 
have been thereby increased. 

The "renewal" rate upon call loans is the rate at which loans stand over to the next. 
day, and is the rate which most of the call loans hear at any time. We give below th(, 
average renewal rate for each month beginning with October, 1919, and for comparison 
give another colunm showing average rates for 90-day loans on mixed collateral over 
the S3.me period. There is no fixed rate on ti ne loans corresponding to the renewal 
rate, but we have taken averages which are approximately correct. Attention is in
vited to the fact that from October to February, while loans were being reduced in 
volume, the ca.ll rate ruled above the time rate, and that since February the ca.ll rate 
has been below the time rate. 

Now, these call renewal rates during these months are significant, -
particularly in view of the claim that these high rates have lured the 
?lloney from the country to New York. The table is as follows [read- . 
mg]: 

October, 1919 ............... .. 
November. 1919 ............. .. 
December. 1919 .............. . 
Jannory. 1920 ................ . 
February. 1920 .............. .. 
March. 1920 .................. . 
April. 1920 ................. .. 

Average rates oj interest. 

Call 
loa.ns, 

renewal 
rate. 

7.42 
10.43 
8.09 
8.61 
9.S(! 
R.13 
7.43 

Time 

~~!i 
collateral. 

5.98 
6.30 
6.30 
6.88 
7.98 
8.48 
8.33 

-*~, i~:£':::::::::::::::::::: 
July. 1920 ................... .. 

~e~~~~b~~\OO:::::::::::::: 
October (22 days) ............ . 

Call 
loans, 

renewal 
rate. 

7.09 
7.50 
8.39 
7.26 
7.06 
7.52 

Time 

=~ collateral. 

8.00 
8.00 
8.35 
8. iO 
~.47 
7.79 
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You will note that in February, 1920, the call-loan renewal rate 
was 9.86, and in March, 1920, it was 8.13, and from then until July, 
1920, it never got as high as 8 per cent; in July, 1920, it was 8.39. 
For the 22 days in October before this publicatIOn was made it was 
7.52. Now, those are the average rates, and during that entire period 
the average rate was 7.79. 

I would also like to read a brief extract from t~e Wall Street 
Journal of July 29, 1921. [Reading;] 

LOOKING BACK A FEW YEARS. 

Wall'Street should be thankful for the elasticity of the FQderal reserve banking 
system. Much complaint was heard the country over anent the seemingly severe 
money rates following the end of the war or when speculation was rife and bank loans 
at their peak. Such critics should look back upon the rates charged Wall Street 
operators in the old days, before the Federal reserve system. In 1890 money loaned 
as high as 186 per cent; in 1892, 40 per cent; in 1893, 74 per cent; 1895, 100 per cent; 
1896, 127 per cent; 1899, 186 per cent; 1901, 75 per cent; 1905, 125 per cent; 1906, 60 
per cent; and in 1907, 125 per cent. In those days it was not uncommon for call
money rates to stiffen alarmmgly toward the close of anyone year, due to preparation 
for first-of-the-year bank requirements. Statistics show that most of the stiffness 
occurred at that time. However, in face of the gigantic World War, with the accom
panying speculation and tight credit, under the Federal reserve system the highest 
rate for call money was 30 per cent, and that rate prevailed on one day only. Never 
before in the history of the country have call-money rates been kept on a more ev:en 
keel, the disturbances created by the European conflict notwithstanding. The high 
rates in the old days were also the result of the Northern Pacific panic and the so
called tight-money panic. The country ,"weathered" those periods. How easy it 
should be under the new system to restore credit normality. 

Those are not average rates, but high rates. 
The CHAIRMAN. Those rates would not last but a day or two ~ 
Gov. STRONG. For a few days. There were periods, in 1907, when 

they lasted quite a few days. I have not the average rates, so the 
only fair comparison is the comparison of the high rate which oc
curred in December, 1919, which was 30 per cent for only one dan' 

Representative SUMNERS. I understand the difficulty is incontro ling 
these rates when somebody is willing to pay them, and somebody else 
has the money to loan; that, however, if extended for some time 
would have the effect of drawing money from other uses into that use ~ 

Gov. STRONG. Well, sir, I wish I might give the commission a com
plete demonstration of what motives are at work. We can show 
what the figures are, but what the motives are that actuate those 
movements, I can only explain generally from my own experience; 
what I believe is a fair statement of the influences that have operated 
in these high call-money market rates of New York is something 
like this; You will find a good many studies on that subject in the 
Aldrich monetary commission report, and also in Prof. Kemmerer's 
study on that matter. This country being so largely agricultural, 
between the active seasons of planting and harvesting almost in
evitably there develop midseason periods when the banks in the 
West have considerab1e sums of money which they can not loan. 
Because the bankers know the demand will come for the employment 
of these funds in planting and harvesting, that money seeks emJ>loy
ment in the central money markets to earn ,interest during those 
periods of idleness. The interest allowed on New York Stock Ex
change loans, when that flow of money is considerable, is usually very 
low. I, myself, remember wl1en you could not loan money for 1 per 
cent, Then, 'when the money was withdrawn, as it was ill the f8Jl, 
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and we came into the period of low reserves of the New York banks 
a different influence began to work. The money that went to th~ 
West, went anyway. 

Those banks had good demand for it and at good rates, but as 
money moved up on the stock exchange in response to that with
drawal, a good many banks which kept money in New York for one 
purpose or anqther, and always did keep some money there, would 
write to their correspondents in New York to lend more of that 
money in New York, and I have always doubted whether the high 
rate was an attraction of money to New York, or whether the attrac
tion had not been,· on the other hand, to withdraw money from New 
York for use in the interior. 

Now, I have some charts here which I think will show how this 
matter of the withdrawal of money will work out. (See pp. 545 
and 546.) , 

Representative SUMNERS. Do we understand from your statement 
that the period of time at which money may probably be loaned at 
these high rates of interest is not sufficiently long, and the demand 
is not sufficiently certain for money to be turned away from the more 
permanent uses at lower rates to which it may be applied 1 

Gov. STRONG. Well, I will not attempt to deny that the New 
York money market-this call-money market-when rates are 
high, may not attract some money to N ew York. In fact, I think it 
does. If it does, it does no more than the natural law of supply and 
demand prescribes. This commodity goes to the point where it brings 
the biggest price. 

Representative SUMNERS. And that is the very reason why it is 
insisted by manY'people that it does have that effect; that it goes 
there where there IS a more profitable demand. 

Gov. STRONG. Well, there are other influences at worK now which 
make for higher rates in New York, which are the result of the 
Federal reserve system. And while it is a little out of place, and 
while I may be called upon to repeat, which I do not want to do, 
some things in this discussion, it seems I should mention them here. 
The influences which ha've been at work since April or May, 1917, 
present an entirely different situation in the call-money market in 
New York.· The banks of New York City do not want to loan money 
on call in the New York Stock Exchange. 

Representative SUMNERS. At these hIgh rates ~ 
Gov. STRONG. At any rate. 
Representative SUMNERS. I Wish you would make that very clear. 
Gov. STRONG. I will attemft to do so. 
Representative SUMNERS. think you will need to do it. 
Gov. STRONG. I have got the records here, Congressman, that are 

very convincing on that score. During this period of the war, when 
we were called upon by the Government to do an immense amount 
of financing for the Government, we were employing all our facilities 
to that end. The New York Stock Exchange loans can not be used 
to employ our facilities in that manner, and even if the New York 
Stock Exchange loans did offer higher rates for money, it would be 
much better to have the assets of a banking 'concern in the form in 
which they could be converted instantly at the Federal reserve bank. 
As I shall show you later, in order to maintain· a stable market in New 
York; in order to avoid what we call a runaway money market, 
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required us at times literally to beg the New York banks to make 
loans on the stock exchange. And when I come to· this so-called 
"money committe~," the committee of which I was chairman, I will 
undertake to descnbe how that was done. . 

Representative SUMNERS. Did you undertake to use any greater 
coerClOn than the power of your persuasion ¥ 

Gov. STRONG. Well, sir, we brought about those arrangements by 
organization, rather than by persuasion; by getting the banks 
together, and organizing them and getting them to take care of the 
New York money market. It was a matter that was handled by us, 
and although I confess there is nothing in the Federal reserve act 
that suggests that we have anything to do with the call money 
market, yet, as fiscal agents of the Government, we were called upon 
to take care of those loans. When there were these calls for money 
from the New York Stock Exchange money market, then the rates 
for such loans would go kiting up, and seriously interfere with the 
successful issue of the securities on ~hich the Treasury was trying to 
borrow money. 

Representative SUMNERS. In other words, a person would not buy 
a Government certificate on a low rate of interest when he could buy 
6. certificate at a higher rate on the stock exchange ~ 

Gov. STRONG. Well, even if he was willing to buy them, it had a dis
concerting influenCE; to have a tight money market when the Govem-. 
ment was attempting to borrow these large sums. 

Representative SUMNERS. Would it not have the effect of a. 
deterrent upon a man, having a choice of invest,ment in a low inter
est-bearing security, or having a high rate of interest by using his 
money on the New YorK Stock Exchange ~ . 

Gov. STRONG. It would if the security was- the same, but it would 
not if the value of the security was considered. It would not have 
that effect if the banks distinguished in the value of the obligation; 
that is, the value of the Government obligation and the value of the 
stock exchange obligation. And they did. These high rates were 
the result of distinguishing between these two kinds of obligations or 
investments. They J>referred and required a security which could 
be discounted at the Federal reserve bank. 

Representative SUMNERS. I was speaking generally; not of any 
particular class of financial institution; viewmg the situation broadly 
and candidly, it would seem to me that the Government security 
would have a much less chance of selling at a time when the interest 
rate was extraordinarily· high on loans on the ·N ew York Stock 
Exchange, as against--

Gov. STRONG (interposing). That is exactly what we all felt; that 
it militated against tlie sale of securities. 

Representative SUMNERS. Now, if it would militate against the 
sale of these securities by drawing money away from the securities; 
it would also militate against the country by drawing money from 
the country sections for the same reason. 

Gov. STRONG. Well, I am rather inclined to the view, Congressman, 
that the New York call-money market was not a substantial influence 
of restraint in the placing of the Government securities, except t~at 
it is undoubtedly a fact, I believe, that the existence of very high 
rates of interest on the stock exchange creates an opinion in the minas 
of the public, which may be Inisleading, that money is tight. I think 
it does have that effect. 
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Representative SUMNERS. And interest rates will be highei:. 
Gov. STRONG. Please remember that at one period we were 

placing short-time loans for the Treasury through the 12 reserve 
. banks in a volume every month that exceeded the total amount of 

all the loans on the New York Stock Exchange by a very large amount, 
and the influence toward diversion of funds from investment in the 
Government obligations to investment in loans on the stock exchange 
must have been 'Very slight at that time, because the volume of stock
exchange loans was so small in proportion to the Government's 
borrowmgs. . . 

Our desire was not only to control the N ew York Stock Exchange 
loan account in order to prevent high rates per se, but for another im
portant reason: The placing of these numerous loans by the Govern
ment necessitated a great shifting of investments, securities, stocks, 
and bonds, and a very important thing in the Government program 
was not only to preserve the value of these securities, and to have a 
place or market maintained where securities could be instantly sold, 
but in order to preserve the value of securities as collateral. People 
were borrowing money on all sorts of things in order to buy Govern
ment securities. I think we all regarded the maintenance of the 
stability of the security market as a very important element in the 
program of the Government. 

Representative SUMNERS. Have you any statistics or facts show
ing the proportionate amount of money used on the New York 
Stock Exchange---

Gov. STRONG (int(lrposing). At a later period, Congressman, in 
what I am proposing to say, I want to go more fully, if I may, into 
the methods we employed. ' 

Representative SUMNERS. Very well. 
Gov. STRONG. But I will answer your question, and sal that since 

September, 1918, under promise of confidence, which, 0 course, we 
respect, every member of the N ew York Stock Exchange has reported 
every day the exact amount of his loans that day. It is reported to 
a committee of the stock exchange, and is reported to me at the bank. 
And we have tables of that account from the early fall of 1918 to 
date. Those figures are confidential, and I am sure the commission 
will not ask me to produce them here. On the other hand, we have 
similar reports from the lenders. I will explain the reason for that 
later. All the bi~ banks in New York make reports to us of lendings 
on the New YorK Stock Exchange, and tables have been made of 
those that have been reported, which I feel at liberty to produce, if 
the commission desires. They will show what the banks have 
reported, but they will not be exactly accurate; The only accurate 
report would be the one from the borrowers. We can not get all 
the lenders to report; there are private bankers that make loans 
that do not reJ?ort; but the difference will not be material. 

Representatlve SUMNERS. Would you be violating a confidence if 
you were to indicate to the commission what relationship the figures 
show, say, 'between the rate of interest and the volume of loans ~ 

Gov. STRONG. I have a chart of that here. (See pp. 545 and 546.) 
Representative SUMNERS. Governor, I see we have a chart pre

pared for the commission on that sub~ect, and I will not take your 
time now. I will withdraw that questiOn. 



AGRICL"LT"C'RAL INQUIRY. 545 

Gov. STRONG. It may be that you have the very chart to which I 
referred. 

Representative SUMNERS. Let the record show that I withdraw 
mY' question. 

Gov. 8;rnoNG .. Well, the imJ>ortant thing which is shown on the 
~hart :whICh I will come to-the papers are arranged in the order 
ID. whICh I. ha<;l expect.ed t<? maKe ~hese. remarks-the important 
thing that IS dISclosed ill thIS chart IS this: That immediately fol
lowing a period of declining volume in the total of loans on the New 
York Stock Exchange, the call rate went up; that development is 

MlllIONSo( 
DOLLAR~S~-r __ '-__ r-~ __ ~ __ '-__ ~-' __ ~ __ ~ __ T-~ 16001 

1400 t--t_-h--lIA-t---+---+~+--I---I----+--I-:---+----1 
1\ , \.:\ TOTAL 

" ' V I ,LOANS 
1200r--+.rr-~-+1-+-~~~+--+--~~~ 

1000 t--tf-t/ --+--t--+-' l~\--+----+---I-------+-+----!---I 
1/ ~Nr\ 

800 J 
~ 

CALL 

600r---t--i---t--+---+-~~-+--~--+---~~--~~TE 

STREET LoANS or NRW YORK CITY BANItlI .urn THE CALL LoAll' RATE. 

Total street loans or 52 New York City daily reporting banks outstancllng each week and the average call 
loan renewal rate each week. 

Souree of information: Daily reports to the Federal reserve bank or New York. 

almost constant throughout the period shown on this chart, and shows 
the relation between the volume of loans and the call-money rate. 
, The CnAmMAN. Well, as a. matter of fact, since October, 1919, 
during all of this period when the volume of loans and discounts was 
going up, the amount of call money available on the New York 
market had been going down; is .tha.t not true ~ 

Gov. STRONG. Well, the peak of the loan account was in November. 
The ClIA:mMAN. 19191 
Gov. STRONG. 1919; and it has gone down from that peak con

stantly, with slight variations, so that now it is substantially. one-half 
the volume that it was in November, 1919. 

58589-21-PT 13-35 
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Representative TEN EYCK. I brought to the attention of the com
mission an article I saw in the Wall Street-Journal of August 3, which 
stated that brokers' loans were $1,750,000,000 on July 31, 1919, and 
on August 2,1921, were $500,000,000. 

Gov. STRONG. The figures which I quoted from the report of the 
banks show that the peak in the loan account on the stock exchange 
was reached in November, 1919, when -it reached a little over 
$1,500,000,000. 

Representative TEN EYCK. And now it is about $500,000,0001 
Gov. STRONG. Now it is about $730,000,000. But continuing, if· 

I may, this comment about the call-money market, I would like to 
have you consider our relation with the market more from the stand-

STREET LOANS or NEW YORK CITY BANKS POl< THEIR OWN ACCOUNT AND rOB THE ACCOUNT 
OF CORRESPONDENTS AND THE CALL LoAN RATE. 

Outstanding street loans of 52 large banks for their own account and for the account of correspondents 
each week compared with the average call loan renewal rate. 

Source of information: For loans, daily reports to the Federal reserve bank of New York; for call rates, 
the Nt· .. York Times. 

point of our view of what was to be accomplished. It was desired 
to accomplish three things: To maintain stable rates and low rates, 
if we could; second, to maintain a good market for securities, which 
was dependent upon an adequate sup{>ly of funds; and, third, to 
maintam the integrity of those securIties as collateral for banking 
loans. 

Now, I have not had charts prepared for the earlier periods before 
these reports were coming to us. But, according to my memory, I 
think it will be found that during the entire perIod of financing for 
the Government, until about August-I am not sure of that date--
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but until about August or September, 1918, I think the call rate 
never got above 6 per cent; and I do not think the volume of loans 
increased in that period. On the other hllDd, we did not have any 
very sharp declines in the stock market. And what measures were 
taken, wliich I will later describe, and with which the Treasury 
Department was thoroughly familiar and approved of, were taken 
to accomplish those three objects, and they were successful. 

Representative TEN EYCK. Just one question there: What would 
happen if this particular branch of loans was stopped at any J>ar
ticular time in the call money market-I would like to hear what 
you believe would happen, not only in the market itself, but what 
effect it would have on the entire country, as regards discounts and 
loans, and so on 1 

Gov. STRONG. We do not make loans on the stock exchange. 
Representative TEN EYCK. What effect would that have on the 

entire country; it would be felt by the reserve bank through the 
member bankS ¥ 

Gov. STRONG. In case loans on the stock exchange were dis
continued ~ 

Representative TEN EYCK. Yes; call loans. 
Gov. STRONG. Under conditions where the demand existed and 

could not be satisfied ~ 
Representative TEN EYCK. Yes. . 

- Gov. STRONG. Well, we would have first, I suppose, a very sharp 
decline in the values of securities, and we would have a sharp ascent 
in interest rates; I could not prophesy how high they might go. I 
suppose a r~flection from that-a reaction from it-would be what 
always occurs under those conditions; people would see bargains in 
securities and come to buy them. Tliat would afford some relief. 
It would also result in institutions loaning money on the stock 
exchange, and the-

Representative TEN EYCK (interposing). And it would reach the 
reserve bank through their member banks in putting up more col
lateral on discounts ~ 

Gov. STRONG. Oh, no; no. 
Representative TEN EYCK. No; I see. It would not have any 

effect on your banks, but on other banks who took that class of 
securityt 

Gov. STRONG. If security values declined, the banks would call 
for more margin, but it woUld not affect us. 

Representative SUMNERS. Neither you nor your whole system has 
any direct connection with the call system at all 1 

Gov. STRONG. Not at all. I have covered four types of loans with 
which the Federal reserve bank is concerned more or less in adopting 
a rate policy. . 

Fifth, and a very important class, are the loans made by banks 
to their customers. Tliat is a more difficult type of loan for us to 
keep track of in determining rate policies. But for a long time 
past now we have adopted the policy of as~g the lDember banks 
to report to us at what rates they are makmg such loans; and.I 
have brought with me, and submit for insertion into the. record, if 
you care to have it there, a set of these reports for variOUS weeks 
Crom August, 1918, Octooer, 1919, October, 1920, January, 1921, 
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and June, 1921, simply as exhibits. We get them every week, and 
we take typical banks-five or six bankS-and rotate; we do not 
require all the banks to report every week. This is more for the 
purpose of getting a good picture of what the going rate is to the 
customers of the banKs in New York than it is to inquire into their 
J>articular affairs and loans, which we think is their business. If 
these would.. be 'of interest to the commission, I will submit them 
for the record. 

The CHAIRMAN. Without objection, they may be inserted in the 
record. 

(The reports referred to are here printed in full, as follows:) 

Report of discount and interest rates as shown by actual transactions of five banks of New 
York Oity. 

THIRTY·DAY PERIOD ENDING AUG. 15, 1918. 

High. Low. Customary. 

1. Rates of discount charged to customers for prime commercial paper, 
such as is uow eligible under the Federal reserve act: 

(a) Running 30,60, or go days ................................. . 
(b) Running 4 <0 6 months ................................... .. 

2. Rates for prime commercial paper purchased in the open market: 
(a~unning 30 to 90 day •.•.••••••••••••••••••••••••••••••••••• 
(b Running 4 to 6 months .................................... . 

3. Rates ged oulnans to other banks, bills payable ............... .. 
4. Rates for bankers' acceptances of 60 to 90 days maturities: 

.~~~ ~~IJ:stici::::::::::::::::::::::::::::::::::::::::::::::::: 
5. Rates for demand paper: (a) Secured by prime stock exchange col· 

lateral or other current collateral ................................ .. 
6. Rates for time paper secured by collateral mentioned in 5 (a): 

(a) Runnmg 3 months ......................................... . 
(b) Running 3 to 6 months .................................... . 

6 
6 

6 
6 
6 

5 
5. 

6 
6 

4 

4f 
.41 

6 

6 
6 

7. Rates for ordinary commercial loans running 30, 60, or 90 days, 
secured by Liberty bonds and certificates of indebtedness (not 
including loans to enable purchase of bonds) .............................................. : .... .. 

THIRTY·DAY PERIOD ENDING OCT. 15, 1919. 

1. Rates of discount charged to customers for prime commer.aial paper, 
such as is now eligible under the Federal reserve act: 

(a) Running 30,60, or 90 days ................................. . 
(b) Running 4 to 6 months .................................... . 

2. Rates for prime commer<lial paper purchased in the open market: 
(a) Running 30 to 90 days .................. , .................. . 

3. Rat.J~1,:=gl~~s6 t':~~~~' bankS: iioi iiiCiiidiDil' ioaii. secUi-Od 
by Government collateral ........................................ . 

4. Rates for bankers' acceptances of 60 to 90 days maturities: 
(a) Indorsed ................................................... . 
(b) Unindorsed ................................................ • 

5. Rates for demand paper: 
(a) Secured by prime stock exchange collateral or other current 

collatera!. ................................................ •• 
(b) Secured by prime bankers' acceytances •••••••••.•.•••••.••• 

O. Rates for time paper secured by collatera mentioned in 5 (a): 
(a) Runnllig 3 months ......................................... . 
(b) Running 3 to 6 months ................................... .. 

1. Rates for ordinary commercial loans running 30,60, or 90 days secured 
by Liberty bond,.and certificates oflndebtedness (not including I 
loans to enable purchase of bonds) ........... , ................... . 

6 
6 

5l 
5l 
6 

5 
6 

15 
6 

6 
6 

5i 

5 5t-51 
5 ~ 

5 5t-5l 
5 5t-5l 

4l 5 

41 ~ 4l 

4 6 
4l 4l 

41 6 
5 6 

41 4i-5 
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Report of discount and interest rates as ,hown by actual transactions of five banks of New 
York City-Continued. 

THIRTY·DAY PERIOD ENDING ~CT. 11;; 19:10. 

High. Low. Customary. 
-------------------------1---
1. Rates of discount charged w cuswmers for prime commercial paper, 

such as Is now _Jigi ble under the ~'ederal reserve act: 
(a) Running3O.60,or90day •..•••••••.•••.•••.•••.•.....••••.• 
(b) Running 4 w6 month •••••.•...••..•.•.••••••••••••••..•.•. 

2. Rat(~r K~'ln~~aJ~;r.:~.~~~~. ~.~~.~~~~~.~~: ••.. 

3. Rates(~~'!.r..~fO!.:::,':.'t'l:'~h~;n;,i:iiiCliiclliigi;,;.;;ssOOiir.;iiiy· 
Government oollateral •.•••.•.••..••....•.•...•.......•••.•••.••.. 

4. Rates for bankers' aooeptances of 60 w 90 days maturities: 
(a) Indorsed .•..••..••..•.•••••.•..••...•••.•.••..•...•••.•.•..• 
(b) l'nindorsed •..••••...•.•....•••••....••...••..•......•••.•. 

5. Rates for demand paper: . 
(a) Secured by prime stock excho.nge collat.ral or other current 

ooll&teral ••...•.......•.....•.......•.•...•••••.•...• _ .•. 
(b) Secured by prime bank.rs·acceptances.: ...•.•.•....••.•... 

6. Rates for time \laper secured by collateral mentionoo in 5 (a): 
(a) Runnwg 3 months .••••.•.•.•.•••.•...•...•.....•••.•••.•••. 
(b) Running 3 to 6 months .•.•.•.•.•...............•.•.•.•.•... 

7. Rates for ordinary oommerciaJloans running 30, 60, or 9Q days, secured 
by Liberty bonds and certificates of indebtedness (not including 
loans wenable purchase ofbonds) •••...•.•...•...•.•...••••••.... 

8 
8 

8 
8 

7i 

71 
8 

10 
7 

7 
7 

THIRTY·DAY PERIOD ENDING JAN.IS,I92I. 

8 
6 

6 

5i 
51 

6 
5f 

7 
6 

6 
6 

6 

I. Ra:c~f ~~':,uo'!! ~~r: '::J;s~r~.:'iJ'~~~ercial paper, I 
(a) Running3O,60,or90days ••.•••. :.......................... 8 6 7 
(b) Running H06 months..................................... 8 6 7 

2. Rates for prime commercial paper purchased in the open market: 

l~\ ~:!nn::i::~ :Ot~06 ~~~:::::: ::::::: :::::::: ::: ::::: :::: :::: ::: ::::::: :::::: :::: :::::: :::::: 
3. Rates cbarged on loans to otber banks, not including loans secured 

by Government coilateral ........................................ . 
t. Rates tor bankers' acceptances of 60 to 90 days maturities: . 

(a) Indorsed ................................................... . 
(b) Unindorsed ................................................ . 

5. Rates for demand paper: 
(a) Secured by prime stock·excho.nge collateral or other current 

collateral ................................................ . 

6. Rates(::!r ~i':','!'~:'~ F:uur:J'~k.:f{.=r!..~~~cined· hi' 5 ·(a):········ 
(a) Running 3 months ......................................... . 
(b) Runnlng3t06months ................................... .. 

7. Rates for ordinary commerciaJ loans running 30, 60, or 90 days, .... 
cured bf, Liberty bonds and certificates of indebtedness (not in· 
eluding oans to enable purchase of bonds) ................... : .. .. 

7 
7t 

9 
7 

8 
7 

7 

THIR~Y·DAY PERIOD ENDING JUNE 15. 1921. 

4 
6 

~ 
6 

6-7 
6-7l 

6-7 
6 

6-7 
6-7 

6-7 

1. Rates of discount charged to customers for prime commerci8l paper, 
such as is now eligible under the Federal reserve act: 

(a) Running 30, 50, or 90 da:rs.................................. 8 6 6-7 
(b) Runnlng4t06months..................................... 8 6 6-7 

2. Retes(!,)r K~~%":~f:f.".'.~~:~~.~.~~.~~~.~~~t: .... .............................. .. 
(b) Running4l06months ................................... ,. 8 8 8 

3. Rates charged on loans to other banks, not including loans secured by 
Government collateral.............................. .......... .... 8 5i 6-7 

t. Rates for bankers' aooeptances of 60 to 90 days maturities: 

~~ ~::~~rSed::::::::::::::::::::::::::::::::::::::::::::::::: ~ ~ 
5. Rates for demand paper: 

(a) Secured by prime stock exchange collateraJ or other current 
collateral ............. : ................................ _. 

(b) Secured by prime bankers' aooeptances ........ · .. , ......... . 
II. Rates for time \laper secured by coIJateral mentioned in 5 (a): 

(a) Runnmg3months ......................................... . 
(b) Running 3 to 6 months ................................... .. 

7. Rates for ordinary commerci8lloaDS running 30 60, or 90 days, secured 
by Liberty bonds and certificates of indebledness (not including 
loans to enable purcho.se of boIlds) ......... , .................... .. 

8 
6 

8 
7 

7 

6-7 
5 

6 
6 
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Gov. STRONG. Now, in connection with this statement, there are 
various documents which I have with me which should also be sub
mitted for the record, Mr. Chairman, if )Tou feel it should be bur
dened to that extent,because they give whatI believe are accurate 
tables of rates and charts expressing rates. 

The CHAIRMAN. We can put them into the report, and would be 
very glad to have them. 

Gov. STRONG. Well, I will submit these tables and charts for such 
disposition as you care to make of them. The first is a chart giving 

INTERrST 
RATE: 

15 

oL-__ -J ____ -L ____ J-____ ~~~-----L----L---~ 0 
l~Z.O 192.1 

LOANS AND DEPOSITS 0)' NEW YORK CITY REPORTING BANKS AND INTEREST RATES IN NEW YORK CITY. 

Prevailing selling rate each week of prime 4 to 6 months oommercial paper, prime 60 to 90 day bankers' 
acceptances and United States certificates of indebtedness maturing 6 to 9 months, prevailing call loon 
renewal rate and prevailing rate on time loons on industrial oollateral. . 

Source of information: For interest rates, reports of dealers to Federal reserve bank of New Yerk, Com
mercialand Financial Chronicle, and New York Times; for bank figures, weekly press statements . 

. the bank loans and deposits of the New York City reporting banks, 
which compri~e about 70 of the largest banks of the city for the years 
1920 and 1921, which compare with the call-loan rate, the rate for 
commercial paper, the rate for acceptances, and the rate for certifi
cates of indebtedness; a table showing the rates for certificates of 
indebtedness from the first issue down to the present time; Ii state-
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ment describing the operations of the Federal reserve bank of New 
York in placing certificates of indebtedness for the Treasury with a 
table showing all of the issues, without regard to market val~es. ' 

J{ar1.:et on certijicatu of indebtednes8, April, 1917, to July 29, 1921. 

Issue. 1 A{!'rket price. 

-----:"-----III~~fe':'t 1---------------:----1 

~ ~ I ~ -
Per cent Per ""nt. 

::~ !~m~ ~ill'l ~m~ I ~: :':':::::::::::::::::::::::::::::::::::::: m 
June 8, 1917 ••••. do....... 3t ••.•• •••• •••. •••• .••• •••• •••• •••.. •••..• (.) 
Aug. 9,1917 Nov. 15.1917 3t .. •.••.•.•••...•.•.•••.•••.••.•••.•••••• (.) 

:.':)U~l~g ~::. ~:lm ~ :::::::::::::::::::::::::::::::::::::::: ~:l 
Z~~~· i::::l~ 'N~v~~;i9ir t: ::::::::::::::::::::::::::::::::::::::: (:j I 

~~. ~ ml·~~~o; ~m· ! I ~ HHH~::::::::::::~:::~~~:::~~~: I:.l 
Fob. 15, 1918, June 2.5, 1918 4 ...••..••.••••.•..•••••• ,................ ( ) 
Feb. 27,1918 May 28,1918 4! .. ..... .... .•.... .•.......... .... ... ..•. (.) 
Mar. 20,1918 June 18,1918 4! ......•.............................. '" (:l 
Mar. 15; 1918 June 25,1918 4. ..•• •••••. •••.•••••• .•••• •••••••.• ••••• ~ 
Apr. 10,1918 July 9,1918 4~ ..••••.•.•.••• , ••.••••.•• •••••.•••• ••••• • 
Apr. 22,1918 July 18, 1918 41 .. ••••.•••••••••••••.••••.••••••••••.••• 'l 
~~ :~m: .~~~o~:~~~~. : :::::::::::::::::::::::::::::::::::::::: :) 
June 25,1918 Oct. 24,1918 4! ._ ••••••••••.•.••..•.•••.•••••••••••.••• :) 
July 9,1918 Nov. 7. 1918 41 ...•••.•••••.•••••••••.••••••••••••..••• ) 
July 23,1918 Nov. 21,1918 4! .. ......•........•.......••..•.......••. .) 

J ~!IIII UI! ~ lit;;i;:::;;;!;;::; ~l 
Jan. 16,1919 June 17,1919 4! I·· .............. ...... ..... ... .......... .) 

Do •••.•••••••• do....... 41 ..•••. ••••••.•• •••••. ••••. ..••••• ••••••• :) 
Jan. 30.1919 July 1,1919 4! ...... ..... ......... ..... ... ......... ... ) 
Feb. 13,1919 July 15,1919 4! I· .................................... ;.. :.l 
Feb. 27,1919 July 29,1919 4! I···· ................................... . 
Mar. 13,1919 Aug. 12.1919 41 .................•..........•....••.... , 
Mar. 15,)919 June 16,1919 4! 'I' ..•.•••••••••••••••••.•••••••••••••.• ,. (.) 
Apr. 10,1919 Sept. 9,1919 4! ... .•.. •.. ..•.•.... ...... ... ... ..•.. ...• (.) 
Mav 1,1919 Oct. 7,1919 4! I. .... ..... ..... ........ ........ ...... ... 1:.) 
June 3,1919 Sept. 15,1919 4! I. . ..... .......... ........ ...... ...... ... ) 

Do....... Dec. 15, 1919 41 I· . ...•••••••••••••••••.•••••••••.••••••• I 
JulY' 1.1919 Sept. 15, 1919 4! I. . ..........••.........•.............•.. • 

Do....... Dec. 15,1919 ,4! I·············· ... ... .......... ... ... .... (: 
July 15,1919 Mar. 15, 1920 41 ..•••••• •••••.•••• ••• •••••• •••••. ••. •••• ( 
Aug. 1,1919 Ian. 2,1920 H I···································· .... (.:j 
Aug. 15,1919 Ian. 15,1920 H ....................................... . 
Sept. 2,1919 Feb. 2,1920 4i I····· .................................. . 
Sept. 15.1919 Mar. 15.1920 4t ....................•................... :.l 

Do ••••••• Sept. 15.1920 41 September.1919 .••••••••••• ' ••••••••••• 
November. 1919 ••.••••••••••••••.•••••• 
December, 1919............... ••••••••• :l 

Dec. 1,1919 Feb. 16,1920 
Do....... Mar. 15,1920 

Dee. 15,1919 June 15.1920 

I Par. 

~'::t~~,.y~~~::::::::::::::::::::::::: i:l 

~i::i:!i:·::~!::ii::i·::!: ) 
n ·jj.ce;;{ti';':;i9i9:::::::::::::::::::::::: ~:l 

~~~~,.y~~~::::::::::::::::::::::::: !:l 
~i~!:~:::::::::::::::::::::::::::: (.) 51 

Total 
amount 
issued. 

'268, 205, 000 
200,000,000 
200,000,000 
200,000,000 
300,000,000 
250,000, 000 
300, 000, 000 
400,000,000 
38.<;,197.000 
685, 296, 000 
691,872.000 
491.822,500 
400, 000, 000 
500, 000, 000 
74, 100, 000 

500. 000, 000 
543, 032, 500 
110. 962. 000 
551, 226, 500 
517,8"..6,500 
71,880,000 

183, 767. 000 
839, 646, 500 
753. 938. 000 
584, 750, 500 
575.706.500 
157.552,500 
639. 493. 000 
625.216, 500 
641,069,000 
794,172,500 
613,438,000 
572. 494, 000 
751,694,500 
600, 101. 500 
392, 381. 000 
687,381,500 
620, 578. 500 
532.381,500 
542,lff1,OOO 
407,918.500 
64.6.025,000 
591.308.000 
526, 139. 500 
238,711, 50G 
326.468,000 
511.444,000 
323,074,500 
533, SOl, 500 
532,152,000 
573,941,500 
101.131,500 
657,469.000 

162,178,500 
260,322,000 
728,130.000 
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Market on certificates a/indebtedness, April, 1917, to July 29, 1921-Continued. 

Issue. Market price. 

---------.----~ ____ II~~~~~~ I----------------------------~-----I 
Dated. Due. 

Jau. 2,1920 Dec. 15,1920 

Feli. 2,1920 Mar. 15,1920 
Mar. 15,1920 Mar. 15,1921 

Apr. 1,1920 July 1,1920 

Apr. 15,1920 July 15,1920 

Do.... .... Oct. 15, 1~20 

May 17,1920 Nov. 15,1920 

June 15,1920 Jan. 3,1921 

Do ....... i June 15,1921 
I 
I 

I 
I 
i 
I 

July 15,1920 Jan. 15,1921 

Do....... Mar. 15,1921 

Aug. 16, 1920 Aug. 16, 1921 

1 Par. 

Per cem. 
41 

41 
41 

5 

51 

5i 

Date. 

February, 1920 ........................ . 

i~~:·~::·::·::·::::·.·:·.: 
October, 1920 ....................... .. 
Novemlier, 1920 ...................... . 

Septem er,1920 ...................... . 

I 
October, 1920 .................... < ... .. 

~=~,l::::.·.:::::::::::::::::::: I January, /921. ........................ . 
I Februaryc 1921 ..... """"""""'" 

March, 19~1.. ........................ .. 
Aprile 1921. ........ , .................. . 
May, 1921.. .......................... .. 

Sf July, 1920 ............................. . 
August. 1920 .......................... . 
Septemoer, 1920 ..................... .. 
October, 1920 ........................ .. I Novemlier, 1920 ...................... . 

I December, 1920 ....................... . 
51 July, 1920 ..................... : ....... . 

I 
August~ .......................... . 

~"lt~'i;'!., 19':J~~::::: ::::::::: ::::::::: 
. November, 1920 ..................... .. 

I 
December, 1920 ....................... . 
January, 1921. ....................... .. 
February, 1921 ....................... . 

t~~b~?'i920::::::::::::::::::::::: 

I 
October, 1920 ......................... . 

r..~;J~~~~:::::::::::::::::::::::: 
February, 1921 ........................ . 

Basis. 

Per <em. (I> 
(I> 
(I> 

51 

H u 
~:~ 
(I) 

6 
6 
6 
6 
6 
51 
5f 

H <I> 
51 
51 

~ 
~ 
51 

~ 

i 
6 
6 
5f 
51 

~ 
~I> 

(:1 
(I 
(I 

(Il (I 
(I 

5.10 
5.15 
4.65 
4.37 

~:~ 
~:~) (I 
(I 

6 
51 

B 
~ 
6 
6 . 
6 
6 

t'40 

Total 
amount 
ISSUed. 

$703,026,000 

304,877,000 
201,370,500 

200,669,500 
~ 

83,903,000 

170,633,.iOIl 

102,863,000 

176,604,000 

242,517,000 

126,783,500 

74,278,000 

157,654, 500 
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Marka on certijicateB OjindebtednesB, April, 1917, to July 19, 19U-Continued. 
,-----

I8SU8. Market price. Interest 
--------~-------I mte. I---------------------~------I 

Total 
amount 
issued. Dated. Due. Date. Basis. 

-=---:-1--------·1-- ----

::: :~~::I .. ~: I~~~::::::::~:l: Pv~ $106,626,500 

January, 1921.. •••••••••...••••.••••••• ~ 
Oct. 15,1920 ••••• do .••.•••• 

Sopt. 15, 1920 Sept. 15,1921 I 

Nov. 15,1920 May 18,1921 

Dec.: 15, 1920 June 15,1921 

Do....... Dec. 15,1921 

Jan. 15,1921 Apr. 15,1921 

Do ....... Oct. 15,1921 

Feb. 15, 1921 July 15,1921 

Mar. 15, l!i21 Sept. 15,1921 

Do ....... Mar. 15,1922 

Apr. 15,1921 Oct. 15,1921 

May 16,1921 Feb. 16,1922 

June 15,1~1 June 15,~922 
I 

Do ....... June 15,I92f 

Sf ~~~~j?#~~~~~~~~~~~~~~~~~~~~~~~~ r 
Februaryi 1921......................... ..60 

i$~!~·~~~~~~~~~~~~~~~~~~~~~~~ t 
February, 1921......................... 5. 40 

~r\~;t~~~~~~~~~~~~~~~~~~~~~~~~~~~~ i ~ 
July 29, 1921.. •••••••••.•..•••••.•••••. 4.15 

Sf DecemoerJ 1920........................ Sf 
1 anuary, 1921.......................... 5! 
February, 1921. ••• ••• ••• •• . •. . . • ••• . ••• 5. 10 , 

8 

51 

February, 1921.... ..••••••••.•••.••... 5. 40 

i1~ti~~~~~jjjjjj~jjjjj~Zjjj~j 'Ii 
February, 1921. ••••••••••••••••••• , •• • 5. 30 

~i~~ff~jjjjjjjjjjjHjjjjjj~jjjjj r.: 
~ril, 1921 ••••••••••••••••••••••••••.•. ' 5. 15 

J~, i~i·::::::::::::::::::::::::::::: t ~g 
July 29,1921............ ••••••••••. •••• 4.15 

~f~~f~~~~~~,~~ ~ ~ ~ ~ ~ ~ ~ ~~ ~ ~~ ~ ~ ~~ ~~ ~~ ~ Hi 
July~ l1l2l........................... 4.94 

il~ti~~~~~~~~~~~~~~~~~~~~~~~~~~~ t i 
May 1, 1921............................ 5. 38 

~~:~j~~::::::::::::::::::::::::::: t:~ 
July 29, 1921........................... 5.06 
June, 1921.. ••••••••••••••••..••••••••• 5. 70 
July 29,1921 •••••••••••••• :.. ••••••• ••• 5.45 

51 

51 

51 

51 

51 

51 

51 

51 

lU,252, 500 

341,969,500 

232.124,000 

188, 123, 000 

401,557,500 

118,660,000 

192,026,500 

132,886,500 

193,302,000 

288,501,000 

190,511,500 

256,170,000 

3U,I8!,OOO 

311,191,600 

N Ol'E.-Prior to May, 1920, the Treasury did not sanction trading In certificates ot indebtedness below 
Jlar, and between the dates ot May, 1920, and February, 1921, there was active trading In all Issues ot cor
tillcatee ofindebtedness but the quotations were not published in the newspapers prior to the Jatter date. 
The prices shown trom February, 1921, to July 29, 1921, are the quotations taken Irom the newspapers as 
of the close 01 business 01 February, March, April, May, June, and July, 1921, respectively. 
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Co?tlparison 0./ interestlrat~8 on. issues outstanding, interest rates on offerings of new 
'l8lntes of certtficates arid ytelds tn current market prices of issues outstanding month by 
mo?Lth from May, 1920, 'when the Treasury sanctioned an open market on cerl'ijicates 
oj tndebtedne.s8~ tn July 29, 1921. 

lIonth. Interestratesonissues In::i:~W~r':,:;,~g;~~g: Yields on current mar· 
outstanding. scription during ket prices for issues 

montlf. outstanding. 

1920. 
}lay ............................ 4t to 5t per cent ....... tlPercent .......... .. 
J~e. .. . . ...................... 4i to 6 per cent.. ...... 5l and 6 per cent .... .. 

AU~sC:::::::::::::::;:::::: :::::a~:::::::::::::::: 6P~~rC~~~~:::::::::::: 
~eptember .. .. . ................ 4t to 6 per cent........ 51 and 6 per cent. .... . 

~E:~:::::::::::::::::::::::: :::J~:::::::::::::::: ·~·:~~~~~:~~~i:::::: 
1921. 

~~b~7rY::::::::::::::::::::::: :::J~:::::::::::::::: ~t~~~c~~~~.c.~~~::::: 
~ar.3L ........................ 5tto6percent ........ 5iand51percent .... . 

M~~:t::::::::::::::: ::::::::: :::: :a~:::::::: ::::: ::: .~~ .~~~~~~~:: :::::::::: 
Jnne30 .............................. do ................ Sipercent(51percent 

notes). 
July 29 .............................. do ................ Noissne during July .. . 

51 to 51 per cent. 
51 to 6 per cent. 
5t to 6 per cent. 

Do. 
Do. 

51 to 6 per cent. 
51 to 6 per cent. 

Do. 

51 to 51 per cent. 
Sf to 5t per cent. 
4.25 to 5.67 per cent. 
4.50 to 5.57 per cent. 
4.85 to 5.36 per cent. 
4.80 to 5.70 per ce~t. 

4.15 to 5.40 per cent. 

ACTIVITIES AND OPERATIONS OF THE 'FEDERAL RESERVE 'BANK OF NEW YORK IN ITS 
CAPACITY AS FISCAL AGENT FOR THE UNITED STATES IN CONNECTION WITH UNITED 
STATES TREASURY CERTIFICATES OF INDEBTEDNESS. 

Since th{> inception of the Government policy to sell short·dated certificates of 
indebtedn{>ss, the Federal reserve bank of New York has at all times exerted every 
effort to giYe effect to the Treasury policies, and the policv of the Federal reserve 
bank of New York has at all times been one of close and compiete cooperation with the 
Treasury in bringing about the ends desired. 

Prior to the first public offering of certificates, April 25, 1917, an issue of $50,000,000, 
2 per cent certificates, dated March 31, 1917, and due June 30, 1917, were taken by 
Federal reserve banks, the New York bank subscribing to $25,000,000 of the issue, of 
which they were allotted $20,000,000, or 40 per cent of the entire issue. 

Beginning in .April, 1917, public offerings of certificates in anticipation of and in 
connection with the first Liberty loan orcurred at frequent intervals until the autumn 
of that year, when also important offerings of so·called tax certificates were inaug· 
urated, and from that time until the compl{>tion of the Victory loan flotation in the 
spring of 1919, there were two classes of certificates issuing at .frequent intervals, the 
one, loan certificates issued in connection with the flotation of the various Liberty 
loans, and the tax certificates above referred to. 

The effect upon the investment and loan accounts of the Federal reserve bank of 
New York of the requirement for the creation of an immense volume of bank credit, 
represented by short-term certificates of indebtedness, which the Government issued 
to provide itBelt with funds in anticipation of the sale of bonds, and the currents and 
countercurrents of the flow of money between New York and the interior as a result 
of the cr{>ation of these bank credits, and the methods by which thev were accom· 
plished and controlled, are described in the third annual report of the Federal reserve 
bank of New York, pages 11 to 13. . . 

A word should be s8.id also of the material benefits resulting from the adoption of 
the Treasury policy to issue tax certificates, strongly recommended by the Federal 
reserve bank of New York. The triple effect was, (1) to provide the Government 
with needed funds in anticipation of the paxment of taxes to accrue, (2) to provide 
the tax·payer with a safe and economical facility for accumulating the moneys which 
he would have'to pay in taxes as they became due, and (3) the avoidance tkereby of 
serious disturbance in the money markets that otherwise would have been inevitable, 
coincident with the huge payments on tax days. 

During the period from April, 1917, to June, 1918, SUbscriptions to certificate issues 
were not formally organized, but the banks of the New York district, and particularly 
the banks in New York City, heartily cooperated with the officers of the Federal 
reserve bank of New York in meeting the requirements of the Governm'ent finances. 
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During that period, the total subscription to certificates of all classes for the country 
was '7,875,187,000 of which the subscriptions in the second district amounted to 
$4,224,550,500, and allotmenta on subscriptions to the second district were 
$4,034,786,000. 

The percentage of all certificates issued allotted to the second district during this 
period ranged up to 79.3 per cent on the iaaue of October 24, 1917 when $543.683 000 
of certificates were taken in the second district, out of the total ~ue of $685,296,000, 
and averaged 51.1 per cent. . 

Beginning with the issue of June 25, 1918, when, in anticipation of the fourth loan, 
the Secretary of the Treasury had appealed to the banks of the country to provide 
'750,000,000 to the Government every two weeks, to meet its expenditures of 
'1,500,000,000 each month, and when It was anticipated that by November, 19]8, 
Government expenditures would be required at the rate of $2,000,000,000 per month, 
it became apparent that to carry the Government's program to a successful conclusion, 
it would be necessary to enlist all of the banks rather than to depend upon voluntary 
subscriptions from comparatively few of them, and particfllarly to enlist the country 
banks, to cooperate in the future 88 the New York City banks had in the past. To 
this end, the Federal reserve bank of New York organized a certificates of indehted
ness department, under the general direction of a deputv ~overnor (Mr. R. H. Treman I, 
but with a specially qualified staff of experienced secimty men, under the diredion 
of Mr. Ray Morris, director of sales. 

The Federal reserve bank of New York, acting through these media, organiz~d 
the banks of- the second reserve district on county lines and appointed a count v 
direetor for each of 70 counties in the district; no county directors, however, were 
appointed for the counties comprising the city of New York and none for Hamilton 
County, in which there were no banks, and at formal meetings with the county di
rectors enlisted their enthusiastic support to the 'program of the Treasury and of 
the Federal reserve bank of New York in procurmg an equitable distribution of 
Treasury obligations. This distribution was computed on the basis of a percentage 
of the total resources of all banks, memb/lr and nonmember alike. 

The succeaa of the organization and the intensive work done by it in achieving a 
wider distribution of the fourth loan certificates was so marked that it was continued 
throughout the Victory loan. After that loan it was no longer neceaaary to assign 
quotas. The measure of this succeaa is indicated by the fact that the banks of the 
second district outside of New York City subscribed to fourth loan certificates 108 
per cent of thelT total quota, as against 53 per cent to the third loan certificates. The 
New York City banks subscribed 139 per cent of their quota to fourth loan certifi
cates, as 8."ooainst ]29 per cent to third loan certificates, despite the fact that the quotas 
assigned were materially increased, and that whereas the average number of sub
scribers in the second district to certificate issues in anticil2ation of the first loan was 
181, in anticipation of the second loan, 185, and iIi antiCipation of the third loan, 
741, in the fourth loan, out of 1,234 banks in the district, all but 45 subscribed to the 
iBBues, and the total of such subscribers included a great majority of the savings banks. 

During the period covering the issue of June 25, 1918, down to and including the 
issue of May 1, 1919, the subscriptions for the whole country amounted to $12,569,-
434,000, the quota for the second district was $3,301,400,000, subscriptions in the 
second district were $4,725,333,500, and allotments of subscriptions in the second 
district were $4,725,333,500, or 37.6 per cent of the subscriptions and allotments for 
the entire country. . 

While it was the policy and practice of the Federal reserve bank of New York in 
facilitating the Government's program to make advances against certificates pur
chased by both member and nonmember banks, the volume which the Federal 
reserve bank was called upon to carry during 1918 was comparatively moderate. On 
October 23 of that year, for example, when the certificates preceding the fourtJ;1 loan, 
sold in this district, were at their maximum of $1,681,000,000, the amount camed by 
the Federal reserve bank of New York was $424,000,000, or about 26 per cent of the 
total, which indicates its measurable success in discharging the responsibility of so 
administering the financing of the laons that the expansion of credits should be no 
greater than necessary to insure succeBBfuI flotation, and that the money markets of 
the country should not suffer dislocatlion. 

After the last issue in antioipation of the V:ictory loan-i. e., May 1, 1919, o~y tax 
certificates were issued until August 1, 1919. Since that date loan and tax certificates 
have continued to be issued in substantial but gradually reducing volume, merging 
into the more recent development of the policy of gradual retirement of all short-dated 
issues of the Government ,including Victory notes, announced by the Secretary of the 
Treasury, through the iss~e of rather longer maturities, including one-year certificate~ 
and three-year notes. . 
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While during th«:l financing incidental to the Liberty and Victory loans the certifi
cates were lodged principally with the banks, to the extent of causing congestion in 
many of them which would gladly have disposed of the certificates at a conceBBion 
from their iasue price in order that they might have either reduced their obligations 
to the Federal reserve bank or expanded their commercial accommodations, never
the leBS, through the instrumentality of the Federal reserve bank of New York effect 
was given to the desire of the Treasury that certificates should not be disposed of or 
traded in below par, but with the preasure of war financing moderated, it quickly 
became apparent to the officers of the Federal reserve bank that a distribution of 
certificates in a free market would be desirable, thus making available to the Treasury 
a wider recourse to investment money and relieving the banks so that they could more . 
effectively function in serving the commercial and agricultural requirements. 

This was thoroughly discUBBed with Treasury officials, with the result that during 
192(}-21 certificates have been offered to the public by the Treasury through the 
Federal reserve bank of New York on a basis attractive to investment money, and an 
open market in them has been developed in New York, sUJ;>ported and accommodated 
by the Federal reserve bank of New York, through which issues are absorbed by 
investors and others having idle funds for temporary: employment. This market 
has functioned so well in its demonstration of the liquidity thus given to short time 
Govemmentissues that during the past year their value 8.S short-time investments in a 
liquid market has been demonstrated in the slight premiums at which they were 
traded on in the market, where sales are made on an mterest basis, which ordinarily 
improves as maturity approaches. 

During the period from June 3, 1919, to June 15, 1921, inclusive, the subscriptions 
for the whole country amounted to $11,412,129,100, subscriptions in the second district 
were $5,608,262,500, and allotments of subscriptions in the second district were 
$4,861,875,200, or 42.6 per cent of the SUbscriptions and allotments for the entire 
country. 

From April 25, 1917, to June 15, 1921, inclusive, the volume of certificates ofindebt
edness and short-term notes of the Treasury, excluding Pittman Act certificates and 
special certificates, taken by Federal reserve banks for temporary advances to the 
Treasury, issued in the country, compared with the Volume of subscriptions and 
allotments of subscriptions in the second rElServe district are shown in the attached 
statement. (See pp. 557-558.) 

This $13,621,995,700 was sold through the Federal reserve bank of New York as 
fiscal agents of the Government at an expense of a little less than $700,000, or about 
one two-hundredth of 1 per cent of the entire amount. 



CertifICates of indebtedness. 

-
Maturity Amount of i Subscription (or ~taror Subscription (or . Allotment for Percent Issue. Issue date. Rate. district to date. oITerlng. ! country. triet. district. district. country. -. --_. ----

Per cent. 
Mar. 31,1917 June 30,1917 150,000,000 2 ISO, 000, 000 ('l 125, 000, 000 120, 000, 000 40.0 A ••••..•••••.••..•••.•.•..•..•.•...••• ~~ r~:m~ ••••• do ••.•••• 200, 000, 000 3 268, 205, 000 (I 136, 150, 000 136, 150, 000 50.8 B •••.•.•••.•.•.•••.••..•••••..••••••.• July 17,1917 200,000,000 3 200, 000, 000 (I 98, 512,000 98, 512,000 49.3 C •••••••.•••.•••••••••.•••••••.•••.••. May 25,1917 July 30,1917 200, 000, 000 3i 200, 000, 000 ('l 175, 231,000 125, 300, 000 62.7 D •••••••••••••.••••••.••••.••• , •..•.•• JWle 8,1917 ••••. do ••••••. 200, 000, 000 3i 200,000, 000 (I lI6, 000, 000 100, 600, 000 6O.S E ••..•.•.•••...•...•.•.•.....•.•...••. Aug. 9,1917 Nov. 15,1917 300, 000, 000 3t 300, 000, 000 (I 211, OM, 000 175, 000, 000 58.3 F •.........•.....••.....•...•••..•••.. Aug. 28, 1917 Nov. 30,1917 250, 000, 000 3t 250,000,000 (I) 188, 837, 000 152,938,000 61.2 

G ••••••.•••••••••••••••..•.••••••.•.•• Sept. 17,1917 Dec. 15,1917 300, 000, 000 3t 300,000, 000 f) 204, 347, 000 204,347,000 68.1 R •...•...•••.....•.•.•.••.........•... Sept. 26,1917 • •••• do ••••••• 400, 000, 000 4 400,000,000 212,100, 000 212, 100, 000 53.0 
I ...................................... Oct. 18, 1917 Nov. 22,1917 

300(.f"000 I 4 385, 197, 000 (:l 179,475, 000 179, 475, 000 46.6 J •.................•...........•...... Oct. 24, 1917 Dec. 15,1917 4 685,296,000 (I) 543,683,000 543,683,000 79.3 
K •............•................•...... Nov. 30,1917 June 25, 1918 (.) 4 T 691, 872, 000 (I) 494, 070, 500 494, 070, 500 71.4 
L_ ••••••••.•.•...•.•.•... : •..•••.•.... Jan. 2,1918 ••••. do .•••••• (.) 4 T. 491, 822, 500 ('l 239,954, 000 239, 954, 000 4!l.8 
M •••••••••••••••••••••..••••••.•.••••• Jan. 22,1918 ~~ 2~:m: 400, 000, 000 4 400, 000, 000 (' 230, 017, 000 209, 685, 000 52.4 
N •..•.••••••.•••.••••••..•.•••••••.••• Feb. 8, 1918 500, 000, 000 4 500,000,000 $200, 000, 000 241, 322, 000 241,322,000 48.3 
0 ...................................... Feb. 15,1918 June 25,1918 (0) 4 T 74,100,000 (600 14,007,500 14, 007, 500 1&9 
P •...............................•.... Feb. 27, 1918 May 28, 1918 500, 000, 000 tt· 500, 000, 000 194, ,000 199,715,000 172, 656, 500 34.5 
Q ••••••••••••••••••••••••••.••.•.•.• :. Mar; 20,1918 June 18, 1918 500, 000, 000 4. 543, 032, 500 173, 000, 000 193, 700, 500 193, 700, 500 35.7 
R ••••.•.••.•.•••••••••••.•••••.•••.••• Mar. 15,1918 June 25,1918 ('Joo 4 T 110, 962, 000 (600 10,252,500 10,252,500 9.2 
S ••...••••••••••••.••••.••••.••••••••. Apr. 10,1918 July 9,1918 500, ,000 tt 551, 226, 500 175, ,000 215,448,000 215,448,000 39.1 
T ••..••...•••......•..••.•.....•.....• Apr. 22,1918 July 18, 1918 500, 000, 000 ~T 517,826,500 175~ 000, 000 222, 486, 000 222, 486, 000 43.0 
U ..................................... ~~ ~~m: June 25, 1918 ~:l 71,830.000 I) :.: .. 12, 000, 500 12,000,500 16.7 
V •••.....•.•...........•..•••....•••.. ••••• do ••••••• 4 T 183, 767, 000 

251,600,000 
~ 

61,188,000 61,188,000 :l~.3 
4A ••..••.•••••••••••••.....•.••...•... June 25,1918 Oct. 24,1918 750,000,000 ~ 839, 646, 500 312,844,500 312,844,500 37.3 
4B ••.•.•••.•.•.••••••...•.••.•.•...•.• July 9,1918 Nov. 7,1918 750, 000, 000 753, 938, 000 254, 000, 000 273, 219, 500 273, 21D, 500 36.2 
4C ••••••.••••••••••••••.•.••.•.•••.•.• July 23,1918 Nov. 21,1918 500,000,000 tt 584,750,500 169, 600, 000 211, 714, 000 211,714,000 :l6.2 
4D ••••.•••.....•••••••...•...•••....•. Aug. 6,1918 Dec. 5,1918 500, 000, 000 4~ 57.>, 706, 500 169, 600,000 207, 287, 000 207,287,000 36.0 

!~~~~t.~~~.~.~::.~:::::::::::::::::: Aug. 20,1918 July 15,1919 (0) 4 T 157,552,600 (') 44,766,000 44,766,000 28.4 
Sept. 3, 1918 Jan. 2,1919 500, 000, 000 tt 639,493,000 169, 600, 000 210,068, 500 ~IO, 068, 500 :l2. 8 

4F ..••.•.••••••••...••..•••.....•••.•• Sept. 17,1918 Jan. 16,1919 600, 000, 000 4t 625, 216, 500 203, 200, 000 216,264,500 216,264,500 :14.6 
4G ••••.•.••••••••.••••••••.•..•.••...• Oct. 1,1918 Jan. 30,1919 500, 000, 000 ~T 641, 069, 000 169, 600, 000 249,591,000 249, 591, 000 as. 9 
TorTB •••••.•.•••.•.•••.•.•••.••.•.•. Nov. 7,1918 Mar. 15, 1919 ('600 794, 172, 500 (I) 350,847,500 :150,847,500 44.2 
5A ••••••••.••. ~ •.•.•.•..••.•.•••..•.•• Dec. 5,1918 May 6,1919 600, ,000 tt 613,438,000 203, 200, 000 222, 830, 000 222, 830, 000 :lH.:1 
5B ••••••••••.•••••••••••••••.••••••••. Dec. 19,1918 May 20,1919 500, 000, 000 tt 572, 494, 000 169, 600,000 ~~:M},ggg 199,117,000 :14.8 

~ •. ~:::::::::::::::::::::::::::::::::: ~:~: 1~:1~1~ ~~~: l?m~ 7.')0, 000, 000 tt 751, 684, 500 254, 000, 000 300,977,500 40.0 
600, 000,000 tt 600, 101, 500 203, 200, 000 203, 609, 500 203, 609, 500 :l3.9 ri ~~ .~~::::: :::::: ::: :::::::::::::::: 'jaii~Oao; iiliil' ·ji,i;.dO i ; iiliil' (600 ttT 392, 381, 000 (I) 165,622,000 1065, 622, 000 '2.2 
600, ,000 tt 687,381,500 203, 200, 000 265, 844, 500 266, 844, 500 38.7 

5F ••••••.•••...•..••.•.•.....•.••..•.• Feb. 13,1919 July 15,1919 600, 000, 000 tt 620, 578, 500 203, 200, 000 217,497,500 217,497,500 35.0 
5G ••••••••••..••.•••••.•••.•..•.....•. Feb.27,1919 July 29,1919 000,000,000 tt 532, 381, 500; 169,600,000 174,501,500 174,501,500 32.8 
sH •.•••.•..•....•.....•.•••......•..• 1 Mar. 13,1919 Aug.12,1919 5OO(.f" 000 ~T ~},~~~ggg 169,600,000 183, 111,500 183, III, 500 I 33.8 
T3 •••••...•..•.•••••...•.•...•.••.•..• Mar. 15,1919 June 16,1919 (I) 227, 964, 000 227,964,000 55.9 
5J •..•••...••.....•.•............•..... Apr. 10,1919 Sept. 9,1919 500,000,000 4~ 646, 026, 000 169,600,000 275, 355,000 27fi, :IM, 000 42.6 

'Not assigned. • Not stated. 
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Maturity I AmountoC Subscription for Quota Cor Subscription Cor AIlotmentcor Percent Issue. Issue date. Rate. district to date. 
I 

olIering. country. district. district. district. country. ._-

Oct. 7 1919 1 
----

i,1919 
Porcent. 

$212, 3Oi, 000 5K ••••••••••••••••.••••••••••••••••••• May 1500,000,000 
!tT 

1591,308,000 1169/,f"000 $212,301,000 35.9 T4 ...................................... June 3,1919 Sept. 15, 1919 ('l 526, 139, 500 212,337,000 212, 337, 000 40.4 T5 ••••••••••••••••••••••••••••••••••••• ••••• do ...•.•• Dec. 15, 1919 

!:l 
4~ T 238,711,500 f) 78,557,500 78,557, SOO 32.9 T6 .•••••••••••••••••••••••••••••••••••• July 1,1919 Sept. 1~ 1919 ~T 326, 468, 000 ') 129, 254, 000 129, 254, 000 39.6 T7 ••••••••••••••••••.•••••••••••..••.. •.•.• do ••.•..• Dec. 1 ,1919 41T 511,444,000 ('l 242,.504,000 242, 504, 000 47.4 T8 .•••••••••••••••••••••••••••••••••••• July 15,1919 Mar. 15,1920 .) 4!T 323,074, 500 (' 116, 450, 500 116, 4SO, 500 36.0 A-1920 •••••••••••••••••••••••••••••••• Aug. 1,1919 Jan. 2,1920 500, 000, 000 4~ 533,801,500 169, 600, 000 192, 326, 000 192,326,000 36.0 B=192O .••••.••.•••.•••••••••.••••••••• Aug. 15,1919 Jan. 15, 1920 

5OO/:r'000 41 632, 152, 000 169! 600, 000 201,904,500 201, 9Ot, 500 37.9 C-192O •••••••••••••••••••••••.•••.••••• Sept. 2,1919 Feb. 2,1920 4~ 573,841,500 (:l 252, 679, 000 252,679,000 44.0 T9 .••••••• ; ••••.••••••••.•••••••••••••• Sept. 15,1919 Mar. 15,1920 (.) 4fT 101,131,500 25,582,500 25,582,500 25.3 TI0 .••••••••••••••••••••••••••••••••••• ••••• do ••••••• se~t. 15,1920 1') !iT 657, 469, 000 (1) 412,319,000 412,319,000 62.7 D-I920 ..•••••••••••••••••••••••••••••• Dec. 1,1919 Fe • 16,1920 .) 162, 178, 500 ('l 43,165,000 43,165,000 26.6 TID-I920 ••••••••••.•••••••••••••..•••• ...•• do ••••••• Mar. 15,1920 
~:l 41 T 260,322, 000 (' 90;410,000 90,410,000 3i.7 TJ-I920 ••••••••••••••••••••••••••••••• Dec. 15,1919 June 15,1920 ~~ 728,130,000 ~:l 281,882,500 281,882,500 38.7 TD-I920 ••••••••••••••••••••••••••••••• Jan. 2,1920 Dec. 151920 (. 703, 026, 000 324,189,000 324,189,000 46.1 TM4-1920 ••••••••••••••••••••••••••••• Feb. 2,1920 Mar. is, 1920 
~:l 4iT 80t, 877,000 (') 107,732, 500 107, 732, SOO 35.3 TM-I921 •••••••••••••••••••••••••• " ••• Mar. 15,1920 Mar. 15,1921 ~T 201,370,500 (1) 59,982,000 59,982,000 29.8 E-I920 ••••••••••••••••••••••••••••.••• Apr. 1,1920 July 1,1920 ') 200,669,500 (1) lOt, 682, 000 101,682,000 52.2 F-I920 ••••••••••.•••••••••••••••••••.•• Apr. 15,1920 July 15,1920 } 2SO, 000, 000 { 5 83,903,000 } 84,800,000 { 33,039,500 33,039,500 39.4 0-1920 ••••••••••••••••••••••••••••••• ·• ••••• do ••••.•• Oct. 15,1920 51 170,633,500 91,127,500 94,127,500 55.2 H-I920 •••••••••••••••••••••••••••••••• May 17,1920 Nov. 15, 1920 100,000,000 

~ 102, 863, 000 33,920,000 SO, 516, 500 37,239,000 36.2 A-I921 ••••••.••••••••••••••••••••••••• June 15,1920 Jan. 3,1921 } 400,000,000 { 176, 60i, 000 } 135, 680, 000 { 81,370,500 81,370,500 46.1 TJ-I921. ••••••••••••.••••••••••••••••• ••••• do .•••••• June 15,1921 6 T 242,517,000 93,629,500 93,629,500 38.6 B-I921. •••••••••••••••••••••••••••••.• July 15,1920 Jan. 15,192t (') 
UT 

126,783, 500 ~') 55,808, SOO 55,808,500 44.0 TM2-1921 •••••••••••••••••••••••••••••• ••••• do ••••••• Mar. 15,1921 (.) 74 279,000 ') 31,583,000 31,583,000 46.6 C-I921. ••••••••.••••••••••••••••••••••• Aug. 16,1920 Aug. 16,1921 ISO, 000, 000 6 157, 654, 500 SO,880,OOO 85,000,000 57,701,500 36.6 TM3-1921. •••••••••••••••••••••••••••• Sept. 15,1920 Mar. 15,1921 }. 400, 000, 000 { 5fT 106,626,500 } 135,680, 000 { 69,851,000 60,233,500 56.5 TS-I921 •••.••••••••••••••••••••••••••• ••••• do .•••••• Sept. 15,1921 6 T 3U,969,500 212,149,000 181,370,500 63.0 TM4-1921. •••••••••••••••••••••••••••• Oct. 15,1920 Mar, 15,1921 100,000,000 

a~ 
124, 252, 500 33,920,000 55,407,500 40,566,500 32.6 D-I921 .••••••.•••••••••••••••••••••••• Nov. 15,1920 May 16,1921 200, 000, 000 232,124,000 67,840,000 106, 896, 500 83,515,500 36.0 TJ2-1921. ••••••••••••••••••••••••••••• Dec. 15,1920 June 15,1921 

~ 
500,000,000 

~ 
188,123,000 

~ 
169,600,000 

~ 
163,788,500 93,616,000 49.8 TJ-I921. •••••••••••••••••••••••••••.••• ••••• do ••••••• Dec. 15,1921 6 T 401,557,500 249,077,500 173,291,000 43.2 E-I921 ••••••••••••••••••••••••••••.••• Jan. 15, 1921 Apr. 15,1921 

250, 000, 000 ~ 118, 660, 000 84,800,000 99,340,500 61,019,000 51.4 F-I92L. ••••••••••••••••••••••••••••••• ••••• do •••••.• Oct. 15,1921 192,026,500 200,829,000 77,043,000 40.1 0-1921 ••••••••••••••••••.•••••••.•••• • Feb. 15,1921 July 15,1921 100,000,000 5! 132,886,500 33,920,000 80,745,500 49,451,500 37.2 TB2-1921 ••••••••••••.•.•..••••.•.••.•• Mar. 15,1921 Sept. 15,1921 } 400,000,000 { 5~ T 193,302,000 } 135, 680, 000 { 88,171,500 85,721,500 44.3 TM-I922 ••••.••••...••.•••.•••••••.•.• • .•.•. do .••.••. Mar. 15,1922 Sf T 288,501,000 132,670,000 124,187,500 43.0 H-1921 ......................... ~ ..... tta~ ~g:~:~ Oct. 15,1921 ).~O, 000, 000 5l 190,511,500 50,880,000 126,066,000 74,067,000 38.9 A-I922 ................................ Feb. 16,1922 200, 000, 000 5l 256,170,000 67,840,000 224,884,500 99,954,000 39.0 A-I924 ............................... • June 15,1921 June 15,1924 } 500,000,000 { 5 T 311,191,600 } 169,600,000 { 186,664,000 157,225,200 50.5 TJ-1922 .............................. · ..... do ....... June 15,1922 5~ T 314,184,000 207, 689, 500 137,155,500 43.7 
Total. ••••••••••••.••••••••.••.• ................ ............... ................ .......... 31,856,750,100 . ............... 14,558,146,500 13,621,995,700 42.8 

I Not assigned, '.Not stated. 
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JNTEIIlIST RATE or CERTIFICATES orlNDEBTELNESS AT ISSUANCE AND RATE cr THE FEDERAL RESERVE 
BANK or NEW YORK ON A.DVANCES SECUEED BY CERTIFICATES OF lNDEBTE£NESS. 

Typical interest rates at issuance at United States cettillcates of indebtedness (omlttin~ longest term 
issues In 1920 and 1921), and the rate eharged by the Federal reserve bank of New York on advances 
secured by certificates at indebtedness. 

Source of information: Annualreports and circulars, Federal reserve bank of New York. 
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loInmIUJI DISCOUNT RATE or THE BANK 0" ENGLAND AND THE MARKET RATE ON OO-DAY BILLS IN 
LONDON. 

Source of information: London Economlst. 
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A chart giving the open-market selling rate of certificates of indebt
edness, with certain indications to explain the variation in the rates, 
compared with the rate at which the Federal reserve bank makes 
advances upon certificates of indebtedness. And a similar chart "pre
pared upon a somewhat different basis, which will be illuminatmg. 
(See p. 559.) 

I would also like to introduce a chart covering the "period of 1914 to 
1921, comparing the market rate for from four to SIX months' com-

RATE 
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: 1\...../ I\J 
i I\, 

OPEN MARKET R.\TES FOR CERTIFICATES O~ INDEBTEDNESS AND RATE OF FEDERAL RESERVE BANK O~ 
NEW YORK ON ADVANCES. 

Open market sellin~ rates of United States certificates of indebtedness with dillerent numbers of months 
to run before maturity, compared with the rate charged by the Federal reserve bank of New York on 
advances secured by certificates of indebtedness. . 

Source of information: Annual reports and circulars of the Federal reserve bank of New York. Tabu
~~~~ of selling rates prepared by certificates of indebtedness department, Federal reserve bank of New 

mercial paper in New York with the maximum, discount rate of the 
Federal reserve bank of New York for commercial paper (see op
posite page); accompanying this are tables giving the rates from 
which the charts are prepared. Likewise, a cliart covering the same 
period (see p. 559) and another covering the period since 1900 (see 
opposite page), giving the market rate and ban,k rates of London, and 
the minimum dISCOunt rate of the Bank of England. 
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DISCOUNT RATE or THE FEDEEAL RESERVE BANK or NEW You AND THE HABKET RATE ON CO"
"ERCIAL PAPER. , 

Discount rate shown I. the maximum rate on commercial paper, and market rate is the prevailing sell
Ing rate for prime four to six months paper at New York. 

Source otinformation: Annual reports and circulars of the Federal reserve bank of New York; the New 
York TImes, and reports of dealers to the Federal reserve bank of New York. 
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MINIUU" DISCOUNT RATE or THE BANK 01' ENGLAND AND THE HAmtET RATE ON OO-DAY BILLS IN 
LoNDON. 

Source of Information: FInancial Review (1900-1913), London Economist (1914-1921). 
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Ducount rate o.fthe Federal re8erve bank o.f New York on 60 and 90 day commercial paper 
and market rate on.f to 6 month8' commercial paper in New Yo.rk. 

Month. 
1914 1915 1916 I 1917 

Market. Bank. Market. Bank. Mark.t. Bank. IMarket.1 Bank. 
-----------------------·i----
January .••••.•.•.••.•.•...•..•...... 

H u !i 3 4 1 3t 4 

~~~~~'!:::::::::::::::::::::::::::: 3 4 1 -it 4 
31 4 3 4 i -it 4 

~~:::::::::::::::::::::::::::::::: - H 3i 4 3 4 :t 4 
31 4 3 4 I 4 

June ...••••..•.....•........•..•....• at 4 3i 4 I 5 4 
July ....••..........•...•.........•.. -it 31 4 4 4 : 41 4 
August ..............•............... :t at 4 at 4 -Ii 4 
·September ...........•....•.....•...• ~ 4 3t 4 I 5 4 
October ...................•.•.......• 6i ·····11 4 at 4 1 5i 

I 
4 

November .•................•.......• 51 2t 4 at 4 51 4 
December ..•..•......•...•......•... 4 3 4 4 4 1 51 41 

: , 

, ___ 1_91_8 __ .I ___ l~91_9 __ I ___ l_~ _____ I ___ l_~~I __ _ 
Month. ,-

______________ IM __ a_rk_e_t. Bank. Marht. Bank. Market.1 Bank. }Iarket. Bank. 

January ....•.••................... :. 
~ 41 5 a 6 6 7f 7 

February .••.•...•....•....•....•.... 

H 
5 ~ 6 7t 7 

March .......•................•.•.... ~ 5i 6 'f 7 

~~~:::::::::::::::::::::::::::::::: 5i a 7 6 7t 7 
51 51 ~t 7 7 .6t 

June ......•............•.......•..... 51 a 51 7 6t 6 
July ................................. 51 51 :t 8 7 6i 51 
August ..............•.....•....•...• 6 51 8 7 ...... _-
September .........................•• 6 :t 51 

3 
8 7 I ••••..•. .. __ .... 

Octob.r ........•..•. : ............•..• 6 51 8 7 I········ ...... _-
November. _____ ... _. __ ....... __ ._0 .... 6 :t ~ 8 . _.- ...... 
December .........................•• 6 8 . ::::::::: . ....... 
Market rate o.n 90-day bank billa in Lo.ndo.n and the minimum rate o.f the bank o.f England. 

1914 1915 1916 I 1917 

Market. Bank. Market. Bank. 
Month. 

Market. Bank. Market. Bank. 

----------------
~~'t~;: .. ::::::::::::::::::::::::::: zn 3 In 5 51 5 5 51 

~ 3 If 5 5,'r 5 5,'r 51 
March .......•..•..•..•.•..••.••.•••• 3 1 5 4,'r 5 !t ~t 

~~:::::::::::::::::::::::::::::::: f 3 5 4,'r 5 ~ 

3 5 4,'r 5 4ft 5 
June •.•.•....••.•.•........•.•.•..••. 3 41 5 51 5 :t .. 5 
July ....•...•.•...............•.•..•• r 3 5 5 Sf 6 '5 
August ................••.•..••.•..•. 5 4ft 5 5i 6 :t 5 

~~~~~~~::::::::::::::::::::::::::: 5 :r 5 5i 6 5 
3 5 5 ~ 6 41 5 

November .....•.....•••.••..•..•..•• 2t 5 51 5 6 -Ii 5 
December ...•...•••....•..•.•.•.••.•• 2t 5 51 5 5i 6 4 5 

1918 1919 1~ 1921 

-~ I ____________ Market. Bank. Market. ~ ~ Bank. llarket'l~ 

January.............................. 4 5 3t 5 s,o. 6 6i 7 
February............................ 3t 5 3i 5 st" 6 6tf 7 
March.. •••... .•....••••••••.••.•..•• an 5 an 5. Sf 6 6t 7 
April....... .•.••..• .•.•••••• .••••••• 3t 5 3t 5 6f 7 5h til 
May................................. 3t 5 3t 5 6i 7 5M til 
June .••••...•.•••.•.•.•..•• , •••.•••.• 31 5 an 5 6f 7 s,o. 6 
July. . . .••••.•••••...•••...•.•••••••• 3t 5 an 5 6H 7 5t 
August.............................. 3t 5 an 5 6H 7 .....•.. , .......• 
September. .••••.••.••..•.•..•••••••• 3t 5 an 5 6M 7 
October •••••.••.••....•.•..••••.•••• 3t 5 4,'r 5 6i 7 
November........................... 3t 5 51 6 6t 7 
December............................ 3t 5 51 6 6t 7 

:::::::r:::.::: 
:::::::r:::::: 
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Commt'nting upon tht'se exhibits, let me say that they show the 
following: That from the time of the establishment of the Federal 
Tt'St'rre bank of New York down to the time when war was de
dsTt'd upon Germany, in April, 1917, the discount rate of the New ... , . 
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IIECOUNT RAft OJ'THE FEDEII.AL RESERVE B ..... '<K OF NEW YORK AND THE 1Luu<ET RAft OJ( DIFFER-
ENT TYPES OJ' PAPER. 

Prevailing selling rat" each week of prime 4 to 6 mODths commercial paper, prime 60 to 90 day bankers' 
"""ptanoos and I::nitro States rertificat<!S of indebtedDess maturing in 6 to 9 months. 
r=~~~::'"f:~:.=~=~sN"::~r."'" of Federal reserve bank of Ne ... York and reports 

(" ork bank was at all times above the market rate for commercial paper; 
rom that date to the present date, the discount rate has been :t>elow 
he market rate for commercial paper. The chart shows that ill the 
~ank of England, with one or two exceptions, at the end of 1915 and 
he beginning of 1916 (see p. 559), the minimum discount rate of the 
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Bank of England has been above the market rate for commercial 
bills during the entire period. 

Also a chart and table comparing the market rates with our rates 
for certificates of indebtedness and commercial paper for the years 
1920 and, 1921 to date. (See p. 563.) . 

M(lTley rate8 at New York. 

Date. 

Prime 
Ho6 

months 
com· 

merclal 
paper. 

1920. Pu cent. 

j:~:L::::::::::::::::::::::::::::::::::::::::::::: : 
Jan. 16.............................................. 6 
Jan. 23.. ............................................ 6 
Jan. 30 ............................................. · 6 J 
F.b.6............................................... 6 
F.b.13.............................................. 6 
Feb.20 ............................................ · t~5 
F.b.Z1 ............................................. ·· 

~:~: ~2:::::::::::::::::::::::::::::::::::::::::::::: ~. 75 
Mar. 19 ............................................. · 7 
Mar. 26 ..... ,........................................ 6.75 
Apr. 2 .............................................. · ~.75 

1&~: ~::::::::::::::::: ::::: :;:::::: :::::::: ::: ::::: ~ 

i~·.···:·m.··~·%>:::·:··::· 15 
Juo.11............................... ............... 7.75 
Jnn.18.............................................. 8 
Juo.25.............................................. 8 

~. !::.:: ....... : ... : .. :~~:)) .. ::::::. ! 
Aug. 13.............................................. 8 
Aug.20.............................................. = 
t:~:-: t:::::::::::::::::::::::::::::::::::::::::::: ~ 
t~~:F.:.::::::::::::::::::::::::::::::::::::::::::: ! 
Oct. 8............................................... 8 
Oct. 15.............................................. 8 
Oct. 22.............................................. 8 
Oct. 29.............................................. 8 
Nov. 5 .............................................. · 8 
Nov. 12.............................................. 8 
Nov. 19.............................................. 8 
Nov. 26.............................................. 8 
Dec. a............................................... 8 
Doc. 10.............................................. 8 
Dec. 17.............................................. 8 
Dec.24.............................................. 8 
Dec.3!.............................................. 8 

1921. 
Jao.8 ............................................ ·•· 
lao. 13 ............................................. . 
lao. 22 ............................................. · 
lao. 29 .................... · .. · .... · ............ · .. .. 
F.b.5 .................. · ........ · ...... ·· .. ·· ...... · 
Feb. 12 .................................. · .. · .. · .... · 
F.b.l0 ................................... ···· ...... · 
F.b.26 .................................... ···· .. · .. · 

S 
8 
71 

II 

Prime 
9O-day 

bankers' 
accep· 
tances. 

Pucmt. 
4.45 

4.50 

4.50 

Sf 

51 

51 

51 

5.6 

5.65 

51 

5.80 

Sf 

51 

5.40 

---
Per cent. 

7+ 
71 
8 
8 
S+ 
9 
9 
81 
9t 
9 
S+ 
S+ 
S+ 
S+ 
S+ 
S+ 

Call 
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rate. 
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8 
8' 
6 

lO 
14 
10 
6 

10 
10 
7 
8 
7 
8 
6 
7 

~t I 7 
E-

S+ 7 

n 8 
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6 

8+ 6 
81 7 
S+ 7 
81 8 

~ 9 
7 

81 8 

~ S 
8 

9 7 
0 7 
9 ; 
0 7 
9 8 

~ 
; 
7 

8t 7 
8 7 
8 7 
8 " 8 7 
8' 0 
8 9 
8 0 
8 8 
71 6 
71 7 
71 7 
71 7 
71 7 
7t 7 

a 1 
7 (. 

n 
7 
S 
8 
7 
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M01I£Y ratt/l at New l"ork-Continued. 

Prime 
H06 

months 
com-

mercial 
paper. 

Prime 
9CkIay 

bankers' 
accep
tances. 

United 
States 
certifI
cates 
of in .. 

debted-

6~~ihs 
ma

turity. 

We.kly 
average 

time 
loans, 

~ 
trial 
col-

lateral. 

565 

Call 
loan 

renewal, 
typical 

rate. 

-------------1----------~---
1021. Per unto Per .... t. Per unto Per unto Per unto 

Mar. 5............................................... 77~7J 51 5.35 61

7 
7~ Mar.lZ.............................................. 6 61 

Mar. 10............................................. 6 I 
Mar. :1.6.............................................. 7t I 5."'. 6t6f I ~6t Apr.2............................................... ... 61 '" 
Apr. 9 .............................................. . 

~g~: ~:::::::::::::::::::::::::::::::::::::::::::::: 7t H 7 

~~~r:::::::::::::::::::::::::::::::::::::::::::::: 7~~t I' 5.20 . 7 if 
May 14.. ............................................ ~ 7~ 

P1f. t.: ::::::.:::::::::::::::::::::: :::::: :::: ::::: 61 
June II.............................................. ~ ~ 5.16' ~ ~t 
~::::: ~:::::::::::::::::::::::::::::::::::::::::::::: ~i I H ::t ~t 
1::l~t::::::::::::::::::::::::::::::::::::::::::::: :t I 51 1 5.08

11 

~ ~t 
July 15.............................................. 6t 51 i - 6 6 

f::lj ~:: :::::::::::::::::::::::::::::::::::::::::::: ..... ~ .......... ~., .......... ; ....... ? .......... ~. 

Also a chart compariIlg 'the rate on commercial paper after the 
Civil War and after the World War. (See p. 566.) 

A chart comparing market rates of commercial paper, bankers' 
acceptances and certificates of indebtedness in the New York market. 
(See p. 567.) 

A chart comparing the weekly call loan rate for loans on the New 
York Stock Exchange, with the 60-day time loan rate on industrial 
collateral, on the New York Stock Exchange. (See p. 567.) 

CERTIFICATES OF INDEBTEDNESS-METHODS OF DISTRIBUTION-SECOND FEDERAL 
RESERVE DISTRICT. 

[Addresses delivered by Mr. R. H. Treman and Mr. Ray Morris before a conference of county directors at 
the Bankers' Club, New York City, July 16,1918,J 

CERTIFICATES OF INDEBTEDNESS DEPARTMENT OF THE FEDERAL RESERVE BANK OF 
NEW YORK. 

The certificates of indebtedness department of the Federal Resen'e Bank of New 
York was created to handle the distribution in the second Federal resen'e district of 
this form of security as i88ued from time to time by the United States Government. 

In organizing the department it was decided to appoint a county director for each 
of 70 counties in the district. No county directors were appointed for New York, 
Bronx, Kings, Richmond, or Hamilton Counties. A confer~nce of these county 
directors was held at the Bankers Club in New York City on Tuesday, July 16, 1918. 
A large majority of the counties were represented, and the tone of the meeting was 
spirited and enthusiastic. The discussion of the subjects brought before the con
ference proved to be 90 instructive and suggeative tha.t there were many requests for a. 
full report of the meeting. This pamphlet is published in response to those requests. 

As the deliberations were of the most informal nature and as the addresses of both 
Yr. Treman and M,r. Morris were of an extemporaneous and discursive character;-:not 
prepared for pUblication-<lue allowance should be made therefor by the CrItical 
reader. 
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INTRODUCTORY REMARKS BY MR. ROBERT H. TREMAN, DEPUTY GOVERNOR FEDERAL 
RESERVE BANK OF NEW YORK. 

Let me first, in behalf of the directors of the Federal reserYe bank, express to you 
our appreciation of the sacrifices some of you have made in coming down here to attend 
this meeting. The work before us is one that has been assigned to the bankers. Our 
present expenditures in this country-counting loans to the Allielr-are a billion and 
a half each month, and it is estimated that by Nowmber these expenditures mav 
be at the rate of $2,000,000,000 per month. • . 

As you know, the Secretary of the Treaeury has asked the bankers in the country 
to take certificates of indebtedness every two weeks to the extent of $750,000,006. 

RATE 
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1918 1919 l<JeO 192.1 

INTEREST RATES ON COMMERCIAL PAPER AlTER THE CIVIL WAR AND AlTER THE WORLD WAR. 

4 t~r:in~~Esra~~e~~~o~~of~~~~l~~~er~~~ month from 1865 to ISH and prevailing rates on prime 
Source of information: For early period, unpublished study by Prof. F. R. Macaulay, of the National 

Bureau of Economic Research; for recent years, the New York Times and reports of dealers to the Federal 
rMerve bank of New York. 

The purpose is to prepare for the next, the fourth, Liberty loan bonds. We are, i,n 
this week, withdrawing from the banks all of the deposits that were made in connec
tion with the. third Liberty loan and also the tax money, so that after these calls all 
that will remain in the banks to the credit of the Government is what has been r('!
alized from the sale of$750,000,000 certificates issued June 25. To-day, the subscrip
tion for the second issue of certificates of indebtedness dated July 9 closes, and when 
I came up from the bank there were $247,000,000 subscribed out of the $254,000,000, 
which is the quota of the New York district. Unfortunately, some of the other dis- ' 
tricts up to to-day have not taken their full quota, but it is the purpose of the Treasury 
Department to distribute these certificates just as equitably as IS possible to do so, 
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and in assigning the different !J.uotas to the 12 reserl'e banks, each district is expected 
to take its full quota and likeWlse each bank within the district is expected to take its 
full share. We have no doubt of the ability and of the willingness of the banks in 
this district to cooper~te fully. The reason for bringing you here is to perfect an 
organization so that in the succeeding issues which will be put out, every bank in 
the district in so far as possible will participate. 

It may be of interest to you to know what has been done in the past in regard to the 
previous issues of certificates and the number of banks subscribing, the records of 
which I give you herewi.th: . 

Certificates issued in anticipation of the first Liberty loan: 
Total sale .................................................... . 
Total subscriptions, second district ............................ . 
Total allotment, second district ............................... . 
Average number of subscribers, 181. 

Certificates issued in anticipation of the second Liberty loan: 
Total sale ......................................... , .......... . 
Total subscriptions, second district ............................ . 
Total allotment, second district ............................... . 

. Average number of subscribers, 185. 
Certificates issued in anticipation of the third Liberty loan: 

Total sale .................................................... . 
Total subscriptions; second district ............................. . 
Total allotment, second district ............................... . 
Average number of subscribers, 741. 

$816,000,000 
525,393,000 
459,962,000 

2,235,296,000 
1,539,496,000 
1,467,543,000 

~,012,085,500 
1,300,688,500 
1,255,308,000 

In addition to the regular certificates of indebtedness, the Government put out 
certificates which were received in payment for taxes as follows: 

Total sale .•................................................ :' ...... $1,623,441,500 
Total subscriptions, second district..... ..........................•. 8:31,473,000 
Total allotment, second district ................. -=-.................. 831,473,000 
Certificates issued in anticipation of the fourth Liberty loan (June 25 

issue): . 
Total sale .............. , ..................................... . 
Total subscriptions, second district .......•...................... 
Total allotment, second district .... _ ... ___ .. _ ...... _ .. _ . _ .. _ . _ . 

839,646,500 
312,844,500 
312,844,500 

In the issue of July 9, closing to-dav, there are, up to this moment, 789 subsc.ribers, 
so that there has been a gradual increase in the participation. Out of all the 1,222 
banks of the district, including savings banks, there are about 60 banks. if I remember 
~orrectIy, which have not purchased any of the certificates of indebtedness of any 
issue.. . 

Now, if a bank under the present plan does not take these certificates, you can 
readily understand that it means that some other bank must take more than its quota. 

It is a big job that is before the banks. You whom we have asked to come down 
here, representing each of the counties in the State, have an individual responsibility 
so far as that county is concerned. It seems advisable to ask you to come here and sit 
around the table, and after whateYer informal addresses there may be made. if there 
are any questions any of you would like to ask we hope you will feel perfectly free 
to speak, because the problems are many and varied. 

Closely linked with this question, of course, is the saving of credit and it may seem 
rather inconsistent that banks are being asked to create credit by subscribmg for 
certificates of indebtedness, and at the same time urged to withhold and save credit. 

But gentlemen, burn this into your minds, that the claims of the Government for 
credit must come first. Whatever claim any individual or corporation has for credit, no 
matter how urgent, the claims of the Government must be met first of all. Do you 

. appreciate how greatly the demands for credit are growing? Not only the demands of 
our allies, but in our own country ilie billion dollar Congress of a few years ago has been 
succeeded by the $22,000,000,000 Congress of last year and it is estimated that 
$30,000,000,000 will be needed for the years 1918-19. , 

The question of credit, it seems to me, is preeminently one that must be handled 
and solved by the bankers. The bankers manufacture credit, and they distribute 
credit, but credit is also a commodity which can be wasted or it can be saved-it can 
be employed usefully or it can be employed wastefully, so it is up to the bankers to 
see that credit is used usefully; in oilier words, saved and only used where it will 
purchase that which is to accomplish our one great purpose, the winning of this war. 
Every saving you make can an~ should be used for iliings essential, and buying these 
certificates tends to iliat end directly. 
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)lany people easily understand what is involved when you discUSB the question of 
the conservation of coaI t they know what you mean when you say that for the needs 
of the Government, BUCn as shipping and many other needs arismg every day, coal 
provision must be made, but the public has not even yet learned the extent to which 
theT should economize coal. ... 

I the individual is c~lled ullOn to conserye coal II:n~ freeze ~f for the benefit of 
the Government there 18 no mlBunderstanding and It 18 now recogmzed that the thing 
must be done. 

But it is more difficult to make them understand when customers offer a perfectly 
good loan, with perfectly good security, why it is the banks are not in a position to' 
give them or loan them the credit that they want. To meet this situation is yoil job 
and it is not an easy job, as every banker understands. No one appreciates this more 
than those of us who are connected with the reserve bank. We have every day 
numerous letters coming in from banks all over the district stating that "we are called 
upon to take 80 many certificates of indebtedness. We are loyal, we are patriotic; 
we want to do this thing, but how can we do it when all of our resources are invested? .. 
This is especially the case in many of the agricultural districts. They say, "all the 
loans are tied up with farmers who can only pay in the fall. How are we to find at 
present the necessary credit to supply the Government?" 

This again is the question for the banker, and it is his job to find out the ways and 
means by which that credit can be transferred from individuals and corporations or 
in some way can be developed, so as to furnish the Governnlent, without too much 
restricting the business of the country, what they need. 

We come now to specific ways in which this credit can be developed and secured. 
Do you want to manufacture credit in excess of needs and cause undue inflation? 
Do you want to "go the limit" as some bankers have advocated? 

I heard one of the most prominent bankers of this city say awhile ago: "BusineBS 
must go on as usual." But, gentlemen, business can't go on as usual any more in the 
matter of credit than it can in the matter of coal. If we are going to give an additional 
amount to our friends on the other side of the water, and we can only produce so much, 
somebody has got to give way and how to do this is being worked out by the Government. 
But when it comes to the question of credit, that is preeminently for the bankers to 
work out and alon~ similar basic lines. 

The machinery 18 all ready to manufacture the credit but it is not advisable to go 
beyond the extent that it is absolutely necessary, and it seems to me, over and against 
the manufacture of an undue amount of credit, leading no doubt, to overexl>ansion 
and possibly inflation, we should recognize that it is in the power of the individual 
bank to help in saving credit by a proper withdrawing or withholding of credit for 
the things which are not essential and checking any expansion of credit along non
eeeentiallines. This really becomes in the last analysis a matter for each individual 
bank, and in each bank it then becomes a matter for each individual banker to do hie 

fu¥!:::;"yof the communities the banks of which are represented here, it is a question 
of loans to farmers. Now it seems to me there is a perfectly clear line that can be 
drawn in regard to those loans. If a loan of money is asked by a farmer for seed or for 
necessary tools or for labor, it would seem to me personally.,-and I am only speaki.n:g 
as an individual-that in those cases every proper and reasonable extension of credit 
should be made. But the farmer is inclined to be a speculator, and when he comes 
to you in a month or two and wants loans because he says he is not ready to sell his 
hay or hie oats or his cllttle or other products-wants to hold for possibly higher prices, 
and you encourage him because the loan is a good one as to its credit, it seems to me 
that your bank is helping to that extent in interfering with the Governnlent's need 
for credit and its supply. I think that the farmer should be educated to feel that 
when his crop is raised and harvested, that under these abonrmal conditions, he should 
sell the crop, instead of askin~ you to furnish credit for him to speculate and hold for 
possibly better priCe&-88llUDllllg that he can secure fair prices for his output. . 

The manufacturer also has the same problem. The manufacturer finds to-day, m 
working up his product, that he is liable, for instance, not to be able to get the w.ool 
that he wants or he is not able to get the amount of iron or steel or some othe~ mater181, 
and the natural tendency is for him to .say: "Why, I ~ant to borrow: a httle more 
money because I would like to carry a little more materlBl all of the time t.o protect 
the operating of my factory so that I can manufacture and have the mater181 ready, 
etc." There again comes 'the question between reasonable and ~e u~easona!>le 
use of credit. Noone can tell here, as we are talking together, what 18 the WlBeSt thmg 
to do in each individual case, but I am speaking of this because these are the problems 
that you gentlemen are called upon to settle and solve, and it seems to me that there 
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is danger along the line of the manufacturer speculating and depending on your bank 
to supply the credit fOi"'this speculation. 

The same thing applies to the distributor, i. e., the wholesaler or retailer. Onlv 
this morning it was reported to me in the bank that some of the wholesalers in the 
Central West were accumulating an undue amount of different kinds of commodities 
so that they would be prepared when the time came in the fall to supply them. That 
is perfectly legitimate in normal conditions. But if it leads to an undue accumula
tion either of coal or wheat or of merchandise, it seems to me it is not justifiable under 
present conditions. And the banker to whom the jobber or the manufacturer comes 
for these loans, he is the man who, it seems to me, should investigate these conditions-
as to the reasonableness or the unreasonableness of the request for eredit. It is not 
an e!l.Sy job. These men that come to you-you have had personal relations with them 
for years, and they say: "Well, I have some securities as collateral with you and just 
at the present time I do not want to sell them," and so ask you to carry the loan longer. 
It is probable that you have carried them for three or four years waiting for "the 
golden time" for the market prices to rise so they can get out at a gain. But I submit 
,to you, how long can you carry this kind of loans in justice to the situation? In the 
small banks, there are a great many loans that have been carried for long periods on 
payment of the interest, and that is a perfectly legitimate thing for the banks to do 
m normal times. But I feel there never has come, in the history of each one here, as 
good a time as you have at present to "clean house" in your bank or distributing 
house or any other place, and I feel that it is the duty of every distributor, every 
manufacturer, to run with the lowest amount pOBBible to supply the things which are 
absolutely necessary for the Government needs. 

There are opportunities now for banks to insist upon their customers reducing and 
paying off loans which have been carried for a long period in the institution. By 
compelling your customers to payoff these loans it will have a beneficial effect upon 
them, leading them to economIze as they have not been doing before and as the situa
tion now demands they should. We are in this war to win" and we have got to supply 
the credit that is necessary for the Allies and ourselves, and can secure part of the 
credit needed by saving it. 

We must insure this by taking every precaution and husbanding our strength to 
exert it forcefully in the proper direction, and give telling blows, as much in credit as 
in arms. Get this into your heads, rather than follow a day to day course of "business 
as usual," which would fail to bring the results mo'st earnestly desired. 

We are here to-dRY to talk abollt supplying the Government in ad vance, underwriting 
the credit which will be necessary for the Government before the next Liberty loan, 
and it will need the money just as fast as it is pOBBible to secure it. In the last cam
paign for certificates of indebtedness, we were asked in January by the Secretary of 
the Treasury without much warning, if we could distribute so many certificates every 
two or three weeks, and after we had thought the matter over, it seemed to us that the 
most helpful organization that we could secure immediately would be in New York 
State Bankers' Association, and Mr. Gregory, the president, and Mr. Gallien, the 
secretary, rose to the occasion, selected a number of bankers throughout the State and 
called them together hurriedly. They took hold of the matter and this district took 
its full quota of the certificates of indebtedness of each issue as they came out; in most 
of them we took more than our full quota and great thanks are due to those men who 
served. Now, at this present time, instead of three or four billions as before to put 
out, we have sbc billions of certificates to sell in the four months. It is a big job for 
any rich country; it certainly is a big undertaking after what has been already placed 
upon the country. But I feel confident we will do it well and quickly. Every man, 
so far as this district is concerned, is going to stand by us and see that t'ach and every 
bank, so far as possible, does its full share. 

We are publishing a little book giving a list of these banks which subscribe to each 
issue. This plan has been followed for some time in the other Federal reserve districts. 
They have found this works well. It seems equitable, that those who are doing 
their proportion or more than their proportion should know what the other banks are 
doing. 

We all recognize that there are BOme banks which by reason of local conditions 
may not have been able to take their full quota of the two issues just put out, but 
every bank ought to take some certificates of each issue and in the aggregate they should 
make every effort to take their allotted share, thus cooperating in this movement 
and not placing upon some other bank any burden which each bank should carry 
for itself. 

We must do our part to make the Government financing a success and thus the 
bankers will be contributing their share to winning the war at the earlit'st moment. 
I repeat to you, gell-tiemen, this is your job and you must assume it. 
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We ha,-e formed a new orgaDization in the Federal reserve bank to direct this work_ 
Mr_ Ray llorris will be the director in charge, Mr. H. M. Wilson, Mr. R. T. Crane, and 
others "ill be aaeoci.ated with him. They have enlieted in the work. You have done 
th~ same a~d we ~ make it a big SUC!!e88. Mr. Morrie ie here to tell you the details 
of It. 1 WIll now mtroduce Mr. Moms to you so that he may go on and explain 
what we e.xpect of you. Mr; Morris ie a ~ of !mown ability, of patriotiem, willing 
to go to etill further eelf-eacnfice to make this thing a go, and I am sure he will have 
your full support. 

REMARKS OUTLINING THE ORGANIZATION OF THE CERTIFICATES OF INDEBTEDNESS 
DEPARTMENT BY MR. RAY MORRIS, DIRECTOR OF SALES. 

1I1r. Treman, by reason of being both deputy governor and an u:p-State banker, has 
gh-en you such a clear picture of the fundamental problems affecting the certificates, 
th9.t I am gJing to skip right over that part of it and come down more or less to the 
details of the organization, as we have been able to plan them out. 

Thie ie a new problem, and it needs to be met with some new measures. I want 
to say at the outset that we all feel that to the extent that the New York end can be 
subordinated and the real influential work done in the up-State counties, to that 
elttent it will be done better. I do not know whether a man ever lived anywhere 
that liked to have somebody 200 miles away tell him how to do hie business, but I 
am sure there is no one like that in New York State, in the 12 northern counties of 
New Jersey,. or in Fairfield County, Conn. Now, this joh-I won't say it requires 
urging-that ie not the word-because there is not a banker in the dietrict who is 
not just as.keen about winning the war as we are; but it needs explanation; it needs 
demonstration; it probably needs encouragement. My proposition ie just this: That 
to the extent that the explaining and demonstrating and encoUl"8."o1.ng can be done 
locally up-State by the strong, influential bankers, in contact with their neighbors, 
it will be done right. I am a considerable believer in the bolshevik principle of self
deterInination, and I should regard the work of the sales department as perfect if each 
up-State county found a way of meeting its own problem so effectively that the sales 
department would be reduced to·being a hietorian of the movement, and if the only 
literature we need put out woo uld be bragging letters aimed at the other Federal 
reserve districts. [Laughter.] 

As to the difficulties; we all know about the difficulties. I guess I have got in my 
file a hundred careful, earnest letters, written in a spirit of mingled patriotiem and 
perplexity, from your colleagues, who realize the need, but want to be shown the way. 

We all know that the banks have a lot of Liberty bonds on hand which they are 
carrying for customers; they have got slow securities of various sorts they can not 
afford to sell; they have got Inany of the kind of quick loans that never quite get 
paid off at Inaturity, and for reasons of business courtesy there is a natural limit to the 
pressure they can apply to their customers. 

Now, what is the answer? Mr. TreInan has spoken to you quite fully as to what. 
the answer is. I think there are two answers. I think the first answer deals with 
the spirit of the transaction, and of that I need say very little, because every one of 
you gentlemen has it, or you would not be here .. Mr. Treman received a telegram 
from one of your number, who probably would not want me to give up his name, but 
what he said was: "All of my time and all my resources are at the disposal of the 
Goyernment to help in the war." Well, that comes pretty neu.r being my text, as 
affecting the spirit of the enterprise. 

As to the ways and means: As a newcomer in the Federal bank organization-I have 
been in it just about a month-I" want to speak for a minute as the outsider that I 
was a month ago, and say this: That without the Federal bank Inachinery I think we 
would be facing an insuperable difficulty to-day. It would certainly be insuperable 
along the lines of the relatively simple and easy method in which it is now presented. 
I do not need to ask you gentlemen if you ever considered how we would be fixed if· 
we had to finance the war with the banking Inachinerythat this country had in 1907. 
You know the answer as well as I do. Everybody would be hoarding reserves. 
Nobody able and willing or willing and able, to take care of commercial borrowers
clearing house certificates, and all the rest of it; and then, inconvertible paper money 
and a currency depreciation that would take about 15 years to work out after the w:ar. 
Now, by the grace of God, and at the eleventh hour, this country has got a banking 
system which our English critics say is the best in the world, resting B?lely on ~e 
proposition that short, prime paper of a self-liquidating nature is the baSIS for credit, 
whenever a bank need It and to the extent that it needs it; and that principle has an 
immense bearing on this problem, because no Ill!'-tter ~ow fll;st the Government 
progresses with its war needs, no Inatter how seemmgly ImpOSSIble the demands of 
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, the Government, a.s it spends the money; as I analyze it, it is taking slow assets and 
throwing them into quick credit form, and if you can get these quick credits in such 
shape that they are self-liquidating, there need be no serious strain at any time. 

As to the specific ability of the individual bank to take its quota, Mr. Treman has 
given you what we all think is the absolute essence of the thing, in what I may call the 
clean-up proposition, We know every bank is a se:parate case; we know there is no 
rule of thumb that fits all theee questions; there are just as many kinds of problems as 
there are banks in the district. But don't we all of us know also the tendency of 
so-called quick assets to get non-liquid unless scrutinized very closely, and don't we 
re~o~ize the need of special war-time scrutiny of our supposedly liquid assets at 
thls tlme? 

With reference to the slower assets; with reference to the old-line bonds held for 
years, with-a big depreciation in them-you do not want to sell them, of course; 
probably you ought not to'sell them. You realize, I think, the extent to which those 
securities are available as a pledge of collateral against Government deposits. You 
realize fully the book-credit method of making SUbscriptions for certificates. You 
have seen Treasury Circular No. 92, which tells you to what extent you can utilize 
your bonds and paper, and the percentages they are good for, and you realize that when 
you subscribe by the book-credit method, you do not make immediate payment, but 
that the money 1S gradually drawn out, and to the extent that you can get the certifi
cates in shape as free assets, by pledge of other collateral, you can use them to manu
facture credit as needed, by the IS-day loan on your note with the certificate attached, 
if you are a member bank, or by the sale and repurchase arrangement, if you are not a 
member, 

You need not tell me; I understand it perfectly well, that a metropolitan bank here 
in New York is well fixed in a transaction of this sort. You understand and I under
stand that they can get their certificates in quick asset form; that they can pledge 
them; and wit~ ~he avails they can obtain peculiarly liquid loans, especially available 
for short matunt1es, to an extent that a country bank can not do. 

But I submit that there is not a bank in the dlstrict-at least, I do not believe there 
is a bank in the district-that to some extent-I won't say how much-would not 
profit by a careful study of the pledge features of collateral, and by a careful study of 
1tS own ability to get its purchased certificates in quick asset form available for the 
manufacture of credit as the special needs of the occasion may require, especially in 
view of the fact that your reserve position is not affected by the transaction; nor are 
vou stopped by any specified legal limit. Each transaction is a separate transaction. 
The reserve bank does not give you a regular line of credit, but it judges your redis
counts in a business fashion, and in that judgment it separates your rediscounts from 
your certificate transactions, so that theoretically there is a lot of sea room in the 
ability of a bank, even if it is pretty well tied up, to take certificates. 

I do not want to get in a position of seeming to argue for unsound banking. Mr_ 
Treman has pointed out to you the need of conserving credit when and as you can. 
I want simply to point out that we have probably received 40 letters from banks who 
said that they absolutely could not take certificates at all, but I do not think I have 
seen more than one or two such cases where a bank really was not in shape to take 
any. I have seen several cases, it is true, where the bank could not take its full 
quota. But if the deposit of collateral is availed of, and all the devices 80 cleverly 
and thoughtfully worked out are utilized, there is usually a little room, no matter 
what the situation is~ 

I wanted to see just how this would work out, and, as I have considerable natural 
resistance to statistical demonstrations, I prepared the accompanying cllart (see nnt 
page), to show what happens, in very simple, graphic form, when a bank with a quota, 
say, of $100,000 subscribes regularly by book credit. 

Based on the past experience of this bank, the money is all drawn out in four weeks, 
on the avera~e, or, say, a quarter of it each week. The net Goverunlent deposit of 
the bank witn the $100,000 quota starts in, on the first investment date, at $100,000. 
The next week the bank has not made any new investment; it has lost a quarter of 
its deposit. The next week it has invested $100,000 more; total investment, $200,000. 
It has lost its first $100,000, down to $50,000. It has a total Goverunlent deposit of 
$150,000. Carry the process through each week for 16 weeks and you get an average 
investment of $450,000; divide your total Government deposit by 16 and you have 
an average deposit of $120,313. 

Your certificates pay you 4} per cent; you pay 2 per cent on the Government deposit. 
The net result of that transactlOn is a yield of 5.4 per cent, provided the Government 
deposit goes out in four weeks, one-quarter each week. 



Illustration of overlap feal.ure wl.en a banI: Bubscribea a quota of ,100,000 certijicaU-IJ every two WUJ:3, with bool: crtditform of paymenl. 

[The estimate of com'plete withdrawal in four weeks is based on experience witb past Issu... Table figured on rour oqnal weekly wlthdrawala.1 

Datc. Invest· 
mont. 

'~lli~~~ ~ :~~~~:~~~:::~~~~:~~~~:~~~:~~:~::~~~:: IS. m 
Jnly30....................................... 300,000 
Aug.6........................................ 300,000 
Aug. 13....................................... 400,000 
Aug.20....................................... 400,000 
Aug.27....................................... 500,000 
Sept.3.. ..................................... 500,000 
Sept. 10. . . ......... ................... ....... 600,000 
Sept. 17.. ..................................... 600,000 
Rept.24.. .................................... 700,000 
.0ct.I. ... ,................................... 700,000 
Oct.8........................................ 800,000 
Oct.15 ....................................... , __ 800....:.,_000_

1 
16) 7,200,000 

Av.Inv.- 450,000 

Cash on band. Govern· 

Weck. t-F-r70-m-I-. '/;-F-r-om-u-. 7'F-r-o-m-m-."-F'ro-m-IV-. 'I-Fro'--m-v-."7I-F-r-om-V-I-.'"'!,C"F-r-o-m-V-U-"I-F-ro-m-v-m-.
I ~~;~. 

1 1100,000 1100,000 

!.: :.:~.:.:~.~.~.::.~.:.~~.~. :.:.:.·.'.~.:.~.5 .•. :.·.I~.~.~.i.i.~.~.l.:, .. 5.~.~.~. :[:l:~50'.;:~ooo:::: : .. ::[::.,:. :.::':.·:.\:Il":::"::·: "\\\.:::::. ;1~50l,iooo 
: '''iiixi;ooo' :::::::::::: :::::::::::: :::::::::::: 

10 ............ ............ ............ 25,000 75,000 ............ ............ ............ 100,000 
11 ............ ............ ............ ............ 50,000 $100,000 ............ ............ 150,000 

U :::::::::::1::::::::::: :::::::::::: :::::::::::: :::::~'::: ~5 "'ii~:~' :::::::::::: t~:a 
~~ :::::::::::: :::::::::::: :::::::::::: :::::::::::: ::::::::::::1:::::::::::: ~:: "'ii~~' ~[jg::: 

I
' 16) 1,925,000 

A v. Gov. deposit - 120, 313 

Averegeinvestment: ..... 1450,000 one year at'4i per cent_ $20,250 
Le. .. Government deposit 120,318 1 year at 2 per cent - 2,406 

Average net investment.. 329,687, earning at tbe rate or 17,844 per year, or 5.4 per cent. 



598 AGRICULTURAL INQUIRY. 

On any credit balance or certificate of deposit payable on demand or within 30 
days of any mutual savings bank located in the second Federal reserve district, or 
any pel'BOn, persons, copartnership, 'corporation, or association other than those speci· 
fied and included above, a maximum rate of 3 ~er cent per annum. 

On any time deposit, or certificate of deposIt payable by its terms later than 30 
days from the date thereof, a maximum rate of 3t per cent per annum. 

The above maximum rates are not intended to apply to the account of, or any cer· 
tificate of deposit issued to, any pel'BOn or pel'BOns residing and transacting business 
in any fore~n country other than the Dominion of Canada, or to any corporation, 
association, or copartnership organized and located therein, nor to affect such inter· 
est rates as are or may be fixed or regulated by law. 

NEW YORK CLEARING HOUSE, 
New York, August 24, 1920. 

DEAR SIR: A question having been raised as to the rate of interest to be paid, under 
section 1, Article XI, to institutions located in Alaska, Hawaii, and other outlying 
Territories and possessions of the United States, the committee has this day ruled: 
T~:Ala8kil.and_ .Hawaii are 'included within the provisions of section 1, Article 

Xl; gO'rerIring,interest to be paid to any bank, trust company, or other institution 
Conducting a banking D'usiness, or private banker or bankers, located in the United 
Statesj. and that financial institutions located in other outlying Territories and pos
sessions of the United States do not Come within this classification but do come within 
the classification of institutions "other than those specified and included above" the 
maximum interest upon whOse balances is limited to 3 per cent. 

By .0Jl(ler. 

Chairman Clearing House Com"';'ittee. 

Gov. STRONG. I would also like to submit, not for inclusion in the 
record, but for the commission's information, a complete file of all 
the correspondence which took place on that subject. Any J.>art of 
it, of course, that the commission cares to print I have no obJection 
to being printed in the record. I would, however, appreciate it if 
the names of the banks and individuals could be left out of the 
correspondence. 

I will leave this file of papers with the commission, and the letters 
may be printed if you so desire. 

(The file of correspondence presented by Gov: Strong is hereto 
attached:) 

DEPOSIT INTEREST RATES. 
, FEBRUARY 4, 1918. 

DEAR MR. WARBURG: The interest question is a live one with New York City 
banks. A little while ago we learned that Bank A is ~aying interest at the rate of 
2 per cent on all balances, including those of commercIal borrowing depositors, pro
vided the latter maintain a free balance of $10,000. We recently received from 
Bank B a circular they have sent out, a copy of which is inclosed. 

As the action of Bank A has led some of the other commercial banks to meet the 
competition, Gov. Strong is considering bringing up the action of Bank B at the next 
meeting of the money committee for general discussion. 

I 

Very truly, yours, 
PIERRE JAY, Chairman. 

Hon. PAULM. WARBURG, 
Vice Governor Federal Reserve Boa:rd, Washington, D. C. 

BANK B, 
New York, January 28, 1918. 

BENJAMIN STRONG, Esq., 
Governor FederalReserve Bank, New Yi>Tk. 

DEAR Gov. STRONG: Referring to the conversation between yourself and Mr. A. 
I take pleasure in inclosing a copy of the notice which was sent to our correspondents 
on the 26th instant. 

Yours, very truly, 
MR. B, Vwe Pre-sident. 
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that savin", bank what I have called a voluntary quota, to the relief of somebody else, 
you could very eaaily bring your county out, without stepping on the toes of anybody. 

Take the case of a county that has almost any kind of a rich business concern in it. 
If you have some of those people who would like to take certificates regularly, and 
you started in to redistribute quotas, I should imagine that in many cases-not in 
all cases-you could get certain voluntary quotas which might serve to unburden 
some other fellow that is overburdened. That is one of the points that I would very 
much like information and suggestions on to-day. 

I personally would heartily welcome the opportunity to attend any of these county 
organization meetings. I would like to listen, rather than to talk. I would like to 
get the feel of this situation all around the district; I would like to meet the bankers; 
and I shall certainly make every effort to attend any of those meetings where YOU 
want me, or Mr. Wilson and Mr. Crane, my associates, will attend, and we should like 
very much to do it. ' 

That is pretty nearly the story. It is an attempt to substitute the "I will" feeling 
for the "I would like to but I can't" feeling, and I think that the most important 
step we have taken.is in having you gentlemen come here in the fine way you have 
come to-day to help work out this problem of local responsibility, local pride, and the 
local feeling that will make each county want to take its full quota. I think most 
of them can take their full quotas, after the bankers have counseled together and 
worked on it, and it seems to me this is the way to start it. I do not think it is going 
to be too burdensome for anyone of the county directors. 

May I just say"in closing, that there will naturally be some expense attendal!t on 
these meetings. I should not suppose there will be a heavy expense bill, but if you 
Il'entlemen run up any bills on account of this that you want paid, why, of course, 
Just turn them in. 

SUPPLEMENTARY REMARKS BY MR. R. H. TREMAN. 

There are two or three points which have suggested themselves to me since Mr. 
}forris has been talking. First, he referred to the length of time in which the certifi
cate of indebtedness purchase money remains with each bank. We have expected 
that, as soon as the adjustments resulting from the July 1 settlements have been made, 
during the next two or three months the Government money would remain somewhat 
longer than was the case with money resulting from the certificates last winter and 
spring. I would not want, however. to hold out before you any false promises along 
these lines, because the increase in the Government expenditures is so great and is on 
such an immense schedule that it is difficult, I assume, for even the Treasury officials 
to keep pace with them. We assume, however, that deposits will remain, on the 
average, a month or so. 

There will probably be issued-at least that is the present plan-in August or 
September, an issue of tax certificates, receivable at par and interest in payment of 
taxes of various kinds. In so far as those are issued and placed, just to that extent, 
probably, will the issue of the regular certificates be cut, down, so that when that 
Issue takes place, if you interest yourselves in placing those tax certificates with 
corporations or individuals who like to carry out the practice which some of them 
have originated of laying aside 80 much a month toward their taxes for next spring 
and summer, they can invest that sum in tax certificates, and to that extent you will 
not be asked to take the regular certificates of indebtedness. 

A question that one of the leading bankers of the State asked me this morning is 
one that I think would be a very common one to most of you, and that is, To what 
extent is the Federal reserve bank prepared to loan to banks? The banker said, 
"we are willing to subscribe, but we are unable to turn our loans quickly enough to 
take this amount every two weeks unless we borrow. Can we depend on the Federal 
reserve bank to assist us; and, if so, to what extent?" '. , 

First. as to our ability. At the present time we have invested in actual rediscounts, 
including the purchase of acceptances of various kinds, approximately $500,000,000. 
At one time the amount was over $600,000,000. If you asked to what extent can we 
go further, I would state that, based on their condition on the 14th of July, the reserve 
banks as a whole could to-day loan approximately $2,075,000,000 more than theY!lle 
loaning at the present time and without going into their reserve; that is, witltout gomg 
below the legal reserve requirement of 40 per cent of gold against notes and 35 per 
cent against deposit8. The Federal reserve bank of New York alone could to-day 
loan approximately $750,000.000 additional to that being loaned. 

This raises the question of the gold which you retain in your vaults. . If you turn 
this gold into the Federal reserve bank you will strength!ln the situation. Vnder 
the old system every bank felt that it was necessary for Its own self-protection to 
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retain some gold in ita vault, and that sentiment continues to prevail now with some 
bankB. ' 

Recently a banker wrote me that his bank had held its gold since 1861. and I was 
glad to know that it had felt that it was safe all this time. As a matter of fact, how
ever, a dollar of gold in a bank's own vaults is no better for circulation than a dollar 
of any other form of United States currency, but the same dollar of gold if taken out 
of the individual bank's vault and deposited with the Federal reserve bank will 
count as an added reserve for the individual bank against which it may extend credit 
equal to several times the amount of such reserve. Furthermore, the Federal reserve 
bank against every dollar of gold so deposited with it can create credit in the form 
of either deposits or reserve notes to the extent of $2.50 against each dollar of Il'old. 

Now, to the extent that the Federal reserve bankB are able to increase thel1' gold 
reserve, to that extent will our position be strengthened against a greater demand for 
credit from abroad as well as at home in case the war goes on. To the extent that 
you separate your gold certificates from incoming cash and send them in to us, to that 
extent will you also be strengthening the situation for xourselves. 

Do you understand the reason for sorting out the silver certificates? Our export 
balances with certain countries are running in our favor, but with other countries, 
like India, from whom we are buying burlaps and other commodities, the trade bal-' 
ance is adverse, and India and other oriental countries will acceJlt silver in :payment 
of these trade balances, which saves the United States the necesBlty of exporting gold. 

The ability to use silverin place of gold in such settlement led to the recent financial 
legislation withdrawing a certain amount of silver dollars from circulation. In so far, 
therefore, as you sort out silver certificates also and send them to the Federal reserve 
bank you are helping the situation. 

The question my banking friend asked was. "To what extent will the Federal 
reserve bank loan?" In answer, let me say that t1ie Federal reserve bank is the 
servant of the banks of this district who own it, and the Federal reserve bank wants 
to serve this district and the country in every way possible along sound banking lines. 

As Mr. Morris has pointed out, the Federal reserve bank of New York does not set 
a limit against the loans to each bank, but on the other hand, there are some things 
which we must guard against. There seem to be some banks who still believe that 
they should continue to loan '.' as usual" and to the extent which they have always 
done, without appreciating the need for the saving or conservation of credit in order 
that the Government may have its requirements supplied. It would seem that such 
banks should not be encouraged in their borrowing, as it is fallacious to think that 
business can go on and credit be dispensed "as usual." The Federal reserve bank 
is prepared and ex:pects to continue to be prepared to supply to its member bankB all 
the legitimate credit that is needed. 

So far as loans secured by Government securities are concerned, we take less account 
of these than of loans on commercial paper and have been pursuing a very liberal 
policy in regard to loans secured by Government obligations. If loans are made for 
15 days, we have renewed them, although it is not fair to continue renewing 15-day 
loans indefinitely, thus giving the bank the benefit of the rate of 4 per cent instead 
of a higher rate on longer matun'ties. 

We have no fixed rule and there has been very little tendency so far as we have 
noted on the part of any bank to abuse the privilege of borrowing. The Federal 
reserve bank has endeavored to assist the banks of the district in meeting what we 
realize are difficult problems, which in some sections are much more difficult than 
in others. ' 

Some of the mamber bankB I find have not understood the status of their reserves. 
We had a banker in the bank last week who controls a State bank and a national 
bank. He spent most of the day with us, during which we outlined to him the oper
ations of the Federal reserve bank. In discussing his reserves it developed that he 
had maintained with the Federal reserve bank their balance intact. He ~ad never 
drawn against it; he had just left it in the bank and had continued to maintain the 
same reserve with his correspondent banks that he had always dQIle. 

He did not realize that we simply require member banks to maintain an average 
reserve for the month equal to the legal requirement. That reserve might be drawn 
down to nothing during several days a month provided the bank carries a sufficient 
excess reserve during the rest of the month to bring the average for the month up to 
the required amount. ' 

If the bank has purchased certificates and is called upon to pay for part of them. it 
ought to understand that it can cut into its reserves for a few days if It wants to,'be
cause in many cases, say in one or two weeks, it will have outside additional deposits 
which will enable it to make up the deficiency in its reserve. 

I speak to you at length because we do not often have a chance to speak to you face 
to face. But if at any time any of these problems arise. we ask you to have the officers 
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of your bank write to ue freely and personally. You can write to Mr. Morris if there is 
anything concerning the certificates of indebtedness, or to the officers of the bank, 
in regard to regular banking functioue, and we can assure you we are going to help 
you in every way. That is what you pay ue for. That is what we are here for. and the 
resources of the Federal reserve bank of New York are behind every bank of this 
district. 

BOUND TABLE DISCUSSION. . 

Mr. DELMER RUNKLE (president, New York State Bankers Association). Gentlemen, 
it seemB hardly necessary for me to go into any explanation of the question which has 
been so ably and so fully explained by Mr. Treman and Mr. Morris. They, I think, 
have covered every bit of the ground. 

There is one matter, however •. that I would like to bring out at this time and take 
occasion to BlLY to the members of the Bankers Association of New York State, to the 
members of the council. most of whom are here, and the county directors, and that 
is one which has been referred to by both Mr. Treman and Mr. Morris-the organiza
tion of county councils or organizatioue. 

Mr. Gregory started that, at the close of his administration, and it worked well and 
did a great deal toward helping to float the last certificates. That organization had 
not been sufficiently perfected so that it could be worked, as was explained by Mr. 
Morris, up to the full at this time. but now there is, it seems to me, a most excellent 
opporturuty to perfect this organization. In Rensselaer County, we have such an 
organization .. There are 14 banks in the county. That organization has no by-laws, 
no dues, simply getting together in cooperation with the banks. 

We meet at 1 0'cl9Ck at the Troy Club. have a little informal dinner and the officers 
of the 14 banks, who may be present at that time, meet and talk over varioue matters, 
certificates of indebtedness, Liberty loan, Red Cross or whatever may pertain to 
banking, and we have found that it has been extremely helpful in bringing together 
and getting together our people that never were together before, and working in a 
spirit of cooperation. 

I am therefore extremely anxio~ that these county directors who have been chosen 
now will cooperate with the chairmen of the varioue groups and effect these county 
organizations. Get together. H you have three banks in the county all right; get 
those three banks together. 

Sometimes I find some of our own bank officers do not know an officer of another 
bank. How are you going to work with a spirit of cooperation if the bank officers of 
the BlLme county do not get together? 

With the war going on, as has been BlLid by Mr. Treman, we have an immense task, 
and it will take the combined effortBof every banker and the cooperation of every 
banker. Let me repeat, then. Will you gentlemen please do this and try it out? 
Nothing succeeds like success and anything that is worth doing is worth doing well. 
We have got to raise this money and we are going to raise it. It is simply a matter 
of the ways and means of doing it. The Federal reserve bank stands ready to help 
us furnish the money, and we are going to do it to the limit along the prescribed w!'s 
that have been laid out, by con~ervin~ credits judiciously. 

I had a little illuetration the other day. We all of us like to get good loans; we hate 
to turn down our friends and those Who have been doing business with ue and who are 
perfectly good. A man came in and wanted to borrow $2,000. He admitted in hi. 
letter that it was of a rather sepculative nature, but he had to borrow. I wrote him 
immediately that I would be glad to make such a loan but unless he promised me that 
at the end of four months unquestionably he would pay that back, I explained to him 
why I could not loan it to him. It was not eligible paper for rediscount; it could not 
be used in the Federal reserve bank. He wrote back to me and said; "I see your 
point; I could not pay it back in that time, and I do not want the loan." I pres~e 
every man here has had the same thing occur to him. It is a question of not golOg 
on, as has been stated-'\\ith "business as usual .. but·we have got to take care of ~he 
legit~~te loans, to farming and manufacturi.ni requirements, and the manufactUIlOl: 
necesBltles . 

Mr. EDWARD 1. GALLlEN (secretary: New York State Bankers Association); I wan~ 
a little informationi if I can/et it. it was suggested by Mr. Morris. There muet .be 
bankers who have lOtereste cuetomers in purchasing Bome of the certificates !If 10-
debtedness from 'time to time and I "ish they would give ue the benefit of thell ex-
perience in interesting their ~uetomerB and how it affected their deposits. . 

. Mr. TaEMAN. I would be very glad to give this opportunitv to any ban!rer here If 
he would advise us. This is merely an informal gathering. Kindly contnbute your 
portion toward making it a success. 

58589-21-l'T 13-87 
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Mr. TOWNSEND. Mr. Chairman, I would like to say a word. I am county director 
of Orange County. I will call the members of the Orange County Bankers Association 
together early next week to put this matter before them. I will ask the officers of the 
various banks to attend. I will try and get them then and there to pledge themselves 
what they will d?' If some of th~m fail to come and attend, I will take it upon myse~f 
to go to those different bankers m person and place the matter before them. It 18 
going before each bank and each director, not altogether to the officers. 

By forming an association we will have done two or three good things, and that is 
the way of getting at results a8 a practical matter. I want to Know just exactly where 
I am at, before I talk to th~m. 

Mr. TRElIlAN. What Mr. Townsend has said is a matter that is of interest in many 
districts, and I want to commend his way of getting bankers together .. and there are 
other reasons for doing that, because in a great many cases in the past, unfortunately 
there have been local differences and the bankers have not been working closely to
gether as they should. This is a golden opportunity to serve. It is no time for fric
tion or differences; individual differences sink out of sight. 

In England they tell us that there is no individual banking, that there is nothing 
but banking that is carried on for the benefit of the Government, and that is the baeis 
on which we should be here. 

Mr. Townsend speaks of another thing, and that is the question of talking to the 
directors of these banks which do not cooperate. 

N ow in some cases an officer of a bank will take a position representing a bank which 
ordinarily, but not always, represents the feeling of the bank authorities, and that 
authority is represented by the board of directors. In so far as a bank fails to do its 
duty, I firmly believe that if the county director would ask these directors to come 
together, and he would attend one of the bank meetings with' the directors there 
and put it before them, I am certain those directors will come forward and do their full 
loyal share of this great work. 

You ask about our loaning. I did not know but what Mr. Case would be here in 
time to tell you, because there is more or less misunderstanding about this. A great 
many banks have bonds which in the past they have invested in. Many banks have 
bonds which have depreciated in value. They do not want to sell them at present 
prices and take their loss, and they ask what can they do with them. 

One of the bankers who was down in the bank a while ago said: "I would rather 
take my bonds and borrow from my correspondent and make my loans that way instead 
of going through the red tape of borrowing from the Federal reserve bank." He never 
did borrow from the Federal reserve bank. He did not know how much red tape there 
was counected with it and was not fully justified in making that statement. In the 
first place, it was a proper use for his bonds and he probably thought it a good way for 
him to make his loans, but upon investigation he probably found he was paying that 
bank from one-half to Ii per cent more than he could have borrowed it for from the 
Federal reserve bank. 

Now, so far as the use of the bonds which a bank possesses as security: You are fa
miliar with the circular issued October 8, 1917, defining what bonds will be received 
for Government deposits. Personallv, I believe that a good use that a oank ('an 
make of some of its bonns is to place <them with the Federal reserve bank as security 
for these deposits which are created in payment for certificates of indebtedness. 
Then, if a bank puts up these bonds, it can leave the certificates which it> purchases 
with the reserve bank here. in custody and thus have collateral ready for any emer' 
gency, because if somethrn~ unusual came up, all it will have to do is to telegraph 
the Federal reserve bank: ' We want to borrow a certain amount of money; use our 
certificates which you have in your custody department as the collateral." We 
would telegraph right back to the bank that the loan had been made. and the monl'Y 
was available to it. 

Now, when applications for loans have come in to the Federal reserve bank, T 
want to explain what is the practice: Your request reaches us usually in the morn
ing; it is checked up as to whether the collateral is as required under the regulations 
of the board and if so, it comes to the executive committee, which meets at 2.15 
p. m. every day, and between 3 and 4 o'clock you geta telegram at your bank: that the 
loan has been passed upon, accepted, and the amount is placed to your credit. There 
can not be any way in which vou can secure a loan much quicker than through that 
process. But if you \Ise your bonds as security for Government deposits, that would 
leave your certificates of indebtedness free •. and you can put them up; that is, on a 
IS-day loan as collateral. If the 15-day loan is not quite long enough for you, I have 
no doubt that the bank, under normal conditions, would loan you for another period 
of 15 days on the certificate. We could not promise that we would continue mdefi
nitely renewing these IS-day loans at the 4 per cent rate. If you want to borrow for a. 
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longer period, we would be reasona.hle· about renewals, but if you wanted to con. 
tinue it for 60 or 90 days, we might feel obliged to charge you at the90-daY'fate which 
would be 4t per cent, where Government securities are used as collatera.l. . ' 

Mr. A. A. G. LUDERS. Haw would that work out for nonmember banks with 
referenee to the amount of the loan; is that subject to renewal? 

Mr. TREHAN. The facilities of the Fe·leraI reserve bank are primarily for the mem
ber banks. For those who are nonmember banks, we can assist them in financing. 
If • nonmember bank has cerrificates of indebtedness which it has purchased under 
the book credit pial!- and they find when they are called upon to repay a part of these 
payments or dep081ts that It embraeees them, the Federal reserve bank will buv 
those certificates of them on simply a statement from them in writing to the Fedenil 
reserve bank that they would like to sell those certificates to the Federal reserve 
bank for 15 daya, and that within that period they will and do agree to buy them 
back again. It doesn't require any red tape except to advise us that vou desire the 
accommodation. If you have left the certificates in the custody of the Federal re
serve hank, we will credit you with the money, deposiL it or transfer it to any bank 
in New York City and carry it for 15 days. 

Mr. CHARLE'J E. HULBERT (Delaware County). I am from Delaware and there 
they are facing the same questions I am. They do not seem to be answered. At 
the end of this four-monthe' period these reserve hanks are expected to sell bonds 
for the amount of the certificates. Now, if we bankem of these different counties 
borrow on these bonds in advance to the full amount of these certificates. and our 
cuetomers buy those bonds at the end of that period on November 1 and give a check 
on their own hank, how are we goi~ to borrow without security? That is a hard 
question with me, as when the certificates of indebtedness mature we expe('t to 
handle all our certificates; we expect to sell our full quota of bonds; we expect to 
raise our full quota for the Red Cross. We are in an a"aricultural section of the county. 
It is har<1 times, but we are going to do it just the same and we are going to raise 
our quota, but we do not know how. We will have to borrow. We intend also 
to take care of the farming community. We do not expect to make any new loans, 
and we want to know how you have it planned and how we are going to get over 
the hard point, which is next November. 

Mr. TREHAN. So far as the use of these certificates is concerned, I assume vou will 
have more or less of your customers who will buy bonds of you. Some of these peo
ple pav cash and most of them borrow? 

Mr. HULBERT. Most of them borrow. 
Mr. TREHAN. You have got to pay for these bonds if you buy them. But you have 

been buying certificates of indebtedness to use in payment for those bonds. If you 
Bell honds through your bank in excess of the amount of certificatee which yo\ hold, 
then, of course, you have got to in BOme way make up that balance; but if yon hold 
more certificates than you sell bonds, and you turn them in nere, you will receive 
casll for them. If you sell more bonds than you have certificates, you have got to 
find BOme way to make up the balance. Of course you can Dorrow by making a 15-
day loan and putting up eligible paper you may have on hand. If you might not 
want to rediscount notes ana they are eligible, you can put that paper up against 
your note. Does that answer yonr question? 

Mr. H. D. FEARON (Oneida). In our county, the savings banks carry a larger bal
ance than any other banks and it seems to me that from that point of view the savings 
banks are in a better position to take certificates than the commercial banke, because 
they are looking for permanent forme of investment if they have to continue with the 
Liberty loan afterwards, while the commercial bank must ordinarily meet commercial 
notes as well as doing its share toward the Government notes. In the county dis tricts 
it seems to me it is up to them to share their proportion with the commercial banks. 

Mr. TREHAN. So far as eavings banks are concerned in this district, it seems to me 
that there is no very much better form of investment for them than these short-time 
'certificates of indebtedness carrying the 4i per cent interest. If I were county di
rector of a county where there were savings banks I would write to every officer and 
director of the savings banks and put it up to him, and then before I got through I 
would have them subscribing largely to it. 

Mr. LEGGETT (Allegany). There is one question that has been on my mind, as the 
gentleman .here on my right stated. A good many country banks have got savings 
departments for which they issue books, and those depoEits to a comiderable exte'!t, 
at least, are represented by bonds; they are not Government bonds; they are a IDlS
cellaneouslot of bonds; some of them bonds on which the Federal reserve woul.d grant 
a credit, but most of them not bonds on which they would grant a loan. Now, ~f there 
are any gentlemen here who can suggest some way in whis:h those bonds nnght be 
employed, not for 15 days but for a somewhat lon:;er time I am sure it would behelpful 
in a great manv cases. ... 
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lIr. TREHAN. ~ell, I. ~ow of some. institutions which have felt that banking 
methods and banking oplIDon was changmg from year to year under the changing con
ditions, and some banks that I know of have sold some of their bonds when the 1088 
was not very great. Furthermore, in other banks they are having a committee of 
their directors goo throur:h their loans, look over those that have become somewhat 
ancient, and calling the loans, giving as the reason that it is for the best interest of the 
cwtomer himself to be forced to make reasonable payments at every maturity· that 
it leads him to individual economy. I am frank to say that none of us are at p~nt 
practicing sufficiently the economy that we are preaching. I think if that is true of 
the bankel'!! it is also true of their customers, and I think you are doing a good turn 
to your customel'!! if you be.,oin to put the thumb screws on a little, without putting 
them on so heavily as to cause them serious embarrassment. If you keep giving a 
little notice they will be apt to gradually reduce this accommodation. - This is 
important and enables you to clean up all old loans and bring them to the final settle
ment. Tell them the Government is requiring you to transact bu..oiness in a different 
way from what you have been doing in the past, and that you must call upon them to 
pay up or to reduce their loans. And, frankly, it would be for their own good because 
1t will lead to individual economy and thrift. 

lIr. J. C. ESTELOW (Chenango County). lIay I point out what seems to me to be an 
inequality, in addition to what has been spoken of as to the savm"os banks taking 
certificates of indebtedness as well as the commercial banks of the country. We 
are called upon to take, in agricultural sections, our proportion of the bonds and our 
proportion of the certificates of indebtedness. You are treating all counties alike. 
OUI'!! is Chenango, and the county below is Broome County. OUl'!! is wholly agri
cultural. Broome has the EndicotWohnson Co., an enormous manufacturing inter
est, bringing in enormous amounts of money. We in Chenango have not been making 
any money; deposits have not increased. For generations, the banks have supplied 
farmel'!! temporarily for the 8e&-q()n's interests. It is late now, but at another time-we 
hnpe you will take it into consideration-the increase of deposits in banks. And we 
think it a reasonable and an equitable thing to take that into consideration in fixing 
the amount of the quota on the different counties. It means more bonds, but patriotic
ally they wanted to take the share that has been laid upon them. However, I can 
conceive, in Broome County-with its enormous increase in money coming into the 
county-I can conceive in some of the other counties where they have manufacturinr: 
industries, these expenditures of the Government going back into the banks. But 
they are not going back into the country banks very much. _ 

Mr. TREMAN. Mr. Estelow, what you state is true in regard to Broome County and 
in regard to the manufacturing distriCts; a good deal of money is going in. But our 
experience is that manufacturers say the cost of material and labor is so much greater 
that it entails upon every manufacturer and every distributor so much greater demands 
for credit that they t.hemselves are all tied up; that they would like some of the ~ori
cultural banks to take their share of it. [Laughter. 1 There is the truth on both sides. 
You are coming into a period in the next two or three months when you secure your 
fall returns in your county, because your product is now going out and the money is 
coming back. The problem is a hard one, Mr. Estelow, for everybody, but the problem 
is not so great but that the banks in this district are going to solve it, and in every ca.."8 
wherever there is an individual bank which has up its individual problems, if they 
will come to us we will do what we can to help them out. But the thing is going 
through, depending both on the county and the city bank, and you are the gentlemen 
who are going to put it over. 

Mr. JOHN T. SYlIlES (Niagara County). The problem has been shown to us, and the 
method of solution, and the time has arrived to pledge ourselves to this solution, and 
to dedicate ourselves to the service of the country. We are intere4ed in the thing 
because this happens to be our obligation. It is part of the public financing of the 
war, and we must stand behind Mr. Baker and Mr. McAdoo, or else we might as well 
ask the boys to come home. I su~st a resolution: That we return; that we form an 
organization in the counties where they are needed and are not now in existence; that 
we intensify those that are already in existence, and that we solve this problem. Each 
one of us can help, and as these men have promised to come and meet with us and spend 
the necessary time, I am sure there is going to be no trouble whateyer. 

Mr. CHARLES SMITH (Oneonta). I have been asked by the gentleman across the 
table here how I am going to get the directors of the several banks wIDch I have visited 
to meet me. The easiest proposition in the world. 

In the other campaign we had with reference to the oilier certificates of indebted
ness I wrote the letters to the officer of the bank and informed him that I was going 
to be present at such an ~our at the bank, and ~ed to meet him and as m~y of ~e 
directors of the bank as wished to hear me. Now, if he was present alone, or his cashier 
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was present with him, or all of the board of directors, I!O much the better, but I had 
done my duty when I presented the matter either to him alone or to such of those 
as he had with him, I!O 1t was not up to me if he made mistakes. 

Now gentlemen, this question of these certificates of indebtednesa is just as simple 
as you make it yourselves. It is a duty that we are called upon to do; to get behind 
these certificates of indebtednesa and see that they are taken. I want to tell you my 
perBOnal experience in our bank with the last certificates of indebtednesa. We made 
a good thinlt out of them. It was simply a book entry, that we took so many thousand 
dollars of the certificates, and the transaction was closed. We got- 4; per cent, I 
think, and we paid 2 per cent. When the Federal reserve bank called on us for the 
loan, and wben the account was closed, we had our certificates with which to pay for 
our Liberty loan bonds. 

In tbe transa.ction at the time, my cashier came to me and said: "Well, we have 
got these certificates of indebtedness down here, and they have drawn on you for the 
whole amount; we need the money, what are you going to do about it?" "Simply 
inform them we want to borrow." It· seemed to me the easiest transactlOn I ever 

·had in my businesa career. I haven't had an extensive banking career, but that is 
m;l! businesa experience. I am selling something at a profit, and a man is perfectly 
Willing to trade at a profit. 

'I'here is just one thing more I want to say, if I may be permitted: Last night in 
coming down here I got the evening papers, and. this morrung in all the papers I saw 
in big, bold type on the front of those papers that the American troops had held the 
line. [Great applause.] American troops had held back the Germans. Gentlemen, 
it is just as important for you and me to do our part as American bankers in this cer
tifkate of indebtednesa battle, as it is for our boys over there to hold the line against 
the Huns. [Applause.] 

Mr. 'l'REMAN. I think Mr. Smith's remarks will be a very fitting closing. Now it is 
up to you, gentlemen. We have called and had you here to·day. We will do our 
part and we hope that you will do yours, and if we cooperate the victory is already 
won. We thank you, gentlemen, very mucb. 

Adjourned. " 

Gov. STRONG. Further regarding the call loan market in New York, 
let me say" that on July 26, 1921, it had reached one of the lowest 
points .in volume since the banks started- making reports to us in 
1917. " 

Mr. Chairman, to conclude the discussion of the New York money 
market, I have gone into it in some detail in order to point out that 
there is a great variety of rates and of influences for the management 
of the reserve bank to consider in determining what rate for the 
discount of paper by- member banks should be established.\ 

The CHAIRMAN. Well, do you mean to suggest by that that the 
rate of discount is determined wholly by the rates upon the various 
classes of commercial and Government paper ~ 

Gov. STRONG. No, sir; the rate of discount is determined by a 
great variety of considerations, and only one of those considerations 
IS the relation which it bears to rates in the money market, and the 
rates in the money market in New York are a" variety of rates a$ I 
have attemJ>ted to show. 

The souna policy, in my belief in establishing rates by a reserve 
bank is what I described this morning, that the rate should not be 
low enough to be an inducement to borrow from the reserve bank in 
order to make a profit or,shave on the rate, nor should it be low 
enough to be an inducement for the creation of credit for speculative 
purposes, and obviously if 'any consideration, such as war and war 
finance, necessitates at the moment maintaining a rate below the 
market value for money; then the bank is faced with a very difficult 
problem in controlling what is done with its funds. 

The CHAIRMAN. Would the reserve ratio have anything to do with 
the rate ~ " 
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Gov. STRONG. It would indeed, but I have co~fined the discussion 
as to the money market only to that factor of market rates. The 
approach of an exhaustion of the lending power of the Federal reserve 
bank, by a reduction of its reserve to the minimum which the reserve 
act provides, is of course one of the considerations for increasing the 
rate, and in normal times another consideration would be a possible 
heavy outflow of gold from the country, which would come out of 
our reserve. 

Mr. Chairman, I have referred more than once to the fact that one 
of the influences which affects money rates in New York is the flow of 
funds into New York and out of New York. Now, until the Federal 
reserve system was established it was difficult to get satisfactory 
figures to indicate what that flow was, how it occurred, and the 
volume of it. Since the establishment of the Federal reserve system
we do get figures which are fairly reliable in indicating how the tides 
of credit move in and out of New York .• I referred especially to the 
fact that at one time the withdrawal of money from loans on the 
N ew York Stock Exchange was an influence. 

We have had made an analysis of the transactions of the gold settle
ment fund which is illuminating on that point, and before presenting 
it for the record and explaining it I would like to describe the 
operation of the fund. (See pp. 584-586.) 

The Federal reserve act provides that Federal reserve banks may 
act as a clearing house, may perform the functions of a clearing house, 
and in order that they might among themselves establish a clearing 
house each reserve bank has deposited a fund of gold which, by an 
amendment to the Federal reserve act, is now held in the custody of 
the Treasurer of the United States in Washington. This gold is what 
you might describe as a credit balance by each of the reserve banks 
ill a common fund, each by proportionate contribution. Now we 
maintain accounts with each other. The Federal reserve bank of 
New York has an account with each of the other 11 reserve banks, 
and a vast series of transactions takes place between the reserve banks 
and goes, through those accounts. 

There are transactions arising from the collection of checks, to 
which I have referred, from the making of wire, transfers for member 
banks, from the flow of the Government's deposits back and forth 
throughout the country, and from the issue and payment of checks by 
the United States Government which come to us and are paid and 
charged against the Government's accounts with us, and It variety of 
other transactions. . 

These debit and credit accounts maintained between all the Federal 
reserve banks are settled every day by a code telegram which goes to 
the Federal Reserve Board, and which indicates how much is owing by 
each reserve bank to each of the others. This enables the Feder81 
Reserve Board to run an account in Washington which adjusts the 
proportionate ownership of the 12 banks in this gold fund according 
to whether they are debtor or creditor in the clearing house, so to 
speak, and the :proportionate ownership of this fund of gold-about 
$400,000,000 it is now-changes from day to day, and the balances 
are settled every day by means of a code telegram. . 

Now, by an examination of the transactions which we have through 
this gold settlement fund it is very easy_to see whether the exchanges, 
so to speak, are running against New York or in favor of New York, 
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because it is through that funnel that is concentrated all this flow of 
credit back and forth throughout the country. Formerly the net 
movement of funds would have been settled by actual shipments of 
currency but they now are settled, as I have described, by telegrams 
to and from Washington changing the proportionate ownership of this 
fund of gold. 

The CHAIRMAN. There is no actual transfer of the money; it is just 
bookkeeping ~ 

Gov. STRONG. It is just bookkeeping; that is all, sir. The gold is 
held in the Treasury, and one day we may own $200,000,000 of It, and 
a few days later we may own only $10,000,000 if the exchange runs 
against us. 

Representative SUMNERS. How do you find whether the balance is 
against you 1 Do you have a settlement day ~ 

Gov. STRONG. No; every day is a settlement day. We know every 
night just how much of that gold is ,ours; we know just how much it 
has increased or decreased as the result of these transactions. It has 
some bearing on the efficiency of the credit system of the country. ' 

Now, this analysis of the gold settlement fund transactions is pre
pared upon such a basis as to throw a great deal of light upon some of 
the matters which have been rather loosely discussed, I am afraid, 
before the commission by a former witness. We have divided all 
transactions which are settled through the gold settlement fund be
tween ordinary transactions, those which would represent the ordinary 
flow of credit, and extraordinary transactions-in other words, those 
transactions which are made for the purpose of offsetting the normal 
flow, so that reserves would not be exhausted. 

The ordinary transactions are those that I have described, prin
cipally payments of checks and transfers made by telegraph. 

The extraordinary transactions are the transfers which are effected 
by the Treasurer of the United State~ between the districts and the 
s81es of bills between Federal reserve banks, made, of course, for the 
purpose of correcting our reserves in case they get too low or ,too 
,high, and rediscoun~s between the reserve banks. Those we regard 
as abnormal, as they serve to offset an adverse flow of funds away 
from the district or a flow of funds in our favor and against other 
districts. Now, the total transactions through the gold settle, ment 
fund of the New York reserve bank for the first six months of the 
year 1920 were as follows: 

Check and wire transfers from New York, that is, such as would 
have caused a loss of our reserve with ,exchange against us, 
$11,346,902,000. 

Che'ck and wire transfers to New York in our favor, $10,990,012,000. 
The result would be a loss of reserve'by New York for the first 

six months of the year 1920 of $356,890,000 out 'of our reserve. 
That was increased by payments into the 5 per cent redemption 

fund, which we now make for the national banks, by six and a half 
million dollars, showing that on ordinary transactions the difference 
between what was paid out by the N ew York bimk and what came into 
the New York bank through the gold settlement fund was $363,437,000 
against us. 

Now, how was that offset ~ That was the normal flow of funds 
away from New York that took our reserve away. It was offset by 
net transfers of the Treasurer of the United States in our favor-the 
difference between $3Q4,000,000 and $188,264,000, or $115,736,000. 
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By the sale of bills and acceptances, net, of $327,396,000. 
By net amount of rediscounts for other reserve banks, $35,354,000, 

to be subtracted from the offsets. 
Making ~ total of offsetting items against this flow out of New York 

of $407,778,000. 
So that as the result of the ordinary operation of the exchanges and 

of the extraordinary transactions offsetting the flow of funds away 
from New York we in fact gained $44,341,000 in the first six months 
of the year 1920. 

Now for the last six months of 1920, we have the following figures: 
The transfers against New York were $11,497,721,000; the transfers 
in favor of New York were $10,765,158,000, making New York's 
loss $732,583,000. Plus the payments into the 5. per cent fund of 
$30,362,000, made the net b8.lance against New York in ordinary 
transactions of $762,945,000. 

This shows a very much larger flow of funds out of New York 
than had occurred in the first hill of 1920. 

Now the extraordiD.ary transactions which took place to offset 
this flow of funds away from New York were the net transfers for 
account of the Treasurer, $323,792,000. 

Sales of bills and acceptances, net, $243,921,000. 
Rediscounts, net, with other Federal reserve banks, that is, redis

counts which we made with other reserve banks-and those operate 
both ways, when we first make them they are in our favor, and when 
we pay them off they are against us~f only $75,000. 

Rediscounts for other Federal reserve banks, the net amount 
favorable to New York, $31,942,000. 

This shows that for the last six months of 1920 the extraordinary 
transactions offsetting this depletion of our reserve amounted to 
$599,730,000. 

We did actually suffer a los~ of reserves of $163,215,000. 
Now for the period January I, 1921, to July 20, 1921, the difference 

against New York, without reciting the total figures, on ordinary 
transactions, was $609,108,000. The offsetting transactions more 
than offset that, amounting to $643,444,000. So that for this year 
to date we have had restored to us $34,336,000 of the reserve that we 
lost in the last six months of 1920. 

May I have those figures printed in the record, Mr. Chairman ~ 
The CH4lRMAN. They may go into the record. 
(The statement of gold settlement fund transactions presented 

by Gov. Strong are here printed in full, as follows:) 
Gold settlemmtfund transactions, January to June, inclusive, 1990. 

Ordinary transactions: . 
Check and wire transfers from New york ......... $11, 346, 902, 000 
Check and wire transfers to New York. . . . . . • . . • . 10, 990, 012, 000 

Loss from New york .•....••••••.•............ 
Payments to 5 per cent fund .•.•.•.•..•.....•... 

356,890,000 
6,547,000 

-----
Net balance from New York ordinary transac-

tions . . .••.•. . . . • • • • • . . . • • • • . . • • . • . • . • . . . . • . . . • • •• .• •• . . •• •• $3(;3, 437. 000 
Extraordinary transactions: 

Treasurer United States-
Transfers to N ew York. . . . . . .. $304, 000, 000 
Transfers from New york...... 188,264,000 

Net balance to New york .....•.•••••••... 115,736,000 
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Extraordinary transactiorur-Continued. 
Bills, acceptances, etc.-

Transfers to New york •••.••.. $408,513,000 
Transfers from New york...... 81,117,000 

Net balance to New york ..•.............. 

Rediscounts with other Federal re
serve bank&-

Transfers to New york......... 215,000,000 
Transfers from N ew York. __ . . . . 215,000, 000 

Rediscounts for other Federal re-
serve bank&-

Transfers from New York .•• '.' . 388, 352, 000 
Transfers to New york......... 352,998,000 

Net balance from New york .•.......•..... 

Net balance to New York, extraordinary trans-
actions .....•....•.••....•....••••••••••••.. 

Net balance to New York, all transactions ...•• 

$327, 396, 000 

443,132,000 

35,354,000 

58·5 

407,778,000 

44,341,000 

Gold Bettlementfund transactions July to December, inclusive, 1MtO. 

Ordinary transactions: 
Check and wire transfers from New York ......... $11,497,721,000 
Check and wire transfers to N ew York.. . . . . . . . . . 10, 765, 138, 000 

LOBS from New york ......•. · .......•.......... 
Payment to 5 per cent fund .....•............... 

732,583,000 
30,362,000 

Net balance from New York ordinary transac· . 
tions •••••..•••••.•.•.•• " ••• _ •••.•... , . . . . . . . . . . . . • . • . . . . .. $762, 94a, 000 

Extraordinary transactions: 
Treasurer United State&-

Transfers to New York. . . .. .. •. $464, 792,000 
Transfera from New York,_ .•• , 141,000,000 

Net baiance to New Yoi:-k .... ~ ........... . 
Billa and acceptances, etc.: 

Transfers to New York. : . ... . .. $262, 995, 000 
Transfers from New York...... 19,074,000 

Net balance to New York .....•....•...... 
Rediscounts with other Federal reserve banks: 

Transfers to New york ........• $160,000,000 
Transfers from New York...... 159,925,000 

Net balance to NewYork .....•.•......... 
Rediscounts for other Federal rseerve banks: 

Transfers to New York .•......• $122,207,000 
Transfers from New york...... 90,265,000 

Net balance to New york ................ . 

323,792,000 

243, 921, 000 

75,000 

31,942,000 

Net ~alance to New York, extraordinary trans- . 
actions.................................... •............... 599,730,000 

Net balance from New York, all transactions................... 163,215,000 
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Golcf settlement/uni transaction8, Jan. 1-July 20,1921. 

Ordinary transactions: 
Check and wire transfers from New york .•....... $lO, 187, 382, 000 
Check and wire transfers to New york........... 9,658,277,000 

LOBS from New York ....................... . 
Payment to 5 per cent fund .................... . 

529,105,000 
80,003,000 

------
Net balaiJ.ce from New York, ordinary transac· 

tions ...................................................... $609, 108, oon 
Extraordinary transactions: 

Treasurer United States-
Transfers to New york ........ $649,800,000 
Transfers from New York. . . ... 43,500,000 

Net balance to New york .......... : ..... . 
Bills and acceptances-

Transfers to New York.. .• .... $60,600,000 
Transfers from New York. .•... 2,001,000 

Net balance to New york ................ . 
Rediscounts for other Federal reserve banks

Transfers from New York ...•.. $221,000,000 
Transfers to New York. . . . .. . . 199, 545, 000 

Net balance from New york ............ .. 

606,300,000 

58,599,000 

21,455,000 

Net balance to N ew York, extraordinary trans-
actions. _ .................. _ •... _ . _ .... _ • . . • . . . .. • • . . . • . • . . 643, 444, 000 

Net balance to New York, all transactions.. .. .• .... .. ......... 34, 336,000 

GOV. STRO~G. In those figures avery large part of the offsetting 
items are of course what the New York reserve bank, when the 
exchanges were against New York, secured from other reserve banks 
by the sales of bills and acceptances, and by actual borrowings from 
the other reserve banks. 

I would like to refer to this by simply introducing charts and tables. 
There is first a chart which shows a comparison of the monthly 

reserve ratio of the New York bank with the same ratio of all 
twelve reserve banks. (See opposite page.) 
, A chart which compares the reserve of the New York bank as it 
was after rediscounting for or with other reserve banks and as it 
would have been had we not made those rediscounts for or with 
other reserve banks, including sales of acceptances. (See p. 588.) 
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PER CENT 

100r------r------~~~_.------~----~ 

ror---~_+4-~--~~----+_----~--~--~ 

NEVI YORK 

, 

20r------+------~------+-~--~--~--~ 

RESERVE PEECENTAGES OJ! THE FEDERAL RESERVE BANK 0 .. NEW YORK AND OJ! THE ENTIBE FEDERAL 
. RESERVE SYSTEM. 

Monthly average olthe ratio ortotal reserves to deposit and note liability reported each week. 
Source olinlormation: Annual reports 01 the Federal Reserve Board, the Federal Reserve Bulletin, and 

weekly press statements. 
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Light line shows the percentage of reserves to note and depooit liability as it would have been each week 
if computed before any rediscount or acceptance transactions with other reserve banks. Heavy line shows 
the percentage after such transactions had taken place. 

Source of information: Daily cnmputations by the Federal Reserve Board. , 

R/l8erve percentag/l8 of the FederaZ R/l8erve BanI: of New Yorl: before and alter interbank 
accommodatiom and r/l8erve percentag/l8 of the FederaZ reserve II1Jstem. . 

New York. 

Berore 
accom
mod .... 
tion. 

Alter 
accom
mods
tion. 

Entire 
system. 

New York. 

Before 
8C<.'Om
mod .... 
tion. 

Alter 
accoID
moda
tion. 

Entire 
system. 

1 

---1-91-9.--- 1'-'--- ------il---
19
-
1
-
9
'------------

Jan.3.............. .......... 48.1 51.21 Apr.25 .................... :.. 51.8 52.1 
Jan. 10............. .......... 46.4 51.8

1

' }lay2 .............. I.......... 52.3 51.7 
Jan.17............. .......... 44.8 52.~ Mav9 .............. ,.......... 48.4 51.9 

~~i~::::::::::::: ::::::::::1 :g 52.21 Mav 16 .... • .. • .. • .. 1 .... ····.. ~:~ gU 
~:nt:::::::::::: ::::::::::1 ~j H:i i f@\~::\~HE Emm ~j ~~! 
MMF':.rabr:.r-14 ... :.· ••• :.::.:.:.: •• ::.:.:. :.:.:.:.:.· •. :.:.:.:.11 43.8 51.41 JWle 27.. .......... .......... 54.3 52.1 46.9 51.4 July3.............. .......... 46.1 50.8 
Mar. 21.. ..................... 1 51.9 51.6 July 11............. .......... 42.6 49.8 
Mar. 28............. .......... 52.4 51.91 July 18............. .......... 45.5 50.9 
Apr 4.... • • •.. 54.4 52.2 July 25...... ....... .......... 46.9 50.2 

!g~: ~L:::::::::: ::::::::::1 ~~:~ ~:~ !~n::::::::::::: :::::::::: :::~ ~:! 
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Reservl percentages of tM Federal Ruervl BanI: qf New York before and after interbank 
acc?mmociations and reserve percentages of eM Federal reserve BY8tem~Continued, 

New York. 

I I 
New York. I 

Before 'After EnUre Before Afrer I 
Entire 

accom· Bccom- system. accom- accom- system. 
mod .... mod .... mod .... moda-
tion. tioll. tion. tion. 

'------ --- -1919. 1920. 
Aug. 15 .. __ •• ______ ........... 45.3 50.9 Aug. 6 ... __ ........ 

39.71 
39.8 44.0 

Aug. 22 ............ 45.0 51.3 Aug. 13 ............ 36.8 38.8 43.9 
Aug. 29 ............ 43.0 50.7 Aug. 20 ............ 37.9 39.5 43.5 
Sept. 5 ... __ ........ ........... 44.5 SO. 4 Aug. 27 ............ 35.9 38. 5 43.2 
Sept. 12 ............ ............ 47.0 SO. 4 Sept. 3 ............. 33.9 38.6 42.5 
Sept. 19 ............ ............. 51.6 52.5 Sept. 10 ............ 36.0 39.5 42.8 
Sept. 26 __ .......... .......... 49.7 51.0 Sept. 17 .... __ ...... 37.8 39.5 43.8 
Oct. 3 .............. ........... 46.3 49.7 Sept. 24 ............ 42.9 43.7 43.6 
Oct. 10 ............. ............. 42.0 49.1 Oct. 1 .............. 41.7 41.1 43.7 
Oct. 17 ............. .......... 41.2 48.3 Oct. 8 .............. 37.5 38.5 42.9 
Oct. 24 ............. ............ 44.1 48.7 Oct. 15 ............ , 36.9 38. 7 42.7 
Oct. 31. ............ ... _._- ...... 41.6 47.9 Oct. 22 ............. 35.3 38.6 43.3 
Nov. 7 ........... __ ... -......... 40.2 46.8 Oct. 29 ............. 35.1 39.1 43.1 
Nov. 14 ............ 37.6 43.7 47.1 Nov. 5 ............. 34.7 38.6 43.0 
Nov. 21. ........... 38.7 45.0 46.9 Nov. 12 .... : ....... 34.6 38.3 43.6 
Nov. 28 ........ ~ ... 35.8 41.9 45.5 Nov. 19 ............ 37.9 40.0 44.1 
Dec. 5 ..... , ........ 36.8 42.4 46.4 Nov. 26 ............ 39.2 40.8 44.4' 
Dec. 12 .... __ ...... __ 36.5 41.3 46.0 Dec. 3 .............. 36.8 37.8 44.1 Dec. 19 .. ____ ....... 40.1 44.6 46.8 Dec. 10.: .... __ ..... 38.1 39.1 44.5 Dec. 26. __ .... ____ .. 36.2 40.0 44.8 Dec. 17 ...... __ ..... 38.6 39.1 45.5 
;-:-., Dec. 23. __ .. ____ .. __ 39.4 39.3 44.9 
'"' 1920. 

38.8 
Dec. 30., ........... 39.5 40.0 45.4 

Jan. 2 __ ... __ ., •• __ • 36.7 43.7 Jan. 9 ____ ... ____ • __ 36.6 38.6 45.4 
Jan. 7 __ :~::· .... __ .. I Jan. 16. ____________ 34.8 41.5 45.1 38.7 39.0 46.4 Jan. 23.' ______ • __ • __ 35.0 39.5 44.8 Jan. 14 ________ ..... 40.5 40.6 48.1 

Ian. 30 .......... __ • 35.3 40.3 44.5 J au. 21. ............ 37.3 38.1 48.5 
Feb. 6 .... __ • __ .... '34.9 39.7 44.1 Jau. 28 ............. ' 34.6 38.3 49.0 
Feb. 13 ............ 34.5 39.0 43.2 Feb. 4. __ ........... 33.3 38.1 49.3 
Feb. 20 .... __ ...... 33.4 37.1 42.7 Feb. 11 .... __ • __ .... 36.2 39.4 49.6 
Feb.27 .... __ ...... 34.3 37.6 42.5 Feb. 18 ............. 39.4 41.7 SO. 3 
Mar. 5 ............. 33.5 38.1 42.6 Feb. 25 ............. 38.8 40.5 49.9 
Mar. 12 ....... __ ... 33.4 39.1 42.5 Mar. 4 .. __ .......... 40.9 42.2 SO. 8 
Mar. 19 ............ 37.2 38.8 43.5 Mar. 11 ............. 40.8 41.8 SO. 9 
Mar.26 ............ 36.9 39.1 42.7 Mar. 18 ............. 45.4 45.8 51.0 
Apr. 2 ............. 42.5 42.2 42.9 Mar. 25 .. __ ......... 50.1 SO. 3 SO. 8 
Apr. 9 ...... ______ ., 42.6 41.0 43.3 Apr. 1. ...... __ ..... 56.7 56.7 52.4 
Apr. 16 ............ 43.9 41.7 43.3 Apr. 8 .......... ____ 53.8 53.8 53.5 
Apr. 23 ............ 47.0 43.1 43.0 Apr. 15 ............. 53.2 53.2 53.7 
Apr.30 ............ 45.7 39.9 42.4 Apr. 22 ............. 54.6 53.9 04.1 

~:~k::::::::::: 45.3 41.4 42.7 Apr. 27 ............. 56.3 55.5 55.0. 
43.4 40.3 42.2 May 4_ .. __ ........ 56.6 55.5 55.3 

May21. ............ 47.2 42.3 42.7 May 11 ............. 54.5 53.8 55.9 
May 28 ............. 46.9 41.8 42.7 May 18 ............. 58.3 57.0 56.8 
June 4 ........ ~ ... 44.8 40.1 42.5 May 25 ..... _ .... :. 59.9 58.1 57.6 
June 11 ............ 44.1 40.6 43.0 June 1. ............ 62.2 60.3 57.4 
June 18 ............ 44.9 42.5 44.5 June 8 ............. 65.9 64.2 58.3 
June 25 ....... __ ... 42.8 39.2 43.6 June 15 ............. 62.6 60.6 56.8 

f~~L:::':::::::: , 41.0 39.8 42.8 June 22 ............ 71.6 68.9 60.4 
40.5 39.8 43.1 June 29 ............ 73.6 70.7 60.8 

July 16 ............. 41.7 40.8 43.9 July 6 .............. 69.0 66.8 60.0 

f~~ :g::::::::::::: 40.7 40.2 44.4 July 13 ............. 71.0 68.7 61.6 
40.8 40.4 44.2 July 20 ............. 72.4 70.0' 62.S 

Interbank acwmmodations between the Federal reserve bank.oJ New York and otMr Federal 
reserve banks. 

Redi.counts Bills sold. 
with. 

1919. • 
Jan. 31 ............................ .. 
Feb. 7 ............................. . 

14 ............................. . 
20 ............................. . 
28 ............................ .. 

Mar. 9 ............................. . 
14 ............................. '. 

Apr. 11 ............................ .. 
25 ............................ .. 

May 2 ............................. . 

110,141,000 
20,148,000 
2,539,000 

10,164,000 
5,016,000 
1,183,000 

23,087,000 
2,827,000 

10,083,000 
10,010,000 

Total. IRediscountsl Bills ,. Total. 
for. bought. 

Sl~li ~~~~~~~~~~~~.~ ~~~~~~~~~~~~~ ~~~~~~~~~~~~~ 
5,016,000 ................... , .................. . 
1,183,000 ..................................... .. 

23,087,000 
2,827,000 

10,083,000 
10,010,000 

..... i20; iili<i' . iii!; 048; Obii .. iiii; 008; 000 
10,000 ............. 10, 000 
10, 000 ............. 10,000 
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Interbank accommodations ~etu:etn the Federal reserve bank of New York and other Federal 
reRerve banks-Continued. 

Redj~counts 
with. Bills.old. for. bou~ht. 

Total. IRediscounts Bills Total. 

--------~----·I-------·I-------,I-------

1919. 
May 9 ............................. . 

16 ............................. . 
13,245,000 
5,022,000 
5, 120,000 
3,319,000 
5, on, 000 
5,028,000 

37,055,000 
10,028,000 
10,013,000 
19,304,000 
2,794,000 
3,176,000 
3,177,000 

40,121,000 

s::~~~::ll::::::::::::: ::::::::::::: ::::::::::::: 
• June 6 ............................ .. 5, 120,()(M) ~ _____________ •• ___ • ________ • _____ ._. __ _ 

13 ............................ .. 
20 ............................. . ~~i;~!::::::::::::::::::::::::::::::::::::::: 
27 ............................ .. 

July 18 ............................ .. 3~:~:: I::::::::::::: .. ~~'.~~'.~ .... ~~'.~~:~ 
Aug. 22 ............................ .. 10,028,000 ..................................... .. 

29 ............................ .. 10,013,000 ...................................... . 
Sept. 5 ............................ .. 19,304,000 ...................................... . 

19 .............................. . 2, 79~000 ...................................... . Oct. 10 ............................. . 3,176,000 ..................................... .. 
17 ............................. . 3,177,000 ..................................... .. 
31. ............................ . 40,121,000 ..................................... .. 

Nov. 7 ............................. . 50, ORI, 000 
5,012,000 

10, 005, 000 

50,081,000 ..................................... .. 
21. ............................ . 5,012,000 , .................................... .. 
28 ............................ .. 10,005,000 ...................................... . 

1920. 
Jan. 2................. ............. 32,367,000 32,357,000 

9................. ............. 29,943,000 29,943,000 
16 ................. 179,500,000 20,817,000 100,317,000 
23................. 43,700,000 24,906,000 68, 606, 000 
30................. 50,000,000 2.5,6.9,000 75,6-19,000 

Fob. 6 ................. 49,800,000 22,277,000 72,077,000 
13............ ..... 49,735,000 Ill, 654, 000 68, 389, 000 
20.............. ... 48, 100,000 10, 113,000 58, 213, 000 
27 ................. 47,950,000 7,358,000 55,308,000 

Mar. 5......... ........ 67,950,000 5, 424, 000 73,374,000 
12 .... __ ........... 84,5.50,000 4,276,000 88, 826, 000 
19................. 19,795,000 3,408,000 23,20.1,000 
26 ................. 32,015,000 2,081,000 34,096,000 

Apr. 2................. ............. 4,341,000 4,341,000 
9................. ............. 2,371,000 2,371,000 

16................. ............. 2,371,000 2,371,000 
23................. ............. 2,371,000 2,371,000 
30 ....................................................... . 

May 7 ...................................................... .. 
1·1. ...................................................... . 
21................. ............. 2,148,000 2,148,000 
28................. ............. 2,371,000 2, 3i1, 000 

June 4................. ............. 2,371,000 2,371,000 
ll................. ............. 2,371,000 2,371,000 
18................. ............. 1,365,000 1,355,000 
25................. ............. 5,394,000 5,394,000 

July L:::::::::::::: ::::::::::::: ~:=::: ~:::::: 
16 .............................. 24,940,000 24,940,000 
23.......... ....... ............. 32, 4i\1, 000 32,451,000 
30 .............................. 32,551,000 32,551,000 

Aug. 6 ....................... :...... 29,122,000 29, 122, 000 
13 ............. ,... ............. 41,013,000 41,013,000 

~::::::::::::::::: ::::::::::::: ~~::: ~:~:~ 
Sept. 3................. 47,500,000 26,925,000 74,425,000 

10............. ......... . 34,600,000 20,064,000 5-1,664,000 17 .. '" ... ......... 10, 975, 000 14,379,000 2<,3:>1,000 
24................. ............. 13,404,000 13.404,000 

Oct. L:::::::::::::: ::::::::::::: I~~~::: I~:f~::: 
15.... ............. ............. 28,870,000 211,870,000 
22.............. ... 25,000,000 24,305,000 49,305,000 
29 ........ :........ 4~, 000, 000 13,362,000 61,362,000 

Nov. 5 ................. 44, 700,000 14,~,000 59,583,000 
12................. 3R, 000, 000 19,736,000 57,736,000 
19.... ............. 14,7.'>1:1,000 17,299,000 32,049,000 
26 ................. 1 10, 1.';0,000 1~352,000 24,502,000 

Dec. 3................. 6,700,000 '9,338,000 16,038, 000 
10................. 6,400,000 7,923,000 14,323,000 17................. ............. 6,917,000 6,917,000 
23 ...... __ .. _...... ............. 6,917,000 6,917,000 
30................. ............. 6,917,000 6,917,000 

1921. 
Jan. 7 ................... : ........ .. 

14 ............................. . 
21. ........................... .. 
28 ............................. . 

Feb. 4 ............................ .. 
I!. ........................... .. 
18 ............................. . 
25 ............................ .. 

.4,273,000 
2,263,000 

11,747,000 
51,828,000 
54,938, 000 
46,022,000 
33,373,000 
23,962,000 

4,273,000 
2, 263,000 

11,747,000 
51,8"..8,000 
54,938, 000 
46,022,000 
33,373,000 
23,962,000 

"~S:OOO:ooo' :~::::::::::: .... 5:000:000 
26, 850, 000 ............. 26, 850, 000 
36,450,000 ___ ._. __ ._.__ 36,450,000 

::=:~ '''7:687:000' ~:::::: 
57,037,000 5, 470, 000 62, 507, 000 
48, 715, 000 1,634,000 50,349,000 
SO, 36", 000 ....... ...... SO, 368, 000 
84,425,000 ___ ._________ 84,425,000 
78, 514, 000 ............. 711, 544, 000 
59,740,000 ............. 59,740,000 
37, 730, 000 ............. 37, 730, 000 
61. 961, 000 ............. 61,961,000 
35,354,000 _____ ._______ 35,354,000 
36,096,000 ___ . ______ .__ 36,096,000 
40, 183,000 ............. 40, 183, 000 
39, 385, 000 ............. 39, 385, 000 
39,025,000 _____ ._______ 39,025,000 
27,285,000 .... __ ....•. 27,285,000 
10,391,000 .... ________ . 10,391,000 

8, 306, 000 ...... __ ..... S, 306, 000 
.......................... ·r .. ···•······ 

"iil:ooa:OOO' ::::::::::::: "'i9:00a:OOO 
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Inlnb mk accommodations between the Federal re8erve b'lnk of New York and othtr F.derul 
. reserve bank8----Continued. 

Red:;t~~nts Bills sold. Total. Rediscounts Bills 
lor. bought. 

1921. 
Mar. 4 .................... _ ••...••... 118,854,000 S18JS5~,OOO .....•.••.•.. 

11. . • . •••••• . . ••••• .•...••.••••. 13,678, 000 13, 678, 000 ..•.......... 
18................. .•....•.•.••. 5,887,(X)() 5,8R7,OOO .. _ ...... __ •. 
25 ..•....•.•..•....... _0 •••••• •• 3,311,000 3,311,000 ........•.... 

Apr. I.... ............. ........ ..... 5:l7,OOO 537,000 •.•.......... 
8................. .•...••....•. 187,000 187,000 ........•.••. 

IS................. .•.•.....•.•. 178,000 178,000 ......•...... 
22 .......•.•.•......•••...•..•.....•.......••.•..•.•...•.........••...• 
'1:1 ••••••••••••••••• •••••••••••••••••••••••••••••••••••••••••••••••••••• 

May 4 ..•.••...•••...••..•..•.•...••...•..•....•...•..•..•.... $14,827,000 
11. .• , ••••. . . ••• . .. .••..•••••.•. ...•••.•••... ..•.••...•••. 10, 000, 000 
18 .••...••.••..••.....•.......•... , ••........ ......•....•. 17,810,000 

June ~::::::::::::::::: ::::::::::::: ::::::::::::: ::::::::::::: ~g:::~;~ 
1:::::::::::::::::: ::::::::::::: ::::::::::::: ::::::::::::: ~~:~~ 
22 ..••••.•••.....•.•. , •••....•..••....•.•...•.• , ••••...•.. 37,612,000 
29 ................................................. _....... 39,450,000 

July 6.............................................. .•••.••..• 31,015,000 
13. . . ••••• . .•• .•••. ..•.••.•..•.• ........•..•. .•.•..••..... 30, 485, 000 
20 ..•.••••....••.•...••••.•..•...•.•... ;...... ..•...•••.... 31,414,000 

;oER CENT. 

$25,000 
25,000 
2,',000 
25,000 
25,000 
25,000 
25,000 
25,000 
25,000 
25,000 
25,000 ......... __ .. 

............. .. -...... __ .. 

..... -....... 

.... _-_ .... -. 

............. 

............. 

............. ............. 

............. 

Total. 

125,000 
25,000 
25,000 

~:~ 
25,000 
25,000 
25,000 
25,000 

14,852,000 
10,025,000 
17,810,000 
25,347,000 
26,348,000 
22, SIS, 000 
30,050,000 
37,612,000 
39,450,000 
31,015,000 
30,485,000 
31,414,000 

IOOr--------.--------~--------_r--------~--------, 

o~------~------~--~---J--~~--~~~--~ 1917 1918 Iql9 1920 192.1 

RESERVE PERCENTAGES, FEDERAL RESERVE BANKS AND THE BANK OF ENGLAND. 

A vera~e monthly percentage 01 reserves to combined net deposit and note liabilities, for tbe Federa 
re!iorve system and for the Bank of England, computed on the same basis. 

Soure. of information: Annual reports of the Federal Reserve Boardl weekly press statements of the 
f'.deral Reserve Banks and weekly press statements of the Bank 0/ England. 

Also a chart comparing the reserves of th~ Bank of England with 
all Federal reserve banks over the period 1917 to date. . 
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ACCO .... ODATION BETWEEN THE FEDERAL RESERVE BANK 01' NEW YORK AND OTIlER RESERVE BANKS • 

• Accommodation granted by the Federal Reserve Bank 01 New York throu~h rediscounts or the purchase 
o/acceptances is shown above the .ero line. Accommodation received by New York through rediscounts 
with other banks or .ale 01 acceptances at its own request is shown below the .ero line. Accommodation 
through the sale or purchase olacceptances 810ne (at the request 01 the selling bank) is shown by the broken 

~s"ou~ ~~~~%':~~~l~~~;ll ~~;g;togmoed~~~~"l":;~:'~!~~f~~~ ~~~:~~;i~~!':Jrly press 
statements, and special statement by the bill department. 

And another chart comparing the accommodations granted 
between the New York reserve bank and other reserve banks, both 
ways. 
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Also a chart which I would like to show to the committee Just -now j 
making an analysis of the reserve operations of all the reserve banks 
by comparison. 

Gov. STRONG. ~. Chairman, I pointed out' th~fact that. as 
'exchange ran agaInst New York we had to offset that ill order to ,keep' 
our reserve, by various transactions. What transpired in the entire 
s,fstem is exhibit~.~ by.this chart so grap~cally tliat I will ta~e t~e 
lIberty of explaillillg It. You will notIce that the black line IS 
the reserve percentage for 1920 of each of the reserve ba!lks as it 
would have been had they not discounted any paper With -other 

_reserve ·banks, or had they not discounted any paper for other 
reserve banks. It is exactly what would have happened to .the re
serves of the reserve banks had they not had any transactIOns to 
correct their reserve percentages. 

5858~21-PT 13--,-38 



594 AGRICULTURAL INQUffiY. 

Representative TEN EYCK. In other words, it would have been their 
local situation. 

Gov. STRONG. It would have been their local situation without 
assistance given to or rendered by other Federal reserve banks. 

You will observe tha't the reserve in Boston, from the beginning 
of 1920-the chart covers only the years 1920 and 1921, divided into 
quarterly periods~pretty constantly rose from about 30 per cent, 
that is 10 per cent below the legal minimum, up to as high in the 
spring of 1920 as about 70 per cent~ 

Now, New England is a manufacturing district, an industrial dis
trict principally, and I interpret that chart to mean that in an indus
trial district this period of expansion and rising prices and of collapse 
again was dealt with by a more prompt readjustment than was 
possible in an agricultural section, for instance. 

You will notice Boston, Philadelphia, Cleveland, three outstanding 
districts of that character, had a rIsing curve of reserve toward the 
end of 1920, very markedly so. Now, compare that with a district 
like Dallas, which is the other extreme. In the beginning of the year 
1920 Dallas had nearly an 80 per cent reserve, and from that time it 
made a continuous descent until it got down as low as 9 per cent in 
the late summer of 1920. 

And that characteristic you will find was true of the Kansas City 
. district, the Minneapolis district, the St. Louis district, the Atlanta 

district. 
In Richmond the curve has been almost continuously below the 

40 per cent minimum during all of that period. 
The ~eat variation in demands upon the reserve banks through 

the period of 1920 is exhibited there, as you will see, by the black 
line. The dotted line is the yeaYI921. 

When all of these figures· are assembled, when the reserve 
banks dealing with each other had effected a correction of their 
reserve position, see what the chart presents-an almost continuous 
line just above 40 per cent during the year 1920. 

Representative TEN EYCK. New York pretty near kept the me
dium all the way through ~ 

Gov. STRONG. Well, as a matter of fact that was just about what 
happened in New York. The fluctuations in the year 1920 were sub
stantially these, that while we did by sales of acceptances and other
wise cause some $375,000,000 of funds to be transferred to New York 
from other districts, during that same year we loaned to other dis
tricts about $475,000,000. And it was up and down. 

The CHAIRMAN. Now, according to those charts, there was evidently 
one period when three Federal reserve banks were loaning to prac
tically all the rest. 

Gov. STRONG. That is true. I think Boston, Cleveland, and 
Phila.delphia during the latter part of that period, not the earlier part, 
were almost continuous lenders. I believe I have in the course of my 
remarks some tables to introduce to show the interbank borrowings as 
far as they concern the Federal reserve bank of New York. (See 
pp. 588-591.) 

Representative SUMNERS. Does not that also show that the de
flation in agricultural prices was probably greater than the deflation 
in manufacturing prices ~ 

Gov. STRONG. The first impression that I get from this chart is that 
those sections where industry and trade predominate were able to 
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readjust very much more q"uickly than those agricultural sections 
where the turnover is an annual one. The turnover in a butcher 
store is a week or two weeks, say. In a grocery somewhat longer. 
And so on. In New England the mailUfacturer of shoes could shut 
down and let his people go, and sell out his stock and pay his debts, 
but the famer had to go right on making his crop. Consequently 
the descending line of reserve shows the very great pressure in those 
districts. 

The second thing that that chart indicates to me-and I think this 
will be disclosed by studies which are now being made-is that the ex
pansion which took place in bank loans and deposits was very much 
greater in agricultural sections than it was in industrial sections, and 
especially in the money centers. We are just now engaged in having 
an analysis'made of all the member bank reports for the purpose of 
comparISon, based on the predominating characteristics of each of the 
counties of the United States, to show the degree of expanrion that 
takes place in the agricultural counties. It will be shown by counties 
and States. And it is an immense undertaking. When it is com
pleted, I believe that it will be illuminating to the commission as 
showing just what did happen. (For expansion by cou!lties, 
see pp. 650-663.> 

The CHAIRMAN. Was' that expaIision due to the greater demand 
primarily in the agricultural districts which lowered the turnover or 
the relatively smaller borrowing powers to begin with ~ 

Gov. STRONG. Well, sir, I, woUld express it in this way-that the 
farmer was engaged in making a high-priced crop, which he had to 
complete at high wages, high costs, before he could get any of his 
money back; whereas the merchant or the manufacturer .was not 
making a crop that took a year, he was just taking in and turning out 
goods, and by readjusting his prices promptly, by pushing his sales, 
by such policy as Mr. Ford recently state<l he had pursued, he was 
able to readjust. These people were able to meet the sudden change 
of conditions very much more quickly than the farmer. "With' the 
farmer there was no money commg in until that crop was harvested 
and sold. And then what accentuated the condition was that when 
they got this high-priced crop they could not sell it at It price which 
would liquidate their loans. ' 

I have referred at some length, at possibly too great length, to the 
influence of the New York call-money marKet and its relation to the 
attraction of funds to New York. I think it is an influence which 
is greatly exaggerated under present conditions. I think the reserve 
system is accomplishing a good deal in convincing bankers that these 
investments which they make in eligible paper, with their immediate 
availability at the reserve bank, are desITable, constituting, as they 
should, the major part of their portfolios. 

But there is another very important influence which developed 
during the war, the possibilIty of competition by the banks of New 
York, in the payment of high rates on deposit balances, to retain 
deposits which they felt were being withdrawn or would be with
drawn by reason of the Government loans, withdrawn to other sec
tions of the country, and due also to, a desire to build up deposits,. 
if you please, in order to take care of the enormous withdrawals 
that they would suffer. This became manifest to the ~ederal reserve 
bank. It was a development that occurred not only m New York, 
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but one which the members of the R~serve Board discovered was 
observable in other parts of the country..· . 

So early as February of 1918 it became the subject of correspond
ence between the Federal reserve bank of New York and the Federal 
Reserve Board. And the subject was discussed also with the author
ities of .the New York Clearing House Association. There was no 
rule which governed the amount of interest which could be paid 
on out-of-town bank balances by banks which were members of the 
clearing house. . 

Now in London, whenever the bank rate changes, the committee of 
the clearing house banks of London meets and :fixes the rate which 
they will allow on what they call bankers' balances, because the change 
in the bank rate creates a change in conditions which justifies a re
view of this question of interest which shall be allowed upon bankers' 
balances; and to make the statement brief, I shall oIlly say that 
after much discussion, numerous meetings with the clearing house 
officials, and a visit whiehGov. Harding made to New York, when 
he ad.Wessed all of the members of the clearing house on the subject 
and point~d out the dangers of an outbreak of unrestrained competition. 

·fordep:osJ:ts that 'would be. refiectedall over the country-the danger
ous El:{fect that it might have upon the program of the Treasury for 
financing the war-the. clearing house adopted· an amendment to the 
constitution, which was modified in form some time since it was first 
adopted. The result of it is to :fix the rates, by a definite provision of 
the constitution, which the New York banks are allowed to. pay upon 
the deposit of out-of-town bank balances. I shall not read those. The 
amendment to the constitution and the rulings of the clearing house 
committee on the application of this amendment to the constitution 
are long. I think they are of sufficient importance, however, if the 
commission is willing to have them printed in the record, to present 
,to the commission, and I have a copy of the constitution here to sub,;. 
mit for that purpose. The effect of the change is to make the maximum 
rate; under the present provision of the constitution, 21 per cent, which 
the New York banks allow to theirout-of-town correspondent banks, 
that being a rate which is graduated up from 1 per cent, and which is 
:fixed in definite relation to our 90-day rate for the discount of commer
cial paper. 

(The part of the constitution of the New York Clearin(J' House 
AssociatIOn as in force since January 16, 1920, presented by Gov. 
Strong, is hereto attached, as follows:) 

ARTICLE XI. 

INTEREST ON DEPOSITS, EXCHANGE CHARGES TO BE PAID BY MEMBERS, ETC. 

SECTION 1. No member of this aB8ociatioD, or bank or trust company or others clear
ing through any member, shall ~gree to pay! o~ shall pay, direct~y or indirectlr, on 
any credit balance payable on demand or Wlthin 30 days, or certificate of deposIt so 
payable, by ita terms, iB8ued to or for the account of any bank (other than a mutual 
savings ba.uka located in the second Federal reserve district), trust company, or oth!lr 
in~titution conducting a bRnking busineSB, or private banker or bankers, located m 
the United States or Dominion of Canada, interest at a rate in exceSB of 1 per cent per 
annum when the then 90-day discount rate for commercial paper at the Federal res,erve 
bank of New York is 2 per cent or less, and an additional one-fourth of 1 per cent for 
every one-half of 1 per cent that such discount rate of the Federal reserve bank shall 
exceed 2 per cent, except that the maximum rate paid or agreed to be paid on any 
such credit balance or certificate of deposit shall not in any case be higher than 21 per 
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cent per annum; nor shall ~ny me~ber,-or nonme~ber cl~aring through a member, 
payor agree to pay on any like credIt balance of, (!r like certificate of deposit issued to 
any mutuallBVlUge ~anks locate<! in the seco~d yederal reserve district or any person; 
persons, copartnership, corporatIon or _oclatlOn, other than those specified and 
Included above, interest at a higher rate than 3 per cent per annum; nor on any 
time deposit, or certificate of deposit payable by its terms later than 30 days from the 
date thereof, at a higher rate than 3; per cent per anItum. The foregoing provisions 
are not intended to apply to the account of, or any certificate of deposit issued to any 
person or pe~~ r681ding and transacting businE!8B in an~ f?reign country ~ther 
than the DOlmruon of Canada, or to any corporation, assoclatlOn, or copartnership 
organized and located therein, nor to affect such interest rates as are or may be fixed 
or regulated by law. 

SEC. 2. No member of this association or bank or trust company or others clearing 
through any member shall pay exchange or other charges, or allow time, in connec
tion with the collection of any item collectible through the Federal reserve banks, 
but whh:h is collected through other sources, in excess of the charges whlich would 
have boon payable or the time allowed had such item been collected through the 
Federal reserve banks. 

SEC. 3. The clearing house committee, upon ascertaining to t . of a 
majority of its members that a member or nonmember clsa . 
has violated any of the provisions of this article, shall report . the assoe 
tion a~d if approved by a majority vote of all the me s of tf ili~\th 
offending member or nonmember shall be fined $5,000. n the ~I.l\'~cf\ ff'ns~,\QJ. 
member or such nonmember shall be sU.bject to expul ~'W~~ll!~~ous 
association, and the committee will proceed to act as ~~tHu~~ !t"-'ille'l! fa 
the expulsion of a member. SO.J ..... ,}o. 

'fOO ).' 
RULINGS ON ARTICLE Xl. 

Que8tion (Mar. 8, 1920).-Would it be an evasion of the spirit or 0 the clear-
ing-house constitutional provision. regulating the payment of interest on deposits 
(Art. XI) to offer or a,p:ee to pay depositors 3; per cent interest on all or any part of 
an open account, proVlding the depositor indicates, either orally or in writing, that a 
certain part of such deposit will not be needed for current account transactions; and 
would it be an evasion to agree to pay 3; per cent on the entire balance of an open 
account, providing BOme part of the account has been fixed for a stipulated time in 
excess of 30 days? 

Ruling.-Offering or agreeing to pay 3; per cent interest on deposits under either 
of the suggested plans would be an evasion of the spirit and letter of the constitution. 

Article XI, section I, permits the payment of 3; per cent interest only "on any time 
deposit, or certificate of deposit payable by its terms later than 30 days from the date 
thereof." ' , 

Time deposits are deposits on which payment can not legally be required Withiii 
30 days, and the fact that a deposit, or any part of it, is not disturbed for a given period 
does not constitute it a time deposit. The terms of a deposit at its date determine 
whether it is a demand or time deposit, and any agreement or understanding to tr~t 
a deposit alternatively for the purpose of payment of interest would be an eV88Ion 
of the constitutional requirement; 

SCHEDULE OP MAXIMUM' INTEREST 'RATES UNDER SECTION I,' ARTICLE ·XI. 

On any credit balance {layable on demand or within 30 days, or certificate of deposit 
BO payable, by its terms lSSued to or for the account of any bank (other than a mutual 
savings bank located in the second Federal reserve district), trust company, or oth~r 
institution conducting a banking business, or private banker or bankers, located lU 

the United States or Dominion of Canada: 
The 'maximum 

rate per "ent 
to be paid on 

When the 90-day rate for commercial paper at the Federal reserve the above 
bank of New York is-,- accounts. 

2 per cent or over, but less than 2; per cent ................ ,... .... ....... . t l! 
2i per cent or over, but less than 3 per cent., ..... _ ..................... ", "'" 
3 per cent or over, but leBS than 3i per cent;.......................... ..... 1; 
3i per cent or over, but less than 4 per cent ..................... , .- .. . .. .. . It 
4 per cent or over, but less than 4i per cent ...... , ............. : ..•. ; •. ; .... : ~1 
4i per cent or above..... .. .. . . . . . .. • . . . . . .. .. . .. .. .. . . . . . .. . . .... . • • .. . • J: 
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On any credit balance or certificate of deposit payable on demand or within 30 
days of any mutual savings bank located in the second Federal reserve district, or 
any person, persons, copartnership, 'corporation, or association other than those speci
fied and included above, a maximum rate of 3 per cent per annum. 

On any time deposit, or certificate of deposit payable by its terms later than 30 
days from the date thereof, a maximum rate of 3, per cent per annum. 

The above maximum rates are not intended to apply to the account of, or any cer
tificate of deposit issued to, any person or persons residing and transacting business 
in any foreign country other than the Dominion of Canada, or to any corporation, 
association, or copartnership organized and located therein, nor to affect such inter
est rates as are or may be fixed or regulated by law. 

NEW YORK CLEARING HOUSE, 
New York, August f4, 19fO. 

DEAR SIR: A question having been raised as to the rate of interest to be paid, under 
section 1, Article XI, to institutions located in Alaska, Hawaii, and other outlying 
Territories and possessions of the United States, the committee has this day ruled: 

That Alaska and Hawaii are 'included within the provisions of section 1, Article 
XI, gO/erning,interest to be paid to any bank, trust company, or other institution 
conducting a. banking business, or private banker or bankers, located in the United 
States; and that financial institutions located in other outlying Territories and pos
sessions of the United States do not come within this classification but do come within 
the classification of institutions "other than those specified and included above" the 
maximum interest upon whose balances is limited to 3 per cent. 

By,omer. . 

, • Chairman Clearing House Comn:ittee. 

Gov. STRONG. I would also like to submit, not for inclusion in the 
record, but for the commission's information, a complete file of all 
the correspondence which took place on that subject. Any J?art of 
it, of course, that the commission cares to print I have no objection 
to being printed in the record. I would, however, appreciate it if 
the names of the banks and individuals could be left out of the 
correspondence. 

I will leave this file of papers with the commission, and the letters 
may be printed if you so desire. 

(The file of correspondence presented by Gov: Strong is hereto 
attached:) 

DEPOSIT INTEREST RATES. 
FEBRUARY 4, 1918. 

DEAR MR. WARBURG: The interest question is a live one with New York City 
banks. A little while ago we learned that Bank A is :{laying interest at the rate ()f 
2 per cent on all balances, including those of commerclal borrowing depositors, pro
vided the latter maintain a free balance of $10,000. We recently received from 
Bank B a circular they have sent out, a copy of which is inclosed. , 

As the action of Bank A has led some of the other commercial banks to meet the 
competition

1 
Gov. Strong is considering bringing up the action of Bank B at the next 

meeting of tue money committee for general discussion. 

I 

Very truly, yours, 
PIERRE JAY, Chairman. 

Hon. PAUL M. WARBURG, 
Vice Governor Federal Reserv6 Board, Washington, D. C. 

BANK B, 
New York, January f8, 1918. 

BENJAMIN STRONG, Esq., 
Governor Federal Reserve Bank, New Yin'k. 

DEAR Gov. STRONG: Referring to the conversation between yourself and Mr. A. 
I take pleasure in inclosing a copy of the notice which was sent to our correspondents 
on the 26th instant. 

Yours, very truly, 
MR. B, Vwe President. 
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FEDERAL RESERVE BOARD, 
Wll8hington, February 11,1918 . 

. DRAR. Ma.1AY: The qu~tion t!tatyou. ra~e in your letter of February 4, concerning 
rates of Interest thatare bemg pald at this time by the banks in New York is one that 
has given us quite some concern. ' 

There is no doubt but that, at this time, there appears to be developing a g~neral 
stampede on the part of the banks to outbid each other for deposits. Apparently 
~hey. are afraid of withdrawa!s in view ~f the.additional ~~quirements that the Treasury 
18 gomg to make upon them m connection WIth the additional certificates, and they are 
all keen to secure additional deposits, but something has got to be done or they will 
all get into trouble. 

Gov. Harding was to write to all Federal reserve agents to make a study of this 
m!ltter in adY8>lIl;e of the mee~g.\Vhi<;h w.e expect on Febru8:'"Y 26 .. I hope that you 
will make a special study o.f th18 question m New York and diSCUSS It fully with Gov. 
Strong, because I think it is a problem which ought to be very carefully analyzed and 
handled. 

With Irindest regards, 
Very truly, yours; 

PAUL M. WARBURG. 
PIERRE lAY, Esq., 

Federal Reserve Agent, New York. 

FEBRUARY 25, 1918. 
DEAR MR. FREW: Referring to our conversation of last'week in regard to the policy 

of banks of New York City in allowing interest on deposit accounts, I am writing to 
convey to you the substance of the communication which has been received by this 
bank from Gov. Harding, of the Federal Reserve Board. • . 

In referring to the announcement of further offers of certificates of indebtedness 
by the Treasury Department, he states that it is feared by the board that in view of the 
keen competition between banks for deposits. wbich has recently developed, this 
increase of rate on certificates will lead banks to offer higher rates on deposits. 

His telegram to me contains the following references to this matter: 
"It appears to us here that banks are holding too nervously to deposits instead of 

encouraging sale of certificates to their depositors, which would have effect of releas
ing reserves. This scramble for deposits, if unchecked, will lead to most unfortunate 
conditions. . 

"Board suggests consideration by leading banks of European method, namely, 
that interest rate allowed should be based upon the discount rates fixed by Go:v
ernment banks. 

"Suggest that you discuss with your clearing-house banks allowance on demand 
deposits interest not in excess of Ii to 2 per cent below the llklay rate for commercial 
paRer established from time to time by their Federal reserve bank. 

'A similar differential on 9O-day rate might be adopted for time deposits. Any 
marked general increase in rates on deposits likely to force Treasury to demand higher 
rates on Government balances. " 

I am sure it is not the disposition of the Federal Reserve Board any more than of 
the management of this bank to attempt to assume an attitude of control or direction 
as to the policy.of its member banks in these matters, and it has been our under-
8tanding that the clearing-house committee has already seen the wisdom of invest.i
gating this matter and possibly recommending that the clearing house take Bome 
action in regard thereto. On the other hand, we can not overlook th!l f~ tha~ any
thing in the nature of a generally unsound development of the banking SItuation In 
this city might ultimately put unnecessary burdens on the Federal. reserve bank 
which it could not escape, and consequently we feel that we have an mterest and a 
"ery material one in promoting arrangements to be undertaken. volunta!"l~y among 
the bankers themselves regarding the maintenance of sound banking condlt~ons. 

May I ask you to convey the contents of this letter to members of the clearmg-house 
committee at the next meeting. . 

Thanking you in anticipation of your courtesy in doing so, I beg to rernam. 
Very truly, yours, 

BENJ. STRONG. Governur. 
WALTER E. hEW, Esq., 

Chairman Clearing House Committee, • 
New Yurk Clearing HOUBB .A3sociation, New Yurk, N. 1-: 
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, MARCH 1, 1918. 
My DEAR MR. FREW': Since writing you on February 25, I understand that the 

members of the clearing-house committee have given further consideration to the 
general subject of the advance in rates of interest allowed by the New York banks 
on deposit accounts. and that it is expected that some definite plan by which this 
matter can be dealt with is about to be submitted to your committee for its consid-
eration. IIr-

You ask me for a more definite expression of the views of the Federal reserve bank 
as to the proposed procedure by the clearing-house committee in this matter. 

In general, I do not hesitate to sal' that"the management of·this bank would view 
with concern the development of conditions approaching those which arose in 1906 
and 1907, which led to occurrences disastrous to the interests of the city and of the 
country as a whole and in consequence caused loss and sufferina by the banking and 
business interests of the countr} and b} many people who were thrown out of employ
ment or who sustained financial loss. 

At the present time the chief sufferer would be the Government of the United States, 
and at a time when the Nation is engaged in war and when its interests are paramount 
to those of any institution or individual. 

Any development in this city, where the chief financial reliance of the Government 
rests, which tendR to undermine the financial stability or the morale of the banking 
institutions, is a direct menace to the Government's financial program. . 

In my last letter I referred to the desire of the Federal Reserve Board and of this 
bank to avoid any attempt to assume a control or direction in these matters, and that 
has been the consistent policy of the Federal reserve system; but I think I should 
say with all frankness that the competition which seems to have started in this city, 
in the payment of interest on balances, has spread to all parts of the country, has 
occasioned considerable concern in other financial centers, as well as in Washington, 
and those who are respoJl8ible for the management of the Federal reserve banks feel 
very strongly that the burden rests upon the bankers of this city, the country's chief 
financial center, to take steps at once by concerted action to safeguard the financial 
condition of the banks of N ew York City, ,and through the influence of their example 
to facilitate the preservation of equally sound conditions in other parts of the country . 

Action, which I understand is now under consideration, looking to uniformity in 
interest allowed on deposits, based upon the rates of discount of the Federal reserve 
bank, appears to be a reasonable and proper way by which the desired result may 
be obtained. 

In conclusion, let me say that such influence as this bank may properly and legally 
exert to maintain such a condition of stability, not only in the interests of the banks 
themselves but of the Government, will, of course, be directed to the same,end. 

Very truly, yours, 
BENJ. STRONG, Governor. 

WALTER E. FREW, Esq., 
Chairman Clearing HUWle Committee, 

New York Clearing Howe, New York. 

MARCH 4, 1918. 
DEAR MR. WARBURG: I inclose herewith copy of proposed amendments to the 

clearing house association which will be acted upon at the meeting to be held Monday 
next, March 11. I have just received these from Mr. Flew. He tells me that he 
'expects to have the unanimous backing of the clearing-house committee in favor 
of the amendments. 

I heard to-day that Bank A, of a reserve city, is writing to the banks throughout 
the country offering to pay 3i and 4 per cent on their balances. 

Very truly, yours, - , 
PIERRE 'JAY, Chairman. 

Hon. PAUL M. WARBURG, ' 
Vice Governor Federal Ruerve Board, Washington, D. C: 
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RANK A, 
New York, March 4, 1918. 

My DEAR Gov. STRONG: I inclose to you a copy ofthe resolutions which were offered 
at the clearing house to-day. I hope that you will take this matter up with Gov. 
Harding and that I can get a reply as soon as pOBBible. I desire at this time to express 
to you my appreciation of your good efforts in endeavoring to bring about some system 
of control of this annoying problem. ' ' 

Yours, sincerely, W. E. FREW. 
Han. BENJAMIN STRONG, 

G01!et"1WT' a/the Fedoal Reserve Bank, New York City. 

SCHEDULE OJ!' MAXWUM BATES UNDER THE AMENDMENT. 

On banks (other than a savings bank located in the State of New York), trust com
pany, or other institution conducting a banking busineBB, or private banker or bankers, 
located in the United States or Canada, or of any agency of a foreign bank located in 
the city of New York, or upon any certificate of deposit, payable on demand or within 
30 days iBBUed to or for the account of any such bank, institution, person, persons, 
or agency:' . . 

The 90-day rate for conimercia.i paper at the Federal reserve bank Maximum rate 
to be paid on of New York is-- above accounts. 

2 per cent,.............................................................. 1 
2! per cent .................................... ,.......... ..... ........ .. 11 
3 per cent .................................................... :'.......... Ii 
3t per cent. .. .. ... . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . . . . . . . . . . . . Ii 
4 per cent......... ........................... .......... ..•. .......... ... 2 
4t per cent ......................... _ ........................ _ . . . . . . . . . . . 21 

:t;~rc:!i::::::::::::::::::::::::::::::::::::::::::::::::::::::::::: ::: ~i 
6 per cent or above .......•.........•........•........................ '... 3 

On any savings bank located in the State of New York, or any person, copartnership, 
corporation, or agency other than, those specified, and included above, payable on 
demand or within 30 daye on any credit balance or certificate of deposit, a maximum 
rate of 3 per cent per annum. • ' • , 

The above maximum rates do not apply to the accounts of or certificate of deposit 
iBBued to corporations or copartnerships organized and located in foreign countries 
other than Canada and having no agency located in the city of New York, nor to affect 
such interest rates as are or may be fixed or regulated by law. 

MARCH 5" 1918; 
DEAR MR. WARBURG: With regard to the progress of the proposed change to the 

constitution of the New York Clearing House, relative to a sliding scale on interest 
payments on deposits, I have learned to-day that considerable oppObition is developing 
to it from very important institutions on the ground that it is a measure to raise interest 
and that this is a time when New York should take the 'lead ):Jefore the country in 
standing for conservatism on interest rates. I was told that Bank A, Bank B, and Bank 
C were opposed to the amendment:, I understand that many of the New York banks 
are receivmg strong protests from interior bankers against the action of New York as 
being unnecessary and likely to l~ad to siJnllar a<;tion elsewhere. 

Very truly, yours,' ,"", , . I 

PIERRE JAY, Chavrman. 
Hon. 'PAUL M. WARBURG, " " 

Vice Governor Fedoal J1e~erve B~aTd; Washington, D. C . 

. "-- FEDERAL RESERVE 'BOARD, 
Washington, March 6, 1918. 

DEAR Gov. STRONG: When you were in my office yesterday I showed you Mr. 
Frew's letter tome of the 4th instant. After full discussion of the matter at the board 
meeting this morning I have written Mr. Frew, giving him the views of the board on the 
subject, and for your infol'IlllLtion I inclose a copy of my letter. 

, Very truly, yours, . 

Mr. BEN1AliIN STRONG,' 1 

Governor Fedoal &serpe Ba~k,New, York. 

W. P •. G. HARDINQ, Governor,' 
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MARCH 11, 1918. 
DEAR MR'. WARBURG: A feature of the meeting of, the New York Clearing House 

Association to-day was Gov. Harding's address, which was very forceful and to the 
point, and has greatly assisted the solution of this difficult problem. 

After Gov. Harding's address Mr. A suggested two motions, one of which, copy of 
which is inclosed, was unanimously adopted, and the other, suggesting that 2 per cent 
should be considered as the normal rate basis for bank deposits, was postponed for 
consideration, along with the original proposal of the clearing house committee, at the 
next meeting of the association. No date was set by the committee for the next 
meeting, and it will be left subject to the call of the clearing house committee. The 
trust companies are going to have a meeting to-morrow and appoint a committee to 
meet with the clearing house committee and discuss the whole matter. 

,Gov. Harding had a talk with Mr. B, president of Bank A, this morning, during 
which he expressed his willingness to cooperate by reducing his bank deposit rates to 
2 per cent if the others would do so, but, of course, his institution is not one of those 
which has any substantial bank deposit!', 

On Saturday morning, before the clearing house committee, Mr. C, of Bank B, 
expressed himself as willing to cooperate, although the proposal to pay only 2 per cent 
on bank deposits was not under consideration a.t that tIme. ' 

I will keep in touch with the clearing house committee and advise you of any 
further development. 

Very truly, yours, • 
PIERRE JAY. 

Hon. PAUL M. WARBURG, 
Federal Reaerve Board, Washington, D. C. 

(No ini tials or signature on copy.) 

[Telegram.] 

WASHINGTON, D. C., March 12,1918. 
JAY, Chairman Federal Re8erve Bank, New York, N. Y. 

Board is anxious to have you watch situation in your district with respect to com
petition for deposita through advancing interest rates with view of getting banks 
contemplating advance~ to defer action and of inducing those who are paying more 
than normal rates to reduce them. Board feels that Government financing should 
have right of way and that reserve strength of banks would be increased by en
co~ng the public to invest in. Treasury certificates of indebtedness and ~ibe~ 
bond ISSUes rather than by banks competing for these funds and thus neceBSltatmg 
heavy investment in these securities for their own account. Wide distribution of 
Government issues is most important. Deposita throughout the country show gen
eral tendency to increase in volume and there seems to be no good reason to increase 
rates of interest paid for them thus adding to cost of money. Transfer of balances 
from one bank to another does not add anythin~ to strength of banking position as 
a whole. Board urges that broad national view De taken of this question. In view 
of approaching Liberty bond campaign sharp nation-wide contest between banks 
for deposits would be particularly unfortunate. New York Clearing House yesterday 
unanimously adopted this resolution: 

"Reaolved, That this aBBociation wishes to record ,that any general campaign for 
deposita at increasing and competitive rates of interest inasmuch as such actiCln is 
disturbing throughout the Nation and does not add to the collective strength of 
banking resources is at this time improper and should not be undertaken by any 
institution. " 

It is expected that New York Clearin~ House will rearn definite agreement within 
next 10 days or 2 weeks. In meanwhIle interior banks are advised against hasty 
and ill-considered action. Please bring this telegram to attention of banks in your 
district with view of ascertaining their views and of enlisting their cooperation. 

• HARDING. 

MARCH 18, 1918. 
MR. A.: I am sending you herewith copy of a letter Gov. Harding is mailing you 

to-day which his secretary has just dictated over the telephone to one of our sten
ographers. 

In accordance with our conversation yesterday afternoon, I transmitted to his 
secretary this morning the suggestions for his letter which we agreed upon, aod inclose 
copy herewith. He has not, however, used very many of them. 
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( have had to be away from the office most of the morning, but understan i from 
the ser.retary that you had a.conversation with Gov. Harding on the telephone, 110 
that you and he are undoubtedly up to date in the matter. • 

Very truly, yours, . 
PIERRE JAY, Federal Reserve Agent 

MARCH 18, 1918. 
My DEAR MR. FREW: I acknowledge receipt.of your letter of the 15th instant 

inclosing copy of the proposed amendment to the constitution of the New York 
Clearing House, which, I understand, has been agreed upon by the clearing-house 
committee and by the c9mmittee of trust companies, including both members of the 
clearing house and those not members. 

The proposed amendment to your by-laws has been considered by the' Federal 
Reserve Board, and whil!, ~he board r~grets that it has not proved pr&<;ticable to 
reach an agreement proVlding for an mterest schedule based on a maxmium of 2 
per cent for bank balances, it appreciates the difficulties in the way of reaching such 
an agreement. 

The board understands that no ,bank or trust company will. be obli!!:ed to increase 
any lower existing rate, but that the rates proposed are maximum rates to which level 
any higher rate now obtaining must be reduced, and it is gratified to know that the 
plan proposed will, if adopted, materially reduce the average rates of interest now tieing 
paid by banks and trust companies on the various classes of accounts, namely, bank 
balances, open accounts and certificates of deposits payable on demand, and current 
deposits and certificates. 

The schedule, therefore, is a revision downward instead of upward, and while the 
board fears that unless thoroughly explained and understood its adoption may result 
in an advance of rates by some of the interior banks, it feels that a distinct gain has 
been made in the promotion of a spirit of harmony and unanimity among the New 
York City institutions, which ought to be instrumental in preventing any runaway 
competition throughout the country, which the board wilf use every effort to forestall. 

In view of all the circumstances, therefore, the board will make no objection to 
the revised plan proposed, and it sincerely hopes that your committee's view of the 
resul t will prove correct. 

I wish on behalf of the board to thank you and the other members of your committee 
for your consideration and unremitting efforts to bring about a satisfactory solution 
of this exceedingly difficult problem and to express sincere appreciation of the spirit 
of cooperation, concession, and conciliation which has been manifested by your 
banks and trust companies. 

Very truly, yours, 
BEN1. STRONG, Governor. 

WALTER E. FREW. Esq., 
Chairman New York Clearing House Committee, 

New York, N. Y. 

MARCH 19, 1918. 
DEAR Gov. HARDING: I am inclosing a copy- of the letter which the New York 

clearing house comInittee sent out late yesterday afternoon to all of the members, 
which gives their remarks upon the proposed· amendment to the constitution of the 
New York Clearing House Association. 

At tbe meeting this afternoon, as I reported to you over the telephone, the amend
ment to the constitution was adopted with only three dissenting votes * * *. 

Very truly yours, . 
PIERRE JAY, Chairman. 

Hon. W. P. G. HARDING, 
Governor Federal Reserve Board, Washington, D. C. 

N EW YORK CLEARING HOUSE, 
New York, March 18, 1918. 

DEAR SIR: For your information, the clearing house committee desires .to advise you 
that the comInittee and a comInittee representing the trust comparues have had 
several conferenc,es on the proposed amendment to the New York Clearing House 
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Conlcitution, which is intended to establish the maximum rate which the members 
and non"llembera of the association will be allowed to pay on various classes of de-
posits, if the amenament is adopted by the association. . 

The remIt of these conferences, the committee is pleased to state, has brought about 
a better undersc~nding of the situation, and amendments have been agreed upon 
which will be offered at the meeting of the association to be held on Tuesday, the 
19th instant, as amendments to the amendment now before the association which, if 
adopted, will make Article XI read as follows: 

"ARTICLE XI. 

"INTEREST ON DEPOSITS. 

. "SEC. 1.. N 0 membe~ of this association, or bank or trust company or others clearing 
through any member, shall agree to pay, or shall pay, directly or indirectlv on any 
~redit balance payable on deml}nd or within 30 days, or certificate of depOSIt so pay
able, by its terms, issued to or for the account of any bank (other than a mutual sav
ings bank located in the second Federal reserve district), trust company or other 
institution conducting a bankin ... business} or private banker or bankers, located in 
the United States or Dominion of Canada, mterest'at a rate in excess of 1 per cent per 
annum When the then 90-day discount rate for commercial paper at the Federal 
reserve bank of New York is 2 per cent or less, and an additional one-fourth of 1 per 
cent for everyone-half of 1 per cent that such discount rate of the Federal reserve 
bank shall exceed 2 per' cent, except that the maximum rate paid or agreed to be 
paid on any such credit balance or certificate of deposit shall not in any case be higher 
than 3 per cent per annum; nor shall any member, or nonmember clearing through a 
member, payor agree to pay on any like credit balance of, or like certificate of deposit 
issued to, any mutual savings bank located in the Second Federal Reserve District 
or any person, persons, copartnership, corporation, or association, other than those 
specified and included above, interest at a higher rate than 3 per cent per annum; 
nor on any time deposit, or certificate of deposit payable by its terms later than 30 
days from the date thereof, at a higher rate than 3! per cent per annum. The 
foregoing provisions are not intended to apply to the account of, or any certifi
cate of deposit issued to, any person or persons residing and transacting business in 
any foreign country other than the Dommion of Canada, or to any corporation, asso
ciation or copartnership organized and located therein, nor to affect such interest 
rates as are or may be fixed or regulated by law. ' 

"The clearing house committee upon ascertaining to the satisfaction of a majority 
of its members that a member or nonmember clearing through a member, has vio
lated the provisions of this section shall report their findings to the association and 
if approv,ed by a majority vote of all the members of the association the offending 
member or nonmember shall be fined $5,000. On the second offense the member, 
or such nonmember, shall be subject to expUlsion from the clearing-house association, 
and the committee will proceed to act as the constitution provides for the expUlsion 
of a member." 

The committee desires to call attention particularly to the fact that the amendment 
regulating rates of interest on deposits states only the maximum rates members and 
nonmembers are allowed to pay, and does not compel them to pay the maximum rates; 
but on the contrary allows entire freedom of action provided the maximum rates are 
not exceeded. The proposed amended article complies with the suggestion of the 
Federal Reserve Board that the interest rates allowed should be based upon the dis
count rates fixed by the Federal reserve bank and further complies with theIr expressed 
views ofthe two objects of the Federal Reserve Board: First, to bring about a cessation 
of competitive bidding for deposits; and, second, to reduce to a conservative level 
intere,lt utes which, under prevailing conditions,have been, in its opinion, unduly 
advanced. 

The committee believes that the proposed amendment will accomplish these results 
and tend to reduce competition with the Government in financing the war. 

The committee sends you the above copy of the new Article XI, as it will be read if 
these proposed amendments are adopted, for your careful consideration, so that you 
may be prepared to express your position at the meeting to be held March 19. 

By order: 
WALTER E. FREW, 

Chairman Clearing Hause Committee. 
WILLIAM J.GILPrN, 

Manager. 
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FEDERAL RESERVE BOARD, 
Washington, March fO, 1918. 

DEAa MR. JAY: I have your letter of the 19th instant inclosing copy of the letter 
of the clearing house committee dated March 18, addressed to all member banks, ex
plaining the amendment to the rules of the clearing house which was adopted at the 
meeting on yesterday. 

Thanking you, I am, 
Very truly, yours, 

Mr. PIERRE JAY, 
W. P. G. HARDING, Governor. 

Chairman Federal Re8erve Bank, New York. 

MARCH 26, 1918. 
DEAR Gov. HARDING: With this I am inclosing preliminary report of an inquiry in 

regard to interest rates which has been made in this district by a committee of the 
New York State Bankers Association. Now that the situation in New York has been 
dealt with, I believe it would be a good plan to agitate for a reform of method in the 
pra~tice of paying interest on deposit accounts throughout the entire district. 

Would you be ~d enough to write me an expression of your views, returning with 
it this report, which is the only copy I now have. 

Very truly, yours, 

W. P. G. HARDING, 
BENJ. STRONG, Governor. 

Governor Federal Reserve Board, Washington, D. C. 

To the bank addressed: 
At a meeting of the executive committee of the New York State Bankers Associa

tion, held July 25,1917, a committee to consider the matter of interest rates on deposits 
was appointed by President John H. Gregory as follows: S. H. Beach, chairman, 
president Rome Savings Bank; E. C. McDougal, president Bank of Buffalo; S. G. H. 
Turner, president Second National Bank of Ehnira: McNaughton Miller, secretary 
and treasurer Union 'l'rustCo., Albany; G. T. Townsend, president Merchants National 
Bank, Middletown; C. O. Ireland; cashier Bank of Amityville; G. J. Keyes, vice 
president Fidelity Trust Co., Rochester; John McHugh, vice president Mechanics 
and Metals National Bank, New York City. 

The above-named committee and President Gre"aory met in Syracuse on September 
5 and after a full discussion of the matter it was decided that before the Bubject could 
be intelligently considered it would be necessary to have at hand statistics showing 
just what rates of interest are now being paid by each bank in the State; and from the 
replies to the question cards sent out to all the banks in the State the desired statistics 
have been gathered and compiled as follows: . 

RECAPITULATION OF INTEREST RATES NOW PAID TO DEPOSITORS, AS SHOWN BY THE 
INQUIRY CARDS SENT OUT BY THE COMMITTEE ON INTEREST RATES. 

Group I contains-
46 National banks of which 46 have reported. 
60 State banks of which 55 have reported. 
15 Trust companies of which 15 have reported . 
. 6 Savings banks of which 6 have reported. 

Group II contains-
30 National banks of which 27 have reported. 
27 State banks of which 25 have reported. 
7 Trust companies of which 7 have reported. 
6 Savings banks of which 6 have reported. 

Group III contains-
32 National banks of which 30 have reported. 
16 State banks of which 16 have reported. 
4 Trust companies of which 4 have reported. 
4 Savings banks of which 4 have reported. 

Group IV contain&- . 
108 national banks of which 95 have reported. 
17 Sta~ banks of which 15 have reported. 
11 trust companies of which 11 have reported. 
16 savings banks of which 16 have reporte~. . 
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Group V contaill8<-c-
103 national banks of which 88 have reported. 
15 State ban.ks of which 15 have reported. 
11 trust companies of which 11 have reported. 
14 savings banks of Which 14 have reported. 

Group VI contains--
88 national banks of which 62 have reported. 

9 State banks of which 6 have reported. 
12 trust companies of which 7 have reported. 
31 savings banks of which 31 have reported. 

Group VII contains--
37 national banks of which 33 have reported. 
35 State banks of which 32 have reported. 
14 trust companies of which 12 have reported. 
31 savings banks of which 31 have reported. 

Total number of banks, 805; total number reporting, 720. 
The statistics of Group VIII are not included because, being located in the boroughs 

of Manhattan and Richmond Where conditions materially differ from those affecting 
the other banks of the State, the response to the inquuy from this group was not 
sufficiently general to make the figures of value. 

The 720 banks which reported pay maximum rates of interest on time deposits as 
follows: 

Intue8t on time deposits. 

~ 
per 

cent. 

4 
per 

cent. 

3t 
per 

cent. 

31 
per 

cent. 

3 
per 

cent. 

2l 
per 

cent. 

Have 
2 no in-

per terest 
cent. depart-

ment. 
----------1----------------

Gr°Walional banks.... .............. ........ 20 1 25 ...................... .. 
State banks.. ........ ............ .. ...... 25 5 25 ...................... .. 

Gro~~!:=~~:::::::::::::::: :::::::: ; :::::::: :::::::: ...... ; :::::::: :::::::: :::::::: 
State banks.... ...... ............ ........ 22 2 ...................... .. 

~~~:s°g'~i~::::::::::::::::: :::::::: ~ :::::::: :::::::: :::::::: :::::::: :::::::: :::::::: 
Gr°Wat~~al banks.... ........ ...... .. ...... 4 7 16 ........ ........ 3 

State banks.... ...... ............ .. ...... 5 ........ 2 8 ........ ........ 1 

~~:s°g'~~~::::::::::::::::: :::::::: :::::::: :::::::: ! ...... ~. :::::::: :::::::: :::::::: 
Gro~ti~~al banks.................. ........ 28 36 21 ........ 4 6 

State banks............ .......... ........ 10 1 3 ........ ........ 1 

~!~~"s"g'.E.a:~::::::::::::::::: :::::::: 1~ ~ :::::::: :::::::: :::::::: :::::::: 

Gro~J~nalbanks.................. ........ 20 13 42 1 3 9 
State banks...................... ........ 9 5 1 ...................... .. 
Trust companies 6 . • 4 1 ...................... .. 
Savings banks .. ::::::::::::::::: :::::::: 91 .... · i 4 ..... 1.1 .. 1 ...... 

1 

........ 2 ........ 22 .. 

Gro~J;~alballks.................. ........ 18........ 8 
State banks...................... ........ 1 ........ 1 1 .............. .. 

Trustcompallies................. ........ 2~ I .... ·T . ~ ...... ~.I:::::::: :::::::: ....... ~ 
Gro~ai1f:banks ....................... :... 'I 

~tiollalb8nks ................. , ........ 7 ........ 2 16 ........ ........ 8 
State banks...................... ........ 4 ........ 2 19 ........ 1 6 
Trusteompanies................. ........ :J :::::::: ...... ~ ....... ~. :::::::: :::::::: ....... ~ Savings banks................... 2 I I 

Above statistics (in which none of the banks in Group VIII are included) show 
that of the 720 banks which reported, 44 per cent are 'Paying 4 per cent on time 
deposits and 56 per cent are paving less than 4 per cent. The exact figures follow: 
2 banks pay 4i per cent; 316 banks pay 4 per cent; 2 banks pay 3i per cent; 116 banks 
pay 3! per cent; 208 banks pay 3 per cent; 2 banks pay 2; per cent; 10 banks pay 2 per 
cent; 64 banks pay no interest. ' 



AGRICULTURAL INQUIRY. 607 

The maximum rate paid by the three classes of commercial banks on checking 
accounts are reported as follows: 

Interut ratu paid on checlcing tu:OOUnt8. 

4 per 
r.ent. 

31per 
cent. 

3 per 
cent. 

2 per 
cent. 

1 per 
cent. None. 

----------1------------
Gr"Wat;~nBlbBnks .. :.................... 6 15 ................... . 

8tatebanks........................... 2 26 ................... . 
Trustcomp8nies •.......••• ~.......... 4 7 ................... . 

Gr°w:.t~':;'al banks.. .. ................... 2 .................. .. 
State banks........................... 7 .......... 1 ................... . 
TnJlItcompanies...................... 2 .......... 2 ................... . 

Grou"":i~~albanks....................... .......... .......... 4 . 2 ........ .. 
State banks... ........ ........... ..... .......... .......... 5 1 ......... . 
Trust companies ...................................................................... .. 

OroupIV: 
NatloDBlbanks....................... 2 9 21 5 .......... 
State banks........................... 2 1 .......... .......... 1 
Trustcompani................ ........ 3 3 2 1 

oro~~~~.l~~:::::::::::::::::::::::: :::::::::: :::::::::: r ~ 
Trust compani........................ .......... .......... 1 8 

GrOl:.raX~~al ba,;ks........................ .......... 1 5 8 

~=~::.~~iJiiS:::::::::::::::::::::: :::::::::: :::::::::: ~ .. · .... T .......... 
or°w:.X~~1 banlr,9........................ .......... 1 12 

Rtate banks.............. ............. .......... 1 17 

24 
24 
3 

24 
17 
3 

24 
10 
4 

58 
11 
'2 

75 
13 
2 

47 
4 
2 

19 
13 

Tru..t companies...................... 1 2 6 ................... . 

Above statistics (in which none of the banks in Group VIII are included) show 
interest paid on checking accounts by 612 commercial banks and trust companies 
as follows: Thirty pay 4 per cent; 23 pay 3! per cent; 108 pay 3 per cent; 70 pay 2 per 
cent; 2 pay 1 per cent; 379 pay no interest. 

Of the 379 banks which report no interest paid on checking accounts, 333 make no . 
exceptions; while 46 report that they pay from I! per cent to 3! per cent on public 
funds only. 

Of the 233 banks which report interest paid on checking accounts, 169 require 
minimum balances ranging all the way from $1 to $25,000, and 81 of them pay interest 
on a "few inactive accounts only." The minimum balances required are as follows: 
Six banks require $1; 19 banks require $5; 1 bank requires $10; 1 bank requires $25; 
6 banks reqUire $50; 9 banks require $100; 1 bank requires $150; 13 banks require 
$200; 4 banks require $250; 3 banks require $300; 1 bank requires $400; 41 banks 
require $500; 45 banks require $1,000; 1 bank requires $1,500; 2 banks require $2,000; 
1 bank requires $2,500; 10 banks require $5,000; 4 banks require $10,000; 1 bank 
requires $25,000. 

Of the 233 commercial banks which pay interest on checking accounts, 38 have 
special rules for computing interest; 89 credit interest on daily balances; 49 credit 
interest on monthly balances; 45 credit interest on quarterly balances; 12 credit 
interest on semiannual balances. . 

Of the 49 which credit interest monthly, 25 compute the interest on minimum 
monthly balances; 24 compute the interest on average balances. Of the 45 which 
credit interest quarterly, 27 compute the interest on minimum quarterly balances; 
18 compute the interest on average balances. Of the 12 which credit interest semi
annually, 7 compute the interest on average balance; 5 compute the interest on 
minimum balance. 

One of the national banks, which has "special rul es" for paying interest, advertises 
in the press of its own and contiguous counties as follows: 

"COMPOUND-INTEREST DEPARTMENT. 

"Deposits made before the 16th of any month draw.4 per cent interest from the 
first day of that. month, compOunded quarterly. 

"A larger return on your money than offered by most banks because of the date 
from which we allow interest and the compounding every three months. . . 

"We place no linllt on the amount of your deposit." 
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The foregoing statistics put before us for the first time a complete knowledge of the 
rates paid and methods by which interest to de:positors is computed by a very large 
percentage of all classes of banks doing business m the State of New York. 

The two most striking features of the tabulation are the wide discrepancy in the 
rates of interest paid both on time and checking accounts and the lack of coordination 
in business methods of banks operating'in practically the same fiel d. 

The gathering of this information is particularly valuable at this time, because the 
marked depreciation in the value of all classes of securities has rendered it exceedingly 
difficult for some banks to earn a reasonable dividend for their stockholders after 
paying to depositors the prevailing rates of interest which have no doubt been brought 
to the present high level through competition for deposits. 

The offering of an increased rate by some one bank in a co=unity forces its com
peting neighbors to a like increase, regardless of whether or not such increase is in 
every case warranted, and the inevitable result, if no remedial steps are taken, will 
be in many communities to put banking as a business upon an unprofitable basis. 

That the payment of the maximum rate now prevailing is not necessary to the con
ducting of Ii. successful banking business is fully evidenced by the foregoing statistics, 
which. sh~w that the banks. paying the maximum rate of 4 per cent are actually in 
the mmontr. . 

It is the Judgment of the members of the committee that before rendering a final 
report the foregoing tabulated figures should be mailed to all the banks and trust 
companies in the State, in-order that any ideas or suggestions which mav occur to any· 
of their officers may be communicated to the committee for consideration. 

Ail communications will be held strictly confidential, and if sent to any of the under
signed will be accorded full discussion and consideration at the next meeting of the 
committee. 

S. H. BEACH, 
E. C. McDOUGAL, 
S. G. H. TuRNER, 
McNAUGHTON MILLER, 
G. T. TOWNSEND, 
C. O. IRELAND, 
G. J. KEYES, 
JOHN McHUGH, 

Committee O?'l. Interest Rates Paid to Depositors. 

FEDERAL RESERVE BOARD, 
OFFICE OF THE GOVERNOR, 

Washington, March f7, 1918. 
DEAR Gov. STRONG: I have received yoUr letter ;of the 26th instant indol'ing pre

liminarv report regarding interest rates paid hy banks iIi the State of New York. 1t 
seems to me that many of the banks are paying excessive rates for deposits, and I agree 
with you that a determined and systematic effort should be made throughout the 
entire country to reform the pernicious practice of paying excessive interest on deposits. 

I have already taken the matter up with 11 Federal reserve banks, and If you 
will kindl! let me have an outline of the inethods which you propose to adopt in your 
own district, I will write the other Federal reserve banks 8."oain, making a more definite 
suggestion as to methods of procedure than I have hitherto done. Our situation here 
is complicated somewhat because members of the board are not unanimous as to the 
merits of the plan adopted by the New York clearing house. Some of them feel that 
it is unfortunate that the differential should be as 8."oalnst the 90-day rate instead of the 
I5-day rate, and call attention to the fact that in three of the districts, including 
Chicago, the 90-day rate is already 5 per cent, so that the adoption of the New York 
plan by the Chicago clearing house would mean a 21 per. cent rate, an increase of one
half per cent. Unless the 90-da, rate in New York shoul<l. be raised to 5 per cent, this 
might mean a flow of bank balances out of New YOTl!: into Chicago, so it is eviuent that 
there is a new factor to be considered in fixing rates. and some members of the board 
regard this as unfortunate. In this connection, I woul:! invite your attention to a 
memorandum which was submitted to the board this morning by Mr. Warburg. I 
would very much appreciate an expression of your views regarding it. 

From my understanding of the situation in New York, I hardly think that the trust 
companies and some of the banks could be induced to 8."OTee that the Federal reSErve 
bank rate on 90-day paper should be in excess of 5 per cent, before a 21 per cent rate 
should go into effect on bank balances. 1 am afraid. if the matter is reop~ned, that 
it might result in the abrogation of the present agreem3nt. without reachm$ a new 
working basis. But you, .of course, are in a much better position to judge wia than 
T .... m. .. 
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You will note that Yr. Warburg favors increasing the go·day rate to 5 per cent It 
was s~ested this morning that J send a copy of Mr. Warburg's memorandum ~ all 
Federal reserve banks, but I am not doing so as I think it would he better to reach a 
definite a,..areement as to the New York rates before discussing changes with the 
interior banks. 

Very truly, yonrs, 
W. P. G. HARDING. 

Mr. BENJAMIN STRONO, 
GOVfnwr Fer/eral RUeM'e Bank, New York. 

Memorandum for the board: 
WASHINGTON, March f7, 1918. 

It will be necessary fQr the board to devise some definite policy with respect to the 
discount rates to be established by all Federal reserve banks as BOOn as the bond bill 
and the War Finance Corporation bill become law. I believe that an agreement has 
practically been reached amongst ourselves as to the policy to be adopted, but it is 
necessary to definitely outline it and to advise the Federal reserve banks, which have 
expressed unanimous desire to have some of these rates dealt with upon a uniform 
basis. . 

I am writing this memorandum in order to bring before the board a definite propo
Bition for the purpose of discuBBion and conclusions. 

I. It is suggested that the IS-day Liberty loan rate be fixed at 4 per cent as soon as 
the war finance bills become law and provided it contains the clause embodied in 
the House bill providing for the elimination of the 2-cent stamp as far as concerns 
paper secured by Liberty loan bonds. 

II. It is suggested that the 9O-day rate for Liberty loan paper be established at 
4t per cent. 

In this connection we might discuss the question whether it would not be desirable 
to establish a policy to the effect that, without committing the Federal reserve banks 
to any renewal at a definite rate, it is the plan of the Federal Reserve Board to permit 
renewals at the same rate of 4t per cent in cases where the customer's note, or an 
agreement connected therewith, provides that at least 15 per cent of the amount 
borrowed will be paid off each month: If we take it that our loans from now on will 
be issued at intervals of six months, this would provide for approximately the liqui
dation of these Liberty loan borrowings between loans. Wherever such agreement 
does not exist, a higher rate may become applicable later on . 
. I am throwing this out, not as a sufficiently matured plan, but simply as a basis for 

discuBBion. There is no doubt that with the Liberty loan rate at 4t pet cent and 
bankers acceptances selling between 4* per cent to 4! per cent, . our 90-day rate for 
commercial paper of 4} per cent is too low. It ought to be advanced to 5 per cent, 
at which rate It stands to-day in three of the Federal reserve banks, viz, Boston, 
Chicago, and Minneapolis. In advancing this rate to 5 per cent, wIPch would still 
be 1 per cent below the rate at which the best pap.er sells at present in the open 
market--6 per cent-we meet the difficulty' that this advance would bring about an 
increase in the interest allowed on deposits in New York from 2t per cent to 2} per cent. 
It looks to me, however, that a second effort should be made to straighten out this 
sitnation in New York now that the first agreement has been reached. 

This would be comparatively simple if the clearing house would amend its ~ecently 
adopted rule to the effect that the advance of interest rates on deposits shall not 
follow automatically an increase of the 90-day commercial paper rate of the Federal 
reserve banks but that in each case there shall first be a meeting of the New York 
clearing house which shall decide whether or not a new rate, which is to be considered 
the maximum under all circumstances, shall go into effect. This meeting could, for 
the time being. decide that the 2! per cent rate shall go into effect when the 90-day 
commercial paper rate of the Federa.l reserve bank shall be in excess of 5 per cent 
instead of providing, as now, that it shall go into effect when such rate touches 5 
per cent. It will probably be difficult and not entire'! welcome to the ~ew York 
banks to have the question reopened at this tinte, but believe that, in VIew of the 
general situation and bearing in mind the pressure that the Secretary of the Tre!I-Bury 
can bring by suggesting that he will increase his rates on Governn.e?t del?08lts to 
2} per cent 10 case the rates of the banks advance to that figure, reconsideration may 
be brought about. . 

III. The acceptance rate can probably remain where it is at th!-s time. . 
IV. Trade acceptances will adjust thelnBelves automatically In accordance With 

what we decide to be the policy for the co=ercial paper rates. 

58589-21-PT 13--39 
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We have so far followed the rule that the trade acceptance should be one-half 
per cent lower than the 90-day commercial paper rate. The latter being 4t per cent 
at present, the trade acceptance is 4 per cent so that technically it is below the bankers' 
acceptance rate, which 18 an anomaly and another argument for the increase of the 
90-day paper to 5 per cent. 

V. The 15-day commercial rate and the 6 months' paper rate can be discussed 
after we have reached a conclusion about the questions above outlined. 

VI. I believe that the indications of what we should do with interest rates are 
absolutely clear and do not permit of any doubt. The only difficulty that we 'meet 
is that of the deposit situation. My own feeling is that, even if we could not reach 
a satisfactory conclusion as to the deposit situation, the rate situation will have to 
be adjusted. But I hope that the deposit situation can be straightened out. 

Respectfully submitted. 
, PAUL 'WARBURG. 

MARCH 30, 1918. 
DEAR Gov. HARDING: The officers have discussed your letter of March 27 to Gov. 

Strong on the subject of interest rates and also discount rates, and in his absence 
to-day I am writins- to say that we are givin!l' consideration to the question of how 
we should proceed 10 other parts of this district outside of New York City to secure 
lower interest rates, but have not reached any definite conclusions. We feel, however, 
that we should not take any action on this matter until after the Liberty loan cam
paign, as it is a subject likely to arouse many local animosities, and it is of vital impor
tance to the success of the campaign that the:re should be harmonious action among 
the banks everywhere in the district. 

We feel, however, that the New York situat~on can be effectively met by our estab
lishing a rate of 41 per cent on 90-day commercial paper, as this will not necessitate 
an increase of the 2t per cent maximum rate'on bank balances now established by 
the New York clearing house scale and becoming effective April!. We should not 
consider it practicable to reopen the rate question in New York City at present. The 
effect of the present schedule is very considerable, and the general adoption of it 
even by banks outside of the clearing house is most gratifying. 

We are carefully considering Mr. Warburg's memorandum on the subject of dis
count rates and expect to report to you definitely the views of the officers over the 
telephone on Monday. 

Very truly, yours, 
PIERRE JAY, Chairman. 

Hon. W. p. G. HARDING, ' 
Governor, Federal Reserve Board,Washington, D. C. 

MAY 25, 1918. 
DEAR' JUDGE ELLIOTT: Complying with your request, and as arranged over the 

telephone, I take pleasure in sending you he~with inclosed a copy of an opinion, 
dated March 5, 1918, rendered by Mr. Charles E. Rushmore to Mr. Frew at the time 
the amendment to the constitution of the New York clearing house relative to the 
fixing of a rate of interest on deposits was passed; 

I am also inclosing a copy of article 11 of the constitution of the New Yark Clearing 
House Aossociatin, the amendment in question. 

Very truly, yours, 
PIERRE JAY, Federal Reserve Agent. 

trudge M. C. ELLIOTT, 
Counsel, Federal Reserve Board, Washington, D. C. 

REMARKS 01' MR. WALTER B. PREW, CHAIRMAN CLEARING HOUSE COMMITTEE. 

IneUvered at meeting of the Clearing ?ouse ASSOCiation, Mar. 4, 1918.} 

I am unanimously instructed by the clea:i-i~g house committee to give notice of an 
amendment to the constitution by which an effort will be made to end/ by clearing 
house agreement and control, the prevailing competition between banks lU the matter 
of paying interest on deposits. At a time when we are called upon to act together 
in the matter of Government loans, it is considered a severe bar to concerted actio? 
that a rivalry Rhould exist in the great body of American bankE-rs represented by this 
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association", and it is belieyed there is serious danger that bid<ling for d<'posits through 
competing int('l'est rates may weaken the banking structure and lead to injurious 
results. 

It would be manifestly improper for me at this time to enter into an argument 
on the proposed amendment, but I ask you to give this subject your very earnest 
consideration. Remember we are in very momentous times, and our actions should 
be broad and patriotic. It may be that the fate of the next loan will depend upon 
the unity of the banks on t.he amendment which we propose to introduce. The 
Federal Reserve Board have expressed their apprehension on the situation, and 
have 8uggested the establishment by the New York clearing hou8e banks of maxi
mum interest rates on deposits, based on the discount rates fixed from time to time 
by the Federal resen'e bank of New York. We think it proper that tbe position 
of the ]<'ederal reserve bank of New York on this matter should also be known, and 
we bpg leave to read the letter addressed to us by Gov. Strong of the bank. 

(Letter of Gov. Strong, of Federal reserve bank, Feb. 28, 1918.) 
As there have arisen questions of the legalitv of these regulations, we would like to 

state that similar restrictions have been adopted by and are in operation with 46 
clearing houses throughout'the country. 

The clearing house committee submitted this quest.ion to its counsel; Mr. Charles 
E. Rushmore, and I read his reply: 

RUSHMORE, BISBEE & STERN, 
New York, March 5,1918. 

In re New Yo~k Clearing House Association-Interest on deposits. 
DEAR SIR: At your request, I beg to supplement my letter of the 4th instant, 

expressing the ol?inion that an amendment to the constitution of your association 
which shall proVlde a maximum rate of interest on deposits is violative of no law. 
The only question that has been raised, as I understand, is as to whether or not it 
could be held to offend the laws against combinations in restraint of competition. 
I shall address myself to that proposition. 

The deposit of money with a banking institution creates the relation of debtor 
and creditor, and any arrangements between the parties as to the rate of interest 
to be paid is clearly not an act affecting interstate comme1-ce within the meaning of 
the Sherman antitrust law (Hopkins v. United States, 171 U. S., 578). 

The question, therefore, must be determined in respect of the local statute law 
~d of the common law. 

That the prohibition against monopolies and restraints of trade, contained in chapter 
690 of the Laws of 1899 (New York), does not apply, would seem to require no dis
cUBllion. The act, in so far as it needs to be considered, reads as follows: 

"SECTION 1. Every contract, agreement, arrangement, or combination whereby 
a monopoly in the manufacture, production, 0," sale in this State of any article or 
commodity of common use is or may be created, established, or maintained, 01, 
whereby competition in this State in the supply or price of any such article or com
modity is or may be restrained or prevented, or whereby for the purpose of creating, 
establishing, or maintaining a monopoly within this State of the manufacture, pro
duction, or sale of any such article or commodity, the free pursuit in this State of any 
lawful business, trade,. or occupation is or may be restricted or prevented, is hereby 
dE>clared to be against public policy, illegal, and void. " 

It is obvious that neither credits, nor money itself, are articles or commodities 
manufactured, produced, or sold within the meaning of the act. While money may 
in some instances be regarded as an article or a commodity, it is but a medium of 
exchange, and its manufacture or production is confim·d to the Government itself. 
The act was desirned to relate only to such articles or commodities as are themselves 
used or consumed in the maintenance of life (Matter of Jackson, 57 Misc., 1; Opinions 
of the Attorney General, 1904, p. 534; Senate Journal of 1897, Jan. 15, p. 43; Jan. 
20, pp. 67-£9; Resolution, Jan. 5, p. 50; Laws of 1893, chap. 716; Laws of 1896, 
chap. 267; In re Welch, 29 :Fed. Cas., 605). 

That money was not contemplated as coming within the prOVisions of this act i~ 
further evidenced. if evidence were needed, by the provisions of the stock corporatiolJ 
law (par, 14), reading as follows: ". 

"SEC. 14. Combinations prohibited: No domestic stock corporation and no f<;>relgn 
corporation doing business in ,this state shall combine with any other corporatIon or 
person for the creation of a monopoly or the unlawful restraint of trade or for the pr,,-
Yention of competition in any necessary of life." . . 

This is but another form of expressing the antimonopoly act, in SO far as It relates 
directly to corporations, but, by an earlier section of the stock corporation ~aw (par. 
5), it is declared that this paragraph "shall not apply to moneyed corporations." 

It is provided in paragraph 580 of the pE>nallaw that
" If two or more persons C?nspire * * * 
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"6. To commit any act injurious to the public health, to public morals, or to trade 
or commerce, or for the perversion or obstruction of justice, or of the due administration 
of the laws-

"Each of them is guilty of a miEdemeanor." 
In order to come within the condemnation of this statute, it would be necessary to 

hold that your proposed restriction would be an act "injurious * * * to trade, 
or commerce." 

It may be said that all statute laws bearing upon the SUbject, and the common law, 
are aimed against the creation and maintenace of monopoly and such restraint of 
individual freedom in trade as are unreasonable and tend to the injury of the public, 
as well as of the individual. An agreement in partial restraint of trade has inVariably 
been upheld where it has been" such only as to afford a fair protection to the interests 
of the party in favor of whom it is given, and not so large as to interfere with the 
interests of the public." (Nordenfeldt v. Maxim-Nordenfeldt Co. (1894), App. Cas., 
535, 567; Oregon Steam Navigation Co. v. Windsor, 20 Wall., 64, 66.) The evil of 
monopoly, that has been and is sought to be overcome by the law, is the consequent 
enhancement of prices (Standard Oil Co. v. United States, 221 U. S., 1, 54. 56--57.) 
It was said in People t'. North River Sugar Refining Co.; XXII Abbott's N. C .. at 
page 207: "Any combination, the tendency of which is to prevent competition in its 
broad and general sense and to control, and thus at will enhance prices, to the detriment 
of the pUblic, is a legal monopoly." A monopoly in commercial law "is the abuse of 
free commerce, by which one or more individuals have procured the advantage of 
selling alone or exclusively all of a particular kind of merchandise or commodity to 
the detriment of the public." (In re Greene, 52 Fed., 104, 115. 116.) 

Applying the tests as above set forth to the proposed action on the part of the clearing 
house, it is manifest that it does not fall within the condemnation of the law, as not 
only is its purpose, but the resultant will be,/.,. not to restrain trade, but to promote it, 
not to create a monopoly, but to avoid it. J:Sidding for money by offering advanced 
interest rates to depositors must, if carried far enough, tend to the withdrawal of 
funds from smaller, though entirely solvent, institutions, into the control of the 
more powerful institutions, which by reason pf the greater volume of business done 
by them can afford to make smaller profits. The tendency of such a course is toward 
that which the law condemns, even though it could not reach the degree of creating 
a monopoly. It seems needless to sllggest the possible evils that would flow, if such 
bidding process were unchecked, from the sudden or protracted drain upon the 
resources of the smaller banks, and from the inevitable effect upon interest rates t8 
borrowers and upon the market for securities. On the other hand, the fixing of a 
maximum rate to depositors at a reasonable point below the discount rate of the 
Federal reserve bank leaves a rang,e for individual freedom of action below that 
maximum, and would tend to stabili,ze the money market and provide a"aainst such 
a weakening of the banking structure as above referred to. Its object is, and its effect 
would be, not to enhance, but to prevent the undue enhancement of, prices for money, 
and, hence, it not only could not operate to the detriment of the public but would 
be a positive benefit to trade and commerce. There is contemplated no interference 
with the broadest use of his money by the depositor. The investment markets of 
the world will always be open to him. 

I might add, although It lends no weight to the position taken above, that the 
clearing house is a voluntary association having for one of its purposes "the mainte
nance of conservative banking throuO'h wise and intelligent cooperation." While 
the advantages of membershil> are of the greatest importance, nevertheless, member
ship is not an absolute essential to the conduct of the banking business by any duly 
authorized institution. Your constitution does not act upon or bind those who are 
not members or who do not clear through members. 

The questions under consideration were discussed in the opinion (unpublished) of 
Judge Everett Smith in Peoples Savings Bank v. First National Bank et aI., in the 
Superior Court of the State of Washinl$,ton, King County, and the le~lity of a restrictive 
provision adopted by the Seattle (JIearing Association, someWhat sinrilar to that 
proposed by the New York Clearing House Association, was upheld. 

Very truly, yours, 
CHARLES E. RUSHMORE. 

WALTER E. FREW, Esq., . 
Chairman Clearing llou$e Committee, New York City. 

With this statement I now formally give notice to anIend the constitution of the 
association by the addition of a new article to be designated Article XI and by re
numbering the present Article XI 80 that the Bame shall be designated Article XII, 
which new Article XI shall read as follows: 
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ARTICLE XI. INTEREST ON DEPOSI'fS. 

SECTION 1. No member of this association, or bank or trust company, or others 
('Iearing through any member, shall agree to pay, or shall pay, directly or indirectly 
on any credit balance, payable on demand or Within 30 days, of any bank (other 
than a savings bank located in the State of New York), trust company, or other insti
tution conducting a banking business, or private banker or bankers, located in the 
United States or Canada, or of any agency of a foreign bank located in the city of 
New York, or upon any certificate of deposit; so payable, iBBued to or for the account 
of any such bank, instItution, person, persons, or agency, interest at a rate in exceBS 
of 1 per cent per annum when the then 90-day discount rate for commercial paper at 
the Federal reserve bank of New York is 2 per cent or leBB, and an additional one
fourth of 1 per cent for every one-half of 1 per cent that such discount rate of the 
Federal reserve bank shall exceed 2 per cent, except that the maximum rate paid or 
agreed to be paid on any such credit balance or certificate of deposit shall not in any 
case be higher than 3 per cent per annum; nor shall any member, or nonmember 
clearing through a memberl payor agree to pay on any like credit balance of, or like 
certificate of deposit iBBueu to, any savings bank located in the State of New York, 
or any person, copartnership, corporation} or agency other than those specified and 
included above} interest at a higher rate than 3 per cent per annum; nor on any time 
deposit, or certificate of deposit payable later than 30 days from the date thereof. at 
a higher rate than 3! per cent per annum. The foregoing provisions are not inte~ded 
to aPl?ly to the accounts of, or certificates of deposit issued to, corporations or copart
nerships organized and located in foreign countries other than Canada and having no 
agency located in the city of New York, nor to affect such interest rates as are or may 
be fixed or regulated by law. 

The clearing house committee upon ascertaining to the satisfaction of a majority of 
its members that a member or nonmember clearing through a member, has violated 
the provisions of this section shall report their findings to the aBBociation and if ap
proved by a majority vote of all the members of the aBBociation the offending member 
or nonmember shall be fined $5,000. On the second offense the member or such 
nonmember shall be subject to expUlsion from the clearing house association and the 
committee will proceed to act as the constitution provides for the expulsion of a 
member. 

NEW YORK CLEARING HOUSE, 
New York, AprilS, 1918. 

DBAR SIR: Referring to the provisions of Article XI of the clearing house consti
tution, relating to interest on deposits to be paid by clearing house institutions, we 
beg to advise you that the 90-day rate for commercial paper at the Federal reserve 
bank of New York having been advanced to 41 per cent, the maximum rate of inter
est to be paid under the sliding scale at this time will be 21 per cent, 

By order. 
WALTER E. FREW, 

WILLIAM J. GILPIN, ManageI'. 
Chairman Clearing House Committee. 

MAY 8, 1918. 
DEAR MR. JAY: After you left last night I heard from Mr. A., of Boston, advising 

that the clearing house there had yesterday afternoon fully cousidered the interest 
question and established a ruling providing that the limited rate would apply only 
to banks and bankers' balances, with a 3 per cent maximum. The rate will be scaled 
from 1 per cent when the Federal reserve bank rate is 2 per cent or leBS than 2! per 
cent and will go up one-fourth per cent for each one-half per cent advance in the Fed
eral discount rate, so that on an advance in discount rate from 4! per cent to 5 per 
cent the interest rate will be 21 per cent. They also established a penalty of $1,000 
for the first violation and expulsion from the clearing house for the second offense. 
Mr. A. kindly offered to send the text of the ruling to you last night, so that it would 
reach you at the hotel to-day. . / 

In Philadelphia a.meeting was held, but it was determined that there was no com
petition for deposits there which made it necessary or advisable to take action, and 
none was taken. 

Mr. I3. and all of the local officers of the A. I3. A. are out of town handling the Hot 
Springs convention. Two of hi8secretaries, however, remained in the office, but 
they are uninformed as to any definite action that was taken by any clearing house 



614 AGRICULTURAL INQUIRY. 

and had no data in. the office. One of them tells me that she remembers Mr. n. and 
Mr. C. discUBlling the matter, and her recollection of the conversation is that it was 
decided that the matter could be dropped at that time . 
. Things are generally quiet here to·day, with money somewhat firmer, and indica

tIOns are that befote the end of the day we will see our loans up. 
Sincerely, yours, 

E. R. K. 
PIERRE JAY, Esq., Hotel Seneca, Rochester, N. Y. 

, JUNE 15, 1918. 
DEAR Gov. HARDING: The inclosed letter from Bank A explains itself. 
In our last conference on the subject of interest rates, I understood that the Federal 

Reserve Board proposed, after the Liberty loan was placed, to take up the whole 
Bubject of interest rates in other Federal reserve districts to see whether arrange
ments similar to those effected in New York might not be concluded. 

Possibly you may feel willing to have me give some specific advice to Bank A. 
Very truly, yours, . . 

Hon. W. P. G. HARDlNG, 
G01'erIiOT Federal Rcur1'e Board. 

BENJ. STRONG, GOt'ernOT. 

JhN~ A, 
New York, June 11,1918. 

Hon. BENJAMIN STRONG, 
Governor Federal Rcse1'l'e Bank, New York, N. Y; 

My DEAR SIR: In view of the recent action of the members of the New York 
clearing hOllse in voluntarily reducing interest rates on bank accounts, you may· 
be interested in the inclolred circular received from Bank A of a reserve city not 
~n the second district. in which they invite bank accounts and agree to allow 
mterest thereon at the rate of 3 per cent per annum on balances of $5,000 or over. 

Very truly, yours, 
------, 

Vu-.e Prc.ltident and Secretary. 

To: Mr. Jay. 
From: Benj. Strong. 

JUNE 21, 1918. 

The attached letter from Gov. Harding explains itself. I really think the time 
has arrived when we should disCU8S with our dearing hDuse people Bome .l!light 
revision of their interest plan and take up .aggressively throughout the district. the 
subject of reduction in the general level of interest Tates anowed on deposits. 

FEDERAL RESERVE BOARD, 
Washington, June 20, 1918. 

DEAR Gov. STRONG: I have your letter of the 15th instan1j,inclosing letter from the 
Bank A, which I return herewith. 

I have written on behalf of the board letters to all Federal reserve banks and to the 
clearing hous(',s of the principal cities, asking that some action be taken to reduce ex
cessive rates of interest on bank balances. The trust companies and some of the 
national banks in one of the reserve cities not in your district have made the practice 
of paying 3 per cent on bank balances for a number of years, and I have realized 
that that city is going to be a difficult point to handle. 

I have had in mind for some time past a trip to two of the reserve cities, but my 
duties here have been so exacting of late that 1 have not had an opportunity of visit
in~ either city. I intend to do so, however, in the near future. Meanwhile, I am 
wrrting Mr. A, asking him to post himself on the situation in one of them, and to join 
me there at a convenient time. 

Very truly, yours, 
W. P. G: HARDING, Gorernor. 

Mr. BENJAMIN STRONG, 
Governol' Federal Reset'!,e Bank, New York. 
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JULY 19, i9J8. 
DEAR Gov. HARDING: Owing to Gov. Strong's absence, some of his correspondence 

has been delayed. 
The question of payment of higher rates of interest in other centers and of banb 

paying 3 per cent or more on active balances, as I understand it, will be taken up SOOIl 
and that it is your intention' to visit personally one of the reserve cities as SOOIl as you 
can arranlZe to do so conveniently, and 1 R88ume that when it is done, you will have 
representativell from two of the reserve cities in this district cover the situation in 
western New York, in which location we find the worst situation in our district in 
regard to excessive rates of interest. 

Veri truly, yours, . 

Hon. W. P. G. HARDING, 
R. H. TREMAN, Deputy Governor. 

Gover'T/or Federal Re8l'1'1Je Boa"d, 

• AUGUST 29, 1918. 
DEAR Gov. HARDING: At our directors' meeting yesterday afternoon no quorum 

was present, this being the second time in t4e history of the bank we have failed to 
have a quorum at our directors' meeting. Consequently we did nothing at the meet
ing except discuBB the question of establishing a fix~ discount rate for bankers' 
acceptances, which would be in addition to our present open split rate for transactions 
in these bills. I understand that Mr. gese will write you upon the subject later on .. 

After the directors' meeting we had a joint meeting between our executive com
mittee and the New York clearing house committee, at which there was some little 
discuBBion of the recent action of the clearing house in establishing a compulsory 
charge of one-tenth of 1 per cent against bankers' acceptances payable in other cities. 
While there was no argument as to the merits of the CRse, I am inclined to think that 
the committee has under consideration modifying their rules as far as they apply to 
bankers' acceptances. . 

This reminds me of the scale of interest rates adopted by the New York clearing 
house last spring and of your statement to me over the telephone that Minneapolis was 
considering establishing a similar scale, with the proviso that no increases should be 
made at any time except upon general agreement of the members of the clearing house . 

• Can you advise me as to what progreBS Minneapolis is making in this direction? When 
once this principle has been established we should like to discuBB it with s<!me bankers 
here. 

Very truly, yours, 

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

PIERRE JAY, Chairman, 

FEDERAL RESERVE BOARD, 
WlZ8hington, August 81, 1918. 

DEAR MR. JAY: Replying to your letter of the 29th instant would state that I have 
.had some correspondence with Gov. Wold, of the Federal reserve bank of Minneapolis, 
with reference to having the clearing.house of that city make some agreement whereby 
the sched ule of rates on deposits now in existence shall be considered as the maximum, 
with the further understanding that no increases shall be made at any time except by 
general agreement of members of the clearing house and after consultation with the 
Federal Reserve Board. . 

I am writing Mr. Rich to-day to advise me of what has been done in the matter and 
will advise you as soon as I receive his reply. . 

Very truly, yours, 

Mr. PIERRE JAY, 
Chairman Federal Reserve Bank, New York. 

W. P. G. 'HARDING, Governor. 

,FEDERAL RESERVE BOARD, 
Washington, September 16, 1918. 

DEAR MR. JAY: .Referring to your letter of recent date waking inquiry as to wh~t 
action has been taken by the Minneapolis Clearing House with reference to de.poslt 
.rates, would state that I am advised by Mr. Rich, Federal reserve agent at Mmne-. 
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apolis, that some t~hl:e ago the clearing ho~e adopted a rule esta~lish!-ng a rate of 21 
per cent, and proVIding that no change or lllcrease shall be made III this rate until the 
rule is modified by further action on the part of the clearing house. 

Very truly,.yours, ' 

Mr, PIERRE JAY, 
Federal Reserve Agent, New York. 

W. P. G. HARDING, Governor. 

DECEMBER 10, 1918. 
DEAR Gov. HARDING: The New York Clearing House Association is engaged, from 

time to time, in effecting revisions of their rules governing the collection of checks as 
well as time items, and consideration of these rules has bearing upon the rules of the 
clearing house in regard to interest rates upon deposit accounts. It is, of course, 
difficult to distinguish between comllensation for a service rendered, like collections, 
and rates of interest on balances, whlch merge, in effect, in arranging the terms of an 
account. 

At a meeting of the clearing house committee, which I attended yesterday, I took the 
liberty of pointing out one difficulty which I anticipated would be experienced in this 
city in the matter of rates on the balances of correspondent banks, which, as you know, 
are now determined by the rate of discount of this bank. 

It seems to me quite likely that when we work into the period of general liquidation 
and when money rates ease ull considerably, it will be unlikely that this bank will 
materially reduce its rate of dlscount, if at all. I should suppose that easier money 
conditions than now prevail would afford the opportunity for a liquidation of our dis
counts and loans. Under those conditions, with no change in our rates, there would 
be no opportunity under the rules of the clearing house to effect a reduction in the 
rates now allowed on correspondents' balances, whereas conservative banking at that 
time might render such action necessary. I can even imagine conditions arising 
where we might advance our rates. thus necessitating, under the present rul~, an 
advance in the rates authorized by the clearing house rule, when, in fact, such a course 
might be unwise and unsound. 

On the whole, I believe this whole subject of rates on balances should now b& given 
careful consideration and policies adopted which will be an added safeguard against 
the troublesome time when bank loans and depoaits must, in fact, be liquidated. 

The point always arises in these discussions that unless the arrangements for control 
of interest rates allowed on accounts of correspondents is effective in other money cen
ters, the New York banks are at a great disadvantage. 

I am writing to inquire whether it may not now De possible to make a study of this 
whole subject of rates allowed by banks on their deposit accounts in the hope that 
some comprehensive plan may be adopted throughout the country and one which 
will be a protection against unsound methods that may develop when interest rates 
are lower and competition more brisk. 

I believe the members of the clearing house committee would be helpful in making 
this study, and if you thought wise for me to do so. I might arrange to have a sub
committee meet with you in Washington to discuss'the subject. 

Very truly, yours, 
BENJ. STRONG Governor. 

Hon. W. P. G. HARDING, • 
Governor, Federal Reserve Board .. 

DECEMBER 14, 1918. 
DEAR Gov. STRONG: I acknowledge receipt of your letter of the lOth instant, re

garding the clearing-house rule as to rates upon deposit accounts. This is the matter 
which we discussed over the telephone a few days ago, and I wish to confirm now 
what I said then, that the board 'will be glad to discuss the subject with a committee 
of the clearing house here in WllBhington, or, if you think it would be advantageous, 
a commi~tee of the board can arrange early in' the new year to go to New York for 
the purpose of discussing the matter with the clearing-house' authorities there. 

Very truly, yours, ' 
W. P. G. HARDING, Governor. 

Mr. BENJAMIN STRONG, 
Governor Federal Reserve Bank. New York. 
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[Telegram.] 

PIERRE JAY, 
LAKE GEORGE, N. Y., January 6,1919 

FederaZ Reserve Bank, New York, N. Y. 
Suggest ananging meeting of clearing house committee with Harding to dilwlI"" 

extending plan for controlling interest on balances to other cities, and modifying 
anan~ements in New York to avoid arbitrary increllBe in rates when oura advance. 
Wiggm knows our views, and favorable. 

BENJ. STRO:-/!; 

Personal. DECEMBER 17, 1919. 
My DEAR MR. --: At the last meeting which Mr. Jay and I had with the 

clearing·house committee, you will recall we had some discussion of the provision 
of the constitution of the clearing-house lIBsociation governing rates of interest allowed 
by members of the clearing house upon out-of-town bank deposits. Since the meeting 
I have learned of no proposal for a reconsideration of this matter along the lines of 
our discussion, and am writing to ask if there is any possibility of a review of the 
subjec,t being made. 

Of course you understand that it is impossible for us to forecast what may from 
time to time be the policy of the reserve bank as to rates, but it has long seemed to me 
to be undesirable that the rates allowed upon these balances by New York banka 
should be automatically associated with the discount rate of the Federal reserve 
bank. Should our policy necessitate further advances in rates, the consequence would 
be an automatic increase in rates for out-of-town deposits, and I fear that once such 
advances are made by-New York banks competitive rate changes will take place in 
other cities and the whole subject of competition for bank deposits ,at constantly 
increllBing rates will again ~ome up to bO,ther us. 

There may be a number of methods of dealing with this matter, some of them, 
possibly, better than the one whi~h was sug~sted at our meeting; but, perhaps, I 
may repeat that suggestion, which certainly IS based upon the useful experience of 
many years by the London banks. Whenever the bank rate changes in London the 
clearing bankers' committee meets, and, in the light of the change in the bank rate, 
fixes the rate to be allowed upon bankers' balances. The change is, however, not 
automatic, and the only thing that is automatic is the review of the situation which 
is made by the bankers' committee. Might it not be possible for,our clearing house 
to adopt some similar plan, or a better one if it can be found, and, before making it 
the subject of a change in the constitution, ascertain in detail from the members of 
the clearing house whether the plan will not meet with their support? 

As I believe you undoubtedly realize, the officers and directors of the Federal 
reserve bank consider it a part of their duty to their members to promote in every 
way the establishment of sounder banking practices in this district. Our proposals 
in this matter are designed to that end, and, I believe, meet with the hearty approval 
of the Federal Reserve Board. 

I will be glad to learn from you what are the views of the members of the clearing
house committee, and wheth,er it is likely that anything will be done in the matter. 

Very truly, yours, 
B. S. 

MR.---, 
New York City. 

DECEMBER 23, 1919. 
DEAR Gov. HARDING: As you know, we have made representations to the New 

York Clearing House committee as to the method which now prevails for determining 
the rate of interest allowed upon out-of-town bank balances by New York banks w~ch 
are members of the clearing-houB'e association. It has seemed to us that the pro,:slOD 
for an automatic increase in the rate when our 90-day discount rate advances IS an 
unwise one. A general increase in rates allowed on out-of-town bank balances by 
the New York banks is liable to start competition for deposits between New york 
and other centers-an unwholesome banking development at any time, and, I beheve, 
particularly so at this time. . . . . 

I have been sounding the sentiment of the clearing house a lIttle bIt on thIs matter 
and find that they have the feeling that, having put through t~e present pla~ upon 
our urgency and yours, the position of the New York banks WIll be a most dl~':Ult 
and unsatisfactory one under any other arrangement than the present, un!ess slffillar 
understandings are arrived at with the clearing houses in the other banking centers 
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of the countrv, principally Boston, Philadelphia, Chicago, St. Louis, and pOBBibly 
Cleveland and PIttsburgh. . _ 

The feeling seems to prevail in New York that the clearing-house banks here are 
the only ones that have an interest understanding on out-of-town bank balimces and 
that no further change should be made in the arrangement until the~ can have BOme 
assurance.that other banking centers will be subjected to the same disciplinary rule. 
Do you think it would be posBible to make some general progress in the other reserve 
districts? Of course, I would be most reluctant to attempt any move in this direction 
from New York, as we feel here that developments in other reserve districts in these 
matters should proceed upon recommendations made by the board rather than as the 
result of any influence which we can exert. 

Mr. Jay and I both feel that the present situation in this regard is an unfortunate 
one, because while our rate in a measure controls the rates allowed by clearing-house 
banks, it is likewise true 'that our action in the matter of rates is somewhat influenced 
by the fact that it brings about a general change in the interest situation. 

Mr. Kenzel just draws my attention to an inaccuracv due to faulty dictation in 
mv letter of December 17 in regard to the bill market. I stated that it had been our 
policy to buy bills at rates below our discount rates. That was true during the period 
when we were develdping this business, and I was referring to the policy of the past. 
For some time now we have, as you know, been buYing bills in the open market at 
rates somewhat above our discount rate, notwithstanding which they keep piling in 
on us. Mr. Kenzel has written Mr. Strauss a further letter on this subject which I 
hope you will be good enough to read. 

Faithfully, yours, 
B. S. 

Hon. W. P. G. HARDING, 
Governor Federal Reserve Board, Washington, D. C. 

To: Mr. Strong. 
From: Mr. Jay. 

DECEMBER 26, 1919. 

I have read your letter with interest. My impression is that Chicago, St. I,ouia, 
Boston, and one or two others adopted a provision identical with that which was 
adopted by our New York clearing house a couple of years ago, and I feel quite sure 
that Minneapolis at the same time adopted the exact rule which we now want the 
New York clearing house to adopt, namely, that our rate forms the basis for the maxi
mum rate to be paid on bank deposits by the members of the Minneapolis clearing 
house, but that the maximum does not become effective unless by specific action by 
the members of the clearing house. 

FEDERAL RESERVE BOARD, 
Washington, December In, 1919. 

Subject: Readjustment of relation of interest rates on bank balances to discount 
rates at Federal reserve banks. 
DEAR SIR:· Early in 1918, as you may remember, there was a disposition on the part 

of large banks all over the count.ry to indulge in sharp competition for bank balances 
and to offer inducements in the way of increased rates of interest. Some of the banks 
in New York were bidding as high as 3 per cent for balances of other banks payable 
on demand, and the rates offered for time deposits were higher. This led to reprisals 
on the part of interior banks, and the biddmg for business by marking up interest 
rates on deposits threatened to interfere seriously with the financial operations of 
the Government. Finally, the clearing house banks of New York agreed to fix a 
rate of 2i per cent on bank balances payable on demand, with the proviso that the 
interest rates would be automatically advanced or reduced one-quarter of 1 per cent 
with each advance or decline of one-half of 1 per cent in the 90-day rate at the Federal 
reserve bank of New York. This rate is now 4J per cent, and should it be advanced 
at any time to 5 per cent the rate of interest paId by New York banks for out-of-town 
bank balances would advance automatically to 21 per cent, and a 5i per cent rate at 
the Ne,v York reserve bank would advance the interest rate on bank balances auto
matically to 3 per cent, and so on. 

The board wlBhes to be free to approve such discount rates as it may deem necessary 
to brin,:! about a proper control of credits, but it is anxious at the same time to avoid 
a disturbance of the whole banking situation such as would most likely result from 
an advance in the interest rate allowed on out-of-town balances by the New York 
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clearing, house banks. The board has BOunded out the New York clearing house 
committee in order to ascertain how it feels regarding a modification of the present 
rule and is informed that the committee is not disposed to act without some definite 
knowledge as to the course which will be pursued by the banks in other important 

• centers. 
The board has decided, therefore, to invite representative bankers from all parts of 

the country to meet in Washington on Tuesday, January 6, 1920, for the purpose of 
discUBBing this matter in the hope that BOme way will be found of abrogating the 
existing entangling alliance between Federal reserve bank discount rates and interest 
rates on deposits without endangering existing banking relationships. You are 
requested to bring this to the attention of the clearing house authorities in your city 
as well as all branch bank cities in your district and to invite each clearing house 
aaaociation to have a representative here on the date named. 

Very truly, yours, 
W. P. G. HARDING Governor. 

(I.etter to chairmen of all Federal rl'lIerve banks.) 

[Telegram.) 

PIERRE JAY, New York. 
MINNEAPOLIS, December 31, 1919. 

Rate of interest on deposits paid by Minneapolis and St. Paul banks is not based 
by rule on Federal reserve bank rates. Clearing house rules for both cities, however, 
reads as folloWs: "No bank shall pay its bank depositors interest on their balances in 
excess of the rate paid by banks in the city of Chicago as fixed by the rule of the Chi
cago Clearing House Association." Competition would necessarily compel Twin 
City banks to follow Chicago rate. RICH, Agent. 

[Telegram.] 

JAY, New York. 
WASHINGTON, D. C., January 5,1920. 

Meeting clearing house representatives will be held to-niorrow in the auditorium 
of the New Interior Building Eighteenth and F Streets NW. at 10 a. m. 

EMERSON. 
(Relayed to Mr. Jay at Baltimore.) 

[Telegram.] 

JAY, New York. 
WARRINGTON, January 6, 1920. 

At the conference in Washington to-day attended by representatives of about 21> 
clearing houses the following resolutions were adopted: 
"Whereas the Federal Reserve Board inv:lted the representatives of the clealing house 

from various parts of the country, here assembled, to attend a conference in re
. gard to the interest rates paid on deposits throughout the country arid Gov. Harding, 

of the Federal Reserve Board, has outlined very clearly the present financial r.itua
tion and the probability of advances in rates by the Federal reserve banks; and 

"Whereas it is the opinion of the conference that the present method in several of the 
larger centers of the country of regulating interest on bank balances by a sliding 
scale based upon the 90-day Federal reserve bank disCount rate is not wholly 
satisfactory; and . 

"Whereas until more satisfactory regulations are adopted governing the rates of 
interest to be paid on balances It is most important that existing J'egulations should 
not be abrogated; and . 

"Whereas it is the opinion of this conference that the Federal reserve banks shol,lld 
.always be free to. establish their rates of discount without reference to any cleanI1ll' 
house rell'ulations as to the payment of interest; and 

"Whereas It is the opinion of this conference that the ,Payment of high rates of interest 
on bank or commercial balances is unsound and 18 bad banking, and that every 
effort should be made to avoid such a practice; 
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"Now, therefore, in order to make progress along safe and conservative lines it is 
requested that the Federal Reserve Board invite the clearing houses in each Federal 
reserve city to select three Iepresentatives from its Federal reserve district to attend 
a meeting to be l1eld on or about the 23d day of January, 1920, at Chicago, Ill., to 
consider this whole question of interest on balances in order that some basis may be ' 
agreed upon that will be mutually satisfactory, conducive to conservative. bankina 
and benefit the entire business and banking community." 0' 

The Federal Reserve Board has considel'ed and approved the action of conference 
and requests you to ask clearing house in your CIty to appoint three delegates t~ 
conference to be held in Chicago January 23, such delegates to give such representa
tion to various sections of your Federal reserve district as your local clearing house 
considers appropriate. Please advise by letter names of delegates. Conference 
resolutioru. given to press to-night. 

HARDING • 

JAMES A. STILLMAN, Esq., 
President Clearing House AS8ociation, New York City. 

. JANUARY 8, 1920, 

DEAR MR. STILLMAN: At the meeting of representatives of clearing houses in Wash
ington on January 6 the following prel.mble and resolutions were adopted: 
"Whereas the Federal Reserve Board invited the representatives of the clearing houses 

from various parts of the country, here assembled, to attend a conference in regard 
to the interest rates paid on deposits throughout the country and Gov. Harding, of 
the Federal Reserve Board, has outlined very clearly the present financial situation 
.and the :probability of ad vances in rates by the Federal reserve banks; and 

"Whereas It is the opinion of the conference that the present method in several of the 
larger centers of the country of regulating interest on bank balances by a sliding 
scale based upon the 90-day Federal reserve bank discount rate is not wholly satis
factory; and 

"Whereas until more satisfactory regulations are adopted governing the rates of in
terest to be paid on balances it is most important that existing regulations should 
not be abrogated; and 

"Whereas it is the opinion of this conference that the Federal reserve banks should 
always be free to establish their rates of discount without reference to any clearing 
house rezulations as to the payment of interest; and 

"Whereaslt is the opinion of this conference that the :payment of high rates of interest 
on bank or commercial balances is unsound and IS bad banking and that every 
e'fort should be made to avoid such a practice: 
"Now, therefore, in order to make progress along safe and conservative lines, it is 

requested thl.t the Federal Reserve Board invite the clearing houses in each Federal 
reserve city to select three representatives from its Federal reserve district to attend 
a meeting to be held on or about the 23d day of January, 1920, at Chicago, Ill., to con
sider this whole question of interest on balances in order that some basis may be 
agreed upon that will be mutually satisfactory, conducive to conservative banking, 
and benefit the entire banking business and banking community." 

The Federal Reserve Board has considered and approved the action of the confer
ence and has requested me to ask the New York Clearing House Association to appoint 
three delegates to the conference to be held at Chicago, January 23, 1920, such dele
gates to give such representation to the various sections of this Federal reserve dis
trict as the New York Clel.riilg House Association may consider appropriate. 

Trustinz that it will be agreeable to the New York Clearing HOllse Association to 
comply WIth the reque3t of the Federal Re3erve Board and th9.t in due course I may 
receive from you the names of the delegates appointed for transmission to the board, 
lam. 

Very truly, yours, 
PIERRE JAY, Chairman. 

JANUARY 15, 1920. 
DEAR Gov. HARDING: I understand that t.herIJ is a chance that the New York 

Clearing Honse will adopt. some change in its regulations in regard to interest rates 
to-morrow. I am hoping very milch that this will not milItate against the meeting 
in Chicago. I believe that the New York Clearing House, even if it does take action 
in advance of the Chicago me(·ting. will send a delegate and invitE! Buffalo and one 
otner city in the district to send a delegate. 
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I am very much in hopes that you will be able to get the meeting in Chicago to 
take !'Ome action with regard to limiting the intel'('st to be paid on individual deposits. 
Now that ~he matter is up I!O squarely it seems our one great opportunity to actually 
flE\cure action. 

\" ery truly, yours, 

Hon. W. P. G. H.~RDlSG, 
PIERRE JAY, Chairman. 

G01"ernor FedtTal Reserl'e Board, JV/Uhington, D. C. 

NEW YORK CLEARING HOUSE, 
77-8.1 Cedar Street, Nev: York, January 16, 192() 

PIERRE lAY, Esq., 
Chairman Federal Reserl'e Bank of New York, 
. New York, N. Y. 

DEAR MR. J.w: In accordance with your request of the 8th instant, addressed to 
Chairman James A. Stillman, the following gentlemen have been appointed as dele· 
~t(,8 to the conference to be held at Chicago, Ii'., January 23, 1920; Messrs. James S. 
Alexander, president National Bank of Commerce, New York, N. Y.; Charles H. 
8abin, president Guaranty Trust. Co., New York, ~. Y.; Clifford Hubbell, president 
Fid"lity Trust Co., Buffalo, N. Y. 

Referring to yonr recent telephone message, I have advised these gentlemen that 
you will arrange for hotel accommodations at.Chicago. 

\' ery trul~, yours, 
W-. J. GILPIN, Manayrr. 

FEDERAL RESERVE AGENT: 
WASHINGTON, D. C., January 17. 

Please ascertain by wire if necessary current rates of interest paid by commercial 
banks in principal centem in yoni: district on bank deposits, on open accounts sub
ject to check, on time certificates and sayings deposits. Please wire this information 
to Federal Reserve Agent Heath, l'hicB,,"O, before 23d instant in order that conferees 
may have this knowledge before them. Please urge full attendance at conference 
()f delegates appointed by your clearing house. 

HARDII'G 

WILLIAM A. HEATH, 
Federal Reserve Agent, 

(Telegram. J 

FEDERAL RESERVE BANK OF NEW YORK, 
January U, 19tO. 

Federal Reserve Bank of Chirogo, Chirogo, Ill .. 
At request of Gov. Harding and for use of clearing hOUBe conferees the following 

are current rates of interest paid by the commercial banks' principal centers in this 
district: 
.. Albany: "Interest on bank deposits. 2! per cent; checking accounts, 2 per cent on 
balances $10,000 and over. Special time deposits, 3! per cent and 4 per cent." 

Buffalo: "Current account about 3 per cent, inactive 4 per cent, individual check
ing accounts, infinite variety, ranging from zero to 4 per cent on lowest quarterly 
balance. Time certificates, 3 to 4 per cent, according to arrangements. Savings 
accounts, 4 per cent." " 

Rochester: "Bank deposits average 3 per cent, checking account no interest. 
Time certificates, 3! per cent. Savings deposits, 3! per cent." 

Syracuse: "Two per cent daily balances, 3 per cent monthly balances, 4 per cent 
quarterly balances, when interest is paid. Savings banks accounts and time certifi-
cates, 4 per cent. Bank accounts, 2 Pllr cent." , . 

Watertown: Three per cent on bank deposits subject to check, no interest on buSI-
ness checking accounts, and 4 per cent on savings accounts." . 

Clifford Hubbell unable to attend; will wire name of substitute when avw.lable, 
PIERRE JAY, Federal Resen,e Agent. 
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NEW YORK CLEARING HOUSE, 
New York, March 8, 1920. 

J?EAR SIR: We be~ to hand you J:1erewith copy of a qu!,stion relating to the payment 
of mt~rest on deposIts, and a rulmg thereon made thIS day by the clearing houBt' 
COmmlttee: 

. Qut;8tion.-~?uId it be l!-n evasion of the sfi.rit or letter of th!l clearing-house con
stitutIOn proVIsIon regulatmg the payment 0 mterest on deposIts (Art. XI) to offer 
or agree to pay depositors 3, per cent interest on all or any part of an open account, 
providing the depositor indicates, either orally or in writing, that a certain part of 
such deposit will not be needed for current account transactions; and would it be an 
evasion to agree to pay 3l per cent on the entire balance of an open account, providing 
some part of the account has been fixed for a stipulated time in excess of 30 davs? 

Rnling.-Offering or agreeing to pay 3; per cent interest on deposits under either 
of the suggested plans would be an evasion of the spirit and letter of the constitution. 

Article XI, section 1, permits the payment of 31 per cent interest only "on any 
time deposit, or certificate of deposit payable by its terms later than 30 days from the 
date thereof." 

Time deposits are deposits on which payment can not legally be required within 
30 days, and the fact that a deposit, or any part of it, is not disturbed for a given 
period does not constitute it a time deposit. The terms of a deposit at its date deter
mine whether it is a demand or time deposit, and any agreement or understanding 
to treat a. deposit alternatively for the purpose of payment of interest would be an 
evasion of the constitutional requirement. 

By order: 
JAMJ>S A. STILLMAN, 

Cha'innan Clearing House Committee. 

Gov. STRONG. Now, I realize that this is a very imperfect state
ment of money-market matters in New York as a preliminary to a 
description of the policies which were adopted by the reserve bank 
during all of this yeriod. After going over what I have stated, if 
the committee wil permit me I may want to fill 'in some matters 
that seem to be inadequately dealt with. ' 

At previous hearings of the commission the question has been 
asked as to what relation was borne between volume of credit (which 
in turn depends to some extent upon the rate policy of the reserve 
system) and prices. !thas been repeatedly stated, and I shall reitera te 
the statement, that prices are no concern of the Federal reserve 
system, directly. In other words, I do not think that the discount 
policies of the reserve bank should be determined by watching a 
chart or an index of the price level. Our business is credit, and if 
you will consider that the dealing with credit has a reaction upon 
prices, I will admit that it has. You can not very well effect a great 
contraction of credit without its having an effect upon prices. 

But the important thing to consider is this, and that is that the 
rate of the reserve bank and its relation to prices is a reflection of 
conditions rather than an effort to create conditions. The reserve 
bank rates, as will appear from my statements, which are expressions 
of opinion, should be considered rather a reflection of what is going 
on than as a cause of what is going on in the credit market. 

Now, I should like to take the liberty of reading and asking to be 
admitted in the record, a short extract from a report which was 
made bv a commission which was appointed by the British Parlia
ment, the report being commonly known as the "Cunliffe report," 
dated August 15, 1918, this committee having been appointed by 
the Parliament" to consider the various problems which will aris(' 
in connection with currency and the foreIgn exchanges during the 
period of reconstruction and report upon the steps required to bring 
about the restoration of normal conditions in due course, and to 
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consider the working of the bank act of 1844, and the constitution 
and functions of the Bank of England, with a view of recommend
ing. any a!,terations whi?h ~ay appear .to them to b~ necessary or 
deslrll;ble. I am re!ldmg It because It has a beapng upon this 
questIOn of the relatIOn oetween bank rate and prIces concerning 
which I feel very sure we do not know enough yet. 

The excerpt from that report is as follows (reading]: 

THE CURRENCY SYSTEM BEFORE THE WAR. 

Under the bank charter act of 1844, apart from the fiduciary iasue of the Bank of 
England and the notes of Scottish and Irish banks of issue (which were not actually 
legal tender), the currency in circulation and' in bank reserves consisted before the 
war entirely of gold and subsidiary coin or of notes representing SOld. Gold was 
freely coined by the mint without any charge. There were no restnctions upon the 
import of gold. Sovereigns were freely given by the bank in exchange for notes at 
par value, and there were no obstacles to the export of gold. Apart from the pre
sentation for minting of gold already in use in the arts (which under normal conditions 
did not take place), there was no means whereby the legal-tender currency could be 
increased except the importation of gold from abroad to form the basis of an increase 
in the note iasue of the Bank of E~land or to be presented to the mint for coinage, 
and no means ·whereby it could be duninished (apart from the normal demand for the 
arts, amounting to about £2,000,000 a year

l 
which was only partly taken out of the 

currency supply) except the export of bwlion or sovereigns. 
Since the paaaing of the act of 1844 there has been a great development of the check 

system. The essence of that system is that purchasing power is largely in the form 
of bank deposits operated upon by check, legal-tender money being required only for 
the purpose of tM reserves held by the banks against those deposits and for actual 
public circulation in connection Wlth the payment of wages and retail transactions. 
The provisions of the act of 1844 as applied to that system have operated both to correct 
unfavorable exchanges and to check undue expansions of credit. 
. When the exchanges were favorable, gold tlowed freely into this country and an 
lDcrease of legal-tender money accomprulled the development of t.rade. When the 
balance of trade was unfavorable and the exchanges were adverse, it became profit
able to export gold. The would-be exporter bought his gold from the Bank of England 
and paid for it by a check on his account. The bank obtained the gold from the issue 
department in exchange for notes taken out of its banking reserve, with the result 
that its liabilities to depositors and its banking reserve were .reduced by an equal 
amount. and the ratio of reserve' to liabilities consequently fell. If the process was 
repeated sufficiently often to reduce the ratio in a degree considered daD!l"erous, the 
bank raised its rate of discount. The-raising of the discount rate had the Immediate 
effect of retaining money here which would otherwise have been remitted abroad 
and of attracting remittaJIces from abroad to take advantage of. the higher r.ate,thus 
checking the outflow of gold and even reversing the stream. . _ 

If the adverse condition of the exchanges was due not merely to seasonal fluctua
tions but to circumstaJIces tending to create a permanently adverse trade balance. 
it is obvious that the procedure above described would not have been sufficient. It 
would have resulted in the creation of a volume of short-dated indebtedness to foreign 
countries which would have been in the end disastrous to our credit and the position 
of London as the financial center of the world. ·But the raising of the bank's discount 
rate and the steps taken to make it effective in the market necessarily led to a general 
rise of interest rates and a restriction of credit. New enterprises were therefore post
poned and the demand for constructional materials and other capital goods was 
lessened.. . 

At this point he is referring to the traditional policy of the Bank of 
England before the war. [Continuing reading:] 

The consequent slackenina of employment also diminished the demand for con
sumable goods, .whil~ holders" of stocks. of commodities carried largely .with borro~ed 
money, being confronted with an increase of interest charges, if not Wlth actual dlf~
culty in renewing loans, and with the prospert of falling prices, tended to preas theIr 
goods on a weak market. The result was a dec line in general prices in the home market 
which, by checking imports and stimulating exports, corrected the adverse trade bal
ance which was the primary caUbe of the difficulty. 

When apart from Ito foreign, drain of gold, credit at home threat.ened tQ bec(lme 
unduly expanded, the old currency system-
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That is, the ,system before the war- :. 
tended to restrain the expansion and to prevent the consequent rise in domestic prices 
which ultimately causes such a drain. The expansion of credit, by forcing up prices, 
involves an incre;l.Bed demand for legal tender currency both from the banks in order 
to maintain their normal proportion of cash to liabilities and from the general public 
for the payment of wages and for retail transactions. In this case also the demand for 
such currency fell upon the reserve of the Bank of England, and the bank was there
upon obliged to raise its rate of discount in order to prevent the fall in the proportion 
of that reserve to its liabilities. The same chain of consequences as we have just 
described followed and speculative trade activity was similarly restrained. There 
was therefore an automatic machinery by which the volume of purchasing power in 
this country was continuously adjusted to world prices of commodities in general. 
Domestic prices were automatically reg-ulated so as to prevent excessive imports; and 
the creation of banking credit was so controlled that banking could be safely per
mitted a freedom from State interference which would not have been possible under 
a less rigid currency system.' . 

Under these arrangements this country was provided with a complete and effective 
gold standard. The essence of such a standard is that notes must always stand at 
absolute parity with gold coins of equivalent face value. and that both notes and 
gold coins stand at absolute parity with gold bullion. When these conditions are 
fulfilled, the foreign exchange rates with all countries llossessing an effective gold 
standard are maintained at or within the gold specie pomts. 

The committee included, among others, Lord Cunliffe, governor 
of the Bank of England, chairman; Sir Charles Addis, Hongkong & 
Shanghai Banking Corporation; Sir .John Bradbury, secretary to the 
treasury; G. C. Cassels, Bank of Montreal; W. H. N. Goschen, 
chairman of the clearing bankers' committee; Lord Inchcape, of 
St,rathnaver; A. C. Pigou, professor of political economy, Cam
bridge Universit.y: and G. F. Stewart, ex-governor of the 'Bank of 
Ireland. 

I am submitting that to the commission as an opinion expressed 
by a COJ..llmittee of capable, experienced Bri tish bankers and economists, 
whose names are appended to that report, as to the relation between 
the bank rate and credit and prices; and it is necessary, I think, to 
admit for the purpose of y<?ur disc~ssion and your report., that one 
of the effects of an advance In the discount rate of the reserve banks 
is necessarily to restrain borrowing; and a restraint upon borrowing 
necessarily must have an effect in holding down a rising price market, 
and in time it may bring about a decline in prices. That is, viewing 
our rate wholly in a domestic sense, the rate policy of the reserve 
system, as with the Bank of England, will not be a complete thing 
until in later years we also have mtroduced the effect of movements 
of gold upon credit and prices in the n!l;tions, when in fact we begin 
to lose our reserve, because the internatIonal trade balance has gone 
against us and our reserve percentage as a result goes down. 

We would then possibly find it necessary to increase our rate of 
discount, and if t.he Federal reserve system operates as the English 
banking system operated before the war, the effect of the increase of 
our rate and the increased cost of the credit will be exactly as described 
in that report. It will bring about a reduction in prices which might 
have advanced too hiah, so as to stimulate too many imports and 
have started a drain of gold against the country. It will reduce the 
price level possibly to a J?oint where again we may export goods. 

There is, of course, thIS difference between the American Federal 
reserve system and the Bank of England, and ~merican .t~ade and 
British trade, namely, that such a large prOp?rtlOn of B,rItISh trtt~e 
is. international trade and such a large proportIon of ours IS domestIC. 
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They are converters of raw material into m8.Qufactured materials for 
export, and the effect of changes in bank rate there is somewhat dif
ferent from what it will be here. It has an immediate effect upon 
the flow of funds in 8.Qd out of London. We do not know yet what 
effect changes in our bank rate will have in this countrv in that 
respect. • 

For instance, when the Bank of England advances its discount 
rate, those who hold bills payable in London and who .find market 
rates advancing often find it more profitable to carry those bills to 
maturity rather than to discount them in the London market. That 
keeps a load of dL'lcounts off of the market. At the same time, 
when the Bank of England increases its rate of discount, as I have 
just described, it generally.results in an advance. in .the rates wr..i.ch 
banks pay upon bankers' balances, which has a tendency to attract 
balances to LOudon. And those are all developments consequent, 
to some extent, upon c.hanges in bank rates which efrect a reestab
lishment of equilibrium as described in the report I have just read. 

Representative SUMNERS. Would not the increase of the discount 
rate to approximately the legal interest rate in a country district 
also result in a calling of the loans ~ .. Wouldn't it amount to the 
calling of the loans outstanding in that district~ 

Gov. STRONG. I think it would only do so if the e£fect.of the increase 
in the reserve bank rate was to put it above the rate at. which 
people generally were borrowing money from the. banks. Take the 
average country bank throughout the interior of the United States. 
Many of them have continuously throughout this period, I have no 
doubt-I have not ~een the absolute ;fi~ures-'-but I. have no dou~t 
that they have contmuously been realizmg upon theIr loans to theIr 
customers considerably higher rates than those charged them by the 
reserve banks; that is, char~ed the member bank by the reserve 
bank. And the pressure to liquidate those'loans would not be very 
severe if there was still a margin of profit on discounting at the 
reserve bank. 

The Cru.mMAN. Well, that I think is true up to May, 1920. I am 
not so sure as to subsequent to that time. 

Gov. STRONG. Well, Mr. Chairman; I hesitate to sI>eak for any 
section of the country outside of New York, and I should not do so. 
Possibly I am guilty of surmise. But I have seen sheets of the dis
counts made by member banks with other reserve banks in one or 
two cases, where this pressure could not be very strong. On sheet 
after sheet, I don't thillk I saw any rates charged by member banks 
of less than 8 per cent. 

Where pressure to liquidate has been exerted by the rate more 
than in any other sectlOn of. the country is in New York, and even 
in New York that pressure has not arisen ·until comparatively 
recently. I mean it lias not been a very insistent pressure, b'ecause 
right down to $.e present time the commercial paper rate has been 
continuously, and is now, above our rate. The rates which have been 
below our rate have been the rates for bankers' acceptances and 
Treasury certificates of indebtedness. . . 

During all of this period, Mr. Chairman, since the declaratlOn of 
war, as I have said, tlie problem of this New York call mpney market 
has been constantly before us in New York, and I think I should 

585~21-PT 13--40 
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now describe in detail the measures that were taken to deal with it. 
And I am approaching the point where I want to submit to the com
mission some of the facts in regard to the policies which we adopted, 
taken from the records of the bank. 

The CHAIRMAN. Gov. Strong, I do not want to s~gest that we 
take an adjournment at this time, but it is now 5 0 clock. I am 
willing to quit whenever you are. 

Gov. STRONG. I am ready to do so now. However, I am in your 
hands for as long a!jYou are prepared to' listen to me. 

The CHAmMAN. We will take a recess now until 10 o'clock to-mor-
row morning. - . 

(Thereupon, at 5 o'clock p. m., Monday, August 8,1921, an adjourn
ment was taken until 10 o'clock a. m. of the following day, Tuesday, 
August 9, 1921.) 
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TUESDAY, AUGUST 9, 1921. 

CoNGRESS OF THE UNITED STATES, 
JOINT COMMISSION OF AGRICULTURAL INQUIRY, 

. Washington, D. C. 
The ~oint commission met,- pursuant to adjournment on yesterday, 

at 100 clock a. m., in room No. 70, Capitol Building, Representative 
Sydney Anderson (chairman) presiding. . 

The CHAIRMAN. The commisslOn will come to order. Gov. Strong, 
you may proceed with your statement. 

STATEMENT OF HON. BENJAMIN STRONG, GOVERNOR OF THE 
FEDERAL RESERVE BANK OF NEW YORK-Resumed. 

Gov. STRONG. Mr. Chairman, in the course of yesterday's discus
sion of the various elements of expansion in the banking system, and 
since the adoption of the Federal reserve act!, Congressman Mills 
asked a questlOn which I do not think was fUllY answered by my 
reply, and if you will permit me I would like to make the answer a 
little more complete now. . 

You will recall that I introduced some figures indicating that the 
power of expansion of $100,000 imported gold deposited in bank 
reserves worked out according to a classification to certain figures. 
I want now to distinguish between the expansion which results first 
from the multiplication of deposits and second through conversion 
of deposits into note issues of the Federal reserve bank. When the 
Federal reserve bank grants credit to a member bank, that credit 
becomes a reserve balance for the member bank, and will support an 
expansion of loans and deposits by the member banks as a whole in 
certain proportions, which can not be absolutely figured, but can be 
roughly figured. 

Ignoring the element of notes which We find by experience bear 
the relation of about 3 to 2 to reserve deposits, and based upon the 
reserve percentages in central reserve cities, the expansion of the 
deposit account alone would work out roughly, say 20 to 1, and the 
average, roughly, of expansion possible with all ciasses of member 
banks, central reserve cities, reserve cities, and country banks, is 
roughly, say, 28 to 1. But that percentage does not develop, because 
a part of that credit is converted by natural operation into a note 
currency instead of a deposit balance or deposit currency and, of 
course, the note currency does not provide the same basis as do reserve 
deposits for expansion by member banks, because notes do not serve 
as reserves in the vaults of member banks. The power of expansion 
re~ulting from the note issues of the Federal reserve banks, it IS .clear, 
anses when such notes are counted as actual reserve money WhICh IS 

only when they are held in· the reserves of the nonmember State 
banks. 

627 
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The CH,uRl\lAN. Is that expansion you are referring to now an 
actual expansion, or theoretical, based on experience 1 

Gov. STRONG. It is an actual expansion, Mr Chairman, but the 
figures I am introducing are theoretical; they are what are found to 
be permitted with the percentages worked out to the limits allowed 
by the usual reserves. . 

ReI>resentative TEN EYCK. Can you take these figures and work 
out a longer time expansion 1 

Gov. STRONG. I can do it. 
Representative TEN EYCK. In a general way 1 . 
Gov. STRONG. I would like to introduce a table which I shall have 

prepared. It is not a difficult one, and when it is prepared I would 
like to introduce it. 

Representative TEN EYCK. And it should be introduced followinO' 
this point of your explanation.' 0 

Gov. STRONG. Yes, sir. 
Representative TEN EYCK. It should be introduced at this point, 

so that it will follow immediately your' explanation. . 
The following table shows the expansion under the national bankina system which 

theoretically could follow the deposit of $400.000 of gold in a national bank situated 
in a central reserve city, where the required reserve was 25 per cent. ThAt bank 
could lend $300,000, which, upon being withdrawn and deposited in a second national 
bank. would permit the lending of $225.000. That $225,000, upon heing withdrawn 
and deposited in a third national bank, would permit the lending of $168,750, and BO 

on. The Bum of all the deposits created would equal the sum of the loans and reserves, 
and would be four times the $400,000 of gold originally deposited .. 

TABLE A. 

Deposited. Held as 
reserve. Loaned. 

Firl!t NationaIBank .................................... 1-'$400--,000-. 00-; $100,000.00 $300,000.00 

~~~d'k~~i~~~rk~~~·~·.::::::::::::::::::::::::::::::: ~:~:gg i U;~.gg ~:m.gg 
Fourth National Bank................................. 168,750 00 I 42.187.50 126,562.50 
FifthNationaIBank ................................... I-_126...:,...:56_2._50_. __ 3_1...:,640_.63_·_1 ___ 9~4,_92_1._87 

U1tlmatetheoreticaiexpansion......................... 1,600,000.00; 400,000.00 1,200,000.00 , 

Gov. STRONG. Yes. In discussing the New York Stock Exchange 
call-money market, the volume of loans, and so on, I think it is 
impOl·tant to submit for the record, if the commission feels it is justi
fied in printing it, a communication by the Federal Reserve Board, 
which was sent to Congress in response to a Senate resolution passed 
on March 8, 1920, the communication being dated March 27, 1920. 
It contains rather an important description and report upon the call 
money market by the Federal Reserve Board. 

Senator HARRISON. Is that a Senate document 1 
Gov. STRONG. Yes, sir. 
Senator HARRISON. I do not think, then, it is necessary to intro

duce it into the record. 
The CHAIR)IAN. No; it is available to all the members of the 

commission. 
Gov. STRONG. I simply call the attention of the commission to it. 
The CHAIRMAN. The members of the commission may consult it 

if they desire. 



AGRICULTURAL INQUmy. 629 

Senator HARRISON. It is Senate Document No. 262, Sixty-sixth 
Congress, second session, the subject being "Rates of interest on 
collateral call loans. " . 

Gov. STRONG. I will leave it, merely calling your attention to it. 
And, further, in that connection I would liKe to submit for the 

commission's consideration a chart, of which I. have spare copies for 
the members to examine, and which was prepared for the purpose 
of showin~ the relation between the increase and decrease in the 
volume of loans on the New York Stock Exchange, and the increase 
and decrease in the volume of loans generally in the banking system. 
Some 800 typical banks now report once a week to the Federal 
reserve banks, and those reports . are transmitted to the Federal 
Reserve Board for .the purpose of making an estimate of what is 
occurring in credit matters in the United States~ (:!i'or chart referred 
to see p. 626.) 
~ov. STRONG. This chart. contain.s two. curves-'-theupper one, 

built up from those reports to which I have referred, shows the 
amount in volume of the loans and investments of all of those report
ing banks; the lower curve, which has been: magnified ten times in 
order to bring it into closer perspective on the chart,··without, how
ever, altering the proportions,of the· lines, shows the fluctuating vol
ume of loans made on the N ew York Stock Exchange 'by the 52 banks 
in New York City which make such'reJ>orts daily to us. And I wish 
to call the commission's attention to the important fact, disclosed by 
the chart, that the peak, in volume, of loans ontlie New York Stock 
Exchange was in the first part of November,1919. 

From that point it is almost a precipitate decline down to. the 
pre~ent time, wh:ere~ the volume of I!'llioans by all rellorting ba~ 
durmg that penod mcreased and did· not reach then'· peak untIl 
October or November of 1920, nearly a year later. If any inferences 
are justified from this chart, they would be, I·think, two; one that, 
as is commonly regarded to be the case, financial marketS' anticipate 
movements more· promptly than other markets ; . and, second, that 
the liquidation in the New York stock market started a year earlier 
than the liquidation throughout the ()ountry; and the effect of it was 
actually to release credit for purposes such as agricultural and 
industrial and commercial ).lses. . .. 

The CHAIRMAN. It is not generally true that liquidation took place 
in the industrial sections very consIderably earlier then it did in the 
country sections ~ . .. .. .. . 

Gov. STRONG. Mr. Chairman, I think. that will be completely 
demonstrated when the various studies that are being made are 
available to the commission. (See pp. 650-663.) The chart which 
was on the wall yesterday, showing the relations between reserve 
changes in the 12 reserve districts, to my mind, clearly discloses that 
fact. (See p. 593.). . 

The CHAIRMAN. Had they taken place at the same time, the ex
pansion and the reduction of the reserves would have been very much 
greater at some points than it was l . 

Gov. STRONG. If that whole process of expansion and contraction 
had been coincid.ent throughout the country, the extremes of the 
curves would have been very much wider. I have no doubt ab?ut 
that. I believe it would be possible to construct ~. cp.art showmg 
what would have happened had those movements comClded. 
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Representative SUMNERS. DlJring this period of liquidation in the 
stock market, what became of the stocks that were sold which evi-
dently had been carried as collateral 1 ..' 

Gov. STRONG. That question reaches right at the point of liquidation 
in the stock market. Stocks in a liquidating market pass from what 
I\re described as weak hands to strong hands; stocks pass from the 
hands of those who buy them and carry them with borrowed money 
to those who buy them and pay for them. And I had just suO'gested 
for the record that that matter was not very clearly orought'" out in 
yesterday's discussion. When the speculator buys a block of stock 
for which he pays $120,000 and borrows $100,000 to do so, he creates 
an asset and a liability upon the books of the bank that loans him 
the money. When li:quidation takes plac~s and that speculative 
owner of stock finds It necessary to sell his stock, then some one 
comes along with a bank balance and pays him for it, the effect of 
which is to eliminate from the assets of the banks a loan of $100,000, 
and a deposit of $100,000, and that is the process of liquidation. 

Representative SUMNERS. Are there any records that would tend 
to disclose the relative proportion of stock exchange transactions 
which are. of a speculative nature and those which represent J>ur
chases and sales, as. amop.gpeople one .of whom has some stock that 
he wants to dispose of and one of whom wants to buy 1 

Gov. STRONG. There are records which would indicate what the 
tendency is but which would not give absolute figures. The best 
evidence, Congressman, of such a movement, I beheve, is found in 
the stock books of corporations whose stocks are dealt in on the 
exchange, where, in a :{>eriod of liquidation, ",:"hat is kn~wn as the 
odd-lot buyer appears m the market; then; With stock lIke that of 
the Steel Corporation and General Motors and others, you will find 
the number of stockholders increases tremendously in a declining 
market. Figures have recently been published in New York market 
reviews showing the changes in the number of stockholders in those 
two companies. And what happens is that the public, in a declining 
market, see that stocks are sellIng at a bargain and come in with the 
cash, buy the stock, and take it out of the stock loan account. 

Now, in yesterday's discussion the· inference might have been 
drawn from what I stated that when liquidation is forced on the 
stock exchange by very high rates of interest-by what may be 
described as panicky rates-the very existence of those rates would 
tend to draw money from other sources for the relief of the market, 
and that the high rate is the cause. Now, I do not think that is so. 
There will be cases, perhaps, where it will be so-where banks have 
money to spare and want to take advantage of these high rates. But 
to state what takes ~lace in general terms and, I belIeve, with fair 
accuracy, the real rebef which is afforded to the stock market in such 
a condition, where relief is almost unobtainable and borrowers must 
have money, comes from the sale of the collateral. That is what makes 
such a money market dangerous. And these forced sales distribute 
the stocks from the hands of the borrowers to the hands of new 
owners, who pay in full for them. ' 

According to my observation-and I have seen it happen in New 
York more than once-when a bad break arises in the New York 
stock market, due to bad, panicky conditions, Wall Street i~ filled 
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with bargain hunters who come there to buy cheap stock and that 
is the real effect on the stock market caused by parucky m~ney rates. 

Representative SUMNEltS. Are those purchasers, as a rule, people 
who have some capital that they want to invest in an interest-bearmg 
security, or speculators on & small scale who happen to have a little 
money and believe they can buy on the present market and then on 
an up turn cash out and make a little money! 

Gov. STRONG. They are undoubtedly of both characters, but the 
characteristic of such a situation is that it attracts a large number of 
people to buy these stocks. And I may say in passing that nothing 
different takes place in stocks than takes place in commodities, and 
when one consIders what policy should be adopted by the Federal 
reserve bank in fixing rates we have got to bear in mind that such a 
rate policy as furnishes an inducement to the speculator to buy in a 
market where goods are being sold under distress conditions does 
not afford real relief to the man that needs it, in my opinion. 

The ClLUltMAN. Concretely, then, if you were to adopt at this time 
a low-rate policy in respect to Government bonds-suppose, for 
instance, that the Federal Reserve Board should establish a-rate of 
3! per cent for rediscounts on Government paper, what would be 
the -effect' of the adoption of such a policy during the period -of 
liquidation' -

Gov. STRoXG .. I hesitate to prophesy absolutely what would he the 
effect. I can pomt out one of the dangers; however, of such a policy. 
Take the Cilse of the crops that are now being produced-at a cost very 
much below what last year's crop cost. The sentiment of the coun .. 
try, whether justified or not-and personally I do not think it· is 
justified-has undoubtedly led many people, especially the farmers, 
to believe that there will not be enough credit to take care -of an 
orderly marketing of their crops, so that they can pay their loans at 
the banks. Now, let us say that the sentiment prevails to such an 
extent that immediately the crop is made and immediately it is 
hal'vested it goes to the central markets; in the case of wheat it goes 
to the elevators in the central markets, and in the case of cotton it goes 
directly t.o the ports and concentration points. Suppose we made a 
rate of discount which enables the speculative buyer on the market to 
c.ome into the market and buv those st-ock.'J of farm produce, I think 
you are giving the speculator the means at a very low cost to enable 
him t.o accumUlate those stocks of farm produce. I think that is the 
danger. I do not want to prophesy that it will hap}>en, and I do 
not prophesy that it will happen, because, personally, I believe there 
is going to be ample credit to take care of this next crop. 

Developing that point a little further, take last year's crop of 
cotton compared to this vear's, and assume that cotton last year was 
financed upon the ba .. ~is-of a cost reflected in the price of 40 cents per 
pound; and cotton this year has got to be financed at a cost reflected 
m a price of 12 cents per pound. Last vear's cotton crop, roughly 
figm-ed, required a credit tlu."ee or four tlmes ItS large as thi;; year;s 
crop. Last year'!J crop was Qtl a $2,000,000,000 basis, and thIS year s 
crop i'J on Ii $500,000.000' bltSis. _ 

. Representative TEN EYCK. That is always the case in times of 
hIgh priceR ~ 

Gov. STRONG. That iR always the case in times of hiah prices. The 
difficulty last year WItS the cost at which the crop had been produced, 
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and the difficulty of making loans large enough to carry t"t\e producers 
after the decline took place. . 

Senator LEN~OOT.: Governor, do I unders~and that th~ same per
centage of credIt will be extended at the hIgh peak as IS extended 
n~l ' 

Gov. STRONG. No, sir; I can not answer that. '-
Senator LENROOT. If it was not; it would not be four times the 

amount it was last vear. ' 
Gov. STRONG. It :would not be four times as much; but I used 

those figures simply to illustrate the relationship between the two
between Ii low-priced crop and ahigh-priced crop. 

Senator LENROOT,. There woUld not be that same relationship, 
however.' , 

Oov. STR(>NG. No, sir; lastye.ar's crop was 13;500,000 bales, ap
proximately, and; t~is yea.r's crop is estimated at approximately eight 
and a ,quarter million bales. ,'.. ' 

'Senator LE~"ROOT. I would like to ask a question about this chart. 
This [indicating]representsstreet loans of eight or ten billion dollars; 
this 'is magnified ten 'times ¥ (Seepage 626.) 

Gov. STRONG. Yes; the volume' is, but the relative 'amount of 
increase is not, magnified.' ~ It merely raises that line on the chart. 

Senator LENROOT. The actual figures show $16,000,000,000; that 
would be an increase' of $8,000,000,000. But this is magnified ten 
times; so thea'ctual increllse is about $800,000,000. . -

·Gov. STRONG. Yes; I could give you the exact figures reported 
to us daily, Senator.' -

Senator LENROOT .• Justto take" your chart so that anyone that 
reads the record may understand it-as a matter of fact, t.he actual 
increa.<;e, as shown by t.he increases from January to' November on 
street loans is $800,000,000, approximately ~ . 

Gov. STRONG. It is approximately that; yes, ~ir. 
Senator LENROOT. Is that an unusual expanSIOn 1 
Gov. STRONG. It is impossible to answer that; because we have not 

had the data upon which to make a comparison. . The only data. 
which we have showing the fluctuation of loans on the New York 
Stock Exchangeare'those which we began to get in November, 1918, 
when these reforts were first sent to us, and we have no data showing 
the volume () the loans, for example, as in ~uch a period of expansion 
previous to this as the one which culminated in 1907, when a similar 
occurrence took place. We have no data for comparison. " 

Senator LE!'iROOT. In your judgment, did that expansion from 
January to November in itself have any effect or was it one of the 
causes of the break which afterwards followed ~ . 

Gov; STRONG. I think it was one of the causes of the' break, in the 
sense, Senator, that that market, with aU other markets, commodities, 
and everything el'3e, got top-heavv. It had got too high in the burst 
~~~d~ulu tion that raged not only" o,er this coun try b~l ~ .over the ~ho~e 

Senator LENRoor. Then if this expansion had not. occurred,. :the 
brenk would probably not have been as great:'if-this particular ex
pansion had not oecurred. ,the break would not have been as great 1 

Gov. STRONO. On this market ~ 
Senator LENROOT. Generally. 
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Gov. STRONO. Yes; that applies to all markets. 
Senator LE:SROOT. But t.he expansion, I ta1:eit, from this chart 

was greater than the ordinary expansion during thtLt same period' 
relativel\" sPeRking ~ , 

Gov. STRONG. Yes; the rise in the values was greater than--
Senator LENROOT (interposing). No; the rise i~ volume of street 

loans was very much grellter than the rise in credit generally, as shown 
by the chart ~ 

Gov. STRml:O. Yes' it is so shown by the chart; yes, sir. J would 
like to pursue that a little further; to he very certain that that is the 
fact. 

Senator LENROOT. Yes. 
Gov. STRONG. Of course, these reports, Senator, are made from 

figures submitted by only 800 banks, and that would exclude .the 
percentage or volume of expansion which took place in the agri
cultural sections, which we regard as very much greater th~ in the 
commercial sections. 

Senator LENROOT. This particular expansion seems to be very 
much greater than the general expansion of credit during that period. 
Could that have been controlled so as to have prevented it, in.part, 
at least W 

Gov. STRONG. I hope to make a full report on the measures . that 
were taken, Senator, on that matter, 

Senator LENROOT. I will not press it now, then. 
Representative TEN EYCK, The fact that the street loans started 

to drop in October-I think the peak was in October--
Gov. STRONG (interposing). It was,in fact, November 3. 
Representative TEN EYCK. Is that the reason why 10l!.Q§ and in:.. 

vestments started to increase at that time, due to the speculator and 
the weak investor starting to sell his stock, or transferring them from 

·a· broker's loan to a banker's loan, which then would become an 
investment by buying their stock out and out, but still owing the 
bank for part of it; is that one of the reasons why that line for loans 
and investments started to rise or increase ~ 

Gov. STRONG. Loans and investments ~ 
Representative TEN EYCK. Yes; loans and.investments. 
Gov. STRONG. I should say that the cause of the earlier decline in 

the stock market, and consequently the earlier decline in the volume 
of loans, which are interrelated, of course, arose in very large part 
from the nervousness of Dolders of. speculative stocks at the peak of 
the rise in the stock market, and consequantly in the rise of. the loan 
acco~t, . because they were afra~d there was not going to be eno~gh 
credit· to suppwt the speculatIOn. And when I come to descnbe 
what happened in that period; I think you will, appreciate they had 
reason to feel uneasy. . 

Representative TEN EYCK. I think I know the reason, and think 
I appreciate the situation at that time. But at this particular time, 
the loan account, through investments, increased, while the loan 
account on the street decreased. I wondered whether there was any 
relation between them, on account·of transfers from one condition to 
the other. You know, often a man buys stock on the. market. and 
leaves it with his broker, and then comes a time when he says, "I 
guess I had better get this outo!. the broker's hands and buy It out-
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right." At the same time he does not put up much more money, but 
borrows money at the bank, and puts the stock uJ>, at the bank, as 
collateral, and the bank holds it, instead of the broker;' is that not a 
fact ~ , 

Gov. STRONG. Yes, sir. 
Representative TEN EYCK. I wondered whether that had any rela

tion to this situation ~ 
Gov. STRONG. Of course, banks do not buy stocks, as a rule. 
Representative TEN EYCK. I am not talking about banks; I-am 

talking of the individual investor who buys his stock through a 
broker, and the broker may have carried him five months or two 
months or one month, but there comes a time when he says to 
himself, "I think I had better take this stock out of the market 
and buy it out and out, " but in doing so he goes to his bank, where 
he has credit,. and borrows enough money to take that stock up, 
and puts the stock up as collateral in that bank. Now, when he 
does that, that loan comes in the line of loans and investments, 
does it not ~ 

Gov. STRONG. Yes, sir. 
, Representative TEN EYCK. Is that not one of the reasons why 
tha~ line ran up and increased while the other one was going down, 
or is that so small that it made no difference 1 

Gov. STRONG. I would have to surmise in order to answer your 
question, until we have had time to analyze the account which is shown 
on the chart as "loans and investments of all reporting banks." 
But, surmising only, I think what happened was'that the demand 
for agricultural and industrial accommodations increased throughout 
that period so rapidly that, as shown on the charts, our reserve 
percentage constantly decreased, and it was the outside pressure 
for accommodation to take care of this volume of commodities, 
with the increased pressure that was put on the money market,' 
that was one of the causes of the liquidation. The rise in the money 
market simply indicates one of tlie elements causing liquidation in 
the stock market. . 

Representative TEN EYCK. I appreciate that; but doesn't this 
have something to do with it ~ 

Gov. STRONG. I think it may, Congressman, but I could not say 
without analyzing the figures, and I do not like to surmise where 
we are in a position to get the actual figures. 

There is still another chart relating to this matter, which bears 
three curves. (See opposite page.) One shows the total loans and 
investments of the New York City reporting banks-the 10 banks 
to which I have referred; the second is a similar curve showing the 
loans and investments of all banks outside of New York City reJ>ort
ing to us; the third curve shows the loans and investments of all 
reporting banks, including the New York Citybanks. I also offer 
a chart comparing the decline in deposits of New York City banks 
with the decline in deposits in the 800 banks of the whole country. 
(See p. 636.), . 

I do not think there is any necessity for commenting upon those 
charts, unless something is suggested by them to the members of 
the commission. 
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Gov. STRONG. In connection with that first chart, which includes 
all loans, including stock exchange loans, the point that you raised, 
Congressman Ten Eyck, should have been made clear. It was stupid 
of me not to do it. In the first chart which I submitted, the curve 
which shows the loans and investments of all reporting banks, the 
upper curve, includes the street loans of the New York City daily 
reporting banks. 

Representative TEN EYCK. I see. 
Gov. STRONG. And the significance of that is that notwithstanding 

the decline in the volume of the street loans the other curve continued 
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to go Up, showin~}hat the release of credit effected by the reduction 
of credIt on the .N ew York Stock Exchange was taken up by other 
classes of loans in the banks of the country. 

Representative SUMNERS. You $tated a moment ago that the effect 
of a high interest rate in the money market was to cause a speculator 
to turn his investment loose, and that the stock turned loo~e by the 
speculator under a high interest rate was absorbed by the mvestors 
throughout the country. Is there anythin~ to show how much 
money during that sort of a situation comes III from the country at 
large in order to absorb these shares of stock pressed upon the market 
by the high interest rate ~ 
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Gov. STRON~. I know of no means of getting at the absolute data, 
Congressman, but certain information can be obtained which would 
throw some partial light upon that question. The effect upon the 
loan account .in a declining market arises from two causes. As 
stock values decline, those who have bought them on margin must 
put up more margin and draw upon their bank accounts, which has 
a tendency to reduce the loan account. And then the class of 
investor I sJ>eak of comes in and ,buys stocks outright, and that also 
reduces the loan account. The two together would result in gradu
ally paying for stocks which had formerly been carried on loans. 
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Representative SUMNERS. There is an opinion very widespread 
throuCThout the country that the custom of dealing ih these stocks by 
specufative investors, resulting in such fiuctuationsof interest ra.tes 
and purchases and sales has a general disorganizing and demoralizmg 
effect upon the volume of available money scatterell throughou~ ~he 
country; have you any data with reference to that, or any opmlOn 
with reference to it ~ 

Gov. STRONG. I think possibly the Senate document to which I 
have alluded will give some information. 

Representative SUMNERS. Very well. 
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Gov. STRONG. Now, in regard to the general organization of the 
New. York .stock exchange money market. We have had many dis
CUSSIOns WIth the .offi?ers of the New York stock exchange, looking 
to a better orgaruzatlOn of that matter. The stock exchange is a 
necessary part of the financial organization of the country, and it 
seems to me the correct attitude to assume toward it is to reduce it 
to such a condition of management by the authorities of the exchange, 
if you please, that extreme developments in money rates, and so on, 
will not be a disturbing element. As you know, in the London market 
they have what is known as term settlements, fortnightly settlements, 
and they do not make loans, as we do, from day to day, in New York. 

The Stock Exchange, as I have disclosed in the data I have sub
mitted, is making a study of these matters, on which they have 
made considerable progress, in order to economize in the amount of 
credit required to conduct the N~w York Stock Exchange business. 
The first step taken, some years ago, was to establish the N ew York 
Stock Exchange clearing house. The result is that only the net 
amount of a given stock bought and sold on a given day is actually 
paid for. Tliat has the effect of very much reducing the amount· of 
credit to be employed in conducting the day's transactions. Then, 
recently, there has been perfected a plan by which stock exchange 
loans are cleared. I am unable to give you a clear idea of it, how"' 
ever, without more study, but it is also spoken of in these documents. 
Its effect will be to reduce the volume of credit required. 

And the third step, which may be developed by the exchange 
authorities, may be to inaugurate some form of term settlement. 
Now, that is a difficult thing to bring about in the New York Exchange. 
It is different from the situation ill the London market, because in 
New York we have only one class of broker. In London they have 
two classes, the jobber and the broker. The broker enters into 
negotiations with the jobber, and gives his obligation to the jobber, 
and therefore there is an obligatIOn behind an obligation. Now, 
it may be that in the evolution of the New York Stock Exchange 
something of that kind may be worked out. And I am assured by 
the authorities of the exchange that they are working diligently, so 
as to perfect arrangements to avoid these fluctuations in rates for 
call money. 

I have personally felt, however, that the Federal reserve bank of 
New York and its rate are pretty well emancipated from the workings 
of the N ew York Stock Exchange, because of the feeling among 
lenders that they prefer those kinds of securities, which are avail
able for discount at the Federal reserve bank, in case of need. 

In order to throw further light upon the question of the amount of 
funds which flow into New York and out of New York from other 
Federal reserve banks, which I understand is a matter of consider
able interest to the commission, on July 29 a questionnaire was 
sent--

Senator HARRISON (interposing). This year ~ 
Gov. STRONG. July 29 of this year, a questionnaire was~repllred 

and sent to the 52 leading banks and trust companies of New York 
City with which the Federal reserve bank of New York has had con
tinuous relationship during the period of strain in t~e m~~ey J?arket. 
You will remember I referred to the" money cOmIDlttee WhICh was 
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formed, and many of these banks are still cooperating with us in 
carrying out the policies originally undertaken by that committee. 

The basis of such a table as I am now :presenting must be fair, in 
order that the data obtained may be faIr. And I think I should 
read to the commission the letter which was sent out with the ques
tionnaire, in order' to indicate just what kind' of replies might be 
expected to this inquiry. [Reading;] 

JULY 29, 1921-
My DEAR MR. --; It is desirable to assemble certain data as O'f NO'vemher 15,. 

1920, shO'wing accO'mmO'datiO'n then given by banks in New York City to bankll, 
firms, corpO'ratiO'ns, etc., lO'cated entirely O'r principally in O'ther Federal reserve dis· 
tricts and the 'amO'unt O'f the deposits carried by them in New YO'rk City banks O'n 
that date. The names O'f indhidual banks repO'rting figures to' us wi!! be held in 
strict cO'nfidence and O'nly total figures will be used. These tO'tal figun's will be trans
mitted to GO'v. StrO'ng, whO' is nO'w in WashinlJton. 

It is realized that the gathering O'f this matenal ;vill impose much wO'rk O'n the hankR, 
but I trust that yO'U will see fit to' use the best endeavO'rs O'f yO'ur institutiO'n in its 
preparatiO'n. A blank fO'rm·i& attached which gives the details O'f the informatiO'n 
desIred. It is understoO'd that there will be many cases where it will be difficult to 
determine fairly whether O'r not depO'sitO'rs O'r bO'rrowers may be considered principally 
to be within O'r O'utside this Federal resene district. In'such cases it is expected that 
each bank will use its O'wn judgment, but the general prim:iple to be O'bsened is that 
the O'bject O'f this inquiry is to' make a fair disclosure O'f the amO'unt O'f O'ut-O'f-district 
balances carried in New YO'rk and the amO'unt of mO'ney IO'aned to O'ut-O'f-district. 
borrO'wers. 

We request. a resPO'nse· .. by.noO'n.O'n Tuesday,. August 2, and thank you for your 
cO'O'peratiO'n in this matter. 

Y O'urs, very truly, 
J. IT. CASE, Deputy Governor. 

Senator HARRISON. WhY' was November 15 selected 1 . 
Gov. STRONG. It was selected because it coincides with the call 

made by the Comptroller of the Currency for the condition of the 
banks on that date; and reference was made by him in some of his 
correspondence to some figures made as of that date, which I think 
were brought out in a rather illuminating fashion by Congressman 
Mills when he cross-examined the comptroller. The result of this 
questionnaire is rather important, Mr. Chairman, and I leave it for 
insertion in the record, if the commission desires to have it printed. 

The CHAIRMAN. Without objection, it may be inserted in the 
record. 

(The tables referred to are as follows;) 

Loans to' correspondents located ontside second dU!trict and loans and int'estmenl:r of da"!f 
reporting bank8, as of Nov. 15, 1920. . 

LO'ans to' banks. . . . . . .. . . . .... . . .. ..... .. ..... .... . .. .. .. .. . .. . .. . $249, '(6il, 91l:; 
LO'ans to' railrO'ads and public-service cO'rpO'ratiO'ns................... 44,041,7111 

(a) AgriculturallO'ans. ...... .. .... ............... $91,427,466 
(b) IndustriallO'ans. ............................. 796,872,155 
(c) All O'ther lO'ans. . .•. ... .... .. ............. ..... 193,469, 44R 

TO'tal O'f (a), (b), and (c) . .. '" .............................. 1,081,169,069 I 

TO'tallO'ans O'utside secO'ud district. " ..... : ..................... 1,375,276,750 

TO'tallO'ans and iuvestments ................................. 5,444,680,000 



AGRICULTURAL INQUIRY. 639 

IJepoaits of corresprmdmts /.ocated o"tBide of se~ond district and tolal borrowings from 
Federal reserl'e bank, as of Not'. 1,'5, 1920. 

Deposita of banke •••.. -_ .... _ .. _. _. - _. - - - - ...... ______ .. _. ____ .. _ $564 173, 9:~6 
Deposi ta of railroads and public-servic-e corporations. __ . ____ .. ___ . _ . 76: 837, 303 

(a) Agricultural deposita. _ .. __ . _________ .... ___ . __ $24,677,482 
(b) Industrial deposita. _ .. _. _ ...... _____ .. ___ . ____ 501,852,738 
(c) An other deposits .• _ ............... __ .. ____ .. __ 110;910,239 

Total of (a), (b), and (c) __ . _____ .. __ ........ ______ .... _ _ _ _ _ _ 637,440,459 

Total deposita outside se<"ond district. ~ ___ . _ .... ___ . ___ . _ . _ _ _ _ 1,278,451,698 

Total borrowings from Federal reserve bank .. _____ . _ _ _ _ _ _ _ _ _ _ 880, 640.000 

Gov. STRONG. As I say, Mr. Chairman, the result of this ques
tionnaire discloses that out-of-town bank deposits carried by the 
ba.nks responding to the questionnaire amounted to a total of 
$564,000,000; the deposits of railroads and public-service corpora
tions amounted to $77,000,000. I am reading the nearest amount, 
in round figures, in millions of dollars. Agricultural deposits 
amounted t9$24,000,000. Industrial deppsits amounted to $50~,-
000,000. All other deposits amounted to '$111,000,000. The total 
amount of agricultural, industrial, and all other deposits amounted 
to $637,000,000. And the total amount of all deposits, including 
the banks and public service corporations and railroads a.mounted to 
$1,278,000,000.' At the date of this report these reporting~banks 
were borrowing from the Federal reserve bank of New York 
$881,000,000. 

Senator HARRISON. The banks in ·N ew York were borrowing 
eight hundred and some odd millions ~ 

Gov. STRONG. Yes; the banks in New York were borrowing this. 
Senator HARRISON. And as I caught the figures, the banks outside 

of New York had on deposit some $560,00Q,000. 
Gov. STRONG. $564 000,000. 
Now, the loans of like class among all New York City banks at that 

time were as follows: Loans to banks outside of New York City, 
$249,000,000; loans to railroads and public service corporations, 
$44,000,000; agricultural loans, $91,000,000; industrial loans, 
$797,000,000; all other loans, $194,000,000. The total of agricul
tural, industrial, and all other loans, $1,082,000,000. The total of all 
loans outside of the district, $1,375,000,000. And the total of all 
loans and investments,. including those within the district, was 
$5,445,000,000. 

The contrast brought out by these figures, which, I think, are as 
acacurate as can be prepared, if the banks followed, as I believe they 
did, ,instructions to present a fair showing on this question, is that 
the total of all deposits made in New York banks by institutions, 
business corporations and banks outside of the district is $1,278,-
000,000; and the total of loans made by all banks in New York to 
borrowers outside of the district is $-1,375,000,000. 

Senator HARRISON. If I caught the figures right, the banks outsjde 
of New York had deposited in the banKS in New York $564,000,000, 
and the banks in New York'had rediscounted and loaned to banks 
outside of N ew York $240,000,000 ~ 

Gov. STRONG. Yes; the actual figures are $249,465,965. '. 
I should call the commission's attention to another thing lD con

nection with these figures, however. Notwithstanding that the 
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Federal reserve banks perform a great variety of services for their 
members, aside from loaning them money when they need it, the 
Federal reserve banks are nevertheless not in a position to perform 
many other services which their members require, and large balances 
are consequently carried with correspondent banks in the central 
reserve cities and the reserve cities as compensation for services 
rendered-services which we are unable to render under the law. 

Senator HARRISON. You could not give us the figures as to the 
loans carried for the stock exchange? 

Gov. STRONG. I could by sending out another questionnaire; that 
is, not with absolute accuracy, but it would give a fair showing. 

Senator HARRISON. Do you think. the proportion is about the 
same~ 

. Gov. STRONG. Well, I think the proportion of figures of this 
character by the small banks is negligible. For instance, there are 
one or two banks to whom we sent this questionnaire that have no 
loans or deposits of the character indicated at all. And when we 
cdIne to the small banks in N ew York City, we will find they have no 
deposits from and no loans to out-of-town borrowers. They would 
be a negligible factor. They would increase the total somewhat, but 
by a very small amount. , . 

Senator HARRISON. What per cent of the banks in N ew York City 
belong to the Federal reserve system, and what per cent does not; I 
presume you have stated that already? 

Gov. STRONG. I have not stated it. But my recollection is that 90 
per cent in resources of all the banks in the district belong to the 
Federal reserve system, and 10 per cent do not. 

Senator LENROOT. That is, in resources, and not in number? 
Gov. STRONG. Yes; in resources, not in number. 
Senator LENROOT. It is the resources that are important. . 
Gov. STRONG. I have charts and tables with some figures attached, 

going with some detail into these matters. They show; for instance, 
in one chart loans placed for correspondents by N ew York banks 
on the stock exchange, and the balance carried in their accounts 
that are not loaned. (See p. 644.) There is a comparison of the 
amount that the New York banks are loaning on their own account 
on the New York Stock Exchange, and the amount they are loaning 
for correspondents. (See p. 645.) And there are various tables and 
charts, giving all of these figures with interest rates. (See also pp. 
545, 546, 548-554 and 557-567.) I think the data are of sufficient 
importance to include in the record, if the commission desires to do so. 

The CHAIRMAN. Without objection, it will be included in the record~ 
(The charts and data referred to are printed in full, as follows:) 

OUT-OF-DISTRICT DEPOSITS IN NEW YORK CITY BANKS AND LOANS OF NEW YORK 
CITY BANKS TO OUT-OF-DISTRICT BANKS, CORPORATIONS, FIRMS, ETC. 

The accommodation granted dwing the height of the credit demand by New York 
City banks to banks, corporations, firm~, etc., in other Federal reserve districts, and 
the decline ill deposits carried by them in New York City banks, is manifested in 
the following: . 

(A) The depositS of New York City banks declined more rapidly than the deposits 
of banks elsewhere in the country. 

(B) The deposits of New York City banks declined more in proportion to the 
decline of their loans than did the deposits of banks in the country as a whole . 

. (C) The balances of correspondent banks with New York City banks and the 
amount of stock market loans placed for the account of correspondent banks (forming 
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• Bubstantial part of interior funds placed in New York) declined rapidly during 
1920, with minor fluctuations. 

(D) In November, 1920, the loans to out-of·town correspondents by six of the largest 
New York City banks were reported by them to be larger than ever before, even before 
the establishment of the Federal reserve system. 

(E) On February 14, 1921, the loans to banks, railroads and corporations outside 
New York State by the five New York City banks which were then the largest bor
rowel'll at the Federal reserve bank, were $280,000,000 more than their borrowings 
at the reserve bank. . . . 

THE DECLINE IN DEPOSITS. 

Throu~hout 1920 the deposits of reporting member banks outmdeof New York 
City mamtained an approxlInately even level at about $9,150,000,000. The depositli 
of New York City banks, however, in the first 11 months of the year fell $370,000,000, 
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NOTE CmcULATlON,AND MEHBER BANK RESERVB DEPOSITS or.ALL FEDERAL RESERVB BANKS. 

Source of information: Annual reports or the Federal Reserve Board, Federal Reserve Bulletins, and 
weekly press statements. 

By'December 31 a decline in the deposits of all banks in the country was practically 
entirely accounted for by the lOB/! of deposits in New York City banks. On that day, 
in spite of a normal end-of-the-year accumulation of funds in New York, the deposits 
of the 72 New York City banks which report weekly to the Federal Reserve Board 
were $505,000,000 below their high point reached on September 19, 1919. 

In 1921 the deposits of banks outside the city began to decline, but at a much 
slower rate than in New York City. By the middle of February, 1921 (Feb. 1~) the 
deposits of N ew York City banks had declined $961JOOO,000 from their high pOInt as 
against a decline of $59,000,000 from maximum of Ilanks elsewhere in the country. 
There were heavy daily IOBBeB in the gold settlement fund and the New Y~rk reserve 
bank sold acceptances to other Federal reserve banks to offset those 10000es In part. 

The accompanying diagram shows the movement of depositein New York City ban~B 
and in banks outside New York City as of the last reporting date of each month In 
1919, 1920, and in 1921 up to July 13.. (See p. 636.) 

58589-21-PT 18---41 
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THE DECLINE IN DEPOSITS COMPARED WITH THE DECLINE IN LOANS. 

The loans of the reporting banks throughout the 'Country corresponded closely in 
their rate of increase and decrease from month to month during 1920, and until May, 
1921, the rates of decrease were closely the same. Since that time loans have con
tinued to decrease but defosits have remained practically stationary, due largely 
to the accumulating base 0 gold-that is, gold imports have about offset the decline 
in deposits resulting from the extinguishment of loans. (See p. 641.) 

In New York City, however, the decrease in deposits was proportionately greater 
than the decrease in loans and it is only very recently that there has been substantial 
correspondence between them. (See pp. 635 and 636.) 

The following table gives a detai;led comparison for 1920 and 1921. The figures are 
as of the last reporting day of each month, and in the case of the reporting banks in .0.11 
districts covers only the period,from October 15, 1920, inasmuch as that was the date 
on which the loans of those banks reached their maximum: 

Percentage decline from maximum. 

All districts. New York City. 

Date. 
Loans. Deposits. Loans. Deposits. 

-----_._----------------
1919. 

~':Ft~3~::::::: :::::: ::::::: ::::::: :::::: :::::::::::::::: ::::::: ::::: ::::: ::: ::::::: ..... '0:9' 
Nov. 28 ..... , ....... : ................ :......................... .......... .......... 5.4 
Dec. 28 ............................ ;;.. .... .... .......... ....... ... ....... ... ....... 4.1 

1920. 
Jan.30 ....••.•....•...•..........•.......•...........•..•.............•.. 
Feb. 27 .•..•.•.•..•..•..•.•.•...••••.••••••••••.•••.•..•.••.•..•.•......•• 
»ar.26 .................................................................. . 

~~:.:.::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::: 
i'!!i.~~:::::::::::::::::::::::::::::::::::::::::::::::::::::::: :::::::::: 
Sept. 24 .•.........•.•....................•...•...•.......•.•......•....•. 
Oct. 29 ...........•.•.........•............•.................. :. 1.5 
Nov. 26........................................................ 3.2 
Dec. 31............... ......•.......•.••...•. .•.•.•...•......••. 3.1 

1921. 
Jan. 28 ........................................................ . 
Fob. 25 ............................. , ........................... . 
»ar.25 ........................................................ . 
Apr. 27 ••••...•.•...........•..••••...••..••.•.•••.•.•.•.•...... 

r~~::::::::::::::::::::::::::::::::::::::::::::::::::::::::1 

5.9 
6.9 
7.5 
9.7 

11.2 
11.4 

2.4 4.2 
4.0 . 6.2 
3.3 4.9 
2.6 4.4 
2.3 5.8 
2.1 5.3 
2.7 5.9 
3.4 5.6 
2.4 4.3 
3.8 5.5 
5.6 8.0 
3.8 6.6 

6.2 10.5 
7.5 12.0 
8.1 13.9 
8.9 16.5 
8.8 18.6 
8.6 18. 5 

2.1 
2.1 
6.0 
5.5 

5.9 
10.2 
8.6 
5.8 
4.9 
5.5 
7.4 

10.0 
7.1 

10.7 
12.7 
9.3 

16.1 
18.0 
16.7 
17.5 
16.1' 
14.7 
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1)eponlll, 1011118 and inveatmentB, and borrowings of rep lrting member banks .in tM see
ond Federal reaerve district (last week of each month). 

1919. 
JaD.31 ........................ " •. 
F.b.28 ............................ 
Mar. 28 ................ _ ........... 
Apr. 25 ............................ 
M.y29 ............................ 
Jun.27 ........................... 

i':!~.~::::::::::::::::::::::::::: 
Sept. 26 ........................... 
Oct.3l. ........................... 
Nov.2lI ............................ 
Dec.26 .••. ; ....................... 

1~. 
JBD.SO ............................ 
F.b.27 ............................ 
M.r.26 ............................ 
Apr.SO ............................ 
May2ll ............................ 
Jun.25 ........................... 
u1y30 ............................ 

Aug.27 ...................... , .••. 
S.pt.24 ........................... 
Oct.29 ............................ 
Nov. 26 ........................... 
Dec.3l. ........................... 

1921. 
an.28 ............................ 

F.b.25 ............................ 
ar.25 ............................ 
pr.29 ............................ 

M 
A 
M 
J 
J 

ay25 ............................ 
nne 29 ........................... 
uly20 ............................ 

[In tbousands ot dollar,.) 

I . Now York City banks. 

l?:,::J. Loans 
Govern .. • nd Borrow-

Invest- iugs. ment 
deposita. ments. 

----
4,780,579 6,160,252 462,3.57 
4,722,772· 6,27a,659 646,iI05 
-4, 752, 151 6, 204,842 640,2lY1 
4,838,420 6,275,698 470, 00ll 
4,810, 063 5,265,697 562,531 
S,lYI6,619 6,343,348 455,384 
4,839,894 5,283,299 

~?= 4, 981,605 5,428,749 
5,322, 831 5,738,025 524,873 
5, 319, 823 6,768,916 687,019 
5, 106, 804 5,467,708 715,606 
5, 136, 856 6,459, 894 675, 775 

5;427,677 5,117,480 m:~lJ 4, 830, 932 ~ 194,194 
4,968,579 ,205,240 732,768 
5,117,876 5,303,386 663,390 

tgt~ 6,3-19,412 609,590 
6,3.52,991 611,84.1 

6,032,121 5,270,483 683,8U 
4, 899,444 6,199,795 814,059 
5, 051, 443 ? 287 850 749,027 
4, 852, 858· ,115: 162 881,6!YI 
4, 746,322 4, 990, 827 803,266 
4,930,824 5,117,645 765, ~22 

4,558,242 4, RIB, 393 825,610 
4,461,5!l1 4, 736, 491 799,558 
4,526,056 4,804,660 605,390 
4, 482, 116 4, 7lY1,560 507,840 
4,523,051 4,601,9RO 405,338 
4,638, 788 4,699,688 283,174 
4,369,492 4,483,063 312,670 

All reporting bank •• 

r~~,a~~d Loan • 
and Borrow-Govern-

ment invest- ings. 
d.posit •• ments. 

---- -------
6,234, 911 5,699,532 523, 729 
a, 205, 255 5,834,938 706,567 
5,224,244 5, 763, 538 606,898 
5,333,626 5,848,525 537,321 
5, 34S, 911 5,905,650 631l, 733 
6,517,819 5,872,402 523,837 
5,306,784 5,831,149 643,373 

U~?,~ 6, oos; 111 626,9M 
6,345,434 699,395 

5, 836,698 6, 396, 771 760, 955 
5,628, 1-14 6,077,936 789,347 
5,672,846 6, 000,867 73.5,032 

5,666,471 6,006,420 758,720 
5,485,721 5,876,159 851,650 
5,580,018 t~~~~ 800,377 
,1),752,166 723,022 
5,804,330 6, 048, 234 671,709 
5,766,789 6,048,8.11 674,144 
5, 665, 284 5, 974, 472 746,121 
5,527,M2 5,908,657 876,573 
5,674,051 5,989,001 806,915 
5, 483, 436 5,812, 315 946,248 
5, an, 282 5,685,~ 874,332 
5,567,336 5,809, 831,782 

5,220,685 5, 528,252 873,478 
5, 115, 586 5,443,945 848,613 
6,175,706 5,509,333 658,141 
5,142,604 5,413,3112 557,851 
5, 171,442 5,303,714 453,823 
6, 283, 491 5,395,609 338,457 
5, O!YI, 815 Ii, 175, 707 360, 082 

< 

On February 11, 1921, the deposits of the 72 New York City member banks which 
report weekly to the Federal reserve bank were 18 per cent beloW the high point 
reached on September 19,1919. The total loans of these same banks on the same day 
showed a decbne of 12 per cent from the high point reached on October 10, 1919. In 
the country as a whole,however, member banks reported that their deposits and loans 
had both declined 7 per cent from maximum. Whereas there was e<.l,ulI.lity of decline 
in loans and deposits in the country as a whole, there was inequahty of decline in 
loans and de-poBlts in New York. 

The folloWIng explanation of this inequality appeared in the Monthly Review of 
the Federal reserve agent at New York for March 1: 

"This is due in great measure to the fact that there'has been a marked tendency 
for loans to shift from other parts of the country to New York, the financial center. 
As pressure to liquidate has mcreased in other Federal reserve districts upon ban~, 
corporations, and individuals, a growing demand for loans has been .maDifested m 
New York, from those districts. Much of this demand has been upon banks of l.arge 
resources in New York City doing a nation"wide business.· Not only have they glven 
accommodation in large amounts to banks and corporations in other parts of the coun
try; but the balances which banks ordinarily keep with them have been drawn down. 
From January 1 to FebI'llll!r 19 the deposits of the leading New York City banks de
clined $515,000,000, of which about $110,000,000 represents the ~~ng d.o~ of 
deposits in New Yark City by out-of-town bank correspondents, ·and IS m addi.tion ~ 
the accommodation New York City banks·have given to banks and corporatlOns m 
the interior." 
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BALANCES AND LOANS 011 OUT-OF-TOWN CORRESPONDENTS. 

Early in January of 1920 the balances of out-of-town correspondents with New York 
City banks amounted to about $840,000,000 and the loans placed for them on the stock 
excnange amounted to about .$680,OO~JOOO, making.a total of about $1,520,000,000. 
These balances and loans, fOrm.J.ng togetner a substantIal part of funds from the interior 
~laced in New York City, declined $450,000,000. During 1921 this decline has con
tmued but at a. slightly slower rate, as illustrated in the accompanying diagram. 
Whether by withdrawal of balances or in the reduction of loans placed for the account 
of out-of-town banks, in either case, movement of funds away from New York has 
resulted. At present (July 20) the amount of loans placed for out-of-town correspond-

MILLIONS 
OF DOL.L.ARS 
160nr--,---~~~~--~--~--~--~--r---r-~--~ 

1200 I----If--...",.-. -- .;.·-··.····t-·-~-·;-···~ \a-/fl-1\--+--+--+--I----I 
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I BALANCES of-; 
:tORRESPONOENTS 

VUT-Otr-TOWN FuNDS WrI'II 52 N>.:w YORl[ Crry BANKS. 

White area shows balances of ont-of·town correspondonts etV"..h week In 52 New York City banks and dark 
area shows street 1""08 p\l\Ood by these New York Cit\'!lI\nks for out-of-town correspondents. 

ijource of lnlorlllBotlon: Daily reports to the Federal reson'e ba!lk of Npw York. 

ents is below $400,000,000 and lower than at any time since the spring of 1919; and the 
total of balances and loans is $175,000,000 less than on January 7, 1921, and about 
$550,000,000 less than in January, 1920. 

There is naturally a close interrelation between the rates on the stock exchange for 
«!all money and the supply of funds but it was not until the volume of street loans 
had begun to decline in 1919 that the highest rates for that year were reached. On 
the two accompanying diagrams the volume ofloans placed for out-of-town banks and 
the volume of loans placed by New York City banks for their own account are shown 
in comparison with the average call loan rates. (See pp. 545 and 546.) In 1919 
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the lessening of the supply began in late October and was reflected some two weeks 
later in an average rate in exceBl! of 14 per cent. In the cloeing weeks of the year 
out-of-town banks withdrew money which had been placed on call to the amount ot 
about $110,000,000. While city banks made up a part of the funds so withdrawn 
the average rate roee nearly to 20 per cent for a few days and shortly thereafter sharply 
declined. Early in the year the volume of loans placed on call by New York Clty 

MIllIONS 
Of~I~~~~--'-__ r--.--'---~-.---r--.-~r-~--, 

8mE" J..oANS 01' 52 NEW YORlt CITY BANKS. 

While area shows loans outstanding each week for their own """mmt, and dark area amount outstand
Inr. each week for the 8Coonnt of ""rrespondents. 

Souroe ofinformation: Daily roports to the Federal resa ,",". bank of N~w York. 

banks for their own account declined more than $250,000,000, going much below 
the amount placed by them for their out-of-town correspondents. This withdrawal 
was reflected in an average rate late in January of 1920 of about 14 per cent. Through
out 1920, with occasional fluctuations, the volume of stock exchange loans declined 
but rates fluctuated within substantia.lly the same limits throughout the rest of the 
year, reflecting the decreased activit}r of the market. . 
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Balances of out-of~town correspo,ndents and street loans plar-ed for their nt (d 'l 
. reportmg banks, New York'City).. accou a~ 'II 

[000 omitted., 

Balances Loans Balances Loans of out- for 
Date. of-town account 

of out- for 
corr&- o! corre- Tota\. Date. of-town account 

Total. 
spond- spond-

corre- of corre-
ents. ents. 

spond- spond-
ents. ents. 

-------_.- -------- --------
1919. 

;ran.S ...... ; ....... 3758,528 $219.743 S978,271 Apr. 23~~.~· ........ 1686,988 1637,423 .Tan.l0 ............. 753,031 2-32,371 985,402 Apr.30 ............ 
$1,324,411 

Jan. 17 ............. 798,664 2';0,083 1,048,747 
674,307 603,902 1,278,209 

Jan. 24 ............. 75~,374 213.551 9117,925 
May 7 .............. 734,840 612,984 1,347,824 

r:lr~::::::::::::: 
740,304 237,705 97~.009 

May 14 ............. 690,000 595,339 1,285,339 
May21 ............. 

744.838 235,6911 91<0,537 May 28 ............. 
693,691 582,552 1,276,243 

742,671 241,5S8 984,259 
671,811 549,647 1,221,458 

Feb. 21.. ........... 692,957 2-;9,231 9.;2,188 
June4 ............. 694,284 525,078 .1/219,362 

~~~:~::::::::::::: 720,879 263.838 984,717 
June I!. ........... 676,840 518,140 1,194,980 

725,036 280,309 '1,005,345 
June 18 ............ 702,109 622,549 1,224,658 

Mar. 14 ............. 735. !67 2911,3911 .1;025.866 
June25 ............ 661,792 506,467 1,168,259 

Mar. 21.. ........... 708.552 2911,291 1,:::~ ~~~ ~~~~ ~~ ~~~ ~~ ~~~ 
721,138 501,173 1,222,311 

Mar. 28 ............. 702.9\6 3Ot~894 
709,658 527,929 1,237,487 

lIt:!: 
710;~9R 300.479 11.0ll,377 

728,969 519,536 1,248,505 
710,360 295.400 ! 1;005. 760 July 30 ........ : .... 

680,970 530,085 I, 2ll, 055 
720,693 319,976 1,040.669 

658,397 533,568 1,191,955 
704,690 3~,661 1,044,351 

Aug. 6 ............. 671,575 530,470 1,202,045 
715,406 367,057 1.082,463 ~i{:. ~:.~~~~~~~~~~~ 

653,897 525,463 1,179,360 
728,627 371,891 1,100,518 

659,126 533,259 1,192,385 
732,457 383,169 1, ll5, 626 653,876 513,507 1,167,383 
700,329 414,687 1.121,016 675,173 ~~},fi~ 1,188,978 
684.909 408,795 1,093,704 Sept. 10 ............ 686,513 1,213,684 
746,148 455,048 1,201,196 Sept. 17 ............ 713,809 540,548 1,254,355 

June 13 ............. 738,110 466,413 1,204,523 ~~~·1~·.::::::::::: 659,990 529,292 1,189,282 
June 20 ............. 726,461 477,484 1.203,945 678,724 522,042 1,200,766 
JuuE<27 ............. 704,209 478.168 1,182,377 Oct. 8 .............. 668,939 534,083 1,203,022 
July 3 .............. 763,938 493,052 1,2-;6,990 Oct. 15 ............. 729,093 535,868 1,264,961 
Julyll ............. 771,471 536,136 1,307,607 Oct. 22 .......... · ... 683,255 549,010 1,232,265 
July 18 ............. 804,469 569.238 1,37a,707 Oct. 29 .. ; .......... 642,349 559,004 1,201,353 

~Ii\\:'::: 
741.08.'; 578,651 1,319,736 Nov. 5 ............. 660,544 573,923 1,234.467 
7115.577 588.680 1,374,257 Nov. 12 ............ 650,577 589.403 1,239,980 
729,4.'17 601,057 1,3:lO,494 Nov. HI ............ 639,701 560,875 -1,200,57& 
76.~,84.~ 590.R99 1, 354, M2 Noy.26 ....... , .... 631,390 521.640 1,153,030 
710.799 557.9~4 1,268,733 Dec. 3 .............. 833,115 514,408 1,147,523 
693,747 575.198 1,2fi8,945 Dee. 10 ............. 615,898 516,700 1,132,598 
709.773 580,874 1.290,647 Dec. 17 ............. 647,785 485,954 1,133.739 

Sept. 12 ............ 723,2~ 591,016 1,317,260 Dec. 24 ............. 629,733 441,618 1,062,351 
Sept. 19 ............ 772,026 SR1,390 1,35a, 416 Dec.3!. ............ • 643,461 4211,764 1,070,225 

~e.ft~3~:::::::::::: 705,826 577,9~9 1, 2R3, 81., 
1921. 747,737 583,805 1,331,542 

Oct. 10 ............. 727,646 612,701 1,340,347 Jan. 7 ........ ' ...... 682,460 4.39,615 1,122,075 

8~UL::::::::::: 790,521 650,501 1,441,022 Jan.l4 ............. 677,231 445,224 1,122,455 
755,068 686,382 1,421,450 Jan.2!. ............ 666,709 445,040 1, Ill, 749 

Oct.3!. ............ 759,025 689,650 1,448,575 Jan. 28 ............. 625,872 431.483 1,057,355 
Noy.7 ............. 768,269 736,295 1,504,564 Feb. 4 ............. 622,614 438,0:16 1,080,650 
Nov. 14 ............ 782,638 735,446 1 \518,084 Feb. 11 ............. 605,053 456,349 1,061,402 

~~::~:::::::::::: 766,565 740,896 1,507,461 Feb. 18 ............. 631,439 463.908 1,095,347 
769,363 725,936 1,495,299 Feb. 25 ............. 616,420 450.838 1,067,258 

Dec. 5 .............. 763,127 716.671 1,479,798 Mar. 4 .............. 613,958 458.772 1.072.730 

E::1L:::::::::: 755,418 677,820 1,433.238 Mar.ll ............. 599,832 463,862 1,063,494 
754,815 657,326 1,412,141 I Mar. 18 ............. 603,319 459.0;11 1,062,350 

Dec. 26 .............. 779,277 639,923 1,419,200 Mar. 25 ........... ' .. [,58,628 451,065 1,009.693 
Apr. 1 .............. 589,055 436,347 1,025,402 

1920. ·Apr.S .............. 599,979 425,72:1 1 025 702 
Jan. 2 .............. 820,436 634,566 1,4.15,002 Apr. 15 .............. 582,650 427,072 1;009:722 
Jan. 9 .............. 825,476 670,474 1,495,950 Apr. 22 ............. 578,384 440,797 1,019,181 
Jan. 16 ............. 838,867 681,581 1,520,448 J\.pr.29 ............. 571,206 440,318 1,011,524 
Jan. 23 ............. 780,582 677,785 1,453,367 May 4 .............. 603,897 447,041 1.050,938 
Jan. 30 ............. 749,061 674,628 1,423,689 Mayll ............. 595,526 461,068 1,056,594 
Feb. 6 ............. 740,735 681,323 1,422,058 May 18 ............. 575,489 460,765 1,006,254 
Feb. 13 ............ 745,235 669,833 1,415,068 r~~::::::::::::: 545.749 456,100 1,001,852 
Feb. 20 ............ 713,642 649,919 1,363,761 570,594 434 884 1,005,478 
Feb. 27 ............ 707,460 643,785 1,356,245 , JuneS __ ........... 551,709 472:624 1 023 333 
Mar.n ............. 720,834 638,108 1,358,942 June 15 ............ 573,125 457,758 1:030:883 
Mar.12 ......... ~ .. 730,397 625,741 1,356,138 June 22 ............ 537,369 422,692 960,061 
Mar. 19 ............ 748,787 636,795 1,3&5,582 June 29 ............ 539,035 395,260 934,295-
Mar.26 ............ 699,004 621,822 1,320,826 July 6 .............. 589,413 384,71l8 ~,~ 
tg~:L::::::::::: ~~g~ 6ll 567 1,355,954 July 13 ............. 557,2'24 408.764 

627; 192 1,364,418 I July 20 ............. 655,975 393,373 948;348 
Apr. 16 ............ 729,112 631,726 1,360,838 



1910. 
Jao.3 ••.••••••••••• 
Jao.l0 ••••••••••••• 
Jan.17 ............. 
Jan.2~ ............. 
Jan.31. •••••••••••• 
Fob.7 ............. 
Feb. 14 ............ 
Feb. 21. ........... 
F~b.2S ............ 
Mar. 7 ............. 
MM. 14 ............ 
Mar.21 ............ 
Mar. 28 ............ 

!E~:k::::::::::: 
Apr. 1M ............ 

~:r::::::::::~: 
May 16 ............ 

~;r.,~:.:.:.:.:::::::: 
Jun813 ............ 
lune20 ............ 
June 27 ............ 
JulyS ............. 
July 11 ............ 
July IS ............ 
July 25 ............ 

~~::::·l::.: 
Sept. 12 ............ 
S.pt.19 ............. 
Sept. 26 ............ 
Oct. 3 .............. 
Oct. 10 ............. 
Oct. 17 ...... , ...... 
Oct. 24 ............. 
Oct. 31 ............. 
Nov. 7 ............. 
Nov. H ............ 
Nov.2!. ........... 
No\·.28 ............ 
Den. 5 .............. 
Dec. 12 ............. 
Dec. IS ............. 
Dec. 26 ............. 

1920. 
Jan. 2 .............. 
Jan. 9 .............. 
Jao.16 ............. 
JaQ.23 ............. 
Jan. 30 ............. 
Feb.6 ............. 
Feb. 13 ............ 
Feb. 20 ............ 
Feb.27 ............ 
Mar. 5 ............. 
Mar. 12 ............ 
Mar. 19 ............ 
Mar.26 ............ 
Apr. 2 ............. 
Apr.S ............. 
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Sl:J'ut loam, New Yori City daily reporting bankl. 

(000 omItted.l 

Loaosfor Loans for 
account Loaos/or account 
o/carre- own Total. ofcorr&-
spond· account. . spood· 
ents. ents. 

-------
1920. 

1219,743 1574,258 $7M,001 !E~: ~~:: :::::::::: $631,726 
Z'I2.371 542,194 774.565 6.'17,423 
2.'>0,083 530.2511 780,339 

~~:::m:::::. 
603,902 

243.551 532,983 m~ 
612,984 

2.'I7,7GS 539,519 595,339 
23.;,699 5-15,8-'J.1 m,532 582,552 
241,0!!8 5-11,748 773,336 549,647 
259,231 513,361 772,592 525,078 
263,839 529,797 793,635 lun.11 ............. 5IS,I40 
21'0,309 512,587 792,896 lun.18 •• """'''' 522,549 
290.399 530,786 821,185 Inne25 .. __ ... -___ .. 506,467 
290,291 540,64.7 S:10,938 ~~~L::::::::::: 501,173 
304.894 556,052 860,946 527,929 
300;479 5.<;9,589 860,068 lulyI6 ............. 519,536 
295,400 604,7OS 9OO,IOS 

t~~.~::::::::::::: 
530,085 

319,976 624,890 944,866 533,568 

~:~~ 628,076 007,7:17 530,470 
629,266 996,323 Aug.13 ............ 525,463 

371,891 650,524 1,0'.12,415 

t~H~:.::::::::::: 
533,259 

363,169 679,151 1,062,320 513,507 
414,687 692,979 1,107,666 513,805 
401'>,795 738,197 1,146,992 S.pt.l0 ............ 527,171 
4.<;5,048 750,295 1,205,343 S.pt.17 ............ 540,546 
466,413 771,914 1,238,327 ~~~i~:::~:::::::: 

529,292 
477,484 7511,899 1,228,383 522,042 
478,16S 768,065 1,246,233 Oct. 8 .............. 534,083 
493.052 ~U~ 1,264,834 Oct. 15 ............. 535,868 
536,136 1;306,691 Oct. 22 ............. 549,010 
569,238 797,343 1,366,581 Oct. 29 ............. 559,004 
578,6.51 758,611 1,337,262 Nov. 5 ............. 573,923 
588,680 79-5,689 1,384,369 Nov. 12 ............ . 589,403 
601,057 766,073 1,367,130 Nov. 19 ............ 560,875 
500,699 740,854 1,331,,1;53 Nov. 26 ............ 521,640 
557,931 724,714 1,21'2.648 Dec. 3 .............. 514,408 
575,198 690,918 1,266,116 Deo.l0 ........ _ .... 516,700 
1iIlO,874 709,869 1,290,743 Dec. 17 ........ ; .... 485,954 
594,016 ~~:~ 1,292,343 ~::M::::::::::::: 

441,61S 

~},g: 1,30J.,0tl 426,764 
735,035 1,313,024 

583,805 771,206 1,355,011 192L 
612,701 763,9&! :::r},= Jao.7 .. , ........... 439,615 
650 501 166,792 Jan.14 ...... ~ ...... 440,224 
666;382 7!U,954 1,451,336 Jao.21. ............ 440,040 
689,550 821,625 1,511,175 lao.28 ............. 431,483 
736,295 7S1,971 1,5IS,266 ~:~: k:::::::::::: 438,036 
735,446 ~~~ 1,422,R961 

456,349 
740,S96 1,36S,1I4 Feb. 18 ............. 463,90S 
725,936 6.13,011 1, 3IID, 1147 F.b.25 ............. 450,838 

~~~ 595,416 1,312,087 Mar ................ 4OS,772 
630,520 1,308,340 Mar. 11 ............. 463,862 

657, 326 641,643 1,29",009 Mar. 18 ............. 459,031 
639,923 662,581 1, 302, 5(}4 Mar. 25 ............. 401,065 

Apr.!. ............. 436,347 
Anr.8 .............. 425,723 

~:m 714,756 1,349,322 !t~:~::::::::::::: 427,072 
694,443 1,364,917 :!8:m 681,581 640,500 1,322,171 Apr. 29 ............. 

677,71<.'; 624,520 1,302,305 May 4 ......... , .... 447,041 
674.628 600,367 1,2~,995 Mayl!. •••••••••••. 461,068 
681,323 5.<;6,322 1,237,645 May 18 ........... :. 460,76.5 
669,83.1 484,171 1, 154,(')M. f:. ~::::::::::::: 456,103 
649,919 444,435 1,094,354 434,884 

~:r~ 442,461 1,091,246 Jun.S .............. 472,624 
435,SI1 1,073,919 Jun.15 ............ 457,758 

625,741 450,993 1,076,734 lun.22 ............. 422,692 
636,795 452,001 1,0SS,700 lun.29 ............. 395,260 
621,822' 459,019 :::},~ July 6 .......... : ... 384,788 

~M;r~ 475,442 July 13 ............. 408,764 
461,6-18 1,088,840 luly20 ............. 393,373 

647 

Loaosror 
own Total. 

account. 

------

$1.123,669 $491,943 
468.1'48 1,106,271 
484,963 1,088.865 
401,120 1,064,104 
424,317 1,019,656 
422,889 1,005,441 
420,932 970,579 
419,756 944,834 
412,899 931,039 

:r?,~ 952,067 
944,160 

436,97S 938,151 
419,020 946,949 
404,412 923,948 
386,577 916,662 
379,260 912,828 

~~ 885,130 
863,385 

346,633 879,892 
348,993 862,500 
329,419 . 843,224 
344,389 871,560 
341,276 681,S22 
346,408 875,700 
373,302 895,344 
390,412 924,495 
437,206 973,074 
400,078 949,OS8 
393,850 952,854 
380,703 954,626 
346,H3 935,546 
326,277 887,152 
326,451 848,091 
337,987 852,395 
346,741 863,441 
352,146 838,100 
365,928 ~:~ 387,228 

346,098 71<5,713 
335,606 780,830 
356,992 802,032 
340,656 772,139 
344,420 782,406 
312,710 769,059 
313,143 777,051 
331,555 782,393 
334,583 793,355 
319,197 783,059 
312,352 • 771,383 
313,957 76.5,022 
320,714 757,061 
325,920 751,643 
317,086 744,158 
307,428 748,225 
323,327 763,645 
307,531 754,572 
309,338 770,406 
320,831 781,596 
328,385 784,488 
358,471 793,355 

. 313,602 786,226 
338,666 796,424 
331,869 754,561 
348,709 743,969 
339,683 ~:t:~~ 332,S94 
346,277 739,850 
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~ORROWING BY INTERIOR BANKS IN NEW YORK. 

By the autumn of 1920 New York City banks were feelin~ an unprecedented demand 
for loans. from out-of-town banks. This was descr~bed m a letter written by the 
assistant Federal reserve agent at New York to Gov. Harding under date of November 
27, in which the results of inquiries made at nine of the largest banks in New York 
were given. Five of these banks reported a demand from interior banks above any 
in their experience, even before ilie Federal reserve system was established; one 
bank reported unusually heavy demands but less than before the Federal reserve 
system was established, and three banks reported demands to be about as usual, 
though coming, in some instances, from small banks unable to secure accommodation 
from near-by correspondents. The summary results of the inquiry were as follows: 

Bank t.-Loans to interior banks heavier than ever before, larger even than before 
.the Federal reserve .was organized. Large number of banks borrowed which had 
never done so before. . 

Bank f.-Demand from interior banks has been extremely heavy, and above 
previous periods .. Requests from both large and small banks. Some banks had never 
~orrowed here before, and felt humiliated, it was said, to J>e obl~ to borrow at this 
tune. 

Bank S.-Loans to banks are almost twice the previous high-were 41.5 millions in 
September,compared with 22 millions last September. Furthermore, instead of 
reachiug a peak at September, it has been practically a level, and there has been 
almost no reduction. 

Bank 4-.-U nprecedented demands from interior banks. Illustration of unusual con
ditions is shown in the fact that recently a depositing bank which had not borrowed 
in 40 years asked· for moner; another which had not borrowed in 26 years came in 
to-day; banks began borrowmg later this year than has been usual. 

Banlc 5.-Demands heavier than ever before. Many new banks sought to open 
borrowing accounts, and others,who already had accounts but had never used them 
have asked for money. Lately these loans have tended to decrease. 

Banlc 6.-Demand from interior banks has been more than usual, but has not been 
excessive. Was said to be not as heavy as before the Federal reserve was organized. 
Much of the demand upon this bank has been from the cotton States. 

Bank 7.-0n the whole demand from interior banks has not been in unusually 
heavy volume. Occasionally individual banks have requested more than they are 
entitled to. 

Banlc 8.~Amount lent to interior banks has been about as usual. In past month, 
however, there has been an increased demand from small banks in the Northwest
many banks asked which had never borrowed before. Larger banks apparently have 
borrowed at their Federal reserve banks. Hea'lrier demands from smaller banks indi
cate that their near-by correspondents, from whom they normally borrow, are filled up. 

Bank 9.-Loans to interior banks reported not greater than ever before. 
In his acknowledgment Gov. Hardmg said that he wouldbriug the letter "to the 

attention of the other members of the board," of whom the Comptroller of the Cur
rency was one. 

The same situation is referred to in a letter to Gov. Hardiug from the assistant 
Federal reserve agent, under date of January 27, in which it was said that "several 
of the largest banks tell us that they are receiving numerous requests for loans from 
banks in other districts, particularly in .the agricultural sections. It appears from 
what they tell us that those correspondent banks, feeling the pressure of their local 
Federal reserve banks, are payiug off their loans with them and are transferring those 
loans to their New York correspondents, in some instances usiug the same collateral 
which they had pledged with the Federal reserve banks." 

LOANS TO INTERIOR CORPORATIONS, ETC. 

On Febnlary 15 Mr. Jay Bent to Gov. Harding a tabulation of reports received from 
five of the largest banks in New York City, giving the total of their loans to out-of-town 
correspondents as of the day previous. Loans to banks outside New York State 
aggregated $97,000,000, loans to corporations outside New York State aggregated 
$645,000,000, and loans to railroads $49,000,000, a total of $791,000,000. It appeared 
also on that date that the total borrowings of these banks at the Federal reserve bank of 
New York ~gregated $511,000,000, some $2801000,000 less than their loans to banks 
and corporations outside the State. In addition, these banks had suffered a loss 6£ 
deposits since January 1 amounting to $240,000,000. A copy of this statement 
follows, 'With, however, the addition of a column showing the balances on February 
14 of out-of-town correspondents and supplementary tables showing the pertinent 
figures of the same banks since the beginning of 1920. 
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OUklf·tovm loam and balaflcu of oUklf·tovm llOITupondentB, jive large New York 
City baw. 

[In milliODS or dollars.) 

Loans to Looms to I Balancesi Total corpo ..... Loss In banks 
tiODS I of out-or-I borrow- deposits outside Loans to 

New outside rallroads. Total. := t.ll!~ S1llC8 

York New 

-R~ 
Jan. 1, 

Stete. York 1921. . Stete • 

Bank A ..... __ .. __ ._ .. ____ . ___ . 31 196 8 235 54 150 63 Bank B ........................ 5 51 11 67 37 79 63 BankC ......................... 20 89 4 113 82 85 44 Bank D •.•••••••••.•.•••• : •••.• 31 178 16 225 i 62 100 42 BankE ........................ 10 131 10 161 85 'IT 28 

Total ...................... 'IT M6 49 791 I 280 511 240 

-
All under date or February 14, 1921. 

DepoBiU, balancu of out-of-tovm llOITupondents, total loam and invutmentB, and borrow-
. '1I1IB of jive large New York City baw. 

[In millions of dollars.) 

Deposits. 

Balances 
out-<lf
town 
corre.

spond
ents. 

Total 
loens and 

invest
ments. 

Borrow
Ings 
from 

Federal 
reserve 
bank. 

----------------1--------Bank A: 

J~li:~~l~i:i:i:i~~::~:::::::::·::·::::::::!·:::·: 
527 80 500 72 
543 81 517 65 
530 73 488 102 
519 75 483 'IT 
490 70 441 126 
461 61 426 69 
401 68 378 74 

i":,:.~, ~':i:::: :::: ::::: :::: :::::::: :::::::: :::::: ::::::::: 232 41 336. 70 
190 47 267 39 

~l.~: t~::: ::::::::::::::::::::::::::::::::::::::::::::: 215 42 325 71 
223 40 315 57 

Bj~~?~i::::::::::::::::::::::::,::::::::::::::::::::::: 
192 42 319 94 
189 38 286 59 
198 85 246 20 

Jan. 2, 1920 .•••••••••••••••••••••••••••••••••••••••••••••••• 369 119 391 53 
Apr. 2, 1920 •••••••••••••••••••••••••••••••••••••••••••••••• 341 96 396 67 

fa!:;; ffft:.::: :::::::::: :::: :::::::::: :::: ::: ::: ::::::::: 300 93 332 82 
286 89 326 108 
291 88 308 87 

BalJlJ, ii,l~i::::::::::::::::::::::::::::::::::::::::::::::: 242 74 243 87 
235 70 239 .40 

J~iii:~i::)!l::::::·:·:::i.:.::i::.:[:·:·iii:.:·:: 
302 85 344 91 
303 74 316 39 
271 71 297 31 
281 68 299 55 
277. 65 292 85 
316 62 332 
254 55 276 

Jan. 2, 1920 ••••••••••••••••••••••••••••••••••••••••••••••••• 473 43 499 109 

tf if i~.~~~~ ~~~~~~~~~~~~~ ~~ ~~~~ ~~~~~~~~~ ~~~~~~~~~ ~~~~ ~~ ~ 
449 39 461 63 
449 42 445 78 
4M 40 482 52 
390 39 401 118 

tJl~ ii,I~::::::::::::::::::::::::::::::::::::::::::::::: 375 32 408 78 
327 28 345 55 
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GOV. STRON(,1. And furthe.r-to continue on this same subject-l 
referred to another study which is being made, and which will not be 
completed for several du.ys. (It is here inserted as follows:) 

AGRICULTURAL AND INDUSTRIAL LIQUIDATIO:q MAY 4, 1920, TO APRIL 28, 1921. 

The following tables give an analysis of reports to the Comptroller of the Currency 
and the Federal Reserve Board from about 9,500 banks throughout the country which 
are members of the Federal reserve system. The purpose of the analysis was to ascer
tain w~at ch:anges took place ~~ng the year end.ed April 28, 1921, in the loans of 
banks In a,,<>'I'I.cultural commuwtles as compared With the loans of banks in nonagri-

.AGRICULTURAL COU\liTIES 

~5EMI-AGRICULTURAL .. 

DIiON.-AGRICULTURAl .. 

PER ceNT. 
INCREASE. 

11 

PER CENT. 
DECREASE 

DEPOSITS LOANS 

57 

BORROWINGS 
fROM fEDERAL 

KESERVE 
I5ANKS 

aO~ROWINGS 
FROM 

CORRESPONDJ:NTS. 

PER CENT CHANGE BETWEEN MAY 4, 1920, AND APRIL 28, 1921, IN LOANS AND DISCOUNTS TOTAL 
DEPOSITS, AND BORROWINGS o~ MEHBER BANKS IN AGRICULTURAL, SEMIAGRICULTURAL, AND NONAGRI-
CULTURAL COUNTIES. ' 

Columns above the line show increases and columns below the line decreases. 
Source of information: Reports of condition of national banks to the Comptroller of the Currency, and 

reports ofmembor State banks and trust companies to the Federal Reserve Board. 

cultural communities. While loans by country banks are often made for uses other 
than to finance farmers, and many loans by city banks are made to move crops and 
for other purposes intimately connected with agriculture, it is lelt that the figures 
compare with fair accuracy the liquidation of industrial and agricultural loans. 

All counties in the country were !P'Ouped in three classes--il.gricultural, semi~ori
cultural and nonagricultural. Counties were classified as a"oricultural when the value 
of their products according to data obtained from the 1920 census reports, the Geological 
Survey, the Bureau of Soils, and all other available sources was estimated to be not 
lees than 80 per cent agricultura.l, as semiagricultural when their products were between 
50 and 80 per cent a~iculturalj and as nonagricultural, when their products were less 
than 5~ per cent agricultural. 
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The summary table below shoWs that between May 4, 1920, and April 28, 1921, the 
loans and discounts of banks in agricultural counties throughout the country declined 
~36,500,OOO, or slightly more than 1.2 per cent; the loans and discounts of banks in 
semiagricultural counties declined $18,700,000, or 1.3 per cent; and the loans and dis
counts of banks in nonagricultural counties declined $827,100,000, or 5.6 per cent. 
The borrowings from the Federal reserve banks by banks in agricultural counties 
increased $127,600,000, or 56.6 per cent; borrowings by banks in semiagricultural 
counties remained practically stationary; and borrowings by banks in nona"oricultural 
counties declined $629,]00,000, or 28.5 per cent. 

Increa8e OT decr/la8e in loans, borrowing8, I and deposits oj member bank8, 19fO-21. 

[Amounts In millions of dollars.) 

Agricultural SemlagriMlltural Nonagricultural 
counties. counties. counties. Total. 

Amount. c!'~. Amount. c!'~. Amount. c!'~t Amount. c!'~t 
-------·1--------------··----
Loans Bnd discounts ...•.•... • - StU - 1.2 -18.7 - 1.3 ....:827.1 - 5.6 - 882.3 - 4.5 
Borrowings from Federal re-
. serve banks ... : ............ +127.6 +56.6 - 0.3 - 0.2 -629.1 -23.5 - 501.8 -19 •• 
Borrowings from other banks. + 45.2 +65.7 + 6.1 +19.0 + 0.5 + 0.6 + 51.8 +27.3 
TotBl depOSIts •....•.•.••...•. -411.8 -11.1 -87.7 - 5.2 -665.7 - 4.4 -1,165.2 - 5.7 

I Bill. payable and rediscounts. 

In partial explanation of the relatively heavy demand upon the Federal reserve 
system by banks in agricultural counties, it appears that their 1088 in total deposits 
was 11.1 per cent, as against a lOBS Qf 4.4 per cent by banks in nonagricultural counties. 

Between May 4, 1920, and April 28, 1921, member banks show a total liquidation 
of loans amounting to $882,000,000, of which $827,000,000, or 94 per cent, IS shown 
for banks in nonagricultural counties, while the liquidation in agricultural and 
eemiagricultural counties amounted to ouly about $55.000,000. An analysis of the 
changes in loans by Federal reserve districts shows few important reductions for 
banks in agricultural counties, the largest reduction being reported for banks in the 
KaMas City district, where loans were reduced by about $53,000,000. On the other 
hand, banks in the Richmond and Atlanta districts showed somewhat larger loans 
this year than a year ago. In the semiagricultural counties no important chan~ea 

·.are reported for any of the Federal reserve districts. In the nonagricultural counties 
the volume of liqUldation has been material in every Federal reserve district, except 
Cleveland, which reports a 10 per cent increase in loans. 

The contrast between the banks in agricultural and nona"oricultural counties is 
-even more pronounced when borrowing3 from the Federal reserve banks are compared. 
These borrowings increased for banks in agricultur!l counties by about 128 millions, 
·or 57 per cent, particularly heavy relative increases being shown for the Atlanta, 
Dallas, and Minneapolis districts. In the semiagricuItural counties the amount of 
loans from Federal reserve banks shows practically no changes for the year, s1;lb
stantial increases in the Richmond and Atlanta districts being offset by a reductlOn 
of 10 millions in the Cleveland district. In nonagricultural counties the reduction 
of borrowings from Federal reserve banks is universal for all the districts, except 
Cleveland. For the system as a whole, the reduction i~ borrowi~gsfrom Fede~ 
reserve banks amounted to about 502 millions; for banks lD nOnagrIcultural cO~lIl:ties 
the reduction was 629 millions, which was offset in part by an increase of 128 milllOns 
in the borrowings of banks in agricultural counties. . 

Figures for the several Federal reserve districts are shown in the followmg table. 
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Increase or decrease. in loam and in borrowing8 1 from Federal TeBeMJe banks by di8t.rict3 
1920-21. r 

[Amounts in millions of dollars.] 
LOANS AND DISCOUNTS. 

Boston....................... + 0.3 + 11.8 + 0.6 +61.6 - 29.3 -23.6 - 28.5 -22.3 
New york................... + 0.7 + 9.3 + 0.3 + 4.5 -206.9 -26.5 -205.9 -25.9 

~~~S~::::::::::::::::: U : ~~~ :1~~ ::!~ :; rt~ :;~g :; 7t~ :;~~ 
Richmond ................... + 6.9 + 39.4 + 4.7 +26.9 - 8.5 - 9.8 + 3.0 + 2.5 
Atlanta...................... + 16.2 +120.3 + 9.6 +96.6 - 29.9 -32.0 - 4.1 - 3.5 
Dallas........................ + 22.0 + 93.0 - 3.8 -25.3 - 24.0 -60.5 - 5.8 - 7.4 
Chicago ...................... + 25.9 + 45.1 - 0.2 - 0.7 -117.9 -32.0 - 92.2 -20.0 
St. Louis..................... + 6.8 + 42.0 - 1.8 -46.9 - BO.5 -59.1 - 75.5 -48.3-
Minnespolis.................. + 18.3 +102.2 - 0.4 - 7.4 - 30.5 -46.9 - 12.6 -14.3 
KansssClty .................. + 11.3 + 51.4 - 1.8 -23.9 - 41.6 -42.6 - 32.1 -25.2 
Sa.n Francisco............. ••• + 22. 0 + 75. 3 + 2. 8 +50.0 - 1.6 - 1. 5 + 23. 2 + 16. 6 

Total.................. +127.6 + 56.6 --=0.3-=0:2 -629.1 ~ -501.8 -19.5 

1 Bills payable a.nd redlscounts. 

A comparison of borrowings with the so-called basic line is presented in the next 
table. On April 28, 1921, the borrowings of member banks from Federal reserve 
banks in agricultural counties were in excess of the so-called basic line in the southern 
and middle and far western districts, with the exception of Kansas City. In semi
agricultural counties borrowings were below the basic line in all the districts except 
those of Richmond, Atlanta, and Chicago; while in the nonagricultural counties, all 
the districts, except Richmond and Atlanta, reported borrowings below the basic line. 

Borrowings 1 from Federal TeBeMJ8 banks, compared with" basic line" on Apr. 28,1921. 
[AmOunts In millions of dollars.] 

Agrlculturalcounties. Semlagrlcultural counties. Nonagricultural counties. 

Federal reserve Ratio of Ratio of Ratio of 
district. Borrow- Basic borrow- Borrow· Basic borrow- Borrow- Basic borrow-

iugs. liue. ings to lugs. liue. iugsto iugs. liue. iugs to 
basic basic basic 
liue. liue. liue. 

- ---------------------
Amou,,!. Amount. Per .""'. Amount. Amount. Per .""'. Amount. Amount. Per .""'. 

:goston ............. 2.5 4.6 54.3 1.5 2.9 51.7 95.2 184.1 51.7 
New york .......... 8.8 24.6 85.8 6.4 10.7 59.8 574.1 1,083.0 53.0 
Philadelphia ........ 8.6 15. 7 54.8 3.6 6.4 56.3 136.2 171.0 79.6 
Cleveland ..•••.•.••• 6.3 21.6 29.2 19.3 57.6 33.5 114.5 lBO.7 63.4 
Richmond .......... 24.3 19.9 122.1 22.1 12. 7 174.0 78.3 68.8 113.8 
Atlanta ............. 29.6 15.9 186. 2 ,19.4 12.4 156.5 63.6 55.0 115.6 
Dallas .............. 45.8 39.3 116.5 11.2 15. 7 71.3 15. 7 23.7 54.7 
Chicago ............. 33.4 72.2 115.5 33.1 31.6 104. 7 250.3 300.1 33.4 
St. Louis ........... 23.0 22.2 103.6 2.0 4.2 47.6 55.7 88.8 6a7 
Minneapolis ........ 36.1 33.3 108. 4 4.7 7.7 61.0 34.5 39.6 87.0 
Kansas City •••••••• 33.3 45.1 73.S 5.8 11.0 5a7 56.1 729 77.0 
San Francisco •••••• 51.2 41.4 123.6 8.5 18.6 45.7 103,8 145.5 71.3 

Total ......... 353.1 855.8 99.2 137.6 191.4 71.9 1,577.8 2,418.1 65.2 

1 Bills payable and rediscounts. 
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The following tables give figures for the country and for the several Federal reserve 
~i.etricts: 

Loam and discounts. 

May4,1920. Apr.28,1921. Increase or I P.rcent 
decr ...... I incr.ase or 

decrease. 

District I, Bostcn: 
1722,986

1 

~~tMii::::::::::::::::::::::: 135, 246, 397 134,5~411 - 2.05 
21, 1if1, 534- 22,91 168 + 1,627,634 + 7.65 

Nonagricultural •••••••••••••••••••••••• I, 332, 045, 656 1,295, 870, 067 - 36, 175, 789 - 2.72 
District 2, N.w York: 

:.=.,~u.:ai::::::::::::::::::::::: 146,502,212 161,462, 092 + 14,959,880 +10.21 
76,443,410 81,890,480 + 5,447,070 + 7.13 

Nonagricultural •••••••••••••••••••••••• 5, 494, 705, 478 5, 068, 604, 081 -426,101, 397 - 7.75 
District 3, Philadelphia: 

t.==u.:ai::::::::::::::::::::::: 87,168, 244 96, 755, 983 + 9,587,739 +11.00 
33,249,202 34, 735, 874 + 1,488,672 + 4.47 

Nonagricultural •••••••••••••••••••••••• 1,003, 740, 244 975,930,105 - 27,810, 139 - 2.77 
District 4, Cleveland: 

£~5~::::::::::::::::::::::: 
162, 495, 912 160, 846, 267 - 1,649,645 - 1.02 
367,791,599 375,296,122 + 7,504,523 + 2.04 

1,062, 185, 432 1, 163,025,917 + 100, 840, 485 + 9.49 
District 5, Rlchmond: 

4, 746, 334 £==::::::::::::::::::::::: 197,834,413 202,080,747 + + 2.41 
147, 165, 715 146, 680, 925 484,790 - 0.33 
552,045,667 542,706, 143 9,339,524 - 1.69 

District 6, Atlanta: 

=~J=::::::::::::::::::::::: 
150, 312, 605 154, 720,320 + 4,407,715 + 2.93 
113, 330, 013 118,438,699 + 5, 108,688 + 4.51 
484, 083, 946 425, 350, 339 - 58, 733, 607 -12.13 

District 7, Chicego: 

£=i~::::::::::::::::::::::: 
691, 857, 488 675,480,514 : ~~~ra: - 2.37 
291, 935, 614 274,549,428 - 5.96 

2, 107, 585, 822 1, 975, 210, 711 -132, 375, 11l -6.28 
District 8, St. Louis: 

196,212,740 £==::::::==::==::=::::===: 200, 058, 067 - 3, 845, 327 - 1.92 
34, 878, 827 34,206,888 - 571,959 - 1.64 

623,916,781 550, 231, 539 - 73, 685, 242 -U.81 
District 9, Minneapolis: 

395, 160, 240 Agricultural .••••••••••••••••••••••••••• 376,032,213 - 19, 128, 027 -4.84 
Semiagrlcultural ••••••••••••••••••••••• 76,255,595 71,630,394 - 4,625,201 - 6.07 
N onar.icultural .••.•••••••••••••••••••• 338, 463, 580 297, 796, 372 - 40,667, 208 -12.02 

Dlst~~i!;;it~~.~~~:: •••••• , •••••••••••• 406, 677, 903 353,818,589 - 52,859,314 -13.00 
8emiagricultural. •••••••••••••••••••••• 88,990,778 77,963,042 - 9,027,736 -10.38 
Nonagricultural •••••••••••••••••••••••• 564, 857, 395 489, 452, 025 :- 75, 405, 370 -13.35 

DIsT~i~it~~~: ••••••••••••••••••••••••• 359, 995, 120 337,216,517 - 22,778,603 - 6.33 
SemiBgrlcultural ••••••••••••••••••••••• 106, 505, 803 104, 207, 690 - 2,298, 113 - 2.16-
Nonagricultural •••••••••••••••••••••••• 237, 410, 342 207, 492, 900 - 29,917,442 -12.60 

Dlst~~~t~I~~~~: ••••••••••••••••• 357, 339, 094 404, 449, 654 + 47,110,580 +13.18 
8emiBgrlcultural .•••••••••••••••••••••• 128, 267, 388 122, 812, 963 - 5,454,423 - 4.25 
Nonagricultural •••••••••••••••••••• , ••• 990, 295, 886 972, 600, 149 - 17,695, 737 - 1.79 

Federal TeBeTVe districts NOB. 1-1~. inclusive. 

CONSOLIDATED FIGURES. 

[Agricultural counties, 2,266; semiagricultural counties, 244;' nonagricultural countie., 4~2.1 

May4,1920. Apr.28,l921. 

Capital and Surplus: 
1622,632,805 • ·t:,:-,=~tUnii::::::::::::::::::::::: 1565,851,169 

260,271,224 279,222,125 
~en!!~':taf.!c~f~············· ••••••••••• 2,316,403,732 2,500,537,567 

~fu:l'...;r~;;nii::::::::::::::::::::::: 2,344,847,419 1,875,394,464 
1,064,827,547 924, 878, 262 

Nonagricultural •••••••••••••••••••••••• 11,424,109,317 10,273, 585,103 
Time deposits: 

1,428,095,281 Agricultural •••••••••••••••••••••••••••• 1,370,399,728 
Semiagricultural ••••••••••••••••••••••• 620,055,519 672, 256, 585 

L~o::rdi~~:"······················ 3,757,603,504 4,242,397,896 

t=~;;;8i::::::::::::::::::::::: 3,190,147,695 3, 153, 599, 047 
1,484,101,476 1,465,427,653 

Nonagricultural •••••••••••••••••••••••• 14,791,336,429 13,964, 270, 348 

+ 
+ 
+ 

Increase or 
decrease. 

156,781,646 
18,950,901 

184,133,835 

469,452,955 
139,949, 285 

-1,150,524,214 

57,695,553 + 
+ 52,201,066 
+ 484, 794, 392 

36,548,648 
18,673,823 

827,066,081 

Percent 
increase or 
decr .... e. 

+ 10.m 
+ 7.28 
+ 7.95 

- 20.02 
- 13.14 
- 10.07 

+ 4.21 
+ 8.42 
+ 12.90 

1.15 
1.26 
5.69 



654 AGRICULTURAL INQUffiY. 

F~al Tuerve di8trict8 NOB. I-If. inclusive----Continued. 

CONSOLIDATED FIGURES-Contlnned. 

May 4, 1920. Apr. 28, 1921. Incresseor 
decrease. 

353,055,115 + 127,552,018 
137,628,943 319,006 

1,577,804,615 629,056,190 

114,114,886 + 
~;~;mt 

45,244,858 
6,055,929 

507,383 

FEDERAL RESERVE DISTRICT NO. I-BOSTON. 

Percent 
increase or 
decrease. 

+ 56.56 
.23 

-28.50 

- 15.22 
5.0:> 

- 9.28 

+65.70 
+ 18.96 
+ .57 

[Agricultural counties, 13; semiagricultural counties, 6; nonagricultural counties, 47.] 

Capital and surplus: 
18,272,250 ~fn!:':~mai::::::::::::::::::::::: 18,608,000 + 1335,750 + 4.00 
5, 736,000 6,040,500 + 304,500 + 5.31 

N on~riCultural ••••••••••••••••••••.•.• 239, 362, 525 249,127,810 + 9,765,285 + 4.03 
Demand "Posits: 

~fn!:'~~ur8i.":::::::::::::::::::::: 28, 716,445 21,953,785 6,762,660 - 23.55 
15,~7, 740 13,987,561 1,820,179 - 11.51 

Nonagricultural ••••.•.••.••.•.•.••••••• 1,163, 502, 137 1, 013, 339, 297 -150,162, 840 - 12.91 
Time deposits: 

t~~~~~ur~::::::::::::::::::::::: 18, 379, 585 21,659,443 + 3,279,858 + 17.85 
9,817,259 12,244,237 + 2,4.."6,978 + 24. 72 

Loa~So~~~r~:~tij:"'" •.••.•.•••••.•••. 286, 001, 277 356, 924, 562 + 70, 923, 285 + 24.80 

~fn!:'~~~urai::::::::::::::::::::::: 35,246,397 34,523,411 722,986 2.05 
21,287,534 22,915, 168 + 1,627,634 + 7.65 

Nonagricultural •••.••.•••••.•.••.•.•.•. 1, 332, 045, 856 1,295, 870, 007 - 36, 175, 789 2.72 

Borro~ from Federal reserve bank: 
1. R 'scounts-

Agricultural .•.•.••••••••••••••••• 909,110 925,454 + 16,344 + 1.80 
Semiagricultural .•••••••.•.•••••• 199,979 614,536 + 414,557 +207.30 
Nonagricultural •••••••.•••••• , .,. 87,017,_ 71,236,987 - 15, 780, 417 - 18.13 

2. Bills payabl<>-
Agricultural .•.•.•..•••.•••..•.••• 1,285,200 1,527,000 + 241,800 + 18.81 
SemiagriculturaJ. ••••••••••••••.• 700,100 840,300 + 14Q,2OO + 20.03 
Nonagricultural •••.•••..•..•••••• 37,447,250 23,915, 700 - 13, 531, 550 - 36.13 

Total-
Agricultural .••.••••••••.• 2,194,310 2, 452, 454 + 258,144 + 11.76 
Semiagricultural •....•••• 900,079 1,454,836 + 554,757 + 61.63 
Nonagricultural •••.•••••• 124, 464, 654 95,152,687 - 29, 311, 967 - 23.55 

Basic lines: 
Agricultural .•.•.•••••••••.••••.••..•.•• .,488,890 4, 585, 8621 + 96,972 + 2.16 
SemiagriculturaJ. •••••••.••••••••.••••. 2,M,469 2,910,100 + 107,637 + 3.84 
Nonagricultural ..•.••••••••.•••••••.•.• 193, 812, 328 184,057,371 9,754,957 5.03 



AGRICULTURAL INQUIRY, 6,55 

Fetkral rum', districts No •. I-I!, inclusiv&-Continued. 

FEDERAL RESERVE DISTRICT NO. I-BOSTON-Continued. 

May 4. 1920. Apr. 28. 1921. Increase or Percent 
decr .... e. increase or 

decr .... e. 

B"'i~C=t~rrespondents: 
Agricultural ..••••••..••..•....... 152.071 1191.944 + 1)39,873 +268.62 
Semlagriculturai. •.•....•••• _ .•... 10,900 35,296 + 24,396 +223.82 
Nonagricultural ••.•••••••........ 596, 897 381.783 215.114 - 36.04 

2. Bills payabl&-
AgriculturaL .......•.•.......... 645,000 683,000 + 38,000 + 5.89 
Semlagrlcultural .•.••..•...••.••. 521,200 399,500 121,700 - 23.35 
Nonagricultural ••••••.•••......•. 2,532,365 3,999,625 + 1,467,260 + 57.94 

Total-
AgriculturaL ••.. ' ....... 697,071 874,944 + 177,873 + 25.52 
Semiagrlcultural. •....... 532, 100 434,796 97,304 - 18.29 
Nonagricultural •••.••.... 3.129,262 4,381;408 + 1.252,146 + 40.01 

FEDERAL RESERVE DISTRICT NO.2-NEW YORK. 

[AgrlCQItural counties. 27; semiagricultural counti .... 11; nonagricultural counties, 37.1 

CI1P~~:3t~:J'!~: ...•...•..••••..•....... 133.087. 400 134.935.044 + $1.847.644 + 5.58 
Semiagricultural •••.....••.•....•.. , •.• 13.206.700 13,937,650 + 730,950 + 5.53 
Nonaf!l'lcultural •..•..•.•.•.•.•...•..•.• 771.875. 840 846.310. 652 + 74, 434. 812 + 9.64 

Demand deposits: . 
121. 108, 205 

£;;;~::::::::::~:::::::::::: 
13-1,030,148 - 11,921,943 8.96 
58, 785,437 54,840,359 - 3,945,078 6.71 

4, 7?2, 948, 657 4.300.239.036 -452, 709, 621 9.52 
Time deposits: . 

AgriculturaL .•••••••••••••..•......... 101, 676, 070 130, 622, 890 + 28, 946, 820 + 28.47 
SemiaWicnltural.. '" ••.•...•.•.....•.. 48, 796,033 56,276,548 + 7,480,515 + 15.33 
N ona!Zflcuitural ..•••......•.....••...•. 710,611. 341 819, 785, 225 +109,173,884 + 15.36 

Loans and discounts: 
Agricultural .•...•..•.............•..... 146, 502, 212 161,462, 092 + 14,959, 81\0 + 10.21 
Semi agricultural. ••••....••....•..•..•. 76,443,410 81,890.480 + .;,447,070 + 7.13 
Nonagricultural •.•••••.•••.•••....•.•.. 5.494, 705, 478 5.068, 604, 081 -426,101, 397 - 7.75 

Borrowinl!S Crom Federal reserve bank: 
1. Rediscounts-

Agricultural. •...•...... : •.•...... .1,3.12,835 1,357,143 + 24,308 + 1.82 
Semi agricultural •.•.......... ' ... 1, 2i4, 473 2,665.366 + 1,450.893 +119.47 
Non_icultural •.......••........ 289.202. 499 2113.940, S56 - 25,281.643 - 8.73 

2. Bills payiobl&-
AgriculturaL .••.•...........•.•. 6,728,900 7,450,100 + 721,200 + 10.72 
Semiagricultural •••........•...•. 4.81'1,512 3,705,387 - 1,176.125 - 24.09 
Nonagricultural .•••••....••.•.... 491. 779. 045 310,163,148 _181.615, 897 - 36.93 

Tot.l-
+ 74.;.'508 Agricultural.. ....•••.•..• ~,061. 735 8, 807. 243 + 9.25 

Semiagrlcultural ......... 6,095,985 6,370,753 !206,~i.~g + 4.51 
Nonagricultural .•••..••.. . 780, 981, 544 574.104,004 - 26.49 

Basic lines: 
Agricultural. ...•...•••.•••••.••.....•... 24,244,344 24,642,228 + 397,884 + 1.64 
Semiagricnltural. ..•••.•••.••.•..•.•... 11,029,595 10,716,628 312,967 - 2.84 
Nonagricultural •••••..••••....•••...•.••. 1,225,587,227 1,082. 965, 358 -142,621,869 - 11.64 

Bon;~il~s~~'::~respondents: 
. A!Zfit'Ultural ..•.•..•.•....•.•.•... 243,591 255,283 + 11,672 + 4.79 

Semlagricultural .•..••.••.•..•... 25,300 187,738 + 162,438 +642.05 
Nonagricultural ••.•••..•.•••.. ". 7.892,112 219,889 7,672,223 - 97.21 

2. Bills payabl&-
519.136 - 30.79 Agricultural ..•.••••........•..... 1,686,136 1,167.000 

Semlagrlcultural ...•••.•••••..... 85,000 359,894 + 274,894 +323.40 
Nonagricultural •.••••••••••...... 5,020,303 7.402,818 + 2,382,515 + 47.46 

Total-
507,464 - 26.30 Agricultural ...•••.••..... 1,929,727 1,422,263 

Semiagricultural ..•....•. 110,300 547,632 + 437,332 +396.49 
Nonagricultural. ..•...... 12,912,415 7,622, 707 5,289,708 - 40.97 



656 AGRICULTURAL INQUIRY. 

Federal rel/eMle districts Nos. 1-12, inclmive. 

FEDERAL RESERVE DISTRICT NO. 3-PIDLADELPHIA. 

[AgriculmraJ counties, 25; semiagricu1tural counties, 6; nonagriculmraJ counties, 29.) 

May4,192O. Apr. 28,1921. Increase or 
decrease. 

Percent 
increase or 
decrease. 

cap~rc':3t~~~~ ••••••••••••••••••.••••. $27, 372, 800 130. 494, 356 +13, 121, 556 
Semiagricultural ••.•••••••••••••••••••• 11,506,260 11,568,500 + 62,240 
Nonafticultural ••••.••••••••••••••••••• 236, 993, 169 246, oos, 780 + 8,035,611 

D~"g.1cu1'f~~: .......................... 70,993,990 67,767,159 - 3, 226, 831 
Semiagricultural ••.••.••••••••••••••••• 32, 870. 265 30.175, 321 - 2,694, 944 
NonagriculmraJ •••••••••••••••••••••••• 874, 053, 814 813,577,170 -60, 476, 644 

Time deposits: 
Agricultural .•••••••••••••••••••••••••• 71,207,370 90,538,842 + 19, 331, 472 
SemiagriculmraJ •••••••••••• , •••••••••• 26, 431, 648 31,397,672 + 4, 966,024 

~o~,~~"ls: ....................... 265, 063, 769 325, 297, 618 +60, 233, 849 

Agricultural •••••••••••••••••••••••••••• 87,168, 244 96, 755, 983 + 9,587,739 
Semiagricultural ••••••••••••••••••••••• 33,249, 202 34, 735,874 + 1,486,672 
Nonagricultural •••••••••••••••••••••••• 1,003, 740, 244 975, 930, 105 -27,810.139 

B"'i~'Wx:~,:~eral Reserve Bank: 
Agricultural ••.••••••••••••••••••• 836,939 927,346 + 90,407 
SemiagriculmraJ •••••••••••••••••• 319,647 522, 307 + 202,660 
Nonagricultural ••.••••••••••••••• 78, 528, 101 52,877,674 -25, 650, 427 

2. Bills payable-
Agricultural •••••••••••••••••••••• 9,637,900 7,677,070 - 1,960,830 
Semiagricultural ••••••••••••••••• 3,5~312 3, 078, 100 - 446,212 
Nonagricultural •.••.••••••••••••• 130.,95 ,653 83,293,252 -47,664,401 

Total-
AgriculmraJ •••.•••••••••• 10. 474, 839 8, 604, 416 - 1,870.423 
SemiagriculmraJ •••••••••• 3, 843, 959 3, 000, 407 243, 552 
NonagriculmraJ •••••••••• 209, 485, 754 136, 170. 926 -73, 314, 828 

Basic lines: 

t~~~~r.a::::::::::::::::::::::: 14, 440, 520 15, 702, 125 + 1,261,605 
6, 194, 480 6, 353, 875 + 159,395 

Nonagricultural ••••.•••••••.••••••••••• 169, 591, 624 171, 002, 525 + 1,410.901 

B~'W~.:~espondents: 
Agricultural .••.••••••••.•••••••.• 175, 882 74,958 100,924 
SemiagriculmraJ .•••••••••••••••. • 15, 000 ao,OOO + 15, 000 
Nonagricultural •.•••••••••••••••• 119,121 198, 565 + 79, 444 

2. Bills payable-
AgriculmraJ ...................... 722, 000 1,024,000 + 302, 000 
Semiagricultural ••••••••••••••••• 117,092 284, 125 + 167,033 
Nonagricultural ••••.•••••••••••.. 7, 368, 000 3,269,800 + 921,800 

Total-
AgriculmraJ .••••••••••••• 897, 8821 1,098,958 + 201,076\ 
Semiagricultural ••••••••• 132, 092 314, 125 + 182, 033 
NonagriculmraJ •••••••••• 2, 487,121 3, 486, 365 1 + 1,001,244 

FEDERAL RESERVE DISTRICT NO.4-CLEVELAND. 

[Agricultural counties, 86; semiagriculmraJ counties, 29; nonagricultural counties, 54.) 

+ 11.40 
+ .54 
+ 3.39 

4.55 
8.20 
6.92 

+ 27.15 
+ 18. 79 
+ 22.72 

+ 11.00 
+ 4.47 - 2. 77 

+ 10. 80 
+63.40 
- 32.66 

- 20.34 
- 12.66 
- 36.40 

- 17.86 - 6.34 
-35.00 

+ 8. 74 
+ 2. 57 
+ .83 

- 57.38 
+100.00 
+ 66.69 

+ 41.83 
+142.65 
+ 38.93 

+ 22.39 
+137.81 
+ 40.26 

cap~~::,~t~~~:....................... 136,214,685 137,848,633 + $1,633,948 + 4.51 
Semiagricultural. ••••••••••••••• ••••••• 74,917,162 78, 196, 000 + 3,278, 838 + 4.38 
N onamcultural........................ 224, 89Q, 946 252, 926,167 + 28, 035, 221 + 12. 47 

Demand aeposits: 
Agricultural........................... 138,912,426 122,511,398 - 16,401,028 - 1k~t 
Semlagricultural....................... 274,235,533 267,083,212 - 7,152, 321 _ 1.53 
Nonagricultural........................ 824,543,630 811,961,063 - 17, 582, 567 

Time deposits: 
Agricultural .• '......................... 62,404,230 67,875, 004 + 5,470,774 + 8. 77 
Semiagrlculturai.. •••••• ••••••••••••••• 153,122, 016 170. 265, 748 + 17,143,732 + 11.20 
Nonamcultural........................ 507,875,592 608,819,277 +100,943,685 + 19.88 

Loans ana discounts: 
Agricultural........................... 162,495,912 160,846,267 - 1,649,645 + k~ 
Semiagrlcultural....................... 367,791,599 375,296,122 + 7,504,523 
Nonagricultural ••••••••••••••••••••••• '1=1,;' =06=2,;,,1=65.;,=43=2=1==1;,,' 1=63.;,=025..;,' 9=1=7=:==+=1=00=, 84Q,====485=4==+=9=. 4=9 



A.GRICULTURAL INQUIRY. 

Federal reserue diBtrictB No •. 1-tf, incZusive----Continued. 

FEDERAL RESERVE DISTRICT NO::4-CLEVELAND..c.contlnu.d. 

May 4, 1920. 

Borrow\n~ from Federal reserve bank: 
1. Rediscount&-

Agricultural ••••••••••••••••••••• 14,074,545 
S.miagrlcultural ••••••••••••••••• 18,242, 725 
Nonagricultural •••••••••••••••••• 52,031,806 

2. Bills payable-
Agricultural. •••••••••••••••••••• 3,?:T8,750 
Semiagricultural ••••••••••••••••• i},~~= Nonagricultural •••••••••••••••••• 

Total-

Basi. lines: 

Agricultural ••••••••••••• 
Semiagricultural ••••••••• 
N onagrlcultural •••••••••• 

7,353,295 
29,266,225 
99,530,695 

Agricultural ••••••••••••••••••••••••••• 
S.miagrlcultural ••••••••••• : ••••••••••• 
Nonagricultural •••••••••••••••••••••••• 

22,948,476 
57,743,591 

176,950, 492 

BorrowJn~ rrom cOrrespondents: 
1. R 'scount&-

Agricultural. •••••••••••••••••••• 520,439 
Semiagrlcultural ••••••••••••••••• 316,217 

. ,2. B~~~~~tural •••••••••••••••••• 72,002 

Agricultural ••••••••••••••••••••• 2,598,247 
S.miagrlcultural ••••••••••••••••• 2,660,000 
N on&gricultural •••••••••••••••••• 2,302, 216 

Total-
Agricultural ••••••••••••• 3,118,688 
S.miagrl.u1tural ••••••••• 2,976,217 
Nonagricultural •••••••••• 2, 374,;118 

Apr. 28, 1921. 

S3,?:T5, 484 
14, 804, 486 
72,834,947 

3,067,142 
4,507,887 

41,653,570 

6,342,626 
19,312,373 

114,488,517 

21,572,590 
57,592,245 

180, 728, 303 

528,331. 
536,204 
.348, 616 

3,312, 859 
1,379,450 
3,433,227 

3,841,190 
1,915,654 
3,781,843 

Increase or 
decr ...... 

sm,061' 
3,438,239 

+ 20,803,142 

'211,608 

~~~ 
1,010,669 
9,953,852 

+ 14,957,822 

+ 

1,375,886 
151,346 

3,m,811 

.+ 7,892 
+ 219,987 
+ ?:T6,614 

+ 714,612 
1,280,550 

+ 1,131,011 

+ 722,504 

~:~:SJ + 

657 

P.rcent 
mcreaseor 
decrease. 

- 19.61 _ 18.85 
+ 39.98 

- 6.45 
- 59.11 
- 12.31 

- 13.74 
- 34.01 
+ 15.03 

6.00 
.26 

+ 2.13 

+ 1.52 
+ 69.57 

.+384.18 

+ ?:T.50 
- 48.14 
+ 49.1a 

+ 23.17 
- 35.63 
+ 59.29 

FEDERAL RESERVE nISTRlCT NO. 5-RICIDlOND. 

[Agricultural counties, 202; semiagrlcultural counties,70; nonagricultural counties, 47.1 

Capital and surplnB: 

t~in~~~iir8i::::::::::::::::::::::: 136,999,000 142,213,947 +15,214,947 + 14.09 
24,442,611 ?:T,829.106 I .+ 3,386,495 + 13.85 

De,:;.':tar.~f;:,al ••••••••••.••••••••••••• 100,362,607 109,798,575 + 9,435,968 + 9.49 

Agricultural ............................ 124, 1?:T, 718 I~A;~~ 
-22,547;408' ' - 18.16 

S.miagricultural ....................... 90,117,577 "'-20,020,142 -22.22 
Nonagricultural ........................ 359,688,248 327,985,681 -31, 702,5~7 8.81 

Time d.posits: 

t.fmf~~~iir8i::::::::::::::::::::::: 103,699,419 111,529,379 + 7,829,960 + 7.55 
57,925,588 60,904,448 + 2,978,860 + 5.14 

Loa~o::r.;:~=:·· .. ••••• ............. 162,614,835 180,788,780 +18,173,945 + 11.18 

t~,f,\':;:;'l~C::::::::::::::::::::: ~:H~:j~g 202,080,747 :4,~:~ + 2.41 
146,680,925 .33 

Nonagricultural ........................ 552,045,667 542,706,143 - 9,339,524 ,1.69 

Borro~ from Federal reserve bank: 
1. Ro 'scount&-

Agrlcultural.. .................... 5,718,617 13,348,646 + 7,630,029 +133.42 
S.miagricultural ................. 4,079,657 12,150,615 + 8,070,958 +197.83 
N onagrIrultural .................. 39,160,699 50,509,885 +11,349,186 + 28.98 

2. Bills payable-
Agricultural. ..................... 11,710,850 10,955,167 _ 755,683 6.45 
Semiagricultural. ................ 13,329,800 J. 949,552 .-' 3,380,248 - 25.36 
Nonagricultural .................. 47,636,300 ,744,884 -19,891,416 - 41.76 

Total-

t~~':;:;'l!iirai::::::::: ~},~:~~ 24,303,813 '+ 6,874,346 +39.44 
22,100,167 + 4,690,710 + 26.94 

Nonagricultural. ••••••••• 86,796,999 78,254,769 - 8,542,230 9.84 
Basi. lin .. : 

t.~gri~krrai::::::::::::::::::::::: 21,986,833 19,871,913 - 2,114,920 9.62 
12,866,949 12,708,304 - 158,636 1.23 

Nonagricultural ........................ 74,882,503 68,832,074 ...: 6,050,429 8.08 

58589-21-PT 13--42 
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FEDERAL RESERVE DISTRICT NO. 5-RICHMOND-Continued. 

.May 4, 1920. 

B~~~~~~espondents: 

~:~~~~ur8i::::::::::::::::: 52,I29,83! 
2,094,832 

2. Bllr.:~~tural ....•. , ..•.•.•.... 2,622,425 

Agricultural ...•.• : ........•...•. 2,474,673 

~e.::~~'ft=~::::::::::::::::: 1,748,800 
11,237,000 

Total-
Agricultural .•.•..••...... 
Semiagricultural •••...•.. 
Nonagricultural ...•.••... 

4,604,507 
3,843,632 

13,859,425 

Apr. 28, 1921. 

52,046,9'19 
2,1~602 
2,53 ,748 

3,736,950 
3,772,000 
9,783,522 

5,783,929 
5,971,602 

12,321,270 

Increase or 
decrease. 

182,855 
+ 104,770 

84,677 

+ 1,262,277 
+ 2,023,200 
- 1,453,478 

+ 1.179,422 
+ 2,127,970 
- 1,538,155 

Percent 
increase or 
decrease. 

3.89 
+ 5.00 

3.23 

+ 51.01 
+115.69 
- 12.93 

+ 25.61 
+ 55.36 
- 11.10 

FEDERAL RESERVE DISTRICT NO.6-ATLANTA. 

[Agricultural counties, 320; semiagricultural counties, 84; nonagricultural counties, 23.) 

Cap~~~':3t=r!~: ........................ $31,426, 700 $36, R17, 717 +15,391,017 + 17.15 
Semiagricultural. •••...•.••.•.•••.••••. 22,581,768 26,856,552 + 4, 274, 7S4 + 11l.93 
Non~icultural ••••....•••••••••••.••.• 71,762,971 72,183,600 + 425,629 + .51' 

Demand eposits: 

t~.:~~if,;i::::::::::::::::::::::: 122,417,650 Ifl, 286, 599 -35,131,0,,1 -23.70 
90,695,767 70,304,914 '-20,390,8;;3 - 22.48 

Nonagricultural •••.•.••••. ; .••••••.•••• 315,248,479 245,663,803 -69,5801,676 - 22.07 
Time deposits: 

t=~~tUrai::::::::::::::::::::::: 50,047,357 50,683,046 + 635,689 + 1.27 
33,305,562 37,656,535 + 4,350,973 + 13.06 

L08~"!':r~!~~"ls:"';""""" •••.•••.• 164,884,751 160,084,MoI . - 4,800, 107 2.91 

Agrieultural... " .••••.•••..•••.•.••••.• 150, 312, 605 154, 720, 320 + 4,407,715 + 2.93 
Semiagricultural. •••.•.•.•.•.••.••••••• 113,330,013 118,438,699 + 5,108,686 + 4.51 
N ouagricultural •••••••..•......••.•.... 484,083,946 425, 350, 339 -58, T.l3,607 - 12.13 

B0n;,~~~~~~~eral rEserve bank: 

Agricultural.. ••.• , .•••••••••••.•• 5,232,582 20,391,751 + 15, 009, 169 +284.13 
Semiagricultural ................. 4,860,483 13,647,834 + 8,787,351 +180.79 
N ouagrlc.tltural .................. 51,397,235 35,184,800 -16,212,435 - 31.54 

2. Bll\s pays ble-· . 
8,175,400 9,349,850 + 1,174,450 + 14.37 Agric.tlt'Jral ...................... 

Semiagricultural •• " ........... _. 5, fJl7,350 5,790,970 + . 763,620 + 15.19 
1-Ionagrioultural .................. 42 .• 079,330 23,425,500 -13,653,880 - 32.45 

Tohl-
Agricultural .............. 13,457,982 29,641,601 + 16,183,619 +120.25 
Semiagricultural ......... 9,887,&'13 19,433,804 + 9.550,971 + 96.59 
Nonagricultural .......... 93,476,615 63,610,300 -29,866,315 - 31.95 

Basic lines: 
Agricultural ............................ 20,275,720 IS, l!65, 793 - ',409,927 - 21.75 
Seiniagricultural •• " .................... 1*,432,213 12,390,747 - 2.041,466 .- 14.15 
Nonagricultural ........................ 64,670,705 55,049,291 - 9,621,414 -.14.83 

Borrowings from correspondents: 
1. Rediscounts-

Agricultural ...................... 464,519 1,582,862 + 1,118,343 +240.75 
Semiagrlcultural ................. 1,275,683 1,680,800 + 405,216 + 31.76 
Nouagricultural .................. 1.536,223 2,598,t!07 + 1,062,581 + 69.17 

2. Bll\s payable-
Aln'icultural ...................... 2,423,000 7,212,457 + 4,789,457 +197.67 
Stimiagricllitural ................. 1,613,800 4,910,084 + 3,296,284 +204.26 
Nonagrioultural .................. 3,851,667 8,615,643 + 4,763,976 +123.69 

Tots\-
Agricultural .............. 2,887,519 8,795,319 + 5,907,800 +204.60 
Sem1agricultural ••••••••• 2,8'19,483 6,590,983 + 3,701,500 +123.10 
N.onagricultural ••••••••.• 5,387,690 11,214,450 + 5,S26,560 +108.14 
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FEDERAL RESERVE DISTRICT NO. 7...cmCAGO. 

[Agricultural counties, 27'; semiagrIculturai counties, 37; nonagricultural counties, 27.J 

May 4, 1920. 

cap~~rc':,1t~:X~~~: ....................... 1106, 862, 212 
Semiagrlculturai ....................... '3,073,123 

Dm:..~':tf.~I::al ........................ • , 290, ,454, 700 

:=i'gS~;n.;.i::::::::::::::::::::::: 415,027,195 
176,691,470 

Nonagricultural ........................ 1, 331,:M;8, 678 
Time deposits: 

:=~'gS~;n.;.i::::::::::::::::::::::: 391,022,512 
146,346,494 

Loa~.o::r~'!~,;: ••• , .................. 730,019,767 

Agricultural. .......................... 691,857, 489 1 
Semiagrlcultural. ...................... 291,935,614 
N onagrlcultural ........................ 2,107,685,822 

B~Jr!,'::::t~erai reserve bank: 

Agricultural ..................... 31,033,769 
Semiagricultural ................. 16,819,116 
Nonagricultural .................. 245,053,477 

2. Bills payabl&-
Agricultural. .................... 211,458,641 
Semiagrlcultural ................. 16,454,300 
Nonagricultural ........... : ••••.• 123,227, 900 

Total-. k 
57,492,410 Agricultural. ............ , 

Semiagricultural ••••••••• , .33,273,416 
Nonagricultural.' ........ : ' 368,281,377 

BasicUnes: 
Agricultural. .......................... 
Semlagricultural. ...................... 
Nonagricultural ........................ 

82,153,751 
35,618, 179 

353,038,669 

Borrowings (rom correspondents: 
1. Rediseounts-

Agricultural. .................... 2,287,164 
Semiagricultural ................. 4,268,369 
Nonagricultural .................. 3,528, 647 

2. BllIs payabl&- . 
Agricultural. .................... 9,331,013 
Semiagricultural ....... : ......... 4, 412, 500 
Nonagricultural. ................. 2,777,000 

TotBI-
Agricultural ........ , .... 11,618, 1971' 
SemiBgricultural •• " ••••. 8,630,869 
Nonagricultural •••••••••• 6,305,847 

Apr.28,1921. 

\ 
1115, 110, 812 

45,399,250 
313,372, 600 

336, 172,204 
1'3,269,7'3 

1,171,489, 539 

377,347,877 
146,037,469 
750,965,330 

675,460,514 
274,649,428 

1,975, 210, 711 

53,890,711 

1::~},~~ 
29,532,749 
10,647,533 
63,630,315 

83,423,400 
33,057-,937 

250, 338, 084' 

72,231,008 
31,573,819 

'300, 060, 802 

6,970,987 
2,056,250 
5,802,513 

16,043,818 
6,060,20(7 
6,217,204 

23,014,805/ 
8,116,450 

12,019,717 . 

Increase or 
doorease. 

+ 18,2'8,600 
+ 2,326,127 
+ 22,917,800 

- 78,854, 991 
- 33,421, 727 
-169,769,039 

- 13, 674, 635 
+. 1,690,975 
+.20,945,573 

"" 16,376,974 
- 17,386,186 
-132,375, 111 

+ 22, 856, 942 
+. 5,591,288 
- .58, 395, 708 

+ 3,074,108 
- 5,806,767 
- 69,647;585 

+ 25,931,050 
- 215,479 
-117,942,293 

- 9,922,7'3 
..,... 4,044,360 
- 52,977,867 

". 

+ 4,683,803 
2,212,119 

+ 2,273,666 

+ 6,712,805 
+ 1,647,700 
+ 3,440,204 

- 564,419 

Percent 
increase or 
decrease. 

+ 7.72 
+ 5.40 
+. 7.119 

- 19.00 
- 18.92 
- 12.00 

3.50 
+ 1.16 
+ 2.87 

-' 2.37 
. -",5.96 
- 6.28 

'+ ~3.65 
+ 33.34 
-23.83 

+ :11.62 
- 35.29 
- 48.32 

+ 45.10 - .65 
- 32.03 

- 12.08 
- 11.35 
-.15.01 

+204:78 
-" 51,83 
+"64.43 

>'''1 
+71,94 

" +$7.:14 
.. :'T~.83 

'I- 98.09 
"",6.50 + 11,396,,608 1 

+ 5, 713, ~70 .' +~61 

" FEDERAL RESERVE DISTRICT NO. II--ST. LOUIS. 

[Agricultural counnes, 317; semiagricultural counti • .s, 19;· nonagricultural cOunties, 27.) 
,./ 

~.pital8nd ~Ius: I 
138,693,637 542,187,5'3 +13,493,906 + 9.03 Agricult. .. .......................... 1 

Semiagricultural ....................... 5,443,100 6,042,000 + 598,900 + 11.00 
De:a~d8re~~!rrs~··:· _ ................... W,391,S78 100,768.931 + 3,3n,053 +.3.47 

Agricult.ural ............................ 158,925,601 132,556,500 -26,369,101 - 16.69 
Semisgricultnral ....................... 24,6.18,544 22,972,129 - 1,666,~15 - 6.76 

l'im~~~~~~}tural ........... -- ........... 376,749,392 345,184,582 -31,564,810 - 8.38 

A!!ricultural ............................ , 55,695,508 62,503,918 + 6,908,410 + 12.43 
Semiagricullural ....................... 17,589,772 19,412,778 + 1,R23,OO6 + 10.36 

I.oa~so~ar~~~s:"·······"·· -- ••..••• 160,554,141 187,593,166 +27,039,025 + 16.84 

Agricultural .• " ••• __ ••• , c •••••.•••••••• / 200,058,067 196,212,740 - 3,845,327, - 1.92 
Semiagricultnral ....................... 34,878,827 34,306,!l68 - 571,969. 1.84 
Nonagricultural •• __ ••••• __ •• __ .••••.••• 623,916,781 550,231,539 -73,68.'\,242 _.11.81 

. 
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B0T.~~~::~eral reserve bank: 
Agricultural ...................... $5,151,863 
Semiagricultural ................. 2,342,446 
Nonagricultural .................. 99,830,854 

2. BUis payable-

t;~.:'~~;;r8i::::::::::::::::: 11,056,900 
1,499,500 

Nonagricultural .................. 36,360,714 

Total-
AgriculturaL ............ 16,208,763 
Semiagricultural ... : ...•. 3,841,946 
Nonagricultural .......... 136,191,568 

Basic lines: " Agricultural ...... : ................. , ... 
SemiagriculturaL. .................... 
Nonagricultural .................... ; ... 

25,038,090 
3,999,300 

95,401,700 

B0T.'ifJ1::~espondents: 

t~~~-.m.i::::::::::::::::: 1,270,955 
265,100 

Nonarglcultural .................. 2,556,632 
Z. BUis payabls- . 

Agricultural ...................... 5,754,196 
Semiagricultural ................. 739,956 
Nonagricultural ...•••••••........ 5,739,000 

Total-
Agricultural .............. 
S.ln1agricuitural ......... 
Nonagricultural ...... ; ... 

7,025,151 
1,005,056 
8,295,632 

Apr. 28, 1921. 

$12,752,355 
982,083 

36,871,729 

10,261.429 
1,056,582 

18,822,062 

23,013,784 
2,038,665 

55,693,791 

22,192,500 
4,239,700 

88,769,700 

766,670 
41,753 

2,105,528 

7,777,950 
639,500 

4,105,558 

8,544,620 
681,253 

6,211,066 

Increase or 
decrease. 

+$7,600,492 
- 1,360,363 
-62,959,125 

795,471 
- 442,918 
-17,538,652 

+ 6,805,021 
- 1,803,281 
-80,497,777 

- 2,845,590 
+ 240,400 
- 6,632,000 

504,285 
223,347 
451,104 

+ 2,023,754 
- 100,456 
- 1,633,442 

+ 1,519,469 
323,!'003 

- 2,084,546 

Percent 
increase or 
decrease. 

+147.53 
- 58.07 
- 63.07 

- 7.19. 
- 29.54 
- 48.24 

+ 41.98 
- 46.94 
- 59.11 

- 11.37 
+ 6.01 - 6.95 

- 39.68 
- 84.25 
- 17.64 

+ 35.17 
- 13.58 
- 28.46 

+ 21.63 
- 32.22 
- 25.13 

FEDERAL RESERVE DISTRICT NO.9-MINNEAPOLIS. 

[Agricultural counties, 246; s.miagricultural counties, 30; nonagricultural counties, 20.} 

cap~~r~t:!l'~~: ....................... SSI, 170, m $53,895,441 +$2,725,024 + 5. 33 
S.miagricultural....................... 10,129,500 10,832,600 + 703,100 + 6.94 

. Nonagricultural........................ 48, 153, 675 52, 600, 400 + 4, 446, 725 + 9.23 
Demand deposits: . 

t=~~~l;.;.;.i::::::::::::::::::::::: 1:l:~::; 1~:~~:~ =~:ffi:~ = ~:: 
Nonagricultural........................ 192,658,135 169,001,465 -23,656,670 - 12.28 

Time deposits: 
AgriculturaL .. ·........................ 235,254,371 219,090,185 -16,164,186 - 6.87 
Semiagricultural.. .................... • 37,349,002 38, 254, 529 + 905, 527 + 2.42 

Loa~so~:f~t!~:s:....................... 100,719,959 1ll,714,098 +10,994,139 + 10.92 

Agricultural........................... 395,160,240 376,032,213 -19,128,027 - 4.84 

~emiag~I'::fttur..f....................... 3~~'~'~~ J~'~':~ -~,~~,~ = tt~ 
Borro:~::';rO:F~~~~~;~~::·;:~:·· "1===='=='==1===='=='==1==-=='==' ==1===== 

1. Rediscounts-
Agricultural..................... 11,567,166 26,598,515 +15,031,349 
Semiagricultural............ ..... 2,803,175 3,166,087 + 382,912 
Nonagricultural.................. 63, 341, 417 28, 205, 766 -~5, 135, 651 

2. Bills pSY8bls-
Agricultural.. . .. . ...... .. ....... 6, 300, 285 9, 535, 788 + 3, 235, 503 
SemiagricuituraL ................ 2,297,300 1,534,240 763,060 

+129.95 
+ 13.66 
- 47.12 

+ 51.35 
- 33.22 
- 46.02 N onsgricultural.................. 11,592,000 6,256,800 - 6,335,200 

Total- ----1·----1·--'---+---
AgriculturaL..... ....... 17,867,451 36,134,303 +18,266,852' +102.24 
S.miagricultural......... 5,100,475 4,720,327 380,148 - 7.45 
Nonagricultural.......... 64,933,417 34,462,566 -30,470,851 - 46.93 

Basic lines: . 
. AgriculturaL.......................... 42,349, 395 ~', ill', ~ I - 9,091,760 = '2Ui 
Semiagricultural........ ................. 7,908,574 255,768 
Nouagrlcultural ........................ 1==4,,;7,~5=70,;,,=03=7=b==39=,=61=5,~93=5=1=-=7";,=954,,,.;,,1=02=.~==-=16.=72 
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FEDERAL RESERVE DlBTRI~T NO.9-MINNEAPOLIS-Continued. 

Increase or Percent 
M .. y4,1920. Apr. 28,1921. decrease. increase or 

decrease. 

B~~.r~:!.rrespondents: 
Agricultural. .•.•...•••••••.••••• 11,664,863 11,967,709 + 1302,846 + 18.19 
Semiagricultural. ................ 506,441 209,639 - 296,802 - 58.61 
Nonagricultur .. 1. ................. 271,549 176,280 - 95. 269 - 35.08 

2. BIDs payable-
Agricultural. .................... 7 .. 644,152 15, 088, 720 I + 7,424,568 + 97.13 
Semiagricultural ................. 3,689,768 3,020,052 - 689,716 - 18.15 
Nonagricultural .................. 2, 508,000 1,736,100 - 771,900 - 30.78 

Total- • 
Agricultural. ............ 9,309, 015 1 17,036, 429 1 + 7,727, 414 1 + 83.01 
Semiagricultural. ........ 4,196,209 3,229,691 - 966,518 -·23.03 
Nonagricultural .......... 2,779,549 1,912,380 - 867,169 - 31.20 

FEDERAl, RESERYE DISTRICT NO. I!'-KANSAS CITY. 

[Agricultural couDtiea, 306; semiagricultural ronnties, 17; nonagrieultural cOlmti .. , 58.} 

C8P~~~~,?t~~!~~: ...•......... ; .•. ," .••. 1M,289,'1S6 166,8R5, 8AO +12;596,074 + 4.04 
. Semial!ricultural. ...................... 11,909,000 12,877,500 + 968,500 + 8.12 

De:..~d"r';~~~al .........•.....•.•...•.. 67,202,762 70,413,451 + 3,210,689 +- 4.78 

t~..;~i~::::::::::::::::::::::: 
326,744,776 247,678,817 -79, 088, 959 -24.20 
66,633,299 ~:~;= -11,001,056 -16.51 

397, '121, 592 -54,192,3114 -13.64 
Tim. deposits: 

- O,:h4,47~ AIlriMlituraL .......••..•••••......•.•. 110, 122, 718 100,808,240 - 8.46 
ilemlaj!Ticultural .••...•• : •.....•.•..... 21,069,306 22J839,~9 + 1,770,649 + 8.40 

Loa:.n~:r~~~:· ..................... 112,664,623 119,112,424 + 6,447,801 + 5.72 

Agricultural.. .......................... 4g::;~~ 3-~3,818, 5119 -52,859,3U -13. on 
!'emiagricultural. ...................... 77.1Jtl.1,!»2 - 9,027,736 .-'-10.38 
Non~cultur .. 1. ....••........•...••.•. 564,857, 395 489,452.025 -75,405, 370 -13.35 

Borrowinl!S from Federa1 rP.SCI'Ve bank: 
1. Rediscount'J-

Agricultural.. .................... 12,597,3-17 24,086,167 +11,488,830 +91.20 
Semiagricultural ................. 5,558,596 3,675,810 - 1,882,785 -33.~7 

2. Bi~~~~~ura1· ................. 70,794,424 39,181,822 -31,612,602 -44.65 

Agricultural.. .................... 9.~22,362 9,245,050 177,312 - 1.88 
Semiagricultural ................. 2,01»,000 2,145,475 + 51,475 + 2.46 
Nonagrioultural ....•..•.•.• ; .••.. 26,838,981 16,885,169 - 9,953,812 . -·37.09 

Total-
Agricnltural .............. ~~~;~~ 33,331,217 +11,311,518 +51.37 
8emiagrlcultural ........ _ 5, 1121. 2!'-5 - 1,831,310 =~~~ 

BaslcllDes: 
NonagriculturaL ..•..•.•. 97,633,405 56,006,991, ~41,566,414 

Agricultnral.. ...•.•.•.••.•.•••••••.•.•. 58,582,507 '45,070,898 -13, 511,609 -23.06 
St>m1&j!TIrl1ltural. ...................... 12,749,017 10,988,096 - 1,760,921 -·13.81 
Nonagricultnral ........................ 81,&<;5,511 72,&'>1,048 - 9,001,463 -11.00 

Bon;:1::£'s~';:',;::~nndents: 
.'~ gricultnral. ..................... 3,224,568 3,070,312 154,2.<;6 - 4.78 
St>miagricultnral ................. 932,183 507,861 - 624,322 -66.97 
Nonagricultural. ................. 6,647,689 4, 701,4~ - 1,946,197 -29.28 

2. Bills paYRble-
Agrieultural ...................... 4,569,573 7,726,877 + 3,157,304 +6~.09 
Semiagricultural ................. 2,482,5116 2,012,070 - 469,836 :"1~.93 
Nonagricultural .................. 15,280,714 6,400,957 - 8,879,757 -58. Ii 

Total-
+38.53 Agrirultural.. ............ 7,794,141 10,797,189 + 3,00.1,648 

Semiagrlcultural ......... 3,414,689 2,320,531 - 1,()94.,158 -32.01 
Nonagricultural •••.•.•... 21,928,403 11,102,440 -10,825,954 -49.37 
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Federal reserve districts N08. 1-12. illclusiv~ontinued. . . 

FEDERAL RESERVE DisTRICT NO. ll~DALLAS. 

[Agricult!lral counties, 290; semiagricultural counties, 8; nonagricultural counties, 17.) 

May 4,1920. 

cap~::,nJt:':af~~: ....................... $75, 248, 655 
Semiagricultural ....................... 16, 165, 000 

_ De:..~':i"f.i"::!f~························ 31,468,200 

.. Agriculrural .... ; ...................... 341,938, 793 
/tomiagricultural ....................... 89,411,761 
Nonagricultural ........................ 201, 095, 648 

'Time deposits, 
39,300,487 

_ ~!~:i~~Ui-8i::::::::::::::::::::::: 17,638, 809 

u..!°::r~~=s:······················· 35, 713, 981 

~eg~:~~Ui-8i::::::::::::::::::::::: 359,995, 120 
106, 505, 803 

Nonagricultural •••••••••••••••••••••••• 237,410, 342 

Borrow:m Federal r~serve bank: 
1. R - unts-

,Agricultural ...................... 11,736,843 
Semiagricultural ................. 6, 237,.641 
Nonagricultural .................. 16,061,135 

2. Bills payable-

'.' Agricultural ••••••••••••••••••••• 11,988,059 
Semiagricultural ................. 8, 770, 500 
Nonagricultural •••• : ............. 23,667,950 

Total-
Agricultural.. ........... 23,'724, 902 
Semiagricultural .' •••••••• 15, 008, 141 
Nonagricultural. ..•..•••• 39,729,085 

,.Basic lines: 

£=S1=~::::::::::::::::::::::: 
55,376,270 
17,983,899 
35, 902,420 

BorroW~(rom correspondents: 

, I., R ~g=l~ ................ ~ .... 865, 069 
Semiagricultural ................. 806,148 
NonagrIcultural ................... 1,932,560 

2. Bills payable-
Agricultural ...................... 5, 776, 675 
Semiagricultural ................. 1,625,000 
Nonagricultural •••••••••••••••••• 2, 261, 000 

Total-
Agricultural ............. 6,641,744 
Semiagricultural ••••••••• 2,431,148 
Nonagricultural •••••••••• 4, 193, 560 

Apr. 28, 1921. 

$83, 462, 028 
18, 637, 112 
37, lI8, 950 

246,962, 151 
78, 243, 136 

153, 043, 344 

40,336,907 
22, 970, 681 
41,872, 140 

337,216,517 
104, 207, 690 
207, 492, 900 

35,169,074 
7,052, 790 

14, 102, 572 

10,613,671 
4, 160, ass 
1,601,341 

45, 782, 7~ 
lI, 213, 143 
15,703,913 

39,341,075 
15,670, 301 
28, 701, 104 

2, 055, 085 
516,219 

1,428,074 

12,853,572 
3,577,759 
5, 402, 700 

14,908,657 
4, 093, 978 
6,830, 774 

Increase or 
decrease. 

+18,213,373 
+ 2,472, 112 
+ 5,650,750 

-94,976,642 
-11, 168, 625 
-48, 052, 304 

+ 1,036,420 
+ 5,331,872 
+ 6,158, 159 

-22,778,603 
- 2, 298, lI3 
- 29, 917, 442 

+23,432,231 
+ '815,149 
- 1,958,563 

- 1,374,388 
- 4,610,145 
-22, 066, 609 

+22,057,843 
- 3,794,996 
-24, 02>, 172 

-16,035,195 
- 2,313,598 
- 7,201,316 

+ 1,190,016' 
289,929 
501,486 

+ 7,076,897 
+ 1,952,759 
+ 3,141,700 

+ 8,266,913 
+ 1,662,830 
+ 2,637,214 

Percent 
increase or 
decrease. 

+ 10.91 
+ 15.29 
+ 17.96 

- 27.78 
- 12.49 
- 23.90 

+ 2.64 
+ 30.23 
+ 17.24 

- 6.33 
- 2.16 
- 12.60 

+199.65 
+ 13.07 
- 12.19 

- 11.46 
- 52.56 
- 93.23 

+ 92.97 
-25.29 
-60.47 

- 28.96 
- 12.88 
- 20.06 

+137.56 
- 35.96 
- 26.10 

+122.51 
+120.17 
+138. 91> 

+124.47 
+68.40 
+ 62.89 

FEDERAL RESERVE DISTRICT NO. 12-SAN FRANCISCO. 

[Agricultural counties, 160; semiagricultural counties, 27; nonagricultural counties, 41.) 

, 
cap1~~fc~t~f.I~~: ••••••••••.••••••••••••• 

I 
. 166, 213, 617 $70, 173, 424 +$13,959,807/ + 24.83 

Semiagricultural ....................... 21,161,000 21,005,355 - 155.645 .74 
Dem~~I:rr.;~r~~al. ............. : ......... 136,484, 459 150,832,751 + 14,398,292 + 10.55 

tfn:r:~~~liirai::::::::::::::::::::::: 293, 1>33, 708 245,021,978 =iH~~;~g I - 16.53 
109,999,717 86.073,661 - 21.75 

Nonagricultural ........................ ,635,135,007 579,064,895 - 56,070,112 - 8.1!3 
Time dep",.its: • 

'131' 890 101 155,099,550 + 23,409,449 ! + 17.78 AgriculturaL .......................... 
Semiagrlclliturai. ...................... - . 50, 664; 036 51,995,991- + 1,331,955 + 2.63 

Loa~.0:~8r~~~~=~: ....................... 520',879,478 579,440,632 + 58,561,154 + 11.24 

Agricultural.. .......................... 357,339,094 404, 449, 654 + 47,110,560 + 13.18 
Semiagricultllral ....................... 128,267,386 122,812,963 - 5,454,423 4.21> 
Nonagricultural. •.•.• ; •••.•••••••••.••• 990,295, 886 972, 600, 149 - 17,695,737 - 1. 79 
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Federal ruer'IJe districts No,. 1-11. i1lCIUBi'lle-Continued. 

FEDERAL RESERVE DISTRICT NO. I2-SAN FRANCISCO-Continued. 

May4,1920. 

BorrowI~ from Federal reserve bank: 
1. 9COU11t&-. 

Agricultural.. .................... 1':':',!90,594 
SemlagrlcuJtural ................. 4,514,463 
Nonagricultural .................. 67,800,892 

2. Billa payabl&-
Agricultural.. .................... 12,027,650 
SeJniagrlcuJtural ................. 1,153,405 
Nonagricultural .................. 37,554,800 

Total-
Agricultural •••••.•••.•.• 29,218,244 
Semlagrlcultural. ........ 5,667,868 

Basic Un .. : 
Nonagricultural .......... 105,355,692 

:~~~u;ai::::::::::::::::::::::: 
Nonagricultural ........................ 

47,780,835 
18,228,568 

146,309,953 

Bo~~~~:....rrespon~ents: 
Agricultural.. ••.•••••••••••.••••. 3,981,573 
Semlagricultural •••••••••••.•.•.. 362,500 
Nonagricultural .................. 751,740 

2. BUb payabl&-
Agricultural.. .................... 8,364,815 
SelOlagricultural ••••••••••••.•••• 1,365,500 
Nonagricultural. •••.••••••••••••• 4,518,500 

Total-
. Agrlcultural.. ............ 

Semlagricultural ..•...... 
Nonagricultural ........... 

12,346,388 
1,728,000 
5,270,240 

Apr. 28, 1921, 

$32,826, fJ73 
6,403,344 

74,768,067 

18,391,380 
2,096,900 

28,990,000 

51,217,453 
8,500,244 

103,758,067 

41,449,993 
18,586,195 

145,458,133 

3,~~ 
326;802 

14,685,257 
2,83~475 
8,21 ,694 

17,996,583 
3,779,029 
8,544,496 

Increase or 
decreese. 

+115,635,479 
+ 1,888,881 
+ 6,967,175 

+ 6,363,730 
+ 943,495 

8,564, BOO 

+ 21,999,209 
+ 2,832,376 

1,597,625 

6,~;~ + 
851,820 

670,247 
+ 580,054 

424,938 

+ '6,320,442 
+ "1470975 
+ 3::~~:194 

+ 5,650,195 
+ 2,051,029 
+ 3,274,256 

Percent 
increase or 
decrease. 

+ 90.95 
+ 41.84 
+ 10.28 

.+ 52.91 
+- 81. 80 
- 22.81 

+ 75.29 
+ 49.97 - 1.52 

- '13.25 
+ 1.96 
- .58 

'-16.83 
+160.01 
-56.53 

+ 75.56 
+107.72 
+ 81.87 

+ 45.76 
+118.69 
+ 62.13 

Gov. STRONG. Mr. Chairman, when' the table is completed, which 
will be accompanied by a column chart showing tlie increase in 
loans and deposits which have taken place by-counties .throughout 
the United States in contrast-that is, in agricUltural counties in con
trast with other sections of the country~it will probably develop that 
some important information will be disclosed. (See p. 650.) It involves 
an analysis of the figures reported by some 9,500 member banks
I think over 9,500 banks-and will take some time to conclude. 

Senator LENROOT. I do not know as I got your statement. You 
said there would be reports from some 9,500 banks,·and then I 
understood you to confirie it to the agricultural sections;· How many 
banks are there in the country ~ 

Gov. STRONG. We are consIdering as agricultural banks the banks 
in those J>arts of the country which are classified by the Department 
of AgriclIlture as agricultural sections, and then we are contrasting 
those banks with the other banks of the country. 

Senator LENROOT. Then one study gives aU' of the banks in the 
United States j '.' . .' . 

Gov. STRONG. Yes; one study will give all·ofthe member banks 
in the United States, with the contrast of which I speak. '. . 

Senator·HARRISON.· Governor, ,what is .included in "industrial 
loans"~under that head~ .• (See tables on J>P' 638 and 639.) .' 

Gov; STRONG. I should say that as the. New York ban~woU;ld 
makeup those figures ~hey would be loans generally t~,the l~dustnal 
eoncerns--'-'-manu(acturmg cbncerns~f the cduntrY'Wlth which these 
banks do business---that is, manuf~cturers, generally.' : 
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Senator HARRISON. What do yoU: understand by "speculative 
loans" ~ Are speculative loans included in these industrial loans ~ 

Gov. STRONG. They would be included under the heading "All 
other loans." , . 

SenatorHARRIsON. It would not be included in the" industrial 
loans" ~ 

Gov. STRONG. No; they would not. 
Senator HARRISON. So the only speculative loans that you could 

have had at that time would be to the approximate amount of 
$110,000,0001 .' 

Gov. STRONG. No, sir; I do not .think that figure is correct. 
Senator HARRISON. $193,000,000; all other loans; you have 

$193,000,000. ' 
Gov. STRONG. But we have only- selected from the loanaccount 

loans which we thought would be illuminating for this inquiry under 
these classes, and then have totaled them and given the total with 
other loans. 

Senator HARRISON. So they would be included in the $5,444,000,000 ~ 
Gov. STRONG. Yes, sir. • 
Senator HARRISON. What per cent of that would be speculative, 

would you say, if you can giye us that ~ 
Gov. STRONG. Well, the New York Stock Exchange loan account, 

which is the largest speculative loa~ account, I suppose, of all at that 
date, November 15, 1920-youWlll recall that November 3, 1919, 
was the high-water mark for those loans, but November 15, 1920, 
is the date of this report. The total of loans on the New York Stock 
Exchange, on stock-exchange collateral, of all New York City daily 
reporting banks, as of the latter date for their own account was about 
$350,000,000; and, the total of loans which those New York banks 
were making for their out-of-town correspondents at that date would 
be about $585,000,000. (See p. 647.)' I 

These charts, which are in the record in the document which I 
i1Jst handed to t1;te reporter, are illuminating on that point, Senator. 
You' understand, Senator Harrison, that the figures included in this 
table do not include loans which are made by New York banks for 
their correspondents. Those loans do not appear as an asset or 
liability on the books of the New York reporting banks. 

Shall I proceed, Mr. Chairman ~ 
The CH.AmMAN. Yes; you maY'proceed. 
Gov. STRONG. At the conclusIOn of yesterday's hearing, I had 

hoped to point out that the object of discussing at such great length 
the various types of loans, and the rates relatin~ to those loans, was 
for the purpose of assembling a picture, the SIgnificance of which 
the commission would understand, as to. the relationship between 
the rates established by the Federal Reserve Bank of New York and 
the rates borne by the various types of loans that are currently made 
in the New York market. If, upon reading over the record,. I find 
that the picture I have given is not complete or is'insufficiently pre
sented because of the length of the discussion, I hope you will permit 
me to make a further .concise written statement of that matter. 

Representative TEN EYCK. Wherever you refer to a chart, and inas
much as the charts will not be printed into the record, I will ask you 
whether the charts or blue ~rints can not be easily made, and whether 
or not it would be a good ldea to give us enough copies of the charts 
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so that each one of the members of the· commission may have one 
of the charts in his possession when reading over the record. 

Gov. STRONG. We have the master charts in our office, and if 
agreeable to the commission, I will have 10 sets of the charts made 
up with explanations attached, and furnish them to the commission. 

Senator HARRISON. That would be a splendid idea. 
The CJuIRMAN. ·Yes; that would be avery good idea, and we 

would be very glad to have' that done. 
Gov. STRONG. Now, Mr. Chairman, I think I can proceed to a dis

cussion of ,the general subject of control; that is, what measures 
were taken by the management of the Federal reserve bank .of New 
York to deal with the various problems which came up during the 
five periods which I outlined at yesterday morning's hearing. 

Senator HARRISON. You have discussed the progressive rate, 
have you not' 

Gov. STRONG. I ay» coming to that, Senator. 
The first period, which was the period before the. declaration of 

war, I shall completely ignore, unless the commission desires some 
further discussion: of it. . 

For the. second period, which was the period of our participation 
in the war, down to August, 1918, I think I have sufficiently de
scribed what the folicy of the bank wasjand I am having assembled 
certain records 0 the Liberty loan organization ·of New York an~ 
of the bank to indicate in general what the policy of the two organi
zations was during that period. In brief, let me say, we have a ware
house with tons of documents covering those transactions; but unfor
tunately the member of the organization who has had charge of 
that material happens to be away just now on vacation. How
ever, we hope to select typical exhibits from those records which 
will bring out the policy which I have described as one of resisting 
expansion, but at tne same time making these loans a success, even 
if it involved expansion. And with these passing words, I will 
say no more as to that r.eriod particularly, except as respects the 
activities of the so-called 'money committee. " 

Now, I have with me the origmal minutes of that organization, if 
the commission desires to refer to them. But I think possibly I had 
better describe exactly what transpired. When· the Liberty loan 
committee was organized in April, 1917, one of the first developments 
with which we were encountered was the tendency on the 'part of 
lenders-both New York City banks and out-of-town banks-to 
withdraw their loans from the stock exchange in order to invest in 
the new issues of securities being made by the Government. That 
was one motive; another motive was the fear which instantly devel
oped that the enormous borrowingswhi~h would be imIJosed uPQ}l 
the Treasury for the IJurpose of conductmg the war woUld make It 
necessary for the member banks to borrow very large amounts from 
the Federal reserve bank, and in preparation they wanted to with
draw their loans from stock excliange employment and put their 
funds into other loans which would be available for discount at the 
Federal reserve bank. 
. At the bank we did not feel that same concern; because the expan
sion which we contemplated would take place in the loan account-
whic~ "!Ve expected would take place--:would have fo~ its bflSis the 
securItIes of the Treasury that caused It, and would give the banks 
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the available collateral to support the loans as they would be eligible. 
But I do not think the banks quite appreciated that. And we had 
many inquiries, and many bankers were very much concerned as to 
what would b.e the effect on the credit situation brought about by 
these war loans. The tendency was at once reflected by money rates 
advancing on the stock exchange, and we were advised by the officers 
of the stock exchange that something must be done to take care of 
the situation on the exchange, or we would have panicky rates and 
a collapse. 

At first, without adequate information, and without as much 
experience as we later gained, the Liberty loan committee, which was 
composed principally of the presidents of some of the large banks in 
New York, almost every day made up a little fund which their own 
institutions agreed to loan on the stock exchange in order to take 
care of these withdrawals. We did not want money rates to go 
skyrocketing, and we did not want a break in ,he credit and in the 
stock market such as I have described. 

Well, after awhile it became apparent that if that continued very 
long the tendency would be to have the 10 or 12 large banks, a small 
number, take over the burdea of the entire stock exchange loan ac
count--

Senator HARRISON (interposing). You say lit small amount. You 
have different ideas on those things from some of us; what do you 
mean¥ . 

Gov. STRONG. I say a small group of banks. 
Senator HARRISON. About what was the amount involved ~ 
Gov. STRONG. At that time we had no figures; some hundreds of 

millions. I could not say, but I refer to the stock exchange loan 
account. 

Senator HARRISON. I see. 
Gov. STRONG. So that by early fall, or midsummer, it was devel

oped that some arrangement must be made by the banks of New 
York so that an adequate supply of funds would be available to the 
stock exchange in order to protect the interests of the Treasury. We 
had meetings at the bank, calling in groups of probably 10 presidents 
of banks over a series of days, and explained the situatIon to them and 
asked them to cooperate with us in assuring that there would be sufficient 
funds for stock exchange loans. It resulted, after a little preliminary 
experimenting, in a fund being furnished of $100,000,000, to be 
placed at the disposal of the committee, of which I was chairman,. 
and a contingent fund, only for employment in case the first fund be
came exhausted, of another $100,000,000. As that account was actu
ally operated we did not make theloans at the bank; it was simply a 
IIleasure of control that was exercised over the loans made by each 
bank for its own account. 

It was found that the operation of that account bore unevenly and 
unfairly on certain banks. They did not want to make these loans, 
but felt they were required to, in the interest of the Treasury's 
operation and efficiency, and did it on that account. So that we 
finally assembled data from all the banks that were in the habit of 
makiDg these loans and made lit fair apportionment . of· the total stock 
exchange loan account. At the time that apportionment was made-,
I am speaking from memory-I think we found there was $450,000,000 
beingloanedbythoseNewYorkCitybanks; We analyzed the character 
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of the business of those banks, the banks in the upper 'p'art of the 
city that rarely made. loans on the stock exchange, as well'p..s those 
which were in the hablt of making them, and effected a fair division 
of the 1450,000,000, or thereabouts-between 1450,000,000 and $400,-
000,000, I think it was-among all the large banks and trust com
panies. 

Senator lIAImIsON. This was in 1919' 
Gov. STRONG. This was in 1917. And then an apportionment of 

the increase of $200,000,000 which I have described was made in 
like proportions. At that time, or shortly before, we called upon 
the banks to make a daily report to Us of how much they were loan
ing on the New York Stock Exchange, so that we would know the 
amount. . 

Senator fuRBISON. If they failed to do their pro rate part, did you 
get behind them' 

Gov. STRONG. If they failed to make the loans' 
Senator fuRRISON. Yes. 
Gov. STRONG. Yes; we did. 
Senator ·lLuuuSON. They were buying some stocks and selling 

some stocks, were they 1 
Gov. STRONG. Those loans were simply replacing one set of lenders 

for another set of lenders on the market. 
Senator lLuuuSON. Was there any of the speculative element in 

it ¥ ' 
Gov. STRONG. To the extent that a stock exchange loan is specu

lative generically, it was all speculative. 
Senator HAruiISON. Was there ever any arrangement among those 

lenders that those men would make a bearish market, or a bullish 
market! , 

Gov. STRONG. Never to our knowledge: 
Senator fuRRISON. So that they did not get into it to that extent' 
Gov. STRONG. We were accused of it-:--we were accused of all 

sorts of things, Senator. One of the things we were accused of by 
one newspaper writer, who indulges in fantasy-and dreaIns, was that 
we had tipped off our friends and they sold out their stocks, and then 
bought them back again when prices went down. We have been 
accused of all sorts of things. 

Senator HARRISON. That would not have been possible, would it' 
Gov. STRONG. Well, sir, if anybody in the Federal reserve bank 

did that, we would like to put hiin in Jail. 
Senator HARRISON. Of course, but it would not have been possible, 

would it' _ 
Gov. STRONG. Absolutely, it would not have been possible. 
Senator LENROOT. How did you arrive at this $450,000,000; did 

you take the amount of loans outstanding at that time' 
Gov. STRONG. We took the amount of loans outstanding at that 

time; yes, sir. 
Senator LENROOT. What was the status of speculation at that 

time; did speculation in the war industry stocks.run pretty high' 
Gov. STRONG. Not at that time. " 
Senator LENROOT. It did not run high at that time' . 

- Gov. STRONG. No; sir; Permit me to say this: Before out entrance 
into the war, there had been speculation In New·Yorkin what were 
commonly described as the "war I brides," and there was no tneans 
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of controlling it. There was no machinery for the purpose. I 
doubt whether sentiment in the United States would have 
permitted. the Federal reserve bank to step in and autocratically 
or arbitrarily «ontrol it. As soon as we were in the war a different 
situation arose, and I am free to confess that some very autocratic 
controls were set up, as they were obliged to be set up, Senator. 
And if they were too autocratic, you can attribute it to the falli
bility of the men handling the situation. The attempt was made to 
exercise an influence of con,trol, as I shall describe later. 

Senator LENROOT. Now, will you describe why it was necessary 
to come to the relief of the stock exchange for the benefit of the 
Th~~~ '. • 

Senator HARRISON. Go into that in detail, if you will, because 
that is quite important I think. 

Gov. STRONO. I woJd like, of course, to have the officers of the 
Treasury speak for themselves in those matters. It was felt that 
what might be described as panicky rates on the New York Stock 
Exchange would result in a precipitate decline in securities and 
uneasiness throughout the country, and cause consequent difficulty 
in placing certificates of indebtedness and the long-time war loans. 
That, in a brief word, expresses the opinion which I think prevailed 
at the time . 
. Senator LENROOT. On the other hand, to just the extent that 

encouragement was offered for the indulgence in speculation, to 
that extent it withdrew that amount of money from other and 
legitimate needs, did it not ~ . 

Gov. STRONO. When I come to a review of that matter from the 
records of the committee, I am ~oing to point out and emphasize one 
thing: That the members of the New York Stock Exchange were 
not permitted to increase their loans beyond the amount which we 
found there; they were not permitted to. I express it that way from 
the standpoint of the committee that was exercising this control. 
Now, from the standpoint of the New York Stock Exchange-I must 
state this in fairness and in justice to the members of the New York 
Stock Exchange-from the standpoint of the New York Stock 
Exchange, never did they hesitate for one minute in doing what we 
asked them to do. And the exercise of this control was never ques
tioned by the business conduct committee of the New York Stock 
Exchange, which put the clamps on speculation and would not per
mit the loans to expand. 

Senator LENROOT. Then do I understand that during the war 
period, the actual loans were not increased beyond $450,000,000 ~ 

Gov. STRONG. I have the actual figures here. 
Senator LENROOT. ApproximatelyY 
Gov. STRONG. They were not permitted to increase beyond the 

amount shown on a certain day selected. 
Senator LENROOT. Some time early in 1918 W 
Gov. STRONG. No, sir; the committee got control from the business 

conduct committee, I think, in August, 1918. There was no necessity 
for control before that. The tendency was to reduce the amount of 
such loans. 

Senator LENROOT. I thought you said it was in 1917 that you de
termined on this $450,000,000 l 
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qov. STRONG. Yes; but ~he tendency of the banks during all that 
penod of the '!Val' was to Withdraw mon~y 'from 'the stock exchailge~ 
Had we penDltted that money to be Withdrawn from loans on the 

, stock exchange to the extent t~at it might have be«;ln, we would have 
had a great difficulty to deal With. Arid the curtailment of loans on 
the New Yor~ Stock Exchange from that period until August, 1918, 
was automatIC. Our' effort was to keep enough money on: the ex-
change to prevent a collapse in values. ' 

Senator LENROOT. What you meant was, that it was not Until 
August, 1918, that it was necess~ to take control, I suppose ~ 

Gov. STRONG. Yes; and you will see that as soon ,as the community 
sensed the coming success of the allied annies ,then' the spirit of 
speculation developed, and the policy of the committee changed. 
From an effort to furnish enough money to prevent a collapse of values 
on the stock market our effort then was changed to restricting the 
amount of money going into speculation and to preventing speculation 
on the exchange. , -

Senator LENROOT. For the purpose of comparison, what is the 
approximate value of stock exchange loans to~day , 

Gov. STRONG. Those made by the New York-'-
Senator LENROOT (interposing). As compared with the same loans 

you mentioned, $450.,0.0.0.,0.0.0.. . 
Gov. STRONG. I reported yesterday, Senator, that the loan account 

of New York City banKS has been at tImes lower since the reports were 
made to us, but that it was,$47o.,o.o.o.,o.o.o. as of the day before referred 
to. 

Senator HARRISON. What was the amount prior to 1917, when you 
fixed $450.,0.0.0.,0.0.0. as the basis W ' 

Gov. STRONG. We have no means of telling, Senator. 
Senator HARRISON. Have you any idea, so that you could estimate 

thatW . 
Gov STRONG. From the outbreak of the war, during the period when 

the stock exchange was closed" my belief is that tlie amount of the 
stock exchange loan account was very greatly reduced. People who 
had money took up their loans during that period, when there was 
no market for securities. 

Senator HARRISON. How did you arrive at the basis of $450.,0.0.0.,0.0.0. ¥ 
Gov. STRONG. By the report that was made in November. ' 
Senator HARRISON. The amount of caUs at that time' 
Gov. STRONG. The amount that was outstanding at that time, and 

we endeavored to crystallize and keep the amount at that figure. 
Representative TEN EYCK. I_et me ask you: When you first agreed 

upon $100.,0.0.0.,0.0.0., and t.hen went to $20.0.,0.0.0.,0.0.0., and then went up 
to $450.,0.0.0.,0.0.0., this was what you might call tL rE1servoir of money to 
take the place of other money that was withdrawn ¥ 

Gov. STRONG. Exactly. 
Representative TEN EYCK. But it was not phwed on the market to 

help speculation ~ 
Gov. STRONG, Not at aU.-
Representative TEN El'CK. But was used as a reservoir to take the 

place of other funds ~ . , 
Gov. STRONG. As the money was drawn out by certain lenders ,it 

had to he replared, andwe oi·ganized by getting 65 lenders to put III 
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the money, in order to make up the necessl:lry amount, and so that the 
large withdrawals would not reduce the amount and give us trouble. 

Representative MILLS. When you say It trouble," Governor, will 
vou define that. a little further1 
" Gov. STRONG. Congreo;;sman Mills, whether we were right or· 
wrong-I think we were right-I think we would have had trouble 
if that $200,000,000 had been suddenly withdrawn from the New 
York Stock Exchange. . . 
. Representative MiLLS. Let me ask you this further question: In 
order to market the Government securities, you have got to have a 
market for securit.ies generully ~ 

Gov. STRONG. Yes,sir. 
Representative MILLS. And if there had been a collapse of prices 

on. the New Y9rk St.ock Exchange, even assuming that it might have 
stopped short of a panic, it might have reached the point where there 
was no market for securities, could it not ~ 

Gov. STRONG. It might have done so. 
Representative MILLS. And if there was no market for securities, 

it would have been very difficult for the United States Government to 
haye placed large loans at a low rate of interest, would it not ~ 

Gov. STRONG. It would have been exceedingly difficult. 
Uepresentative MIl.lS. So that, to permit tlie" Unit·edStates Gov

ernment to J>lace loans, it was absolutely necessary to maintain the 
integrity of the security market of the country, was it not ~ 
. Gov. S1,"RONG. Yes, sir; and .as you will understand, it was very 
difficult to maintain the securiti~s market generally. 

SenatorLENRooT. Why do you say that in oruer .to market the 
Government securities it, was necessary to maintain a market for 
other securities 1 . . . 

GOY. STRONG. Let us suppose that all securities-investment secur
ities-had suffered a decline because of a rise in interest rates, not 
only ~m the stock market but all over the country. The United 
States Government was competing with all other borrowers in the 
money market... Senator, as stated yesterday, it io;; not the interest 
which is fixed by Congress on a Liberty 10a.Ii. which fixes the price of 
the credit in the market. It is the value which the market places on 
those securit.ies, and had the securities been forced by these develop
ments on the stock exchange to a much lower price, and consequently 
a much hi~her interest rate developed, it would correspondingly 
have causea a decline in the price. of the United States Government 
bonds, and consequently necessitate? a hig~er rate which the Gov-

-ernmentwould have had to P~:IlJ~Ok Its credlt. 
Senator LENROOT. Do you . there was any considerable per-

centage of the Liberty loans that.were purchased upon an investment 
basis~ . . 

Gov. STRONG. Upon the basis of an investment return ~ 
Senator LENROOT. Yes. 
Gov. STRONG. Well, from such discussions as I had in that matter, 

and from very careful estimates and comfarisons that were made 
throughout the entire period of the war 0 the investment interest 
basis of all types of investment securities-those matters were 
ex!lJIlined .with utmost. care, Senator-I think the Treasury was 
drawing information and advice from all sections of the country in 
order to establish interest rates at a level which would reasonably 
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insure success. But I do not mean to imply that we were relying 
u]>on the interest rate alone for success; had sole reliance been placed on 
that, the Government of the United States would have been obliged 
to .pay much higher rates. 

Senator LENROOT. I think so. Were not ,the great bulk of the 
loans placed on patriotic grounds, rather than on the rates promised ~ 

Gov. STRONG. I think so. That is true after the first loan, any
way. 

Senator LENROOT. I think so. 
Gov. STRONG~ The investors knew that we were entering upon a 

period of high tax rates, and tha,t made the 3t per cent, tax
exempt bonds attractive. 

Representative TEN EYCK. Yes; but in the beginning, when they 
atteIPpted to sell them, as they did, and the brokers went out to 
sell tliem in the different offices, like they had attempted to, sell, 
bonds previously, that was practically a failure. 

Gov. STRONG. The investment feature was negligible alongside of 
the patriotic feature, as it went afterwards 

ReJ?resentative TEN EYCK. Mter they started in on the patriotic 
idea, It was then that they were bought ¥ ' 

·Gov. STRONG. I wish I felt justified in taking the time of the 
commission in telling you some· of the romance, connected with the 
sale of these bonds. But I feel that this is not the time, nor is it 
the place to put it in this record.. . 

Senator LENROOT. Then your answer to Mr. Mills' question should 
not stand as you put it, that in order to market these bonds there 
must be a market for other securities ¥ 

Gov. STRONG. ' I think it had-: -' " 
Senator LENROOT (interposing). Outside of the first one. 
Gov. STRONG. On the investment market ~ 
Senator LENROOT. Put it this way: Don't h?! believe these other 

bonds, whoever bought them,thereby' cut . self off, by buying 
the other. bonds, from buying the Government bonds; he cut himself 
off from his ability to buy Government bonds; did he n.ot~,' . 

Gov. STRONG .. Well, this security market, Senator, was important 
to the Treasury for another reason--, '. , 

Senator LENROOT (interposing). I see that, but I am coming now 
to this proposition, that I do not think you want to have your answer 
to Mr. Mills stand just as you made it. " . , ., 

Gov. STRONG. There were hundreds of thousands of people in this 
country who converted their securities in order to buy the Govern
ment securities. Take my own case. I sold almost everything I 
had in order to buy these loans; otherwise I would have had to sell 
my securities in a declining market. . 

.Senator LENROOT. But somebody had to buy them. 
Gov. STRONG. If I had to do that, it would have involved a severe 

sacrifice on my h:~ in buying these Government securities; oI.le 
which I do not- t' should have been imposed, if we could aVOId 
it, and we were endeavoring to avoid it. .' 

Now, let me take one instance: In the fourth Liberty 101ln, the one 
in which we had the uneasiest times, because then everybody felt 
peace was at hand: We feared a loan failure in New York; we were 
very much afraid of it. We took the statements of the six 1llrge~t 
life insurance companies in our district, and they are the largest 11;1 
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the country-analyzed them and figured how much their cash 
resources were; how much their income was; how much they had 
invested already in previous war loans; what their liabilities were
their payments to policy holders; that is, what they were shown to be 
on an average. The presidents of those sixlife insurance companies 
came to my office. I explained th-e situation to ·them. Theypointed 
out to me that they had already subscribed $70,000,000 to the four 
loans, but as a result of representations we made to them they 
increased their subscriptions oy $180,000,000 at that one meeting. 
Now, the one thing we had to assure those life insurance company 
presidents was that if they made this subscription, and the time came 
when they needed to borrow the money for periods of months or 
years; would they be protected' Would they get the money 1 And 
we had. to agree, if tney made these subscriptions, and had to :plake 
borrOWIngs from the banks, that we would take care of them, and 
we did. Now, what position-and I use this to illustrate the point-..:. 
what position would we have been in with investors such as those and 
generiilly, had we attempted to negotiate these enormous loans at a 
time wnen security values were crumbling 9 I think we would have 
had a very serious and difficult time, Senator. 

Senator HARRISON. Would your boards call in and allot certain 
stocks on the stock exchange; would you designate how much should 
be bought, and so on 9 . 

Gov. STRONG. No; I will bring all that out in what I propose to 
say. 

Senator IlARruSON. I was just curious to know whether you told 
them there were certain stocks they ought to take care ofW 

Gov. STRONG. Senator, I know the stories that were going about. 
Senator HARRISON. I do not know those stories. 
Gov. STRONG. I have heard them, and read them, and have had 

them sung and whistled to me, but I think the best treatment to 
accord to those stories and the authors of them is to ignore them. 

Senator HARRISON. I have not heard the stories; I was curious to 
know the facts of the case. You stated that you gentlemen and you, 
yourself, in order to purchase some of these Liberty bonds, had to 
get rid of some of your stocks. 

Gov. STRONG. I did not own any stocks; just bonds. 
Senator HARRISON. Now, that money was loaned to certain 

people, and certain people were buying Liberty bonds. Of course, 
you did not desigIlate what should be bought or sold 9 

Gov. STRONG. No, sir; we did not. 
Senator HARRISON. There wasn't any action on that at all, 
Gov. STRONG. There was not. 
Senator HARRISON. All action touching this matter was approved 

here by the Federal Reserve Board, was It 1 • 
Gov. STRONG. Oh, I think so. Now, the theory· on which the 

Federal reserve bank conducted business for the Treasury was, I 
think, generally this: That, while the Federal Reserve Board was 
constantly in touch with our policies and what we were doing, the 
Federal reserve act provides tliat the Secretary of the Treasury may 
require the Federal reserve banks to do certain things, and our con
tact with the Treasury was a direct contact. All of the measures 
and policies that were adopted were adopted as the result of the 
relationship direct between the Treasury and the Federal reserve 
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banks. Of course, the Federal Reserve Board was an important 
factor in the determination of the policies of the Federal reserve banks 
through all this period. But in selling the loans of the Treasury and 
placinO' their loans, we received our directions and undertook to 
form;J'ate our policies on instructions forwarded to us direct from 
the Treasury; and they were not passed to us, so to speak,. through 
the Federal Reserve Board. 

Representative Mn.Ls. Gov. Strong, in pursuing this policy which 
you have described, you were acting in entire accord with Mr. McAdoo, 
were you not t 

Gov. S'(RONG. Oh, yes. 
Representative MILLs. And dealing directly with him ~ 
Gov. STRONG. Yes, sir. If you will permit me to proceed with this 

money statement, much' of this inquiry which you are making will 
be made clear from the original documents. 

The CHAmMAN. You may'proceed. 
Gov. STRONG. The actiVIties of the subcommittee of the Libertr, 

loan committee to which I have referred as the" money committee, ' 
formally took shape in the middle 0'1 September. The :first minute 
appears to be dated September 18, 1917; and on October 1 the fol
lowing statement was given to the press oy that committee [reading] : 

The subcommittee of the Liberty loan committee, which has been ~athering data 
from the banks and trust companies of this city, authorizes the folloWIng statement: 

"Daily revorts are now being received from all the banks and trust companies in 
New York City in response to the request recently sent them. 

"In view of the apyroaching period during which large payments will be made on 
account of the new Issue of Government bonds, the committee has considered it 
prudent to make arrangements with a large number of the banks and trust companies 
which are now filing these reports, to place at the disposal of the committee a fund 
to be loaned in their discretion as needed. . 

"The committee has pledges that a. very large sum will be provided, of which over 
5200,000,000 is immediately available. It is expected that by this means the credit 
resources of the Federal reserve bank will be made available as needed. 

"The members of the committee which will have charg~ of the handling of this 
fund are as follows: James S. Alexander, George F. Baker, Walter E. Frew, Gates W. 
McGarrah, Charles H. Sabin, Benjamin Strong, Frank A. Vanderlip, James N. Wa.lla.ce, 
~nd Albert H. Wiggin. 

That was generally reprinted in the press of New York on October 2. 
The next statement given to the press was a statement given out 

rl'te~ a meeting of the committe~, and the statement I have here is a 
reprmt from the New York TImes of October 2, 1917, as follows 
reading]; 
The committee, after its meeting, authorized the following statement: 
"Daily reports are now being received from all the banks and trust companies in 

~ ew York CIty in response to the request recently sent them. 
"In view of the ap:proaching period during which large payments will be made on 

Lecount of the new 18sue of Government bonds, the committee has considered it 
)rudent to make arrangements with a large number of the banks and trust companies 
1{hich are now filing these reports to place at the disposal of the committee a fund to 
)e loaned in their discretion as needed. 

"The committee has pledges that a very large sum will be provided, of which ov~ 
;200,000,000 is immediately available. It is expected that by this means the credIt 
'esources of the Federal Reserve Bank will be made available as needed." 

Another statement given to the press had relation to the desire 
IVhich we wanted to express that commercial borrowers who sold 
)aper in the market should reduce the maturity dates of their bor.:. 

58589-21-PT 13---43 
~. 
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rowingsj that ~s, reduce the time or ,usance as much as possible. 
That statement is brief, and is as follows [reading]: 

A recent letter from Gov. Harding of the Federal Reserve Board to the governors 
of the Federal reserve banks states that the board looks with approval upon the sugges
tion that commercial paper be made to run for not longer than four months, instead of 
six months, as is frequently the case at the present time. . 

Thi,s committee, in analyzing the present financial situation, considers it of utmost 
importance .to emphasize this suggestion in every possible way. It should be made 
certain that the amount of commercial paper eligible for rediscount is the maximum 
that can be provided. 

This committee believes that the financial machinery of the United States is suffi
ciently sound and elastic to meet the strain incident to the forthcoming war loan and 
subsequent loans. It feels, however, that the ha.ndling of such vast sums as are 
required by the J.>resent situation calls for the most careful preparation and forethought. 
Any method which will obviously strengthen the money situation should be adopted. 

If current commercial paper is made to run for not more than four months, instead 
of six months, as is the present general practice, the credit situation will be greatly 
improved. 

That statement was printed in the New York newspapers. 
Now, from October, 1917, the date of the statement which I 

have read, until August, 1918, which is the date to which I assigned 
the change in condItions and consequently a change in policies
August, 1918, there were no statements made to the press; at any 
rate, no statements of any consequence, because during the entire 
time in that period we had attempted to keep stable the amount of 
the N ew York stock exchange loan account, and the efforts of the 
co~ttee, I.think had b~en successful in preventing money rates at 
any tillle durmg that J>erlod on the New York stock exchange from 
exceeding 6 per cent. With the approach, as I have stated more than 
once, of what was generally believed to be the successful conclusion of 
the war, these reJ>orts which we were receiving from the stock exchange, 
as well as from the member banks, began to show a tendency by the 
public to buy stocks for a rise. In other words, the movement of 
the stock exchange account began to increase, and the policy of the 
collllhittee had to be changed. 

Senator HARRISON. That was in August, 1918 W 

Gov. STRONG. August 1918. And the policy of the committee 
had to change from a pohcy of keeping the market supplied with an 
adequate amount of credit; that is, replacing what was withdrawn, 
to a policy of restricting the amount of money employed in that 
manner. This statement was given to the press on August 29, 
1918 [reading]: 

The efforts to stabilize money rates made since the first Liberty loan was offered 
have met with a cheerful and sincere cooperation on the part of borrowers and lenders. 
The Government in prosecuting the war requires a constantly increasing amount 01 
money and while every effort will continue to be made to maintain rates at the present 
leve~l it is thought wise, in view of the present progress of the allied armies, to point 
out mat any disposition to indulge in speculative commitments based on borrowed 
money must of necessity lead to an increase in rates that will prove corrective. 

That was the first statement given to the press that year, and it was 
generally published in the New York newspal>ers of August 30, 1918. 

Now, prior to this we had been conductmg some informal dis
cussions on the growing tendency toward speculation on the New 
York Stock Exchange, with the officers of the stock exchange, and 
I think I should read a letter which I wrote to the president of the 
stock exchange on September 5, 1918, at the direction of this so-called 
money COmmlttee of which I was the chairman. 
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Senator lliRRISON. I wish you would read the other list of those 
names. 

Gov. STRONG. The names, Senator, are in this letter, and I will 
read the names in the course of this letter, if you will permit me. 

Senator HARRISON. Yes. 
Gov. STRONG. This lette~ is datec:i September 5, 1918. [Reading:] 

SEPTEMBER 5, 1918. 
My DEAR Sm: AB you are aware, a subcommittee of the Liberty loan committee of 

this district was appointed on September 5, 1917, and has undertaken certain duties 
in connection with the New York City money market, for the purpose of securing 
the most complete cooperation with the Government in ita financial program by all 
the financial interests of the city. The members of the subcommittee are the follow
ing gentlemen: Benjamin Strong, chairman; James S. Alexander, George F. Baker, 
Walter E. Frew, Gates W. McGarrah, Charles H. Sabin, Frank A. Vanderlip, James N. 
Wallace, Albert H. Wiggin. . 

Senator lliRRISON. Will you tell us who each one of those gen
tlemen is, and what he is connected with W 

Gov. STRONG. Mr. Alexander is J>resident of the National Bank 
of Commerce, of New York; Mr. Baker is chairman of the board of 
directors of the First National Bank of New York; Mr. Frew is 
president of the Corn Exchange Bank of New York, a State bank; 
Mr. Gates W. McGarrah is president of the Mechanics & Metals 
National Bank; Mr. Sabin is president of the Guaranty Trust Co.; 
Frank A. Vanderlip was president of the National City Bank; Mr. 
James N. Wallace, who has since died, president of the Central 
Union Trust Co.; Mr. Albert H. Wiggin was president of the Chase 
National Bank. . 

Senator HARRISON. Some of these gentlemen represented banks 
which were not members of the Federal reserve system 1 

Gov. STRONG. They were all members of the Federal reserve sys-
tem. 

Senator lliRRISON. The Guaranty Trust Co. was not, was it ~ 
Gov. STRONG. Yes, sir. 
Senator HARRISON. Is it now~ 
Gov. STRONG. Yes; they all became members shortly after our 

declaration of war. . 
To read this again, Mr. Chairman, so as not to lose the connection. 

[Reading:] 
SEPTEMBER 5, 1918. 

My DEAR Sm: AB you are aware, a subcommittee of the Liberty loan committee 
of this district was appointed on September 5, 1917, and has undertaken certain 
duties in connection with the New York City money market, for the purpose of secur
ing the most complete cooperation with the Government in its financial program 
by all the financial interests of the city. The members of the subcommittee are the 
following gentlemen: Benjamin Strong, chairman; James S. Alexander, George F. 
Baker, Walter E. Frew, Gates W. McGarrah, Charles H. Sabin, Frank A. Vanderlip, 
James N. Wallace, Albert H. Wiggin. 

The work of the subcommittee has met with the cordial cooperation of the impor
tant interests connected with the New York money market, andthere has been main
tained an orderly course of affairs in which the supply of funds has been ample for 
the e38ential needs. We believe this condition can be continued. It is obvious, 
however, that for the present there should be devoted to the security market no 
additional credit beyond the funds now so used. Any tendency to expand the col
lateral loan account should, for the general good, under present conditions, be checke~. 

In order that this important situation may be handled in a way that will result.In 
the least pOBBible inconvenience. it is desirable that we should have a completecill.1ly 
view of stock exchange loans. We recognize the disposition of the stock exchange to 
cooperate in every way toward contributing to the orderly conduct of the money 
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market and, depending upon that patriotic disposition, we now ask the governors of 
the stock exchange to collect, for the confidential use of this committee, daily state
ments from each member of the exchange showing in such detail as may be agreed 
upon in confere~ce, the amount of time and call loans of each stock exchange house. 

This information will be for the confidential use of the committee, in whose hands 
haa been placed the responsibility for maintainin~ an orderly money market. The 
reports will be asked for during a temporary period. At the present time it is impos
~ible for ?s to say for just how long a period they will ~e needed. We will be obliged 
~f you will ask the members of the exchange to begm these reports at the earliest 
date practicable. 

Lest any possible misunderstanding arise aa to the object of this request, I am 
directed by the committee to explain that this is only one of a number of measures 
being undertaken by the committee with the object of exercising, by mutual under
standing among the institutions and firms in this city, such reasonable and necessary 
control of the employment of credit aa will insure no interference with the financial 
operations of the Government in conducting the war. 

Accurate information as to the amount of bank credit being employed for stock
exchange pu:,p0ses will be usefnl in attaining these objects. 

I am also duected by the committee to express its cordial appreciation of the spirit 
of cooperation which haa always been shown by the officers and members of the 
stock exchange in matters of this kind, which feeling is shared by the officers of the 
Federal reserve bank. . 

Very trnly, yours, 

H. G. S. NOBLE, ESQ., 

BENJAMIN STRONG, 
Chairman of the Liberty Loan Subcommittee on Money. 

. President New York Stock Et:ehange, New York, N. Y. 

This letter was given to the press by the ofE.cers of the New York 
Stock Exchange and was ~ublished in the newspapers of that city. 
In fact, the copy which I have read is a reprint from a copy pub
lished in the New York Times on September 7, 1918. 

Now, in that period with which this letter deals, and subsequent 
to that period, we found that the speculative tendency was rather 
insistent and was becoming exceedingly difficult to control, and a 
great many measures were discussed as to how absolute direct con
trol could be applied to prevent an enlargement of the loan account. 
And the first and most natural suggestion was that an increase in.the 
amount of margins required by the banks for such loans would be an 
effective brake i that would require more money to enable specula
tors to buy stocks on a margin. So another letter was addressed to 
the president of the New York Stock Exchange, which I believe the 
"money committee" itself gave to the press, the letter being dated 
October 24, 1918. I am reading from a reprint which appeared in 
the New York Herald on October 25, 1918. [Reading:] 

The reports now being made by the members of the New York Stock Exchange 
disclose a considerable increaae in the loan account, although advices from the money 
committee have been that. having due re,,0'8.rd to the financial requirements of the 
Government, there should be no increase in borrowings for stock-exchange purposes. 

The financing of the fourth Liberty loan wiU impose a burden upon the credit 
resources of the country materially lar~er than the financing of any previous loan, 
and the future financial requirements 01 the Government will impose further heavy 
burdens upon the money markets. 

RECOMMENDS 30 PER CENT MARGIN. 

In view of the current increase in the amount of stock-exchange loans, the money 
committee deems it necessary now to take steps to prevent a further expansion of 
such loans and forthwith will recommend to the banks that for the time being a 30 
per cent margin be required on all regular loans instead of. the customary 20 per cent 
margin, and a corresponding increaae in margin on other loans, these increases to be 
made effective on and after Monday. November 4, 1918. The co!Dmittee later may 
find it desirable to recommend a further increaae in margin. 
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It is hoped that this measure will prove effective and that advances in money rates 
may be avoided. 

The banka have made favorabl~ terms for loans growing out of subscriptions to and 
secured by bonds of the fourth Liberty loan, and the recommendations of this com. 
mittee are not to be construed in any way as referring to such transactions. 
It should be understood clearly that the present recommendation or any future 

recommendation by the money committee is not to be construed as expressing any 
views as to values represented by current pri('es of securities, but is designed solely 
to conserve the pubhc interest by preventing, in so far as possible, undue specula
tion at a time when the credit resourceS of the country must be marshaled for the use 
of the Government in carryin~ out its war program. 

A t your suggestion we are mclosing with this, under sealed cover, a list showing 
the increases and decreases in the total loans of each reporting member of the exchange 
sinre the date when reports were first completely made, and desire to express our ap· 
preeiation of your proffered cooperation. 

A ca.rbon copy of this letter which was in our file contains this 
paragraph: 

A copy of this letter is being given to the press, and I would thank you to promptly 
make known the contents hereof to the members of the stock exchange. 

That paragraph was not in the article published in the press. 
The minutes of the money committee of October 24, 1918, recite. 

tha.t the money committee proposed to give publicity to the letter 
recommending the increase of margins on stock exchange loans. 

The CHAIRMAN. What are the general margins ~ 
Gov. STRONG. The usual margins are 20 per cent on loans on what 

is known as mixed collateral; tliat is, a certain proportion of railroad 
bonds and stocks, and a certain proportion of industrial bonds and 
stocks. On loans secured wholly by industrial stocks it was 25 per 
cent. The effect of this letter was to increase the margin of collateral 
for loans on mixed collateral to 30 per cent, and on loans secured 
wholly on industrial stock collateral to 37! per cent. 

In reply to this letter, as I recall-I do not have it before me-we 
received an acknowledgement from the' president of the stock ex
change indicating that they understood and would accede to this re~ 
quirement which was asked by the banks. They subsequently met 
us, however, and told us that it worked a great hardship on a number 
of their members; that it did not bear equally on all of the members. 
That is to say, a small house did not have the means and could not 
furnish the margin over what the customer furnished for his account, 
as the larger houses did, and the tendency was to have all the business 
of the stock exchange drift to the larger and richer houses, and the 
smaller houses were feeling it. And a good many discussions of that 
matter were held with the officers of the stock exchange, until finally, 
on November 30, 1918, this letter was addressed to me by the presi
dent of the stock exchange; and while I can not give you any infor
mation as to how it was made public, I presume It ~as giveI?- to tI;te 
press by the officers of the stock exchange, because It was prmted ill 
the New York Times on December 5, 1918, as follows [reading]: 

NEW YORK, NO'1lf:mber30, 1918. 
BENJAMIN STRONG, Esq., 

Governor Federal Reserve Banlc, New York, N.Y. 
DEAR Sm: The importance of keeping the volume of loans upon securities from 

increasing at the present time is thoroughly understood and a.ppreciated by the 
financial community. It would seem, therefore, that the money committee's require· 
ment of a. margin of from 30 to 37~ per cent on stock exchange loans has ceased to be 
necessary. 
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. T~is requireme~t works ~ny hardships and produces serious injustices, and, be
lievmg 909 they ~o th~t the.mflue~ce of the banks and of the exchange is amply able 
to <;ontrol the sltuatlOn Wlthout It, the stock exchange committee, of which I am 
chaIrman, would ur~e that the money committee consider the advisability of having 
thi~ ad?itional margm requirement withdrawn. 

Hopmg that the money committee will give this request favorable consideration, 
lam, 

YOlIrB, very sincerely, 
H. G. S. NOBLE, Prmdent. 

That communication was considered by the "money committee," 
and the following reply_was sent to President Noble, which also is a 
reprint from the New York Times of December 5, 1918. The letter 
is dated Decemb«;lr 4, 1918, and is as follows [reading]: 

My DEAR SIR: Your letter of November 30 was submitted to the money committee 
~t its regular meeting, h~ld yesterday afternoon. 

There has been no change in the situation to justify an increase in the total of the 
l!tock exchange loan account, and it is not probable that additional funds will be 
available for stock exchange loans so long as the Government continues to be a borrower 
on the present large scale. Nevertheless,- as your letter states that the exchange is 
amply able to control the situation without continui~ the requirement by the lending 

• banks of additional margin, as outlined in the commtttee's letter of October 24, 1918, 
the committee has decided to accede to the request contained in your letter of Novem
ber 30, and will at once co=unicate with the associated banks in this city to that 
effect. 

In the event of developments nll<'essitating such action, the committee will request 
the associated banks to exact requirements for additional margin. 

Very truly, yourS, 
BEN1AMIN STRONG, 

Chairman subcommittee on money of the 
lIiberty Loan Committee, for the committee. 

H. G. S. NOBLE, Esq., 
Pre8'ident New York Stock Exchange, New York, N. Y. 

Subsequent to the letter of December 4, which I have just read, 
I was advised by thefresident of the stock exchange that the business 
conduct committee 0 the exchange was taking absolute control of the 
matter and whenever the reports which were made daily showed that 
any member of the stock exchange, or any firm was increasing its 
loan account, it was called to appear before the business conduct 
committee and required to make explanation of the cause of the 
increase; and, in pomt of fact, during the :period of control, which was 
exercised by the business conduct co:ouri.J.ttee of the exchange, I do 
not recall that the loan account, as reported by the members of the 
exchange, increased at all. They held it down by direct contact 
with their members. 

The arrangement, however, between the" money committee" and 
the associated banks of New York was made for liinited periods from 
time to time, and the period in which these letters were written 
expired by limitation of the agreement on January 10, 1919; and, of 
course, in the meantime the armistice had been signed, and the 
demand -was developing all over the country to relax these war-time 
requirements. "Let business go back to its normal procedure," was 
everywhere ,demanded and the demand by the members of the New 
York Stock Exchange became very insistent. I think the demand 
by the public was very insistent that these artificial controls that 
had been introduced during the war should be discontinued. This 
was represented very strongly to the Liberty loan organization, 
and in view of these representations, on December 30, the following 
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statement was authorized for release to the press by the "money 
committee." [Reading:] 

In view of the approach of the time when the arrangement on the part of the banks 
to furniBh money for the purpose of stabilizing rates on stock exchll.Il!!;e loans would 
expire by limitation, namely, January 10, 1919, it was deemed wise by the subcom· 
mittee on money of the Liberty loan committee to confer with the officials of the 
Treasury, that their wishes as to an extension of the present arrangement might be 
known. 

Such conference was had, and the Treasury has written as follows: 
"The Treasury requests the subcommittee on money of the Liberty'loan committee 

to continue its operations in aid of the Government's financial requirements, on the 
one hand to prevent an increase in the rate for call money, and on the other hand to 
prevent expansion of the loan account," 

Acting in accordance with the expressed wish of the Treasury, the subcommittee 
on money has arranged with the banks to continue the present arran~ement and has 
arranged with the authorities of the stock exchange that they shall continue to exercise 
control to prevent expansion of the aggregate loan account, 

That statement was widely published in the New York newspapers 
on December 31, 1918. 

Speaking simply from hearsay, because I left New York for a short 
perIod in the winter of 1919, what transpired subsequently and during 
the month of January was that thelle representations became in
creasingly so urgent' that we had no longer any right, without warrant· 
oC law, to continue to exercise this control over the stock exchange. 
The representations which were submitted directly to the "money 
committee" by the stock exchange authorities and members of the 
exchange became so strong that they were transmitted to the officers of 
the Treasury Department by the members of the committee, and it 
was decided, after most careful consideration, that a justification for 
continuing this control no longer existed. I was not at these meetings, 
so I can not speak from my own memory, but I speak from what was 
repeated to me, that after the most careful deliberation, and in agree
ment between the officers of the Treasury and the money subcommit
tee of the Liberty loan committee, and after the Treasury had very 
reluctantly, so far as I can gather-certainly reluctantly-agreed, 
it was decided that the money committee must be disbanded and its 
control discontinued. And following that decision, on January 24, 
1919, a statement was given to the press in relation to that decison. 
This was authorized at a meeting of the" money committee" held on 
January 24, 1919, as follows [reading]: 

STATEMENT FOR THE PRESS. 
JANUARY 24,1919. 

A meeting of the subcommittee on money of the Liberty loan committee was held 
to-day after which the following statement was made: 

Last December when the arrangement whereby the New York banks have been 
furnishing funds to stabilize rates on loans on stock exchange collateral was about to 
expire, the committee inquired whether the Treasury Department wished an extension 
of the arrangement then in force and were requested by It to continue their operations 
in aid of the Government's financial requirements. 
, Acting in accordance with the wish of the Treasury, thus expressed, the subcommit

tee on money arranged with the N ew York banks to continue the arrangement then 
existing until after the next Government loan and with the authorities of the stock 
exchange to continue exercising control of the loan account to prevent its expansion in 
the aggregate. 

This week, however, the officials of the stock exchange, in a written communication 
to the money committee, having stated that the conditions have BO changed ~at 
"there is now nothing to indicate the frobability of a speculative movement whIch 
would absorb large amounts of money, , the subcommittee on money at ~ts meeting 
to-day gave full consideration to this statement, and, after consultation Wlth and the 
approval of the Treasury Department, reached the following conclusions: 
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1. 'That control by the stock exchan~e committee may for the present be BUspended. 
2. That the stock exchan/l:e authOrIties be requested to continue to receive from 

members of the exchange daily reports of their borrowings until after the next Liberty 
loan is placed. 

3. That the definite arrangements made with a large group of N ew York banks to fur
nish funds for stock exchange loans, if and as required, should now be terminated. 

The money committee desires to acknowledge and record its appreciation of the 
hearty cooperation which the members of tj:J.e stock exchange and the New York banks 
have given it during the past months and feels confident that should it hereafter 
become neceBBary, in the interest of Government financing, to reestablish the control 
of money for stock exchange loans and for the stabilization of money rates, the stock 
exchange authorities and the New York banks will again unite, with a patriotic pur
pose, to lend full BUppOrt to the TreaBUrY Department. 

The CHAIRMAN; This letter marks the relinquishment of the con
trol of the money committee over the money market in New Y ork ~ 

Gov. STRONG. Yes; this was a statement given to the ,Press. It 
was a matter of very active discussion by interested partIes and in 
the press at that time as to what the folicy of the money com
mittee would be. And the members 0 that committee were in
sistent in their dealings with the stock exchange authorities that 
every action of this character which the committee took should be 
immediatelr made public. They felt that it was for their protection 
that it should be made public. . 

The CHAIRMAN. At this time it was known that the Government 
would probably have to float another loan, was it not ~ 

Gov. STRONG. Yes; that was the loan which we were looking 
forward to as the Victory loan. 

The CHAIRMAN. What difference was there in the situation in 
re~ard to that loan as respects the prior loans which permitted 
this change of policy at this time ~ 

Gov. STRONG. I think the principal difference, Mr. Chairman, 
was the difference in. the spirit of the countrri it was tired of being 
harassed by control in everything it did. The people wanted to 
get along to "business as usual," and the action of the committee 
which, of course, was always taken in conference with the officers 
of the Treasury who were interested in these activities, was, I think, 
largely in response to an insistent public demand; and even now, in 
the light of future events, I doubt very much whether that type of 
control which was exercised br this committee and by the busmess 
conduct committee of the exchange could be justified when there 
was no ·war. There was no warrant of law for the things that we 
were doing. These are matters of opinion which I wOlild like to 
discuss frinkly with the commission. My own belief at the time, 
personally, and my belief at this time is that had it been possible 
for us to have continued that type of arbitrary control, it would 
have been a good thing to do it. It was one of the controls exercised 
during the war period which was exceedingly effective and beneficial. 
And we alwars regarded, and frequently stated, that a change be
tween war and peace had only occurred ill a military sense, and had 
not occurred in a financial sense; that the same influences of war 
which necessitated the controls in financial matters would continue 
after the war ended, and if public opinion had permitted it-I 
think I should fairly express my own opinion-it might have been 
a good thing to continue it. 

The CHAIRMAN. Apparently on the basis of the chart which _you 
have submitted, and on the oasis of the shares traded in on the New 
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York Stock Exchange, immediately following the release of this 
control, there was a. very marked tendency toward increasing _ the 
amount of call money on the New York market, both by New York 
banks and out-of-town banks; and also a very marked increase in 
the number of transactions on the stock exchange. 

Gov. STRONG . .yes. 
The CHAIRMAN. Indicating very markedly increased speculation 1 
Gov. STRONG. Yes; it was in anticipation of that development, 

symptoms of which arose in August, 1918, that led the money com
mittee to change its policy from a policy of insuring that money 
llithdrawn from the stock exchange would be replaced to a policy 
of restraint and restriction uI>0n the movement of money that was 
to be loaned on the stock exchange. I think this control was most 
effectively exercised, so far as we were capable of exercising it, during 
the period that commenced some time in September, 1917, and 
ended in the latter part of January, 1919. 

The CHAIRMAN. Well, of course, the policy with respect to the 
exercise of control over the money marKet. during the war and the 
release of that control was no different than the general policy that 
was followed throughout the administration of the Government; 
there was a relaxation of all' control; the War Industries Board and 
the other organizations adopted general policie.'l at that time, and 
those policies were policie~ of releasing the people and the industries 
of the country from war-tune control. 

Gov. STRONG. Mr. Chairman, I do not think it is possible to-day 
to restore the atmosphere of those days and give you a picture of 
the public feeling which was aroused at what was regarded as the 
arbitrary and high-handed behavior of this money committee. To 
illustrate: I had an anonymous correspondent apparently residing 
in Reading, Pa., who wrote me more than once--because my name 
happened to .be attached to these statements-that if I did not look 
out they would blow me up; that no one had any right to exercise 
these powers as to how much money was to be loaned on the stock 
exchange. Of course, it was written by an ignorant person, and 
must be regarded as comin~ from such a source, but it gives evidence 
of the feeling of the people at that time. I remember one postal 
card I received where the warning was emphasized by a liber81 use 
of red ink in the message which was written. 

The C:aAmMAN. Your policy was influenced by the sentiment of 
the country at this time and not by any belief on your part or on 
the part of the Treasury that speculation at this period was desirable 1 

Gov. STRONG. I think I would state it a little differently, Mr. 
Chairman. In conversation with the Treasury officials, and in corre
spondence with the o~c~rs of the Treasury, those conv~rsations and 
that correspondence mdlCate that they would have liked to have 
the control continue. At the meetings of the money committee in 
New York, meeting in my absence, I think each one felt that the 
time had come to discontinue this control. In fact, a subcommittee 
went to Washington 1:0 discuss the matter and recommended that it 
be removed. .All of. this was conveyed to me where I was at the 
time by telephone. And I expressed the opinion that if it could be 
continued, it should be continued. 

Of course, I am speaking from memory. I have not looked over 
. my personal correspondence to see whether I wrote that, but I 



682 AGRICULTURAL INQUIRY. 

think perhaps I did. But you must not attach too much importance 
to my expressions at that time, because I was away resting, and I 
was not in the atmosphere where these gentlemen were. The situa
tion was sufficient to convince these men on the ground, and the 
officers of the Treasury themselves, who were, however, reluctant 
to assent to it, that it was necessary to withdraw the control. 

The CHAmMAN. Was the policy at this time at all influenced by 
the signing of the armistice, and the fact that 4,000,000 men would 
be brought back to this country and into the industries of the 
country from France, and those who were in the cantonments here 
at home, and they would be, presumably, out of employment, and 
the prospect of Ii. readjustment from a war to a peace basis ~ 

Gov. STRONG. That was in mind. And my notes would have 
brou~ht me to that later, but it will come up now as well as later 
on. If you recall, there developed, immediately after the 1st of 
January, a strong feeling that we were facing a reaction in business 
because of decliIDng prices, and because of cancellations of con
tracts for goods, and because the Government was canceling con
tracts in vast amounts, and there was a vast amount of unemploy
ment because of men being thrown out of employment by the dis
continuance of the war industries. The men commg home from the 
cantonments and from France were also thrown into the labor situa
tion, and th,ere was a great deal of unemployment and unrest. And 
the whole country was 100Irn:t~ forward to a period of great depression 
and recession, and I think tne consensus of opinion was that these 
controls were unnecessary; that our export trade was goina to 
vanish, and that we were in for a real Dusiness depression. §uch 
was the feeling at that time. 

I would like, also, to explain the point of view of the members 
of this committee. Now, It was not my point of view, because I 
had a more official responsibility in this matter than .these volun
teers had. But you can not take a group of eight men, bank presi
dents in New York, and form them into a volunteer organization of 
this character and put upon them the responsibilities which they 
were assuming toward the stock market and the money market
they themselves being large lenders of money in their own inst~tu
tions-without subjecting them to criticism. Their motives were 
questioned; bitter attacks were made on this committee that they 
were influencin~ the stock market; and I think I should state frankly 
that it was in the minds of these men who had come forwa.rd as vol
unteers, without any official relation to the financial operations of the 
Treasury, that they were assuming responsibilities that they wanted 
to relinquish at the very earliest opportunity. H you will read the 
comments in the press of those days, you will realize the very vulner
able position in which these men placed themselves. And I think 
it is onlr. natural that they were desirous of being relieved from that 
responsIbility. 

The CHAIRMAN. H there is nothing further at this time, the com
mission will take a recess until 2 o'clock this afternoon. 

(Whereupon, at 12 o'clock and 30 minutes p. m., the commission 
stood on recess until 2 o'clock p. m. of the same day.) 
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AFTER RECESS . 

.At 2 o'clock p. m. the commission reassembled, pursuant to the 
taking of a recess. t ,+ 

The CHAmMAN'. The commission will come to order. Gov. Strong, 
'you may proceed with your statement. 

STATEMENT OF HON. BEN1AMIN STRONG, GOVERNOR OF 
THE FEDERAL RESERVE BANK OF NEW YORK-Resumed. 

Gov. STRONG. Mr. Chairman, at the conclusion of the morning 
:session I had about finished the description of the affairs and policies 
of what was known as the money commi~tee in N ew York. And 
I now would like to offer for the commission's examination-I 
would like to have the document returned-the original minutes of 
the committee which haTe been sent down from New York, for the 
purpose of examination if needed. . 

The CHAIRMAN. The Chair will detail somebody to exaIDine the 
minutes alid make a report on them. 

Gov. STRONG. I would also like to state in a few words, in resume, 
just what the policy of that committee was, which I am afraid may 
have been obscured by the lengthy discussion. 

The policy of the committee at the outset, from the time of its 
()rganization until August, 1918, was to insure that where funds 
were withdrawn from loans . upon the New York Stock Exchange 
a supply was available to take the place of what was withdrawn 
for the purpose of protectin~ the security market and the money 
fnarket of New YorK City in tne interest of the Treasury. 

The CHAIRMAN. I think that what some of us do not quite under
:stand is this: The purpose of Government in finances seems to be 
that this money was all in one pocket, and it did not make any par
ticular difference whether the money necessary to run the stock 
exchange came from one place or another. 

Gov. STRONG. ·But it was necessary that the amount of funds 
required to maintain a security market would be provided. And, 
if the money committee had not provided the amounts which were 
being withdrawn, then we would have had no security market, and 
in my opinion, a serious time in J>lacing the Government loans. And 
it was its policy from ~he time that it began to fUJ?ction in Augll;st, 
to prevent the absorptIon of a large amount of credit by the securIty 
market, which we believed would interfere again with the orderly 
marketing of the Government's loans. 

I also want to make clear for the record, Mr. Chairman, what I 
am afraid may not have been stated at any time, that the Federal 
reserve bank of New York does not make any ~oans upon securities 
()f that character at all. The law does not permit it. It is not the 
function of the bank. 

All that the governor of the Federal reserve bank did, as the chair
man of that money committee, was to facilitate the organization by 
the banks of New York of measures which were regarded by the 
Federal reserve bank and by the Treasury as essential to the protection 
of that situation. 

And the actual physical direction and handling of these loan trans
actions was not conducted by the Federal reserve bank. One 
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member of the committee was designated as the agent of the com
mittee to conduct such business as was conducted, in a way, or by 
way of advising the various participating banks as to the action to
be taken. 

Representative Mrr.LS. You really acted as fiscal agent for the· 
Treasury Department, rather than as members of the Federal reserve 
system, if I can make that distinction. 

Gov. STRONG. Yes, but this, Mr. Mills, was an outgrowth of the 
Liberty loan organization as distinguished from the technical fiscal 
agency position which the bank itself occupied. 

Representative Mrr.Ls. Yes, perhaps that was not an accurate 
descnption. But; you personally were acting more as an agent of 
.the Treasury Department than you were as governor of the New 
York reserve bank. 

Gov. STRONG. Yes, sir. Now, I oceupied three positions during 
that :period. As governor of the Federiil. reserve bank my respon
sibilitIes were the direction of the more distinctly fiscal agent's 
business transacted by the bank for the Government. And then, as 
chairman of the Liberty loan committee I was in a position of direct 
agent of the Treasury rather than as an officer of the bank. And, as 
chairman of this subcommittee of the Liberty loan committee again, 
I was acting, I think, in that capacity more as direct personal agent 
of the Treasury than as governor of the bank, although the scheme 
of organization of all of these matters in all districts was to center 
it as much as possible under the direction or personal control of the 
bank by having its officers active in these or~anizatioIlS. 

Representative Mrr.Ls. Well, in other words, it was their idea to 
have these activities centered in the banks, which were the fiscal 
agents of the Treasury Department ~ 

Gov. STRONG. Yes, sir; they all had to be coordinated in that 
waY'. If they had not been, we would have had no end of confusion 
in these various activities which all had to be brought to a focus for 
the purpose of control. 

Representative SUMNERS. What relations do these securities market 
sus tam to the money supplied all industries, both in connection with 
their operation and their expansion ~ 

Gov. STRONG. Well, in totals expended, in figures, Mr. Sumners, 
I think it is rather small. For instance, the loan account now of the 
New York Stock Exchan~e is something over $700,000,000, as 
reported by the reporting Danks. The total of bank assets in the 
United States is $45,000,000,000. 

The importance of the New York money market is not in the 
volume of transactions, or the amount of credit which it employs, 
but it is more in the importance which it gains by being the focus, 
if you please, of the money markets of the country, where some 
influence upon the money markets and money rates is exerted-
where some influences are exerted. , 

Representative SUMNERS. What I am trying to get at is whether 
or not the New York Stock Exchange is the place where securities 
which have to be sold in order to raise money required are to a con
siderable extent taken and are-

Gov. STRONG (interposing). Should be protected 1 . 
Representative SUMNERS. Effe.cted-let me state my qu~stlOn 

again. I should have spoken a little louder. What I am trymg to 



AGRICULTURAL INQumy. 685 

ascertain is whether or not the N ew York Stock Exchange is the 
market place where the securities of the various corporatIOns and 
industries are sold, the sale of which securities affords the money for 
the operation of these industries and their expansions. 

Gov. STRONG. That is so. The security markets-that is, the 
markets through which the raising of new capital for the industries of 
the country is effected-are and must be the markets where the great
est amount of capital naturally gravitates; I mean that is th~ point 
where the flow of funds concentrates for the purpose of investment 
and reinvestment to a greater extent than in any other market in the 
country. 

That is especially true of the money centers of the world-London, 
Paris, Berlin, Tokyo-and I think also we must all recognize that it is 
not a man-made affair. It is a natural law, I think more primarily 
due to the fact that the great flow of foreign and domestic commerce 
of the United States is into and out of the port of New York than to 
any other factor. 

Representative SUMNERS. The theory, at least, of the economic 
function of the exchan~e is that it provides a meeting place for the 
persons who want to ouy and. the people who want to sell these 
securities ~ 

Gov. STRONG. Yes, sir. 
Representative SUMNERS. And the sales of the securities are found 

to be necessary from time to time in order to acquire the necessary 
capital for starting new .enterprises and maintaining established 
enterprises, in developing established enterprises ~ . 

Gov. STRONG. It is an essential part of the machinery for purposes 
of that nature, if you please, and has contributed to the development 
of the resources of the country by the direction of the flow of capital 
into new enterprise. That is where the management, if you please, 
is undertaken, for a commission or for a brokerage, for this direction 
of the stream of savings of the Nation into new enterprises. 

Representative SUMNERS. As I understand, the criticism is not 
with reference to those transactions which are essential for the dis
tribution of the securities of the industries, but with reference to 
what is regarded as abuses resulting in speculation and the unneces
sary utilizations of the country's credit and money by .thespecu
lators. 

Gov. STRONG. The criticism certainly arises from the fact that 
people do go to that market to make speculative transactions in 
securities and d,erive profits, as some people have expressed it, without 
performing any work, gett!ng something for nothmg, getting some
thing by the nse in the value of the stock that they buy with bor-
rowed money.'" ~-,:;ciii~ , 

Of course, thiS leads us irito the whole subject of the philosophy of 
speculation and the difference between speculation and investment, 
where the demarcation line lies, between what is legitimate and ille
gitimate buying on borrowed money. 

I will not assume to express a very definite opinion on that subject, 
but there appears in every transaction, almost, undertaken by business 
men, to a greater or less degree, the element of speculation, and I 
would regard the element of speculation as least in those transactions 
where the element of human labor is exercised in a great degree in pro
duction. The labor of the farmer on the one-horse farm or the one-
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mule farm probably represents the least speculative production that. 
can be described, because that farm is operated by the direct labor of 
the owner or the tenant and his family, and what is produced there 
is almost all by labor. 

At the other end of the line is the minimum of effort or labor that 
produces profit, that of making capital reproduce itself by judicious 
mvestment in enterprise-and that is expressed in its extreme form in 
the purchase of securities speculatively. 

Merely as an expression of my own views-many men differ from 
me in this-it seems to Ilie that even in its most. extreme and what. 
you might say its most objectionable form speculation nevertheless 
has its place in the great economic fabric of the country; it is to some 
extent Justified as being the means by which things find their natural 
values. 

Whether or not the country could get along without the stock 
exchange I will not venture a very strong opinion; but I think that. 
the country would be deprived of a very important organization-a 
market place, if you please, where securities are traded m and finally 
find thelr way back to the investors, where they permanently rest. 

Representative Mn.r.s. There would not be anything like as easy a. 
new market for the securities for investment purposes, even if the 
investor did not know he had a ready market in which he could dispose 
of his securities ~ 

Gov. STRONG. It would be very difficult. That is one function, 
Mr. Mills, of a market place which stabilizes the values of things. It is 
a significant fact that, since the earliest times, the tendency in trade 
has been continually for those people trading in certain thing!; to 
group together, and m the bazaars of India to-aay you will find ill of 
the jewelry markets in one place, all of the silk in another, and all of 
the money brokers in another. They gravitate together because that 
makes a market, and markets make values certain. 

Re:(>resentative TEN EYCK. Will you tell us at this point the com
parative volume of business done on the stock exchange as regards 
to sales of new securities and new promotions in comparISon with the 
exchange of securities which are 8lready known in the market and 
securities of going concerns and business industry ~ 

Gov. STRONG. Well, as an indication of the value, one of the first 
requirements that is made in placing a new issue of securities-the 
most common requirement---is that It shall be listed upon the New 
York Stock Exchange and that it shall be in that way subjected to 
the influence of this market, which will give it a stable. quotation that 
people can rely upon. 

The second purpose served is that people know generally that the 
affairs of the company whose securities are listed have some super
vision and that their statements are examined before they are listed. 

They also know that there will be a quotation upon which a cer
tain degree of reliance can be definitely placed in buying and selling 
and lending and in trading, and in relying upon those figures it is 
like any other market place, like a produce exchange or a wheat pit. 

Representative TEN EYCK. When a man promotes a new busi
ness or a new industry you do not place those securities immediately 
upon the stock exchange, they are not listed upon the stock exchange, 
are they9 . 
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Gov. STRONG. I have no figures on that, but they can be obtained. 
Representative TEN EYCK. Just in a general way, I want to ob

tain some idea as to whether or not the large majority of people pro
mote their industries and get them to a certain standard where they 
can be placed upon the exchange. 

Gov. STRONG. Well, I would not venture a guess as to the figures, 
but I would say generally that a very preponderating proportIon of 
securities issued ill the United States reI>resenting developed enter
prises are listed on the New York Stock Exchange. And that does 
not only apply to enterprises, but it applies also to the bonds of the 
United States Government. It is the great market for United States 
bonds, and later on I propose to introduce figures to show the extent 
to which that market IS employed right now for the purpose of fixing 
the market value, if you please, in the securities of the United States. 

Representative SUMNERS .. But, it is not used for the purpose of 
floating loans of the United States Government ~ 

Gov. STRONG. What~ 
Representative SUMNERS. The exchange is not used by the Gov

ernment as a fiscal agent, as a place of flotation ~ 
Gov. STRONG. Only in the case of Liberty loans. The Stock Ex

change as· a body was organized to sell the bonds both to their cus
tomers and to the public generally, The entire exchange was organ
ized to do that. It was a part of the Liberty loan machinery. 

Representative SUMNERS. Those sales were not on the flood 
Gov. STRONG. Yes; they had sales right on the floor. They had 

very big sales and sold many millions of dollars of bonds right on the 
floor. Of course, those were the original sales of the bonds at par. 
And when we were given word from the United States Government, 
at the direction of the Treasury, that trading in the bonds was per
mitted on the exchange-whenever the arrangement was made that it 
should be permitted-trading was done in those bonds. That, after 
each loan, was arranged after conference with the Secretary of the 
Treasury. 

Reference has been made a number of times to the activities of 
the bank in connection with the revenues and disbursements of the 
Treasury during the war period. I have with me a statement fur
nished by the Treasury showing classified receipts of the United 
States Government, exclusive of the principal of the public debt, 
by months, from April 6, 1917, to June 30, 1921, as published in 
daily Treasury statements. And a similar statement showing the 
classified disbursements of the United States Government, exclusive 
of the principal of the public debt, for the same period, as published 
in the Treasury daily statements, which will very graphically exhibit 
in a brief statement, if the commission cares to print it, just what 
problem war financing was. . 

I also have the assembled figures in the form of preliminary finan
cial statements of the United States Government from the period 
from April 6, 1917, to June 30,1921. 

In tlie first table we have the receipts and disbursements and in 
the second table the public debt and expenditures. 

The ClIAlRMAN. Without objection the tables referred to will be 
printed in the record. The chair hears none. 

(The tables referred to above are printed in the record in full, as 
follows:) 



688 AGRICULTURAL INQUffiY. 

Preliminary financial statement of the United States Governmentfor the periodfrom Apr. 
• 6,1917, to June 30,1921. 

[On the basis of daily Treasury statements., 

RECEIPTS AND DISBURSEMENTS. 

Net balance in the general fund Apr. 5, 1917.................... $92,317,710.27 
Receipts, exclusive of principal of public debt, Apr. 6, 1917, to 

June 30, 1921. ......... ' ..................................... 21,703,777,058. Ol 
Public debt receipts Apr. 6, 1917, to June 30, 1921. ••...•.•.••..• 73,103,425,416. 72 

Total ... : ............................................... 94,899,520,185.00 

DiBbursements, exclusive of principal of public debt, Apr. 6, 1917, 
to June 30,1921. •. , ......................................... 43,946,740,585.23 

Public debt disbursements Apr. 6, 1917, to June 30,1921. ........ 50,403.101,494.01 
Net balance in the general fund June 30. 1921................... 549.678.105.76 

Tot~ ................................................... 94,899.520, 185. 00 

PUBLIC DEBT AND EXPENDITURES. 

Total disbursements for war period, exclusive of principal of pub-
lic debt ...•.•.•.•.•.•.•.•..........•......••......•.•...... $43. 946, 740. 585. 23 

Total receipts for war period. exclusive of principal of public debt. 21.703,777,058.01 

Excess of disbursements over receipts for war period •••...•...... 22,242,963,527.22 
Debt decrease Dec. 31, 1920, on account of fractional currency lost 

and destroyed............ .... ....................... ..... ... 4,842,066.45 

Total ................................................... 22.238. 121,460.77 

Total gross debt June 30, 1921. ............................... ,. 23.977.450,552. 54 
Total gross debt Apr. 5, 1917................................... 1,281.968,696.28 

Gross debt increase for war period .....•.••...... , ......... 22, 695,481, 856. 26 
Net balance in the general fund June 30, 1921. .• $549.678,105.76 
Net balance in the general fund, Apr. 5, 1917".. 92,317,710.27 

Net increase in balance in general fund ................... . 457.360,395.49 

Net debt increase for war period .......................... 22,238,121,460.77 

Classified receipts of the United States Government, exclusive of the principal of the public 
debt, by months, from Apr. 6, 1917, to June 30, 1921, as published in daily Treaw:ry 
8tatements. 

Income and Miscellaneous Miscellaneous 
Customs. profits tax. internal revenueJinclu~ Total. 

revenue. Panama Canal. . 

Apr.6t030, 1917. SI7.~,M7.22 $24, 075, 3~. 2-1 $35,387.512.86 16,119,713.64 183,446,159.96 
M .. y, 1917 ........ 28,660,148. 60 107,601,090.34 50,009,7i8. 4.'i 11,996,371.78 198,267,389.li 
JW1e, 1917 (ro-

18,686, ROO. 14 195,230,281. 19 56,993,915.16 14,814,156.47 285,725,157.96 vised) ......... 

T~~e.!j .!~r 30~ 
M, 210, 500. 96 326,906,757.77 1917 ......... 142,391,206.47 32,930,241.89 567,438,707. O!I 

July. 1917 ........ la, ~5, 129. 91 9,478, &;0. Y8 50,895,1/59.22 7,747,606.17 83,9'.t7J ti30.U 
AugUsttI917 ..... 15,902,255.99 4,248.091. 69 43,922,598. 77 10,423,584.41 74,496,530.86 
Septem er,1917. 15,201,388. 70 6,026,475.01 41,265,393. 95 13,616,104. 84 76,109,362. 50 
October. 1917 .... 13,647,946.24 5,987,904.91 50,318,414.27 20,504,025.14 90,458,290. 56 
November,1917 .. n, 935, 389.41 6,720,898.26 81,536,702.42 39, 29i, 787.35 139,490, 7n 44 
December. 1917 .. n, 247, 214.10 13,725,534.51 61,425,075.62 18,661,246.19 105,059,070.42 
J .. nuary, 1918 .... 12,163,216.06 n, 42S, 560. 88

1 

61,665,347.96 18,099,084.97 163,356,209.87 
February, 1918 ... 12,019,441.74 13,200,936.38 59,115,478.32 a, 762, 583. 25 99,098,439.69 
:M .. rch, 1918 ...... 18,106,373.13 31,424,027.091 89,635,237.66 17,583,640.17 156,719,278. 05 
April,1918 ....... 16,445,531. 99 8.1,012,299.95/ 93,113. 7n. 68 16,747,600.64 209, 319, l~ 26 
M .. y.19IS ........ 19,925,706.9-1 312,l().l, 790. 75; 135,081,929.01 97,633,678. 29 594,746,110.99 
June, 1918 ....... 17J59~J7~l.2H; 1,786,647,88..;.43· 10-1,052, 171.a~ 23,473,167.68 1,931,772,013.7R 

Tote.! for t1sce.! ' I 
year 1918 .... 179,098,3AA.4~12,314,006,291.84 872,028.020.27 298,550,169. 10 3,66-1,582,864.70 



AGRICULTURAL INQUIRY. 689 

Cla .. ijid reuipta of the United Statf8 Government, exclusive of the principal of the public 
debt, by months, from Apr. 6. 1917, to June 30, 19f1, as published in daily TreWlury 
'tatel7Un~Continued. 

Intome and lIiscellaneous Miscellaneous 
Customs. profits tax. internal revenue,including Total. 

revenue. Panama Cana.l. 

luly, 1918 ..•.•••• 115,837,889.72 1497.496,376.62 1105,948.066. 11 $22.594.804.69 S64l. 877. 137. 14 

:e';;f.:b!.~:8i9i8: 14,175.802.76 30.795,666.13 83.736.123.50 23.544.439.33 152,252,031.72 
12.719, OU. 43 36.308,166.21 89,005,937.44 13,851,525.72 151,884,653.80 

October, 1918 .••• 11 J 453, 096. 69 30,136,620.58 93,327,251.94 16,663,790.75 151,580.759,96 
November, 1918 .. 12.583,861.29 28,820,184. 49 99,743,394. 83 169,846,822.58 310,994,263.19 
December, 1918 •• 9,681,907.59 61,916,648. 37 117,658,483. 35 14,645,224.92 203,902,264.23 
January, 1919. '" 12,732,514.34 43,141,373.49 112,287.675.18 27,681,278.13 195,842,841.34 
February, 1919 •• 14,979,078. 02 30,341,342.50 94,310,163.04 23,128,580.27 162,759,163.83 
March, 1919 •••••• 17,876,270.46 1,129,821,269.04 118,240,897.00 31,910,509.72 1,297,848,946.22 
April,1919 ••••••• 20,141,486.97 107,696,034. 35 135,059,064.46 159,655,714.78 42"l,552,300.56 
May, 1919 •••••••• 20,896,644. 65 .;0,614,139.20 115,265,091.71 92,486,335. 12 279,262,210.68 
Jun •• lUlU ••••••• 21.380.290.27 971.695.866. 31 131.919,143.11 56.505,264.07 1.181.500.563.76 

Total for tlscal 
y_1919 •• ,. 184.457,867.39 3,018,783,687.29 1,296.501,291.67 652.514.290. 08 5; 152. 257,136. 43 

July, 1919 .••••••• 20.498.245. 83 44.043,414. 30 110.038.601. 29 53. 201. 441. 60 227,781,703.02 
August. 1919 ..••• ~:~~g~t; 9~U\U~:g: m:m:nt~~ 105.052.760. 8U 268.538.830.96 

t':ft~'l:r~'f9f:~~:: . 32.176.712.96 1,142;555.445.17 
24.276,476.04 34.903,495.13 139,333.735.95 58,596,048. 11 257,109,755.23 

November, 1919 .. 27,389.468. 44 45.556.651. 10 113,895.464.23 34.544, 178.14 241.385.761. 91 
December, 191U •• 2.1,826,407.45 905,307.590. 08 125,797,975.12 37,759.624. 98 1,092.691,597.63 
Janu.ry, 1920 •.• 28,628. 890. 50 46,726,771.16 ~~;~},=:~ 43, 887.135. 23 255.338. ()?..6. 67 
February, 1920 .. 26,778, 888. 11 49,276,050. 40 34.814.497.32 229.527,340:77 
March, 1920 •••••• U. 377, 633. 56 918,879, 463. 52 117,251.480.30 ·28,532,046. 38 1·~?~;~~U~ Aprll,1920 ••••••• 27,917.79& 24 105. 823. 389. 13 107. 873. 045. 02 75.644.088. 00 
M.y.1920 •••••••• 29, 129.227. 36 76,508,712.17 108.538.599.91 43.324.835.88 257.501,375.32 
Jun •• 1920 ••••••• 34,301.738.32 744, 411, 072.34 128,026.003. 05 399,097,794. 34 1,305.836.608.05 

Total for fiscal 
year 1920 •••• 322,902.650. 39 8.944.949.287.75 1,460,082.266.91 966.631,163. 83 6,694,565,388. 88 

1uly, 1920 ...••••• ~:~~~U!l 64.917,691.90 107.670,917.32 27.083,618. 93 230.366.525. 45 

:e~~'!b!.~920:: 59.551.871.46 144. 710. 931. 34 164.810.344. 05 398,400,665.68 
24,036,208.77 716.183,757.45 147,344,343.27 23,742,762.32 911.307.071.81 

October, 1920 •••• 25,599,595. 60 55,685,825. 49 122.805.403.43 15.943.980.45 220.034, 804. 97 
November, 1920 •• 21.884.850.58 61.193,604. 70 124.868,247.10 67,474.109.87 275.420, 812. 25 
December, 1920 •• 18.554. 794. 65 670,671,179.54 122,664.468. 74 120.098.954. 39 ~~}, ~~~; ~~: ~~ January. 1921. ••• 17.485.532.78 54,223,322.41 111.432,952.10 34.186.441. 81 
February. 1921 •• 21.152.665.92 70.511,047.08 111.599.939.74 45.299,962. 09 248.563.614.78 
M.rch. 1921 •••••• 29,203,977. 43 727.543.549.04 95,867,2.54.03 69.012,822.22 921.627,602.72 
April. 1921 ••••••• 40.417.183.9 108.380,928.20 90,985.753.69 56.386.799.99 296. 170. 665. 82 
May, 1921.. •••••• 25.485. 133. 15 52,262,908.39 94.812,476.67 51,145. BRO. 68 223.706,398. 89 
June, 1921. •••••• 24,722.632. 05 564,920.472.13 115,617.135. 85 44.756,912. 09 750,017,152.12 

Total for fiscal 
year 1921 •••• 308,664,391.00 3,206.046.157.74 1,390.379,823.28 719,942.588. 89 5,624.932,960. 91 

RECA.I'lTULATION. 

Apr. 6 to June 30. 
567 {438. 707. 09 1917 ••••.•••••• 65.210.500. 96 326,906.757.77 142.391,206.47 32,930.241.89 

Fiscal year 1918 •• m;:}' :S~::g 2.314.006,291. 84 872.028,020. 27 298,550.169.10 3.664,582,864. 70 
FiscalyearI919 •• 3.018.783.687.29 1,296.501.291.67 652.514.290.08 5.152,257.136.43 
Fiscal year 1920 •• 322,902.6.;0.39 3,944.949.287.75 1.460.082.286.91 966 631 16.1. 83 6,694,565,388. 88 
Fiscal year 1921 •• 308,564.391.00 3.206,046,157.74 1,390.379.823.28 719: 942; 588. 89 5.624,932.960.91 

Grand totaL ••• 1,061,133,793.23 12,810,692,182. 39 5, 161,382,628. 60 2.670,568.453. 79 21.703.777.058.01 
, 

58589-21-PT 13--44 
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Classified disbursements of the United Statea Government, exclusive 0/ the principal oj 
the public debt, by months,jrom Apr. 6, 1917, to June 80, 1921, as published in daily 
Treasury statements. 

t~~,61~~~:.~:~:: 
June, 1917 (re

vised) ....... 
TotalApr.6to 

June 30, 1917. 

Orilinary, in
cluding .pecia! 
except foreign 

loans. 
Foreign loans. Total. Deficit, Surplus. 

$79,213,777.20 $200,000.000.00 $279,213.777.20 $195.767,617.24 ............... .. 
119,065,555.96 407,500,000.00 526,565,555.96 32S, 298, 166. 79 ••••••••••.•••... 

132,607,295.39 277,500,000.00 410,107,295.39 124,382,137.43 ............... .. 

330,886.628.55 88,';,000.000.00 1,215, 8R6, 628. 55 648,447,921.46 ................ ~ 

July, 1917........ 209,810,84-5.97 452,500,000.00 6675~,3451Q7,.S!53., •• 9147 578,333,209.69 ............... .. 
August, 1917..... 279,457,3M.14 478,000,000.00 I. ~ 602,960,833.28 ................ . 
SO~.ttoeb~rb, e

l
r11719•1.7. '. 463503', 6637~" 285

752
,. 652~ 34~', 000

700
,. 000000'. 0

00
0 7-16,378, 2&,. 69 670, 268, 923. 19 ............... .. 

" c ~ 0 = 9H, 368. 7.,2. 52 853,910,451. 96 ............... .. 
November, 1917.. 511,152,057.53 471.929.750.00 986,081,1lO7.5a !!46.591.03O.09 ............... .. 
December, 1917.. 613,211,85~.32 492,000,000.00 1.1OS,211,859.32 1,000,152,786.90 ................ . 
January, 1918.... 720,1,,6,045.69 370,200,000.00 1,090,356,015.69 986.999.835.82 ............... .. 
February. 1918... 6~7, 686, 985. 74 325,000. OIJO. 00 1.012,686,985.74 913, 5RS, 546. 05 .:......... .. .. . 
March,1\118...... 838,293.809 24 317,500.000.00 1,155,791.809.24 999,014,531.19 ............... . 
April,191R....... 927,787,779.2.1 287,500,000.00 1,215,287,779.23 1,005,961<,634.97 ................ . 
May,19IS ........ 1,0«4,195,233.65 421.000,000.00 1,508.195,233.65 913,449,122.66 ................ . 
June, 1918 ...... 'l.-:l,:..26_9-,.:..'<f1_3-,,_7_0'1_._42+_24_Z-,-• .;..7oo--,-, _000_. 00_

1
_1:.., 5,,1_2:.., 5_7_;1,:..7_02_._42+ • .:. .. :.;.;.: • .:. .. :.; . .:.. :':";':''-'':';'':''''''''I_.::i-''.::.l::9!:. 1::9:.::~~. 3::1:::1.:.:36;.: 

Total for fiscal 
year 1918 .... 

July, 1918 ........ 

~~~b!:18i9i8 : 
October,lllI8 .... 
November, 1918 .. 
December, 1915 •• 
January, 1919 .... 
February. 1919 .. 
March, 1919 .... .. 
April,1919 ..... .. 
May, 1919 ...... .. 
June, 1919 ...... . 

Total for fiscal 

7,958,672,721.14 4.738,029.750.00 12,696,702.471.14 19,032.119,606.44 ................ . 

1,264,797,654.44 343.485,000.00 1, 60S, 2.'l2, 654. 44 966,405,517.30 .•.•••••••.••.••• 
1,526,263,2'lJ.02 279,250,000.00 1,80~513,223.02 1.653,261,191.30 ............... .. 
1,275, 114.285.27 282,150,000.00 1,5.';/.264,285.27 1,405,379,631. 47 ............... .. 
1,175,762,260.99 489,100,000.00 1,6M, 862,260. 99 1,513,281,501.03 ................ ; 
1,656,299, till. 23 278.949,697.70 1,935,249,308.93 1,624,25,;,045.74 .•••••.•••••. , •.• 
1,671,923,855.48 38P, 052. 000. 00 2.060.975.1<55.48 1.857,073,591. 25 ............... .. 
1,672,100,149.83 290,250, BOO. 00 1,962,350,949.83 1,766.508.108.49 ................ . 
1,Q44,516,601.32 145,397,302.30 1, 1~9, PIa,903.62 1,027,154,739.79 ................ . 
1,057,461,785.51 322,350,000.00 1,379,gl1,785.51 81.962,639.29 ................ . 
1, 0911!!.. 3

425
19,. 66918.4. 4411 409,608,608.27 1,428,928,306.38 1,006,376,005.82 .••••••••••..•.•• 

I. 194,911,857.29 1,112,337,471.73 833,075,261.05 ................ . 
754,639,949.83 54,750,000.00 809,389,949.83 .................. 372.110,613.93 

year 1919 .... 15.035,621,689.47 3,479, 255. 255. 56 18. 514, &79, 955. 03 113, 362,622.818.60 ............... .. 

July, 1919........ 878, 623, 570. 34 97,650,000.00 976,273,570.34 748,491.867.32 ................ . 
August, 1919..... 711.521,798.39 54,275.945.99 755,797,744.38 497,258,913.42 ................ . 
Septemoer.1919. 565.215,630.24 102.006.000.00 667,221,630.24 .................. 475.333,814.93 
October, 1919.... 526,194,278. 58 50.154,927.00 576.349,205.58 319,239.450.35 ................ . 
November.1919.. 358,832.293.58 10.000,000.00 368,832,293.58 127,446,531.67 ................ . 
December.1919.. 465.776.623.92 26.634.041.10 492, 410, 665. 02 .................. 600.280.932.61 
January.1920.... 333.293.696.44 15.000.000.00 348,293,696.44 92,955.669.77 ................ . 
February. 1920.. • 275.457.433.96 20.000.000.00 295.457.433.96 65.930.093.19 ................ . 
March.192O....... 525.540.559.40 12.000.000.00 537,540,559.40 .................. 561.500,064.36 
April,192O....... 489.713.336.50 15,616,114.00 505,329,450.50 188,071,130.11 ................ . 
May. 1920........ 380.475.235.43 15.000,000.00 395.475,235.43 137,973, 860.ll ................ . 
June. 1920.. ..... 471.362.356.34

1 
__ 3;.: • .:.000=,.:.000=.00_1, __ 47_4:...3_6_2,-. 3_56_. 3_41";':''-'':';'':'':''''''''';''''_'_'_''_'_' "1 _.:.83:..1:..,4_7_4:...25_1_.7_1 

Total for fiscal 
year Ib20 •.•• 

July, 1920 ....... . 
August, 1920 .... . 
Septemoer. 1920. 
October. 1920 .... 
N ovember.1920 •• 
December. 1920 .. 
January. 1921. ... 
February,1921 •.• 
March. 1921 •••••• 
April. 1921.. .... . 
May. ,\921. ..... .. 
June. '1921. ..... . 

5.982,006,813.12 421.337,028.09 6,403,343,841.21 .................. 1291.221.547.67 

295,501.839.31 ll, 000, 000. 001 306.501,839.31 76.135.313.86 ........... , .... .. 
417.101.594.56 '30,469.467.89 447,571,062.45 49,170,396.77 ................ . 
481.044.489.25 15,732.165.64 496.776,654. 89 •••••••••••••••••• 414.530.416.92 
426.497.372.37 ................. , 426,497.372.37 206.462.567.40 ................ . 
426,092.313.00 ................. 426.092,313.00 150,671,500.75 ............... .. 
404.575.091.03 ................. 404.575.091.03 .................. 527,414,306.29 
388, 179. 272. 33 ................. 388. 179, 272. 33 170. 851. 023. 23 ............... .. 
351.102.030.45 ................. 351,102.030.45 102,538,415.67 ................ . 
519.781.297.00 16,695.063.91 536.476.360.91 ••••••.••••••••••• 385.151.241. 81 
494.091.189.49 ................. 494.091.189.49 197.920.523.67 ................ . 
368.450,545.01 .. ............... 368, 450, 545. 01 144.744,146.12 ............... .. 
469.613,958.06 ................. 469.613.958. 06 .................. 280.403.194.06 

Total for fiscal 
year 1921 •••• 1.,;;5;,.O;,;I2;;;.;,0;;;3;:0.;;;99;;;;I.;;;86;;;~=;;;j3;;;.;;;896;;;;;;.;;;6;97;;;.;;;44;1,.;5;;.;11;;;5;;,.;927;,;;.6;89;,;".3;;;0;F';';';';';";';";';';;;';;;";';";;;~='=': =';;;509~.=00=5;.2=7=1=.6=1 

JlECAPITllLATION. I' 

Apr. 6 to June aO. 
1917........... 330,886.62& 55 885.000.000.00 1,215.886.62& 55 M8, 447, 921. 46 ................ . 

Fiscal year 1918.. 7.958.672.721.14 4.738.029.750.00 12.696,702.471.14 9.032, 119. 606. 44 ................ . 
Fiscal year 1919 .. 15.035.624,689.47 3.479.255.255.5618, 514, 879. 955. 03 13,362,622,818. 60 ........... : .... . 
Fiscal year 1920.. 5.982.006.813.12 421,337,02& 09 6,403.343,841.21 .................. 291.221.547. 6r 
~'iscal year 1921.. 5.042.030.991.86 73.896.697.44 5,115.927.689.30.................. 509.005.271.6 

Grand total .... 34.349,221,844.14 9.597.518, 741. 09 43. 946, 740. 585. 23 122,242, 963.527. 22 ...... ~ .......... 

IM.aot 
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Gov. STRONG. The long statement I made this moming with regard 
to the operation of the money committee J;eally introduced a dis
cussion of th.e whole subject of control. It was made for the pUl"{>ose 
of showing all of the influences that were active during thepenods 
that I have described, or that were dealt with directly by the Federal 
reserve banks, or through various agencies. 

The next subject is the progressive rates which also were adopted 
as the result of an amendment to the Federal Reserve Act, as a means 
for control of expanding credit. 

, The members of the Federal Reserve Board were good enough to 
discuss this matter with the officers of the Federal reserve bank 
before the amendment was submitted to Congress .. The Federal 
reserve bank in New York-I was away at the time-but, after much 
discussion we made up our minds', in New York~at least myasso.,. 
ciates did-:that it was a plf!Jl which. was not applicable to tlie New 
York district. 

The only comment of my own that I have located is contained in a 
portion of ·a telegram which I sent to New York, from San Fran
cisco, on April 16, 1920, and in one or two letters which are too long 
to.be read. 

I have the telegram here which I will read. 
The CHAIRMAN. What is the date of that telegram~ 
Gov. STRONG. April 16, 1920. 

With rates and reserves at present level beiieve we are 'justified in exercising more 
rigid control of accommodation to large borrowing banks, but have always doubted 
wisdom of progressive rates lIB now proposed unless they were only permissive and not 
mandatory. The principle of a progressive rate applicable to the present situation, 
bllt might prove unfair under more normal conditions. . 

Now, the subject of progressive rates is open to a good many 
opinions~ because conditions differ in the different districts.. So I 
would like-and I can fully appreciate that in some districts the 
application, of this rate might be wholesome in controlling undue 
expansion of borrowing by individual banks----'-to point out that the 
failure to adopt the plan in New York was the result of discussions by 
the directors of the bank and especially because they felt, I think, 
that it was not applicable in New York. 

I want to point out, however, certain things about the .Federal 
reserve bank rates. My belief is that credit is a commodity just as 
anything else that is bought and sold and commands a price which is 
fixed by the laws of supply and demand. When an attempt. is made 
by the Federal reserve bank to distinguish by different rates-difl'er
entials between the value of credit extended to member banks on one 
kin~ of collateral, as distinguishe~ from ru;tother kind of collateral--:-:
I think that a fundamental ettor IS made ill the whole plan of credit 
extended by a reserve bank. " . . 

While the market value of credit is determined by supply an.d 
demand, it is also determined by the goodness olthe credit.. 'Credit 
that is not very good, generally has to pay a higher rate. But the 
principle of the Federal reserve system is that it Will only make good 
loans. It does not undertake anything that is speculative: . All of 
the loans that the Federal reserve banks make are those which come 
to them from a member bank, with the. indorsement of the member 
bank; and, if we· are willing to accept the premise, which I think we 
should, that substantially every loan made by a: Federal reserve bank 
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-
is as good as any other loan which it makes, then it seems to me that 
the olliy difference in .r~tes whi~h is applicable to a loan made by a 
Federal reserve bank IS that which depends upon the term for which 
the loan is made; that is, money for a longer period may command a 
different value from money for a short period. 

I have always felt that we should look in the Federal reserve sys
tem toward a policy of having one rate for all credit which we extend 
for a gven period of time. 

In New York we have arrived for the second time at that de~irable 
()bjective, according to my views; and if the theory is O"ood, then in 
the discounting bursiness which we conduct with our ~embers, we 
will always discount for the period of the discount at one rate, no 
matter what kind of security we get. 

Sec how it works out: By illustration, suppose to-day we should 
adopt the urgent recommendation which some people make of a 
3t ptlr cent rate upon Government securities, and a 4~ or 5 per cent 
rate upon any otlier kind of securities. The result would be that 
shortly all loans by the Federal reserve banks would be made upon 
Government bonds, notes, or Treasury certificates. No different 
motive actuates a bank in borrowing from that which actuates an 
individual who borrows. They borrow at the lowest rate at which 
they can get the credit; and tlie guestion which every member bank 
asks when it borrows from a Federal reserve baJik is, "What is the 
cheapest credit we can get ~" And,' allowing for the slight difference 
in the value of the credIt, due to matters of convenience (that is to 
say, it may be very much easier to ship some commercial paper which 
il'l not negotiable to a Feder~ reserve bank than to ship a bulky 
bundle of coupon bonds) at a very slight rate differential, m borrow
ing for a very brief period they may prefer to send in commercial 
paper rather tban to Rhip bulky bonds at some risk. . 

1n the same way tltey will prefer to borrow on the Treal:!ury certifi
cates of indebtedness, so far as convenience is concerned, where 
they are not verV' bulky rather than to send in bulky coupon bonds. 
But, in general,"I think the principle that I st&.ted is correct, that 
the rate policy of the Federal reserve system ill time, as experience 
goes on, and as we get away from the influence of war conditions, will 
be one rate for all credit for a given period. . 

Representative TEN EYCK. The tendency to give a higher rate on 
Government securities would be to keep the GOYernment bonds 
nearer par than they would be otherwise, would it not 1 . 

Gov. STRONG. I do not believe that it would have any effect. 
Representative TEN EYCK. You do not think that it would have 

any effect 1 . 
Gov. STRONG. I do not believe that it would have any effect. I 

admit that 1- did think it would have an effect at one time', but we 
are entitled to change our opinions, and I do not think the differential 
is a wholesome thing. ' . 

Representative TEN EYCK. I can appreciate your suggestion of 
putting everybody on 8;n equality. 

Gov. STRONG. 'yes, su·. . 
. Representative TEN EYCK. The only thing is that the farmer.in 

this instance, being the long-time borrower, and if you charge hlID 
a hiO'her rate for a long-di'lcount period, it might in that way ulti
matcl:y work against the farmer; would it not 1 
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Gov. STRONG. Let us see now·-of course the farmer is entitled to 
.,verv consideration. 

Representative TEN EYCK. I am merely bringmg up that question. 
Gov. STRONG. But, if the farmer requires credit for a longer period 

than the merchant or the manufacturer and gets it, accordmg to the 
laws which I believe govern these things, he snould pay slightly higher 
rates for it. 

Representative TEN EYCK. Right there, Governor, is this worthy 
of consideration: You make your rates of discount of paper due to the 
length of time of maturity of the paper, which time IS governed to a 
certain extent by the actual turnover of the business that the paper 
represents W 

Gov. STRONG. Yes, sir; and the farmer has the longest turnover. 
Representative TEN EYCK. Yes; and if the length of discount is no 

longer than his turnover he should be given the same consideration 
that the man who borrows who has a short-time turnover in business ~ 

Gov. STRONG. Yes, sir. Now, let me examine that from the stand-
point of the farmer a little bit. He is not a wholly unknown factor in 
our district, as you know. 

The farmer nas two choices when he goes to a bank up in Orange 
County, where they grow onions, which we finance for the banks up 
there. He has the choice of borrowing money for three monthS, 
probably, in which event he gets the rate that manufacturers get. 
That paper comes to the Federal reserve bank and is discounted at 
the 90-day rate by the Federal reserve bank. 

But su~pose he says, "I want to be sure that I have this moner. 
until I make my onion crop and sell it. I want this for nine monthS. ' 

What he wants is insurance, and he pays for it a little higher rate. 
The bank charges a higher rate and the Federal reserve bank prescribes 
a higher rate. 

In point of fact, we do not control his rate. Our rate has no influ
ence on him at all. It is the cashier of the bank that deals with him 
who controls; and from the standpoint of the bank which makes the 
original loan to that farmer, the cashier says, in making the loan for 
nine months, "Nine monthS is a longer period than three months. 
There is much uncertainty in money rates. They may go up. I 
will have to charge you more if you take the money for nine monthS, 
than I will if you take it for three monthS. If you take it for three 
monthS, you can have it for 5 per cent, but it may be that three 
monthS from now you.will have to pay 7 or some higher rate; but 
if you want to be insured over a period of nine months, you will 
have to pay a higher rate than for three months-let 11s say 6 per 
cent." 

Now, you will see the influence which our rates have upon this, and 
it is the very point that I want to bring to your attention. They 
have no influence at all, because it is only after the bank up in Orange 
County finds its reserve has got down too low as a result of loans to 
these farmers that it comes to us to borrow money. 

What motive actuates that bank in borrowing money from us ~ . It 
is the same motive as that which actuates the farmer in borrowmg 
the money from his bank, and if it has Treasury certificates or Liber.ty 
loan bonds, it will come in and borrow from us at that preferent~81 
rate, which may have been lower, and it will use the bonds or certlfi>. 
cates as collateral. . 
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There is no relation between the loan we make to the member bank 
and the loan which the member bank makes to its customer. 
~;Representative TEN EYCK. Well, it does in this respect, that'the 
banker at the time that he makes the loan to the farmer realizes that if 
he is to make loans in the. future to the farmers that the farmers' 
paper will have to be discounted, as it were. 

Gov. STRONG. Yes. 
Representative TEN EYCK. And that he will have to pay higher 

rate. 
Gov. STRONG. Yes, sir. 
Representative TEN EYCK. He figures ,that in his original transac-

tion. 
Gov., STRONG. He mavtake into account that differential. 
Representative TEN EYCK. Yes. 
Gov. STRONG. Well, I should question that a little bit, sir. Was 

'not the motive the same with the member bank when there was no 
reserve bank ~ 

Representative TEN EYCK. Undoubtedly. , 
Gov. STRONG. Suppose there was no reserve bank. When that 

farmer asked for a loan and his bank loaned the money to him, a 
borrower for nine months instead of three months, would not the 
motive be just the same whether there were a reserve bank or not 1 

Representative TEN EYCK. It would; but my idea is, or sugges
tion for consideration is this, that the Government has learned from 
experience the necessity for certain loans to the farmers in the 
community. ' 

Gov. STRONG. Yes, sir. l 
Representative TEN EYCK. And on that account they have estab

lished a farm loan bank for mortO'aO'es to take up the mortO'age loan 
that has not been properly atten~e'd to by the savings banks in the 
past. 

Gov. STRONG. Yes, sir. 
Representative TEN EYCK. As governor of the institution, there is 

a question whether you should not, on the short-term loans, nine 
months to a year, do something likewise. 

Gov. STRONG. Well, now, Mr. Ten Eyck--
Representative TEN EYCK (interposing). That, )"OU understand, is 

my argument on the discount of farm paper. I know you do not 
loan directly to the farmer. 

Gov. STRONG. Yes; that is important to keep in mind. That is 
something I was going to take up later-I sUP'p0se you think I am 
going to talk forever, when I am constantly saymg that I have some
thing to talk about later. 

I.am going to t~ke·the liber~y, with a great.deal of diffidence, Mr. 
Chamnan, of making a suggestion on that subJect. It may be of no 
value to the commission, but consider it for what it is worth. 

We do not pretend to be especially experienced in, our district in 
the problems of the farmers, because they have been very well taken 

, care of. And yet sometimes a point of view from a distance, where 
.controversial questions are not of such strong influence, ma,y be of 
value, and later on, if permitted to do so, I will discuss that. 
, The CIL\IRMAN. Yes, sir. 



.A.GRICULTURAL INQUIRY. 695 

Rtlpresentative Mn.Ls. But, it is a fact, is it not, Gov. Stron~, that 
the Federal reserve system was J>rimarily organized to mobilize the 
financial resources available for the financing of short-time or com
mercial credits W 

Gov. STRONG. Yes, sir. 
Representative MIu.s. And so far as the farmer's long-term credits 

are concerned, we have got for that a Farm loan system ¥ 
Gov. STRONG. Yes, sir. 
Representative MuLs. Now, that leaves an intermediate stage that 

is not covered; that is to say, from nine months to two years, the 
credit which is needed by the farmer. 

Gov. STRONG. That is the very point. 
Representative Mn.LS. And that you propose to tltke up lated 
Gov. STRONG. That I propose to take up later, yes, sir. 
The CHAIRMAN. Would not the banker, with respect to charging a 

higher rate for long-time loans, depend somewhat uJ>on what the 
prevailing rate of interest was, and for what purpose the credit was 
granted ~ 

Gov. STRONG. Yes, sir. 
The CXUIRMAN. In other words, if the interest rates were high and 

the risk of the loan was not great, with the interest high, there wiU 
be more profit in' making a long ~oan than there woUld be if the 
interest rates were low * 

Gov. STRONG. That is exactly so, and the lending of money suc
cessfully by a bank depends very largely upon the ability of the 
officer who makes the loans to forecast .that very thing whether th~ 
trend of the market will be up or down. When we make loans for 
three months or ·for nine months, it invo~ves a consideration as to 
what the possibility of the future may be. 

Shall I proceed, Mr ... Chairman ~ 
The CHAIRMAN. Yes, sir. . . 
Gov. STRONG. Now, in connection with the establishment of these 

progressive rates, which, as I say, according to my vieWS are not 
applicable to our district, it naturally involves the necessity for 
establishing what mav be called the basic line, which has been fully 
described to the coIIU:llission and I believe is fully understood. . 

With the progressive rate, and consequently with the name, 
"basi~ line:' which is simply a yard stick ~y which we measure, the 
questlOn anses as to what should be the policy of the Federal reserve 
banks ill lending money. Of course, in lending money, a great deal 
depends upon tlie individual borrowing banks, and here we ll).troduce 
the element 01 a basic line, to .resist the reduction of reserve. where 
it will approach the 'point when the reserves of the Federal. reserve 
system as a whole Illight be impaired .. That is to say, even with no 
prescribed line being adopted, un del' the J>rovjsions of the statutes, 
which requires that the Federal.reserve banks shall disl'ense, this 
credit with due regard to .the interests of all of the members, it is 
quite conceivable that the entire ;basic line·of a district might be 
exhausted by. the borrowing of a small proportion of the members 
of that :distrlct, and later on those members, which had not been .bor
rowing at all might be denied credit, credit which they reqwred. 
Those coIning in later would be denied. their credit because It.had 
been exhausted, ,or because the Federa1. reserve bank had no more 
lending power., .' . . : :;'" ... 
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The deficiencie~ of reserve that were developed before _putting the 
interreserve discounts into effect in the 12 districts, and the disad
vantage to a reserve bank had these adjustments not taken place, 
indicate the necessity for adopting in the management of the reserve 
banks some system to insure that we do not lend, or do not extend 
too much credit to certain member banks that may desire to borrow 
too much; but on the other hand, a mechanical and purely mathe
matical application of this method of control might operate very un
justly. It might have the effect, as has sometl.lD.es happened, that 
a large number of banks would decline to extend credit due to 
tementy. Banks which had the courage, however, and the public 
spirit to extend credit in an emergency far beyond what theyordi
narily would extend, if subjected to this purelv mechanical, mathe
matical rule, would be doing an injustice to· the business of the 
community by declining credit. 

The CHAIRMAN. Penalizing the very men who do what you want 
them to do under the circumstances. 

Gov. STRONG. Yes, sir; penalizing the men for doing what you 
want them to do under the circumstances. ~ bring this out in this 
discussion, and point out the difficulty with which these matters may 
be determined by the management of the respective reserve banks 
at a time when the reserve gets low. Not only did reserves get low, 
as to certain individual banks like those pointed out yesterday, but 
they got low as to the whole system. And,· if it were a time when 
you had a progressive rate or not, it would be necessary to be careful 
and see that the administration of this volume of credit was fairly 
apportioned to those who needed it, and it might be that those who 
needed it could not get it, because other borrowers had reduced the 
lending power to the proportion limited by the basic line. 

Now, in this connection, a good deal has been said about the 
relation of the borrowings of certain banks to the basic lines and we 
are assembling some data for the whole system to submit to the 
commission. I regret that it is not yet finished, but when it is 
complete it will be introduced into the record. (See p. 762.) 

Representative MiLLS. Are you going to deal now, or later, with 
Mr. Williams's special charges with reference to excessive loans to 
certain banks ~ 

Gov. STRONG. I was expecting to deal with that later, Mr. Mills, 
when we deal with his testimony. . 

This brings the discussion down to the point where we should 
examine the methods that were employed to exercise some influence 
or control over the extent to which our credit should be emplojed by 
the member banks and especially at a time when that contro could 
not be exercised entirely by discount rates. 

I think it must be admitted that if the discount rates of the Federal 
reserve banks and especially the preferential rates that were accorded 
on borrowings upon Government securities were much below the 
market rates for money, the temptation to use the reserve banks for 
profit was considerable; and unless the rates could be so adjusted 
that that was eliminated, they would always face the possibility of 
furnishing facilities which would be abused. . 

In other words, suppose we attempt to exercise some other kind of 
control than rate control-by direct influence, or by mandate, if it 
could be issued, or by argument and discussion, and so on. That 
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brings us to the point again which I will illustrate by the case of a 
~ta~e bank enjoy_ing the facilities of the. Federal reserve system 
mdrrectly. The Federal reserve act provIdes that member banks 
shall not act as agents for nonmembers in securing credits from 
reserve banks, except after having secured the permission of the 
Federal Reserve Board. But, how can you distinguish it ~ Let us 
suppose that a State bank, not a member of the Federal reserve 
system, borrows money from a national bank, which is a member, 
and that the national bank at the same time, possibly because of 
this borrowing by the State bank, comes to us for a loan to increase 
its reserve which has been impaired by that very borrowing; that is, 
the loan made by it to the State bank. The loan is such as would 
ordinarily be made by one bank to another. And, if we make a loan 
to that national bank, we are providing it with funds, indirectly, to 
enable it to make a loan to a State bank. 

It is a fact that certain loans may come to the reserve banks through 
the agency of member banks, with which the State banks have never 
had any relation whatever, just acting as a go-between, and the 
member bf!.nks may indorse the paper (as they' would have to, in 
order· to get· the dISCOunt) for a consideration, for a commission, or 
for a difference in interest rates, and then turn the funds right over 
to a State bank, which thus employs the member bank as an agent. 
But if we were to attempt to prevent the emploJ1Ilent of the fnds 
of the Federal reserve bank for the purpose of making loans to non
member banks; if we.were to. prevent member banks aoing that, we 
would have to go into their. offices and examine every loan that they 
made or require from them a certificate that they make no loans to 
nonmember banks, in order that oUr funds might not be indirectly 
used for nonmember bank purposes. 

That same principle ,applies to all transactions between reserve 
banks and member bankS. We can not earmark these dollars we 
lend, so to speak, to the member banks, and say that so much shall 
go to the State banks and so much to the farmers, and so much to 
other purposes, 

Once a loan is made it goes into a common fund, not a common fund 
to be reloaned, but a common fund of that member bank's reserve, to 
build up its reserve, so that its reserve will be maintained in keeping 
with its loans and deposits. 

I am stating this at some length for the purpose of pointing out to 
the commission the fact that these controls we were called upon to 
exercise, which would otherwise be exercised by the rate' of discount, 
could only be in the nature of a general discussion and survey of what 
it was that occasioned an increase of borrowing by the member banks 
in a rather general way. . 

If we attempted a more particular control than that, it would mean, 
in point of fact, that we would have to have a representativ~ in, each 
one of the 792 member banks of the second or New York dIStrIct to 
examine every single loan m"de in order that there might not be any 
escaJ?e. We would have to do all, survey all, control all, under such, a 
rule lllBtead of relying upon such general impressions as we could gam 
by meetings and discussions with these member bankers. . . 

Representative MILLS. Will you illustrate that further by glvmg 
the multitude of operations which are carried on in the Federal 
reserve banks, say, during the course of one day¥ 
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Gov. STRONG. Well, there have been a number of instances in the 
Federal reserve. bank of New York when we have done a business of 
over $1,000,000,000 in one day. There was one day when we had a 
turnover of over $1,500,000,000. . '. 

At the height of war activities and placing of Government loans it 
was no unusual thing for us to have $400,000,000 or $500,000,000 of 
loans go through the office in one day. . 

I am speaking roughly from memory, from examinations made 
from day to day bv the executive cOmmIttee; but the business of the 
bank every day is "in the hundreds of millions of dollars. 

Now, that is just business which goes through the reserve bank. 
Of course, when you go over the transactions of all the member banks 
every day, with the multitude, the variety, th~ complexity of them, 
for these determinations, what would take place would be that we 
would have to run every bank. The situation is simply this: At a. 
certain point every day the member banks know whether they have 
an excess reserve or whether they are short in reserve; that is, the net 
effect of a day's transactions upon their reserves, which vastly varies. 

In some cases, with the large banks, new deposits are coming in, 
and old deposits are being withdrawn, new loans are being made and 
old loans being repaid, and their customers are buying and selling 
securities and foreign exchange and so on, without .lllDit. When 
those transactions are all measured up and the sheet of the bank for 
the day is made out, they then find that the net of it is that they have 
impaired their reserve, which they carry on our books, or that there 
is an excess. If there is an impairment, they will come to us and 
borrow enough to make the reserve good, and if a sUrplus, they will 
repay some of their .borrowings from us. ' 

Thus, to exercise a particular and exact control as to what is done 
with the credit that we extend to member banks, would involve the 
examination of each transaction by every member bank every day 
in the year. 

Representative Mn.LS. Which is a physical impossibility. 
Gov. STRONG. Which is a physical impossibility. I am sorry to 

urge that argument so strongly, but I think it has a great deal to --
The CHAIRMAN (interposmg). Let me see if I understand you 

correctly. As I understand, when a bank makes a loan to those who 
are worthy to borrow, it does not actually borrow the money from the 
Federal reserve bank, or borrow from the Federal reserve bank for the 
purpose of making that loan, but that it borrows from the Federal 
reserve bank an amount sufficient to bring its reserve up to .the 
amount that it is required to carry. '.. . 

Gov. STRONG. That is it. That is' all. That is all they borrow 
from the Federal reserve bank for. 

The CHAIRMAN. So that the actual credit represented by the re- . 
discount of the member banks, with the Federal reserve bank may be 
ma:n.y times the actual borrowing of the member banks from the 
Federal reserve bank 1 

Gov. STRONG. Exactly. .' . ' 
The CHAIRMAN. So that the ,suggestion that the $240,000,000 

which was borrowed from the Federal reserve banks .on farmers' 
paper represented the sum total of the credit extended to the farmers 
of the country, is not a sound conclusion j . 
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Gov. STRONG. It is not a sound conclusion, and I can not emphasize 
that too strongly. It is perfectly obvious to me that a very large 
amount of money, of credits, was undoubtedly granted to the mem
ber banks upon the security of Government bonds for the benefit of 
farmers. . 

You can not identify it. In order to get at the volume, and the 
change in the volume of loans for agricUltural purposes which are 
reflected back into the borrowings from the Federal reserve banks, 
you would have to go to every bank in the United States and analyze 
their loans and find out just what they had loaned to the farmers. 

Representative M:rLLS. I think_that if the chairman would go a 
step further, he may, or if he does not, I would like to ask a question: 
Assume that $100,000 was loaned by a member bank to an individual 
farmer, by, let us say, a New York bank, that theY' deposited that 
to the credit of the farmer. It would not borrow the full 3100,000 
from the New York Federal reserve bank, but it would only borrow 
$13,000, to make good the necessary reserve created by the deposit 
to the cre.dit of the farmer. . 

Gov. STRONG. That is all. 
The CruiIUrlAN. It would only borrow between $7,000 and $8,000. 
Gov. STRONG. If it were in a country district, it would. oilly 

borrow $7,000. 
Representative MILLS. So that the $230,000,000, might well 

represent not the $200,000,000 cash, but over $2,000,000,000 in the 
way of credits. 

Gov. STRONG. You anticipate, Mr. Mills, what I was coming to. 
Representative MILLs. Excuse me. . 
Gov. STRONG. If you want to find out how much it represents, 

test what the results of that credit would be in reserve borrowin~, 
and multiply-I do not think it would be exactly an honestexposl
tion-but multiply it by the proportion in which this credit is multi
plied, as I explamed in my discussion, and then you:will have 
something like it. 

Representative MILLS. Now, those figures taken from that report 
gives a maximum of even greater than the amount I had suggested. 

Gov. STRONG. Yes, sir. 
Representative TEN EYCK. The commission, I think,understands; 

but the figures that. we are considering were the comparison of the 
discount on agricultural paper, in the country banks with the dis
counts on all other paper, industrial paper, in the same banks,and 
that same thing would stand true of them, the same as it does of the 
farmers, and therefore our comparisons were perfectly proper. 

Gov. STRONG. Well, the comparison--
Representative MILLS (interposing). Let me say toMr; Ten Eyck 

that that statement, the only comparison made before ·this com
mission would be $230,000,000 which has been compared with the 
values of what the farms raised in the United States and with the 
total value of the farm products, and comparisons made, and .the 
statements made before this commission that $230,000,000 repre
sents the accommodations which the farmers had received. .And 
it is on that basis that the figt!!es are not entirelY' fair. 

Representative TEN EYCK. The question· I think I placed before 
the commission was to ascertain the relativity of the loans to the 
farmers on farm products discounted by the reserve banks .:between 
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the loans on other industries discounted by the reserve banks. Com
paring them with the total value of farm· products and the total 
value of the products of other industries. 

Gov. STRONG. Yes, sir. Well; Congressman, I do not know how 
we can ~et at that, but I want· to say a few words here about these 
figures, in regard to this credit, which are liable to be most misleading. 
Just take the possibility of thpir being misleading by supposing this. 
We have a farmer who wants to borrow $100,000 from~a New York 
bank--

Repr~sent.ative :TEN EYCK (interposing). I can not imagine oner 
but I will try to. _" 

Gov. STRONG. There may be some there who can, and I think 
that. there are. . . 

Representative TEN EYCK. I mean farmers. 
Gov. STRONG. SUJ>,(>ose he had an account with a New York City 

bank-I am just leadmg you to the point, if I can do so, of doubting 
the wisdom of placing too much reliance on some of these figures. 

Let us suppose that he borrowed $100,000 from a New York bank 
where he had an account·-he is not a farmer, but an agriculturist,. 
if you please, and in addition to having an account there he had an 
account up at Millbrook, or some place where he actuallv lived. 

Representative MILLS. Where they used to go to avoid the per-
sonal property ta..'tes. . 

Gov. STRONG. And the result of that loan from the N ew York City 
bank is that he leaves deposited in the New York City bank $10,000. 
Now, the New York City bank borrows $l,aOO-orily to maintain 
that reserve. It might be on Liberty bonds. Then the agriculturist 
would transfer $90,000 up to the district where he needs it in his 
farming business and operates the farm, and he would deposit that 
$90,000 in the local bank. That would increase the deposlt liability 
of the local bank which would then have to get some reserve to offset 
it. But it did not increase the reserve requirement of that bank 
until it had used that credit--·had loaned it. 

Therefore, the first effect of the transfer of $90,000 flom t.he 
N ew York City bank to this country bank, where a 7 J>er cent reserve 
is required, would be that they woUld use the money in making loans 
to the farmers in the district, and aft.er they had made loans in the 
district to the farmers and gotten dovm to the point where they 
could not. lend any. more, then they would come to us and borrow 
money to sustain this inflated deposlt liability that had been created. 
Now, that bank possiblv has had an occaSlon to borrow from the 
Federal reserve bank before, so instead of borrowing from us on this 
farmer's paper, they would send in certific·ates of indilbtedness, or if 
we allowed lower rates on Government bonds, they would send down 
the bonds, or whatever they got the lowest rate of discount on. And 
this loan,the original $100,000, in New York City, has resulted in 
loana from us to maintain reserves, without anv agricultural paper 
appearing in our discounts at all. With the transfer of this money, 
nevertheless, which is employed for operating a farm in the com
munity, their reserves have become imJ>aired and they have possibly 
borrowed over $7,500 from the Federlil reserve bank on certificates 
of indebtedness, because of the differential rates and there you have 
had It series of loans, an extension of credit of more than $100,000, 
and it has been for agriculture. 
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Representative TEN EYCK. I do not believe those figures show the 
amount of money loaned to the farmers upon farm products ovmed 
by them. That is oue of the reasons why I asked for the relative 
statement of the discount on products of the farmer for comparison 
with th~ discount on the products of other industries, so a.q to ascer
tain whether or not the farmer has been able to ha\'"e his loans dis
counted upon fann products in the same proportion that the value 
of hiq farm products bears to the value of the products of other 
industries. 

Gov. STRONG. Yes, sir. 
Representative TEN EYCK. And I believe that all we can do is to 

get down to a scientific statement as to whether or not the farmer is 
getting for one reason or another, or is not getting for one reason or 
another, proper credit for work performed. 

Gov. STRONG. Credit proportioned to the value of his products as 
compared to the value of the products of other industries of the 
country exactlr. . 

Representative TEN EYCK. That is the idea. 
Gov. STRONG. Now, I would like to pursue for just one more 

sentence these figures about farmers' credits. 
If we assume that Prof. Persons's figures have any real basis, and I 

think they have-I think they were studied very carefully, and that 
those studies were very carefully made-then this increase of credit 
extended to the farmers, which has been quoted roughly at 
$100,000,000, emplors-- . 

The CHAIRMAN (mterposing). $230,000,000. 
Gov. STRONG. That is the total. The increase is something over 

$100,000,000. 
The CHAIRMAN. In the last yead 
Gov. STRONG. Yes, sir. Just take the increase-(it is more con

venient to figure 5100,000,000): That has been distributed generally 
through the agricultural sections of the country, where the reserve 
requirement is only 7 J>er cent, and upon the basIS of that very calcu
latIOn (disregarding whatever needs the individual bank may have 
for till money), that 5100,000,000 increases, if we apply the test, SQ 

as to create a credit or to produce between seventeen and eighteen 
hundred million dollars for the farmers, because in the 7 per cent 
reserve districts, you would multiply it by between seventeen and 
eighteen times. 

The CHAIRMAN. Then in that connection, how about the money 
loaned to other industries ~ That would be the same as the loans to 
the farmers. We would have to regard or assume the same in con
nection with the loans to other industries as that which might be 
turned over to the farmers. 

Gov. STRONG. You are J>ointing out again another reason for not 
relying too strongly upon the value of these particular figures, which 
I do not think can possibly--

The CHAIRMAN (interposing). The only value that I would place 
upon those figures at all is the. relation that they have to the other 
figures on loans to other industries. 

Gov. STRONG. That is what we are trying to get at. We will give 
them to you as soon as we can. We have got men at work on that 
job and they will produce something. (For expansion by cOunties, 
see pp. 650--663.) 
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Now, the last word that I was going to say was this: I believe that 
what will be shown, if we can get at the facts, is this, that when the 
pressure came in the agricultural areas of the country, developed as 
It did very strongly, the banks of those sections in the effort to take 
care of their agricultural customers first went to the Federal reserve 
banks with those kinds of securities on which they could borrow 
money at the cheapest rate. . 

After they had exhausted their certificates of ,indebtedness, used 
them to the limit, used all they had, as they could borrow on them 
at the lowest rate, then they sent in Victory Donds and Liberty bonds 
and borrowed on them; and after exhausting their borrowing power 
on those, being the next cheapest kind of credit, they went to the 
next kind of paper, which was possibly commercial paper. After 
they had exhausted commercial paper by borrowing all they could . 
from the Federal reserve banks on it, it being the next cheapest kind 
of collateral, they beg'an coming in with paper bearing the highest 
rates of credit, which was the paper of tEe'long-time maturity, six 
months. To my mind, the amount of agricultural paper which 
found its way to the Federal reserve banks, was the resUlt of the ex
haustion of other kinds of collateral that could be used to get cheaper 
credit, because six months' paper was high-priced credit; and this 
indicates that the increase in the amount of agricultural paJ>er shown 
in the portfolios of the reserve banks discloses not only that there 
was pressure in those sections of the country, but pressure had 
extended to the 'Point where they had to borrow in the most expen
sive form of credlt. 

Representative TEN EYCK. Now, do you not believe that any 
other conolusion on the part of the banks would have been wrong; 
do not the member bankS figure it in this way, that in times of stress, 
during an extreme tightening of the money market, that it is well to 
discount the-I will not say the poorest paper first-but that of the 
longest duration first, so as to save the short-time paper to make 
sure that they will get loans at the most stringent time, when it is 
actually necessary for them to have money, by keeping the most 
acceptable paper until the last 1 

Gov. STRONG. Well, does not that depend partly, in the case of 
the member banks--

Representative TEN EYCK. That is the member banks--
Gov. STRONG (interposing). In the case of member banks, and in 

speaking from the standpoint of our district, and I can not speak for 
any other district, I do not believe that has any influence at all, 
because the average maturity of the loans which we make in New 
York are now reduced below 18 days. 

Representative TEN EYCK. You realize that my questions have 
been iiirected to the country at large, rather than just to New Yorkt 

Gt'>v. STRONG. Well, I do not want to speculate too much about 
the other districts, but I think by and large, the member banks in 
this' country have exhibited a great deal of reliance in the reserve 
banks, and they feel that if these borrowings did mature, that they 
could still borrow, could put other paper in to take the place of what 
matures. That is their feeling in New York at least. 

Concluding, I want to say that the nonmember banks have bene
fited by the Federal reserve system. , 
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There are just a few words that I want to say on' this point, and I 
will have more later. 

You are aware of the fact, I suppose, of a Federal Reserve Board 
rule made long ago, that all State banks would be permitted to 
employ member banks as a medium for certain loans, secured from 
the Federal reserve banks upon the security of Liberty loan bonds. 
and certificates of indebtedness. 

Now, that rule is of far-reaching importance, because we are selling 
these securities to the State banks as well as the member banks, the 
nonmember banks as well as the member banks, and it gives the 
State banks in farming districts a very large portfolio of paper which 
they can bring to the reserve banks through the medium of a mem
ber bank. Recently, as you know, the Federal Reserve Board. has 
made a ruling which expressly permits State banks to obtain accom
modations from Federal reserve banks,through the agency of a 
member bank, on any collateral. . . . 

The CnAmMAN.l think perhaps there may be some misappre
hension in this discussion of the possibility of borrowing, or the 
extent to which the principal may be multiplied, in· the member 
banks. For instance, if it is assumed that it may be multiplied 10 
times on the basis of the total discounts of September 24, 1920, it 
would mean a total liability of $27;000,000,000, which is very nearly 
equal to the total deposited liabilities of our banks, State and national 
combined. , 

Gov. STRONG. Are you not overlooking, Mr. Chairman, the pro
portion of three to two of notes to' deposits, if that three-fifths pro
portion of notes is not taken into consideration in that statement, 
which is expressed in bank notes ~ , . 

The CnAmMAN. That was $2,704,000,000. 
Gov. STRONG. Well, so that really, Mr. Chairman, $1,000,000,000 

would be the multiplied factor and would support in the ,ratio of 12 
to 1 $12,000,000,000 of deposits, which is not very far out of the way 
in total expansion that has taken place. 

Now, in the absence of complete rate control, I would like, to refer 
to what the Federal reserve bank of New York did toward getting 
what I may describe as personal control by personal contact.' 

We have in the bank an organization which is called the member 
bank relations department.. In that department we have a small 
staff of men who, by their experience in the bank and by their studies, 
have become especially familiar with the meaning of the Federal 
reserve act, and those men are engaged in traveling through the 
district visiting our members.. , 

They have been employed espeCially in two things, in recent years; 
that is, since the war ended-in fact the organization has only been 
perfected in that period. . . .' , 

. First, t~ey take1!-pevery cause' .of . complain.t, dissatisfl!'ction. or 
difficulty ill accountmg, or the technical matters ill our relatIOns 'Ylth 
the banks visited .. They take the records ofthes~ matters rIght 
from our bank, and :they: go .over them carefully WIth the ~ember 
bank. Second, the organization is also created for explainIng the 
purposes of the act, h,ow the Federal reserve bank can be used, what 
IS a proper Use of its facilities, and what is not a proper. use. .. . 

I will not review in detail the character of their work, but It IS dls-' 
t~ctly educationa~.· They do ()ccasionallyhelp a bank that get~ ~to 
difficulty. SometImes 'we have had cases where ,a bank buildmg 
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burned up and they needed help from us, and we sent men up to help 
them. And there have been one or two cases where all of the officers 
of the bank were sick at the same time, during the influenza epidemic. 
We sent men up to run the bank, literally. But those are unusual 
occurrences . 

. The function of these men.is to m~ke the member banks acquainted 
With the new developments m banking. 

They aim to visit every member bank in the district twice a year, 
and the influence of that work has been very considerable in keeping 
the district in good order, if I may say so, and preventing abuses. 

Let me read to you something of the work in visiting out-of-town 
banks. The number of visits made since the establishment of the 
department is as follows: In 1919, 487; in 1920, 1,093; in 1921, the 
first six months, 511. 

These men also visit nonmember banks for special reasons. They 
have refrained until r~cently from any discussions of credit condi
tions. The reason for that is that it is a very difficult thing and a 
dangerous thing to delegate discussion of those matters to men who 
have not an official responsibility for the management of the bank. 

Preceding that, as a complement of this work these field repre
sentatives do, we adopted a policy in 1920 of holding conferences 
at the Federal reserve bank of New York. I have observed some 
criticism, made by Mr. John Skelton Williams, of the fact that we 
have a meeting room in the proposed new bank building. That 
meeting room is for educational purposes, including. these meetings. 
In the year 1920 we held 16 such conferences; and 882 banks were 
invited to them. Of course, they are cut up into comparatively 
small groups; 496 banks were represented at the conferences. These 
are exclusive of the banks in the metropolitan area in New York. 

For the first six months of this year we have had 14 of those con
ferences, 679 banks were invited, and 445 were represented. 

At these meetings the practice of the staff is to spend the entire 
morning in technical discussions, educational discussions along the 
very liries of the matters that we have been talking about here since 
yesterday morning. Bear in mind always that these are what we 
call the country bankers·from outside of New York City. They have 
lunch together, and at that luncheon a very general discussion of 
credit conditions and such matters is made by the officers of the bank, 
and in recent meetings we have not only had the responsible heads 
of these member banks at the meetings, but we have asked them in 
each instance to bring in addition one director of the bank, one repre
sentative director. I have only had occasion to address these meet
ings now and then, but other officers do when I do not, and the 
character of the talk is again educational, along the lines of avoiding 
misuse, for instance, of the facilities of the Federal reserve bank, not 
borrowing just for profit, the dangers of expansion, and all these 
matters. 

I have here a memorandum which I would like to read as illus
trating the character of these talks. Here is the topic of "The 
reserve bank as a reservoir of credit." 

The course of credit expanSion and decline was discussed and illustrated with 
the use of charts and the relations between the volume of credit and prices was indi

. cated. Interreserve bank rediscounting was explained, particularly showing how 
banks in the agricultural section were benefited by it, without, however, causing 
Bubstantial changes in the reserve position of the system as a whole. 
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THB RBSERVB BANK AS THE SOURCE OF'THB ONLY FLUCTUATING ELElI4ENT- IN' OUR 
CURRENCY. 

The increase and the decrease in the volume of Federal reserve notes was shown and 
the mechanism whereby the circulation increased and diminished in accordance with 
busineBB demands was explained . . 

THB RESERVE BANK AND THE COLLECTION OF CHECKS. 

The value to busineBBof the more rapid collection of checks and of the circulation of 
checks at par was explained, with reference to wire transfers and the use of the gold 
Battlement fund. 

A great variety of topics are discussed. After luncheon these 
bankers are taken through the various offices of the bank, and its 
mechanical operations shown. 

Now, I can't say what the value of that sort of work is. I think the 
results have got to be relied upon to disclose!it. But I think I am 
correct in stating that so far as I am aware there has. not been one 
complaint from one member bank in the second Federal reserve dis
trict as to the administration of credit in that district. I wish very 
much that it were possible over the great areas covered by the other 
reserve districts that some such thing as this could be done. We have. 
a peculiarly fortunate situation in New York in that our area is small, 
the business is concentrated. The mem.ber banks can get to the 
bank and see it, and make personal acquaintance with the officers" 
and I recite this simply as exhibiting in what way we have adopted 
a policy of education in simply one department of the bank, to ex
plain all of this to the members and get them to use the Federal 
reserve bank correctly. 

Now, as to the large banks in New York City. I have a variety of _ 
material here which I expected would be introduced into the record 
later in connection with other matters, but I merely want to point 
out, without reading anything that would appear to be petsonal or 
disclose the affairs of anyone member bank, something of what has 
been transpiring in that matter .. These are just some samples . 

• When a member bank in N ew York City builds up its borrowing at 
the reserve bank to a high point, to such a point that we feel that it 
is desirable to inquire about it, as to what is happening, we send for 
the responsible head of the bank. We do not send for the cashier, 
but we send for the president, and if the president is not available we 
send for the responsible vice president. At the conclusion of the 
interview, if it is of any importance, the officer who has the discus~ion 
is very liable to dictate a memorandum of it, which at once goes mto 
the file relating to the relations of the bank with that member bank. 
N ow, just a few samples have been taken out, which I willparayhrase 
a bit m reading to the commission, so as to indicate in genera w~at 
our policy was in dealing with these banks that borrowed heavily 
from us. [Reading:] 

MARCH, 1920. 

Mr. A, vice president of bank No.6, sar, came over here this. afternoon at our 
request, to discUBB with us the situation mth regard to their taking $30,000,000 of 
new money to-day, at a time when their discount line with us is $62,000,000 •. ¥r. 
A brought with him figures showing the various changes in bank No. 6's pOBltion 
since last October, the mOllt important features of which were that deposits h~ run 
off about $91,000,000 and pressure from their .c0!Dm~rci!,-1 customers, for borromnbJ" 
had become very heavy. He stated that his mstltutlOn now has $44,000,000 a -
vanced against Government securities-

58589-21.....:.PT ]3---4!i 
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That is, to. their consumers who had purchased bonds and had 
borrowed the money to do so-
and. holds about $9,000.000 in Victory notes, together with $!!,OOO,OOO in Treasury 
certificates. of the various maturities up to December 15, 1920. He further stated 
that his institution is the principal banker for a certain important concern. Quite 
recently he had been called upon to advance $30,000,000. • 

This was a loan of a character concerning which no one could 
have the slightest question. [Continuing reading;] 

It had made the loan in a form which had enabled it to resell it as securities to 
other banke, and thoee are being succe3sfully sold. He could see other than in these· 
matters no very imminent change in the bank's position in the future. 

That is justa type of the case where the Federal reserve bank 
was endeavoring, in a general way, without a censorious review of 
all the business of the member bai).ks, to keep in general touch with 
their affairs. 

Now, there happens on April 23, 1920, just a month later, to be 
another interview with· the same officer of that same bank. This 
interview is as follows [reading]; 

The vice president of bank No.6 called me by telephone to ask if certain note!! 
which were being renewed would be considered eligible and available for rediscount. 

It seems that a customer of that bank had paid off a large part 
of that issue of notes, and had expected to make a renewal of the 
bal~ce which had not been paid off .. [Continuing reading;] . 

I informed Mr. A that the notes are still in the category of "purchase money notes" 
and are not available for rediscount at this bank. I took occasion also to indicate 
to Mr. A that his institution is, at the present time, the largest borrower we have 
on our books. Shortly after the termination of our talk Mr. B-

That js another officer of this bank.-:. 
telephoned stating that he would like. to come over here and discuss the situation 
with us. He called at 5.15, and one other offieerof our bank-. 

Together with the man whp dictated this memorandum-
spent a half hour with him, reviewing matters. Mr. B indicated that a great many 
of theu- out-of-town banke have been pressing for accommodation, and mentioned a 
telegram he had just received from one of their Kansas City banks that wanted to 
borrow. He stated that such concerns as -- and '--, and other corpora
tions which seldom, if ever, have borrowed direct, are now asking them for funds. 

That is the case of where a concern that is a large borrower sells 
its commercial paper in the market, but when the commercial paper 
market clogs up it goes to its New York bank, where it has its account, 
in order to borrow. [Continuing reading;] 
, We asked Mr. B if some of the investment offerings in which they are interested, 
such as so-and-so, are not adding to the bank No.6 burden. Mr. B answering this 
question, stated that such would be the case only in the event that the offering was 
not a succeBB. 

The notes to which reference was made were notes of one 'of the 
most important industrial concerns of the country. [Continuing 
reading;] , 

He pointed out that in the case of another security iBBue, it had meant that the 
company had liquidated its floating debt to the bank No.6 and to others, which 
action, he felt, had really helped the situation. He promised to get back of the mat
ter with a view to reducmg the borrowings of his bank with the Federal reserve bank 
of New York. . 
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Now, it is not necessary to read these in detail into the record 
exce,Pt to point out the character of the situation with which we wer~ 
d~alillg in the case of these large borrowings, and the way we dealt 
WIth them. 
~ere is the case of .anot?e~ bank, .one of the large~ew York City 

natIonal banks, I think It IS. The' names are put ill by letters. 
[Reading:] . 

Mr. X dwelt particularly on the subject of the cotton crop, which will presently be 
harvested, and informed us that the prospective policy of bank No. 16-

And this memorandum was made in September, 1920-
is to finance, principally for short periods, the sales of cotton to European ports; that 
this would be coming on rapidly within the next few weeks; that their money is'tied 
up usually for short periods-three weeks to two montha-and that barring some un· 
foreseen episode. such as a longshoremen's strike, or something of that character, they 
do not believe their line will normally increase more than $25,000,000 to $50,000,000 
additional. ' 

That was to move the cotton crop. [Continuing reading:] 
He stated, however, that in the event of abnormal conditions 'existing, it might be 

necessary for them to increase, temporarily, this estimate by $25,000,000 or $30,000,000 

This pa~ticular institution, and my memory is refreshed in reading 
this, is the largest hap.dler of cotton pape,r in tl,le United States, and. 
they were looking forward to an emergency in the fall,of last year 
when cotton had to be moved, and thell' point was that they might 
need $25,000,000 or $50,OQO,0. 00, or in an emergency they lllight 
need so much as $80,000,000 from the Federal reserve bank of New 
York, notwithstanding that they already were the largest borrower. 

Here is the record of a similar interview, August 13, 1920, merely 
an inquiry as to what was transpiring. The reply was that the in
creased demands made upon the reserve hanks were occasioned by 
three factors: " ' . 

1. A loss of deposits, amounting to approximately $100,000,000, 
in the past six months; two-thirds of wmch is to the interior, and 
one-thiid in their foreign bank accounts. That is the balances that 
foreign banks carried ~ this country. ' 

2. The steady demand for commercial accommodation from domes-
tic sources. ' 

3. The financing of foreiQ'Il trade import and export bills: 
This officer further stated' that while their borrowings are now very 

heavy, amounting to $114,000,000, it is the belief of the officers of 
his bank that it may be necessary within the next 60 days to go 
somewhat higher. .,' 

I want again to point out that thi~ is August 13, ~920. 
They do not, however, expect this extra' borrowmg to go much 

beyond $25,000,000 additional. We called the attention of the officer 
of the bank to the fact that they had CJ.uite a large amount of gold in 
their vault, and we did not think that It was a very go?d plB!l for us 
to be lending them money to enable them to carry gold m thell'. vault, 
so they deposited some of. it with us and ~ed1fced their ?Orrowmgs. 

Now, let me emphasize the outstandIJ?.g charactenstlC of these 
three statements, whichjs that New York CIty banka, although at that 
time, in the late s~er or through .the summ~r-the first of these 
memorandums iii! in A]>l'il-borrowmg very heavily from the Federal 
reserve bank of New York nevertheless expected to call upon ,us for 
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further heavyb~rrowings. The explanation was withdrawal of de
posits, a movement of the crops to Europe, and the increased com
mercial demand. 

The CHAIRMAN. The complaint seems to be that a like policy was 
not followed in some districts where it might have been. 

Gov. S~RONG. Well, sir, ~he c?mplaint that} have heard recently, 
and. espeCIally for two days m this room, seemed to have been directed 
ag~m~t the ~ederal reserve bank of New York, Mr. Chairman. I am 
gomg mto .t~s rat~er ela?or~tely ~n that accollllt. .If I am exhausting 
the comnusslon With this discussIOn I hope Y'ou will tell me at once.· 

Now, no small part of the work of the Federal reserve bank in its 
efforts to effect control in these matters was those which were under-. 
taken more or less publicly. 

Representative MILLS. But before you leave that subject, you have 
cited those three instances, I take it, to show the character of the 
supervision which you exercised over your large borrowers, by keeping 
in touch with them, :finding out the character of their -loans, and 
finding out the character of their needs. 

Gov. STRONG. Yes, sir. . 
Representative MILLS. And you have cited those three examples, 

I take it, further to show the character of the needs of the large 
borrowers in New York City during the period in question ~ 

Gov. STRONG. We tried to ascertain what the cause of the demand 
was, not so much for the purpose of applying any restriction upon 
credits by direct action. That we did not do. We did endeavor 
by the means at our command, to point out that certain kinds of 
loans should not be made when this credit pressure was on. I will 
come to that also later. But we wanted to know whether this ex:.. 
pansion of borrowing at the Federal reserve bank was justified, and 
these memorandums selected purposely to show the progress through 
the period running from April 23 right through the year, are interest
ing in contrast with what happened. Those loan accounts did 
increase. They increased constantly until I think it was February 3 
of this year, when they reached the high point. During the period of 
pressure to which reference has been so frequently made, while we 
were watching it, while we were trying to watch it, we were trying to 
determine what was the wise thing to do about these heavy borrow
ings, but we alwaY's were confronted with the explanation, that I 
believe was perfectly proper, correct and wise, that the money was 
needed for the legitimate business of the country, and we must 
furnish it. We did furnish it, and we can justify it. 

Representative SUMNERS. Governor, what relationship does need 
sus tam to reserve when you have to decide whether you will reduce 
your reserve more than you like to, or whether you will refuse to 
meet a need ~ Do you understand what I mean ~ . 

Gov. STRONG. Yes, sir. You mean to discuss it rather from the 
academic standpoint of what is the policy then ~ 

Representative SUMNERS. Yes. 
Gov. STRONG. Well now~ the policy, Mr. Congressman, is this: 

There is no question about what experience has taught; and that is, 
when the need arises for credit under such conditions as those do not 
worry about your reserve. Go ahead and lend the money. 

ReJ;>resentative SUMNERS. I am glad to have your answer to the 
questIOn. . 
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Gov. STRONG. I was referring to certain efforts which the bank 
made more or les9 publicly in dealing with these matters. 

Now, these extracts from our records which I am proposing to 
read, are the contemporaneous records made at the time, when we 
were struggling to establish these policies that conformed to the con
ditions in the various periods that I have described. These, I regret 
to say, are not all of them in the chronological order in which I would 
like to have them, so I will mention the dates. . 

Representative Mn.Ls. Mr. Strong, before you go ahead with that, 
may I ask you one question. Mr. Williams in his testimony reI>eatedly 
referred to a particular institution which was one of the large borrow
ers, and that you had failed to exercise supervision over that institution. 
May I ask you whether you exercised the same supervision over that· 
institution as has been illustrated by these examples which you have 
just given' 

Gov. STRONG. Congressman, the memorandum that I read related 
to that institution; 

Representative MILLS. That answers my question. 
Gov. STRONG. Now, the comptroller did not know anything about 

these things. He was not running the Federal reserve bank of New 
York. And I never discovered anything in his attitude that invited 
very frank discussion of these matters, and did not consider that it 
was very much of his business. . 

I am quoting now from records made up at the bank and brought 
over here for the purpose of giving you something of the contem
poraneous atmosphere, if you please. Here· is a memorandum of 
credit policies. 

Representative SmINERs. Governor, pardon me just a minute, but 
I think, in view of the testimony that preceded your testimony, and 
the inquiry by Mr. Mills, and your reply, thatjt might clarify the 
record if you would indicate Whether the institution that you refer 
to has been formerly referred to by you as No.6 or No. 16 ~ 

Gov. STRONG. It was the institutIOn which indicated that it might 
need $80,000,000 for moving croJls in the fall. That is one. There 
were two institutions in New York. 

Representative SUMNERS. You referred to one as No.6, as I 
remember, and one as No. 16. . 

Gov. STRONG. Well, to make it perfectly clear, one olthe records 
from which I read related to one institution, and the other record 
from which I read related to the other institution. 

Representative SUMNERS. Which was the $130,000,000 loan insti
tution, if I may so identify it ~ 

Gov. STRONG. That was No. 16. That was the second one that I 
read. . 

The CHAIRMAN. Was there any inquiry made at this time as to 
whether this particular bank was lending any money on the exchange, 
and just what rate of interest it was getting on its loans ~ 

. Gov. STRONG. Mr. Chairman, I must explain what the practice of 
the bank is in passing u'p0n loans to answer that generally as to all 
banks. Every applicatIOn for a disc~unt ~r loan 8;t ~he Fed~ral 
reserve bank IS made u.p on a form whIch gIves certam mformatIOn 
in regard to the conditIOn of the borrowing bank, how much it has 
borrowed elsewhere,and lists the paper which is offered for discount, 
and certain ratings are given.· 
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That ~pplicati.oli is taken by men ofexperieI).ce in the departments, 
the credIt and dlscount departments, and is analyzed, and a sheet is 
prepared which discloses what the record of this particular bank is in 
borrowinO' from us. The executive committee meets at 2.30. They 
~eet at that hour in order that they may gather in all the applica
tlOns of the day/ of course, and pass on all of them. There is laid 
before the commIttee a statement giving information which we gather 
from other sources in regard to each of these banks that is borrowing 
from us, and among other items thereis given the amount of its debit 
or credit balance at the clearing house. 

That is put in for the purpose of disclosing whether it is solely the 
fact that it has a debit at the clearing house that occasions the bor
rowing. There is alsoJ>ut in the total amount that it is loaning on 
the New York Stock Exchange, and whether it is increased or de
creased, so that every application that is made for a discount by a 
New York City bank when it is submitted to the officen:; and executive 
committee, presents a picture and indicates at the time whether the 
amount of its loans on the stock exchange are increased or decreased. 
And we can tell pretty generally whether this money is being applied 
to that purpose, and whether the bank generally is increasing its 
loans on the stock exchange or not. 

The CHAIRMAN. But would that fact when known be considered 
or make any difference in the policy of the bank with respect to making 
a particular discount applied for 1 

Gov. STRONG. We woUld .make the discount anyway, Mr. Chair
man. Otherwise they would simply have to pay a penalty on their 
deficient reserve. But what we do, and what we have done repeat
edly is to point out to the member bank, where we find that their 
borrowings from. us and their stock exchange loans are goinO' up to
gether, that we do not lend our money for that purpose, and of course, 
it is a matter that has to be dealt With'rather delicately. I hesitate 
almost to make this statement, because it is not our function to 
regulate the amount of money which is loaned on the stock exchange. 
Our function is only to exercise, as I view it, a very reasonable review 
of what is done with this money that we lend, or what the policy 
of the borrowing bank is in lending its money especially at a time 
when it is borrowing from us during a period when our rate is below 
the rates at which money can be loaned in the market. As long as 
our rate is above the market these matters become of no importance. 
The rate control will then control that. 

Shall I proceed, Mr. Chairman ~ 
The CHAIRMAN. Yes. . 
Gov. STRONG. This is a memorandum, a part of a continuous 

story, as to credit policies, referring to a statement made by one of 
our officers in speakin$ on the credit situation before groups of 
bankers in Buffalo in lJecember of 1920, and again in Syracuse in 
March, 1921. He referred to a class of borrowers which had sus
tained substantial losses through shrunken inventories, etc., which 
would have to be recouped out of profits yet to be earned, and em
phasized the necessity for moderation and cooperation among creditors 
III dealin~ with such debtors to the end that 'they might be helped 
through tneir difficulties and restored again to a norm,al basis. 

He cited ins~ances, without mentioning names, where in New York 
City this policy was being successfully carried out; and of the regret 
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of certain banks in New York when some of their clients filed bank
ruP.tcy Eetitio.ns witho~t ,having first acquainted their banks with 
their difficulties and giVIng. them an opportUnity to assist them 
through their difficult times. . 

Representative SUMNERS. Who makes that observation, a member 
of the Federal reserve bank ~ , 

Gov. STRONG: This,is one of the officers of the bank, who has 
charge of the discount department of the bank. He was visiting in 
Buffalo, attending a meeting of the bankers in that territory. 

R~presentative SUMNERS. And this was an officer of your bank, 
was It1 

Gov. STRONG. Yes, sir; this was an officer of the New York reserve 
bank. 

Representative SUMNERS. He took the position there that where 
the people who engage in activities found themselves in bad condi,. 
tion by reason of the shrinkage in the value of their inventories, that 
they ought to be given 8. chance to recoup out of the activity ~ 

'Gov. STRONG, Yes, sir. 
. Representative SUMNERS. Rather than to clear them up as 'a 
wrecKed institution. 

Gov. STRONG. Yes, sir. 
Representative SUMNERS. Well, that is very commendable. 
Gov. STRONG. I will read some more of that, if 1 may .. 1 think so 

much has gone into the record on this matter, that we ought to make 
it a fairly complete record. On one occasion or another when the 
Federal reserve bank of New York has made Ii change in its dis:
count rate, it has seemed necessary for the information of the public 
and the member banks to make a statement in connection with the 
change. . . 

Re{>resentative SUMNERS. In that connection may. 1 ask you a 
questIOn' Of course, there are two ways to proceed when ,you find 
a debtor that has become embarrassed byreason of a general advance 
trend of values in the community. You can force li~~ation and 
get rid of it;. or you can give him a chance to redeem . self. The 
complaint has been made that in some agricultural sections the 
policy has been pursued under which liquidation has been urged in 
the p'resence of values which seemed to be temporary, due to the 
inability of the consuming market to take care of the normal volume 
of agricultural output. If it would not be embassassing for you to 
answer the question, 1 would like to know whether or not in. your 
judgment there is any difference between a business so situated, and 
some manufacturing or commercial institution temporarily em
barrassed by reason of the development of the general situatIOn ¥ 

Gov. STRONG. Whether there is any difference between /!.n in-' 
dustry and a commercial institution of thatcharacter1 

Representative SUMNERS. And tlie general agricultural situation' 
Gov. STRONG. I don't think there is anv difference, Congressman. 

If one admits that there is always a difference in cases,' 1 think the 
same general rule which would apply-as the principle which should 
apply in a situation such as we have passed througli-is to keep the 
people producing and earning. . Now, there are cases that are so 
extreme and dangerous that they have to be dealt with by bank
ru{>tcy proceedings. There are cases that obviously should be kept 
gomg, and the judgment of the creditors is the one that must be 
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relied upon. The judgment of the reserve bank is applied to a 
situation which it reaches only indirectly, through the member bank, 
and all that we are doing or have been doing is not exercising a con
troL We have no power to control what a creditor or creditor bank 
of a failing concern should do with the affairs of that concern. We 
simply advise where we feel justified in advising, and for some time 
past we have been advising moderation. And I think the results 
are obvious, that we have had such a strikingly small number of 
business failures in New York City-in the country as a whole-but 
we have had a very large number of concerns which, by various 
voluntary actions, have been temporarily managed and dealt with 
by creditor committees, without any failure or bankruptcy or im
pairment of earning power. With opportunity, Congressman, to 
get the data directly from our credit department, I cowd tell you 
any number of them. You would be amazed at the number that 
have been dealt with along that general line of policy. 

On November 3, 1919, which was in the perIOd of expansion and 
speculation, we advanced our discount rate from 4 to 41 per cent
that is, from that range to a range of 41 to 41 per cent. It was the 
first rate chan~e that we made that year. And this statement was 
made for pubhcation as an explanation of it [reading]: 

The reaaon for the advance in rates announced to-day by the Federal reserve bank 
of New York is'the evidence that some part of the great volume of credit, resulting 
from both Government and private borrowing" which war finance required, aa it is 
releaaed from time to time from Government needs, is being diverted to spec Illative 
employment rather than to reduction of bank loans. As the total volume of the Gov
ernment's loans is now in course of reduction, corresponding reductions in bank loans 
and deposits should be made in order to insure an orderly return of normal credit 
conditions. _ . 

We publish a review of business conditions, at the bank in New 
York where these things are dealt with, for the information of the' 
public, more generally. It goes to all the member banks in the 
.district, and many others, and has a circulation Q.f about 35,000' 
copies a month. Commenting in that review upon the increase in 
rates,the following statement appears [reading]: 

The increaae in rates, though only fractional, was the first step taken by the Fede;ral 
rt'sel'Ve bank toward assuming its normal relation to the volume of credit. D-Jrmg 
'the war and aa long aa the GoveJ'nment continued to borrow on an increasing scale, a 
constantlv increasing expansion of credit WaB necpssary and the Federal reserve bank 
had not only to provide the basis for such expansion but to encourage it, and its rate 
policy waa necessarily subordinated to the rate carried by the Government bonds 
and certificates; But when the tide'turned and the Government borrowinll' began to 
decrease. credit contraction became not only possible but necessary and It waa the 
duty of the Federal reserve bank, hitherto the agency of expansion, to take the le!ld 
in encouraging the gradual contraction of credit. 

Mr. Chairman, I shall not ask you to listen to the reading of these 
extracts, which are all marked in the record that I have with me, and 
which I hope the commission will permit to be published as a part 
-of the record. . 

The CHAIRMAN. If there are not too many of them, the illustrative 
ones can go in. . 

Gov. STRONG. I have marked simply those that bring out in cl~ar 
light the policies of the bank. Without reading them, I would like 
to observe generally that they indicate the changes ~y periods as 
first described in the policy of the bank, down to the pomt where the 
pressure became very great. 
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There are extracts from the annual report of the bank, some of 
them are statements made by the bank on the occasion of changes 
of rate; some of them are extracts from the bank's correspondence 
with t~e Fed~ral Reserve Boar,d; some of them are extracts from the 
BulletIn published by the Federal Reserve Board. 

There are one or two here which I would like to read because ·of 
their indicating the change of policy that arose toward th~ end of this 
period ~f falJing prices. 

BearIng directly upon the question of deflation which has been dis
cussed here, I want to read one para!!Taph taken from the Federal 
Reserve Bulletin issue of March, 1920~ The Federal Reserve Bulle. 
tin, !IS you know, is the house organ of the Federal Teserve system, 
published by the Federal Reserve Board. [Reading:) 

The expansion of credit set in motion by the war mul't be checked. Credit must be 
broul!ht under effective control and its flow be once more regulated and governed with 
~areful .regard to tJ:1e economic welfare of the country and the needs of its producing 
lndl,stnes. Detl&:tion, however. merely for the sake of deflation and a speedy return 
to normal-detlation merely for the sake of restoring security values and commodity 
prices to their prewar levels without regard to other conseql!ences, would be an insen
sate proceeding in the existing posture of national and world affairs, 

Now; that waS the statement of the Federal Reserve Board in 
March of 1920. 

The CHAIRMAN. Well, at some time or other the Federal Reserve 
Board must have determined tha~ some sort of pressure must be 
brought to bear, if .not to being about deflation, at least to stop the 
groWlng rate of rediscowit. 

Gov. STRONG. Yes, sir. 
The CHAIRMAN. Now,' when was that policy arrived at ~ 
Gov. STRONG. It developed, commencing, I believe, principally, 

with the discussions whicli took place in the reserve system in the 
year 1919. As I pointed out, I think the dangers became a littl" 
more obvious to us in New York before they did elsewhere in thll 
country on account of the speculative market there, but these dis
cussions proceeded through 1919, and ultimately manifested them
selves by- rate action, previously having been manifested by the 
policies that I have attempted to describe of personal advice and 
admonition directed to the bankers, and in the publications of the 
system. And it finally matured in the higher rates that were estab
lished early in the year 1920 . 
. The CHAIRMAN. lithe board came to the conclusion that some kind 

of pressure must be brought to bear on the situation, and finally 
arnved at the conclusion that the pressure had to take the form of 
increased' discount rates, it must have had in mind at some time or 
other, that that policy would have to stop, and that .a less rigorous 
policy, at least, would have to be adopted, or the policy completely 
reversed. What I would like to know is whether the board or the 
directo~ of your b!1Dk ~oing this thing, prosp,ectively ~ad ,in mind 
at the time that this p~hcy was adopted, a po~nt at which It would 
be assumed that deflatIOn had proceeded suffiCiently to warrant the 
adoption of another poli?y, or whether it w0u!d simply let the thi~g 
go along until the adoptIOn of some other policy was forced upon It 
by public sentiment' 

Gov. STRONG. I think, sir, that the records that have been sub
mitted will disclose that. The respective reserve banks' policies, 
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and especially that of New York, must necessarily be governed by 
the movements that take place in the commodity that it deals with~ 
. credit. I don't think the reserve banks should be managed in their 
rate policy, or their policy generally, by watching a chart showing the 
movement of prices.. It is the movement of credit with which they 
are concerned, and the necessity, and ultimately the urgency, for 
. action really did not develop to Its peak until the peak of the loans 
was reached in October, I think it was, of 1920. The decline in 
prices had started a short time before that, in the summer of 1920. 
The peak of the loan account did not develop until about October of 
1920, and the ultimate application of the highest rates was not made, 
.aslou.know, until before that, in June, 1920. . 

think it is fair to say that the record speaks fretty well for itself, 
Mr. Chairman, that the maximum rate applied 0 7 per cent in June 
. indicated the peak of the resistance, at least by rate, to the expan
sion; and that the moderation of t~e policy developed possibly first 
in New York, where the liquidation first took place, as you know, and 
. then gradually extended as the ability to relax developed in other 
sections of the country. 

The CHA.IRMAN . Well, I am t~g to get an answer to the question 
that I think is in everybody's mmd about this J>articular proposition, 
it being perfectly: clear along in the second half of 1920 that prices 
were dropping almost horizontally. 

Gov. STRONG. Yes, sir. . . 
The CHAIRMAN. And it is the impression, I.take it, of a great 

many peoJ>le, particularly: those who )Vere affected by the drop in 
agricUlturaI prIces, that that J>recipitate decline in prices ought to 
have been an indication to the Federal Reserve Board and the direc
tors of the Federal reserve banks that the policy that they were 
pursuing was one which was producing a decline in prices which 
meant more or less disaster, and certaiDly very great harm to the 
agricultural interests in particular, and that some modification of the 
policy should have been adopted some time in the latter half of 1920 
to stop that decline. 

Gov. STRONG. Well, sir, as to the Federal reserve bank of New 
.York-I do not like to speak for the Federal Reserve Board, and I 
was not here in 1920 anyway-I think that a moderation of policy to 
which you refer did occur in the faU of 1920, and I think the evidence 
of it is clearly in this record which will be printed. It was during 
that very period, in 1920, in the latter part of 1920, that we were 
gradually seeking to create the sentiment that peo:{>le who were in 
difficulties must be carried along. No rate reductIons were made 
then, and I do not think they were justified. 

The CnAmMAN. Why not~ . 
Gov. STRONG. In the fall of 19201 
The CHAIRMAN . Yes. 
Gov. STRONG. The demand for credit would not justify it. The 

peak of our loan account in New York, as shown by daily figures, 
aid not come until November, 1920. During that period we were 
right down at the bottom of our reserve. In fact, the Federal 
reserve bank of New York was borrowing from $40,000,000 to 
$60,000,000. 

The Ca.URllAN. Well, I may be. very obtuse,~ut I must ~onfe~s 
that I am not yet clear as to why It was not pOSSIble to modify this 
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policy in the latter half of 1920 as easily as it could have been done 
m the first half of 1921. 

Gov. STRONG. Let me see if I can bring out from the contem
poraneous record somethin~ on that subject. I think it was modified. 

The CauRMAN. In making that statement I am perhaps assuming 
that the policy of the board was not wholly guided by the reserve 
position at one time or the other. 

Gov. STRONG. Well, leaving aside, Mr. Chairman, the considera
tion of rates, does it not turn upon the question as to whether credit 
was or was not extended to the member bank by the Federal reserve 
banks ~ What was their policy in extending credit ~ So far as the 
New York bank was ,concerned, we were extending credit to the 
point where we were, as you know being severely criticized. 

Mr. Chairman, I think much of the answer to your question depends 
upon the state of mind of those who were responsible for these matters 
at the time. Now I think I co,n speak in general for the state of 
mind of the officers of the N ew York reserve bank, and the respon
sible management of that bank. I hesitate to speak as to the state 
of mind of the Federal Reserve Board. But certainly the evidence 
here is conclusive, to my mind, that during that period, the fall of 
1920, the attitude of the Federal reserve bank of New York was to 
extend credit for proper purposes wherever it was needed. 

I have before me some of the official publications of the Federal 
Reserve Board on that very subject, which I think, if I read them, 
will disclose something on that subject. May I read this ~ 

The CJu:m.MAN. Surely. 
Gov. STRONG. This, I want to point out, is from the official publica

tion of th~ board, and it is used by the reserve banks very largely 
as a guide, educational, in their policies. I have read the state
ments of the board about deflation merely for the sake of deflation. 

In the April issue of the Federal Reserve Bulletin, 1920, this para
graph occurs [reading]: 

At all events, the situation emphasizes the necessity for bringing' the speculathie 
use of the credit facilities of the Federal reserve system under control at as early a 
moment as possible in order that credit shall be available as needed for the require
ments of industry as the season advances. There is some reason to think that an 
increasing share of banking funds, both at the reserve institutions and at the member 
banks, is being offered to the direct service of commerce and industry, but what has 
already been done in that direction needs to be carried further and rendered more 
effective. 

That is in April. 1920, and when the decline had its commencement. 
In June, 1920, the following appears in the Federal Reserve 

Bulletin [reading]: 
Regardless of the extent of its legal powers, it would be a most difficult task for the 

Federal Reserve Board sitting in Washington to attempt by general rule of country
wide application to distinguish between" essential" and" nonessential" loans. 

,This is June, 1920. [Continuing reading:] 
During the war there was a broad underlying principle that essentials must be 

"necessary or contributory to tbe conduct of the war," but notwithstanding the sharp 
outline of this principle much difficulty was experienced bv the various war boards in 
definin'" essentials and nonessentials. All the more d.i.fficult would it be for the 
FederafReserve Board to make such a general definition now when there is no longer 
that purpose as a guide. " 
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In August, 1920, in the Federal Reserve Bulletin, is the following 
[reading]: 

The board hllB taken the position that it is not sufficiently close to the actual day-to
day requirements of business to undertake to lay down rules lIB to what loans are for 
essential purposes and what loans are not. The Federal reserve banks in their dealings 
with member banks are better situated in this respect, but ultimatelv the main 
responsibility of such decisions must rest with the commercial banks themselves, 
WhICh in their dealings with customers are in a position to IIBcertain the purpose of 
each loan and to decide whether this purpose is eBSential or not. 

Again in September, 1920, that same doctrine is enunciated even 
more strongly. . [Reading:]. 

In harmony with this attitude the Federal Reserve Board hllB, however, consistently 
adhered to the policy of leaving entirely in the hands of local banks the decision what 
loans are to be regarded as nonessential or" speculative." . Gov. Harding hllB outlined 
the attitude of the board on this subject, stating that "it has never undertaken to 
classify any busineBS or industry as essential or nonessential and does not intend to 
do so." Gov. Harding has further called attention to the fact that" expansion of 
undue bank credit has been restrained," while he also noted that" the fact that the 
general volume of loans and discounts remains practically the same would seem to 
. indicate that the solid and genuine busineBS interests of the country have encountered 
no serious hardship. " 

Continuing his discUBBion of the general credit situation, Gov. Harding remarks: 
"The Federal Reserve Board has consistently from the beginning of the effort to 

curb the tendency to headlong resort to credit operations simply urged the local 
banker to study his client thoroughly, and the board has never undertaken to say what 
class of loans should be held to be necessary or otherwise. The board is too far re
moved from the actual detailed situations involved to undertake to do this, and has 
relied on the consistent information and judgment of the local banker to accomplish 
the board's purpose. * * * The difficulty is no doubt that many critics of the 
board think that the same rules of action employed during the streBS of the war and 
the selection of preferred war business for credit assistance are now in operation. 
This is entirely untrue, and the reports coming daily to the board from the Federal 
reserve banks and from any sources of commercial intelligence distinctly'Contradict it .• , 

The CHAIRMAN. Regardless of what the Federal Reserve Boa.rd said 
at this time, the fact still remains that durin~ this period of pressure, 
liquidation, an almost perpendicular drop ill pJ;ices, with the rate 
remaining at the highest point that it has ever been in the history of 
the Federal reserve system, and that was a much stronger argument 
for restriction of loans than anything that the Federal Reserve 
Board could say to induce the bank to adopt It more lenient policy. 

Gov. STRONG. Well, is not the more conclusive evidence, Mr. 
Chairman, that with the rate advance to 7 per cent, only on one class of 
loans-and I pointed out that that is not the effective thing; it is the 
advance of the minimum rate that is really the effective thillg-is not 
the evidence conclusive that the application of that rate, even though 
it was a restraining influence, did not deny credit to those who were 
entitled to credit, speaking from the standpoint of the Federal 
reserve hank of New York, when the ioan account increased to the 
extent that it did ~ . 

The CHAIRMAN. I don't know. lam trying to find out. 
Gov. STRONG. Well, the fact was that from the time that l'ate of 7 

per cent was introduced on to the very end of 1920 our loan account 
continued to increase. It was the expansion of the loan account in 
which we were interested, and toward which we direct our rate. And 
certainly if experience justifies any action, experience justified an 
advanced rate at a time when this whole Federal reserve system was 
right down to the minimum reserve, but at the same time not hesi
tating to lend where it could be shown that lending was needed. 



'll'{ 

. ':l'h.e CIu.m~AN. The whole question, as I said before-and I think, 
l~ ~ In the mm~ of the public on this proposition~isthat this pre":. 
clpltate perpendicular decline of prices was a warning to the Federal 
Reserve Board and the directors of the various Federlll reserve banks 
that the pressure of these rates and the policy adopted was inflicting 
and b<?und to. inflict, if that decliI?-e continued, exceedingly great 
hardshIp, particularly upon the agrIcultural section of the country, 
because the decline was greater, not only actually greater, but greater 
in its relation to the decline in commodities that the farmer had to buy. 

- Gov. STRONG. I would like to rely upon the evidence that I can 
produce of my own feelin~ about this matter before any question 
arose about a congressional inquiry. 
Th~ CHAmMAN. Of course, I recognize when propounding this 

question to you, that you are not responsible for the policies pf the 
Federal Reserve Board, and you' are undertaking to speak, I assume, 
only for the policies adopted by the Federal reserve bank' of New 
York, 

Gov. STRONG. Yes, sir. 
The CHAIRMAN. And I am. frank to say that so far as what has 

come to my knowledJ~e extends, the policy adopted by the' Federal 
reserve bank of New Iork was not the policy adopted by some of the 
other reserve banks. 

Gov. STRONG. That may be so. I can not answer for that, Mr. 
Chairman. But in that connection, let me point out that a change of 
policy in the Federal reserve bank of New York would naturally take 
place before it took place in other sections where the expansion had 
been greater. The lIquidation took place first in New York. And it 
took place in the market where the liquidation is easiest, where the 
seeurity- market is, and so on. . 

The CHAIRMAN. That would only increase the necessity, from the 
~tandpoint. of ~he agri?ultural sections of the .country, for a. more 
lIberal {>olicy In carrymg along that necessanly longer penod of 
liquidatIOn. . 

Gov; STRONG. I think, Mr. Chairman, that a discussion as to who 
is responsible and who is not responsible insuch a situation as this 
is liable to be misleading unless you can make a fairly extensive 
statement on the subject, and if you will let me do so I will endeavor 
to express my own personal ,opinion. . 

The CHAIRMAN. I have not pOut any limitation on you. 
Gov. STRONG. No, sir. Now, first let me read something which 

happened to have been taken down stenographically of what I 
stated in Washington in April of this year, bearing in mind that I 
had been away and had returned, and had, so. to speak, orien~ed 
myself in a couple of months after my return With what was gomg 
on. It was at a mee!ing of the reserve ba1?-k'govern?rs held bet'Yeen: 
April 12 and 15 of this year, where, by theIr suggestIOn, a COmmIttee 
of delegates to the ConveD;tion of th~ American Farm Bureau Federa
tion which was then bemg held III Washington, appeared at our 
meeting to discuss this very matter. ,Their first remark upon e~teT
in~ the room was tha~ th.ey were lo<?kmg for ~he m~n w~o had gIven 
this deflation order, and It resulted III some, ~Is~ussIOn, III .the course 
of which I made this statement, and I read It SImply to gIve you an 
expression of opinion which I then made without any thought of any 
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congressional inquiry or anything of that sort. It begins with my 
statement [reading]: 

Gov .. ST~ONG. Wha~ you gentl~men very properly deBire before you go, and what 
we desIre, IS constructive suggestion. 

Mr. MANSFIELD. Certainly.· 

And this is the statement that I made [reading]: 
Gov. STRONG. I do not believe that is going to follow from attempting to fix some 

responsibility for any definite transaction upon some individual. I would like to 
refer to two or three of the points that were made in the course of your discussion. 

You inqnire as to the man who gave this order for deflation. I know of no such 
order being given. It happens that duri~ the year 1920 I was traveling, I had a 
year of leave. I reached Japan in the spnng of 1920 and found that this deflation 
order had been given there long before it was given here. They were in the throe!! 
of a liquidation much more severe than we have experienced. 

And then I went on to describe some of these conditions, which 
I will not read. And this is the statement that I repeatedly referred 
to [reading]: 

It would appear from your remark as though some gigantic conspiracy had been 
devised around the world to brin!\, about this condition to which you refer, but it 
was not a man-made.affair, somethmg ordered by a supreme czar of finance. * * * 

We believe. and I think the students of the Bubiect generally believe, that irrespec
tive of any policy that might have been adopted by any particular bank or system of 
banks, that what has happened was bound to happen anyway. This great wave of 
expansion of prices had reached its climax and it was bound to break. It broke the 
world over, and the mere fact of some pel'8on accepting voluntarily responsibility for 
it, if I may use such strong language, is really nonsensical, because on one could 
have stopped it and no one could have started it. In our opinion it was bound to 
come. It. was foreseen abroad and it was, to some extent. foreseen here. I think it 
is no iniustice to this body to say that the storm signals were raised long before the 
storm appeared. 

Now, without reading further from this statement, let me explain 
what my best information is as to how this all happened. I thIDk it 
was obvious that with the rates of the reserve banks below the market 
rates for money, some measures other than rate control were necessary, 
some supplementary method of control. That was undertaken by a 
systematic canvass of the country, more or less effective, to· warn 
bankers to be careful. They paid no attention. S:(,eculation con
tinued. It swept through the country and reached Its cu1mination 
in the spring, say, of 1920. No one beheved what we said. You have 
heard endless references to the statements made by the responsible 
heads of the Federal reserve system in the nature of warnings of what 
was going to happen. . 

But something did happen, and the minute it happened these 
bankers got more or Jess frightened. . They saw that the warnings 
had foundation. The effect on the banking system, when all bankers 
begin to think the same way, of course, is to put the "rakes on pretty 
sharply. I do not think that the decline which was started, and for. 
which the timidity or the caution or the restraining influence of the 
bankers .was to some extent respon~ib~~, could ~ave been stopped by 
any polIcy or statement or enunCIatIOn publIshed by the Feder8.1 
reserve banks. Something had to be done to change the current of 
public opinion in these matters .. Something· had to be done to 
stiffen up the backs of the bankers after this period of decline to which 
you referred. It is difficult to say what mIght have been done that 
was not done. I think what I have described as the policy of the 
New York bank was probably all that could be done: I certainly' 
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do not believe to-day that the reduction of rates was justified or would 
have been the wise thing to do. . . 

The fact i~ that the impetus of public opinion and desire to go ahead 
and buy things, speculate, and so on, that carried prices to these 
levels was reversed, and that impetus'carried the machine back not 
for the entire length to which the prices had advanced, because they 
have not proceeded to anything like that length, but it carried them 
a long way, and I doubt very much if anything that a man or a group 
of men or a system could liave done would liave arrested it once It 
started. It was bound to come. 

The responsibility_resting upon the Federal reserve banks, to my 
mind, was clear, When there was need for credit, under this condi
tion of declining values of inventories, whether they were crops on 
a farm or automobiles or stocks of any other kind, the responsibility 
of the Federal reserve system was to see that the member banks which 
needed credit, which were trying to do their duty to their customers 
by carrying them along, got the credit, and I believe the Federal 
reserve bank of New York did that very thing. 

The CHAIRMAN. There is another matter ·that has come to my· 
attention to-day which I think presents a verycommom misappre
hension, which I think perhaps you can alleviate. 'I want to call 
your attention to a 'paragraph of a letter which I received this morning 
from a man down ill Fort Smith, Ark., ~ which he says [reading]: 

In my opinion, raising the rate of interest is inconsistent if you stop and consider 
the amount of money the Federal reserve banks have made. I understand the Fed
eral reserve bank in Kansas City has $4.0CO,OCO capital and made $3,600,OCO. Suppose 
any othpr institution in the United States had made that much money on that much 
capital, don't you think they would have them arrested on general principles fot 
highway robbery? 

Now, there seems to be the general impression that the amount 
of money which the Federal reserve banKs have made bears some 
relation to policy or the rates which were or should have been adopted. 

Gov. STRONG. Well, the Federal reserve banks, Mr. Chairman, are 
not run for 'profit. Profit is an incident of the business which they 
can not aVOld. Now, there are a variety of ways of answering that. 
The first thing is that the profits go to the Treasury of the United 
States, over the amount of dividend and the amount added to sur~ 
plus. But the important thing is this: The Federal reserve banks 
enjoy a franc~e from th~ Gov~rnment o! tp.e United States which, 
enables them ill emergenCIes to Issue credit ill the form of bank de-. 
p'osits and bank notes. These earnings of the Federal reserve banks, 
if expressed as they were expressed, for instance,. in the Aldrich., 
'Vreeland Act, would be no more than a tax upon the issue of notes 
made by the Federal reserve banks, just as the :national banks pay 
a tax upon' issues of national bank notes, and Just as the Aldrich
Vreeland associations paid a tax upon issues of their notes, and had 
these taxes been. expressed in asiinilil;r form in .the Feder~ reserve 
act, instead of in .the form of a sweepmg .franchise tax talting all of 
our earnin!!'S, the result would have been Just about the same. 
'. We hav: figures carefully prepared at tlie bank in New York: which 

disclose the fact that had the iystemof graduated taxes which ap
plied. to the- issues of ~drich:V~ee~and notes app'lied to issues o~ 
Federal reserve notes dunng this penod, .the tax pa,Id to ~he Govern
ment would just have absorbed the earmngs we paId to It asa fran-
chise tax in the form of turning over these surplus earnings. . 



720 AGRICPLTURAL INQUmy. 

The CHAlRl\1AN. Well, this income was the result rather of the 
volume of rediscounts than of the interest rates charged 1 

Gov. STRONG. Yes, sir. 
The CHAIRMAN. And therefore· would indicate that the Federal 

reserve banks had been do~ the thing they should have been doing; 
that is, lending their money mstead of not lending it. 

Gov. STRONG. Yes, sir; and may I point out this imJ>ortant fact 
in connection with this complaint about our earnings. Let us sup
pose we had adopted a polic~ of low rates such as so many people 
have urged us to adopt, and mstead of having a 5 or a 6 or a 7 per 
cent rate we had had a 3 or a 4 or a 5 pel' cent rate, I will undertake to 
say that our earnings would have been very much larger, because 
then there would have been an' expansion on top of what we have 
already had, of very much greater volume, and even at the low 
rates we might have'been making more money than we did at these 
bieh rates. -

'The Federal reserve bank of New York-and I don't sav it with anv 
pride; personally I feel mortified that it should be so-with the expan
sion which took place and which swept this enormous loan account 
into the Federal reserve banks, made $62,000,000 gross in one year. 
Now, we do not want those earnings. They are nothing t6 be proud 
of; and if any means had been possible to have aVOIded tiie ex
pansion, which is another form was simply expressed in the earningg of 
the bank, no one would have been gladder than we to have avoided it. 

Representative SUMNERS. Governor, I hll.ve a letter from the 
president of the bankers' association of one of the States, in which 
he says that the high rediscount rate did one of two things in his 
State, had one of two effects: Either it denied to the bank the service 
of the Federal reserve system, or it compelled the bank to charge a 
usurious interest, the interest rate being 6 per cent by law. . • 

Gov. STRONG. I think that can be answered, Congressman. 
Representative SUMNERS. Well, I believe it would be worth while 

to put the answer in the record some place, if you can answer it. 
Gov. STRONG. In the case of the member' banks in N ew York 

State the legal limit of interest permitted-with certain exceptions, 
such as the stock exchange loans, made upon demand and secured 
by collateral-is 6 per cent. And our rate, as you know, upon 
commercial paper, was 7 per cent. I referred to the case of one of 
our banks in New York, the president of which stat~d t~ me that on 
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than 6 per cent. The rediscount rate of the Federal reserve bank 
is 6 or 7 per cent. It would seem to me that the inevitable result of 
that would be for the banker to decline to make the loan. He could 
not loan and preserve his own assets if he would loan money at 6 
per cent. . 

Gov. STRONG. Well, I think, sir, that the assumption is that the 
sole profit that the bank makes out of its customers' relations is the 
profit on these loans. Well, that hardly expresses it all. People 
who borrow from banks carry accounts With b8.nks, and that balance 
in the bank represents a profit to the bank. 

Representative SUMNERS. But that would not apply to the same 
d~gree to. a country b~. Perhaps there are one or two banks, we 
will say, ill the commuruty. The average farmer has just the one 
bank to which he can go. 

Gov. STRONG. Yes, Sll". 

Representative SUMNERS. That bank being already extended, as 
most of the banks were at about that time, and the farmer not being 
a person who keeps money on deposit, as a rule, in any considerable 
amount, 1 think that the loan woUld be declined. 

Gov. STRONG. Well, Mr. Congressman, this 7 per cent rate to 
which you have referred, was that the only rate at this reserve 
bank! 

Representative SUMNERS. I was submitting a more or less hypo
thetical situation. But, I think we would be safe in assuming the 
rate on agricultural paper was not less than 6 per cent. 

Gov. STRONG. But I maintain that that is not the controlling 
factor. I do not think there has been a time during the period of 
high rates when all the member hanks did not have available to· 
them the large possibility of borrowing at the Federal reserve bank 
upon other securities. Take the certificates of indebtedness which 
were owned by the member banks all over the country. They could 
always borrow from the reserve bank at a lower rate on those securities. 
I mean that the hypothetical question, I think, does leave out some 
factors in the matter of the cost of credit itself which should be taken 
into consideration to indicate whether in point of fact this 7 per cent 
rate did bear so heavily upon the member banks. It did exert some 
pressure, there is no questIon about that. It did in our district. 

The CHAIRMAN. I suppose the answer to that question is in the 
fact, as you have already suggested, that after all, during this period 
from June 30, 1920, to July, 1921, both the number of the member 
banks that were borrowing, and the amount that they were borrowing, 
increased. 

Gov. STRONG. They got the credit. 
Representati"e SUMNERS. I think they charged a usurious rate 

of interest if they loaned at all, and took a chance at that. 
Gov. STRONG. Of course, Congressman, you do not feel that the 

7 per cent rate was established by any reserve bank for the sake of 
making a profiU 

Representative S~NERS: No, sir, I do not. I am n?t guestio~g 
the motive. I am Just seemg where.we would get to ill Its ap.plIca
tion. I do not even by that questIOn want to put myself ill the 
position of saying it was not necessary, because I do not know about 
It yet. 

585~21-PT ]3--46 
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Gov~ STRONG. Well, going back to that reriod, and reviewing th~ 
occ?ITe.nces, we see the picture presented 0 a scale of rates generallJ 
mamtamed by the reserve banks down to at least the spring of 1920 
very considerably below the market rates through the country, whid 
is an invitation to borrow money for profit from the reserve banks, 
During that period we see tha~ the great volume of publications 
correspondence and other materIal produced by the reserve system ill 
the nature of warnings to the banks not to extend, not to permit thiE 
speculative development to extend, were all of them unheeded-no 
resI>onse, pricer;; rlsing, the volume of credit growing. What elSE 
could be done but to apply the rate remedy ~. What would have 
happened had we not applied it ~ 

Representative SUMNERS. Take the situation like the present, 
what is the rediscount rate now at the banks ~ 

Gov. STRONG. Ours in New York is 5t per cent for all accommoda· 
tion of every kind. 

Representative SUMNERS. I believe it is 6 per cent in most of thE 
distrIcts. 

Gov. STRONG. In Boston it is 5t per cent. In Philadelphia I thinl! 
it is 5t per cent. In some districts it never went above 6 per cent, aE 
you know. I have been absent from the office now so long that I am 
not able to say from memory what readjustments have recently 
taken place, but a number have reduced to 5t per cent. 

Representative SUMNERS. Now, I think that it must have been 
6 per cent in districts serving southern territories. Not less than e 
per cent, I believe, in the Richmond district. Now, if they hold Oil 
to a 6 per cent rediscount rate there it shuts agricultural paper fOJ 
rediscount privileges out of that bank, or compels usurious interest 
being charged . 

. Gov. STRONG. Well, I do not recall what the contract rates are 
there, Congressman. 

Representative SUMNERS. Well, it is 6 per cent in North Carolina, 
I know. That is where I got this letter from. 

The CHAIRMAN. Well, the average rate is above 6 per cent, I am 
very certain of that. 

Gov. STRONG. I think it will be found that on the average country 
banks throughout the United S~ates are able to m.ake JI?ore .than 6 J?er 
cent on what they lend to theIr customers,but Isn't It faIr to POlllt 
out this in connection with the loans of the Federal reserve banks 1 
Your question would seem to imply that every dollar of accommoda
tion under present conditions extended to needy farmers through a 
member bank was in turn represented by borrowings by that bank 
at the reserve bank. Now, in the country districts, as a matter of 
fact, the amount of borrowinO's from the Federal reserve banks is 
only 7 per cent of the deposit liabilities of the member bank. Your 
guestion would imply that every dollar of credit extended by member 
Danks to their customers was subjected to the direct influence of an 
equal number of dollars borrowed at a higher rate from the reserve 
bank, whereas that is not so at all. 

ReJ?resentative SUMNERS. Well, I did not mean to so imply by my 
questIOn. I was only directing my question to that part of the loans 
which they did get from the Federal reserve banks. .. 

Gov. STRONG. Take the banker who made that inquiry of you, 
Congressman. Suppose, for illustration, that he is the president of 
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a bank which is lending a million dollars to the farmers and has a 
million dollars of deposits. Now, assume that he is getting a variety 
of rates on his loans; but at that level if he is just borrowing enough 
to make good his reserve he is only borrowing $70,000 at the reserve 
bank. Of course I do not mean to say that the Federal reserve 
system has only provided that amount of credit to the member banks'. 
Some member banks have borrowed far beyorid it. There are some 
sections of the country where the large borrowers get as much as eight 
and nine times their basic line, but the principle that I want to refer 
to is that the pressure of rate exerted oy the reserve bank rate only 
applies to that amount which is borrowed from the Federal reserve 
bank and not to the full loan account. 

Representative SUMNERS. Do you not think that the rediscount 
rate of the Federal reserve bank has a most direct influence on interest 
rates generally in the country:' 

Gov. STRoNG. Well I thiiik it is going to exercise a cOnsiderable 
influence in New York, but in Texas, for instance, where the cOn
tract rate is 10 per cent-isn't it, or 12' 

Representative SUMNERS. Ten. 
Gov. STRONG. There, in Texas, I do not .believe it has much 

influence. 
Mr. Chairman, may I have a selection made from this collection 

of material to go into the record' It is all along the line of the 
general discussion in regard to credit control, and if you will permit 
me to do that I would like to put these quotations in the record. 

The CnAmMAN. Very well, you may do so. 
Gov. STRONG. I have already read in the record the statement 

issued to the public on November 3, 1919, the date of the first change, 
during that year in the rediscount rate, and the comment on the 
conditions that led to this advance, by the Federal reserve agent. 

Again, on December 30, 1919, when a uniform rediscount rate of 
4t per cent was established. for all advances not exceeding 90 days, 
thiS bank ag~ publicly outlined its. policy with regard. to the r~te 
changes and lSsued a word of cautIOn to bankers agamst unWIse' 
expansion of credit. This statement was as follows: 

It seems appropriate at this time to make a brief statement to the member banks 
in regard to the discount policy of this bank. ' 

During the J>eriod of active borrowing upon an increasing scale by the Govern
ment of the United States, the demands for credit for war purposes exceeded the 
amount of the savings fund of the Nation available for investment in Government 
securitie!!, so that the discount facilities of the Federal reserve banks were, neces
sarily, employed to supplement the normal volume of credit created by savings; 
It WlUl necessary, therefore, during this period for the Federal reserve bank of New 
York to give consideration in its discount policy to the interests not only of the Gov
ernment and of businesS, but also of those patriotic citizens who anticipated their 
fut.ure savings in order to subscribe to war loans. ' 

Now, happily, the income of the Government hlU! overtaken its expenditures and 
in the month of September there was an actual decrelUle in the Government debt of 
about $400.000,000; the loans which banks have made to their customers on Govern
ment secI!rities are steadily being reduced, and Secretary Glass, in announcing the 
current offering of 4f per cent Treasury certificates of indebtedness, states that the, 
success of the issue will lUlBUre the consummation of the TrelUlury's plan for financing 
the unfunded portion of the war debt. 

In view of the foregoing, and of the wide distribution of certificat.es to the public, 
it being estimated that not over one-half of the certificates outstanding are now held 
by the banks, the directors of the Federal reserve bank of New York have eliminated 
the preferential rates heretofore maintaiued in favor of advances and rediscollnta 
based on bonds, certificates ,of indebtedness and acceptances, and for the time being 
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at least, have established a single rate for credit at the Federal reserve bank, thereby 
greatly simplifying their future rate policy. 

While the Federal reserve act, by lowering reserves added permanently to the 
lending power of the member banks, it was not intended that the Federal reserve 
banks themselves should be used to promote permanent credit expansion or for the 
purpose of obtaining funds to reloan at a profit in the general credit market. They 
were intended to facilitate emergency or seasonal expansion, and except for such 
unusual borrowing as war financing necessitates, the same principles which governed 
borrowing by banks prior to the establishment of the Federal reserve system should 
still obtain. Nor does the existence of the Federal reserve system relieve bankers 
f~om their individual responsibility to preye.nt unwise expansion of credit at a time 
like the present, when the pressure for cred1t 1S very great. On the contrary, with the 
banks being gradually relieved of the volume of Government securities, which, 
directly or Indirectly, they had to assume, the released credit should be devoted, 
as far as practicable, to the reduction of indebtedness to the Federal reserve bank, in 
order to gradually reduce the present credit expansion. 

On May 29,1920, the Federal reserve bank of New York announced 
the establishment of a discount rate of 7 per cent on commercial 
paper. This announcement was accompanied by the following 
statement: 

The foregoing action has been taken in order that bankers, their customers, and the 
public generally may find in the discount rates of this bank a reflection of existing 
credit conditions. 

Thls action is commented upon by the Federal reserve agent in his 
review of business conditions June .30, 1920, as follows: 

The result of the higher Federal reserve bank rates, as far as we can learn, has been 
to impress borrowers with the necessity of borrowing as little as possible, and of pre
senting a Bound case when applying for credit. The increasing number of sales not 
only of manufactured goods but of raw materials, during the past month, is clearly 
indicative of the desire to reduce stocks of ~oods which are being carried. Producers 
and distributors find that necessary credit 18 available, but there is greater discourage-
ment of borrowing for less necessary purpoSes. • 

In addition to explaining publicly its policy with regard to rate 
changes at the time changes were made, this bank, during the period 
of rising prices, repeatedly made statements warning bankers and 
business men that credits could not continue to expand indefinitely, 
and to urge the restriction of unnecessary borrowing. 

The following quotation is taken from the Federal reserve agent's 
report on business conditions, issued on December 20,1919: 

The banking problems of the coming year will center largely around the grllatly 
expanded volume of bank 'credit which the war required and with which the sub
sidence of war financing leaves us. To establish some control over it and to prevent 
in so far as llracticable its diversion into undesirable uses instead of to reduction of 
bank debts 1S a task requiring of the bankers of the country not only an understand
ing of the situation but action of a most disinterested sort. For the longer this volume 
of cre:lit remains in use in excess of our requirements for producing and distributing 
goods and carrying on the usual business of the country, the longer will be delayed a 
return to more normal bnsiness and price conditions. . 

The additional credit created by the Federal reserve bank during the war was sup
plied at rates which of nece,sity conformed to the Trea.sury's policy of borrowing 
at low rates of interest. During the war, when industrial expanslOn was closely con
trolled by Government regulation, the use of the credit resources of the Federal 
reserve bank was confined largely to purposes necessary to carryon the war and main
tain the civilian population. But with the removal of such regulation and control, 
and under the stimulus of cheap credit and apparently limitless demand for goods, 
indu~trial expansion has progressed by leaps and bounds, accompanied by specu
lative activity in all kinds of property. This expansion keeps up a pressure for 
credit at a time when the volume of credit should be diminishing. 

• There are two effective checks to such expansion; one, the higher cost of goods 
which, when supply and demand become more nearly ba.lanced, will decrease consump
tion; and the other. the higher costo! credit, which will make it less profitable for banks 
to bor~w and thus reduce the supply of credit available to them for further expand-
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ing their loans. The rateR of the Federal reserve bank should be an effective infl"~nce 
llpon the cost of credit. They have been. raised twice. on November 3 and Dec{"nber 
11, but have. nevertheless, been closely related to. the certificate rate policy of the 
Treasury. They have, however, given cle9.f indication to the member banks of the 
desirability in their OWIl interest of-ext.ending credit with . increasing restraint and 
circumspection and of addre3Sing themselves to the gradual reduction of their debts 
to the Federal re3erve bank. 

The annual report of the Federal reserve· bank ofN ew York for 
1919 further discussed the ra.te changes of the.tyear and pointed out 
the need of conserving credit for productive and necessary uses. 
The statement was as follows: 

During Reptember the debt of the Government decreased about $400,000,000. By 
the end of the yoor the reduction had grown to $759,000,000. This turn in the tide 
of Government financiIlg provided the bBflis for an increase in the rates of the Federal 
reserve bank of New York. These rates were accordingly increased, gradually and 
progressively, on November 3, December 11 and 31, 1919, and January 22, 1920, from 
a Bcale of from 4 to 41 per cent to a Bcale of from 4i to 6 per cent. Thus the rates which 
during the war were necessarily related to the rates on Government securitie3rather 
than to the rates paid by industry and commercebe"aan gradually to approach their 
normal relation to the latter class of borrowing. If credit elasticity were abandoned 
and fixed limits of credit established, a large measure of credit and price deflation 
might be accomplished promptly, but only at the expense of industrial demoraliza
tion such as we have seldom if ever experienced. Credit should do its part in bringing 
about the readjustment, and should be made sufficiently expensive to exert pressure 
and discourage unproductive and unnecessary uses, But the movement should be 
gradual and orderly; sudden credit or price deflation might lead to disaster. 

In th~ same ~eport this bank outlined the responsibilities of member 
banks for the control of credit expansion in the following words: 

Except in the case of open market transactions, whatever pressure Federal reserve 
bank rates may put upon the volume of credit is exerted not directly but through the 
member banks. It is important, therefore, that as the first steps are being undertaken 
to reduce the great credit expansion which war financing necessitated the member 
banks should realize that the existence of their new credit organization does not 
lessen the responsibility for credit conditions which they formerly recognized and 
assumed. On thll contrary it rather increases their responsibility because of the 
immensely increased credit {lower which the new organization creates and which 
they take the initiative in USlDg. The duty of the organization is to establish such 
rates as will suffice to keep the volume of credit within control. But it is the credit 
policies and requirements of the member Danks, reflected in the amount of their 
reserve credit they call into use, which will usually determine the volume. And 
as the banks are gradually relieved of Government securities it seems desirable that 
the policy of steady borrowing which the absorption of these Government securities 
has necessitated, should gradually revert to the p-0licy of seasonal or occasional borrow
ing by banks, which prevailed prior to America s entry into the war. When the mem
ber banks have thus once more reached a position in which they usU'lllly transac~ 
only such business as their own resources permit the Federal reserve system will have 
been restored to its normal r~le of an agency for emergency or seasonal expansion. 

The December, 1919, monthly review of the Federal reserve agent 
sought to call attention to certain evidence- that the rising tide of 
busmess activity was near to flood, and that there were signs the ebb 
liad begun. Tills warning was contained in the following paragraph: 

There are other evidences of reaction from the progreBBive expansion of October. 
There has been a marked falling off in the amount of new securities offered for sale' 
and manufacturers and merchants are now unwilling to malte contracts at present 
prices on the old basis; indeed it is reported to us that where BUch contracts .formerly 
covered a period of six.months they are now generally limited to half that time. 

In the review J>ublishedonApril 30, 1920,.' the agent of this ba?k 
discussed at length the credit situation and pointed out .th~ ne,ce.ssIty 
for a gradual deflation, urging upon each banker. hIS mdivIdu81 
responsibility for doing his share in conserving credIt for necessary 
purposes. 
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• A r~view o~ the' first fo~ mon,ths of 1920, indicates very little progress toward B 
. reductlOn of elt):1er com~odity pnces or credit volume. The best that can be said if 
that the rate of mcrease m both has been slowed down. The usual credit liquidation 
·.of Ja!lual',Y. an4 ))'!lbruary did n~t occ1;U' this year, and while during February the 
steadily nsmg mdices o~ co=odity pnces ha.lted, or even showe~ signs of declining, 
they have resumed theuupward course dunng March and Apnl, accompanied by 
increasing bank loans, in spite of a decreasing volume both of the Government debt 
and of Government securities owned or carried by the banks. This condition finds 
'its reflection in the Federal reserve system, the reserves of which were 43.7 per cent 
on January 2 and 43 pe~ cent on April 23. A year ago the reserves were 52.7 per cent. 

. . 
NECESSITY OF IMPROVIN~ CONDITIONS. 

In spite, then, of the substantial increase in rates for both short and long credit 
which follo,!,ed.the ,Tan!lary incre~e in .Fe4eral rese~e bank rates, no general im
provement In eIther pnce or credit expanslOn has smce been effected.' When we 
realize that in another few weeks southern harvests will begin and that in another fom 
months we shall be in the autumn period. when trade and crop moving demand an 
increased volume of credit, it is important that both bankers and business men should 

. carefully study the situation at once, calmly but frankly, to see what can and should 
be d?ne to prepare for .these de~a~ds a~d to effect, in the meantim~, not only a pre-
vention of further credit and pnce mflation, but a measurable reduction of both. 

Before considering what bankers can do to bring this about, it seems desirable that 
conditions in goods and labor. the physical elements of the situation, should be briefly 
examined in order that the difficulties of effective action through credit may not be 
·underestimated. ' 

GOODS. 

Generally speaking there is no improvement in the supply of goods measured by the 
demand; the upward movement of the price index shows this. Compared with prewar 
standards. the production of most goods has not increased materially, whereas .the 
desire and the ability to consume goods have increased greatly. This is due in large 
part to the increased margin over bare living costs which war conditions brought to so 
many of our workers-industrial and agricultural-and which in varying degrees they 
still retain. Our domestic demand for goods is augmented by an Insistent demand 
from Europe, whose industrial disorganization has been made still more difficult by 
the elimination, for the time being, of Russia, Gennany, and Austria, as international 
producers and distributors. 

CREDIT. 

Many factors have contributed toward the lack of balance between production and 
consumption and the price and credit expansion from which, in co=on with all the 
world, we are now suffering, and many different step's must consequently be taken to 
bring our' unbalanced economic life back to an equilibrium. Whatever these neces
sary steps may be and by whatever other groups, Governmental or private. they may 
be undertaken, it is evident that the Federal reserve banks and each one of the 30,000 
banks of the countrY have a special duty and responsibility toward present conditions 
that they can not neglect. This duty, as the chamber of commerce points out, is "a 

-stricter control of credit." 

THE BANKER'S RESPONSIBILITY. 

The bankers as a group are the most potent single influence in the industrial life of 
the country. They carry on their work with substantial unifonnity in every city and 
town, touching' every business activity. Relying on the resources of the Federal 
reserve banks they patriotically undertook the immense credit expansion which war 
financing required. In so doing they set in motion forces which are still continuing 
to aggravate the lack of balance between supply and demand and which must n0'Y be 
brought under control. The existence of the Federal reserve system does not relIeve 
a single banker, whether member or nonmember, from his individual responsibility 
to do his share in checking further expansion by exercising a stricter control of the 
credit he creates; for except in its limited open market purchases of bankers' a~cept
ancea the Federal reserve system does not act directly on the volume of credit but 
acts only indirectly, throUfih the banks, on whom the primary responsibility rests. 
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WHAT CAN THE BANKEa DO? 

What can the banker do among his own custOmers to exercise" a ~tricter control of 
credit"? It is difficult to generalize, for each bank and each ofits borrowers must be 
considered individually, while each borrower is apt to be convinced 'that his case 
differs from that of othel'li&nd is wholly meritorious. The following suggestions seem 
Bufficiently general to cover many cases: _ 

Clearly, the present is not an appropriate time to extend business merely for the 
sake of increased volume of profits. Th18 applies not only to producers and distributors 
but to bankers as well, for the present opportunities to take on new borrowing accounts 
and to reloan borrowed money at a profit are tempting to many., Nor is it a time for 
public or private improvements not absolutely necessary for health and efficiency. 
With a shortage of goods and labor, the necessity of conserving both is as great as it 
was during the war, and requires an even higher degree of self-restraint on the part of 
bankers, producers,' distributors, and consumers, since' governmental controls no 
longer exist. Accordingly the more clearly the banker keeps in mind the conserva
tion of labor and goods for necessary purposes as the object of his control the more 
clear will be his course in exercising such control. 

Making new loans for purposes which will not further production ot distribution of 
necessary goods creates fresh demands on labor at a time when there is not enough 
labor to meet pressing needs. Reduction·of existing loans for similar purposes tends 
to reduce demands on labor. Loans for the purpose of speculating in commodities, 
Becurities, and real estate absorh credit required for necessary production and tend to 
increase the cost of living. Loans for the purpose of carrying stocks of luxuries and 
expensive grades of goods or stimulating their production merely increase the tempta
tion to extravagant living. while loans to individuals to purchase such articles seem 
wholly indefensible. ' 

GRADUAL DEFLATION THE OBJECTIVE. 

The foregoing sugge~tio~s a~e'very' genera} and merely rehearse familiar thlngs, 
yet they wilI bear repetition at a time when it is the 'bankers who are primarily called 
upon to deal with a situation which is not only country-wide but world-wide' by far 
the most difficult economic situation the modern world has ever· faced. Thenew 
turn upward in credit and prices, after the halt of February, is an unmistakable sign 
to every hanker, whether or not his institution is itself a borrower, that the necessity 
is here for him to take a more firm and determined stand to prevent further expansion 
and to inaugurate a gradual and orderly reduction of credit. A difficult program, it is 
clear, and one requiring even more discretion, courage, and public spirit than the 
hankers manifested so notahly during the 'war; a program which requires the coop
eration of producers, distributors, and' consumers for its succeBB; but a program which, 
neverthE'less, is essential not only to our steady industrial progress but to our entire 
social and economic well-being, and failure to undertake it is almost certain to lead 
to abrupt and unhappy consequences. 

While ur~ing the necessity of reducing unessential borrowing, 
this bank did not neglect to assure business men and banke!~ that 
there were at all times ample credit facilities to meet all legItImate 
demands for credit. In the review of the agent for July 30, 1920, 
the following statement was made: 

In spite of the recent movements i.n price~ and credit, past experience indica.tes 
that additional credit will soon he required for the heavy seasonal demand.of autumn. 
Happily there is no longer reason for the financial apprehension with which ban~e!B 
used to approach each autumn in prewar days. For instead of the stone wall of ngId 
re.~erves and fixed currency volume, there is now standing back of all member ban~s a 
reservoir of credit and currency whose elaortic and prompt respome to the reqUIle
ments of the country have been thoroughly tested. The fact that for many months the 
Federal reserve bank has been exerting pressure in order gra.duallyto reduce the vol!ly?e 
of credit will not prevent it from extending additional credit whenever the necesslties 
()f industry, commerce and agriculture require it. 

On August 28, 1920, the monthly review of this bank said: 
Except for those trades in which through price 'or other uncertainti~' producers 

have adopted a waiting attitude, production, distribution and ~o~u~ptlon are pro
ceeding at a high rate. This is an indication that though credlt 18 high and under 
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pressure, the bankers and business men of the country know that through the immense 
resources of the Federal reserve system credit is nevertheless elastic and can be com

'manded at all times within legitimate limits for necessary productive and distributive 
requirements. ' 

In the report of September 30 this bank again emphasized the 
, necessity of protecting industry from undue credit restriction. The 
statement was as follows: 

Just as credit' and prices went up together, they should come down together, too. 
During the past month there has been no decrease in the loans and investments of the 
banks 'of the country, but material reductions should not be expected at present. 

,Credit requirements are nearly always at their peak in the autumn; and besides the 
normal seasonal demands, a period of transition to lower prices like that which we 
are now experiencing is one which requires temporarily, at le!Ult, additional credit. 
On the one hand increasing inventories which result from slowly moving stocks, and 
on the other canceled orders and poor collections produce a demand for credit not 
unlike that of last spring when the railway and ocean freight movements were tem
porarily congeSted. Such a period calls for a credit policy on ilie part of the banks 
looking to conservation of Bound bnsiness. Such additional credits as are required 
are not for further expansion but are for the protection of ind nstry. They are to enable 
business men to undertake in an orderly manner the reduction of inventories and 
ilie descent to lower price levels. That the readjustment, which has been quite radical 
in many industries, has proceeded quietly and confidently has been due in very large 
part to the helpful and constructive attitude of the bankers who, in spite of heavy 
withdrawals of ilieir deposits and the unusual movements of funds described in the 
following section, have not hesitated, if necessary, to increase their borrowings from 
ilie Federal reserve bank to furnish such credits for production and distribution as 
conditions have required. 

In its review of business conditions during October, 1920, this 
bank pointed out that there had been adequate credit elasticity to 
meet the added demands incident to the crop moving. In this con
nection, the review quoted from a statement issued by the Federal 

'Reserve Board under date of October 16 to the following effect: 
In view of the representations which have recently been made to the board as to 

the unavailability of credit in agricultural sectionS'; the board requested information 
concerning credit conditions throughout ilie country from ilie chairman and governors 
'of Federal reserve banks at the usual autumn conference here this week. The board 
is advised that credit has been steadily available for the successive seasonal require
ments of agriculture as well as for the needs of commerce and industry, and iliat there 
is no ground for expecting iliat its availability for these purposes will not continue. 
The present improved credit situation is due in part to the timely steps taken last 
spring, following conferences between the board and governors and directors of the 
Federal reserve banks, to provide credit for crop moving requirements and in part 
to the subsequent improvement in transportation reported from all districts, except 
in a few localities. 

The November 30, 1920, issue of this bank's monthly report reads 
iIf part as follows: 

Throughout the year credit has been at all times available, as the Federal Reserve 
Board pointed out in it.~ statement of October 16, for in spite of the rapid movements of 
funds from one part of the country to another, member banks have always felt ready to 
eJl"tend additional credit where such a course seemed necessary and sound, knowing 
that they could in turn fall back upon their Federal resene hank. 

Bearing further upon the availability of credit for necessary pur
poses, the monthly report of this bank issued on December 31, 1920, 
said: 

It is most important in such a period that there should be sufficient elasti.city of 
,credit to enable the various interests and industries to mature and carry out their 
plans without the fear that the necessary credit facilities may be lacking. Looking 
back, it appears that during the early months of falling prices, referred to above, the 
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volume of credit remained practically stationary, and that during the later months 
when the fall was most acute, the volume of credit actually increased. Thus in ~ 
year which, from the point of view of credit, has been marked by the measurable ~cov
ery by the Federal reserve bank of the control of credit through !iiscount rates which 
in part had been relinquished to facilitate war financing, it seems clear that the recov
ery of credit control has not been at the expense of credit elasticity. The higher rates 
established indicated the desirability that inflation should proceed no· further but 
they have at no time prevented the granting, continuing, or even increasing of ~redit 
where conditione justified such action. 

Additional eXJ>ression of this bank's policy in conserving credits for 
productive and distributive purposes was made in the annual report 
for 1920. The quotation follows: 

The elasticity in credit which had been maintained in 1920 was an assurance that 
during 1921, unless wholly new and unexpected conditions should arise, credit would 
continue to be available for the legitimate and necessary requirements of commerce 
industry, and agriculture. ' 

In the monthly review issued March 1, 1921, this bank again indi
cated its repudiation of a policy of too rapid credit contraction, in the 
follo~ words: 

The very raVidity of the fall in prices, parti(mlarly during the last three months of 
]920, has required the continued use of credit for the protection of farmers, manufac
turers, and merchants. 

Revie~ the occurrences of preceding months, the Aprill~ 1921, 
report of this bank stated: 

Credit equilibrium and elasticity were maintained, and credit was at all times avail
able for legitimate needs throughout the country. 

The August 1, 1921, review of this bank commented upon credit 
conditions as follows: 

The reduction of hank credit thus far effected, accompanying a decline in the prices 
of practically all commodities and products, has not been marked by any series of 
severe business failures sucb as has characterized other comparable periods. Figures 
based on the reports of credit agencies indicate on the contrary that the number of such 
reverses in recent months has been but little above and freq uently somewhat below the 
average through a series of years. Bankers ordinarily ·have avoided the precipitate 
calling of loans and have aided in the work of readjusting to new conditions. In this 
tbey have been guided by the knowledge that the resources of the Federal rf'Berve 
system have always been available to meet all necl'8Sary credit demand •. 

The reduction in the volume of ~ank loans, ~d particull;lJ"ly t.be decline in loans of 
the reserve banke, reflects the pasSIng of the penod of credit strmgency. There con
tinues, however, as necessarily must continue at all times, a scrutiny of new loans 
and the exercise of BOund banking judgment in granting them. especially when they 
are desired for the purpose of holding goods at values unrelated to present conditions or 
for embarking on enterprises which depend for their profits upon the former level of 
prices. The discretion of the individual banker, keeping in mind tbe serious c<!Dlle
quences of too strict a program witb regard to loans already made and s~ill requ.ired. 
will no doubt lead him to follow a liberal policy wherever present conditlone or BOund 
expectations warrant. 

Following are copies of correspondence of this bank indica~ing: 
(1) Collateral requirements of this bank when rediscountmg for 

another Federal reserve bank. 
(2) Additional collateral requirements of this bank when re

discounting in unusual amounts for a member bank or when that 
member bank is not in first class condition. 
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Following is ... a letter to Gov. Van Zandt, of the Federal reserve 
bank of Dallas: . 

AUGUST 5, 1920 •. 
R. I,. VAN ZANDT, Eaq:; 

Governor Federal RelJer1le Bank oj DallfUJ, DallfUJ, Tex. 
DEAR MR. VAN ZANDT: * * * The !Jolicy of this bank in making advanC'es to 

our member hanks has not been changed, and we are still making advances on Liberty 
bondR and Victory notes for the full face value of the bonds. 

We have been advised by the Federal Reserve Board that the board's letter of .July 
15 was not intended to be mandatory and that if any Federal reserve bank desires to 
effect rediscounts forother Federal reserve banks when the paper is secured only by a 
like face amount of Government bonds. it may do so. We have not deemed it necessary 
to require 100 per cent collateral at market value on our rediscounts or loans for mem
bers and see no reason fOl'a different attitude on our part toward rediscounts for your 
hank if you rediscount with us this season. 

With reference to the ruling of the Federal Reserve Board that collateral pledged 
with the Federal reserve agent as security for Federal reserve notes in turn be secured 
by a like market value of Government bonds, we have also been advised that the board 
had modified its ruling so .that this requirement might be waived in any case where 
the aggregate of all collateral held by the Federal reserve agent exceeds the amount of 
Federal reserve notes issued by an amount greater than the discrepancy between the 
market value of the bonds and the face value of the notes for which they are pledged 
as collateral. As our excess of security with the agent seems ample to cover any 
probable deficiency of collateral market value, we apprehend no difficulty or em-
barrassment on that score. . 

"I t~t that this lette~ answers your inquiry fully, and with kind personal regards, 
lam, . 

Very truly, yours, L. F. SAILER, 
Deputy Governor 

As regards the policy of the Federal reserve bank of New York iIi. 
regard to new financial statements in connection with member bank 
rediscounts, I quote the following letters: _ .. 

Hon. W. P. G. HARDING, 
Got'ernor Federal R~8erve Board, 

. Waahington, D. C. 

DECEMBER 23, 1920. 

DEAR Gov. HAIWINU: Wit.h this I am handing you a memorandum listing large 
discount lines of $500,000 or more of commercial paper under rediscount with the 
Federal reserve bank of New York as at the close of business December 11, 1920, 
amounting to $393.826,000. In addition to the maximum lines there are two other 
columns, one showing the date of the last statement of condition and the other showing 
the ratio of quick assets to current liabilities. 

You will observe that the ratios of quick assets range all the way from 17.60-1 to 
1.06-1. It is perfectly apparent that when 0,\1' manufacturing and industrial concerns 
close their books for the rear their new financial statements will show a very material 
reduction in the ratio 0 quick assets as compared to their previous statements. It 
occurs to me that, under present conditions, it is most desirable that the Federal 
reserve banks adopt, as far as practicable, a uniform and perhaps a somewhat more 
liberal policy in dealing with commercial paper offered them for rediscount when 
accompanied by new statements. I feel very strongly that if we were to adopt a too 
critical or too ngid policy with regard to this subject It would not only have a very 
bad moral effect upon ollr· banks but might lead to consequences that would be dis
astrous.. It occurs to me that you may consider this subject important enough to 
warrant the board's taking appropriate action in this regard and, thereupon, to notify 
all Federal reserve banks and branches of the board's views. 

Very truly, yours, 

The reply to that letter is as follows: 
J. H. CAsB, Acting Governor. 

FEDERAL RESERVB BOARD, 
Washington, December f+, 19tO. 

DEAR MR. CASE: I acknowledge receipt of your letter of the 23d instant, inclosing list 
of large discount lines of commercial paper held by your bank on December 11. Other 
members of the board and myself have been interested particularly in the range of 
ratios of quick assets to liabilities as shown in the third column of the statement. 
It seems that it will be necessary for Federal reserve banks to avoid adopting too 
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rigid a policy in the matter of ratios when the new financial statements begin to come 
in. The members of the board present at a conference this morning think that con
sideration 'should be given to changed conditions, and where a concern is undoubtedly 
solvent and ita management capable and efficient it will not be necessary to attach 
the same importance to a high ratio of quick a.saeta to liabilities as heretofore. It 
must be remembered that as prices reach more normal bases, readjusted inventories 
wi.ll involve less liability to loss than the invent<:lries based on the greatly in1lated 
pnces of a year ago. ., , ' , 

In accordance with your suggestion. the board is communicating with all Federal 
reserve bankB, but as it would prefer that the initiative should come from the banks, 
it is merely asking in the general letter for an expre,ssion of their views. 'Further 
correspondence will follow later. ' 

Very truly, yours, ,v. P. G. HARDIN,G, Governor. 
:Mr. J. H. CASE, ,', ' . , , 

, Acting GOIlernor, Ftderal Reservel3ank, New, York, l{. ,~; 

I will read the following extra()tsfrom ·the Federal ReseiveBul-
ktin: ' ' 

May, 1919: 
* * * The underlying and most general factor tending to sustain the present 

. high level ~f values is the credit and banking situation, inflate(l as it is throughout 
the world. (p. 410.) 

. June'l, 1919, the end of Government control: 
The restoratIOn of business to a competitive basis necessarily implies the restoration 

of our banking and financial mechanism to the exercise of its normal functions in 
('onner.tion with the development of trade. Among these are the restriction of un
de3irable or e'Cce'8i.ve borrowin~ and the application within reasonable periods of 
the test of liquidation to our foreIgn trade. * * * During this period of transition 
danger of maladjustment or inflation will ne~e3sarily exist in greater or less degree, 
and such Rafeguards as can reasonably be applied should be invoked. This places 
upon the banks of the country an exceptionally reSponsible task (p. 523). ' 

Ordinarily a sharp check could be administered through the advancing of the rates 
of rediscount at Federal reserve banks. Such a check for the moment encounters 
Borne difficulty so long as the policy of promoting the absorption of Government 
securities by favoring rates is maintained. (Check to speculation in the securit.ies 
market, p. 524.) 

July 1, 1919: 
It is weli to reiterate the fact that the funds of the Federal reserve system are in no 

sense intended for the support of speculation and that member hanks should bear 
this in mind when arranging for the extension of accommodation to borrowers (p. 618). 

October 1, 1919, discount policy: 
* * * when the financial operations of the Government will cease to be the 

important factor in shaping reserve-bank policies which they have been, and Federal 
reserve bank rates once more will be fixed solely "with a view of accommodating 
commerce and business" (p. 910). 

November 1, 1919: 
The real character of the situation depends upon'the use that is being made by , 

member· banks of credit facilities to be obtained at Federal reserve banks. It 18 
just here that the present situation must be regarded as unsatisfactory. The evidence 
which is currently available seems to point to the fact that member banks, u,nder ~e 
influence of strong private demand, are, in not a few ('ases, greatly expand10g thel! 
loans * * *. Cooperation on the part of member banks is therefore nec~ary to 
the preservation of It satisfactory condition of strength throughout the banking sys
tem as a whole. and good results can not be obtained' through any singlr~ metho~, 
least of all through the use of those modes of restraint and correctIon which are 10 
ordinary circumstances sufficient for the purpose (p. 1010). 

Decemb~r 1, 1919: " , 
As Gov. Harding, in a'letter to Hon. 'Robert L. Owen. has said, the board hllB re

peatedly caBed attention to the fact that resources obtained fro.m thE! Federal reserve 
banks should not be used for speculative purposes, and at vanous tImes when there 
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has been unusual, speculative activity it has issued public warnings as to the bad 
effect of such activities upon the banking situation. The first warning of this kind 
was issued as long ago as October, 1915, and the warning has been repeated on several 
occasions since that date when conditions made it necessary_ . 

On June 10. 1919. the board made public a letter, which it had addressed to all 
Federal reserve agents.- reading as follows: 

"The Federal Reserve Board is concerned over the existing tendency toward 
excessive speculatiDn. and while ordinarily this could be corrected bv an advance 
in discount rates at the Federal reserve banks, it is not practicable -to apply this 
check at this· time bel!aul'e of Government financin... By far the larger part of the 
invested assets of Federal reserve banks consists of paper secured by Government 
obligations, and the board is anxious to get BOme information on which it can form 
an estimate as to the extent of member banks borrowing on Government collateral 
made for purposes other than for carrying customers who have purchased Liberty 
bonds on account, or other than for purely commercial purposes." . 

* * * The board has called attention repeatedly to the dangerous speculative 
tendencies which have been prevalent. 

As pointed out in the board's statement of November 4, the speculative situation 
is not r~rded as being confined to anyone I,>art of the country, but there has been 
extraordmary speculative activity in all sections. The consequences of overspecu
lation are as eVIdent and may be as serious when the funds of hanks are used for the 
ptJrP.ose of carrying commodities or real estate as they are when they are employed in a 
simllar way in connection with stocks and securities. As was stated by the board at 
the time, "the real character of the situation depends upon the use that is being made 
by member banks of credit facilities to be obtained at the Federal reserve 
banks * * *. The reports which come to the board from the Federal reserve dis
tricts indicate a marked advance in the growth of speculative transactions." and 
again, "there has been an increasing demand for funds, speculation is attaining an 
unprecedented activity and is embracing real estate and many classes of commodi
ties." It follows from what has been said that the repression of undue speculative 
activity and overextension of credit is as clearly It duty of the banking system in the 
South and West as it is in the East and North. In reply to a mes..."llge received from 
a cotton-growers' committee. the board, on November 19, telegraphed the National 
Farmers' Union, in se.."llion in Memphis, that there had been no change in policy with 
respect to the extension of productive credit, but that Federal reserve bank resources 
should not" be used directly or indirectly for speculative purposes nor for facilitating 
the hoarding of commodities for such purposes * * *." As already pointed out, 
the use of the resources of the Federal reserve banks either directly or indirectly 
for speculative purposes is forbidden by the act (p. n09). 

February, 1920: 
Our banking system is therefore passing through a transition period. During this 

transition period there should be an effective control of credits, gradual liquidation, 
and such temporary expansion only as may be necessary to meet seasonal require
ments or emergencies. There should be a less lavish but more efficient use of capital 
and credit, extravD.,,<>ance should be discouraged in every way possible, and the pro
duction of essential commodities increased. It is important that the world should 
get back to work, but in order to provide steady employment for the people of our 
country it is necessary that there should be a sustained demand for the products of 
our fields and factories, mines and forests, and in order to maintain this steady 
demand it is necessary to provide markets abroad for our surplus production. 

Working along this line of policy, the Federal reserve agents in the several districts 
have in BOme cases issued to member banks circular letters of suggestion designed to 
encourage the curtailment of unessential loans and to explain to them the real purpose 
of variations in the discount rate, while others, although making no public statement, 
have undertaken to secure the cooperation of member banks through informal conver
sations and correspondence intended to aid in this process of reducing inflated loans 
and of confining reserve credit to the financing of necessary business operations. 

March, 1920: 
The expansion of credit set in motion by the war must be checked. Credit must be 

brought under effective control and its flow be once more regulated and governed with 
careful regard to the economic welfare of the country and the needs of its producing 
industries. Deflation, however, merely for the sake of deflation and a speedy return 
to "normal "--deflation merely for the sake of restoring security .values and co~odity 
prices to their prewar levels without regard to other consequences, would be an msen
sate proceeding in the existing posture of national and world affairs. 
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April, 1920: 
At all events. the situation em~hasizes the necessity for bringing the speculative 

use of the credit facilities of the ... ederal reserve system under control at as early a 
moment as poesible in order that credit shall be available as needed for the reqUIre
ments of industry as the season advances. There is BODie reason to thinIc that an 
increasing share of banking funds, both at the reserve institutions and at the member 
banks, is being offered to the direct service of commerce and industry, but what has 
already been done in that direction needs to be carried further and rendered more 
effective. 

June, 1920: 
* * * Regardless of the extent of its legal powers, it would be a most diflicult 

task for the Federal Reserve Board sitting in Washin~n to attempt by general rule 
of country-wide application to distinguish between' essential" and" "nonessential" 
loans. During the war there was a broad underlying principle that essentials must 
be "nece9Sary or contributory to the conduct of the war," but notwithstanding the 
sharp outline of this principle much difficulty was experienced by the various war 
boards in defining esseBtials and noneBBentials. All the more diflicult would it be for 
the Federal Reserve Board to make such a general definition now when there is no 
longer that purpose as a guide. 

August, 1920: 
* * * the board has" taken thellosition that it is not sufficiently close to the 

actual day~to-day r~quirements of busmess to undertake to lay down rules as to what 
loans are for essential purposes and what loans are not. The Federal reserve banks 
in their dealings with member banks are better situated in this respect, but ultimately 
the main responsibility of such decisions must rest wit}l the commercial banks them
selves, whicli in their dealings with customers are in a position to ascertain the pur
pose of each loan and to decide whether this purpose is essential or not. 

September, 1920, essentIal loans: 
In harmony with this attitude, the Federal Reserve Board has, however, consist

ently adhered to the policy of leaving entirely in the hands of local banks the decision 
what loans are to be re~rded as nonessential or "speculative." Gov. Harding has 
outlined the attitude of the board on this subject, stating that "it has never under
taken to clas3ifv any busmess or industry as essential or nonessential and does not 
intend to do BO.;' Gov. Harding has further called attention to the fact that "expan
sion of undue bank credit has been restrained," while he also noted that "the fact that 
the general volume of loans and discounts remains practically the.same would seem 
to indicate that the BOlid and genuine business interests of the country have encoun
tered no serious hardship." Continuing his discUBBion of the general credit situation, 
Gov. Harding remarks: 

"The Federal Reserve Board has consistently from the beginning of the effort to 
curb the tendency to headlong resort to credit operations simply urged the local banker 
to study his client thoroughly, and the board has never undertaken to say what class 
of loans should be held to be necessary or otherwise. The board is too far removed from 
the actual detailed situations involved to undertake to do this and has relied on the 
consistent information and judgment of the local banker to accomplish the board's 
purpose. * * * The <!ifficulty is no doubt that many critics of the board thi,nk 
that the same rules of action employed during the stress of the war and the sele~tion 
01. preferred war businesa for credit assistance are now in operation. This is entIrely 
untrue, and the reports coming daily to the board from the Federal reserve banks and 
from many sources of commercial intelligence distinctly.contradict it." 

September, 1920: 
The board has never undertaken to define what, in its opinion, might be regarded as 

essential and nonessential loans; it has stated that this is a matter which should prop
erly be left to the judgment of the individual banks. 

From the annual report of the Federal Reserve Board, 1919, page 
73, I quote the following: . 

While the Federal Reserve Board will always be mindful of the interdependence of 
credit and industry and of the influence exerted on prices by the general volJ?Ile of . 
credit, the board nevertheless cannot assume to be an arbiter of industry or pnces. 
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From the animal report of Federal Reserve Board, 1920: 
Referring to the world-wide readjustments from war-time delirium to the more 

normal conditions of peace, operating almost simultaneously throughout the world 
its effects have been more far-rea.ching and drastic in other countries where the in: 
fiation of bank credit and currency was more pronounced than in the United States. 
The process necessarily has been painful but it was inevitable and unavoidable, and 
in view of world-wide conditions could not have been long deferred in this country 
by any artificial mea.ns or temporary expedients which might have been adopted. 

In meeting the strain to which our domestic banking system has been subjected, a 
strain which always accomp'tnies the economic and financial changes which follow a 
period of gre3.t expansion, no resort was made to credit curtailment or to contraction 
of the currency. The precJ.utionarv step3 which were taken during the year did not 
produce dellation but they checked the explnsion which had been proceeding at a. 
dangerous rate and prevented a larger measure of distress than has actually occurred. 

Referring to agricultural credits it says: 
* * * It should be borne in mind also that the total amount of farmers' notes 

rediscounted br Federal reserve banks gives no indication of the amounts advanced 
by the Federa. reserve b:tnks to finance the production and sale q,f farm products 
since lar~e amounts advanced to member banks in the agricultural districts on commer
cial and mdustrial paper are used by these banks for loans to agricultural interests. 

It refers also to the important part played by bankers' acceptances 
in the movement of crops to ultimate markets. 

Referring to changes in business conditions and readjustment of· 
prices, it affirms that changes were not due to contraction or drastic 
restrictions, as the total volume of bank credit in the United States 
declined but slightly from the first to the last of the year 1920. 

I will read the following statement made at the governors' con
ference, Washington, D. C., October, 1920, in regard to the purpose 
of credit control under existing circumstances: 

It was more necessary to win the war than to observe technicalities of theoretically 
sound principles. While present abnormal conditions are the outgrowth of the war, 
and doubtless justify methods which wight be undesirable after readjustments have 
been made, yet it seems clear that the Federal Reserve system should see its justifica
tion very clearly before including among its purposes others than those originally 
specified in the title of the act or clearly implied in the character of the amendments. 
Regulation of the price level does not appear to be among the implied additional pur
poses. If the determination of the price level is left to the inter-plav of natural forces. 
It is inevitable that a healthy price level will be an incidental result of ilie establish
ment of a sound credit conditIOn. 

But it appears to me that the Federal reserve system need not concern itself about 
deflation. Deflation for the sake of deflation, or of correcting injustices wrought by 
inflation, is not one of the purposes of the Federal reserve system. It naturally in
volves a measure of deflation to reduce ilie volume of credit, but the concern of ilie 
Federal reserve system lies chiefly in establishing a sound credit condition. 

Gov. Seay said: 
The primary purpose of the endeavor to control credit in ilielresent situation and 

from the Federal reserve bank point of view is to maintain an strengthen reserves, 
and conservation of reserves should always be ilie object of credit control. 

It is believed iliere should be no direct connection either actual or apparent. 
between the objective of ilie credit control policy by reserve banks and ilie course 
of prices; that is to say, control of ('redits should not be undertaken by reserve banks 
for purposes of regulating prices. The aim should be to keep credit liquid, to control 
its use by the discount rate, and le:we prices to take ilieir natural course according 
to economic laws. 

It would probably be fair to say that a normal credit condition exists when bank 
loans are made verY largely, and loans from reserve banks entirely, for the purpose 
of producing, purchasing, carrying, or marketing goods .in. one or more of ilie steps 

• of the process of production, manufacture, and distribution .. 

Dr. Miller expressed his agreement with those who say that the 
Federal reserve banks should not undertake to regulate prices and 
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that their policy should be the establishment·of sound credit condi~ 
tions, but at the same time he pointed out that the reserve banks 
must not and can not be unmindful of the effect of their policies 
upon prices. Dr. Miller spoke in part, as follows: 

It is a very simple thing for me to conceive that a Federal reserve bank might 
be extremel, safe and strong and yet that safety be effected at the expense of a safe 
condition 0 industry and a safe condition of the whole body economic. That is 
what I mean when r state with all possible emphasis that we must look beyond the 
situation of our immediate banks, in order to understand whether we are functioning 
as a banking system should function, particularly in times of stress and transition 
such as we are in the midst of at the present time; in brief, we must always keep 
one eye upon the effect of a liberal attitude in the matter of credit extension or of an 
illiberal attitude, upon industry. I should like to hear, therefore, from both of these 
gentlemen {lerhaps from others, too, who feel an inclination to say that an adequate 
administrative object of Federal reserve banking is to maintain a sound condition. 
After all, whatever we do affects eomebody, affects BOme section, or affects industry in 
general. I quite agree with Mr. Perrin and Mr. Seay, and others, when they say it is 
not our business to undertake to regulate prices. I do not think that we can say with 
too much emphasis that we must not permit ourselves to become, in the public estima
tion, in any sense a general economic welfare institution. It ~ our business to bank; 
it is our business to create credit; it is our business to satisfy, as the Federal reserve 
act itself requires, the needs of commerce in bUBiness, but that implies that we must 
always have a judgment upon what the condition of indUBtry is in order that we form 
a judgment upon what the needs of commerce and industry are. . 

Now, the fact is that all business transactions are made in terms of prices. Mr. 
Seay brings out distinctly, though mere pBBBingly, the effect that liberal credit policies, 
on the part of reserve systems, in the past two years, have had upon the upward flight 
of prices. That, of course, was not the intent, that was not the purpose; it was, how
ever, an incident of the credit policy pursued; so While we may not intend what we 
do with respect to making the volume of credit larger or smaller, nevertheless, if we 
should shut our eyes to the fact that whatever we do illlthe way of affecting the volume 
of credit is bound to have an immediate repercUBBion upon the general movement of 
prices, we should be pursuing an Qstrich-like process and probably expose ourselves 
to pretty severe criticism. It is one thing to say that we do not intend to exercise any 
effect upon the general movement of prices, and it is 'quite another thing, however, to 
eay that the effect of ""hat we do upon prices is of no concern to us. My contention on 
that point would be that it is of immense concern to us. * * * I think we must 
always, in determining whether or not our credit policies are at bottom well adapted 
to the existing business and industrial situation, pay a very large and respectable 
attention to what the movement of prices is. • 

Now, coming to the immediate situation which has received, properly, the major 
space in these discussions, I suppose that beyond the elimination of the excessive 
speculation that was noted irl both business and fundamental industrial enterprises 
in this country earlier in the year and throughout the larger part of the year 1919, that 
what we might rationally be eaid to have done is to have permitted, due to the dis
count policy of the Federal reserve banks, such liquidation as in the circumstances we 
thought was advisable and such liquidation as could take effect with what we felt an· 
improvement in the general health of the country's indUBtry, its business, and its 
credit. In brief, as I shall put it, our recent objective was orderly liquidation, and 
br that I mean liquidation that neither goes too rapidly, and therefore faces the danger 
o becoming forced li9.uidation, or one that goes so slowly as to work against the inevi
table drift of econOmIC affairs irl this period of readjustment and to retard them. 

In regard to the necessity for that, Mr. Pemn said: 
To maintain or to strengthen reserves should be the present aim, but it is not incon

sistent with such an aim to permit reduction irl reserve strength, even regardless of 
the legal limit, it- additional advances are made irl order to .facilitate li9ui~ati?n. 
Reserves should m due 'course be increased, but however desuable that l}qUl~atl~n 
should go forward, no good can be served hy forcing disaster. The wool SItuation In 
the twelfth district furnishea an illustratIOn. Bankers who had loaned to wool
growers were counting upon important liquidaticn and the growers had th~ definite 
purpose of selling at whatever the market prices might be, hut just at the tIme when 
they had their clip ready, the market disappeared almost overnight. . I ~ was an unpre
cedented situation irl which there were no buyers. Mills were recelvlDg heavy can
cellations and would make no new commitments. Sound policy ob~iously c!llled for 
continuation and increase of neceaeary ad·vances against wool until effectIve con-
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sumption demand should reappear, but only until such time. It would be equally 
unsound either to force sacrifice sales with no consumption demand, or after an effec
tive demand should reappear to continue advances in order to enable growers to hold 
wool speculatively for an advance in prices. ' 

I understand that the implication of the term expansion * * * is that it means 
expansion in connection with new or enlarged operations. It is not expansion in this 
sense if loans are increased to facilitate liquidation. 

No plan for deflation to a prewar basis can be regarded as practicable. *. * * 
But it appears to be in the interest of legitimate business that the present volume of 
credit should be reduced. . 

At the credit conference held here in May of this year at the request of the Federal 
Reserve Board, it was the definite view that steps should be taken to check the expan
sion of credits so as to make provision for the special requirements of the autumn. It 
is unquestionably due to the checks thererlter applied and since continued that we 
now have a relatively easy credit condition. In a similar way, thought shOUld now be 
taken for the coming year and such credit provision made as will give adequate sup
port to a commercial and industrial activity. To that end, there should be a reduc
tion in the present volume of credit. It would not be safe for a new expansion to start 
with a condition alreJ.dy overexpanded. But at this time it may not be desirable for 
such a reduction to proceed very far or to ,continue very long. We are now having 
an increase of loans, yet the season is one of liquidation. There is a natural require
ment of temporary additional advances to finance the movement of products from 
producers to consumers. Additional advances for such purposes, of course, facilitate 
liquidation and mark the progress toward reduction, in brief course, in the present 
volume of credits. 

Mr. McDougal said: 
While it is true that the full measure of relief hoped for has not yet been attained 

by the Chicago bank, we have regarded it as our duty to provide for the requirements 
of necessary business and feel confident that the credit extended has been so used. 

Gov. Harding said: 
My own idea is the main thing for us to emphasize now is the workin~ out of a situa

tion that will get all of the reserve banks on a more independent b8.SlS, building up 
our reserves in order that we may be in a position to meet future requirements. It IS 
going to be done by cooperation on the part of the member banks. They can not do 
It suddenly; they have got to work out of the present situation. 

Gov. Seay said: 
I would like to say, speaking for one of the borrowing districts, during the crop

raisin .. season, that we feel that our banks have gotten themselves into a difficulty. 
We feYt that the establishment of a progressive rate would work very seriously a"aainst 
a large number of borrowing banks that were borrowing purely for agricultural purposes. 
There is quite a considerable number of our borrowing banks that are borrowin~ from 
6 to 25 times the amount of their basic line. You might say that these banks shOuld 
not have allowed themselves to get in that situation, but they got themselves into that 
situation, and they needed protection, and we have tempered the wind to the shorn 
lamb. We therefore felt mth respect to the establishment of the progressive rate 
that if we were to adopt it it should be in advance of a time when the banks had already 
gotten themselves into difficulty, and for that reason we were not inclined greatly 
toward the use of the progressive rate, at least this season. 

Mr. Chairman, one wrong impression has already gotten abroad here, at least in 
certain parts of the country. Let us be particular that another wrong impression shall 
not go abroad. It has been widely stated in certain publications, which has been 
accepted by still other publications as the fact, and editorials have been based upon 
it, and a large contingent in the agricultural regions helieve it to be a fact, and that 
is that Federal reserve banks have curtailed-credit for commercial purposes, when 
we know, as a matter of fact, it is continuing to expand credits. Now, do not let it 
get abroad that the Federal reserve banks are compelling liquidations. Is there any 
Federal reserve bank tha.t is compelling liquidation? 

Regarding the essentiality of loans, Gov. Harding said: 
The board has &v~ided giving any definition of essential and nonessential loans, and 

I do not think the board cares to express itself on the matter of essential production 
* * *. It is for them (the member ba.nks), to determine what is an essential and 
a nonessential loan. Our f0sition is that the whole question of what is essential anel 
nonessential is one for loca determination. 



4GRICULTURAL INQUIRY. 73.7 

Dr. Miller said: 
I~ my judgm!lnt the ~me is rightn,?w when the. community m1!st be·led to judge 

for Itself what 19 essential and what 19 nonessentIal, and -no arbItrary or dogmatic 
prescription on such a subject. by a Federal reserve bank or the Federal Reserve Board 
at this st&.ge of our post war movement, will be respected by the community, and in my 
judgment should not be. ... . .. ... . .. 

(Inserted here is some correspondence between the board and the 
Federal reserve bank of New York and some tables regarding bor
rowings from the l.atter of six large New York banks and the careful 
attention that was given the matter by officials of the Federal reserve 
bank of New York:) . 

CORRESPONDENCE ·RE·GARDING INCREAIIED BORROWINGS OF SIX LARGE NEW YORK 
. . ~TY BANKS. ' 

.FEDERAL·RESERVE BOARD, 
Washington, October SO, 1920. 

DEAR MR. CASE: I acknowledge receipt of your letter of. the 29th instant, inclosing 
table of comparative figures showing borroWlngson three different dates. of various 
group!! of member banks. I noJ;e that between September. SO and October 22 six of 
your large city banks increased their borrowings from $290,000,000 to $446,000,000 
and that your executive committee and officers are inclined to consider this as "not· 
unwholesome." I think the members of the board would ·be interested in knoWing 
just what caused this expansion of more than $150,000,000 in. your loans to the six 
banks. Was it due to withdrawal of deposits, increased loans to interior banks for 
agricultural purposes, European financing, or to subscriptions to·corporate issues by 
the banks pending distribution to customers? . -

Very truly, yours, . 
W. P. G. HARDING, Governor. 

Mr. J. H. CASE, .' . 
Acting Governor Federal Reserve Bank, New York, N. Y. 

NOVEMBER 5,.1920. 
DEAR Gov. HARDING: In your letter of Oct\>ber 30 you asked whether the increased

borrowings of six of our large city; banks, to which I referred in my letter of October 
29, were due to withdrawals of deposits, increased loans to interior banks for agri
cultural purposes, European finanCIng, or.tosubscriptionS to corporate issues by the 
banks pending distribution to customers.. . . '.:. . 

We have gone into the IDatter quite thorougnly and feel certain that all of the causes 
to which you refer have contributed in part to the heavily increased borrowings of the 
six banks to which I referred. 

The decrease in deposits since September 30, representing a withdrawal of funds 
from this center to the interior has been a very large factor in the demandeof each of 
these six banks. In some instances, however, there have been additional reasons. 
In the case of Bank C additional funds have been required to assist in the financing of 
cotton. The depression in the cotton trade has caused many local banks to refuse to 
deal in cotton paper and the big New York City banks, in consequence, have had to 
shoulder the burden. In the case of Bank :6 deposits have decreased $44,OOO!OOO, 
while their borrowings have increased $29,000,000, the borrow~ bemg ca1l;8ed e;ntirely 
by the loss of deposits. It may also be mentioned that the call money Sl~uation has 
also played a certain part in the demands of aome of theSe banks •. That 19 a IDatter 
which I should like very .much to have an opportunity of discussmg with you '~ext 
Wedn.esday at our directors' meeting .. We IDaY,\>e able,to.go into it-in some detail at 
that time. -. . 

I am inclosing a table of comparative figures of the six banks under c,?nsideration, 
showing the changes in ·the following items: Deposits, total loans and ~vestment.s. 
street loans. borrowings from the Federal reserve bank of New York. ThIS table wi,ll 
~ve you a fair ricture of the relation between the changes in the condition of certaID 
Items of each 0 these banks and their respective borrowin.,"S from ~he Federal reserve 
bank. 

58589-;21-PT 13--47 . '.',' 
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We are looking forward with jj;'gi'ea.i dil~1 onMii.Sur~ tb':haVihg'you"With'us liext 
Wednesday and we lIhall, of course, be glad at that time to discuss any furt.her par
ticulars in which you may be intere3ted. 

Very truly, yours, 

Hon. W. P. G. HARDING, 
J. H. CASE, Acting Governor .. 

Governor Federal Reserve Board, Wqshington,D. C. 

, NOVEMBER 15, 1920.-
DEAR GOV. HARDING: When'we had our conversation last Wednesday regarding 

the deposits, loans, and borrowings of the six banks whose line with us had increased 
$156,000,000 in the four weeks ended October 29, I was having prepared an analvsis 
of the wire transfers of the six baW,in question. The results are in tabular form 
and, I think, will be of intorest.toyou: . Thefil(ure3 do not give tb&>entirepicture, 
however, as the clelring-hol1~Q,balan(~es are not in<·luded. Thewi~e transfers to and 
from points in the second di"trict are also omitted, as they are not cleared through 
the gold settlement fund. . . 

According to the division mad'e, the North included Boston, Philadelphia, Pitts
burgh and Baltimore; the South included Richmond, Atlanta, Birmingham, New 
Orleans, Dallas, EI Paso, Houston, Nashville, and Memphis; the Middle West included 
Detroit, Chicago, Minneapolis, St. Louisj'Little Rock, Kansas City, Louisville, Cleve· 
land, and Cincinnati; and the West included San Francisco, Los Angeles, Portland, 
Seattle). Denver, Salt Lake City, and Spokane. 

vordially, yours, . 

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

Washington, D. C. 

Mr. J. H. CASE, 
Acting Governor Federal Re8erve Bank, 

J. H. CASE, Acting Governor. 

FEDERAL RESERVE BOARD, 
. Walihingion, Novem:ber16; '/920. 

New York, N. Y. 
DEAR MR. CASE: I acknowledge receipt of your letter of the 15th instant, and thank 

you for forwarding the analysis of the wire transfers of the six New York member' 
banks whose borrowings from your institution increased $155,000,000 in the four 
weeks ended October 29. 

Very truly, yours, 
W. P. G. HARDING, Governor. 

NOTE.-I assume that these outgoing transfers represent mainly what would have 
been currency shipments in the old days. 

NOVEMBER 17, 1920. 
DEAR GOV. HARDING: Acknowledging your letter of November 16 and with further 

reference to mine' of November 15 with which I inclosed an analysis of the wire trans
fers of the six New York memb~(banklr WhOM borrowings from this bank increased 
$155,000,000 in the four weeks ended ,OctQbe~ /19, YOl1 !U"e correct in your assumption 
that these outgoing transf\ll"~"!p'resent mtiinW'(we figure a percentage of approximately 
90 to 95) what would haye.beencurrency shipments in the old days. ., .... 

Very truly, yours, 

Hon. W. P. G. HARDING, \ , 
Governor Federal Re8erve Board, . I 

Washington, D. C. 

J. H. CASE, Acting Governor. 

The sources of the following tables are the records of the Federal Reserve Bank of 
New York and of the Federal Reserve Board. 
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TABLB No. 1.-ComparatifJejigures, 19tO. 

May 
10. Sept. I. Sept.a. 8ept.30. O.t.20. Oct. 22. 

Number of borrowers.......... 346 ••.•••••••••••••••.••••.••••.•••••.•.•. 252 
N wnber 01 borrowers in ex-

..... of basic line............. 116 ••••••••••••••••••••••••••••••••••••••• 83 ........... .. 
Borrowings 01 six large city 

banks .••.•..•.•••••.•••.•••.•••••• ~.142.ooo ••••••••••••• S290.139.ooo ••••••••••••• 1446.144,000 
Borrowings 01 six other large 
B~~~:ciiii.upiO:,;;iCiiy ........ 255,4n,ooo ••••••••••••• 258,683,000 ••••••••••••. 203,133,000 

B~~iS.cir8Ji"N.;W.yciik. ....... 29,456,000 ••••••••••••• 23,699,000 ••••••••••••• 13,553,000 

c.:ilt~!n~N;,w .. yciik .. ciiy ........ RlI,626.000 ••••••••••••• 757,4J.2,ooo ••••••••••••. 843,351,000 

T~t~tiiiiS' ·y;';ieii.i·· reserve' ••••••. 278,413,000 ••••••••••••• 309,872,000 ••.•••••••••• 332,234,000 

M~~OI~';.~~ •• iiBi-..•••.•. 983,470,000 ............. 975.512,000 ............. 1,002,859,000 

R!li.~iiiii •• WiiJi ... ciiJi;,r ........ 730,040,000 ............. 716,894,000 ••••••••••••• 675,179,000 

Federal reserve banks....... ....... 25,000,000 147,500,000 ............. ••••••••••••. 25.000,000 

~~'i,~~~.~ .. ~~ ......... ~............ ............. 19,000,000 ......................... . 
R .. erve percentage alter re-

discounting .•....•..••...•..••••••. 
Reserve percentage helore ... 

discounting ••••••••••••••••• : •••••• 

37.6 4l.8 38.9 

34.0 42.3 35.3 

TABLB No. 2.-ComparatifJejigures, 19tO. 
(In miUions of dollars.) 

Total loans and invest- ~. .& 

" ments, including re- 1l discounts, United Borrowings. Federal ti 
Deposita. States secunties "" owned and loans se- reserve bank of 0 

cured by Unit ed New York. .. ~O; 
States war obUg .... S <:."1 

Bank. tlons. !< .. ~ 
~ "'.; 
c i 8 

!;I .. ~ . ~.:" 
&J' 

8i .,; "iii eO .,; II I~ ~ U :0. ! ..; .. ii~ ..; ... .. ..; ~ 
'Ii ~ ti !Ii ti ti ti 'i ti til ~ ;. ,,,. ~ c3 0 0 0 oS'" 0 0 0 ,!;'" 0 0 c ,!:;'" rot 

---- ---- -.-
Bank A .............. 249 229 218 - 31 2t>s 291 278 -7 28 52 51 +23 -1 15 
Bank B .............. 223 195 187 - 36 ·315 317 310 -6 57 88 35 +28 -3 37 

Ban 

Bank C .............. 464 436 452 - 12 533 553 

:!i~ 
62 99 78 +26 +5 16 

Bank D .............. 64 76 75 - 9 98 98 11 17 19 -I' 8 -I '''3 Bank E •••••••••••••• 281 273 269 - 12 , 35l 365 65 74 102 + 47 +6 
kF .............. 519 502 496 -23 578 669 562 -16 97 118 '120 +23 +16 7 

TotaJ. .......... 1,820 1.711 1.697 -123 2.162 2,193 2,172 +10 300 448 455 +155 +22 77 

-
I Increased to 1132, on Nov. 1. and reduced to 1112 on Nov. 5. 

TABLB No. 3.-Comparative figures, 19tO. 

Total I;"'" and investments; Including 
Deposita. 

United States securities owned an 
I ... ns secured by United States . war 
obJigstions. 

Sept. 30. Oct. 22. Oct. 29. Oct.l. Oct. 22. Oct. 29. 

Bank A ........... 1249,000,000 1229.000,000 1218.000.000 $235,000,000 1275,000.000 $264,000.000 
BankB ........... 231,000,000 195.000,000 187,000,000 315.000.000 317.000,000 310.000.000 
BankC ........... 471.000,000 436,000,000 452,000,000 482,000,000 456.000,000 464, 000, 000 
BankD ........... . 81,000,000 76.000.000 75.000.000 97.000,000 90,000,000 88,000,000 
BankE ........... 290, 000. 000 273,000.000 269, tIOO, 000 298.000,000 292,000,000 280,000, 000 
Bank1! ........... 628,000,000 502,000,000 496,000,000 .483,000,000 4.14,000,000 44S, 000, 000 

Total ....... 1,850,000,000 I, 71t, 000, 000 1,697,000,000 1,960,000,000 1.864.000.000 11,851.000.000 
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TABL.E No. 3:-Comparative figures, 1920-Continued. 

Street loans (included in foregoing). Borrowings, Federal reserve bank of New 
York. 

Oct. 22. i _o_c_t_. 29_. _ 

B .. nkA •••••••.... 114,000,000 116,000,000 $15,000,000 120,000,000 152,000,000 151,000,000 

. Sept. 30. Oct. 22. Sept. 30. Oct. 29. 

B .. nk B........... • 30,000,000 31,000,000 19,000,000 56,000,000 88,000, Of)() 85,000,000 
B .. nk C........... 16,000,000 16,000,00~ 9,000,000 49,000,000 99,000,000 78,000,000 
B .. nk D........... 5,000,000 7,000,000 7,000,000 13,000.000 17,000,000 19,000,000 
Bank E............ 7,000,000 10,000,000 29,000,000 56,000,000 74,000,000 102,000,000 
B .. nk F ........... 4,000,000 6,000,000 11,000,000 96,000,000 118,000,000 120,000,000 

TOtaJ ....... I--:16-'-,-000-,=--ooo-I-~86-'-,000---',-000-11-9-0.:..,000---',-000-1-290....:..,000--.:.,-000-1 -448-,=-000....:..000-.1--455-.:...000-.:..-00-0 
I 

Wire tram/ers-Settling figures, Sept. 1-0ct. 22, 1920. 

Transferred. North. Sonth. Mid·West. West. Total. 

From bank A to ........................... 15,911,000 280,000 20.13;;,000 1,990,000 38.316,000 
To bank A (rom ........................... 0,354,000 500.000 2~.847.000 1,475,000 31,176,000 

Net .................................. 10.557.000 220.000 3.712.000 51.'l.000 7,140,000 

From b .. nk B to ........................... 25,386,000 4.721.000 33,647,000 6,333,000 70,087,000 
To bank B (rom ........................... 21.013.000 6.993.000 51.290.000 16.322.000 So:;, 618, OOC 

Net .................................. 4.373.000 2.272,000 17,643,000 9,989,000 25.5.31,000 

From bank C to .......................... , 9,930,000 15.910,000 34.811,000 8,024,000 63,675,000 
To bank C from .................. ' ......... 2,571,000 5,768,000 30,501,000 7,660,000 46,500,000 

Net ................................. 7,359.000 10,142,000 4,310,000 364,000 22,175,000 

From bank D to ....... ; ................... 6,WS,000 675,000 7,271,000 5,195,000 19,646, OIJO 
To bank D from ........................... 6.872.000 288,000 5,779,000 790,000 13,729,000 

Net ................................. 367,000 387,000 1,492,000 4,405,000 5,917,000 

From b .. nk E to ........................... R7,122,000 H,638,000 75,3S0,000 4O,6n,000 216,817,000 
To bank E from ............................ 23,894,000 15,106,000 42,865,000 17,236,000 99,101,000 

Net.. ................................ 63,228,000 2~,532,OOO 32,515,000 23,441,000 147,716,000 

From bank F to ........................... 2~,309,OOO 3a,7M,000 40,278,000 10,940,000 113,2~t,OOO 
To hank F from ........................... 5,140,OqO 23,147.000 3.1,8H,000 11,662,000 73,823,000 

Net .................................. 18,169,000 15,607.000 6,404,000 722.000 39,45.~,000 

From all sb: banks to ....................... 168,163,000 103,978,000 211,522,000 73,159,000 556,822.000 
To all six b .. nks from .. , ................... 64,844,000 51,802,000 188,156,000 55,145,000 359,947;000 

Net .................................. 103,319,000 52,176,000 23.366,000 18,014,000 !96,875,000 

Gov. STRONG. I wish to offer for the commission's consideration, 
if it is of any value, a cOIOplete set of the monthly reviews of credit 
and business conditions,' published by the Feder8l reserve bank of 
New York, from the time we began the publication. I would also 

. like to place at the committee's disposal a com'plete set of the Annual 
Reports of the Federal reserve bank of New York. 

The CHAIRMAN. I think we have already the annual reports. 
I know we have the annual reports. I am not so sure that we have the 
bulletins. 
. . Gov. STRONG. I will leave these with the commission. I am also 
proposing to furnish to the commission a complete set of the official 
:.circUlars of the bank which have. any bearing upon this matter. We 
have to issue a great many circulars about collections and other 
·details of the bank's management, and a selection will be made from 
those of everything bearing upon the subject of your inquiry. 
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In advance of the preparation of certain charts in the form that. I 
suggested this morning, I will hand to the clerk a set of charts which 
may be of interest to the commission, but I will not ask that they be 
used except for reference, as we will submit them in better form. 

(The charts presented by Gov. Strong have been inserted in their 
proper places.) 

COST 011' LIVING. 

The index number of the National Industrial Conference Board for the cost of 
·living of a wage·earner's family in the United States shows a decline of 2 per cent. 
during May, a slightly larger decrease than in March or April. The decline is due 
altogether to a 4.6 per cent drop in food prices and a 3.6 per cent drop in clothing 
prices. Other groups remain unchanged. 

The United States Department of Labor bas just announced cost of living figures for 
the month of May for 27 principal cities. The figures in general tend to) be somewhat 
higher than those computed by the National Industrial Conference Board for the 
entire country. The following table gives the latest figures reported for important 
centers by the Department of Labor, together with figllIes for the country as a whole 
reported by the conference board. Cities are listed in order by the increase which 
May figures show above the 1914 base. 

Percent Percent 
Location. May, decline I,ocation. May, decline 

1921. from 1921. from 
peak. peak. 

Detroit. •.••••.•..•.••.•••.••. 193.3 IS. 1 Houston ..... _ .. _ ... _ ._0.0 ____ 179.7 15:3 
JacksonnUe, Fla ••••.•••.•••.. 185.S 14. 2 Chicago .••.••.•. : ..•• ~ ...•.... 178.4 16.9 
Cle,"eland ••.•••.••..••.•••••• 184.7 14. S Baltimore •••..• : ..••...••.... 177.4 17.2 
New York City •••••.•••.••.•. 181. 7· 17.1 Washington, D. C .•.......... 167.1 17.0 

:c~r.~~,.~·.~::::::::::::::::: 180.3 18.6 Portland, Oreg •••.......•.... 162.2 19.1 
180.2 14.4 United States ••••.......••.... 161.9 20.8 

Philadelphia ••••.••••.••••..•. 179.8 15.S 

In general it may be said that industrial cities tend to show greater increases in the 
cost of living than those which are agricultural centers. An average of the May index 
numbers for seven industrial cities was 16 per cent higher than that fnr seven cities in 
agricultllIal districts east of the Rockies. Food ranks first in importance among the 
various items in the budget and in every case was from 15 to 20 per cent higher in the 
industrial cities. Housing coste increased in both groups, but the increase in the 
industrial centere since December, 1920, wae about 7 per cent while it was about 2, 
per cent in the agricultllIal centers. 

Figures for New York City and the United States for individual items of the cost of 
living are given in tl:\e following table, taking figures for 1914 as a base of 100 per cent. 

Items. 

May,1921. 

United 
States .. 

New 
York 
City. 

Per cent decline 
from high. 

United 
Stat~. 

New 
York 
City. 

----------------I~--!---------
:~l~;,;. ..................................................... -'.. 145 :~:~ 3~:~ ag:~ 

~~~;~~~~~~m~~~~~~~L~~2~~}~~~~~~~~~~~~}~~~E .... !~... ~H ..... ~~!. 1J 
Total ••••••••••••••••••••••••••••••••••••••••••••••....••. ~ ---:uil.7 ----w:s,------rr:l 

I July I figure is 161.6 a deoline of two-tenths of 1 per cent. 
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Gov. STRONG. I would like also to submit a memorandum con
taining certamoperating statistics of the Federal reserve bank of 
New York, giving tables of loans, deposits, note circulation, reserves, 
and reserve ratio (see pp. 742-747 and 588-589), which are the basis 
upon whi~h ~he various charts. have been prepared.H they seem to 
the COIIlIIUSSlOn to be of value m the record they also may be printed. 

(The memorandum presented by Gov. Strong is hereto attached:) 

OPERATING STATISTICS OF THE FEDERAL RESERVE BANK OF NEW 
YORK, LOANS, DEPOSITS, NOTE CIRCULATION, RESERVES, AND 
RESERVE RATIO. 

Total earning t13sets, Federal reserve bank of New York. 

1919. 
Jan.3 ...•.................... 
J .. n.1n ....................... . 
Jan. 17 ••••••••••.•.•••••••..•• 
Jan. ~4 ....................... . 
.'an.S1 ......................... . 
Feb. 7 ... .' .................... . 
Feb. 14 .•...•..•....•.......... 
¥cb. 20 •.• ~ ••••••••.••.•••.••.. 
F~h. 2b ••••••• •••••••••••••.••• 
Mar.7 .•.••..••....•••..•..•... 
Mar. H •.....••.•••••.•.•.•.... 
M.r.21 •••..•..••.•.....•....•. 
Mar.28 .•••••..•...•.••.•••..•. 

!~~: iF::::::::::::::::::::: 
Apr.25 •••••••••••••••••••.•••• 

~~im:::·::::..-::: 
Jllne 13 •••.•••••••..•••.•••••.. 
June 20 ••••••••••••.•••••••••.• 

~'~:ii:i::i:::i!iij:::ii!i 
t~~~~~ljLE2~EL 
Oct. 10 .•••••••••••••••••••••••• 
Oct. 17 ••••••.••••••••••••••••• 
Oct. :u ........ ~ ..........•.... 
Oct. al. ...................... .. 
Nov. 7 ........................ . 
Nov. 14 ....................... . 
Nov. 21 ............. : ........ .. 

~~~:~::::::::::::::~:::::::: 
Dec. 12 ...................... .. 
D ••• 19 ...................... .. 
Dec. 26 .. : .................... . 

Bills discounted and ad· 
vances. 

S"iJ':i~r 
States war 
obligations. 

$6~1, 7'l6, 000 
&11,980,000 
r,69,446,1)()I) 
663.904,000 
591,2-1-2,000 
639, 721,000 
7:!l,071.0u0 
7~7, 364, 000 
141,979,000 
775, 5U, OliO 
761,365,000 
676,698,000 
6111.987,000 
628,697,000 
602,682, (100 
67t,ft95,(Y.)() 
685,0"12,000 
67~,6:.a,000 
141,711,000 
792, 91», 000 
708,974,0<10 
7C3, 252, 000 
6J.t,66I,UO) 
630, 112, OIJO 
58-1,513,000 
567,632,000 
614,449,000 
742,901,000 
66i,802,OtXl 
619,147,000 
64-1, 00ti, 000 
641,566,000 
615,433,000 
tU9, 361, 000 
0;>6, 3DS, 000 
672,070,000 
011,412.000 
483,053, 000 
617, ft37,000 
674,010,000 
697,763,000 
698, P.53, 000 
675,336,000 
702. 142,000 
795,212,000 
721,344,000 
701, 91;6, 000 
75-1.834,000 
667,512,000 
654,401,000 
515,035,000 
584, 588, 000 

Secured by 
commercial 

paper. 

844,307,000 
39,2,,9, :JOO 
33,535,UOO 
46 653 000 
42;510;000 
49,226,000 
51.4-19,000 
411,917.000 
45,0,,9,000 
~9} 157,000 
29,234,000 
32,052.000 
29,SUO,OOO 
25,572,000 
31,507,000 
28,7-11,000 
21,045,0011 
22,1)28,000 
20,17·1,000 
32,618,000 
23, 422,()(l() 
2Ii,677,000 
38.949.000 
30.644,000 
29,782,000 
53,485,000 
65.674,000 
62,312,000 
61,775,000 
63,746,000 
53,120,000 
.~3, 625. 000 
49,b5:l,OOO 
46.~78,nOO 
43. P91. 000 
52,791,000 
49,692,000 
45,~39,OOO 
47,707,000 
72,578,000 

}(U,877.000 
116,668, 000 
105. os.~, 000 
130, 880, uno 
109, 139, 000 
9S,759,OOO 
88,1155,000 

107, 068, 000 
119,342,000 
144,924,000 
143,537,000 
203,606,000 

Billsheld~ 

$76.294,000 
. 79,623,010 

8-1, Hk,OOO 
~,385,uon 
~, 727,000 
&1,524,000 
fJ4~ '¥l7, 000 
41,399,000 
43,32..'1,00.') 
4O,O&!,OOO 
16, Q~7,OOO 
27, 15.'J,(lO() 
41,329,000 
55,612,000 
57,017,000 
61,730,000 
46,903,000 
47,311,000 
43,7:l7.000 
42,691,000 
44,424.000 
.14,8.)3,000 
M.779,OOO 
71,992,000 
66,948,000 

100,822,1100 
113,C·1-7,f))O 
119,31;3,000 
~1,563.000 
91,49;,000 
9R,002,000 

106,9RO,000 
Ill, 654, 000 
105,143,r.oO 
9·1, 2SQ, 000 
71.177.000 
70;955,000 
73,521,000 
76,401,000 
87,6f'2,OOO 
80,400,000 
85,315,000 
97,925,000 
85,373,000 
54,323,000 
77,896,000 
88,379,000 
97,0.21,000 

131,865,000 
147,030,000 
179, 382, 000 
191,312,000 

All other. 

$!3, 241, 000 
76,136,000 

169,139.000 
47,b52.000 

157. 24i,OOO 
47, 896,fJ()!1 
49,426,000 
51,119,000 
60,138,000 
61,096,000 
61,8::;2,000 
6.'>, R'26. OCO 
Ga, 3<J-l, 000 
66,179,0IltJ 
70,R50,OOO 
70,~7,OOO 
70..121>.000 
70,658,000 
76,026,000 
76,7!3,()I)O 
69,639,'JOO 
69,834,000 
67,.J92,OOO 
67,638,000 
64,818,000 
65, 2.';;l, 000 
58,684,000 
60,371,000 
59,086,000 
60. :1119, 000 
62, &i7, OCM) 
61,498,000 
77,91\1,000 
66.477.000 
67.1111,000 
6~,640,000 
94,059,000 
32,093,000 
64,816,000 
70,778,000 
71,078,000 
73,772,000 
74, 7>lO, 000 
76,000,000 
76,015.000 
76,519,000 
76,871,000 
78,991,000 
76,714,000 
69,461,000 
98,800,000 
68,654,000 

Total earning 
assets. 

$855 er,s 000 
:!40;n03;OOO 
8-"6,268,000 
851,794,000 
8U,735,OOO 
001,367,000 
S86,R7:l,roo 
849,799,1)4):' 
S90,50I,OOO 
905~ 911i, 000 
1"72, ;'H~, 000 
801,64-&,000 
7~8, 210, 000 
776, 000, 000 
8S2, 056; ()(It) 
825~ 996, 000 
826,0%,000 
8l.~, 620, 000 
Sgl, 648, 000 
9-14,975.000 
646,459,000 
IIH,516,OI'O 
7~,8'1,000 
SOO,37fi,()(X) 
770, OIB, 000 
787,192,000 
911,!l54,OOO 
98-1,977,000 
SI!iO, 226, 0fI0 
l'69,69~.000 
84)3, lfJ5, 000 
866.609,000 
854,8l'I,OOO 
838 659 OL'O 
862: 295; 000 
R&!, 678, 000 
826,H8,OOO 
7:>4,206,000 
8()6, 761, 000 
905,048.000 
954; l1S, 000 
974,4o.~,000 
95~, 124,000 
994,395,000 

I, 034, 6~9, 000 
974, SIS, 00 I 
954,001,001 

I} 036, 914, 001 
995,433,001 

1,015,816,00) 
933,754,00 1 

1, 048, 160,000 
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Total earning aJlaets, Federal reserve bank oj New York,.,...()ontinued. 

Bills discounted and ad· 
vances. 

1920. 

B"fI~by' 
States war 

obligations. 

Jan.2 .•••••••••••••••••••••••• 1571.822.000 
Jan. 9... .......... ............. •.. 4DoI, 173, 000 
Jao.16........................ 499.304.000 
Jan. 23.......... ...... ........ 526.473.000 
Jan. 30.. ...................... 595.411S.000 
F.b.6......................... 5111.479.000 
F.b.13........................ 591.022.000 
Feb. 20................. ....... 616.710.000 
Feh. 27... .............. ....... 630.281.000 
Mar. 5 ............... ~.......... 601,680,000 
Mar. 12........................ 598.059.000' 
M!\J". 19 .............. ~......... 529.631.000 
Mar. 26........................ 571.771.000 
Apr.2......................... 526.942.000 
Apr.9.............................. 554,358,000 
Apr. 16 ...... ,................. 551.242.000 
Apr. 23........................ 570.036.000 
Apr. 30..... ................... 557.785.000 
M.y7 ......................... 540.862.000 
May 14........................ 686.577.000 
May 21.................... •••• 513.586.000 
May 28........................ 610.941.000 
June 4........... •••• ............... ........ 513,071,000 
June 11................................ 529,frJ:1,OOO 
June I~ •••••• ·.................. 44\.Il96.000 
~~i' .22.> ................. ;...... ~rg!~·::: 

f~l~ ~~::::::::~::::::::::::::: ~:~~:::: 
f::l~ ~:::::::::::::::::::::::: . ~~:f~;::: 
Aug. 6 .......... '............... 537.261.000 
Aug. 13.................... •••• 554.~. 000 

~~=: ~:::::::::,:::::.:::::::::: ~;=;::: 
~:gt k:::::::::::::::::::::::1 . ~:~::::: 
Sept. 17....................... 492.507.000 
Sept. 24... • ................... 492.210.000 
8c~' ~ ......................... '~'ill'::: 

8~: ~L:::::::::::::::::::::: ~:~~;::: 
~ct. 29 ......... ~........ •••••• 515.917. ()()/) 

I·[~:::::::l:·:f~:::::::: III 
1921. 

J9n.7 ........................ .. 

i:~: ~L:::::::::::::::::::::: 
~~~'. ~8:::::: ::: :::::: ::: ::::::: 
Feb. II ...................... .. 
Feb.18 .............. ~ ..••••••• 
Feb. 2.> ....................... . 
~:~:k::::::::::::::::::::::: 
::~: ~:::::::::::::::::::::::: 
Apr. I ••••.••••••••••••••••••.• 
Apr. 8 .......................... . 
Apr. L> ...................... .. 
Apr. 22 ........................ . 

~~~r:::::::::::::::::::::::: 
~:~ l~::::.::::::::::::::::::: 
Yay25 ....................... . 
June I .... ; .................. .. 

433.962.000 
aQa,522, 0Il0 
409. 163.000 
414, ~12. 000 
424, 726, 00f) 
394,403.000 
375. 2!l2. 000 
393.451.000 
373,704,000 
389.519.000 
3&5.730,000 
377. 173.000 
335. 62!'. 000 
342.653.000 

. 34P. 507. COO 
367,624,000 
353.659.000 

. 33~, 758. 000 
374.871,000 
2.>5.926.000 
268.370.000 
2.>1,36t, 000 

Secured by 
eommercial 

paper. 

Bills held. 

1239.901.000 1268.652.000 
267.130.000 194.796.000 
209.005.000 212.295.000 
23~. 895, 000 202.706.000 
166,632,000 191,215,000 
170,873,000 196,876,000 
206,544,000 2Ot,561,000 

~;~;::: ~~g1},::: 
208.292.000. ,2211. jilO. 000 
189.639.000' 225.~88. 000 
194.546.000 200.221.000 
243,863,000 196,484,000 
209,255,000 171,749,000 
207,738.000 163.848.000 
228.166.000 152.516.000 
249,057,000 142,731,000 
298.991.000 160.431.000 
272,012,000 162,825,000 
248.496.000 170.100.000 
276, 560, 000 171,529, ()()() 
293.697.000 179.372. COO 
327.264,000 179.007.000 
292.606.000 133. 993. 000 
246.690.000 186. 811. 000 
303.750.000 189.342.000 
317.540.000 160.162.000 
323.242.000. 154, IRI.OOO 
309.421.000 147,375.000 
318.952.000 141.003.000 
330.922.000 135.19->.000 
321.317.000 134.576.000 
348.249. COO 109.443.000 
342.756.000 112.907.000 
366.051,000 100.523.000 
344. 868. 000 94, 476. 000 
347.52.>.000 102.655.000 
267.203.000 103.702.000 
354,849, 000 94,783,000 
397.956.000 96.465.000 
434,576.000 97.752.000 
446,646, 000 81, 784, 000 
407,365,000 73,564,000 
421.276.000 88.5-16.000 
m, 620, 000 92,682,000 
469.356.1Jf1O 91,'199.000 
426.546.000 95.322.000 
136.760.000 77, WO. 000 
522,473,000 89,924,000 
495.943. ()()/) 92, 899, COO . 
3S~, 997.000 . 119,357.000 
446,196,000 96,829,000 
458.313, 000 109, 902, 000 

439. "lO5.000 
413.052.000 I 
469,591.000 
41»,913,000 
520. 290. 000 
520.810.000 
411S. 257, 000 
fAA. 990. 000 
472.502.000 
4'«', 061, ()()/) 
351.324,000 
318.651.000 
288.430.000 
304, 324. 000 
Z91, 576, 000 
275,0:l5.000 

.. 2.>5, .742. 000 
275.783.000 

. 265. 364, 000 
240, nos, 000 
249.132,000 
293,341,000 

102,901.000 
87.174.000 
65,:167.000 
2S. 4."l(I.000 
9.8Rl.000 

14. 4!16. 000 
lR.I94.000 

~r~;::: 
37,&t:9,OOO 
34.957.000 
39.286.000 
42,185,000 
34.492,000 
50,849,000 
42, OLS, OOQ 
40;"829,000 
43.140.000 
37,205,000 
39.601,000 
44,i!4ll.COO 
34,484,000 

Allotber. 

$81.259.000 
68,996,000 
72.718.000 
70.223.000 
70,747,000 
69.709.000 
67.989.000 
63.678.000 
63,833,000 
63.436.000 
63.824.000 

124.644.000 
63,659,000 

121.045.000 
115. 520. 000 
101.620.000 
66,164,000 
66,896,000 
73.316.000 
79.805.000 
76,860,000 
79.419.000 
74.383.000 
78.233.000 

134. 537. 000 
118, 755, 000 
102. 798. 000 
80,721,000 

".80,244,000 
76.811).000 
83.009.000 
70,255,000 
67.628.000 
71,141,000 
70.913.000 
77.279.000 
78,106,000 

172.998.000 
68,907,000 
71,025.000 
73.470.000 
81,070,000 
75.754.000 
69. 759,()()/) 
6~,566,()I'J() 

~~:~ 
72,223.000 
63.171.000 

. 73,6;.s,000 
121.9IIll,OOO 

SO, 184,000 
61,210.000 

6O,!l28,OOO 
76.013.000 
63.375.000 
60.1179.000 
60,534,000 
62.!l36.000 
60,536,000 
50,836,000 
62,R28,000 
60,869,000 
840,532,000 
60.531.000 
58,955,000 
62.531,000 
62, 4fi5, 000 
58.141.000 
56.2'11,000 
56, 2Al, 000 
58.859.000 

139.136. 000 
100. 849. 000 
60,021.000 

Tota'eaming 
assets. 

11,101.634.000 
1, 02ti, 095, 000 

993. 322. 000 
1,034.298,000 
1,024.089.000 
1.018.937.000 
1,070,116,000 
1,100,386,000 
],148,056,000 
1, ]02, 018, 000 
1. on. 510. 000 
1, ()4.9, 042, 000 
1,075, m,ooo 
1,028,991,000 

.1,041,464,000 
1,033,544,000 
1, fYZl, 988, 000 
1,084, 103,000 
1.049.015.000 
1,084,978, 000 
1,037,515, ()()() 
1. 063. 429. 000 
1, 093, 725, 000 
1.084.659.000 
1.009.934.000 
1, o..~, 659, 000 
1.114.847.000, 
1.082.585.000 
1,057,992,000 
1.945.199.000 
1.046.52.>.000 
1,063,409,000 
1. 079. 609. 000 
1,068,903,000 
1,091,479,000 
1.099.601.000 
1,075,434,000 
1,036,410,000 
1.010.749.000 
1.041.620.000 
1,115,443,000 
1,109,903,000 
1,078.613.000 
1,095,528,000 
1, 194. ~11. 000 
1.113.114.000 
1.068.897,000 
1,052,000,000 
1,117,194,000 
1,086, 238, 000 
1.064,602, I)()() 
1;084,220,000 
1,075,ilSl,000 

1,057,098,000 
969.761.000 

1,007,400,000 
998.040,000 

1,1)15,431,000 
992.535.000 
9l9.269.000 
974,020.000 
916. 166,000. 
974.278.000 
S56, 543, 000 
795, 741. 000 
72.>.198.000 
744,000.000 
754.397.000 
742."%.000 
712.511.000 
713,962.000 
736.299.000 
674,671.000 
663.199.000 
639.210,000 



744 AGRICULTURAL· INQUIR1!. 

Total elfTning assets, Federal reserve bank of New York-Continued. 

1921. 
June8 .•.•...••..•.•....•.••... 

~::!::~:::::::::::::::::::::::: 
June29 •.••....•..••••• ; .••.•.. 

~~!~~:::::::::::::::::::::::: 

Bills discounted and ad· 
vance.liI. 

S~':!l'y 
States war 
obligations. 

$226,231,000 
196, 166, 000 
184, 525, 000 
177,817,000 
212, 999, 000 
IH,221,000 
172,200,000 

Secured by 
commercial 

paper. 

$281,449,000 
217,935,000 
~500,000 
2.l/,990,OOO 
236,970,000 
253,179,000 
250, 135, 000 

Bills held. 

$2!. 408, 000 
1/,111,000 

1~=:: 
1!,616,OOO 
"',7051,000 
5,747,000 

All other. 

156,281,000 
240,406,000 
84,687,000 
59,393,000 
fi5,577,000 
73,239,000 
57,461,000 

Total earning 
assets. 

1591,366,000 
671,618,000 
509,312,000 
482,562,000 
527,162,000 
505,347,000 
485,543,000 

Total reserves and Federal reserve' 'notes in circulation, Federal reserve bank of 
New York. 

Date. .. Gold reserves. Otber reserves. Total reserves. 

1919. 
Jan.3 •••••••••••••••••••••••••••••••••• 
Jan.l0 ................................ . 
Jan. 17 ................................ . 
Jan. 24 ................................. . 
Jan. 31. ............... : ............... . 
Feb. 7 ................................. . 
Feb. 14 ................................ . 
Feb. 20 ................................ . 
Feb. 28 ................................ . 
Mar. 7 ................... " ............. . 
Msr.14 ................................ . 
Mar. 21 ............................... .. 
Mar. 28 ................................ . 
Apr. 4 ............................... , .. 
Apr. H ........................... , .... . 
Apr.18 .................................. ' 
Apr. 25 ................................ . 

It·::::::·",:'::.:.:::':'.: .. 
June 13 ................................ . 
Jlme20 ................................. . 
June 27 ................................ . 

111
11

1::1;;1;11:1:1111:11111111;1 

~~~~3~:::::::::::::::::::::::::::::::: 
Oct. 10 .................... ; ........... . 
Oct. 17 ................................ . 
Oct. 24 ................................ . 
Oct. 31 ................................ . 
Nov. 7 ................................ . 
NOv.l4 .............................. .. 
Nov. 21. .............................. . 
Nov. 28 .............................. .. 
Dec. 5 ................................. . 
Dec. 12 ................................ . 
Dec. 19 ................................ . 
Dec. 26 ................................ . 

1920. 
Jan.2 ................................ .. 
Jan. 9 .................................. . 

i:~:~::::::::::::::::::::::::::::::::: 

1686,208, 000 
617,160,000 
SSS; 365, 000 
592, 552, 000 
568,367,000 
625,547,000 
568,670, 000 
588, 156, 000 
SSS; 28R, 000 
596,479,000 
649, 122, 000 
728, 407, 000 
735,392, 000 
779,865,000 
697,747,000 
734, 509, 000 
747,072,000 \ 
756, 684, 000 
700,700, 000 

• M9, 596, 000 
744, 924, 000 
751,488,000 
766,149,000 
737,357,000 
771, 515, 000 
782, 982, 000 
656.095, 000 
615; 349, 000 
614, 174, 000 
642,194,000 
6.96, 741, 000 

· 645, 930, 000 
582 503,000 
557, 162, 000 
527, 416, 000 
562, 836,000 
592,478,000 
622,886,000 
640, 130, 000 
633, 955, 000 
556,746,000 
552,497,000 
613, 344, 000 
575,979,000 
568, 015, 000 
615,815,000 
632, 927, 000 
610,953,000 
590, 905, 000 
577,407,000 
60S, 107,000 

• ~70,438,OOO 

575, 064, 000 
522,757,000 
572, 285, 000 
549, 905, 000 

$48,688, 000 
53,146,000 
52,150,000 
51,769,000 
52,930,000 
51,666,000 
51,657,000 
52, 30'1\ 000· 
50,980,000 
51,015,000 
52, 091, 000 
62,429,000 
53,089,000 
52, 78~,OOO 
53,659,000 
52,502,000 
54,539,000 
52,221,000 
51,370,000 
52,679,000 
51,712,000 
50,684,000 
51,890,000 
51, SOfs, 000 
51,869,000 
51,541,000 
50,095,000 
51,879,000 
48,500,000 
47,691,000 
48,557,000 
·47,589,000' 
48, 568, 000 
49,108,000 
50,313,000 
51,577,000 
51,397,000 
51,3.~O,OOO 
50,772,000 
52, 260, 000 
53,545,000 
53,374,000 
50,585,000 
49,627,000 
50,030,000 
49,750, 000 
50,265;000 
49,586,000 
50,107,000 
49,503,000 
46, 269, 000 
45,602, 000 

45,819,000 
46,260,000 
45,638,000 
46,111,000 

$734,896,000 
670,308,000 
640, 515, 000 
614,321,000 
621,297,000 
677,213,000 
620, 327, 000 
640,463,000 
639, 268, 000 
647,494; 000 
701, 213, 000 
780,836,000 
788,481,000 
832,649, 000 
751,406, 000 
787,011,000 
801,611,000 
808, 905, 000 
752,070,000 
702, 275, 000 
796,636, 000 
802, 172, 000 
818, 039, 000 
789, 165,000 
823,384, 000 
8H,523,OOO 
706, 190, 000 
667,228,000 
662, 674, 000 
689, 885, 000 
745, 301, 000 

. 693, 519, 000 
631, 071, 000 
606,270,000 
577,759,000 
614,413,000 
643, 875, 000 
674,216,000 
690, 902, 000 
686, 215, 000 
610,291,000 
605, 871, 000 
663, 929, 000 
625, 606, 000 
618,135,000 
665, 565, 000 
6S3, 192,000 
660, 539, 000 
641,012,000 
626,910,000 
654, 376, 000 
616, OtO, 000 

620, 883, 000 
569,017,000 -
617,923,000 
590, 017, 000 

Notes in 
circulation. 

$724, 932, 000 
691,455,000 
665,688, 000 
650,587,000 
647,913,000 
650,M6,OOO 
664, 613, 000 
666, 858, 000 
677,619,000 
689, 212, 000 
710,002.000 
715, 569, 000 
723,160,000 
736,433,000 
?as, 128,000 
738, 169, 000 
738,812, 000 
741, 385, 000 
751, 273,000 
742,067,000 
735, 462, 000 
742,390,000 
736,674,000 
736,288, 000 
735, 226, 000 
737,437,000 

. 762, 915, 000 
751,780,000 
742, 980, 000 
739, 165, 000 
745,918,000 
745, 723,000 
748, 166,000 
749,975,000 
752,283,000 
758,7M,OOO 
752, 893, 000 
747,239,000 
753,135,000 
761, 705, 000 
759,830,000 
758,191,000 
750,809,000 
750, 715, 000 
763,700,000 
755, 745,000 
758, 797,000 
767,398,000 
77~,971,OOO 
778, 170,000 
606, 615, 000 
824,gH,OOO 

811,119,000 
776, 592, 000 
757,906,000 
761,643,000 



AGRICULTURAL INQUffiY. 745 

Total Teaervea and Federal Teaerve notes in circulation, Federal reBerve bank of 
New York-Continued. 

Dat •• Goldr ... erves. Other reserves. Total reserves. Notes in 
circulation. 

1920. 
JaD.3O ................................. 1562, 784, 001) 146,171,001) 1608,955,001) '1769, 170, 001) 
F.b.O ................................. 542,416,001) 46,387,000 569,803,001) 788, 121, 001) 
Feb. 13 ................................ 555,117,001) 47,851,000 602,968, 000 809, 254, 000 
F.b.20 ................................ 526, 782, 000 48,620,000 575,402, 000 817,411,000 
Feb. 27 ................................ 516,621,001) 99,718,000 616, 339, 001) 826,267,000 
Mar.S ................................. 500, fi33, 000 100, 230, 001)' 600,863,000· 831, 694, 000 
Mar. 12 .............................................. 508,386,000 101,746,000 610, 132, 001) 

:~rJ:~ ~:~:~: :::: :::::::::::::::::::: ::::::. 477,379,000 107,023,000 584,40'1,000 
504,689, 000 106, 773, 000 611,462,000 ~g~~ Apr.2 .................................. 559, 299, 000 105,630,000 664, 929, 000 

Apr. 9 ................................. 536, 915, 000 104,905,000 641,820,000 835,554,000 
Apt. 16 ................................ 549, 353, 000 105, 541, 001) 654, 894, 000 835,738,000 
Apr.23 ................................ 581,633,000 106,152,000 687,785,000 832,704,000 
Apr. 30 ................................ 532,670,000 106, 326, 000 638,998,000 838,600,000 

~:~k::::::::::::::::::::::::::::::: 548, 937, 000 106,812,000 655, 749, 000 845,006, 000 
542,278,000 106,889, 000 649,167,000 843, 927, 000 

May21 ................................. 562, 266, 000 106,447,001) 668,733, 000 849, 246, 000 

r~~·:::::::::::::::::::::::::::::::: 568,261,000 105,877,000 674, 138, 000 854,827,000 
542,622, 000 105, 366, 000 647,988,000 861,807,000 

Jun. 11 ................................ 548,406, 000 105, 195,000 653,601,000 851, 002, 000 
Jun. 18 ......................... _· ..... 547,047,000 105,794,000 652,841,000 &<;4,828,000 
JuD.25 ................................. 513,612,000 106,491,000 620, 103, 000 859, 232, 000 

~~~~:::::::::::::::::::::::::::::::::: ~:~~ 107, 200, 000 651, 002, 000 ~~~~ t\':::='~ 631, 781, 000 

i~l~ ~::: ::::::::::::::::::::::: :::: ::: 522, 977, 000 639,365,000 850, 323, 000 
496,619, 001) 119,015: 000 615,634,000 846, 836, 000 
501,568,000 119,521,000 621,089,000 849, 589, 000 

~~~:k::::::::::::::::::::::::::::::: 495, 763, 000 119, 526, 000 615,291, 000 852, 369, 000 
475,210,000 123,996,000 599,206,000 852,695, 000 

~~=:~:::::::::::::::::::::::::::::::: 486,003,000 124, 112, 000 610, 115, 000 654, 295, 000 
473,914,000 124,810, 000 598,724, 000 854,925, 000 

s.pt.a ................................. 478, 902, 000, 124,1141,.000 603,743,000. 865, 548, 000 
Sept. 10 ................................. 485,163,000 125, 126, 000 610,289,000 864,439, 000 
S.pt.17 ........... : .................... 452, 841, 000 128,978,000 581, 819, 000 861,597,000 

i~::! .. ·:·!::;!;!:!!E~!!!!j!!: 
543, 820, 000 1~314,000 672, 134,000 855,701,000 
497, 032, 000 12 ,993,000 625,025,000 866,091, 000 
477,632, 000 lZ7, 834, 000 605,466,000 864, 895, 000 
478, 179,000 129, 261, 000 607,460,000 875,737,000 
456, 389, 000 128, 429, 000 564,818,000 875, 027, 000 
476,694,000 129,916,000 606,610,000 876, 706, 000 
467,753,000 131, 070, 000 598, 823,000 880,709, 000 

~ ~::m:~~:m:~m:~~::::::\~:\: 
464,821, 000 132, 3SO, 000 597,201,000 872, 609, 000 
478,277,000 132, 5SO, 000 610,857,000 869,621,000 
486,288, 000 133, 297, 000 619, 585, 000 876, 321, 000 
450, 597, 000 135, 291, 000 585, 888, 000 873,360, 000 
461, 273, 000 136,763, 000 598, 036, 000 863, 560, 000 
444,262,000 138,261,000 562, 523, 000 871, 522, 000 

B::~::::::::::::::::::::,::::::::::::: 473, 618, 000 139,322, 000 612, 940, 000 880, 870, 000 
466, 267, 000 143,975,000 610,242,000 864, 516, 000 

1921. 
lan.7 .................................. 440,495, 000 147,164,000 587,659,000 839,625, 000 
JaD.14 ................................. 431, 971, 000 150, 128,000 582, 099, 000 800, 121, 000 

tlllllllll~:1111!il:I:IIIII:1111 
;:;:~?':l 151,623,000 546, 098, 000 793, 026, 000 

153,304,000 544,939,000 787,746,000 
395,854,000 154, 498, 000 550, 352, 000 796, 492, 000 
406, 182, 000 159,337,000 565, 519, 000 787,938,000 
431,681,000 159, 465, 000 gi?,~~:ggg 791,991,000 
U9,169,000 158, 104, 000 796, 383,000 
444, 162,000 156,321, 000 600,483,000 SOl, 916, 000 
456,024, 000 154,097,000 610, 121, 000 791,404,000 
509, 811, 000 152,087,000 661,898,000 789, 920, 000 
588, 293, 000 151, 624, 000 739, 917, 000 7SO, 740, 000 
682, 234, 000 151,207,009 833,441,000 783, 461, 000 
618, 979, 000 151, 272, 000 770, 251, 000 776, 7Ul, 000 
637,046,000 130,426,000 767,474,009 762,173,000 

Apr.22 ................................. 645,768,000 122, 972, 000 768, 740, 000 756,071,000 

Iri!i!IIIIII!~!il!I!!II!I!lillil 
667,602,000 117,433,000 ~~~~:ggg 

741,460,000 
678,479,000 106,974,000 739,004,000 
656,830, 000 102, 282, 000 759, 112,000 725, 430, 000 
683,444,000 96,806,000 7SO, 250, 000 718,909,000 
709, 621, 000 90,923,000 BOO, 544, 000 707,350, 000 
758, 330, 000 85,957,000 844, 267, 000 715, 951, 000 
810,085,000 86,006,000 896,091,000 696, 926, 000 
823, 495, 000 86,826,000 910, 321, 000 688,966, 000 
848,601,000 85,081,000 933, 682, 000 675,424, 000 
871,941,000 81,611,000 953, 552, 000 671,523, 000 
832, 056, 000 72,921,000 904, 977, 000 684, 615, 000 
830,498,000 74,102,000 904,600,000 654, 260. 000 
843,557,000 71,667,000 915,2241, 000 645,313,000 



746 AGRICULTURAL INQUIRY. 

To~al deposits, Federal reserve bank of New York, 1919-1921. 

Date. 

1919. 
Jan.3., ••••••••••.•••••.••••••••••••••• 

~:~:iL:::::::::::::::::::::::::::::: 
Jan.31 •••.•.•..••...••.•.•.•••••.•••.•. 
Feh.7 ••••.•.•......•••..••.•••••••••••• 
Feb.14 ••............•.••.•..... : .•••... 
Feb.20 .........................•.•••... 
Feb.23 .••.•...•...•.•• : .••..•..•••.•.•• 
Mar. 7 ••••.•• ~ •.•••..••.••••.••.•••••.•• 
Mar,14 ..•.......... , ..........•....•... 
M .. r.2!. ••.••..••...•••••••..•••• : .•••.. 
Mar.2B •••.•••.•••••...•..••..•••.•.•.•. 

i~i:·:.· ••• )·.· ••••••••••• : ••••• ••• 
¥.,~~::::::::::::::::::::::::::::::::: 
June 13 ......................... : ••••••. 
June 2J ....•..........••...•..•.•....•.. 
June27 ................................ . 
July3 .•.•••.... ' .........•.....••....... 

~~~~::::::::::::::::::::::::::::::::: 
1~~ ti~·~~~~ ~~ ~~ ~ ~~ ~ ~~~ ~ ~~~ ~~ ~ ~ j~ ~ ~~~ ~ ~ 
Au~.29 •••••...•.••.••••..•.••.••.••.•. 

I~ii~ Ir~~ ~~ ~ ~~~ ~~ ~~ ~~ ~~ ~~~ ~ ~~ ~ ~ ~~ ~~ ~~ 
Oct.3 .•••••.•••••••..•••••••.•••••••••• 
Oct.IO ...••.••••••••••••••••••••••.•••• 
Oct.17 •••••.•••••.••••••••••••••••••••• 
Oct.24 .•••••.•••••••••••••••••••••••••• 
Oct.31 ••••••••••••••••••••••••••••••••• 
Nov.7 ................................ . 
Nov.14 •.•..••.. : ••..••••.•....•..... ~. 
NOV.21································1 Nov.23 .•.......•••..•.•...•.•.•....... 
-Dec.5 ................................. . 
Dec.12 .•.••.••••••••••••••••••••••••••• 
Dec.19 ••.••.•.••••••••••••••••••••••••• 
Dec.26 •••••.•••••.••••••••••••••••••••. 

;1920. 
Jan.2 ...•.•...•......•............••... 
Jan.9 .••••.•.•••••.•••••••••••••••••••. 
J .. n.16 •••••.••.••••.•••••••••••• : •••••• 
Jan.2:l ••.•.......•...•.•....••.•.••.••. 
Jan. 30 ..•••••••••••••••••••.••••••••.•. 
Feb.6 .....•....••..••••••••••••...• , .. 
Feb.13 .......•...............•••...... 
Feb. 20 .••••••••••••.•••••••••••••••.•. 
Feb.27 •.•...••.•.••..•.•..•...••....•. 
Mar.5 .••.••••••.••••.••••••••••••••••• 
Mar.12 •••••••••••.•.•••••••.•••••••••• 
M .. r.19 ..•••••••.••.••••••••••••••••••. 
Mar. 26 •••••••••••••••••••••••••••••••. 

I ~\;\\::·:.::::;·f::jj·.j.·:·:·j.j 
June 11 •••••••••••••••••••••••••••••••• 

Government 
deposits. 

135,640,000 
5,871,000 
7,009,000 

2,;,134,000 
3,482,000 

20,070,000 
43,132,000 
44,352,000 
33,543,000 
32,054,000 
15,063,000 
43, t66,ooo 
51,959,000 
2-5,079,000 
2-3,77d,ooo 
17,169,000 
2-3,1!'9,000 
27.912,(\()0 
19,753,000 
21,581,000 

7,215,000 
18,094,000 

8,795,000 
22,642,000 
15,948,000 
15,363,000 
32,502,000 
39,387,000 
7,204,000 

28,872,000 
10,ii41,ooo 
54,660,000 
4,845,000 

28,812,000 
7,12-4,000 

15,890,000 
163,000 
169,000 

14,844,0(1() 
13,573,000 

8,276,000 
45,907,000 
40, l¥l6, 000 
22,341,000 
21,359,000 
30,609,000 
50,747,000 
37,272,000 
11,455,000 
30,467,000 

630,000 
12,641,000 

194,000 
6,2>'2,000 

309,000 
47,571,000 
31,510,000 
4,602,000 
7,942,000 
~~,o.~5,000 
91,635,000 
45,296,000 
5,979,000 

846,000 
644,000 
602,000 
444,000 
179,000 

18,835,000 
14,571,000 
4,587,000 

10,634,000 
5,396,000 

.19,359,000 
9,322,000 

980,000 

Duetomem· 
bers' reserve 

account. 

1708,371,000 
694,632,000 
701),918,000 
685,483,000 
708,910,000 
659,132,000 
673,336,000 
e35, 846, 000 
671,818,000 
678,210,000 
715,361,000 
687, 643, 000 
665,138,000 
698,383,000 
685,637,000 
707,853,000 
702,830,000 
691,492,000 
706,952,000 
731,494, (00 
733,225 000 
fN2, 133: 000 
710,129,000 
676,417,000 
691,557,000 
730,278,000 
678,669,000 
707,647,000 
708,863000 
694,244: 0(0 
741,754,000 
732,343 000 
734, f 66; roo 
666, 383, 000 
709,654,000 
714, 736, 000 
751,883,0(1() 
64'l, 592, 000 
698.699,01'0 
740,091,000 
738,429,000 
7:;2,519,000 
737,-134,000 
756,3-13,000 
806,972,000 
751,66",000 
733,912,000 
787,739,000 
746,535,000 
735,659,000 
6RI,610,ooo 
706,254,000 

785,043,000 
702,354,000 
767,364,000 
718,116,000 
729,545,000 
734,709,000 
730,617,000 
707,1I~,000 
735,151,000 
701,471,000 
729,681,000 
698,626,000 
735,2-39,000 
745,746,000 
720,474,000 
752,072,000 
749,020,000 
748,555,000 
717 , 737 ,000 
754,428,000 
725,214,000 
760,577,00.10 
753,272,000 
763,525,000 I 

~th.!d... I 
P~i'lo':'.:t Tot .. l deposits. 
Governments. 

1106,866,000 
101,282,000 
102,947, oeo 
102,276,000 
101,5-50,000 
99,481,000 

101,583,000 
104,470,000 
113,744,000 
112, 562, 000 
105, 704, 000 
107,714,000 

~~;~~;go08 
llR,1l9,000 
118,400,000 
122,422,000 
llS,33S,000 
113,039,000 
113, 62" 000 
114, 52-4, 000 
13~,5-"I,(I()O 
liB, 557,000 
114,188,000 
111,8-11,000 
103, BIl9,O(\() 
108,639,000 
105,647,000 
50,850,000 
5",412,0(1() 
49,534,000 
48,694,000 
48,271,000 
43,484,COO 
42,74O,OCO 
44,742,000 
71),891,000 
49,203,000 
41,309,000 
43,819,000 
43,178,000 
43,878,000 
,",US,OOO 
41,937.000 
44,922,000 
43,796,000 
42,506,000 
44,065,000 
43,117,000 
43,263,000 
43,935,000 
42,685,000 

56,232,000 
43,336,000 
50,112,000 
42,844,000 
42,394,000 
40,045,000 
42,713,000 
42,165,000 
41,915,000 
39,314,000 
43,048,000 
41,876,000 
45,334,000 
57,452,000 
44,485,000 
46,585,000 
4.~ 625 000 
47: 139;000 
41,924,000 
40,072,000 
42,958,000 
42.129,000 
43,503,000 
37,287 ... 000 

f85O,877,ooo 
801,785,0(1() 
816,874,(I()O 
812,893,C{O 
813,942,000 
778,683,000 
818,051,000 
784,668,000 
819,105,000 
822, 826,000 
8311,128,000 

-83~,I23, 000 
822,490,000 
833, 44(1 J 000 
825,532,000 
843,422,000 
848,441,000 
834,739,000 
839,744,000 
~R6, 701, 000 
854, 964, 000 
845,778,0(1() 
837,481,0(1() 
813,247,000 
819 3r,(l 000 
84Q:Sl(l;000 
819,810,000 
8-52,681,000 
7150,917,000 
773,528, roo 
8'11,829,000 
8fiS,6~11,OOO 
787,782, or·O 
738,679.000 
759,518,000 

~~:~~;m 
69';,964, CCO 
7M, 8-'i2. nro 
797,483,000 
789,883,000 
842,304,000 
821,786,000 
820,621,000 
873,253,000 
826,070,000 
827,165,000 
869,076,000 
801,107,000 
809,389,000 
726,175,000 
761,580,000 

841,469,000 
751,972,000 
817,785,000 
808,531,000 
803,449,000 
779,356,000 
781,272,000 
787 ,313,000 
868,701,000 
786,081,000 
778,708,000 
741,348,000 
781,217,000 
803, SOO, 000 
765,403,000 
798,836,000 
811,41'0,000 
810,265,000 
764,2-48,000 
805, 134,000 
773,568,000 
822, Of\5, 000 
806,097,000 
801,792,000 
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Total depoBiU, Fukral mtnl' banl of New York, 1919-19!l-Continued. 

Duatomem- Otherd ... 

Date. 
Government bets' reserve posits, includ ... Total deposits. deposits. aooount. ing foreign 

Goyernments. 

1920. 
Jftne 18 .•••••••••••••••••••••••••••• ·•• S602,OOO S7lS,451,000 S32,985,OOO S749,038,OOO 
June 25 ••• __ ................ __ ... ____ ••••• 244,000 745,307,000 31,332,000 776,883,000 

1~1~~:::::::::::::::::::::::::::::::::: 
242,000 779,520,000 Zl, 726, 000 f!I.f7,488, 000 
612,000 738,232, 000 23,974,000 762,818,000 

1~l~~: ::::::::::~::::::::::::::::::::: 
777,000 757,420,000 23,444,000 781,641,000 
665,000 713,737,000 21,316,000 .735,718, 000 
410,000 710, 488, 000 -26,.()24.,000 736,922, 000 

August 6 .••••••• _ •••••••••••••.•••••••• 10,014,000 722, 701, 000 21,340, .000 .754,.055, 000 
August 13 .............................. 3,127,000 727, 642, 000 21,895,000 .752,664,000 
August 20 ........................... ' ••• 19,089,000 706,633,000 21,409,000 · .747,.131,000· 

f:SE !~~~~~~~~~~~~ ~~~~~~~~ ~~~~ ~~ ~ 
20, 139,000 717,885,000 20,692,000 .. 758, 716, 000 
27,006,000 719,621,000 19,.J71,000 765, 798, 000 
9,494,000 719,672,000 19,312,000 748, 478, 000 

94,000 732, 127,000 19,502,000 751,-723,000 
September 24 ........................... 10, 795,000 712,049,000 17,216,000 ·740, 240, 000 
October I .............................. 16, 082, 000 685, 654, 000 16,745,000 .718, 481, 000 
Octob.r8 .............................. 16, 979, 000 726,592,000 15,533,000 759,104,000 
October 15 ............................. 257,000 744, 132, 000 20,077,000 764, 466, 000 
October22 ............................. 453,000 675, Iso, 000 12,252,000 . 687, 885, 000 
October 29 ............................. 4,556,000 703,701,000 12, 572,000 720, 829, 000 
Novemb.rS ............................ 14, 730, 000 m:m::: IS, 154, 000 · ·716,227,000 

~f[!!i,i!i:::i!i!i::::::!!:: 
3,834,000 16, 869,000 733, 447, 000 

255,000 688, 639, 000 16,352,000 70&,246,000 
913,000 . 660,024,000 13,140,000 674, 077, 000 

22, 143, 000 .696,393,000 13-, 036, ()()() 731, 572, 000 
8, 981,000 683,805,000 15,001.,000 ·707,787,000 

723,000 683, 886, 000 13,068,000 · 697,657,000 

2,~::: 696, 124, 000 12,256,000 709,321,000 
693,474,000 1-1, 284, 000 . ·707, 018, 000 

1~~IIII!~flllllllilllllv!;1 
10,217,000 695, 942, 000 11,763,000 717,922,000 

417,000 6n, 402, 000 12, 803,000 690,622, 000 
12,343,000 681, 542, 000 12,160,000 706, 045, 000 
19,932,000 662,083,000 12,029,000 694, 044, 000 
22,520,000 670,9M,OOO 14,040,000 707,514,000 
22,007,000 655, 629, 000 13,496;000 ·691; 132, 000 
16,069,000 656, 664, 000 11,790,000 -684, 523, 000 
23,390,000 655, 730,000 11,506,000 690,626, 000 

7,233,000 650,418,000 12, 481, 000 670, 132, 000 
23,341,000 672, 966,000 14, 023,000 710,330,000 

410,000 639,356, 000 14,610,000 654, 376, 000 
25,245,000 639, 486, 000 24, 122, 000 688, 853, 000 
10,096,000 659,620, 000 15,776,000 685, 492, 000 

!~m !C:::::::::::::::: :::: ::::::::: 5,921,000 631,535,000 17,432,000 6M,888,OOO 
633,000 661, 18i, 000 18,466,000 680, 283, 000 

18,073,000 638, 864, 000 13,695,000 670,652, 000 

111!!ll!I;! ilill ::l!: lj::!lli::!u 

10,798,000 647, 896,000 15, 533, 000 674,227,000 
6,811,000 651, 039, 000 17,593,000 675, 443, 000 
2, 701,000 666, 330, 000 15,598,000 684, 629, 000 

471,000 633, 657, 000 15,804,000 649,932,000 
471,000 653,641,000 16, 303, 000 670,415,000 

4, 635, 000 664,213,000 14, 332, 900' 683,180,000. 

1,552,000 682,686,000 13, 199, 000' 698, 037,000' 
209,000 789,073,000 23,728,000 813,010,000 
950,000 665, 765, 000 13,616,000 680, 331, 000 

1,602,000 654, 103, 000 12, 149,000 677, 854, 000 
7,409,000 651,727,000 11,907,000 671,043,000 

276,000 650, 310, 000 11,515,000 662,101,000 
12, 970, oao 637, 422, 000 11,893,000 662, 285, 000 

Gov. STRONG. I also wish to submit for the record, or for the infor
mation of the commission, if it does not appear of sufficient value to 
print, a table of official discount rates of central banks for the years 
1919 to 1921, inclusive, for Italy, Japan, Norway} Portugal, 
RU!llania for a portion of the period down to 1921; Spam, Sweden, 
SWitzerland, and the Federal reserve bank of New York. 

The CH.Arn.MAN. I think it had better go into the record. 
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(The table of official discount rates of central banks is here printed 
in full, as follows:) . 

Official discount rate8 of central bankB, in percentage8, 1919 to 1921. 

End ofmontb- Nor- Portu· Rums- sw<>- Swit- New Italy. Japan. way. gal. nia. Spain. den. Ter-
York~ land. 

---- -_. ----------
1919. 

January •••••••.••..••••.•••. 5 6.5 6 5~ ~ ~ ............ 41 6l 5i 41 

r!~~~~~~:::::::::::::::::::: 6 6.5 II 5t ........... 4i 6! 5i ~ 5 6.5 6 5i ._----_ . 4i 6t 5i ... pril ••••••••.••.••..•••. _ •.. 5 6.5 6 5i ._ .. _---- u 6t 5i 4! 
May ••••••••••••••••••••••••• 5 6.5 5i 5i --" .. ""- 4t ~ 5i 4! Juno.. •••••••••••••••.••••.•• 5 6.5 5i 5i --_ ... _.- 4i 5i 41 
Jniy •••••••••••••••.•.••••... 5 6.5. 5i 5t -----_.- 41 6 5i a August ••••••••.••••••••••••• 5 6.5 ~ 5i ._ ... _--- 41 6 5 
September •...•.••••••••••••• 5 6.5 5i ............ 41 5 5 a October ..••••••••••••••••••• 5 7.3 5i 5t ............ ~ 6 5 
November ••••••••••••••••.•• 5 8.03 ~ 5i _ ............ 6 a 41 
December •..•••••••••••••••. 5 8.03 5i ._ .. _-- ... 5 6 5 4i 

1920. 

~~~~~:::::::::::::::::::: 
5 8.03 6 5i ........... 5 6 5 6 
5 11.03 6 5i ........... - 5 6 5 6 
5 8.03 6 ~ .......... - 5 7 5 6 

April .••••••••••••••••••••••• ~ 8.03 6 ...... __ .. 5 7 5 6 

r~:·:·::::::::::::::::::::::: 
8.03 6 5i - .... --- .. - 5 7 5 6 

6 8.03 7 5i - .......... - 5 7 5 7 
6 8.03 7 5l ....... __ . 5 7 5 7 

AUllUst .•••••.••••••••••••.•. 6 8.03 7 5l ·····6·· 5 7 5 7 

~~~'l,'!'r~~::::::::::::::::::: 6 8.03 7 7 5 7t 5 7 
6 8.03 7 7 6 5 7t 5 7 

~~=~:::::::::::::::::: 6 8.03 7 7 6 6 7i 5 7 
6 8.03 7 7 6 6 7l 5 7 

1921. 
January ••••••••••••••••••••• 6 8.03 7 7 6 6 7t 5 7 

~~t;.,~~~::::::::::::::::::::: 6 8.03 7 7 6 6 7t 5 7 
6 8.03 7 7 6 6 7! 5 7 

April ••.•••••.••••• · •••••••••• 6 8.03 7 7 6 6 7 4~ 7 
)lay ••••••••••••••••••••••••. 6 8.03 7 7 6 6 6t 4t 6t 
Jtme ........ _ .................... '- ____ 6 8.03 7 7 6 6 6~ 4~ 6 

1 Federall'63erve bank of New York changed to 5A per cent on July 21,19"21. 

Gov. STRONG. I would also like to submit a memorandum which 
has been compiled from sources which we believe to be reliable, and 
in certain cases as the result of direct cable inquiry, which gives a 
little statement of rates for commercial accommodation recently pre
vailing in England, France, Germany, and Japan. That has a bear
ing in that it brings out the relation between market rates and the 
rates established by the banks of issue. 

The CnAmMAN. That may go into the record. 
(The memorandum presented by Gov. Strong IS here printed m 

full, as follows:) . 

RATES CHARGED BY COMMERCIAL BANKS FOR ADVANCES TO COMMERCIAL CLIENTS FROM 
JANUARY 1,1920, TO JULY 25,1921, IN ENGLAND, FRANCE, GERM.\NY, AND JAPAN. 

Advances to commercial clients in these countries and elsewhere on the continent 
of Europe ordinarily are in open account, 1. e., overdraft of the customer on the book! 
of the bank. No negotiable evidence of debt is given, and therefore these advances 
are not discountable at the central bank. 

In this regard they differ from advances made by commercial banks in the United 
States to their borrowing commercial clients upon promissory note of the client, 
which is discountable

l 
but the character of the accommodation, although in different 

form, is the same 8B tnat which is taken by our commercial borrowers upon a single
name note discounted by their banks or sold in the open market. 
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Especial inquiries as to the cost of this accommodation have brought information 
from auth'lntic sources as to the respective countries as follows: 

England: In general, it is related to the Bank of England rate and has ranged from 
one-half to 1 per cent over the Bank of England. rate duri.ng th!l period. This applies 
both to secured and unsecured advances except m exceptional Instances where special 
rates have been arranged. Such special circumstances would be that the bank rate 
might be charged only to undoubted customers of long standinoo and on first-claSs, 
collateral, and in cases of extra borrowing outside of long-stan~ngarrangements'; 
generally 1 per cent altove the bank rate was charged. When the bank rate was 7 
per cent, however, the banks frequently charged at the bank rate to one-half per 
cent above instead of one-half to 1 per cent above, thinking 8 per cent excessive for 
loans to good clients. 

France: Minimum charge has been 7 per cent, and usually a commission in addition 
of one-fourth per cent quarterly on maximum amount utilized. Depending upon the 
relations between bank and borrower, even higher charges have obtained. 

Germany: Recognized rate is 1 per cent over bank rate, but is not adhered to. 
Quite larger rates have often been charged. Consensus of opinion seems to indicate 
6 to 6l per cent, although in actual transactions durin~ last half of year 1920 overdraft 
from two German baw cost an American internatIonal banking firm 6 per cent 
at one bank and 7 per cent at the other. They believe commercial rate would un~ 
doubtedly be 1 per cent higher. Special recent transactions have taken rates up 
to 10, 12, and 16 per cent. Cable adVICe of more definite information not yet received. 

Japan: Rate vanes according to the'nature of the business occasioning the accom:
modation. Foreign baw in Japan charged 6 to 7 per cent on export overdraft and 
7 to 8 per cent on im'port overdraft, and native banks in domestic business charged 
8 to 10 per cent. This latter charge conforms with the discount rates for commercial 
paper in Tokyo, which, on January 25, 1920, were 9.49 per cent and on July 25, 1921. 
were 8.03 per cent. These broken rates per annum result from the Japanese method 
of computmg inwrest charges on bank accommodation at so many yen per day for 
each 100 yen of accommodation. They have fluctuated between the extremes 
indicated with gradually decreasing tendenc} up to the preAent time. 

Gov., STRONG. There is also a supplemental memorandum dated 
July 28, 1921, revising the information in regard to the market rattlR 
in Germany, as we were not certain whether the information was 
down to date. Their cable was sent a few days ago, and this is the 
memorandum containing the substance of the cable. 

(The addtlnda as to Germany are here printed in full, as follows:) 

ADDENDA AS TO GERMANY. 

Cable received to-day states that average rate during the past 18 months has been 
l! per cent above Reichbank rate of 5 per cent, or 7 per cent, plus commission of one
fourth per cent per month on highest monthly debit balances. The above charge 
refers to blank or unsecured credits. On cover credits the commission, in addition 
to the 7 per cent rate, varies trom one-eighth to three-sixteenths per cent per month. 

G?v. ~TRONG., And I also ~sh to place i?- the record ata~le_ of the 
OffiCIal discount rates of certam other foreIgn State banks which are 
probably of more value for comparison than those which I first read, 
Austria, Belgium, Denmark, England, France, Gtlrmany, Greece, 
and Holland, through the period 1919, 1920, and 1921 to date. 
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(T1;le table of official discount rates of foreign State banks is here 
printed in full, as follows:) .' " , . 

Official discount rata oj fureign State banks, in percentages, 1919 to 1921.1 

End 
A_ Bel- Den- ~t 

I G .... HoI-ofmonth- tria. gium. mark. France. many. Grj!eOO. land. 

---------'-------
1919. 

t~1~~~:::::::::::::::::::::::::::: 
5 5 51 5 5 5 ............ ~ 
5 6 51 5 5 5 .......... ~ 
6 6 51 6 6 5 ............. ~ 

~.:.:::::::::::::::::::~::::::::::: 
5 5 ~ 5 5 5 ............ :t 6 6 5 5 5 ........ 
6 4 51 6 5 5 ......... ~ 

f~~~~~~ ~ ~ ~ ~ ~ ~ ~ ~~ ~ ~ ~~ ~ ~ ~ ~ ~ ~ ~~ ~~ ~ ~ ~ 
6 4 51 6 5 5 .......... ~ 
5 4 5t 5 5 5 ~ 
5 ~ .. ~. 5 5 6 ........... ~ 
5 4 6 6 5 .......... ~ 

Novemb.r .••.•.••••••••• · ••••.••••••. 5 4 6 6 5 6 .............. 4t 
December ..•.•....••••••••••••••.••• 5 4 6 6 5 5 ........... ~ 

1920. 

~\:\::\::::\~:::\\mm\\:: 
6 4 6 6 6 5 ......... :t 5 4 6 6 5 5 ........ 
6 '4t 6 6 6 6 - ........ :t 6 5t 7 7 6 6 ·····6i· 5 51 7 7 6 6 ~ 
5 51 7 7 6 5 6t ~ 

i~~~~ ~ ~ ~ ~~ ~ ~~ ~~ ~ ~ ~~ ~ ~ ~ ~ ~~~ ~ ~ ~ ~~ ~ 
5 51 7 7 6 5 

* 
~ 

5 5t 7 7 6 5 ~ 
5 51 7 7 6 5 ~ 
5 51 7 7 6 5 tit ~ 

November ..••••••.•••••••.••••••••.• 5 51 7 7 6 5 ~ ~ 
December ............................ 5 51 7 7 6 5 ~ 

1921. 

~~~:::::::::::::::::::::::::::: 
5 51 7 7 6 5 

* 
~ 

5 5t 7 7 6 6 ~ 
5 5t . 7 7 6 5 ~ 

~.:.:::::::::::::::::::::::::;::::: 
6 ~ 7 6t 6 5 6t ~ 
6 :t '~I 

6 5 6t :t ,6 5 6 5 tit 

I Th. standard commercial discount rate in Canada has been 6 per cent since before lanuacy. 1919. 
, Apr.l . 
• Changed to 51 percent on July 22. 1921. 

Gov. STRONG. I also wish to present a table giving the effective 
discount rates of the Federal reserve bank of New York for the years 
1919, 1920, and 1921 to date. This is submitted for the record if 
the commission thinks it is of value. 

The CHAIRMAN. It may go into the record. 
(The table of rates of discount effective at the Federal reserve bank 

of New York in 1919,1920, and 1921, is here printed in full, as follows:) 
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Ra/U o/dWwunt effect"" at. the. FederaZ r~Q:1Ie pam: of Neu}. Yor!: i!, 1919, ~920; .and 
1921. 

Rediseount of bankers' 
Open market 

purchases: 
15 Agrt- acceptances. bankers' 

deys cUI· Trade BCCeptances •. 
at I_ IIHlO turBl ~ (In· 

=~ pBsK"r, 
accept-

clud· llHio MOOS, 
Au· 16-90 Ingcol· slve. deys days. deys. thor· 

latBral to6 15 IfH10 61-90 !zed ActuaJ 
IOBDS). months. deys. deys. deys. rates, rates. 

mini-
mum. 

-- ------- --------- --
1919. 

.JBDWlry .•••••••••••• , 
.~ 

5 n a , 4i 4l 4 4 -4i 
February ••••••••••• 4 Ii 4 !t 4l 4 4:-4i 
March ••••••••••••••• 4 5 4l 4 4l 4 :jf April ••••••••••••••• , Ii 4i 4l , 4i 4l 4 
May •.••••••••••••••• , Ii !t 41 4 4i 4l 4 
June •••••••••••••••• 4 

i 
6 4l 4 4i 41 4 ·4 -41 

~'!!:ust::::: ::::::::: 4 5 4t 4l 4 !t 4l 4 4-41 
4 Ii !t 4l 4 4l 4 4 -41 

September •••••••••• , 6 41 4 4i 41 4 4 -4t 
October .••••• : •••••• , 6 4i 4l 4 !t 4l 4 :=:t Nov.HI. ••••••••••. 4 6 4t 41 4 4l 4 
Nov.6-30 ••••••••••• 14fJ4f a 5 4i 4l 4l 4l 4l 4 4 -41 
Dec. I-I!.. •••••••••• I4fJU Ii 

U 
4l 4l 4l 4l 4 4i-5i 

Dec. 12-aO •••••••.••• 4t- 4f 5 :t 41 :t 4l 4 4i-5i 
Dec.al •••••••••••••• 4f Ii 4f 4f 4 4i-51 

I Secured b)' Liberty bonds or United States certificata of Indebtedness. 
I Only certificates of Indebtedness bearing 4i per cent Interest; rata was 4A for other certi1lcates ollndebt-

edness and Liberty bonds. . 

:~.g~~":3'~'.i:!~:.o~Jy.. 

~'. OpPD market 
Rediscount. COllater&lloaos secured by- .purchasQs, 

" bankerst 

acceptances. 

Com· Secured Recured Al(I"i· Bank· Author· 
mrrcial by ~n'::-s cwtural eN' . Certi1l· ('am· ~ank· ized 
paper, Liberty 1.8S:;; accept. calesol Liberty mercia) erg' rates, Actuljl 

1-90 bonds, 01 in- anees, indebt • bonds. paper. BCCept· mini~ ra.trs. 
days. 1-90 debted· to 6 1-00 edness. ances. mum. days. ness. months. days. 

--- ------ --- ---- --
192'1. 

Jon. 1-22 .•• 41 41 4f 6 4f 
Jan.2:;'·l-eb 

4f 4f 4f 4t 4 41-5 

5 ......... 6 n 4, 8 5 
U ~ 8 5 5l ~5} 

Feb. 6-25 ... 8 41 6 Ii 6 5 5 5i 
Feb. 26·29 .. 6 5 6 ,; 5 5l 6 5 5 5!-5f 
Mereb ...... 6 a Ii 6 Ii Ii it 6 5 5 5t-5t 
April. •••••. 6 Ii 6 5 5 ~ 6 5 5 5~51 

ru':r.:::::::: 6 5 6 5 5 6 5 5 ~ 7 6 5! 7 6 5~ 6 7 6 5 
July .. : ..... 7 6 5i 7 6 gi 6 7 6 5 5f-6 
Augu.f. ..... .7 6 5! 7 6 6 7 6 5 51-6 
8eJ>LArnber. ·7 6 ~ 7 6 ~ 

6 7 6 5 ~-6 
Orloh\>.r .... 7 6 7 6 6 7 .6 5 M~6 
No,ember .• 7 • 5t 7 6 5i 6 7 6 5 5i·6 
December •. 7 6 5. 7 6 5~ 6 7 G 5 51-6 

1921. 
lanl1sry .... 7 6 51 7 6 5l 6 7 6 5 51-6 
Feb. 1-4 .... 7 6 5~ 7 6 51 6 7 6 5 51-6 
F.b.4-Mar. 

31. ••••••. 7 6 6 7 6 6 6 7 6 5 ~-6 
April ....... 7 6 6 7 6' 6 6 7 6 5 bi-(\ 
May 1-4 .... 7 6 6 7 6 6 6 7 6 5 51-6 
May4-June 

6t 6 5 5i-6 15 ........ 61 8 8 6A 6 6 6 
lunel6-July 

6 6 6 5 5f-O 21. ••••••. 6 6 6 8 6 6 
July21 ••••. it 51 5i ~l it 51 51 I it it 5 5-5i 
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Representative SUMNERS. Governor, in normal times is there much 
of an international flow of capital influenced by interest and redis
count rates among the several more important nations of the world ~ 

Gov. STRONG. In normal times the discount rates are a great influ
ence upon the flow of credit. 

, Now, Congressman, there has been a good deal of discussion of the 
flow of capital. Capital can not be transported like a trunk full of 
clothes. When you speak of a transfer of capital from one country 
to another, the only capital that is capable of being transferred in a 
trunk or in your pocket is gold. You may ship goods that are pro
duced by one country to another for consumptIOn or employment in 
industry, but the transfer of capital from one country to another is 
really only effected in & basic sense by shipments of gold, and ,the 
great transfer of capital that has taken place in recent years has been 
from other countries to the United States through the great move
ment of gold to this country. I 

Now, speaking of normal times, that flow of gold is regulated to 
some extent by the changes'in the relative rates for money in the 
different markets of the wo~ld. It is regulated to some extent; bu t 
I do not think completely. Presenting the picture rather simply, we 
m~ say that if there is a tendency for gold to flow out of London, 
say, to N ew York, and it reaches a point where it is beginning to 
impair the reserves of the Bank of England to a point where they 
must take measures of protection, they advance their discount rate. 
The advance of the discount rate starts a flow of credit to London, 
and that flow of credit stops the outflow of gold. But I must depre
cate such transactions as representing an export of credit; they do 
not represent 'anything of the kind. 

Representative SUMNERS. You think, then, that the rate of inter
est which may be offered in other countries during normal times 
would not probably influence the rediscount situation in the Federal 
reserve ba:iik,: sufficiently to make it necessary for it to change its 
rediscount rate to meet that situation ~ 

Gov. STRONG. I think when normal times come, if they do-and I 
hope they do soon-that it will be necessa"y and desirable that 
arrangements be effected between the important banks of, issue 
throughout the world, so as to effect some regulation of those matters. 
T~e CHAIRM~N. If there is not~g further with Go~. Str~ng thiS 

evenmg, we will take a recess until to'-morrow mornmg, to go on 
to-morrow with other matters, and will resume with Gov. Strong on' 
Thursday morning at 10 o'clock. " ' . '. .' 

(Whereupon, at 5 o'clock :and 30 minutes p. m., the commISSIOn 
adiourned until to-morrow, Wednesday, August 10, 1921, at 10 , 
o'clock a. m.) , 
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THURSDAY, AUGUST 11, 1921. 

CONGRESS OF THE UNITED STATES, 
JOINT CoMMISSION ON AGRICULTURAL INQUIRY, 

Washington, D. a. 
The joint commission met, pursuant to adjournment taken on 

yesterday, at 10 o'clock a. m., III room 70, CapItol Building, Repre
sentative Sydney Anderson (chairman) presiding. 

The CHAIRMAN. The commission will come to order. 
Before we p~oceed thi~ morning I would like to read i?to the record 

a telegram whICh I receIved yesterday, as follows [readmg): 

SYDNEY ANDERSON, 
ST. MATTHEWS, S. C. 

Chairman Joint Commi8aion oj Agricultural Inquiry: 
Your telegram even date, complete stenographic report Washington conference, 

to which Gov. Harding refers, is proof positive that his statement: "In other words. 
they wanted us to sanction a loan ,of 30 ~nts a pound on cotton which was worth at 
that time normally on the market, I think, 28 cents a pound," is absolutely incor
rect. No such request has ever been made of Federal Reserve, nor could we be in
duced make such unreasonable request which lacks first element of sound banking 
and business. . 

Request at. September Federal Reserve conference was read to full board, with 
Gov. Harding presiding, explained by section, and then presented to Gov. Harding 
personally in writing, and most assuredly should be in his files. Stenographic report 
of conference proves conclusively no such request, as stated by Gov. Harding, was 
made. Only request made was that necessary renewals be granted on loans based 
upon agricultural paper, to enable gradual and orderly marketing of crops, and on 
which credits were based, either by renewal of agricultural paper or substitution 
therefor of commodity secured paper where expedient, or by rediscounting on cotton 
in warehouse with proper receipts, as provided in section 13, Federal reserve act. 
Had our request been granted it would haye brought benefits to agriculture and com
merce, Nahon wide, and distressing condition confronting us to-day would not be 
one-tenth fold as serious. 

Gov. Hardinl7's statement appearing in preBS, which statement is confirmed b~ y?ur 
telegram of to-'aay, has aroused indignation of officials and members our asSOCIation 
throughout cotton belt, who strenuously protest over incorrectness and injustice. of 
statement and insist it has done serious injury to aBBociation and officials, includlI?g 
myself, and I urge immediately request Gov. Harding to make correction of saId 
erroneous statement to commission and through preBS. I therefore telegraphed Gov. 
Harding urging that he refer to written request made at September conference, copy 
of which was filed with him at the conference, and immediately issue correction, both 
10 justice to himself, myself, and the association. 

Gov. Harding has just replied by tele!!1'am as follows: "My statement referred to 
resolutions passed at Montgomery conf~reiice September, 1920, with referel!ce to 
market value of cotton at time these resolutions were presented to board meetm(t on 
September 14. Think you will be Mtisfied when you see full report of proceedmgs 
that I did not misrepresent you. Am not responsible for newspaper accounts. ': 

I am now telegraphing him a second request for correction based upon wntten 
request of September conference, of which I hold stenographic report. and copy of 
which was filed with him and should certainly be in his records. If Gov. Hard
ing iBSues correction pleas~ telegraph me copy of same. If he declines to promptly 
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make correction fl,S requested, I then request that commission permit me to furnish 
statement for purpose of keeping records straight, supplying them with correct facts 
and undoing the injustice that has been done us. ' 

Plea.se re:1d this telegram to commission. I also request that you make this tele
gra~ and my telegram of 8th on same subject part of official proceedings of investi
gatIOn. 

J. S. WANNAMAKER, 
President American Cotton Association. 

I also desire to insert into the record at this place, as a part of 
yesterday's proceedings, a statement addressed to this commission 
on behalf of the wool-growing industry of the United States. 

(The statement referred 'to IS here printed in full, as follows) : 

A STATEMENT--THE PosrrION AND NEEDS OF THE SHEEP INDUSTRY IN THE 
UNITED STATES. 

The COMMISSION OF AGRICULTURAL INQUIRY, 
Washington, D. C. 

GENTLEMEN: It having been impossible for us to have a representative appear 
before your commission at the time mentioned in the chairman's telegram, we are 
submitting the following statement for your consideration. We shall be ready to 
make any further statements or to assist in presenting matters and devising the means 

) for giving needed stability to all branches of agriculture. 
The National Wool Growers' Association through its individual members and 

affiliated organizations represents a majority of the sheep owners of the country. A 
list of the affiliated o~nizations is attached to this statement. 

Our discussion of thIS question is arranged under the following principal topics: 
1. Position of sheep raISers and prospects for wool and mutton production. 
2. Measures for immediate improvement. 
3. How the needed stability and development of sheep raising can be secured. 

POSITION OF RANGE SHEEP RAISERS AND PROSPECTS FOR WOOL AND MUTTON PRODUC
TION. 

Speaking first for owners of over 20,0001000 sheep in the range States (considerably 
more than one-half of the total in the Uruted States with most of whom sheep raising 
is an exclusive business), we will state that more than a majority of them are to-day 
insolvent. . 

The following facts have served to depress the sheep business beyond what can be 
attributed to general deflation: 

1. A considerable part of the 1920 wool clip is still unsold. The part sold brought 
prices equal to 25 per cent of 1919 prices. This clip was grown altogether on a very 
high cost basis. 

2. The 1921 clip has a very low value. Expenses could not be reduced until 
November, 1921, at which time wage reductions were possible through lessened 
competition of railroads and mines. . 

3. The winter of 1919--20 was an unusually severe one and followed a dry summer 
and fall. Losses of stock were severe and expenses for feed purchllBed at high rates 
left most growers deeply indebted to their banks even before the collapse of the wool 
market on May 20, 1920. 

4. The 1918 wool clip WllB, in effect, commandeered by the Government at less 
than the 1917 price. This, together with taxes paid, prevented accumulation of 
reserves for difficult times. 

The future is entirely dependent upon the ability and willingness of the banks 
and loan companies to afford sufficient time to work out the loans. Howe>Ver, there is 
considerable doubt lIB to this being done. Within the IllBt few days the State bank 
commissioner of Utah has notified banks fegarding the need of liquidating outstanding 
loans, particularly mentioning overdue live-stock paper. If such action is started it 
will naturally become more general and a very great decrease in the numbers of 
breeding stock will be inevitable. (The cause of this credit condition and its pre
vention in the future are discussed in section 3.) 

At present flocks are very much below their usual numbers lIB a result of forced 
marketing of ewe lambs IllBt year, coincident with an unusually expensive winter' 
in 1919-20, an a very short lamb crop following. The 1922 production of wool and of 
lambs can not possibly amount to lIB much a,.~ 75 per c.ent of the average yield and the 
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further liquidation which seems likely will i,n all probability further reduce pro
duction. This condition is upon us in the face of the range feed supply, which is, 
with the exception of parts of two or three States, the best tht has been known for 
many years. It must be remembered that the grazing of live stock is the only possible 
method of utili7ing the principal part of the area of the 11 principal range States 
(including Texai). In Nevada, Idaho, and Utah, for example, seven-eighth3 of the 
acreage is not in cultivation. Thisfigure applies to the lands out.<ide national forests 
and other reservations. The cattle grazing businEobB is in no better condition than the 
sheep business and suffers from the same fundamental defects in our national land and 
financial policies. • 

The very drastic depletion of the· breeding flocks and herds which was started in 
1920 and which threatens to go further this year means (]) an acute shortage in wool, 
mutton, and beef, and (2) the paralysis of the principal rural industry of Western 
States. 

The crippling of range stockmen affect the farmers of the West and Central West no· 
less vitally. The principal products of the irrigated farms are feed crops. Their 
natural market is for winter feeding of range-breeding stock and the fattening of steers, 
wethers, or breeding stock that has passed the a~e of safety for running on the range. 
The western farm areas can not be prosperous it the range sheep and cattle business 
is cut down. Large quantities of 1920 hay are in the fields and the grow~rs are unable 
to meet any payments upon their loans. 

The movement of feeder stock to com-belt farms is the smallest known since this 
movement wa.s established, and com and rough feed are either piled up on the farm@ 
that grew them or forced in oversupply upon a market that can not possibly absorb 
for export or industrial purposes. . 

In the farming States the low price of wool has stopped a logical expansion of sheep 
rai"ing on high-priced land which had well started and was greatly needed in the 
truly economic use of the products and by"products of valuable land and also as a 
large contribution to the problem of maintaining farm in.comes with a scant supply. and 
high cost of farm labor. 

In this connection we hope your commission is fully appreciative of prospective 
wool-trade conditions. The meat problem is usually more fully considered. The 
farm production of lamb and mutton offers the, best prospect of increasin~ our meat 
supply without ~aking nec~ssary any reduction of cattle or swine populatlons; But 
mutton productIOn can not be separated from wool values. ' 

In 1914, prior to the war, the wool trade was rudely awakened to the fact that world 
production was falling short of consumption. The war increased consumption of 
wool in Bome countries but completely checked . civilian trade in wool fabrics. In 
Europe and in the rest of the world as well there is a vast accumulation of needs of 
woolen goods but financial conditions prevent resumption of trade. Recently Ger
many has resumed buying in British wool sales and the surplus that has piled up will 
BOon disappear and demand and supply will be as in the first half of 1914. The United 
States will then be, as it was in 1917, dependent upon Great Britain for military re
quirements of wool. In peace our mills will be increasingly dependent upon a di
minishing foreign supply. The distress of present conditions would seem really to be 

, secondary to the seriousness of our national safety in the future and our industrial 
future is endangered unless we clear the way for a larger wool production upon the 
farms and upon the ranges of our own country. , ' . . 

Measures for immediate improvement: The emergency tariff, the live-stock finance 
corporation, freight rates. . . 

THE EMERGENCY TARIFF. 

A drop in wool values, following the war, was anticipated by sheepmen. It was 
not anticipated that our markets would be left open as a dumping place for accumula
tions of other countries and our importers enabled to receive the bonus of 25 per cent 
which the exchan~e conditions afforded them. Nor was it anticpated that the Fed
eral Reserve B Jara 's suggestion for deflation would be made in the early part of the 
rell::llar marketing season of a wool clip produced at the highest cost ever known. 

The emergency tariff C'lme into effect on Mav 27. Its great value hltB bee~ .too 
lightly estimated by many, who do not consider that in the case of wool tb~ pohtical 
juggling between December 7, 1920, and April 9, 1921, caused an overloadmg of the 
American market with imported wools, that can not fail to keep the market at an 
abnormally low level for at least a year., 

THE LIVE-STOCK FINANCE CORPORATION. 

The delayed and drastic deflation of our national financial affairs revealed a dan!;er
OUB defect 'in our normal financing of agricultural pr<?ductio~. Loans o.n breedmg 
sheep and cattle had, and still have, no standing in the dlBcountmg market, if drawn lor 
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a period longer' than that provided for the service of speculative stock feeders. i. e., 
months. . . 

Our efforts to secure teJnporary relief from this inequitable plan, through Senator 
Stanfield's amendment to the War Finance Corporation act and the Sterling-Smith 
resolution, were set aside. The Treasury Department sought to evade the delay inci
dent to Congressional action by the organization of a special $50,000,000 corporation. 
Five serious weeks have passed and not one new loan has been made nor an old loan 
renewed. We still hope for a practical service from the corporation and adherence to 
the early anncmncement of intention to carry loans secured by breeding stock through 
a period of 30 months in order to allow time for a turnover of the investment. 

FREIGHT RATES. 

Prohibitive and unjustifiable rates of charge for transportation of live stock had a 
great deal to do with pulling down values of collateral and increa9ing expense to the 
point where it was, not a matter of reduced profits but rather one of increased losses. 

The reduced wage scale for railway employees has gone into effect, but the same 
hlgh freight rates apply and are bringing the live-stock business to a condition in 
which it will be unable to furnish any business to the carriers. 

We recommend and urge upon your commission that you insist upon immediate 
-readjustment of freight rates upon wool and live stock. -

How the needed stability and development of sheep rai~ingo can be Eeclired: Stabiliz
ing home markets; adequate financing of production and distribution; instituting a 
national policy pertaining to public lands, education, and research. 

STABILIZING HOME MARKETS. 

To prevent extreme fluctuations in prices and profits is the only certain means of 
stabilizing an industry to the point of insuring efficiency and safe and reasonable 
expansion. An importing country must have regard to the kind of competition that 
home producers must face in home market3. We believe that the Fordney regular 
tariff bill is well calculated to stabilize our various lines of busine~s and properly 
recognize the interests of employees and consumers generally. Unfortunately, sched
ule 11 contains some features which would operate to defeat what appears to be and 
what we believe should be the real objects of the bill. We refer to (1) the indefensible 
35 per cent limitation upon wool duties, (2) to inadequacy of 25 cents per pound, and 
(3) to a manufacturer's compensatory protection of from 20 to 36 cents per pound upon 
gooods when, as a matter of fact, the protection to growers would in many cases be less 
than 10 cents. We particularly call the attention of your commission to this latter 
point, because nothing but evil can possibly come from giving extra protection to 
manufacturing under the guise of protection to a branch of agTiculture. 

We have confidence that the final form of the regular tariff bill will be such as will 
serve to stabilize the business of agricultural protection and harmoniously to relate it 
to. other industries and to the present and future welfare of this Nation. 

ADEQUATE FINANCING OF AGRICULTURAL PRODUCTS. 

We suggest to your commission: 
1. That lQalls upon breeding live stock be made eligi1;)le for discount by the Federal 

reserve system when drawn for 30 months. 
2. That a workable system be .establi~hed for financing wool and other agricultural 

articles from the time of production to the time of actually entering consumption. 
The range-sheep business is in its present deplorable state largely as a result of what 

is now seen to have been overloaning. To some extent the freedom with which loans 
were made was a reflection of practices in other industries affected by war trade. 
That the error was carried to an extreme in our case can not be charged wholly to the 
borrowers. The lenders must have been at fault to at lea-t an equal degree. It is 
now time to locate and remove the cause of such error in order that the business may 
be able to stand future strains and in normal times may have the benefit of sound 
methods. 

To a very large degree, the temptation to overborrowing and overloaning arise from 
the lack of any national policy governing the use of the public domain. This case is 
given separate discussion on pages 10 to 11. 

Loans to sheep raisers are chiefly secured by the sheep themselves and nece3l;arily 
made for a period of not over six months. In good times the value of the ewe is based 
on her earning power as a producer of lambs and wool. When lamb and wool markets 
tumble, confidence is shaken and holders of paper begin to figure the ewe's value in 
accordance with her immediate carcass value. This greatly depreciates the collateral, 
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but it is a nece38ary course 80 long as such paper is subject to call in six months. To 
give the live-stock producer the same financial'service now accorded the merchant 
or manufacturer, his loans should have a life sufficient to allow a turnover and it. return 
of the investment from the increase. This is not class legislation. S~ long as one 
set of men are given loans under terms that allow a turnover, and another set are 
denied that service, just so long will we continue to have class legislation that dis
criminates against those engaged in agriculture. 

The question of financing distribution is much the same for wool as for wheat with 
the exception that there is, and probably can be, no wool exchange and no depen'dable 
quotations for guidance of sellers, enabling the growers to sell in accordance with their 
judgment rather than because of necessities in good business for the producer and the 
conSumer. We urge that you give prominent consideration to wool when formulating 
your recommendation for financing the orderly distribution of agricultural com
modities. 

INSTITUTING A NATIONAL POLICY PERTAINING TO PUBLIC LANDS. 

It was stated (p. 9) that the lack of a Government rolicy toward the use of public 
lands was responsible in part for the overfinancing 0 sheep.' • 

I t must first be remembered that our country has never adopted any semblance of 
a plan for regulating the grazing upon public lands outside national forests. Use has 
been permitted but without provision for avoiding abuse or for giving the users any 
certainty of tenure that would permit them to develop water, erect control fences or 
invest in stock and equipment from which returns could only be obtained in a num-
ber of years. - _ 

The pol¥ibilitv of getting into the business with nothing more than a flock of sheep 
and a camp outfit has led to financing of men practically without capital and without 

. property-frequently not citizens. In good years these parties compete-with bona 
fide stockmen for range feed and for capital. In times of stress they are insecure; 
their stock is the first to be forced into liquidation at the slaughter houses with the 
rcsult of pulling down collateral values and discrediting the standing of all sheep 
paper. . _ . 

The unsystematic designation of lands for grazing homesteads has diminished the 
area of grazing lands and placed many of the homesteads in hands of 'persons who 
never can use them for live-stock production. It has forced real stock raIsers to lease 
or buy such and other private lands at figures that do not render possible a fair return 
on the investment. In other words, we have passed the point where we can· continue 
to reduce the size and sc0r.e of stock-raising concerns m the interest cither of the 
country or of the so-called 'small man" himself. . 

To-day we are unable to ask to be allowed to lease or buy GQvernmentIande in order 
to put range stock raising upon a more secure basis. Such requests have been Inade 
and refused. The time will return when the stockmen can stand a proper adjustment 
of the question and its need is always most pressingly called for. Right now a thorough 
study shOUld be made of the use of public lands and a plan that is fair to all worked 
out and held ready for adoption as soon as conditions permit. 

EDUCATION AND RESEARCH. 

Neither the Department of Agriculture nor the land-fP"Bnt colleges and the.experi
ment stations have ever regarded the range live-stock mdustry as a permanent one 
calling for the scientific study of its economical problems and for the training and edu
cation of those to be engaged therein. True, the regular course of instruction in the· 
agricultural college deals with principles of plant and aniInallife, but no such effort. 
has be.en made to provide education for the ranchman's eon as for the farmer's son. 
It is time we recognized the fact that a large part of our western lands c;an serve t!Ie· 
country only under a range live-stock system of use. We have been s.enously reIDlSS 
in our attention to the duty of providing suitable education for this m~ustrr. Not 
more than two western agricul tural colleges pretend to offer courses dealIng WIth the' 
production, preparation, and handling of wools, and yet we are facing the. day "!Vhen, 
our industrial independence in war or in peace demands a larger and more mtelllgent: 
and more scientific domestic woolgrowing industry. . 

The problem of experimental studv of live-stocK production upon th«; range II! to0-
broad and too expensive in pursuit to permit of proper attention by a smgle ~c.ul-
tural experiment station. Some of the contingent and secondary matters are recelvmg· 
worthy attention. - . 

The Federal Department of Agriculture has made a serioUS'effort to handle thi!r 
regional or interstate question. 
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At th:e Jorna,da Station in New Mexico and th:e United States Sheep Experiment 
Stati.on ·in Idaho facilities have been provided for a practical investIgation of pro
duction problems of range cattle and of range sheep, respectively. Those stations 
have hardlv be,~n their work. They have had to train their own investigation and 
to labor under th:e handicap of wholly inadequate support from Congress and attention 
of higher executive officers. 

SHEEP RAISERS' ASSOCIATION AFFlLIATED WITH NATIONAL WOOL GROWERS' A!<HonA
TION. 

American Hampshire 8heep Association, Robert Blastock, president; Comfort T. 
, Tyler, secretary, 36 Woodland Avenue; Detroit, Mich. 

American Ramboirillet Sheep Breeders' Association. Frank R. Cock, president; 
Dwight Lincoln, secretary, Marysville, Ohio.' . , 

American Shropshire Registry Association, J. C. Andrews, president; J. M. Wade, 
secretary, Lafayette, Ind. , 

Arizona Wool Growers' Association, E. Campbell, president; F. W. Perkins, secre-
tary, Fla.,ostaff, Ariz. ' 

California Wool Growers' ABSociation, F. A. Ellenwood, president; E. L. Hart, 
secretary, Red Bluff, Calif. , ' 

Idaho Wool Growers' ABSociation, Hugh Sproat, president; John Ridenbaugh, 
secretary; Boise, Idaho., ' 

Lincoln County' Wool Growers' Association, J. D. Noblitt, president; L. G. Baker, 
secretary, Cokeville, Wyo. ' , 

• Modoc County Wool Growers' ABSociation, G. E. Williams, president; John Dam, 
secretary, Alturas, Calif. , ' 

Montana Wool Growers' ABSociation, C. H. Williams, president; C. N. Arnett, 
secretary Bozeman, Mont. ' 

New Mexico Wool Growers' Association, Prager Miller, president; Bertha Benson, 
secretary, Albuquerque, N. Mex. 

Oregon Wool Growers' ABSociation, J. H. Dobbin, president; Mac Hoke, secretary, 
Pendleton, Oreg. , 

Park Country Wool Growers' ABBociation, George M. Buckley, secretary, Hartsel, 
Colo. ' 
, Saguache County Wool Growers' Association, F. H. Means, president; Alva A. 
Simpson, secretary Saguache, Colo. " 

San Lnis Valley Live Stock Association, J., C. Gilbreath:, president; W. W. White, 
secreta,ry, Monte Vista, Colo. 

Utah Wool Growers' Association, J. C. Hooper, president; 'Willard Hansen; jr., 
~ecretary, Salt Lake City; Utah. 

Washington Wool Growers' ABSociation, T. J. Drumheller, president; J. F. Sears, 
secretary,Prosser, Wash. ' " 
, Western Slope Wool Growers' ,Association, A. M. McAnally, president; James G. 
Brown, secretary, MontrOse, Colo. 

Wyoming Wool' Growers' ABBociation, pro J. M. W!lsOD, president; J. B. Wilson 
secretary, McKinley, Wyo. . 

The CHAiRMAN. Very well, Gov. Strong; you may proceed. 

STATEMENT OF HON. BENJAMI~ STRONG,GOVERNOR OF THE 
FEDERAL RESERVE BANK OF NEW YORK-Resumed~ 

Gov. STRONG. In the course of the statements that~ I made on 
Monday and Tuesday before the commission, I referred to various 
tables and figures and charts, some of which had not yet been pre
pared.' They are in course of pi'epsJ'ation, and if agreeable to the 
commission, I would like to have them inserted in the record, if they 
appear to be of value to the commission. These, charts that have 
been prepared will be of greater value if the sources from which the 
information is compiled are attached to them;. an~ w~ are therefore 
p,aving prepared, pr hav,e had, prepared, notes mdICatmg the sources 
of the statistical information that apply to those, charts, and we 
would like also to introduce them at the proper plae-es:' '" 
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The CHAIRMAN. Without objection, they may be introduced into 
the record. fAfter a pause.] The Chair hears none. 
t . (The tables and charts and data referred to by Gov. Strong were 
afterwards furnished, and have been inserted in their proper places.) 
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reserves since December 30, 1920. . 

Source 01 information: Federal Reserve Bulletin and weekly press statemente. 

Gov. STRONG. We would also like to prepare a chart which would 
indicate what would have been the position of the Federal reserve 
system and the Federal reserve bank of New York, if it is possible to: 
prepare such a chart, covering the period from January 1, 1918! to 
date, had there been no importations of gold during that penod. 
(See this page and also p. 760.)., . . 

And 'as relating to the distinctly war period, ~fter 0!ll dec~aratlOn 
of war, and espeCIally in the year 1918, I would lIke .to msert mt~ the 
record extracts made from the minutes of the meetmgs of the direc
tors of the Federal Reserve Bazik of New; York, so far as they relate 
to the general policies of the bank during that period. I have them 
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with me, and if you would care to have me read and'discuss them I 
will do so. 

The CHAIRMAN. Without objection, you may proceed. 
Gov. STRONG (reading): 

July 24, 19l8: Board of directors. . 
~. Wo!Jdward ~ubmitted !or the auditing commit~e its report dated July 24, 1918, 

de~ng wl~h the lines of credlt extended ~o the borrowing banks. Discussion followed, 
dunng which Mr. Thompson left the meeting. Upon motion duly made and seconded 
it was "Voted that this report be received and placed on file and that the committe~ 
be ~endered the thanks of the board for the careful and thorough study given the 
subject; and that Mr., Treman be requested to prepare a resolution for adoption by 
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this board at its next meeting after submission to the executive committee for its 
approval, the resolution to outline the policy of the bank with respect to the necessity 
for the curtailment and conservation of credit and to contain a direction to the officers 
to institute among the member banks a campaign of education to bring this about." 

July 31, 1918. "Board of directors. 
Mr. Woodward, in behalf of the executive committee, read a resulution prepared 

by that committee with respect to the necessity for the curtailment of credit. Where
upon, on motion duly made and seconded, the following resolution submitted by the 
executive committee was duly adopted: . 

.. It is clear that the increasing volume of Government financing makes necessary 
a far more united and consistent effort on the part of the bankers of the country to 
conserve and save credit than has heretofore been undertaken. The Federal Reserve 
Board, aCcordingly, on July 6 addressed a letter to all banks and trust companies 
requesting them to exercise' a reasonable discretion to restrict credits which are clearly 
not needed for the prosecution of the war nor for the health and necessary comfort of 
the people, ' and at the same time asked the Federal reserve banks in every practicable 
way to bring about a better understanding of the necessity for the conservation of 
credit: Therefore be it 
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"Resolved, That the directors of the Federal reserve bank of New York, in full 
sympathy with the views of the board, hereby direct the officers of the bank, in such 
ways as may be appropriate, to express ,to the banking institutions of this district the 
importance and necessity of conserving credit' by endeavoring to secure such gradual 
reductions as may be practicable of loans now carried for nonproductive or non
distributive purposes; by gradually reducing the amount of credit granted for pur
poses not clearly necessary for the prosecution of the war or the health and necessary 
comfort of the people; and by educating borrowers of all classes to keep their demands 
for credit down to the very minimum.' " 

.. Such a concerted campaign of action and education by the banking institutions 
of this district will surely lead to a spirit of economy in credit transactions, as well 
as to an actual saving of credit comparable to the saving already effected in food and 
other commodities, and will enable the Government to command the credit thus 
saved and use it directly and with full force for the winning of the war . 

.. It is of the highest importance, however, that nothing should be done to cause 
undue embarrassment to borrowers or affect necessary credits." 

July 31, 1918. A joint meeting of the executive committee of the Federal reserve 
bank of New York and the New York Clearing House committee was held at the 
office of the bank at 3 o'clock p. m. this day. 

Present: Mr. Treman, acting chairman; Messrs. Jay, Saunders, and Woodward; 
Mr. Case, deputy governor. 

lIessrB. Frew, Hine, Pierson, and Wiggin, of 'the New York Clearing House com-
mittee also attended the meeting. . 

Mr. Treman explained briefly the object of the meeting, namely, the importance of 
the conservation of credit to insure the succeBB of the Government financing, and Mr. 
Woodward was asked to explain the matter in detail, which he did, outlining the im-
portance of it as viewed by the directors of the Federal reserve bank. ' 

An exchange of views then followed. 
Mr. Woodward read the resolutions which had been adopted by the directors of the 

Federal reserve bank and the geneI:&1 opinion was that it was advisable to have these 
resolutions made pUblic. 

Mr. Wiggin suggested that an announcement shOUld be made from Washington 
urging wage earners and others who are profiting by the war to curtail extravs.,aance and 
assist in the purchase of certificates of indebtedness. 

Mr. Case gave illustrations of the wavs in which banks were discreetly reducing some 
of their loans, especially those of long standing. 

Mr. Frew, as chairman of the clearing house committee, stated that their committee 
would meet on Monday next and would give careful consideration to the ways and 
means in which clearing house banks could aBSistthe Government in the matter of 
curtailment of credit. . 

It was agreed to have another joint meeting of the two committees after the clearing 
house committee had determined upon its plan of action. 

August 14, 1918. Joint meeting executive committee and New York Clearing House 
committee. ' 

It was the consensus of opinion among the clearing house members present, that 
there was no undue speculatIon at the present time in the stock market. A dift erence 
of opinion manifested itself as to the existence of some undue accumulation of raw 
material. 

Mr. Frew reported that the matter of the conservation of credit had been carefully 
considered by his committee, and the members present submitted their respective 
views thereon and aSBured the bank that the New York Clearing House committee 
would cooperate with the bank in this connection. It was understood that the officers 
of the bank would draft a letter in this connection to be sent to its member banks, 
and would send the same to the clearing house committee for its consideration as to the 
extent of its cooperation. 

August 21,1918. Board of directors. . 
The chairman read a letter dated August 20, 1918, from the New York Cleanng 

House Committee, on the subject of the curtailment of credit. Whereupon, on 
motion duly made and seconded, it was" voted that the chainn!ln. be req~ested to 
acknowledge the communication with an expreBBion of the apprecmtlOn of this board, 
and that it then be received and placed on file." 

August 26, 1918. ,Executive committee. 
It was decided to give to the press the circular letter dated Au~st 23, 1918, s~nt 

by Mr. Jay to the banks in the district on the subject of the necesSIty of conserVIng 
credit. 

August 28, 1918. Joint meeting executive committee and New York Clearing 
House committee. 
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Mr. Jay reported briefly the tenor of the repli~s received from the circular letter 
sent out by the bank on the subject of the curtailment of credit, and it was understood 
that the officers would take advantage of Mr. Frew's suggestion that if any specific 
banks which were overextended were brought to the attention of the New York 
Clearing House committee, that committee would be glad to exert its influence in 
remedying the condition. . 

Gov. STRONG. We have also had a table prepared which compares 
the total borrowings from each Federal reserve bank to the total 
basic discount line of all banks in the corresponding district for the 
dates June 10, 1920; October 9, 1920; February 10, 1921; and June 
15, 1921 (see pp~ 695 and 696), as follows [reading]: 

Percentage relatwn of total borrowings from each Federal reserve bank to total basic discount 
line of all banks in the corresponding di.<;trict. 

[Sources: Records or thq Federal Reserve Boord.] 

Federal reserve bank. 

Boston ..•....•....••...•..........•...•...................•...• 
New york .••••...........•..••.... ; ......•......•..•........•.. 

6l::;:~~~~:::::~:::::::::::::::::::::::::::::::::::::: ::::::: 
Richmond •.•...•...•.......................•...•..........•... 
Atlanta .....••................•.•.•..•. c •..........•.•......... 
Chicago .•... ~ ..........••••.•.•.••.••.. """""" .•.......... 
St. Louis •.••.••..•••.•.......••••.••......•..••.......•...••.•. 
Minneapolis ..•......•..•.....•......•.......................... 
Kansas City .•....••..•......••.•..•.•.. : .............•.••...... 
Dallas ..........•........•...•.•.•••.•.••.....•.•.•.•.....•...•. 
San Francisco ••••••• , •••••••••••••••••••••••••••••••••••••••••. 

Average ••.....•..•...........•....•.......••...•.....•..•. 

June 10, 
1920. 

68 
59 

113 
48 

116 
125 
95 

123 
99 
81 
88 
71 

91 

Ort.9, 
1920. 

---
60 
77 
72 
32 

117 
195 
107 
126 
130 
108 
116 
80 

102 

Feb.10, June 15, 
1921. 1921. 

------
54 40 
81 28 
77 72 
43 47 
99 '121 

156 120 
83 65 
74 66 

101 102 
75 60 
90 84 
68 71 

83 73 

Gov. STRONG. I htJ,ve also a similar table showing percentage .of 
basic discount line borrowed by the five largest borrowers in each 
Federal reserve district on October 15, 1919; February 16, 1920; 
June 15, 1920; October 15, 1920; February 15, 1921; and June 15, 
1921, which is as follows [reading]: 

Average percentage of basic discount line borrowed In} 5 largest borrowers in eaCh Federal 
reserve district on dates specified below. . 

[Sources: Records of the various Federal Reserve Banks:] 

Bank. 

Boston .•••••••••••.•.•.•••••.•.••••••••.•. 
Newyork ............................... . 

6l!~::!.~~~~:::::::::::::::: :::::::::::::: 
Richmond ••.•••••••••••••••••.•••..•••••. 
Atlanta ••••••••••••••••••••••••••••••••••• 
Chicago .................................. . 
St. Louis ................................. . 
Minneapolis •.••••••••• : ••••••••••.•.•••••• 

rii~~:ii::::::::::::::::::::::::::::: 
Average ........................... . 

Oct. 15, 
1919. 

---
lOS 
86 

244 
128 
449 
374 
61 

464 
131 
289 
214 
135 

223 

Feb.16, 
1920. 

---
138 
115 
222 
168 
243 
313 
158 
293 
205 
195 
145 
ISO 

195 

June 15, 
1920. 

Oct. 15, 
1920. 

------
89 100 
88 128 

162 135 
114 88 
249 258 
307 395 
ISO 207 
393 685 

'233 263 
199 271 
146· 189 

• 130 127 _. 
188 237 

Feb. IS, 
1921. 

June 15, 
1921. 

--.----
126 92 
160 83 
184 167 
116 133 
292 IllS 
315 168 
154 144 
735 783 
160 300 
172 119 
133 232 
182 202 

327 217 
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Gov. STRONG. Mr. Chairman, I have really concluded the discus
sion of all the matters covered by the preliminary preparation that 
we had made, down to the point of discussin~;::at might be consid
ered constructive suggestions. But before ta' up that part of the 
discussion I would like to say that on three pomts I have not felt 
quite satisfied that what I have stated has fairly presented to the 
commission what can be no more than my personal opinion. And 
the questions which have been addressed to me by the me!1lbers of 
the commission indicate that they are seeking an opinion on those 
three points. They have not been brought together, and if you will 
permit me to state them, I will then ask you if you care to continue 
the discussion along that line. . 

Now, those inquiries indicated that the members of the COmnllS
sion desire to ascertain, first, whether; by an earlitlr advance of the 
discount rates. of the Federal reserve banks the expansion of loans 
and deposits could have been arrested in any way beyond what· 
they were. 

Second,· whether, failing to advance rates earlier, other measures 
were taken to arrest this mcrease in the loan account, which we call 
expansion, and what is considered to be a consequent advance in 
prICes during the period of 1919, and the first three or four months 
of 1920. ' 

And, third, the decline in prices having occurred; whether a reduc
tion in the discount rates, of the banks would have afforded any 
relief to the situation, and whether they would have been justified 
by: conditions. 

Now,. in thinking over the whole subject of oW' <liscw;sion, it 
seemed to me that it was boiled doWn to those three points upon 
which the commission especially desired information; I am frank 
to say that I do not think it is possible to give such information. 
One can only state an opinion about. those matters, and if it would 
be of any value, I will endeavor ,to -express my 'personal-opinion 
and discuss it. . 

The ClIAmMAN. I think the three pro,positions that you have 
suggested, Governor, are the three proposItions in wp.ich the com
mission is interested, and I think the commission would be .very 
glad to have your personal view with respect to those propositions. 

Representative TEN EYCK. I would say that these: three are not 
the oilly propositions that we are interested ip., however. 

The CHAIRMAN. No. 
Representative TEN EYCK. Before- he leaves. the stand, I would 

like to have him give me some information as regards the extending 
of the short time loans. 

The CHAIRMAN. I think Gov. Strong intends to follow this by 
suggesting constructive remedies for this situation., 

Gov. STRONG. I do. 
, Representative TEN EYCK. Very well; that is fine. ' . 

Gov. STRONG. Will you please remember now that I am expressmg 
my' 'personal oJ?inion, and upon a subject upon which personal 
opmlOns vary WIdely i . " '. ' 

I believe, if it had been possible, it would ~ave been deSIrable for 
the Federal reserve system to have advanced Its rates at ,some pomt 
in the perio~ between ,January and ~~arc~, 19,19, wh~ch. you will 
recall I descrIbed as the period of declme m pnce,s, which occurred 
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after the turn of the year after the- armistice-you will notice on 
the chart, that price declines are common in all four countries, Italy 
~rance, E?gland, and the United S~ates, although less pronowced 
m the Umted States, probably, than m any other. (See also opposite 
page.) -

At, that time, when these questions of policy were being dis
cussed, the Treasury was faced with a situation which seemed to 
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US to be controlling. That is to say, it had a very large loan 
to face; the'largest that had yet been asked from the country, as 
then estimated. In the spring of 1919 it appeared that the amount 
of the Victory loan might be $6,000,000,000. And not only that, 
but the postwar expenditures of this great war machine that had 
been set up by the Government made its expenditures still in excess 
of its revenues. In other words, the volume of Government bor
rowing was increasing. 
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By referring tq the tables that I have alreadi submitted (see pp. 
688-690), showing the relation between the tota expenditures of the -
Government during this entire period since the 6th of April, 1917, to 
the revenues of the Governmentz it will be seen that the revenues did 
not actually overtake expenditures until about July, August, or Sep
tember, of 1919. I refer to that because, while the war was over and 
the pressure for relaxation of control was very great, the same influ
ence was operating, as regards Government finance, as was operatinO' 
during the war. It was, in fact, one of the controlling influences whict. 
seemed to make it impossible to reduce the rates, and it should be also 
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borne in mind 'that at that period the Treasury was still a. very large 
borrower .upon short certificates of indebtedness, then bemg sold to 
the banks, and rate increases necessarily would have elevated the 
whole rate level on the Government's borrowings. 

'Representative TEN EYCK. These certificates of indebtedness were 
what the Government sold to obtain money in between the bond 
issues W 

Gov. STRONG. In between the permanent loans, and until the time 
when revenues overtook expenditures. Assuming, therefore, for the 
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purpose of this discussion that it was impossible to make rate in
creases in the spring of 1919, the management of the Federal reserve 
system was comronted with the necessity of taking other measures 
than that afforded by rate control-and those are the measures 
which we discussed at great length on Monday and Tuesday
through what we describe in discussing the matter among ourselves 
as "dIrect action," as distinguished from" rate action." 

I want to enlarge upon the argument on that point by emphasizing 
to the commission that the application of rate control is universal, 
democratic, and applies everywhere and requires no argument; it 
does not need to be expounded at bankers' meetings. It is a fact. 
It operates directly and evenly upon every borrower. 

Abandoning rate control as impossible, you then introduce the 
element of human error, because it is quite impossible for the man
agement of this system, dealing with 10,000 member banks, to reach 
them all. They are the only ones that we reach directly, and there 
are 20;000 banks we do not reach, because th~y are not members. 
It must be borne in mind that considering the human element, there 
is also the exaggeration of the chance of error, because if you can not 
control by rate, then you have to deal individually with the people 
who are abusing, if you please, the system. That I regard as liavrng 
been done as effectively as such an imperfect method could enable it 

. to be done. I never considered that it waslossible to make it effec
tive. The widest possible propaganda an the widest educational 
work could not make it entirely effective. 

The CHAmMAN. Did this partIcular policy begin to apply in 1919 ~ 
Gov. STRONG. In N ew York it waS applIed during the autumn of 

1918. I can not speak in detail for the other reserve banks especially, 
because I was unable to attend the conferences of the officers of those 
banks during 1920, but I have no doubt from my generallmowledge of 
the system that that type of control was undertaken in all the dis
tricts. The last meeting· that I attended, in December, 1919, I think 
it was, would have indicated that. 

The CHAIRMAN. As I understand, this policy of direct control took 
the form, on the part of the Federal reserve banks, to induce tlw 
member banks to exercise discretion and control, particularly to 
limiting the so-called nonessential loans and speculative loans? 

Gov. STRONG. Yes, sir. Now, this is the way in which this prob
lem was attacked in New York, and I think it was common to the 
system. . 

Mr. Chairman, this letter and circular which I have here. is of so 
much importance to this discussion that I think I ought to read it at 
this partICular point. This is a letter addressed l>Y the chairman of 
the board of the Federal reserve bank of New York, who, as you 
know, is the Federal reserve agent, to every bank in our district. 
This was written on August 23, 1918, indicating how early it was 
necessary to apply this control in New York as a substitute for rate 
control. This relates to the direct control. [Reading:] 

AUGUST 23, 1918. 
DEAR SIR: The Federal Reserve Board wrote you on July 6 relative to the necessity 

of conserving credit in order to furnish the Government the increasing volume of 
credit it requires to finance the war, and the directors of this bank have instructed 
its officers to discuss the subject further with every bank in the district. 
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That circular was sent to every Federal reserve bank in the United 
States, I believe. [Continuing reading:] 

While no general rules or program for the conservation of credit can be laid down, 
the duty of each bank is to do its share in securing the desired results, acting reason
ably and judiciously, in such ways as its own conditions make practicable and as 
will spare borrowers undue embarrassment. We have no doubt that, like most 
bankers, you have already made some rrogress toward conserving credit, and our 
directors wish to supplement the Federa Reserve Board's letter by asking you now 
to take up this necesaary work systematically and conscientiously. 

Saving of credit by banks, in order to help the situation as a whole, must be the 
result of saving on the part of borrowers. Shifting loans from one institution to another, 
or sales of coilateral which merely throw the burden upon other shoulders, save no 
credit. Credit conservation can only be accomplished by business or personal econ
omies, and requires cooperation between banks and their borrowers and education 
of borrowers by their banks. 

Producers, manufacturers, and merchants may do their rart and reduce their 
credit requirements by not overbuying; by carrying as smal stocks as practicable, 
by postl'oning new construction, or expansion of their business, by effecting business 
economies. 

Individuals may do their part by studying their personal expenses and effecting 
economies which will enable them gradually to payoff their loans. 

May we suggest that you make a careful analysis of your loans and lines of discount 
in order to determine definitely what credit now in use is not directly connected 
with Government financing, or the production or distribution of things necesaary to 
maintain the health and efficiency of our armed forces and our civilian l'opulation. 
While the majority of bank loans will prove to be for these purposes, most mstitutions 
also have a considerable volume of loans to individuals made for other purposes, 
many of them of long standing. It is to loans of this character, as well as to the less 
necessary commercial borrowings, .that credit conservation should first be applied. 

New commercial lines or new loans to acguire or improve property, or for non
productive purposes, will rarely be justified unless they are to aid dIrectly in the 
prosecu tion of the war. A spirit of saving in the use of credit will natuplly lead the 
banks themselves to exercise restraint in offering new or lIdditionallines of credit in 
coml'eting for business. A frank discussion of the principles and the necessity of 
credit conservation with a borrower will usually !l'ain his cooperation, and where a 
borrower is asked to reduce a loan having securities or commodities as collateral, 
emphasis should be laid on the necessity of gradual and steady reduction by pE'r· 
sonal economies rather than by selling the collateral. 

Several of our member banks wishing to discuss the matter with their borrowers 
have asked us to prepare a brief statement on the subject. We have prepared such 
a statement, which banks, if they so desire, may either use as a form letter or inclose 
with a letter of their own. We shall be glad to furnish either statement in any quan
tity to any bank in the district. Copies are herewith inclosed. . 

Will you be so good as to acknowledge this letter, advisin~ us what }"ou are. doing or 
are willing to do in order to save credit and giving us your Views as to the best method 
of accomplishing the necessary results? We suggest that one most effective. step 
would be for all the banks in your city or county to reach an agreement for common 
~tion. Whenever this bank can proper~y assist, you may count upon our coopera
tion. 

Very truly, yours, 
PIERRE JAY, 

ChairmiJ.n Board of Directors. 

Then there were inclosed two forms for the banks to use, and I 
may say that thousands of them were distributed to the banks in the 
district, and by the banks were distributed to their customers. 

The circulars are as follows [reading]: 
(NoTE.-This is a letter wb,ich a bank, if it so desires, may send to. its borrowers. or 

its depositors. .Copies of this letter will be furnished free of charge ln ~ny' quantity 
to any bank in the district with its letterhead and the name of the Slgnmg officer 
printed upon it, in accordance with instructions furni$ed by such bank.) 



768 AGRICULTURAL INQUIRY. 

To our depositors: 

FIRST NATIONAL BANK, 
Blankville, N. Y., August 2.~, 1918. 

Nothing is more vital to the winning of the war than credit. 
The Government often has to borrow immense sums, temporarily, and the banks 

must stand ready at all times to lend the Government what it needs. The ability of 
the banks to lend is not unlimited. It is just as necessary for them to conserve their 
lending power as it is to conserve coal, food, steel, and other commodities for which the 
war brings abnormal demands. Those who are producing, manufacturing, or dis
tributin&, things needed to prosecute the war or maintain the health and efficiency of 
the civihan popUlation, will be able to obtain the credit to which their needs and their 
standing entitle them; but new loans will rarely be justified unless they are to aid 

. directly in the prosecution of the war, and every bank has been a$ked by the Gov
er!l~ent to request all its borrowers to keep their demands for credit down to the very 
llllnimum. 

Patriotic citizens, whether in business or not, will want to cooperate with this 
necessary Government policy. , 

The way for producers, manufacturers, and merchants to do their share and reduce 
their credit requirements is; 

By not overbuying. 
By carrying as small stocks as practicable. 
By postponing new construction or expansion of their business. . 
By effecting business economies. . 
The way for individuals to do their share and reduce their loans is to study their 

personal expenses and effect economies. 
Borrowers whose loans are secured by Government bonds or other collateral, should 

remember that reduction of loans by selling collateral is not helpful, since it usually 
merely shifts the burden to other shOUlders. 

The banks are asked to save their credit, which means that their customers must 
use less of it. The saving of credit is an integral part of the great saving policy which 
the war requires the Government to adopt, and every man, woman and child to sup
port to the utmost. Savin&, to reduce loans is a patriotic service only second in im
portance to s!lving to buy LIberty bonds and war savings stamps. Both help to tramr 
fer to the Government the ability to command the labor and materials of which Presi
dent Wilson has said the Allies are in such desperate need. Both also help to ac
cumulate for the saver a purchasing power which he may need when the war is over. 

We are asked by the Government to send this message to our depositors, and we ask 
for your cordial cooperation with this necessary Government policy. 

Very truly, yours, 
JOHN JONES, President. 

(N OTE.-This is a statement which a bank, if it so desires, may send to its borrowers 
or its depositors, accompanied by a supporting letter of its own. Copies of this state
ment will be furnished free of charge In any quantity to any bank in the district.) 
To bank depositors: 

Nothing is more vital to the winning of the war than credit. 
The Government often has to borrow immense sums, temporarily, and the banks 

must stand ready at all times to lend the Government what it needs. The ahility of 
the banks to lend is not Unlimited. It is just as necessary for them to conserve thetr 
lending power as it is to conserve coal, food, steel, and other commodities for which 
the war brings abnormal demands. Those who are producing, manufacturing or 
distributing things needed to prosecute the war or maintain the health and efficiency 
of the civilian popUlation, will be able to obtain the credit to which their needs and 
their standing entitle them; but new loans will rarely be justified unless they are to 
aid directly ill the prosecution of the war, and every bank has been asked by the 
Government to request all its borrowers to keep their demands for credit down to the 
very minimum. 

Patriotic citizens, whether in business or not, will want to cooperate with this 
necessary Government policy. 

The way for producers, manufacturers, and merchants to do their share and redlice 
thpir credit requirements is: 

By not overbuying. 
By carrying as small stocks as practicable. 
By postponing new construction or expansion of their business. 
By effect.ing business economies. 
The wav for individuals to do their share and reduce their loans is to study their 

perso~al expellses and effect economies. 
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Borrowers whose loans are secured by Government bonds or other collateral should 
remember that reduction of loans by selling collateral is not helpful since it' usually 
merely shifts the burden to other shoulders. ' 

The banks are asked to save their credit, which means that their cuatomers must use 
less of it. The saving of credit is an integral part of the great saving policy which the 
war requires the Government to adopt, and every man, woman, and child to support 
to the utmost. Saving to reduce loans is a patriotic service only second in importance 
to saving to buy Liberty bonds and w&r-i!avinga stamps. Both help to transfer to the 
Government the ability to command the labor and materials of which President 
Wilson has said the Allies are in such desperate need. Both also help to accumulate 
for the saver a purchasing power which he may need when the war is over. 

The Federal reserve bank of New York asks the banks in its district to send this 
message. to their depositors, fee~ aure that it will meet with their prompt 
cooperation. 

FEDERAL RESERVE BANK OJ' NEW YORK. 
NEW YORK, August 13.1918. 

Gov. STRONG. That is an evidence of the policy adopted by the 
Federal reserve bank in New York, and I think it IS fairly represent
ative of the spirit which prevailed in the management of the Fed-
eral reserve banks at that time. . 

This point of distinguishing between rate aCtion or control and 
direct action or control is the best illustration that I know of the 
statement that I have already made that under s.uch conditions as 
war brings about, it is not possible to make a choice of an ideal 100 
per cent policy of perfection; it is a choice of evils, as a rule, and that 
was t~e choice that was imposed upon the Federal reserve bank at 
that tune. 

Now, as to the rate reductions-- . 
The CHAIRMAN (interposing). Before you get ~o that, I do not want 

to interrupt your line of thought, but I want to ask a few questions . 
to help along my thought a bit. Apparently this policy of direct 
action had some effect, assuming that the recession of prices and spec
ulation along in February and March, 1919, were taken as the effect 
of the policy that was adopted. Now, what change occurred in 
~he economic situ'!-tion or in ~he psychology of the peorle gener8;lly 
m March and April, 1919, whICh resulted mthe wave 0 speculatIOn 
that followed, notwithsta~ding these steps or policy of direct control ~ 

Gov. STRONG. Mr. Chall'man, there probaoly were a number of 
elements that entered into it. . . . 

Sentiment bad a great deal to do with it: The feeling of relaxation 
from war control·had some influence. But I think there were two 

. other great factors, both of which had to do with it. In the early 
part of this decline, early in 1919, fears were expressed-very natur8J. 
ones-:-that we might lose our export trade overnight, almost. That 
export trade had depended very much for its volume upon the loans 
bemg made by the United States Government ~o the allied. gove~
ments, and upon a certain amount of private credIts, and credits WhICh 
were obtained by the sale of American securities that had formerly 
been held abroad. These fears were not realized, for several reasons. 
One, the United States Government had to ~.~dlue to mak~ !Ld-
vances-roughly, my recollection is that about two and a half billIOn 
dollars were advanced after the signing of the .armistice. They were 
und~r contract, so to spea~. It was t~ese advances ~hat ~nabled the 
foreIgn governments to wmd up theIr contracts m thIS country. 
That was one element. I think another element was that we had all 
underestimated the capacity of the European nations to continue. to . . 

58589-21-PT 13-49 
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buy in this country, getting credit from a great variety of sources and 
channels that probably had not been considered by us. 

And then tlie third element which came in somewhat later in the 
year-possibly between July and SeJ>tember-was the fact that when 
the Government's revenues overtook its expenditures, the Govern
ment was then in the position of collecting taxes from all the people 
and applying those taxes to the reduction of its gross debt. Tliat, 
of course, had the effect of making available in the hands of the 
people a fund for buying things. They were all more or less of con
seguence;all situations that developed were difficult to foresee. I 
thfuk those three are possibly the most important; those four, at least. 

The C:a.A.mMAN. Did not this situationprobably exist also: During 
the war there were restrictions upon so-called nonessential production; 
upon luxuries of one kind and another; the general sentiment against 
spending money had some effect in restncting consumption and 
buying upon the part of the public? With the release of these 
restrictions following the war and the general relaxation of the public, 
there came a great desire .to buy everything and to go the limit 
without respect to what the cost was; did not that have some effect 
in this horizontal or perpendicular rise in prices ¥ 

Gov. STRONG. Very much so. And the continuance of high wages 
was the second enormous factor. The continmIDce of high wages as 
reJ>resented, for example, by the horizontal raise in pay paid by the 
railroads. It threw this great buying power into the hands of the 
people. 

, Just to illustrate: I have tried to avoid telling stories here, but to 
illustrate the point by the. experience of a friend of mine in Buffalo 
who had a gardener ill his employ, and who left his employment to 
take a l?osition with the. Curtlss~airplane factory, I believe it was, 
where liis wages were something like three times what he had been 
receiving as a gardener-I suppose more than three times as much. 
And my friend, who was at one time a director of the Federal reserve 
bank, and was ins{>ired by the policies of the bank with reference to 
economies, met tills gardener on the street one day and asked him 
what he was doing with all the money he was getting. The man said: 
"Well, I am spending it; I am having a porterliouse steak every 
day. It is the first time in my life that I have had the opportunity 
to get the best inch-thick porterhouse steak every day, and I am 
going to enjoy it while it lasts." . 

I think that will indicate the general feeling of the people, and it • 
had its effect upon this general rise in prices. I can tell you many' 
stories of that Kind. 

Representative SUMNERS. During that time, and bearing upon 
your story, and I think it is illustrative of what happened, butchers 
told me it was practically impossible to sell many of the good but 
lower grades or cuts of meats; they practically could not get rid of 
them at all. 

Gov. STRONG. Congressman Sunmers, we must not assume that that 
development was common to this country alone. This country has 
been regarded with reference to its expenditures as the most extrava
gant and thoughtless. 

I listened WIth interest yesterday to the statement regarding mar
keting in Philadelphia, but I did not hear anything with reference to 
the habits of the people even there. But if you liave watched, as I 
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have, a French peasant woman doing her shopping and marketing, 
and have seen the customs and methods that prevail even in house
hold shopping in France, you will realize that the general psychology 
is an immense factor in this country. It was a case of "easy come 
and easy go" during that period. 

Representative SUMNERS. Is this not also true that during the time' 
of difficulty in getting manufactured goods, when rationing of the 
output' of the factories was inforced, that there was a custom of 
reJ>eating or pyramiding orders; if a man wanted 100 units he would 
oraer 300 uruts, so that he could get what he wanted ~ 

Gov. STRONG. Yes; that was a very great factor in bringing about 
this later price decline. These orders would frequently come as a. 
duplication; or a triplication of the original order, and when prices 
began to decline and these orders were canceled, thereupon gOQds 
began to pile up. ' 

Now, as to the third point, the point of rate reductions. I was in 
London in December, 1920, when reports that I had received from 
the bank; and discussions that were taking place in London, led to 
many discussions there with bankers as to this very policy; what 
should be done about the bank rates. I think possibly' as the best 
contemporaneous expression of the view at that time, I should now 
read to J"ou a cable which was sent to me by the officers of the bank 
in N ew York, on the 23d of December, which reached me on Christmas 
Day, and which was the result of two days of careful thought and 
study and concentration and preparation at the bank. Reading only 
the part of the cable which IS important t00 the commission it is as 
follows [reading]: 

First 81! to commodity deflation. Our index of 12 b8l!ic commodities-

I had inquired as to what the situation was here at home-
First 81! to commodity deflation. Our index of 12 b8l!ic commodities, namely, 

cotton, hides, hogs, rubber, copper; sugar, wheat, com, iron, lead, lumber, and petro
leum shows following declines from peak expressed in per cente: lIfay, l;,June, 2; 
July, 3; August, 4; ~eptember, 6; October, 14; November, 13; first three weeks of 
December, 4. 

It looked as if the decline had been arrested, as it subsequently 
proved it was, near theIst of December. [Continuing reading:] 

First six commodities near or below prewar prices. The slowing up in December 
indicates deflatiqn of great raw materials fairly well accomplished but not yet appre
ciably reflected in wholesale prices of manufactured gooae and still less in re~il 
prices. Speculation in commodities is greatly reduced. Apparently we are reach~g 
end of first phase of deflation in which b8l!ic commodities fall acutely and enterIng 
a second slower ph8l!e in which unemployment increases and wage reductions becol!le 
~ective, thus perm~t~g lower prices for consumers' !l'00ds. . N ew En!;land textile 
mills have generally Instituted 22, per cent wage reductloils which are beIng acceJ>ted 
with but few strikes by employees. Movement gradually spreading to other indus
tries but as yet only very small percentage of wage earners affected. From observa
tion of British indices we conclude our acute raw-material deflation is somewhat 
ahead of England's. 

Second, 81! to credit deflation. While American price indices have fallen 25 per 
cent to 35 per cent since May, the volume of commercial bank loan~ has decr~ed 
about 5 per cent and currency none. Various elemente have kept credl~ volume hl~h. 
Anticipate some January liquidation due to dull business and posthohday reductIon 
of currency. In 13 months volume of call loans declined one-third and prices of .30 
industrials 43 per cent, but in spite of high rates credit has always been. kept elas~c. 

Third, as to rate policy. Our present view is that we should not cO~ll!lder reducu:lg, 
rates" at least until market rates have fallen below ours and appear hkely to remain 
lower. Under present inflated conditions, sho~d we now reduce our rate and later 
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be obliged by more active business or speculation to raise it again the effect would 
be more discouraging than if we maintamed present rate but kept credit thoroughly 
elastic. Only motive for reducing rate in January would seem to be to deflect natural 
course of prices or encourage resumption of busineaa. This seems somewhat akin to 
various schemes proposed in Congress to raise agricultural prices or stimulate exports. 
Purchasing power in agricultural section is badly damaged but that of wage earners 
is but little affected yet. People will probably begin buying again when retail 
prices are substantially reduced. Statistical history of postwar readjustments shows 
rebounds after acute declines, and though there are no precedents for present world
wide inflation, already many lines of merchandise stocks here are low and inquiries 
are slightly imVroving. It may pOBSibly be that at some point a decrease in our rates, 
if entirely justlfied by credit conditions, would be just the thing needed to complete 
the resumption of normal purchasing and production, but at present we think it 
would be unjustified, premature, and ineffective. Foregoing refers, of course, only 
to conditions here. 

Representative SUMNERS. At some stage of your testw;.ony I 
would like to get some information, or rather an expression of your 
judgment on the point as to why it was regarded as inevitable that 
deflation had to come. At some point of your testimony I want to 
get your view on that. 

Gov. STRONG. Well, that bears upon this next question. I might 
go right to that. 

Representative SUMNERS. We will wait for the next question, then. 
Gov. STRONG. I think from the standpoint of the student or 

economist, if you please, the deflation was bound to come. 
Representaive SUMNERS. I do not care to have you discuss it now, 

if you are going to discuss it later. 
Gov. STRONG. I will come to that. 
Representative SUMNERS. Then wait until you arrive at it in 

natural course. 
Gov. STRONG. I shall ask the commission to bear in mind that our 

theory is that our function as a Federal reserve s~tem is to deal with 
credit and not with prices; that we should consIder conditions from 
the standpoint of credit, resources, loans, and so on, and the general 
rates which are being paid for credit. Always havinO' that in mind, 
let me state that I do not think that any policy of the 'Federal reserve 
system, even the rate advance, would have been equal to the task of 
arresting that expansion. Rate advances might have moderated the 
expansion, but 1 do not think that they would have controlled it. 
And the converse of that is true, that once that decline was started, I 
do not think that any policy adopted by the Federal reserve system 
could have arrested it until it had worked itself out by natural causes. 

As illustrating my point, the cha,rt discloses-not so well as it 
might-the fact of what actually hE' :pened. (See p. 764.) If I had 
another chart for the Far East, it • ·Uld show most graphically that 
the decline started first in other 'ts of the world, and was more 
precipitate there. It was more su~ \en. I think, in fact-referrinO' 
to statistic countries-I think it started first in Japan and extendea 
through other parts of the East and France and It81y next. I think 
the dedine in Italy and France was in anticipation of ours, but the 
decline in England and the United States started about the same time. 

Representative SUMNERS. In what sense do you mean that Italy 
and France's decline was in anticipation of ours ~ 

Gov. STRONG. I mean it started ahead of ours. 
Representative SUMNERS. I wondered in what sense you meant in 

antiClpation of ours. 
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Gov. STRONG. In advance. I should not have used the word 
" anticipation." . 

The reason why I think the decline could not have been arrested is 
because I believe, first, that the stimulation of .. production and that 
the increase in facilities of production, which were really very great 
during the war and subsequently, led the world to a state of produc
tion beyond the power of consumption; that prices and quantities 
had both overtaken the power of the people to buy. 

Representaive SUMNEIJ.S. Do you speaK of the total of production, 
including the war activity production, or do you have special reference 
to production in those commodities of which the people ordinarily buy ~ 

Gov. STRONG. I mean ordinary production, leaving out war pro
duction. 

Representative SUMNERS. When the war ended, in addition to 
the result of war activity production, had we accumulated an ab
normal surplus of such commodities as people in their ordinary 
circumstances use ~ , 

Gov. STRONG. My belief is that the process of producing and ac
cumulating goods that people ordmarily consume in time of peace 
was stimulated during the period commencing, say, in March, 1919, 
and extending through to the spring of 1920. The capacity to 
produce had been increased by the war activities, undoubtedly, and 
that production ha,d been diverted from war uses to things that 
people ordinarily buy and conswne, and the inspiration to econo
mize had been largely removed by the ending of the war and by the 
removal of those controls that we have discussed. 

I do not think there' is any difference of opinion among econo
mists, Congressman SUID.Iiers, that the situation had become top
heavy in quantity of production and prices of things, and that it 
was bound to topple over. In that connection, let me point out a 
significant thing that has not been referred to as yet in these hear~ 
ings. The 'price decline began-the earliest manifestations of i~ 
possibly in February or March. 

The CHAIRMAN. 1919 ¥ 
, Gov. STRONG. 1920, the decline. It was at that time that the 
jewelry stores noticed a sudden cessation in the demand for diamonds, 
and a little later came silk, and other things in order. 

Now, that price decline commenced, in its early symptoms, j~st 
when the farmers were planting their crops. .And here I am commg 
to the main point of the discussion of rate. reductions. 

The farmer could not produce a crop that would sell for cos~ unt!l 
the cost of production had been reduced, and he was caught WIth h~s 
land plowed, possibly his seed in the ground, but no crop to sell until 
the decline in the value of what he was going to produce had been 
completed. If this decline had started, say, in November or Decem- . 
ber, and had concluded its course in the planting season, you would 
not be listening to the complaints of the farmers of the Umte~ States 
about credits. You would be listening to the difficulties, pOSSIbly, .of 
the manufacturers of the United States, who would have been a dIf
ferent class of sufferers than the farmers. There, unfortunately, the 
effect of this development worked distinctly to the disadyantage 
of that class of our country, whi'Ch is such a large class, whIch pro
duces from the soil every year large crops. 
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Representative TEN EYCK. Of course, the manufacturer's business 
~eing ~ore flexible and mobile, could have stopped production 
ImmedIately. 

Gov. STRONG. Ye~; the manufacturer could adjust himself more 
quickly. 

Representative TEN EYCK. Whereas the farmer, after the planting 
season, has to go through the whole year. 

Gov. STRONG. Yes, sir. . 
Representative SUMNERS. And his current crops and prices of 

carried-over portion of the preceding crop which he counted on 
selling dtiring the year while ne was producing a new one, went down 
also. 

Gov. STRONG. Yes, sir. 
Representative SUMNERS. And the things he had to buy stayed up. 
Gov. STRONG. Yes. 
Representative SUMNERS. And then when he got to the harvest 

time the prices had fallen. 
Gov. STRONG. Yes. Now, Mr. Congressman, you are making my 

argument for me, which is this: While the policy of the Federal reserve 
system is adopted entirely through studies of credit, and inasmuch as 
one !>f the .reactions ~rom this policy i~ prices, we must necessarily give 
consIderatIOn to this matter of pTIces. All of those charts and 
studies that I have brought over to submit at these hearings were 
not prepared especially for these hearings. A few of them were, but 
most.of them were tlie charts which we have had worked out a.nd 
pnpared in the bank for the purpose of studying conditions. 

Just as soon as the decline occurred in raw materials and the first 
produce of the soil, then I think consideration of policy from the 
standpoint of J>rices must necessarily change from consideration of 
the interest of the producer to the inter~st of the consumer. And for 
this reason: Take the case of the farmer himself. I have no doubt 
that these gentlemen who have aJ>peared before the commission 
have, everyone of them, complained because of the fact that the cost 
of making this crop did not come down. Implements and labor a.nd 
every element that goes to make a cheap crop did not come down~ 
Every farmer, just as every other indiVIdual, is from an economic 
standpoint two people. He is interested in getting good prices for 
what he J>roduces, and he is likewise interested in getting prICes down 
as low as he can for what he must buy. . 

This cycle of declining prices always begins with raw materials; 
that is, the things that come out of the earth. After the decline in raw 
materials had occur~ed .the only relief p<?ssibl~ to the farmer was 
bound to be a reduction In the cost of making his crop. He must go 
on making his new crop a cheap crop. Now, the control I have 

. described IS a very imperfect machine, especially when it acts as I 
have described, by direct action. Many of these farmers have 
suffered many serious and almost fatal losses. But their remedies to 
enable them to work out are two-one is to market the crop that has 
not yet been sold and reduce their debts, and the other is to be 
maintained, as J>roducers, at a lower scale of costs. In. considering 
that we have to look at all of those points in our policy, does it not 
become important that we should consider how prIces and wages are 
coming down, and what effect our policies will nave on them ~ 
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Representative TEN EYCK. At the beginning of this condition of 
depression, can you tell us, from your experience and study of sta
tistics, what first declines, as a rule; is it raw material, is it labor, IS it 
manufactured materials, or is it credit? 

Gov. STRONG. As disclosed by the experiences that we have re
cently had, and confirmed by all the studies that we have made, and 
those studies go back to the period of the Napoleonic wars, the first 
decline occurs in raw materials. It is just as I described, Congress
man; you hit the blow at the point of the retail distribution, and it is 
reflected back to the original producers in a price collapse. And it 
extends through all the stages of production, until it ffually results 
in retail prices coming down, and the last to fall is wages. It is wages 
that rise last in a period of rising prices, and it is wages that come 
down last in a period of falling pnces. 
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Representative TEN EYCK. But it starts with raw materials f 
Gov. STRONG. It starts with raw materials. 
Representative TEN EYCK. And next is manufactured materials i 
Gov. STRONG. Partly manufactured mate.rials. What ,,!,e .call 

wholesale goods come in between raw matenals and final distnbu
tion. 

Representative TEN EYCK. And then the retail and labor ¥ 
Gov. STRONG, Yes, sir. . 
Representative TEN EYCK. Where does finance come m W . 
Gov. STRONG. The charts indicate that when that first blow IS 

struck at prices-that is, when materials accumulate, su<:h as iron 
ore, farm products, oil, and other raw products-you will see by 
reading the figures that congestion is occurring. I am told-I have 
not verified this, and have not investigated it myse1!-:-:but I am 
told that to-day oil is produced beyond the storage facilities to care 
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for it. It is being taken out of the ground faster than it can be 
car~d for. The effect upon oil prices is common knowledge. They 
have come down sharply. 

Representative TEN EYCK. But nowhere near to what they were 
before the war. 

Gov. STRONG. It may come yet. But what I am leading up to 
in this discussion is that if you consider that the responsibility for 
bank management, from the standpoint of the banK of issue, ap
plies to all the people of the country in all of their capacities and 
all of their activities, you must adrilit that the bank has got just 
as great a responsibility to those people who are consumers as it 
has to those who are more distinctly producers. That is the only 
sound fundamental law that we should keep in front of us all the 
time, I believe .. 

H we did operate the Federalreserve system-which we do not
with sole regard to prices, instead of resources and reserves and 
volumes of loans, and so on, what a one-sided operation it would 
be,and what a thoroughly unwholesome influence it would exert, 
to say that the only interest we should consider would be the in
terest of those who produce goods, and that we were going to ig
nore the wage earners, and the college professors, and clerks, etc., 
and even Members of Congress, if you please, who are on fixed 
salaries, and who, though there be rises in prices, have no increase 
in their incomes. . . 

Now, I do not think that this discussion has brought out that 
feature of it, that the real remedy which we have always had in 
mind in dealing with this matter-the real remedy-is to get a 
proper and orderly distribution of surplus stocks into consumption 
and at the same time enable this readjustment to take place to a 
lower cost of production and a lower living cost. I am arguing 
this, as will be clear to you, from the standpomt 9f those who attack 
the policies of the system; who claim we should have done some
thing to correct these price disturbances. 

Our point is that these price disturbances will correct themselves. 
Our job is to regulate credits. And I believe one of the most impor
tant elements in the interest of the farmer is to see that his cost of 
production comes down; and to the extent that our credit :(>olicy 
IS reflected in the cost of living and production, that policy IS de
fensible, even from the standpoint of price regulation. which we 
did not attem:(>t. 

RepresentatIve SUMNERS. I understand that the Federal reserve 
system is not the whole Government, nor the whole influence affect
ing prices~ 

Gov. STRONG. No, sir. 
Representative SUMNERS. You have indicated that you have just 

one certain thing to do-to make some rulings. 
Gov. STRONG. Yes. . 
Representative SUMNERS. But viewing the problem of the aO'ri

cultural interests as a whole, and in line with your suggestion t};at 
marketing is part of the problem, even in thIS emergency, where 
the reserve banks serving the South are undertaking to do some
thing to help the cotton situation, which includes with the surplus 
brought over from last year-I note this in a Dallas paper under 
date of August 3. The headlines preceding the statement indicate 
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it was given out by the bank. The heading is this: "No reserve 
loans for holding crop; reserve bank will make advances for mar
keting and harvesting." 

There is mighty little support to the farmer or the morale of tht' 
market in that. . 

Gov. STRONG. Congressman Sumners, in my opinion there is going 
to be plenty of credit for this next crop. Weare dealing WIth a 
situation that is J.>eculiar, and if I may say it, not with the thought 
of criticism, but Ju;>t from .the human P.oint ?f vie~, the situatlO.n 
has come to be a bIt hysterICal. In dealing wIth.this crop, there IS 
going to be plenty of credit. I think we might organize a little 
better, but I do not doubt that this crop will be amply furnished 
with credit in order to be marketed gradually and in an orderly 
way. And unless I am mistaken, the thing that would interfere 
with it to the detriment of the farmer, would be to have the senti
ment that there is not enough credit continue to prevail up to the 
harvest and sellinO' time. 

Representative 'SUMNERS. I think you are absolutely right. 
Gov. STRONG. And unquestionably, for the Federal reserve system 

to place unlimited credit at the disposal of the 'people, would result 
in speculators buying the crop and then disposmg of it at a higher 
price. 

Representative TEN EYCK. At a reasonable rate, of course~ 
Gov. STRONG. Yes. 
Representative SUMNERS. It seems, however, that we must take 

into consideration the unsold part of last year's crop, because with 
this forced onto the market by the farmer, he would break the price 
to the same extent as he would if he sold same number of bales out 
of the new crop under pressure. . 

Gov. STRONG. Now, as to these people-I do not want -to revert 
especialll to that part of the discussion that was covered by Gov. 
Harding s talk: When I am told that there is a large part of the 
1918 and 1919 crop and especially of the 1920 crop of cotton still 
on hand in the South, it 8lways raises the question in my mind: 
Why did they keep it~ They had a chance to sell the 1919 crop. 

Representative SUMNERS. I believe there is not so much of the 
1919 crop, but there is a good deal of the 1920 croJ.>. 

Gov. STRONG. At a meeting which we attended m the Treasury
I do not think you were there-bankers from Texas were present. 
and they said that their estimate was that the largest amount of 
cotton in their section was of the 1919 and 1918 crops. 

Representative SUMNERS. Well, I do not think their judgment is 
correct about it, but suppose it is so, it is true- that more cotton has 
gone to the mills--<>r as much cotton has gone to the mills as the 
mills have been willing to consume, or have been able to consume. 

Gov. STRONG. I think that is true. 
• Representative SUMNERS. And assuming that it was poor judg
ment on the part of the people to hold it, yet if that cotton comes on 
the market and stampedes the price for the man who exercised good 
judgment, he is injured just as much as his neighbor who did not sell 
In 1919. . . 

Gov. STRONG. Yes. DealinO' with that subject as a whole, with 
regard to credit and surplus p;'oduction, there is a very nice balance 
reqUITed to see that two things are accomplished, which are operating 
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in conflict with each other. One is that the crops are being market~d 
and sold and realized upon and loans paid to the extent that it is 
feasible to do so without serious price declines; on the other hand, 
that the other part should not be pressed upon the market, but 
should have sufficient credit to carry it. 

Representative SUMNERS. There was this true during the season of 
1920: While middling cotton was quoted at a high price during that 
time, there was considerable of the crop of a low grade. 

Gov. STRONG. Yes. 
Representative SUMNERS. And that low grade was at a tremendous 

disadvantage. . 
Gov. STRONG. Very great. 
Representative SUMNERS. The statement as to the cotton holdings 

of the South, considered in connection with the quoted prices of 
cotton in the South, cast an unfair reflection upon the judgment of 
the people. The price which they were offered for the high-grade 
cotton took most of their high-grade cotton, I assume, to the market. 

Gov. STRONG. Well, there were three major causes, I believe, for 
the wide differential-· -

Representative SUMNERS (interposing). Let me add that it took a 
large part of that high-grade cotton to the market. Now, having 
gotten that high price for that cotton, and some of the low-grade 
cotton being tremendously low proportionately, it did not seem good 
business judgment for them to accept the low offers for their lower 
grades. 

Gov. STRONG. And it was not salable, in many cases. 
Representative SUMNERS. It was not salable, in many cases. 
Gov. STRONG. I am reminded of the fact that the newspaper article 

that you just read, Congressman Sumners, really does not put a cor
rect mterpretation upon the circulars issued by the other reserve 
banks. There were a number of them issued, as you know. If you 
care to have me do so later we can discuss those circulars, but I 
always hesitate to discuss the policies and transactions of the other 
banks. 

Representative SUMNERS. Yes; and you noticed that in the state
ment I made, I made the statement on my own responsibility. It was 
not a question. I understand the delicacy of the situation in so far 
as you are concerned. In my own judgment, this occasion to make 
that statement was a good opportunity to put a little pep and confi
dence into the situation. But they are telling the people what they 
can not do; they have been told enough about what they can not do; 
I think we need somebody to tell us what we can do. 

Gov. STRONG. I agree with you entirely on that policy. As to the 
differential between the high-grade and low-grade cotton, I think 
there were three elements that made the low grades practically un
salable. During the war there was a tremendous demand for cotton 
linters, because it is used for nitrocellulose, as you know. There' 
was this tremendous demand for linters and the low.,.grade cottons. 
Further than that, the low-grade cottons are largely consumed in two . 
countries, namely, Germany and Poland, the two countries that are 
shut off from our exports. One other country is Japan, where the 
market for it almost completely closed in the early summer of 1920. 
The operators of those Japanese mills were going back to the farms 
by tens of thousands, and that deprived us of the three most im
portant demands that we had for that type of cotton. 
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Representative SUMNERS. There is another reason for the abnor
mal stimulation, and that is that the Government in specifications 
for cotton commodities to be furnished for war purposes provided, 
-so I understand, that contracts were to be filled by middling and 
better. 

Gov. STRONG. Yes. 
Representative SUMNERS. That was a very unfortunate specifica

tion. The colored goods could all have been made out of the lower 
grade cotton. . 

Gov. STRONG. You are referring to cotton for spinning, as dis
-tin!!Uished from cotton for explosives ~ 

l{epresentative SUMNERS. Yes, for explosives. And during the 
war we cut that kind of cotton a good deal closer from the seed than 
before. I am just referring to that unfortunate condition of the 
-contract, or specifications. So we had all that accumulation. 

Gov. STRONG. Yes. 
Representative SUMNERS. Then there was the accumulation of the 

low-grade stuff by reason of the markets of Germa.ny and Poland and 
to a large degree Japan being shqt out. So when you ,read in the 
papers of this amount of cotton that the southern people held when 
cotton was 40 cents you are gEltting an entirely erroneous idea. 
They were getting 40 cents for some and they were getting 10 and 
12 cents, wnen the spread had not been more than 4 cents normally. 
And they said, naturally enough, "if we can get 40 cents for the 
higher grades, the lower should sell later for 20 or 25 cents." So they 
held onto it. 

Gov. STRONG. I am wondering, from what you have stated, Con
gressman Sumners, whether the cotton planters took the advice which 
Gov. Harding gave them or the advice the other fellow gave them. 
It seemed to me when I heard his statement that he had sized the 
situation up and had given them good advice .. 

Representative SUMNERS. Well, viewed with a hind sight, naturally. 
Gov. STRONG. To conclude one last word on rate reductions: The 

theory upon which we have proceeded in New York-somewhat due 
to the fact that it is the central money market, and the most sensitive 
money market, where the fluctuations in the money market are felt 
more promptly and more promptly reflected than in any other 
market-is that the same competition should develop to reduce the 
~ost of credit that must likewise develop in order to reduce the cost 
:>f goods before it is possible for us toreduce our rates; that is to say, 
:I.S this process of gradual liquidation takes place and as retail prices 
~ome down and new and cheaper things come into the market the 
.oan accounts of the variolis borrowing banks come down; they pay 
18 off. As they pay us off they begin to compete to make loans. 
rhat is the process of reducing the cost of credit. It is safe for uS.to 
:educe our rate as soon as that competition has proceeded to the pomt 
;vhere rate reductions by the Federal reserve system will not be an 
nducement to speculative operations. . 

Representative SUMNERS. When we came out of the war, thIS 
lountry had a tremendous national debt ~ 

Gov. STRONG. Yes, sir. . 
.Representative SUMNERS. And, of course, there were vast volumes 

)f ~debtedness existing everywhere; the. money of ma~y of the 
latIOns of the earth was relatively worth httle. Could this Govern-
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ment then or could this Government now, irrespective of the limi
tations imposed by present law upon the power of the Federal reserve, 
banking system, safely inaugurate any financial policy which would 
tend to send prices to a higher level, the objective being to enable the 
people who liave contracted these debts and whose debts could not 
be deflated, and to enable the Government, which had contracted this 
debt, which debt can not be deflated, to payoff those debts by the 
result of a smaller amount of human achievement 1 

Gov. STRONG. I think it would be possible to do that, if the country 
were willing to risk the consequences of such a J>olicy. 

Representative SUMNERS. I f~t in the word safely." 
Gov. STRONG. Safely; well, do not think safely that it could or 

should be done, Congressman; no, sir. . 
Representative SUMNERS. I will ask you this question then: Could 

it be done with a relatively small element of risk, considering the· 
object to be attained 1 

The CHAIRMAN. Ask him what the risks are, 
Gov. STRONG. What are the risks of such a policy 1 
Represen,tative SUMNERS. Yes .. 
Gov. STRONG. Well, the first and obvious risk.is that we would 

begin by embarking deliberately- upon a policy of inflation and 
expansion in order to raise the price level, and if we do so we may do 
the very thing that we do not want to do, get our costs of production 
and price level up to the point where we can not export and compete .. 
with the rest of the world. I think one must distinguish in these 
unusual times between a policy which appears to be a palliation at 
the moment, and a policy which in the longer future will put the 
business of this country on a sound foundation, and those who look 
far enough ahead into the future, and who adopt a policy that may 
seem harsh and stern at the time, are always the ones that come in 
for abuse. . 

You must not for a moment think that the management of these 
Federal reserve banks is in the hands of a lot of cold-blooded econo
mists who do not think about the human problems involved. That 
is the most distressing feature about the policies adopted during this 
period of declining prices. I am tempted to read some purely 
personal communicatIOns on this matter that passed in some per
sonal correspondence of mine with friends two years ago-more than 
two years ago-looking forward to this period. It was bound to 
come. People were looking forward to it. 

The real future prosperity of this country, in my opinion, will not 
be promoted by buildmg a stone wall around it so that it can not 
trade with the rest of the world. One element of that stone wall
the foundation of it-is too high prices; too high cost of living. I do 
not mean standard of living. That is a very different thing from 
the cost of living. I, personally, do not want to see it done. I do not 
want to see a country that has our great capacity to produce a surplus 
of goods with which to trade with the rest of the world relapse into a 
narrow, self-cont.ained, wholly exclusive position in its dealings 
with the rest of t.he world in trade and commerce. 

Representative TEN EYCK. To accomplish that, I beg to revert 
to the question that Mr. Sumners put to you-would it necessitate 
keeping the price levels high until the loans were paid off, or the 
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indebtedness, or could we do that and accomplish the same thing at 
the lower level of prices ¥ 

Gov. STRONG. That leads me right to the answer, I think, that I 
was going to make. 

Suppose the Federal reserve system was managed solely with 
regard to prices, and that the problem with which we were dealing 
was to insure, for instance, that the cotton crop and the wool crop 
and other raw materials that suffered a severe decline should he 
looked after-paying attention to the cotton crop only-what kind 
of a management would we have ¥ It would not be a management; 
it would convert the Federal res&'ve system into an instrument for 
the treatment of special interests. 

Representative SUMNERS. Governor, my question was not directed 
to the Fed~ral reserve system. I asked you with reference to general 
governmental policies with respect to governmental situations. 
And I asked the question, not as indicating my attitude, but for the 
purpose of Il,sking{OU in this connection what the situation is. 

Gov. STRONG. believe, Congressman Sumners, that the policy 
of the United States Government in dealing with these matters 
should be directed toward certain assistance which will permit the 
natural operations of readjustment to work possibly more smoothly. 
If the Government were to embark upon a program of taking care 
of these special cases, like cotton, or any other commodity, there 
would be no limit. . 

Representative SUMNERS. I did not have that in mind. 
Gov. STRONG. It changes prices generally; . 
Representative SUMNERS. I did not make myself clear. A good 

many people have it in their minds that, in view of the fact that the 
debts of the people of the country which they now owe were in
curred on, say, a 40-cent dollar, and the debts of .the Government, 
which the people owe, were contracted on the basis of a dollar of the 
same relat1ve value, it would seem that in a situation of that sort 
if any governmental policy could be inaugurated which would help 
to counteract the tendency of commodity price deflation until the 
debts have been paid, which were contracted at a time when commod':' 
ities were high, in justice to BIll its citizens, in' so far as sound public 
policy would permit, that policy ought to be exercised in that direc
tion. Now, my question 1S just what, in your judgment, could be 
done, if anything ~ 

Gov. STRONG. It could be done, but I firtnly believe that it would 
be. done. at the expense of our commerce. I have discussed that v~ry 
thing Wlth a number of people. There would be two ways of domg 
it, Congressman, if sound judgment permitted it; but I do not think 
it would. One way would be for the Government to print paper 
money. That would raise prices, and depreciate the currency 
again. Another way to do it, and a very much simpler way, would 
be to have the Federal reserve system print money and issue it. 
When I say "frint money" I do not mean just print irredeemable 
paper money; mean create a larger volume of bank deposit currency 
and bank note currency. That could be done, if we were willing to 
do what we regard as being ultimately a disastrous thing. 

RepresentatlVe SUMNERS. How would that printed currency get 
into circulation, if it is true that you are now having brought back 
to your banks their notes which are no longer desired ~ 
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Gov. STRONG. Well, we could do it-you know. I am embarrassed 
in suggesting such a thing as this, because, if it found favor, I am 
afraid somebody might like to try it. 

Representative SUMNERS. Well, then, I will not press that matter 
any further. 

Representative MILLs. It is being tried on a very extensive scale 
in some parts of the world to-day, is it not ~ 

Gov. STRONG. That iSf just it. It has been tried and is being tried, 
not for that purpose altogether, but because it can not be avoided, 
in other countries-there is no need of specifying them, and the result 
is that they have depreciated their currency to a greater extent than 
it was during the war. They have a very- much higher price level, 
and they have with it a growing conditIOn of poverty of all the 
people that earn wages. If it is continued, those people are going 
to revolt against it; they can not stand the pressure. 

Representative SUMNERS. What will be the condition of this 
country as to international trade if these countries. that are pro
ducing on the basis of the low-value currency, form trade relation
ships among themselves and trade with each other in this cheaper 
currency ~ I have heard it stated that in Germany, for instance, 
while they pay more in their depreciated currency, of course, thalJ. 
they formerly paid when they were on a gold basis, wages in this 
depreciated currency would seem about half of what they would be if 
they were paid in gold. It would seem that a good manYleople 
in the world are operating on the same basis, and it woul seem 
to be rather difficult for us to trade with a people so operating, 
with our currency so much greater in value. 

Gov. STRONG. Congressman, I am coming to that subject in my 
discussion of foreign exchange, if you will bear with me while I go 
into that. . 

The CHAIRMAN. You started to refer to the fact that the policy of 
soft money, with the depreciated value of the dollar, could not be 
followed without destroying our commerce. I would like to ask you 
to develop that briefly if you can. I think it ought to be made 
clear. 

Gov. STRONG. If we raise prices we can not compete, or if we do 
compete-if we are able to compete-it is because we do not raise· 
the price of labor correspondingly. You cited Germany, Congress
man, as an illustration. The price level in Germany is from 10 to 14 
times what it was before the war. True, wages there are probably not 
over half what they were before the war. I do not think that is a 
sound social or economic condition. So if Germany does get a world 
trade because costs of production paid in the depreciated currency 
are below costs of production in other countries, it will not be a 
permanent thing, and it will bring in its train some sort of social 
disorder, because people will not continue· to work at the pace at 
which they would have to work in order to maintain that production, 
when they are underpaid and underfed. 

Representative MILLS. Is it not a fact that when you disregard 
international trade and consider a country as self-contained, the 
only fair way of regarding wages is not in terms of money wages, but 
in terms of true wages j 

Gov. STRONG. Yes, sir. 
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Representative Mn.r.s. And that the productive capacity of the 
German laborer and his willingness to work for less than the true 
wages which he received in prewar times is wholly independent of 
the value of the particular medium of exchange that is used 1 Is not 
that soW 

Gov. STRONG. That is true, and it is especially represented just 
now in the case of Germany, where industry is springing up. Wages 
should be properly expressed, in order to deal with this matter, in 
terms of what the wage earner is a.ble to buy and consume rather than 
in what he receives in pieces of paI?er. •. 

Representative Mn.r.s. Is not this a familiar economic phenomenon 
during a period of inflation, owing to printing money-a very great 
rise in credit' Prices rise very rapidly and wages lag· behind ¥ 

Gov. STRONG. Yes, sir. 
Representative Mn..r.s. And the wage earner suffers severely, 

owing to the fact that there is a rapid diminution in the true wage 
which he receives, or in the commodities which he can get in exchange 
for his labor. On the other hand, speculators make very large 
profits, because they hold the goods and are selling them on a con
stantly rising market. 

Gov. STRONG. Exactly. 
Representative lI-fiLLs. The third class of people who suffer very 

severely are all those, for instance, who are receiving fixed salaries
clerks, wage earners, and that class. A fourth class of people who 
also suffer very severely are all those small investors who hold invest-. 
ments with a fixed rate of return. So that the economic phenomenon 
of a period of inflation with rising prices is one of social injustice in 
which one class, and one class only, profits at the expense of the rest 
of the community. Is not that so 1 . 

Gov. STRONG. That is absolutely true, Congressman. 
Representative SUMNERS. And during the period of deflation the 

people who suffer most are those who have contracted debts 1 
Gov. STRONG. Yes, sir; including governments. 
Representative MILLS. Or those who hold goods purchased at high 

prices or produced at high prices 1 
Gov. STRONG. Yes, sir. 
Representative MlLLS. Pardon me for asking these questions; we 

have evidently entered on a general disCUSSIOn of iIiflation as a. 
means for curing our ills. 

As an economic proposition, is it not generally regarded as the 
worst kind of a patent medicine for the cure of the evils from which 
we may temporarily suffer i 

Gov. STRONG. It is a species of painless dentistry, but there is gen
erally an abscess there tliat has got to be dealt with later. 

The CHAIRMAN. But does it not also bring you to the answer to the 
question, that it is an attempt to create a condition of a gener~ level 
of prices representing a fairly decent division of the rewards.of mdus-. 
try which can be maintained without serious change over a long 
period of time 1 

Gov. STRONG. That is what we are coming to. 
The CHAmMAN. That is the condition under which humanity as a 

whole is best off 1 
Gov. STRONG. Yes, sir; and the interest of the man who makes):ris 

living by his labor is best protected by insuring that the currency has 
its largest buying power. 
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Representative SUMNERS. When prices were being inflated, the per
son who had a debt paid to him suffered, because he was paid m a 
cheaper currency relatively than the value of the currency at the 
time the debt was contracted ~ 

Gov. STRONG. Yes, sir. 
Representative SUMNERS. And then when we go down again the 

other man gets the worst of it ~ 
Gov. STRONG. Yes, sir. 
Representative SUMNERS. And you can only hope that when we 

get to the proper level and get it established there will be justice as 
among creditors and debtors ~ 

Gov. STRON~. Yes, sir. Now, Congressman, I believe we are 
headed in that direction. I firmly believe it. l think that the 
course of developments in this country is now in the direction of 
doing justice to those who live by their toil. I am very sorry for the 
debtors, and very sorry for the principal debtor in the United States, 
the United States Government, because this increase in the _pur
chaSing power of money means, of course, greater difficulty in collect
ing taxes, etc. Profits are reduced all along the line, profits of trade 
.and of production and so on, and to make a budget balance on the basis 
~f a restored dollar is going to be a very difficult problem. But I 
think this country can stand it, and when we get over this inter
vening period of aO'ony and suffering we are going to be on a sound 
basis, and we can face the world. That is what we want to see. 

Representative SUMNERS. It is one of the penalties that nature 
imposes on a people who do not find some better way to settle their 
differences than war affords. 

Gov. STRONG. Well, there may come a time when systems of 
Government and social systems and economic systems will enable 
us to avoid these miseries, but it has not come yet. Unfortunately 
we have to deal with things as they are, and not as we would like to 
have them. 

Representative TEN EYCK. Is it not a fact,that if you keep these 
inflated prices until the Government is able to payoff all its indebted
ness it would mean that the Government had shifted the indebted
ness to the other borrowers in the country and that they would' take 
the loss in time of deflation ~ 

Gov. STRONG. I think probably it would mean this, rather than 
.as you express it, that with the taxes collected in a depreciated cur
rency it would enable the Government to payoff its debt-

Representative TEN EYCK. It would be equally distributed 
throughout the entire country, and each man would take his pro
portion of the great loss during the war ~ 

Gov. STRONG. Yes. 
Representative TEN EYCK. But if that was paid off at a high price 

somebody else would have the debt, and it would fall upon the 
debtor. . 

Gov. STRONG. It would, ultimately, in one form or another. 
Representative TEN EYCK. Instead of being distributed over the 

(Intire country through taxes. 
Gov. STRONG. I think that with the possible reservation of just a 

little space in the record for errors and omissions, if the commission 
is readY'> I will go ahead with the wind-up of my long talk, for which 
I apologize~ 
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Some of the difficulties that have surrounded the financing of the 
agricultural and cattle industries in this country are, I believe, rather 
fundamental. One to which we have referred more than once is the 
fact that the farmers' cycle of production is a year, or a substantial 
part of the year, and in the case of cattle it is from two to three years. 
Under those conditions the farmer is unable to shift his position in 
order to meet changed conditions, as was so strikingly the case with 
the crop of 1920. 

Now, those difficulties of course can not be overcome. The busi
ness of the farmer is a seasonal business. But his difficulties have 
been accentuated by certain peculiarities of our banking system that 
I would like to discuss with the commission. 

We have in the United States substantially 30,000 credit institu
tions which have no legal relation to each other, except about 
10,000 of them which are related through the Federal reserve system; 
and even those relations which existed prior to the establishment of the 
reserve system have been reduced in their effectiveness, because, as I 
stated on Tuesday, the old relation of reserve agency has beim almost 
entirely removed ill the case of the member banks. Many of the serv
ices which a bank requires to be performed in a ~oney center, as in 
New York City, are in fact now performed through the instrumentality 
of the reserve banks, and there has been to some extent-it is impos
sible to measure it-a breaking down of the old relationship of the 
small bank in the country with the large bank in the city. 

May I ask you to look at this blinking system of ours, with 
these 30,000 institutions, entirely unrelated to each other, as a sort 
of sprinkler system which sprinkles credit over the agricultural sec
tions of the country, just as you would sprinkle fertilizer to invigor
ate the soil ~ It requires an even, uniform distribution. It is one 
characteristic of this period of difficulty that credit has not had uni
form, even, equal distribution in the parts of the country where it 
is needed, and I believe the difficulty lies in the fact that the differ
ent elements in the banking system are not properly linked up 
together, even by the Federal reserve system. .' 

In the first place, there are 20,000 banks, or thereabouts, that have 
no direct connection .with the reserve banks. See how that aff·ects 
the psychology of the banker, his mind, in time of strain and diffi
culty. As you have heard stated, when credit conditions become 
difficult a great many bankers stop making loans. They get fright
ened. Some small banks run up to a certain poiIit, as was stated here 
yesterday, and they have to stop because their reserves are exhausted. 
That inust be peculiarly true of the State banks, which can not fall 
back upon the Federal reserve system for additional credit. It is 
just as though in sprinkling this credit throughout the country at the 
time when it is most needed, something interfered with the flow of 
the fluid, so that half or more of these orifices are closed up. It 
seems to me that that must be corrected. 

Now, under a system of banking such as they have in Canada or in 
France or in Great Britain or in Germany, or in almost any modern 
banking country, these little branches of banks are the orifices to 
which I refer, which directly connect up with the money centers, and 
distri~ute surplus credit at the point where it ~s. needed ,:n4 wJ;1ere 
there IS a shortage of credit. Under those condItIOns the lImItatIOns 
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of law as to how much an individual bank may 19an to an individual 
borrower, or how much it may loan in toto in relation to its capital 
and resources do not apply. Take such a great institution as the 
London Joint City and Midland Bank, which has 1,500 branches in 
the United Kingdom alone, and which owns a bank in Scotland and 
owns a bank in Ireland. If there is a very great demand for credit 
up in Yorkshire or ill Lancashire, or any other part of the island, 
wily, the limitation there is not the capital of a little bank of fifty, 
one hundred, or five hundred thousand dollars; the limitation is 
simply the resources of that entire bank which has a billion dollars 
of resources, and credit flows through that avenue, or through that 
pipe, to the point where it is needed. , 

The necessity for such a condition in this country is greatly in
creased over what it is in those snug little islands, by the fact that 
this is an agricultural country where we have two things to deal with; 
one is the seasonal demand ill the different parts of tne country, and 
the other is what we'might call the occasional demand, due to active 
industries in one place or another, or due to crop failures. 

The simple answer to that difficulty would be to modify the laws 
so that we could have a system of branch banking. But I hesitate 
to suggest that, for a number of reasons. One reason is that It very 
large part of the development of the a~icultural sections of this coun
try, in the minds of the local people, nas been made possible by the 
establishment of local banks. Tney think that they enjoy a certain 
local banking autonomy that they would not have if 'they were 
dependent upon a branch of a big bank. They have a certain civic 
prlde. There are many prejudices that are involved in the matter, 
but greatest of all is the fear that would develop in case of a trend 
toward branch banking in the United States, that the big banks in 
the money centers would gobble up all the little banks and we would 
have a great money autocracy in the United States that would gobble 
up everything. 

That is something against which this country must be protected, 
if it is a possibility. I do not think myself, from what I know of the 
temper of the banks of the country and of the people, that it would 
be feasible to have a complete system, as they have ill other countries, 
of branch banking, and I would not advocate it. I believe, however, 
that it may be well to consider undertakinO' some plan by which, 
within limited areas,.whether of counties or 01 some other limitation, 
that process could be promoted. 

In 8lmost every county in the United States there is a county seat, 
where business naturally centers and where they have a stronger 
banking condition than out in the smaller hamlets where they have 
little banks. I have no doubt that this distribution of credit would 
be facilitated if some such system could be devised, within limited 
areas, so as to afford protection against the overdevelopment of 
branc,h banking and that some such rlan would be of assistance. 

But more than that, what we real y need in the United States is 
to overcome the uncertainty, hesitation, and timidity on the part of the 
little country bank-the State bank-in granting accommodation when 
it is needed. When the national bank act was amended some 20 years 
ago or thereabouts, in order to deal with this very situation and to 
enable the system to meet the competition of State bank develop
ment, the required capital of national banks was reduced from 
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550,000 to $25,000. To my mind,iu the absence of a system of 
branch banking, some such mpdification of the law was necessary. 
There certainly was a very great demand for it. But at that time it 
might have been better had we p(>rmitted to some limited extent 
branch banking, to supply the need which was then felt for small 
bankR in small commuruties. Not having done so at the time, and 
hllving had this enormous development of little, unrelated banks all 
over the United States, I think some step must be taken-and I am 
not prepllred to recommend just how it shonld be taken-bv which 
th(' great majority of these little State banks can be brought Into the 
Federal re!'erve svstem. 

These banks go down to as low as $10,000 of capital, and even 
smaller, and I admit that the problem of organization and manage
ment of the Federal reserve system througli the admission of this 
~eat nu~ber of small bllflks ,,:ould be a very heavy task. I think 
It would mvolve a reconSIderatIOn of the whole subJect of how bank 
sUIJervision should be conducted. 

Representative TEN EYCK. You do not restrict a State bank from 
coming into the system on account of its capitalization ~ 

Gov. STRONG. Oh, yes; yes. 
Representative TEN EYCK. Is there a limit .to that ~ 
Gov. STRONG. Yes. . 
Representative TEN EYCK. What is the limit, may I aSk ~ 
Gov. STRONG. The limit is the same capitalization as that required 

by national banks in the same communities .. 
I do not· want to give the impression that I am making a radical 

suggestion. I do not think it is radical, but I would not be willing 
to suggest and defend it for the correction of this situation if I did,not 
thinK, in the first place, that it WitS necessary, and if I did not hope, 
on the other hand, that if any such program were adopted there 
would be coupled with it some adequate protection to the system in 
the way of supervision of these Danks which are now under the 
supervision of the various State authorities. 

In our district the supervision which is afforded by the bank 
authorities of the States of New York, New Jersey, and Connecticut 
is excellent and admirable, and we are satisfied with it and have 
no complaint to make about it. I am not sure that that same degree 
of care m supervision is. exercised in all the other States, and it would 
be such a responsibility for the Federal reserve system to assume to 
take care of the credit requirements of an additional, say, 10,000 or 
15,000 members, that I think if anything is done to encourage such 
a development by making admission to membership more attractive, 
or by any measure to require it, before doing so the Federal reserve 
banks themselves and the Federal Reserve Board should be very 
carefully safeguarded and given ample powers to protect the system. 

Representative SUMNERS. Could It possibly be arranged so that it 
could safely be done that the primary banking risk in communit~es 
where there is an extraordinary demand for credit could be dIS
tributed ~ 

Go",:, STRONG. Well, it might be done by' ass,ociations. of banks. 
That IS a development that has not taken place m the Uruted States· 
at all, practically, as you know. There are in some sections what they 
call chains of banks, where the same interests own quite a number of 
banks. That has developed in Georgia. But such an association~ 
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as a rule, I should say, would be like a chain; that is, just as strong 
as its weakest link. What I would like to see is a more complete 
binding together of all the banks in the country into a system which 
will result m a more even distribution of credit and a more effective 
protection against the withholding of credit at times when it is needed. 

Representative SUMNERS. The country bank's difficulty does not 
arise primarily out of any inability to get good loans, but arises out 
of the fact that if it takes a great many good loans, which may be 
paid off seasonally, and its own debts are caned, and it can not renew 
Its rediscounts, it will go broke. I think that is the primary diffi
culty with regard to the country banks. 

Gov. STRONG. From the discussions I have had with the officers 
of other reserve banks, regarding that very situation-it has not 
arisen in our district-where these great, excessive advances are 
made, which are common in the agricultural sections, by the Federal 
reserve bank to its member bank, the reason that situation arises is 
this, Congressman. The member bank has made large loans, very 
large loans, to all of its agricultural customers, at a period of high 
prices when a large volume of credit was required. It has borrowed 
In corresonding volume from its reserve bank, and subsequent to 
the creation of the debt of the customer to the member banK, and of 
the member bank to the Federal reserve bank, it has lost deposits 
heavily. That reduces the basic line and increases the proportion of 
bOlTowing by that member bank. 

In examining all these figures of excessive borrowings by member 
banks, I think it should be borne in mind that the picture they pre
sent results from a reduction of deposits rather than, in the first 
pla.~, an excessive advance. Then, of course, with this price de
cline, it has left not only the member bank but the Federal reserve 
bank with loans on hand that are not well secured at the present 
time. They will be in time, they will be worked out, but they must 
be carried for the present. 

Representative SUMNERS. I do not think we will have to provide 
as a permanent system one which is necessary to calTY us through 
this emergency. I do not think that is indicated. 

Gov. STRONG. Well, speaking for the Federal reserve system, I 
do think that no permanent legislation should result from the present 
uimsual, extraordinary conditIOns that will distort the purpose of the 
Federal reserve system beyond its sound and Ol'ginal purpose into 
something wholly different, simply to meet an emergency which I 
hope we shall not have to face again. There is danger in that. 
The act is Pl'~tty sound, and I thinK we can depend upon it through 
the years, as It develops and as we have greater expel'lence. 

I did not intend, Mr. Chairman, to do any more in this part of the 
discussion than to suggest some points that had occurred to me as 
exceedingly important for consideration. The unrelated situation 
in which all of these little banks stand with reference to the system 
as a whole is one of the principal ones, which I think makes them 
ineffective. 

The CHAmMAN. What you say in that respect is emphasized by 
such examinations as I have made of the statements of banks in even 
relatively small communities. Take, for instance, a county in which 
the industry is wholly agricultural. The status of the banks varies 
widely. Some of the banks will be very much expanded, others will 
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not be expanded at all, and there is no correlation through which the 
banks which have not been pressed can in any way assist the banks 
which have been Pl"essed. 

Gov. STRONG. What controls it is competition, and the element of 
competition carried too fap in banking may become dangerous. 
We had a threat of that very thing during the war in the payment of 
excessive interest on balances, which was checked, I think, Iiy the effec
tive action taken by the Federal Reserve Bank. (See pp. 595-622.) 

Now, if you are Willing to assume that this inequality in the distri
bution of credit is promoted by the lack of a suitable relationship 
between the banks of the country, then I think it is necessary to state 
definitely that we feel that situation can not be corrected by over
extension of credits to those banks that are willing to overborrow. 
That is the situation that we are in to-day in some sections of the 
country. Just as you say, it is very spotty .. In a certain community 
out through the country districts there may be some banks that have 
unwisely and dangerously overextended, and in the same community 
a banker with a different point of view of what is good banking may 
not be owing anything torus reserve bank at all. The complication 
of the present situation, with 20,000 banks not members of the Federal 
reserve system, throws us back on the possibility of aid that may be 
afforded by overextensions of qedit to those few that are willing to 
overloan. I do not think that is a,sound method of dealing with the 
fair and equitable distribution of credits throughout the country. 

There is another difficulty that has been discu/?sed frequently, and 
was mentioned to-day, and that is the fact that the Federal reserve 
act does, as it is designed, furnish short-time credit for the promotion 
of the industry and commerce of the country-to finance tlie produc
tion and movement and sale of goods, and fundamentally: the paper 
which it takes was originally expected to be that paper which repre
sented an actual sale of goods. As I understand, in the earlier drafts 
of the Federal reserve act it substantially limited the reserve banks 
to such paper, and it was only in its later edition, so to speak, that 
the language was introduced which permitted the reserve banks to 
make loans upon distinctly agricultural paper which had a maturity 
of six months. 

Then at the other end of our banking development, or our credit 
development, we have the system of farm-loan banks which provides, 
and will, I believe, in increasing amounts, and upon sound principles, 
provide the farmer with mortgage loans for long periods, properly 
amortized, and so on., ' 

The paper which is eligible for discount at the reserve banks, being 
short-tlIDe paper, and the mortgage loans, which are handled by the 
farm-loan banks, being long-time paper, undoubtedly result in leaving 
a gap between the need of the farmer for a long mortgage loan at ont" 
end, and the need of the manufacturer and merchant for a 90-day loan. 
The farmer's requirements, I should gather from what little I have 
heard and observed about it, would in the case of the wheat grower, 
run, say, from six to nine months and there is the extreme case of the 
cattleman who would need a credit of from two to three years. 

Now, it is a fact, and we must admit it, that the existing :.;nachinery 
of our credit system is not quite adequate to provide credits ~f that 
length of time. The Federillreserve system should not dO,lt, and 
much of it, a very large amount of it, undoubtedly is not of a character 
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that should be made the subject of permanent mortgage loans on a 
~an's farm. ,But I am inclined to think that it would be a good thing 
if some arrangement could be made through the employment of 
private capital by which either the Federal farm-loan system or some 
other agency-I should think the former would be the better-eould 
provide a certain amount of credit of that character, distinctly for 
agricultural use. 

The difficulties can not be overlooked. There are a number of them. 
One is that that type of credit is now furnished by the banks of the 
country in very large J)art, and if another type of credit institution 
or credIt service is developed I should apprehend that it would develop 
a good deal of antagonism from the country bankers who would feel 
that they would lose their farmer customers. 

Anotlier difficulty lies in the fact that agriculture being a seasonal 
operation requires a large volume of credit at the peak of the planting 
and harvestlllg seasons, and during the intermediate seasons the 
amount of credit required is more moderate, at times very small. 
Now, there should be a regulator in there, so that an uneconomical 
arrangement of credit woula not result if any such plan were adopted. 

My notion of what would be a proper regulator is this. Wlien a 
farmer borrows money for nine months; say, he borrows it in the 
first instance early in the season, and his borrowings increase as the 
season progresses. His first borrowings are possibly for the purpose 
of purchasing fertilizer, stores for the farm, possibly some farm imple
ments, and he has to begin paying his labor, plowing the ~ound, and 
preparing the crop. At that time nothing has been proauced as the 
basIs of credit. As the season progresses, however, he has a crop 
growing, and toward the end of the season he has a crop matured and 
harvested. 

Now, it seems to me perfectly proper that whatever institution 
engages to furnish that farmer with nine months' credit should be 
perillltted, when that credit approaches within a short period of 
maturity, say, three or four months, to go directly to the reserve 
bank and discount the paper. My point is that if this is done, then 
we are still observing the principle which should be observed in the 
reserve system, that the parer which the reserve banks hold should 
be paper representing actua value. The crop then would be further 
matured, there would be value behind the paper, and the time would 
shortly be approaching when the actual sale of the crop would liqui
date the paper. This pran would overcome the difficulty which might 
be encountered of providing the very maximum of credit for crop 
making and crop moving J)urposes, a large part of which would be 
idle during a large J)art of the year. 

These are suggestions that I" am makinO' quite modestly. I do not 
~laim to know a €7eat deal about the conditions of agricultural credit . 
.30 far as the prlllcipies here involved are concerned, I can not see 
Any objection. Assuming that the Federal farm loan system will be 
used for this purpose, I can not see any objection to such a relation-

. shiJ) being established between those banks and the Federal·reserve 
banks as would enable the former to discount good J)aper, with their 
mdorsement, directly with the Federal reserve bank, under proper 
safeguards. 

Representative TEN EYCK. Is it your suggestion that the farm loan 
oankS should discount this paper ~ 

Gov. STRONG. Yes, sir. 
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Representative Mn.LS. Is it not true that, generally speakin~, the 
fund which the Federal reserve system is intended to mobilize is 
the fund of liquid capital that turns over very rapidly in a compar
atively short term i 

Gov. STRONG. Yes, sir. 
Representative Mn.Ls. Now, if the farm credit is limited so far as 

this particular fund is concerned, it is limited because the length of 
time for which that credit is required is so great that it exceeds the 
time limit for·which this particular fund is primarily intended ~ 

Gov. STRONG. Yes, sir. 
Representative Mn.Ls. That is to say, when you get from nine 

. months to twolears you are no longer dealing with what we may call 
the most liqui capital, but you are rapidly approachin, . g the point 
where you Will be dealing with an investment, or something in the 
nature of an investment ~ 

Gov. STRONG. Yes; it is not self-liquidating paper. 
Representative Mn.Ls. Now, I'notice in a letter which Mr. Hoover 

wrote to Senator Capper dealing with this very question, he sug~ested 
that for. these farm credits of a more or less extended period, the 
funds would have to be obtained, not from the particular liquid 
capital that is available in the Federal reserve system, but from that 
capital which is ordinarily available for investment purposes; in 
other words, that we should turn to the investment funds rather than 
to the short-term commercial paper funds. What have you to say 
as to that~ , 

Gov. STRONG. I think; Congressman, that the plan I propose lie~ 
right in between. The paper would have a self-liquidatmg element 
toward its maturity to a very large extent; It would not represent 
goods actually sold, but it would represent goods that are certain to 
be sold if they are f:Iorduced. 

Representative}. s. Let us take these farm loan banks. To-day 
they obtain their funds, as I understand it, from the sale of bonds, 
and they hold as security the mortgages on which their funds are 
loaned ¥ 

Gov. STRONG. Yes, sir. . 
Representative Mn.Ls. Is it your idea that thev would obtain their 

funds to loan out for tl:!.ese purposes by short-time securities, with 
these. various notes as security for their own short-term notes ¥ 

Gov. STRONG. Possibly the ideal situation, were it possible to 
bring it about, would be to have the new credit provided by some 
such mutual relationship in the farming communities as would 
result in the surplus credIts of the wealthier farmers being applied tQ 
financing those farmers who have no surylus Qf credit, To do that, 
it seems to me, would involve introducmg the land banks, as now 
called, into the deposit business and bringing them pretty close to 
doing commercial banking. That would certainly encounter the 
opposition of all the countrv banks of the country; they would not 
only lose their deposits, but they would lose their customers who 
borrow those deposits. 

. Representative Mn.Ls. Well, now, you suggested that bef.or~. 
That course is one way of obtaining funds and for them to grant this 
credit .. Now, ~suming they can no~ go into the deyos~t busine~s, 
would It be possIble for them to obtam the funds by ISSumg a serIes 
.of short-term notes, for one, two, and three years, against which the 
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commercial paper, let us say, which they would get, would be the 
security 1 

Gov. STRONG. Yes, sir. Now, carrying that program into actual 
operation, see what would result. I think that as a part of the 
program some form of obligation should be issued and sold to inves
tors, possibly a short-term note. At the peak of the season, when 
borrowing is at its height, there would be a large volume of those 
notes outstanding. When the crop came in and wl#s sold, a very 
large part of the paper that was behind those notes would be liqUl
dated. and paid, and ~he bank would have. a volume of paper out
standmg With no earnmg assets to support It. A very much smaller 
amount of obligations outstanding at a permanent interest charge 
would be necessary for such loans, if the farmers' notes, or whatever 
they might be, coUld be taken directly to the reserve bank and dis
counted. That would take the peak off the load of borrowing which 
the land bank would be required to carry. 

Representative MILLS. Just a minute. How much of this paper 
could the Federal reserve banks afford to discount, and so tie up their 
funds for comparatively long periods of time ~ , 

Gov. STRONG. Only for three or four months. I would not take 
that paper into a reserve bank until it had run to within three or four 
months of maturity. 

Representative MILLS. I get your point. Just let me complete 
thil;! prQPosition, because it seems to me that this is one of the propo
sitions which this committee can deal with in the way of making a 
constructive suggestion. 

Is it your opinIon, Gov. Strong, that the solution of the problem of 
taking care of this gap, which admittedly exists, lies along the line 
whicli we have just been discussing ~ 

Gov. STRONG. I think if the two matters which we have discussed
getting the whole banking system tied together more closely, and 
taking care of these credits of from nine months to two years-are 
properly done and put into operation, we will hear very little more 
complaint from the farmers about credit. 

Representative MILLS. Well, if you were called upon now to make 
a choice as between these two funds, one of which we may describe 
as the deposit fund and the other of which we may describe as the 
investment fund, which one of. the two funds would you select for 
this particular form of credit W . 

Gov. STRONG. I would select the investment funds, without any
question. 

Representative MILLS. Because I)f the opposition which would 
come from the country banks ~ 

Gov. STRONG. Not only the opposition, but I think if the plan 
succeeded it would result-I mean if that plan of using the deposit 
fund were tried and succeeded, it would result in hardships in other 
directions as the result of the withdrawal from these coun~k]~anks 
of deposits which should not be withdrawn. Those are ba . g de
posits, and they perform a great service in the community where the 
bank does its business. 

Congressman, I hope you understand one of the reasons for my 
making this very tentative suggestion. Most of the country banks 
throughout the United States, I believe-I certainly know it is so in 
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our districtr-make loans to farmers, and take from them a mortgage 
on their farm. The mortgage is not recorded; it is held as a sort of 
collateral security to be employed in case the farmer does not pay. 
Much of the paper which goes to the Federal reserve banks, or will 
go to the Federal reserve banks, from the farming communities is 
that very paper. It is from the standpoint of the country bank a 
more or less permanent investment. The farmer is always borrowing 
& little, more or less, and he has lodged this mortgage with the bank 
to secure the bank for whatever he does borrow, which fluctuates. 
That is the paper which we get in the F.ederal reserve bank, and frankly, 
it is not the kind of paper which we should get. If the paper which 
we got was such paper as passed through the land bank under the 
conditions I have described, it would really improve the character 
of the paper that comes to the reserve bank rather than the reverse. 
That is my belief. ' 

Representative TEN EYCK. To make your suggestion a little 
clearer, will you expl~ again wh~re t~e land barik is to get this 
money that they are gomg to loan ill this war to the farmers ~ 

Gov. STRONO. When the land bank now m8.kes a mortgage loan it 
pledges the loan as security for a bond, which it issues, and sells the 
bond to the public. 

Representative TEN EYCK. I mean the particular kind of loan 
that we are going to make on this short-term mortgage. 

Gov. STRONG. The land.banks might do the same thing, only they 
might adopt a different kind of obligation adapted to a short period. 

Representative TEN EYCK. I understand your suggestion. Along 
that line, did you say before that if we started another system of 
depository banks or loan banks they would come in competition 
with the present national banks ~ 

Gov. STRONG. If they were permitted to receive deposits they 
would be; yes, sir. 

Representative TEN EYCK. And in that way we would really have 
two lianking institutions to do the work of one ~ 

Gov. STRONO. Yes, sir; and it would be indirectly applying de
posits payable on demand to the making of loans for a longer period 
than that kind of deposits should be applied to. 

Representative TEN EYCK. The present system of loaning to the 
farmer is throug..h the national banks in their pJlXticular localities, 
is it not ~ . 

Gov. STRONO. The commercial bank, National or State. 
Representative TEN EYCK. If that is the case, and they still want 

these deposits of the farmer, why should we not utilize them to loan 
to the [eople whose deposits they are really looking for ~ The 
reason ask that is this: I believe that all the strength of our 
national banks lies in the fact that their business is done with all the 
various industries of the country. When one is prosperous another 
may be not so prosperous, but the balancing of the different accounts 
helps to sustain the business throughout the entire year. 

We have in the country peak tlIDes of borrowing, peak times of 
deposits, and if the farm loan bank puts out certificates in the way 
rou suggest, so that it will have money enough to loan at the peak 
time of borrowing, there will be times when they will have a surplus 
that they will have to loan in competition with the national banks. 
From that standpoint I feel that we ought to utilize that which we 
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have, the national banks, to extend the credit, by extending the dis
count privileges. of the re~erve bank if it. is necessary. It was not 
perfect at the tIme when It was first enacted; we have extended it 
to meet requirements vastly greater in volume than we would have to 
if we extended it to take care of the farmers' loans. When it was first 
conceived, as I understand it, the reserve bank was to take care of 
loans upon articles or products in commerce. Now it has gone 
beyond that to a certain extent-

Gov. STRONG. Only in two respects, Congressman. 
Representative TEN EYCK. Yes; in two respects. Let us make 

the third respect that it will go further in relation to the farmer. 
Now, I believe the duty of the banking institutions is to consider 
the length of the turnover of the industry to which it is loaning. If 
the manufacturing plants deserve 90 days, there is no reason why 
that same institutIOn should not give nine months to another indus
try whose turnover is nine months. There is only one branch of 
the farming industry that needs more than nine months, or a year 
at the outsIde, and that would be the cattle-raising industry of the 
country. I doubt very much whether there is any other, and I 
believe that some special arrangements can be made by them, if 
worked out }>ro:(>erly, either through our national banks or through 
the loan bank, if you choose tha~I believe that even that could 
be worked out with the national bank. The only way in which I 
think it might be detrimental to the national bank is in the fact that 
they can not make as much money out of long-time paper as they 
can out of short-time paper. . 

Gov. STRONG. Of course, you realize that the abandonment of 
the principle of this short-time self-liquidating paper is an abandon
ment of the very first and most fundamental principle of reserve 
banking. 

Representative TEN EYCK. I realize what you mean. . 
Gov. STRONG. We have gone a very long way in issuing what is 

known as assets currency in the United States-in fact, almost the 
limit. And if other means can be found to meet this situation, as 
I believe there can be, how much better it is going to be for us to 
stick to the tried principles of banking that we know have stood the 
test. I mean the type of banking which involves making the loans 
or assets of the bank the basis of the country's currency. 

Representative TEN EYCK. My idea is this, that we are taking 
one industry-and. I think it is a bad precedent to establish-and 
making a certain class of bank do its business, where its own invest
ment IS not wound up in the institution or the particular organi
zation that is carrying on the institution. It might happen later on 
that the United States Steel Corporation would be unable to get the 
accommodations that it needed, and we would have a community 
bank backed by the Government to take care of the accommoda
tions of the United States Steel Corporation. Of course, that is a 
far-fetched comparison, but nevertheless when we are establishing 
short time loans through a land bank that is established for the 
}>urpose of taking care of one industry I believe we are se{>arating 
that industry too far from the others, and destroying thell' inter
dependence, and their particular needs at certain seasons of the year 
will not be balanced by the particular needs of other industries at 
other times of the year .. I think that is establishing a bad prece-
dent. . 
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Now, I want to see them get proper credit even though they have 
to get it in that way, but still believe they can get proper accom
modations from the small national banks. 

Gov. STRONG. I think, Congressman, we are conforming to prece
dent in doing that. For' instance, we have established a special 
class of banks to enable them to get long time mortgage loans. .The 
same principle would apply to a life insurance company. A life 
insurance company in a sense is a bank, and we establish a different 
class of institution to insure the risk of life, a risk which can be re
duced by a certain computation as to what it involves, which per
mits life insurance companies to buy long time investments, which 
th~ do. 

. I want to look at this from the standpoint of banking a little bit, in 
order to preserve a sound banking system. Here is a class of business 
which happens to be conducte. d by men that we call farmers. It 
calls for a character of accommodation which to my mind should 
not be afforded up to the point you have mentioned by the institution 
upon which the country's currency depends for its prompt liquidation 
when it is no longer needed. -

This would not deprive the farmer of access to the Federal reserve 
system. He would still be able to go to his ordinary bank, where he 
would still be obliged to carry his ordinary banking account, and 
borrow to the limit now provided by law, and that pa,Per would still 
go to the Federal reserve bank. I am simply suggestmg a means of 
taking care of not only the peak of the load but the longer time credit 
that the farmer requires. . . 

Representative- TEN EYCK. But in so doing we are practically 
admitting that the national bank is not the bank to take care of the 
entire needs of the farmer in what he might call his short time loans. 

Gov. STRONG. Admittedly so; that is true of his mortgage loan 
. requirements. . 

Representative TEN EYCK. Mortgages are an entirely different 
proposition. This is what we call tlie short term borrowing of the 
farmer. Now, in arranging another institution to take care of this 
we are admitting that the national bank has not been able to take 

. care of the turnover of the farming industry of the country. And 
I do not believe that is so. 

Gov. STRONG. Well, I myself think that the need of the farmer just 
now has been very greatly exaggerated in this regard. He has been 
pretty well financed-I think at rather too high rates in some sections. 

Representative TEN EYCK. I am not discussing that; I am bringing 
it down to what we should do in the future to give him what he needs, 
and to cut out undue criticism as regards the' accommodations he is 
being given. But the very fact that you admit here that there should 
be another institution organized to take care of the needs of the fa~er 
is an admission that the farmer has not been given the proper credits 
up to this time. 

Gov. STRONG. I think he has. 
Representative TEN EYCK. Well, then, we do not need the. other. 
Gov. STRONG. I might be i,nclined to agree with y,?u on that. 
Representative TEN EYCK. Well, I do not agree WIth you on that. 

I believe he needs it, and I think that the national banks to-day 
should be so regulated that they' could give it to him and keep him 
within the circle that circumscnbes all the industries of the country, 
instead of putting him off to one side by himself. 
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Gov. STRONG. Now, is not this the fact, Congressman, that we 
have developed this enormous agricultural industry of the United 
States with the facilities that we have had, and it has been an enor
mous development. The great West has been built up on it, and it 
has been done with these'very institutions that you refer to--

~ep~esentative TEN EY~K. But you do .not see the psychology of 
this thmg-Iet me say this, and then I will hear your explanation: 
Do you not see that the farmer will come back and say, "All our 
deposits are being used by the other industries of the country, and 
we are put off to one side to make our borrowings, and what we want 
is short-time loans on our turnover, which is a year or nine months in 
length. We are not permitted to have money that we have deposited 
in the .ban~ loan~d ,back to us on our products. The psychology of 
the thing IS not rIght. ' 

Gov. STRONG. Well, sir, I am sorry that I can not agree with you. 
Representative TEN EYCK. I understand' your viewpoint, but I 

want you to consider mine. 
Gov. STRONG. I think farming is a very different industry from 

the buying and selling of goods. I think it isa very different in
dustry from manufacturing goods, and I think that the principles 
which apply to the operatIOns of a bank that issues the country's 
currency, soundly adillinistered, should not admit paper that may 
run from nine months to two years as security for those note issues. 

Look at the experience of the rest of the world in these matters. 
We take commerCIal pal?er, as we call it, in the Federal reserve bank, 
'and employ it as securIty for note issues. There is no such thing 
as commercial paper in France and England. They take bills that 
represent goods that have been actually sold-not altogether, but 
in the main. Weare far ahead of anything that those mstitutions 
have done in liberality of credit. As I stated the other day, the 
commercial loans that are made by the commercial banks-the 
joint-stock banks, as they are called in England-are not repre
sented by notes of hand; they are overdrafts on the books of the 
bank. Those great banks practically never borrow from the Bank 
of England at all; they have no "commercial"laper of that kind in 
their portfolios to borrow upon if they wante to. But the paper 
that goes into the Bank of England is the bill that represents goods 
actually sold and will be paid out of the proceeds of the sale of 
the goods when it is completed. And even that paper is not made 
the security for the notes of the Bank of England at all; they have 
not even O'one so far as that. 

I woula very much deprecate the addition of this great mass of 
farming paper to the paper upon which we issue our notes. We 
do not get very much of it now, I admit, but I would very much 
regret seeing the door opened to an increase in the volume of such 
paper as the basis of the country's currency; and it can be taken 
care of so easily otherwise. 

Rerresentative TEN EYCK. But I would hate to see the na
tiona banks pass the buck, and then not have the farmers get what 
they really want. 

Gov. STRONG. Let us take the objection which you raised in 
regard to the farmer feeling that his funds are being diverted to 
other purposes. If deposits were not received by the land banks 
the farmer would maintain his account with his local bank, would 



AGRICULTURAL INQUIRY. '19'1 

he not t And for his ordinary borrowing for a short. period he 
would go there and borrow just the same. The result would be 
that that bank would have more credit to use in the community. 
What I have heard over and over again from the members of this 
commission and from those I have heard testifying here is that 
there are not enough loanable funds in these little communities to 
keep the rates of interest down. This is one of the things that will 
do It. It will produce a surplus for the development of those-sec
tions of the country where local borrowers are paying at these little 
banks from 10 to 15 per cent, and in some parts of the country they 
tell me that when the bank says, "Well, we will let you have this 
money for 6 or 8 per cent," it does not mean 6 or 8 per cent per 
annum, but 6 or 8 per cent for the money, whether for three months, 
six months, or a year. 

Representative TEN EYCK. That is due to the fact that the class 
of paper he has to accept from tp.e farmer is n?t rediscountable ~ 

Gov. STRONG. Well, he can discount, 1 believe, from 75 to 90 
per cent of it to-day. 

Representative TEN EYCK. Then you are doing just what we 
want doneW 

Gov. STRONG. That is what I have said from the beginning. 
This business has been financed. 

Representative TEN EYCK. And if that is so, then why should 
we have the land bank start out on another line entirely, of han
dling these credits ~ 

Gov. STRONG. Because I believe to-day that the farmer is con
vinced, and especially the cattle man, and possibly you are con
vinced, that the maturity limit of six months d6es not afford the 
farmer the certainty that he will get the credit when he wants to make a 
note of nine months, or two years, or three years. And that kind 
of paper I do not think we should take. H there is a need for that
and I do not assume to pass upon it finally, because we have not 
had the experience that -the other reserve banks have had-if that 
is what the farmers need-what I believe they have stated here 
that they need-the certainty of credit for this long period, then I 
think other facilities should be created for them. 

Representative TEN EYCK. Well, there is a question whether 
the cattle raiser really needs three years'- credit ill this way. He 
might borrow on a young calf, for instance, and when that calf 
is a year old he should to my mind, readjust his note, and a new 
note could be given whereby he could borrow more on a larger 
steer; And when it becomes 20 months-old, inside of another year, 
he can pay that note off and readjust it, and another note could be 
given for another year, because he can borrow more money on the 
older steer. And so on up to 26 months or three years. 

I do not think that when the little calf is running in the field the 
man that makes the borrow of the bank wants three years, or that 
that is all the money he wants on that calf. The calf increases in 
size and in value, and there is no reason why the note should not be 
paid off at intervals of a year or less and a new note made which 
would keep the note always within a year's duration. 

Gov. STRONG. Congressman, when the farmer eXj>resses the belief 
that his money has been diverted to some other and awful purpose
speculative, possibly-is it not because he has just been told so, and 
really he does not know ~ Is not that the fact ~ 
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Representative TEN EYCK. I am not discussing that. I am merely 
bringmg up the psychology of telling the representative of one
industry tnat he nas got to go in a particular stall to borrow, when 
all the other industries of the country can go into another stall to 
b?rrow except him, on the kind of paper that is within the limit of 
hIS own turnover. ' 

Gov. STRONG. Would you regard the note which the middleman 
makes in order to finance his yearly operation, which you referred' 
to, ~s self-liquidating paper ~ In order to pay it he has got to borrow 
agam, has he not ~ 

Representative TEN EYCK. In order to pay he has got to borrow 
again, and that is done every day. That is nothirig unusual, I 
imagine, in the reserve bank: and through your member banks 
paRer is paid at the end of 90 days or 6 montbs, and rediscounted 
without a chan~e, except the date on it. ,Is not that a fact, and is 
not that the pOlicy of your bank on some instances ~ 

Gov. STRONG. Of course' they do, and there is no relation in the 
reserve bank between the two transactions. The difference between 
what you have in mind and what I have in mind is this, that in one 
case you want the reserve bank committed to carry that loan, if it, 
is rediseounted with us, two years, or nine months, or a year and iii. 
half. What I want is to see the paper in the reserve bank of a, 
character that will be paid when it matures because the goods which 
that credit has produced are sold, and have thus provided the funds· 
for the retirement of the note. That is the ideal condition. 

Represent.ative TEN EYCK. That may be right as far as that is, 
concerned, on certain classes of commodities, but I do believe that. 
as to other commodities you do not give enough consideration to· 
the natural length of time of the turnover of the mdustry which yom 
are taking care of. I believe that due consideration shoUld be given 
to every class o~ industry as regards its turnover, or you are dis
criminating. 

Representative SUMNERS. Mr. Ten Eyck, 'is not this Gov. Strong's, 
positlOn, that his bank is organized to take care of securities that are' 
self-liquidating and that the farmer has a need for credit that is not 
self-liquidating, and therefore that credit ought to be provided by 
an institution which is not organized to handle purely self-liquidat
ing paper~ Might not this statement clarify the situation with 
regard to the farmer's note 1 The ranchman is' now financed largely 
through big commission houses that have the contract to furnish the
money and sell his cattle. As the ranchman puts it, tersely, when 
you call the loan you call the cattle, and they want to have it so that 
they can go to some institution and get a loan for a period of timC" 
that will enable them to control the marketing of theIr stuff. 

Representative TEN EYCK. I appreciate thai) but what he suggests 
doing is creating an institution to loan them,.,lhat is not correlated 
with the other money markets of the world, and they are liable to 
apply there at a time when the money is not there, and again at other 
times they will carry too much money, which is costly to them to 
carry, whiCh will create a higher rate of interest unless the Govern
ment steps in and subsidize it. 

The CHAIRMAN. The commission will take a recess until 2 o'clock 
this afternoon. 

(Thereupon; at 12.55 o'clock p. m., the commission took a recess 
until 2 o'clock p. m.) 
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AFTER RECESS. 

At 2 o'clock p. m. the commission reassembled, pursuant to the 
taking of recess. 

The CHAIRMAN. Very well, Gov. Strong, you may proceed. 
I interrupted your conversation with !rfr. Ten Eyck this forenoon. 

I have no objection to its being resumed, however. 

STATEMENT OF HON. BENJAMIN STRONG, GOVERNOR OF 
FEDERAL RESERVE BANK OF NEW YORK-Resumed. 

Gov. STRONG. We have had a little private discussion, but this 
last word I hope to say on that subject, Mr. Chairman, can be cov
ered in just a word, and that is that inasmuch as the commercial bapks 
which hold the deyosits of farmers, hold those deposits generally 
subject to check, feel that it is quite' likely that even if the 
natlOnal banks were given the right to discount at the Federal 
reserve bank paper having a maturity up to, say, two years, that it 
might not give the farmers, and especially the cattle men the relief 
that they feel they need, because banks that have their deposits 
subject to withdrawal by check do not like to make loans for as long 
a time as that. 

I woulq fear that even if that privilege were given to the Federal 
reserve bank-and I do not like to admit that it is a privilege-I 
doubt whether it would be very much relief to the farmers, because 
bankers are so reluctant, with demand deposits, to tie their funds 
up for longer than six months. They will give indefinite credit to 
a good, customer that is borrowing from them right along, expressed 
in notes that mature in three to SIX months, but they like to be in a 
position, if the need arises, where they can get the money. 

Representative TEN EYCK.' I do not think that the farmers are 
looking for a three year accommodation at the present moment, 
but want to be reasonably assured of loans to accommodate their 
turnover. As I understand, the majority of farmers are looking 
forward to a loan of nine months to a year, the time of the majority 
of the turnover of their production. Now, referring back to the 
land bank, through which you made the suggestion that the borrow
ing be done; would the .Federal reserve bank rediscount the loans in 
a land bank in a different way from the way they are now rediscount
ing loans in a national bank ~ 

Gov. STRONG. They would take the laper when it approached 
maturity, within the time limit provide in the act, whenever that 
may be; and they would relieve the land bank of a very large amount 
of paper, and consequently of the necessity of borrowing a very 
large amount and paying high interest for it permanently, so to 
speak, so as to carry the peak of the load. 

Representative TEN EYCK. In other words, if a borrower took a 
paper for two years, as you sug~ested, which is, as you say, the 
objection to the national bank takmg it, it would mean that the land 
bank would have to hold that paper 20 months before the reserve 
bank accepted it 1 , 

Gov. STRONG. It would, sir, and -that 20 months would be ,repre
~ented on the whole by the amount of permanent borrowing that 
~he land bank would do by way of debentures, or other loans. 
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Representative TEN EYCK. Why could not that same system of 
operation be carried through in the national bank, provided the same 
accommodations in discount be given ~ But I figure that it would 
be a very small portion of the loans to the farmers that would be of 
that length of time; if a farmer to-day wants a loan of two or three 
years, he generally secures it on a mortgage; that is the practice, 
as I understand it at the present time. 

Gov. STRONG. I think It is, to some extent, but I do not think it 
is that kind of credit which is now afforded by the Federal land banks, 
because they run for longer terms and are amortized each year; they 
run for 10 years.· 

Representative TEN EYCK. Twenty years. 
Gov. STRONG. Twenty years. 
The CHAIRMAN. Is there any reason why a State bank or land bank 

should take a debenture or paper for two years or any length of time 
any more than a national bank should do it ~ Perhaps I do not make 
it clear. Is there any more reason why a national bank should not 
do it than that a land bank should do it ¥ 

Gov. STRONG. I think, sir, it would come well within the scope of 
Federal land banks. They could do it through the agency of the 
National banks. 

The CHAIRMAN. The trouble is, you have to extend the agency of 
the land bank and have an agency in every community. The ques
tion then arises whether you have enough business of the character 
suggested to warrant that; if there is no economic reason and no 
financial reason why a State bank should not issue its own debentures 
for maturity in a year or more, and turning it out to investors, why 
not use that agency that you have, rather than create a new one for 
that purpose ¥ . 

Gov. STRONG. Well, I think the national bank act now places a 
limitation upon the amount that a borrower may borrow, except at 
the reserve bank. I have not the provision exactly in mind, but there 
is such a limitation. 

The CHAIRMAN. That is a difficulty easily corrected, if there is no 
reason why it should not be corrected. 

Gov. STRONG. A bank of that kind with depositors is going very 
far afield in issuing debentures. 

The CHAIRMAN. Substantially the same thing was said when it 
was proposed to let the nation81 banks loan on mortgages. We had 
a great fight about it when the Federal reserve act was amended; 
a lot of gentlemen from New York, and others, insisted that it would 
destroy the whole Federal reserve system; and it was done, and the 
system is surviving. 

Gov. STRONG. Do you think that has resulted in the development 
of any large volume of mortgage loans in the hands of the national 
banks ¥ I do not believe that it has. 

The CHAIRMAN. I imagine it is perhaps relatively small, although 
my guess is based on limited knowledge of the operations of banks 
in very limited areas, but most of the national banks that I know 
anything about are not only loaning their li?lli~ 0;'1 farm loans, but 
they are finding ways to loan more than theIr linut. 

Gov. STRONG. That would seem to indicate a need for some agency 
of that kind. 

Representative TEN EYCK. Or a more liberal policy in relation to 
discol,1nting what they already have. 
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The CHAIRMAN. Now, I would like to get back again for just one 
question to the expanded condition of the banks. Apparently all 
deposits and loans and discounts of all national banKS since 1913 
have increased about 100 per cent. In the same length of time the 
capital and surplus of national banks have increased about 30 per 
cent. That, I take it, to mean that the margin of safety represented 
by capital and surplus has been reduced from about 17 per cent to 
about 10 per cent ~ 

Gov. STRONG. Yes; that is about it. 
The CHAIRMAN. Is it not possible that the fact that there has not 

been a corresponding increase in banking capital would represent a 
limitation u'pon the ability of the bank to compete in. the emergency 
through which we have just been passing ~ 

Gov. STRONG. It is both a legal limitation and a limitation of judg
ment. The ill consequences of such a condition developing is exhib
ited by the fact that banks supporting a large volume of credit or 
loans, when ·they lose their deposits, as they are losing them now, 
are under the necessity of borrowing constantly increasmg amounts 
from the Federal reserve bank. That, in a very large measure, ex
plains the large proportion of ·loans to basic lines that many· 
banks have to-day. It is one of the situations resulting from an 
expansion which subjects the banking system to peril, and which 
will be remedied by natural operation through the liquidation of 
loans now taking place. In the deb~-paying period in the econom~c 
cycle of postwar adjustment those loans will gradually come down. 

The CHAIRMAN. Yes; but they are not going to get into any such 
relation with banking capital as existed in 1913 or prior to 1913 ~ . 

Gov. STRONG. Oh, no; and they should not. Such a development 
would represent an excessive swing of the pendulum on the side of 
liquidation, because the normal growth of our banking system and 
total resources before the war was slightly in excess of 6 per cent per 
annum. I speak of, the normal growth as distinguished from the 
abnormal during the war. The normal growth is not so great as the 
100 per cent you quoted, but probably 50 per cent would be nearer. 

The CHAmMAN. I do not want to get you off of the line y~u were 
discu':lsing, but there is one phase that I do not think you have dis
cussed; that is the influence of the large borrowings for investment 
to bring about the inflation;.1 mean the method by which your re
placements were accomplished. 

Gov. STRONG. The peak of that borrowing occurred, Mr. Chairman, 
thro1,lghout the early part ofthe year 1918, and r~ .down to abo~t 
December, 1918, and some time thereafter, at which tune the defiCIt 
of expenditures over ordinary receipts was running a~ the rate?f 
$1,400,000,000 to 51,800,000,000 a month. The maxunum defiCIt 
was in December, 1918, when it was $1,857,000,000. . 

Now, that deficit had to be met in the interval until the,VICtory 
loan by these temporary borrowings, and they wer~ in such. great 
volume thatit was necessary to sell the Treasury certificates directly 
to the banks. One of the inducements in the sale was to leave the 
proceeds on deposit with the buying bank until th«;, Government 
needed it, and then, when the deposits were being Withdrawn, and 
to the extent that the certificates had not been sold by the bank that 
had purchased them, it borrowed money of the Federal-reserve bank 
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to ma~e ~ood the ~aft~ on the cash bal~nces that the ~overnm~nt 
had WIth It. That, In bnef,was the machinery employed m financmg . 
these· short loans, which resulted in the growth of bank deposits, 
and bank loans and, in turn, in the growth of discounts at the Federal 
reserve banks. It was a policy that was in existence during the entire 
period, I should say, down to about March, April, or May, of 1920, 
at which time it was regarded as safe to permit trading in those 
certificates in the open market, so that th.ey would find their natural 
interest level-:-investment level. From that time on the rates were 
more nicely adjusted, so that. they would be distributed to the 
public. They then became a rather important element in contract
mg the loan account rather than in expanding it. I suppose to-day 
there can not be more than 10, per cent, or thereabouts, of all the 
outstanding issues held by the biinking institutions of the country
possibly a little more than that-whereas at the time of the heaviest 
borrowmg, when the issues ran for a short period at the rate of 
$750,000,000 a fortnight, something like 80 per cent, or over 80 
per cent, or thereabouts, were owned by the commercial banks and 
trust companies. 

The CHAIRMAN. Referring again to this <Iuestion of mortgage 
loans by banks, I have some figures here wliich indicate that the 
total loans to the farmers loaned on farm mortgages, in 1918, amounts 
to 4l per cent; in 1920, 5.52 per cent, the country over, but in the 
State of Minnesota the proportion was 19 per cent; in Iowa, 23 per 
cent; in Missouri, 23 per cent; in North Dakota, it was 14 per cent. 
These figures are fairly representative in the agricultural States. 

Gov. STRONG. Yes. 
The CHAIRMAN. So that in the agricultural States it is quite clear, 

I think, that a very considerable proportion of the funds of the 
banks are employed in mortgage loans. 

Gov. STRONG. How do those figures compare With similar figures 
in those States for 1913 W -

The CHAIRMAN. Unfortunately, I can not give you the figures for 
1913. 

Gov. STRONG. Is not that the answer, however as to whether 
they did increase, in response to the amendment of the national bank 
act¥ 

The CHAIRMAN. The proportion of loans made by national banks, 
as compared with State bailks,· I suppose, is very small. 

Gov. STRONG. Shall I proceed, Mr. Chairman W 
The CHAIRMAN. If you will, please. 
Gov. STRONG. One of the most important causes to which is 

assigned the responsibility for the decline in prices, and the difficul
ties that the farmers have encountered in marketing their'produce, 
has ~een the closing of the foreign mar.kets .. Ther~ is diffi;culty in 
movmg our surplus products of aU kinds, mcluding agrlcultural 
produce, to foreIgn markets, and I think it is generally attributed, 
m the popular mind at least, to the fact that adequate credit facilities 
do not exist for financing that movement, and espeeially for financing 
the purchasers abroad-the people abroad who would like to buy 
on credit; but can not get the c·redit. . 

Now, I am not sure that that is the reason. In fact, I am inclined to 
think that it is the least reason, and that other causes are more 
important than that. The most important of these is the extent 
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to which the value of foreign currencies, measured in dollars, fluctu
ates up and down. There are, of course, a good many causes, and 
credit is one of them. At one time transportation was one cause, 
and when the war broke out the difficulty of getting insurance was 
a cause. But at the present time the conditlOn of all the foreign 
exchanges is such that I am rather disposed to think that violent 
fluctuations in exchange rates are as great a deterrent against buying 
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farm and other goods as anything; that is, as related to foreign 
markets. 

The CHAmMAN. Let me see if I understand you. The possibility 
of exchange rates changing adversely, increases an element of uncer
tainty in a hazard which otherwise would not appead 

·Gov. STRONG •. Yes, sir. . 
The CHAmMAN. And I suppose it is' true generally that every 

increased hazard, or every uncertainty that is injected into every 
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sort of busi,ness transaction not only increases the difficulty of the 
transaction, but usually widens the margin or price. 

Gov. STRONG. It does; and that difficulty requires a little analysis 
to ~ee just. how it ~p~rat~s. Fluctuations in for~ign.exchange-and 
I will ask you to dlStmgUlsh between the fluctuatIOn m the exchange 
and the normal operatIOn of an exchange market within a narrow 
range. Fluctuations in foreign exchange are generally illustrated as 
though they resembled a rise and fall in a barometer, say, or in a 
thermometer. 

Now, that is not a good illustration, because a fluctuating foreiO"D. 
exchange is one of the effects of a condition which reacts upon the 
cause-that is, fluctuations in foreign exchange and their effect 
should be likened, I think, to the operation of a thermostat. When 
exchange is rising-that is to say, when dollars are increasing in 
value all over the world as they have recently-almost since the 
World War started-the effect of that is gradually to close our 
export door and open our import door. The reason for this is 
obvious, because as a foreign purchaser buys our goods he has to 
pay for them in dollars, and the dollars cost him an increasingly 
higher amount, expressed in his own currency, and consequently 
the goods that he has purchased have got to be sold in his own 
country at an advancing price in his own currency. The effect of 
it is that while that advance is taking place, and before the readjust
ment in world prices is made to correspond to the new level of ex
change, he is facing a new cost of those goods so that he must advance 
the price at home at which he sells them. If those goods are raw 
materials which must go through the process of manufacture, and 
if it takes time to transport them and he has not got dollars to lay 
down when he makes his original contract for purchase, then he 
faces the possibility of a very serious loss when he does buy his 
dollars in order to pay for the goods. But it works both ways. 
SUl?pose he has been shrewd enough to buy only those things for 
whlCh he has ample funds in dollars to make cash payment and 
insures himself in that way against an advance in dollars, he is not, 
however, insured against a decline in dollars which may occur at 
any time, whereupon some coml?etitor of his, having purchased in 
a declining market for dollars, IS able to undersell hIm at home. 
I bring that out to illustrate the point that the difficulty is the 
fluctuation in exchange. 

Now, as you have stated, the great elements of risk in every com
mercial transaction are the risk in the fluctuation in th~ value of the 
goods purchased between the time of purchase and the time of resale; 
and the second great element of risk in a commercial transaction is 
the goodness of the credit of the man to whom the goods are sold by 
the merchant in case he sells on credit. 

Far beyond anything possible at the time when the world was settling 
balances by gold shipments, exchange fluctuation introduces an element 
that has such an effect upon the ability of the operators to operate with 
certainty that it has a very serious effect u[>on the amount they are 
willing to buy, when payment must be made in foreign currencies. 
In fact, those who buy goods in the United States to-day and subject. 
their transactions to these risks of foreign exohange fluctuation are, in 
a sense, dealing in futures-that is, they are dealing in exchange 
futures, and are liable to be beaten in market prices by some one 
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who has the credit and employs it when exchan~~~D more favorable . 
. So that what we should aim at, if 'possible, in e' . at~ that diffi

culty is to eliminate the fluctuatIOn in exchange. It IS perfectly 
obVlous that the American exporter or would-be exporter of goods is 
not going to take that risk. If the American producer wants to selJ 
cotton or wheat or any other commodity abroad, he wants to get 
a contract in dollars, and then he knows that he is going to get his 
cost and a profit back, assuming that the credit is good. Now, the 
foreign buyer is in no different position whatever. He does not want 
to buy those goods unless he knows he has the means of payment 
without loss. It operates, if you please, at both ends of tlie line. 

The American producer insists· on the buyer taking the risk of the 
exchange, and the buyer would naturally seek to put that ri~k and 
responsibility on the seller. And, if you please, tliat operates more 
especially in the case of that kind of trade which is usually conducted 
upon credits of three months or six months or any length of time. 
The buyer of goods is subjected to all the hazards of exchange fluc
tuation over quite a long period. That is one of the answers to the 
question that has been so frequently raised, Why don't we get up big 
organizations to sell goods abroad on long credit ~ If we do get them 
up, and if we do have the goods to sell and to export, how are we 
going to extend long credits to buyers who do not know, within a 
range of 5,. 10, 15, or 25 per cent how much they are going to be 
called upon to pay when that credit matures ~ And that is exactly 
the situation in an exchange market which fluctuates over as wide a 
range as all the exchanges have covered within recent months or 
years. It was not very long ago that we saw sterling exchange selling 
for $4 or better. A few weeks ago we saw it selling for $3.53, and 
all those who had entered into contracts for goods when sterling was 
at the rate of $4 and who had expected to get dollars at that rate 
four or five or six months thereafter have all lost, of course, in getting 
dollars costing the rate of $3.53, unless they have been fortunate 
enough to readjust prices in their own country to a point· where 
they can recover that loss. 

The readjustment of the international price level does not take 
place as rapidly as exchange fluctuates at the present time. It is a 
rather slow and ponderous movement as compared with exchange, 
which may vary 10 or 15 cents on the pound in a few days, as we 
have seen recently. 

I have referred to what happened in India, due to various causes, 
when I was there. The rate expressed in sterling at which a mer
chant could convert rupees into sterling at one time, shortly before 
I reached India, was such that for one rupee he could get 2 shillings 
and 10 pence in English currency, and within a period of a few months 
or a few weeks, almost, rupees declined steadily to a point where he 
could buy only 1 shilling and 6 pence. And I believe it got below 
that; I believe at one time it was 1 shilling and 3 pence. Consider the 
plight of the importer who had purchased goods in England, say 
cotton cloth in Lancashire, and at the time of his purchase sterling 
was selling at the rate of 2 shillings 10 pence per rupee; he might 
have had six months' credit, and turned around and sold all those 
goods and made a handsome profit, and then when he came to con
vert the proceeds into sterlillg he would find that his rupees were 
only worth 1 shilling and 3 pence. It would cost him twice as much 
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as at the time he had entered into the contract. That is one of 
the extreme cases of fluctuating exchange, and of losses that may 
result, even with credits assured,and with credits perfectly good. 

The point, . summed up in one word, is that merchants will not 
take that third and unusual risk. 

Now, there are a variety of reasons for these fluctuations. Of 
course, the principal reason is that in ordinary times, before the war, 
exchange in its fluctuations rarely got beyond the poinJ; where it 
was profitable for gold to move; that is, beyond the "gold point," as 
commonly expressed. . 

The CHAIRMAN. According to my understanding, that represents 
the cost of the shipment of gold from time to time ~ 

Goy. STRONG. Yes; to illustrate it simply for the purpose of the 
record, if it is of any value, Mr. Chairman, the exact parity, in round 
figures, .of the gold in a sovereign, expressed in dollars, is $4.86J. 
:Now, if an American importer before the war incurred a liability for 
a round sum of money for goods imported for which he was later to 
make payment, say, three months following the importation of the 
~oods, and then found that sterling had advanced to $4.90 or $4.91, 
m response to various conditions entering into the market, it might 
be easier and cheaper for him to pay for those goods by going to his 
bank and gettinO" the gold and shipping it over, rather than buying 
the exchange. ~d he can do that when exchange passes the "gold 
point", even considering the cost of shipping the gold, that is, the 
packing and shipping charges, insurance, loss of interest, abrasion 
on shipment, and so on. Therefore, the rates of exchange before 
the war were more or less automatically limited by the fact that the 
nations were settling these balances due to and from each other, 
when they got out of balance, by the actual shipment of gold from 
one country to the other. Therefore the exporters and Importers 
were insured against heavy loss, because a limit was fixed upon the 
fluctuation of exchan~e by the actual shipment of gold itself. 

Now, I was referrmg to the various causes of this fluctuation. 
The underlying cause, of course, lies in the fact that the world's 
trade is out of balance, and has. been ever since the war started. 
People have imported more goods in some parts ot the world from 
this country than they are able to pay for easily. Other causes have 
also added to the difficulty. If it had not been so greatly out of 
balance-if the amount of international debt incurred in connection 
with the war had been less, there would have been no occasion for 
the suspension or control of gold shipment, and exchange adjust
ments or settlements would have been effected by gold shipments 
when excJ:.1~ge passed the "gold p.ointt so to ~peak. I am pur
posely OIruttmO" references to depreCiated currenCies. 

And one of the evidences of the fact that this indebtedness is con
siderable and is still not settled fully appears from the fact that we 
are now receiving very large amounts of gold in payment of bills or 
debts due in this country, and still sterling and other exchanges do 
not come back to anvthing like parity; that is, most of them have 
not. So that, in general, one of the underlying causes lies in the fact 
that heavy debts must be paid, and the reason that the exchange can 
not be controlled is that gold or other goods can not be shipped or 
credits arranged in sufficient quantity to pay those debts. 
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The CHAffiMAN. I take it that that gold; does nQt come from the 
countries directly that this money is owing from, because most of 
them have an embargo on the gold shipments, so it would not have 
the tendency to establish a parity as if the shipment of gold were 
unhindered ¥ 

Gov. STRONG. The shipment of gold is in some countries restricted, 
and in the case of gold now bein~ received from time to time, it is the 
gold that can be spared, includmg, for instance, the new gold fro
duction from the mines of the world; that is, the great bulk 0 it, 
under present conditions, must come here, because it can not very 
well escape the lodestone of a premium on dollars. 

I think we possibly are safe in assuming that the parity of ex
change-the normal rates of exchange-will not come back to normal 
until some of these underlying causes of derangement of exchan~e 
are removed, and until it becomes possible and safe for nations agam 
to settIe the net balance on international transactions by gold ship
ments. That (and credits) is the balance wheel that holds exchange 
within control. . 

But .1 wanted especially this afternoon to refer to some possible 
new causes that may arise to add to the possibility of fluctuations in 
the rates of exchange. I do not think any statement on this matter 
would be complete without referring to these possible new causes and 
difficulties, and I.do not think any statement in regard to' the condi
tion, for instance, of the farmers, and what is to become of the surplus 
produce of the farm, would be complete without considering what are 
the difficulties surrounding the exportation of our surplus production 
of all kinds of things, not only from the farms but of manufacture~ 
goods. And it is for that reason that I want to refer to one or two 
possible causes of further disturbance in foreign exchange. 

Now, it has become commonly known, I think, that one reason 
for a recent sharp advance in the value of dollars and a corresponding 
decline in other currencies has been the German reparations pay
ments. What seems to have happened there was that for one reason 
or another, one motive or another-I have no doubt perfectly proper 
ones-it has seemed desirable, or it did seem desirable for the nations 
that were to receive those payments from Germany to specify that 
some part of the payment should be made in dollars. You will 
recall the treaty of Versailles specifies the currencies in'which these 
payments shall be made. I will not discuss why that was done, bQ
cause that would necessitate surmising, and I do not want to surmise 
as to the ~easons. But it was dOD:e at the conclusion of the arrange
ment, whICh seems to have prOVIded for payment to be made by 
Germany aggregating this year a billion gold marks. That was this 
year's payment, and certain of the payments were to be made in 
dollars and were so made. And as was to be expected, the accumula
tion of this exchange by Germany, or by the bankers who handled 
it on behalf of the German Govertunent, ran dollars up and depressed 
the other currencies .. 

Representative SUMNERS. Governor,why should that adversely 
affect English, B~ian, or French exchange W 

. Gov. STRONG. WeIf, the exchanges, even under the present condi
tions, with gold not being ship1?ed throughout the world, neverthe
less reach a natural parity. It IS due to the ability to buy exchange 
in one market, .and there to convert that exchange into the currency 
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of another country; and in the case you cite Germany may have had 
control of a certain amount of sterling and converted that sterling 
into dollars. That was rather a large sum, and when such a payment 
has to be made as Germany did make, it will naturally result in a 
disarrangement of the exchange level. . 

Representative SUMNERS. In other· words, Germany had the 
ability to draw on the gold supply, through international situations, 
of the other oountries, and did so ~ . 

Gov. STRONG. Not necessarily to get a gold supply. Germany has 
been exporting goods, and probably has been oorrowing money in 
other markets abroad, and Germany has doubtless had credi t balances, 
possibly, inLondon or France or Holland, or different parts of the 
world, and to the extent that it was necessary to pay reparations in 
dollars, of course, it was necessary to buy dollars with those cur
rencies, at the same time that dollars may have been purchased with 
marks in Germany from the bankers and exporters and others. So 
that the effect was to depress other currencies and other ,exchanges. 

Now, it goes a little further than that, even. If this obligation 
. that Germany has entered into to pay in foreign currencies is beyond 
the amount of exchange which is produced by the German export 
trade; that is, beyond the normal production due to exports or to 
normal credit operations, then, of course, it is necessary for Germany 
to accumulate this exchange by borrowing money still further. and 
buying exchange wherever it can be had, and WIth possibly a fur
ther pressure upon exchange. I am discussing this rather academi
cally, if you please, without regard to anything specific that Ger-

• many may be doing. I do not know what processes may have been 
adopted in accumulating the dollars or other currencies, but simply 
in order to bring out in a theoretical way, if you please, what the 
effect of it is. This effect is to produce further fluctuation in ex
change. If that is so, as I think it is, and if there is a shortage in 
the amount of exchange normally produced by German trade, then 
of course, if Germany" 18 to meet tIiese obligations-and it does no~ 
make any difference how just they may be; I am not commenting 
upon that feature of it-they may be wholly inadequate to re
store the damage that Germanv did by the war. So 10nO' as the 
amount of exchange produced "by German trade is less than the 
normal exchange, the struggle to get exchange in addition to what 
is normally produced, puts consIderable pressure upon the ex
change market in order that the German Government may have 
the necessary exchange. And, naturally, there is a certain amount 
of speculation against the position of anyone who is short of. exchange. 

All of this is rather academic until we come to consider just to 
what extent our own policies might have an effect upon that matter. 
I can very well understand that any foreign government which is 
receiving reparations payments from Germany and which is in need 
of goods in this country would naturally say to the Germans, "Pay 
us m dollars, because we want to buy Am:erit;an goods, and if we 
get dollars from y"ou we get those goods without the risks of ex
change," to which I have referred. Whatever the dollars may 
cost Germanv, they are dollars when the people of England or 
France or Befgium get them, and consequently exchange fluctuations 
and risks are largely eliminated. Now, that may not be a bad thing. 
To the extent that dollars are produced by reparations payments 
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and are accumulated and turned over to the other nations, and are 
spent in this country in buying goods, it may be a very excellent 
thing to help our export trade and eliminate some of the risks of 
this exchange fluctuation that I have referred to. 

But what I am coming to is just what are we going to do with 
these dollars; just what 18 going to be done with them. I do not 
know, and do not assume for a minute to say, and I do not want 
you to understand that I am assuming to know, what the J;>olicy of 
this Government is going to be in these matters, but I thlnk that 
should be frankly discussed and understood, bec8illse it has a very 
distinct bearing upon our export trade. And this comes to the 
question of the payment of the roterest on these foreign loan.~ made by 
our Government to other governments during the war. It is true that, 
if it seems wise to have the interest paid as soon as possible, it is most 
natural that the nations that have to pay it should pay it to the ex
tent possible out of these reparations payments. That would be the 
natural source of supply of dollars, with which to pay the interest 
on these debts due to the United States. It would be very nice to have 
the interest promptly paid, because it would reduce taxes in the 
United States. But we have got to consider whether, in the long 
run, that is the wise thing, because these dollars that are paid to 

. the United States in interest can not both pay the interest and re
duce taxes and at the· same time buy American goods. The point 
that I want especially to ~ake is this: While there are advantages, 
and advantages of vitlue to this country, in having these payments 
made to us in dollars, just as there are advantages in having foreign 
governments borrow money here and spend the proceeds here
It increases our export trade-yet I want you to consider the effect 
of such a program not only on Amjlrican exports but on American 
prices. -

Now, if you follow me. to this point, eliminate the question of fluc
tuation of exchange, which is bad enough and difficult enough, and 
come down to the whole principle of trade. The price of any com
modity is fixed low by a comparatively small surplus of production 
over amounts consumed, just as the price is fixed at a high level if 
there is a shortage of production under what is demanded for con
sumption. The question at once arises, if there is a buying power 
in Europe which is represented by the amount of money which might 
be remitted to this country in dollars-I say money remitted-I mean 
credit made available in thls country; if there is a buying power rep
resented by the amount which would otherwise be paid to us ro 
interest that could be applied to the purchase of American surplusage 
of goods and it is not so applied, does it not follow that the surplus 
on our hands is going to make the value of all these things we produce 
less, if it is an unsalable surplus 1 In other words, is not the problem 
before this country to-day first to insure that to the extent that 
buying power exists in foreign markets, credits can be obtained in 
this country for buying cotton and all sorts of things ~ Is it not 
greatly to the advantage of the Nation that these dollars should be 
devoted at first to buying what we now regard as the surplus already 
on hand and the surplus which may be produced hereafter, rather 
than to paying the interest on this debt and reducing t~es ~ 

Now, I do not want the commission or anyone to consider that I 
am making any recommendation as to what the policy of this Gov-
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ernment should be, or any recommendation to the Congress. But I 
. don't think that any statement on this subject, the subject of prices 
and what we are going to do with our surplus product in this country, 
can be considered complete unless we consider also what effect upon 
our foreign trade, our export trade, and what effect upon the pnces 
that we get for these thi~s, will result from applyin~ so much of the 
buying power of Europe Just to paying i,nterest on tne debt and re
ducing taxes, rather than buying goods. 

Represent.ative TEN EYCK. Well, .are. the ~erman reparation dol
lars now bemg used to buy materIal ill this country ~ Of course, 
when we loan a country money we can stipulate that the use of that 
money must be used to purchase material in this country. 

Gov. STRONG. Do we 1 
Representative TEN EYCK. In some instances we do. 
Gov. STRONG. I don't know of anr recently, Congressman. 
Representative TEN EYCK. Well, I understand that with China we 

have stipulated that when we have loaned her money that she must 
buy her materials here, and during the war, when we loaned money, 
that money c;lid not really go across to the other side; it remained here 
on credit, as I understand, for those nations, and war material was 
furnished in the place of it. 

Gov. STRONG. -:But I am speaking of the present time. I know that 
did prevail in those days. 

Representative TEN EYCK. Now, the question along the line that 
you have argued, or have presented the case, is: Have we suggested 
to the European nations when we permitted the interest on their 
loans to lapse, that they use that money to purchase materials in this 
country~ 

Gov. STRONG. I know nothing about that. I am just discussing 
an exchange problem, Congressman. _ 

Representative TEN EYCK. You are just laying before us how those 
things naturally work out. My question was: Is it working out that 
way ~ Is German money to-day being used by the other countries to 
purchase material in this country ~ 

Gov. STRONG. Well, that I can not say. What is important, I 
think, before considering policies, is to try and understand, if we can, 
in a situation as comphcated as this is what effects will result from 
certain courses of actIOn, and I feel rather strongly: that it is highly 
desirable to consider that credits, expressed in dollars that ~ay be 
gathered in for one purpose or another, can not be both applied to 
paying interest and buymg goods. 

Representative TEN EYCK. There is no doubt about that. 
Gov. STRONG. And I am going to ask rou gentlemen to consider 

this in connection with consIdering generlilly the effect of the cessa
tion of our expdrt trade upon the interests of the farmers of whom 
you are thinking. We eXllort sixty.:.odd per cent of our cotton crop 
every year, among other things, and the most important thing for 
the southern cotton farmer is a foreign market for that cotton. ~t 
is a consideration superior to any other in the value of cotton, ill 
his ability to grow cotton and live, and .therefore, with a great d~al 
of diffidence-because I am now touching upon matters of poticr 
in this country, with which I have no connection or concern-I 
think. it is desITable to point out to t:p.e coinmission that what. we 
still need to-day as a country which produces a surplus of goods, IS a. 
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foreign market, and to consider how payment may be made for this 
surplus of ours in the near years in the future. 

Representative TEN EYCK. Of course, Germany also was a pur
chaser of our cotton, to a great extent. 

Gov. STRONG. Yes. 
Representa~ive TEN EYCK. Now, if these reparation dollars are 

taken and paId to other countries, and we do not demand it as in
terest upon our loans, and they use it elsewhere, we may not have 
any money to loan to Germany' to buy the cotton. 

Gov. STRONG. Expressed differently, you mean that if all the ca
pacity of Germany to accumulate credits in this country is consumed 
m paying reparatlOns, and in turn, if paid in dollars, is applied to in
terest on our debt, then Germany will not be able to buy any cotton W 

Representative TEN EYCK. No; then we might, if Germany is 
credited with that same money to buy cotton. Taking it from the 
broad standpoint of all the countries, we could build up entire Europe 
without hurting anyone in particular. 

Gov. STRONG. Well, do you believe, sir, that one of the elements 
in affording security to American producers is a market abroad for 
raw mateniUs i . 

Representative TEN EYCK. Why, I believe that a market abroad 
for some of our materials is essential. 

Gov. STRONG. Especially cotton. 
Representative TEN EYCK. Especially cotton. 
Gov. STRONG. Well, so do 1. That is the reason why I have re-. 

ferred to this. I do not think it is a subject upon wliich one can 
enlarge very much. It seems to me it is rather obvious. 

Representative TEN EYCK. I think so. 
Representative SUMNERS. Confronting this situation as we do, 

where I believe it is recognized that we liave all the gold on this side 
that it is good for the international trade of the world, and for US, to 
have, confronting on the one hand the necessities of marketing our 
aurrIus, and that sort of a world situation on the other side, with the 
nations of Europe, I assume, owing us a great volume of indebted
ness, larger than the volume of indebtedness which American citizens 
owe to Europe, and therefore necessitating a flow of gold here to pay 
interest, how are we going to' get this SItuation straightened out W 

A good many people on thiS side do not want them to ship much stuff 
~ver here, oecause they say it interferes with our own production. 
Those of us who produce a surplus want to ship the s1!!'Plus over 
there, because a surplus interferes with our situation. We can not 
take their gold, and we do not want to take their goods. We do not 
want their surplus. We do not want to forgive our debtors. We 
are trying to collect our interest. 

Gov. STRONG. Well, now, Congressman, there is a way out; there 
is a way out. I am not going to suggest this way out, because I 
think nature is going to provide it. 

Representative SUMNERS. But there is a way out; I do not think 
there is any doubt about that. 

The CHAmMAN. I do not think, perhaps, it has been made suffi
ciently clear just what effect the scramble for American dollars to 
pa~ interest would have upon export prices. 

Gov. STRONG. Well, sir, I can not say, and I do not believe any
body can say; but if it works as I have mdicated that it might work, 
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that is, if the old laws still rule, as I think they do, that it is the 
existence of an unconsumed and unconsumable surplus that makes 
the price of the whole commodity-and I certainly tliink these charts 
and others that we have submitted indicate that-then the question 
is to get the surplus productive capacity of this country consumed, 
is it not~ . 

The CHAIRMAN. Well, if we get France or get Germany or anybody 
else competing for American dollars, raising the price of American 
dollars, that would have a reflex in prices, it would have a tendency 
to increase the prices,. and therefore the higher the. prices get the more 
difficult it would be to export. Is not that true ~ 

Gov. STRONG. Well, you have to discuss world prices on one hand 
and domestic prices on the other. What I am emphasizing first is 
that the fluctuation in exchange presents a difficulty in itself aside 
from any question of the application of the money. The fluctuation 
in exchange has, to some extent-if current reports are to be be
lieved-been caused recently in part, at least, by this accumulation 
of dollars. Therefore that is one cause of the difficulty. 

Using sterling to illustrate it, sterling declined from $4 to $3~53 in 
a very short period. That is a decline of about 10 per cent, or a 
little more, and a change in foreign price levels of 10 per cent, as 
rapidly as that, is hardly to be expected, as you know. Besides that, 
the poor man in England who bought some American goods on the 
basis of $3.53 sterling is going to find it difficult when he comes in 
competition with the man who bought those same goods on the basis 
of $4 sterling. 

Representative !-fILLS. Well, isn't it a fact that you have a com
petition for dollars which would tend to raise the price of dollars, that 
so far as world market is concerned, it would tend to raise the price 
of American goods so far as the foreigner is concerned ~ But in so far 
as the whole market is concerned it would tend to lower the price of 
goods, because it would diminish the demand and so increase the 
surplus available. Is there not a twofold effect ~ 

Gov. STRONG. Yes; I think that is true. 
Representative MILLS. So you can not discuss it in terms of any 

one price ~ 
Gov. STRONG. No, sir. What you can discuss, however, is the 

difficulty of too rapid a change in price, and in more general terms 
you can discuss tlie possible effect of the diversion at the present 
Juncture of a certain amount of buying power to paying interest 
rather than to buying goods. 

I think, Mr. Chairman, with that reference, which is necessarily 
rather brief, I have about concluded what I endeavored to prepare 
for the commission; but if you will permit me I would like to say a . 
few words that I had not intended to say originally. I am encouraged 
to say them by the sympathetic attitude, if I may use that expression, 
of the commission toward the long talk that I have made. I would 
like to have the members of this commission understand a little bit 
generally about the Federal reserve system and its problems, from a 
more personal standpoint. 

In the middle of October, 1914, these 24 men who are responsible 
for the management of each of the reserve banks, that is, the gov
ernors and the Federal reserve agents, were literally handed the 
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Federal reserve act and told to have these banks oJilen for business on 
the 6th of November. It was a new kind of bankmg that had never 
been pr!lcti~ed i.n the United States since 1836. ~her~ wasn't any 
man hvmg m this country who had had any experIence ill that kind 
of banking. It involved a complete revolution, not only of banking 
methods, but of the methods of conducting the business of the 
Treasury of the United States. Not only that, but it was at a time 
when the world was in the midst of the greatest war ever fought, and 
after two and one-half years these infants, so to speak, were called 
upon to conduct the business in the field of the Treasury of the United 
States, which in turn had to finance our own. war efforts and a very 
large part of that of the allied countries. 

Now, I know these men. I have had intimate association with 
them. They have taken up this work as a matter of public duty. 
They have not had a great deal of time to organize and get the 
wrinkles smoothed out, but what they have done is to create ail or
ganization of 12,000 people. They have raised more billions for the 
United States than I can recall. In the bank in New York we have 
raised $20,000,000,000 in the long and short time loans. They have 
conducted all this mass of business throughout the war under con
ditions of unparalleled difficulty and perplexity and strain, and I want 
to tell you what it has done for this country, ill a few words. It was 
the machine that financed the war. There never has been a day since 
the Federal reserve banks. were opened until the present day when 
you could not take any piece of paper money in the United States, 
present it at the counter of those banks and get gold for it, and if it 
had not been for that, that black line that represents prices in the 
United States would have gone up there with the rest of them, some
where <ir other, and the difficulties that we have encountered in ad
justing to this new period are trifling alongside of what we might have 
encountered in that one thing, namely, such a thing as suspension of 
specie payment in the United States, which has not ha{>pened. The 
oilly limitation that was imposed upon specie payment ill the United 
States was the requirement under the trading with the enemy act 
that gave the PreSIdent the right to license exports of gold to those 
which were regarded as to the best interests of the country in the 
prosecution of the war, and just as soon as it was possible, thatJimi
tation was voluntarily relinquished, although I believe it could be in 
{)peration to-day if the law was invoked. 

Now1 I refer to this very briefly for this purJ>ose. We have been 
througn the period of liquidation. We saw It coming. We have 
been through the period that has been just the reverse of a period of 
-expansion. When you are expanding, prices are going up, profits ate 
big, everybody is happy. There are no big business failures, nobody 
is to· blame for anything, because nothing goes wrong. 

Now, the reverse has haRpened. Nature brought it on. Prices 
:have declined, we have had losses, failure, distress, suffering; and in 
.reviewing these complaints-I won't dignify them by callmg them 
any more than complaints-about the Federal reserve system, never 
overlook the major thing, what this system has done for the United 
States. It is a ~eat thmg, greater than anybody realizes who has 
not sat in the mIddle of it and s~udied it, and who knows what it is. 
H protected this country as no other thing has done during the war 
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from disturbance and breakdown of the worst kind when the day of 
reckoning did come, as it has. 

I thinK that is about all I want to say, gentlemen, except to express 
my very great appreciation for the patience and courtesy and con-. 
sideration that you have shown me during these long talks that I have 
very much enjoyed. -

The CnAmMAN. Would you care to say anything now, Gov. Strong, 
with respect to the growth of the Federal reserve system and tlie
volume of business that it does now compared to prior years ~ 

Gov. STRONG. I think it would be more appropriate, Mr. Chairmanr 
to tah;e that up later as we are expecting to do. . 

The CHAmMAN. Very well. If there is nothing further, we are
very much obliged to you, Gov. Strong, for your interesting and 
illuminating statement. 
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