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BANKERS OWN THE WORLD...

as explained by Sir Josiah Stamp, President of
the Bank of England and the second richest man
in the British Empire, in an informal talk to 150
University of Texas history, economics and social
science professors, in the 1920's:

"Banking was conceived in iniquity and born
in sin... Bankers own the world. Take it a-
way from them, but leave them the power to
create (bank) money... and with a flick of
the pen, they will create enough (bank) money
to buy it back again... Take this power away
from bankers, and all great fortunes like
mine will disappear, and they ought to dis-
appear, because this would then be a better
and a happier world to live in. ... But if
you want to continue to be the slaves of
bankers, and pay the cost of your own slav-
ery, let them continue to create (and control
your) money." (100:13)



IN A NUTSHELL:

This book contains documented information —
how the leading commercial bankers in the
position of class "A" directors of the Fed-
eral Reserve banks — use the cultivated
prestige of the federal reserve banks and the
board of governors Office — as their whip of
authority — to enforce compliance of the com-
mercial banking industry to either inflate or
deflate  periodically the National Economy or
to selectively nurture or destroy certaing
investors, business, industry, agriculture etc.
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BANKONOMICS DEFINED

"BANKONOMICS" is an economic system in which
System the "commercial® banking industry (which
includes the federal reserve banks — which reserve
banks' monetary policies are directly governed —
not by the Board of Governors — but by the class
"A" directors consisting of 36 top commercial
banks' officialdom) directly and without any efiee
Government control, manufactures the checkbook
(M-l) Money (via eclectically monetizing the bor-
rowers' and investors' pledged collateral assets)
for the National economy — and are in the position
to, without warning, withdraw "their" checkbook
(M-l) Money out of the commercial arena, by rais-
ing (without any public control) the primary intste
rates and calling and cancelling loans — thus de-
flating the M-I money supply and elusively spawn-
ing unemployment and forced liquidation of assets,
business and industry — as you will discover in
reading the Inside Story and the secret minutes of
the so-called Federal Reserve Board Conference.

Such economy, commerce and Government "FRUS-
TRATING FORCES" were long suspected — but
never clearly identified and defined as "BANKO-
NOMICS".
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THE BANKERS' MANIFESTO . ..

circulated only amongst the leading bankers in 1933;
published in the January Civil Servants' Year Book "The
Organizer", and in the "New American" of Feb. 1934.

"Capital (bankers) must protect itself (themselves
in every way, through combination (organizatiand
through legislation. Debts must be collected and
loans and mortgates foreclosed as soon as possible.
When through a process of law the common people
have lost their homes, they will be more tractabl
(docile) and more easily governed by the strong
arm of the law, applied by the central power of
wealth, under control of leading financiers. Bleo
without homes will not quarrel with their leaders.
This is well known among our principal men now
engaged in forming an imperialism of capital (bank-
ers) to govern the world. By dividing the people
(into democrats, republicans, conservativesperidi
als, socialists etc.) we can get them to expédrar t
energies in fighting over questions of no impor&anc
to us except as teachers of the common herd. Thus
by discreet action we can secure for ourselves what
has been generally planned and (much) successfully
accomplished". (30:67; 233:49)



ANALYTICAL PREFACE

William Paterson founder of the Bank of England
in 1694, and Sir Edward Holden founder of the Mid
land Bank in 1907, have both stated that: "The kBan
hath benefit of interest on all moneys which it -cre
ates out of nothing."

The above quoted statement of the two great bank-
ers is true, concise and profound. The above on
sentence statement clearly states what the bottom
line thrust of the Central and Commercial banking
business is.

And, because of the bankonomics-indoctrinated fal-
lacies about money and banking — the statement of
the two bankers virtually completely escapes intel-
lective comprehension to the general public and the
erudite academics alike.

The profound statement of the two bankers is not
"correctly" understood, mainly, because — the
banking, financial and academic media persists on
using the terms ‘credit, bank credit, exterréd-

it etc' in referring to the bank-created "Bank
Money" — which speciously ambiguous terms throw
the uninitiated, the unsuspecting and straighinkth

ing mind of the general public into un-recognized
confusion and erroneous understanding of the word
"credit" and the variations of it.

To the general public the word credit generally
means or implies:  trust, credence, faith, conf
dence, reliance etc. — but to the "banks dfici
dom" the word credit means or refers to the "Bank
Money" created by the bankers simply by the stroke
of the banker's pen.. to the credit of the bank cl
ents' checking accounts — as the bank's paying,
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lending and investing "Money" media. (14:102, 103;
71:17; 262:3)

Both bankers in their statements pointed out that:
the bank specifically had benefit of/ffrom "intefest

on all the money the bank creates. The two bank-
ers made no mention that they had any benefit from
the "money" the bank created.

The reason the two renowned bankers made no men-
tion of any benefit from the bank-created money is,

— because, and for a concise explanation: if the
bankers did loan their created Bank (checkbook) Mon
ey at no interest — the aggregate “loaned princi-

pal" amount in the economic arena would statidgical
always be 100% adequate to statistically dischatbe

aggregate "loan principal debt" to the banks — and
therefore  no artificial defaults and  bankruptcies
would be generated... and without the bank-money

(bank-credit)  borrowers' and investors' defaults —
the commercial banking business would be reduced
to an innocuous "non-intrinsic value assets exact-
ing" bookkeeping and accounting business.

However, in the bankonomics-governed economy —
as we have in the United States (and countries
throughout the world) the commercial and central
banks DO CHARGE INTEREST on their own creat-
ed and loaned Bank (checkbook) Money.

And, since in the bankonomics-managed economy
there is no supplemental non-interest bearing Bank
Money entering the economic arena — the interest

payments to banks must therefore come out of the
entrepreneurs'  aggregate borrowed (M-I principal.
And, since the interest payments to banks ares thu
relentlessly consuming the extant (M-l) principalf o
the economic arena entrepreneurs — the loan
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(M-) principal amount in the economic arena is al-
ways short by the interest-payments-consumed
amounts.

The thus generated unrelenting shortage of the ag-
gregate bank (M-I) Money Supply in the economic
arena — mathematically emerges as the recondite
force of the commercial banking industry — to en-
trap and systematically drive the un-suspecting el-
ements of the productive society into defaults, g- li
uidation and bankruptcies, and thus speciouslg an
very legal-like bag the collateral assets of theo-pr
ductive society as the banks' ultimate intrinsial-v
ue assets earning or profits.

Once we intelectively recognize and understand
bankonomics, that is, the bottom line thrusttloé
central (Federal Reserve) and commercial banking

business — we can then clearly perceive why the
banking industry needs periodic or cyclical "defla-
tion and liquidation® — and also in later reading,

the reader will inderstand the significance of Gov-
ernor Harding's statement when he said: "we can
restrict credit and expand production... which
statement is not as ridiculous to the bankers as it
may appear to the non-bankers.

What kind of "production expanding” was Governor

Harding really speaking of — when virtually in the

same breath he was saying: ... "there is undoubt
edly, however, a spirit of extravagance

in this country which must be curbed." Undoubt-

edly He could not have been speaking of expanding
production of consumer goods — fore, that would
further add to the spirit of extravagance.

It therefore appears that Governor Harding was not
suggesting the "expanding of consumer goods pro-
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duction® — but was proposing "expanding the pro-
duction of intrinsic value assets earnings" for the
bankers through liquidation of the financially-
squeezed bank clients' collateral assets.

Governor Harding re-enforces the above Iline of

reasoning when he continues: .. "l refer to the
lack of liquidation which we have experienced dur-
ing the early months of the present year. "Com-
mercial loans have expanded steadily... at a time
when we ought to have liquidation, ... we haig f

ures to show that the extravagant spirit has ndt ye
been checked. "Liquidation of this kind is eritire

natural and is necessary in order that the banks
may strenghten their (intrinsic value assets earn-
ings) resources...

At this point it is important to become aware of,

that Governor Harding as a member of the Board
of Governors — which is a United States Govern-
ment Agency — supposedly representing the United
States Government and the public — could not have
been speaking for the U. S. Government point of
interest — fore, the whole rhetoric of Governor
Harding's speech is totally counter to the interest
of the U. S. Government and the general U. Sbh- pu

lic and commerce.

There is little doubt that Governor Harding was
speaking for the bankers — fore, he himself re-
veals that: "We (the board of governors) have been
very judiciously advised from time to time by the

Federal Advisory Council (representing the federal
reserve banks)... "but the present situation is
such that we (the board of governors and the advi-
sory council) felt it would be helpful if we could

have with us not only the (12) members of the Ad-
visory Council but also the (36) class "A" diresor
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of the federal reserve banks." (Reminder: Only 5
members of the Board of Governors which included
Governor Harding were present at the May 18th,
1920 secret financial strategy meeting of the feder
al reserve banks' class "A" directors.)

Governor Harding really never implied or said that
he was speaking for the U. S. Government interest

— but did say that he was speaking on the "judi-
cious advice" of the Federal Advisory Council re-
presenting the federal reserve banks — which ad-
vice apparently inspired Governor Harding to speak
far beyond his (Board of Governors') authority hwit

confidence — knowing that the class "A" directors
of the federal reserve banks, through their (12)
federal reserve bank Presidents — do have the
power and banking facilities to pull off a general

economic  deflation and liquidation — which s

something the Board of Governors could never com-
mand or do on their own — fore, they neither had

nor have any direct monetary function nor any di-
rect monetary policy powers, nor any banking facili
ties to pull off such dastardly economic crimes.1:22
3; 250)

Nevertheless, Governor Harding was very honest
when he said: "Liquidation of this kind (recommend
ed by the May 18th, 1920 financial strategy meet-
ing) is entirely natural® — natural in the senseatth
the liquidation of the bank Credit (bank Money) -bor
rowers' pledged collateral assets — driven into de-

fault through bank Credit (bank Money) restoos

— is the traditional recondite, or we might say,
cabal route to intrinsic value assets earnings for
the commercial banking industry.

The perceptive will quickly recognize — that, if a
bank can create the money it needs to spend, lend
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and invest — it most certainly doesnt need to
make a profit in interest earnings in the same type
of money "it" itself can create or has created.

Nevertheless, the commercial banks collected in-
terest (correctly identified as usury) from the lban
Credit (bank Money) borrowers performs a very im-
portant function for the commercial banking indystr

The interest payments to commercial banks sub-
tly and relentlessly consume a percentage haf t
economic arena entrepreneurs' aggregate-raised
(M-l) Money Supply principal — thus rendering the

aggregate extant (M-l) principal in the economic
arena to always be short to statistically discharge
the entrepreneurs’ aggregate debt to the banks —
and thus systematically driving a certain percent-
age of the entrepreneurs into default — and through
the managed defaults into bank-liquidation — and
through liquidation gravitate the entrepreneurs'
pledged collateral assets into the possession of th
banking industry, under the guise of settling the
entrepreneurs' debts to the banks.

But read on, firstt THE INSIDE STORY as re-
vealed by a stenographic report obtained by the
Manufacturers Record and published in the Manu-
facturers Record February 22, 1923; and printed in
the CONGRESSIONAL RECORD — SENATE of Feb-
ruary 28, 1923.

And, without fail read the secret minutes of the
May 18th, 1920 federal reserve banks class "A"
directors meeting — erroneously titled: FEDERAL

RESERVE BOARD CONFERENCE — which minutes
are reprinted in full as reported in the Senate -Doc
ument #310 of February 24th, 1923.
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By studious and comprehensive reading what is pub-
lished in the Manufacturers Record and in the pub-

lished secret minutes of the May 18th, 1920 meet-
ing of the federal reserve banks' class "A" direc-
tors — the reader will get: "BANKONOMICS" In

One Easy Lesson — explained by the class "A"

directors of the federal reserve banks.
Peter Cook, M. Sc.

To make the Manufacturers Record INSIDE STORY

better understood by the readers — the bankers'
term "Credit" whenever it means or refers to
Money — the word "Credit" will be accompanied,

in parenthesis, with the letters B. M. or B.C.M,,
which letters are an abbreviation for Bank Money
or Bank Checkbook Money.

The word "Credit" in the banking vocabulary is
speciously deceptive to the non-bankers. The word
"Credit" in the banking vocabulary means or refers
to Bank Money specifically to Bank Checkbook
Money — which Bank Checkbook Money the com-
mercial banks manufacture by monetizing the bor-
rowers' pledged collateral assets.
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BANK MONEY EXPLAINED

It is the tragedy of the ages — that money which
is so universally used, is still so little undersd.

The money used in the United States (and throughout

the world) is "Bank Money" — but never so identi-
fied. Bank Money, which is the major component
of the M-I money supply, is always paraded as

Government Money and thus protected by laws de-
signed to protect the integrity of the Governmemt o
Treasury Money.

In the academic, banking and financial vocabulary
and press — "Bank Money" is always referred to
as "Credit" or "Bank Credit" — which terms spe-

ciously imply that the "commercial" banks lend or

re-lend the savings depositors' money, based upon
the good character attributes or credit of the bor-
rowers — which implication is not true.

If the "commercial" banks did lend or re-lend only

the savings depositors' money as the banks reli-
giously publicize —  their would be no growth in

the Nation's M-I money supply.

Bank Money, generally referred to as Credit or
Bank Credit is checkbook money, manufactured ex-
clusively by the commercial banking industry — in
the process of monetizing the borrowers’ and in-
vestors' collateral assets — and by simple book-
keeping, crediting the monetized assets amouuts,
the checking accounts of the borrowers and inves-
tors. The borrowers thus become indebted to the
banks and lawfully obligated to pay a high iestr
on the "Bank Money" derived from their own mon-
etized assets.
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THE INSIDE STORY. ..

An Amazing Revelation of a Secret Fi-
nancial Meeting — on May 18th, 1920.
Federal Reserve Meeting in Washington

Discussed Deflation. Restriction  of
Credit. Breaking Down of Prices, and
Higher Freight Rates. But Governor

Harding Warned Those Present not to
Divulge the Discussions of the Day —
The Inside Story Revealed by a Steno-
graphic Report Obtained by the Manu-
facturers Record.

"After one of the most fateful meetings in the fi-
nancial history of the world, a meeting which no
other organization, including the Interstate Com-
merce Commission or the Supreme Court of the
United States, would ever have dared to hold in se
cret and withhold its conclusions from the public.
Governor Harding of the Federal Reserve Board,
in closing that meeting of the Federal Reserve

Board, the Federal Advisory Council, and thassl
"A" directors of the Federal reserve banks said:
'l would suggest, gentleman, that you be cérefu

not to give out anything about any discussion - di
count rates.  That is one thing there ought notbé¢o
any previous discussion about, because it disturb
everybody, and if people think rates are going to
be advanced there will be an immdiate rush to get
into the banks before the rates are put up, ded t
policy of the reserve board is that that is oneghi
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we never discuss with a newspaper man. If he
conies in and wants to know if the board has con-
sidered any rates or is likely to do anything about
rates, some remark is made about the weather or
something else and we tell him we can not discuss
rates at all. And | think we are all agreed itub

be very ill advised to give out any impression that
any general overhauling of rates was discussed at
this conference. We have discussed the general
credit situation and your committee, which has
been appointed with plenary powers, will prepare a
statement which will be given to the press to-mor-
row morning and we will all see what it is. You
can go back to your banks and of course tell your
fellow directors as frankly as you choose what has
happened here to-day, but caution them to avoid
any premature discussion of rates as such. We
have had an exceedingly interesting day, gentlema
The suggestions which have been made have been
valuable and we have profited by your views. | wish
to express on behalf of the board our appreciation
of your coming here and to thank you for the un-
selfish and loyal interest you have taken in thal-Fe
eral bank situation throughout the country in givin
this matter the careful thought and consideration
that you have. And | am sure that the spirit \Whic
has manifested itself at this meeting here to-day
will spread throughout all the country, to the me
ber and nonmember banks, and if it does we can
look the future in the face with courage amh-
fidence.'

These closing words of a fateful conference, it ¢en
conservatively said, are the most damming indict-
ment of the management of the Federal reserve
system which could be penned by the worst ene-
mies of that organization. The Manufacturers Re
cord has shown since shortly after that meeting
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was held some of its decisions, but it has never
until within the last few days been able to get dhol
of a stenographic copy of the minutes. But with
this stenographic report we are now able to give to
our readers some details regarding that meeting
which strengthened and confirmed the work of de-
flation which had already been inaugurated.  After
a long conference and full discussion, covering 3
pages of foolscap, closely typewritten, thetesta
ment that Governor Harding closed the meeting with
was emphatic warning to those in attendance that
the deliberations of that meeting should be held as
strictly confidential except to fellow directors dan
that the public should not be allowed to know what
had taken place and the newspapers should know
only so much of the meeting as the carefully pre-
pared statement would present.

As far back as July 3rd, 1919, the Manufacturer

Record warned the Federal Reserve Board against
some of the actions that were then being taken, and
said: 'Not for a moment would we suggest that the
members of the Federal Reserve Board were in
any way financially interested in the stock market,

but we can readily understand the limitless power
of stock speculation and the manipulation of the

stock market which would be available to anyone

who knew a few hours in advance of such proposed
action by the Reserve Board. It is entirely within

the power of that board to break the stock or the
cotton market of to bring about a big boom move-

ment incotton or stocks. The power is too great
to rest in the hands of any seven men, even if
they were angelic in character, for they might be
succeeded by those who were not so angelic.'

(Please note: In the above paragraph the Manufac-
turers Record imputes the power to make or break
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the stock market and the booms and busts to the

Board of Governors — which is not a fact. Gov-
ernor Harding before a Congressional Hearing in
1922 himself stated: ... "the powers of the Boafd
Governors have been grossly exaggerated. " (121:48)

Only the commercial banks and their executive offi-
cialdom which includes the class "A" directors diet

federal reserve banks — command facilities that
can make or break the stock markets and manage
the Nation's booms and busts. It must be recog-

nized or remembered that the commercial banks
had been creating and managing financial and eco-
nomic booms and busts much before the Federal
Reserve System was a dream.)

That editorial emphasized the control which big fi-
nancial interests had held over the stock market to
break it when it suited their convenience to buy in
stock or to boom it when it suited their conven-
ience to unload stocks, and we added: "It wgsetio
that the organization of the Federal Reserve Board
would make this impossible; but the recent action
of the board resulted in a very rapid break in the
stock market, and it is within the power of the
board to bring about a rapid advance whenever
there is a change of policy and prevent the calling
of loans or sharp advance in money."

In that editorial we quoted from the Boston News
Bureau a very sharp arraignment of some of the
methods of the Federal Reserve Board and closed
with the statement from the news bureau:

"Before the Federal reserve system a money
squeeze was one of the tricks of the trade to tfrigh
en the public out of their stocks. Are the adstini
trators of the Federal reserve system going to
countenance the same old game by allowing the
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people who have the control of money to play with
values on a discount basis, arresting advancement
and prosperity?

When two years ago the Manufacturers Record
urged that every important meeting of the Federal
Reserve Board should be held in the open, with the
right of the public to know what was taking place,
so that no secret acts should be passed giving to
the insiders limitless possibilities for  money-mak-
ing, we knew that we had thrown a bombshell into
the camp of secrecy, but we did not at that time
know that Governor Harding had so specifically and
emphatically urged that that conference should re-
gard its whole discussion as secret and to be with-
held from the newspapers and from the public at
large.

The human mind is somewhat staggered as it tries
to outline the Ilimitless possibilities for money-
making on the part of every man who, having this
secret information, knew exactly what would hap-
pen in the business world long in advance of what
the general business public could even suspect,
even if no man ever used this information to his
own individual profit.

This conference, the closing statement of whieh w
have quoted, was held on May 18th, 1920. Those
in attendance were as follows:

Hon. Adolph C. Miller,

member of the Federal Reserve Board.

Hon. Henry A. Mohlenpah,

member of the Federal Reserve Board.

Hon. John Skelton Williams, Comptroller of the
Currency and member ex officio of the Federal
Reserve Board.

Hon. David F. Houston, Secretary of the Tueg
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and member ex officio of the Federal Reserve
Board.

George L. Harrison, "counsel" Federal Reserve
Board.

Members of the Federal Advisory Council:

Philip Stockton, Federal Reserve district Na. 1

A. B. Hepburn, Federal Reserve district Na. 2

L. L. Rue, Federal Reserve district No. 3.

W.S. Rowe, Federal Reserve district No. 4.

J. G. Brown, Federal Reserve district No. 5.
Oscar Wells, Federal Reserve district No. 6
James B. Forgan, Federal Reserve district No.

F. O. Watts, Federal Reserve district No. 8.

E. F. Swinney, Federal Reserve district Nd@). 1
R. L. Ball, Federal Reserve district No. 11.

A. L. Mills, Federal Reserve district No. 12.
Present also:

J.H. Puelicher, Marshall & lisley Bank

of Milwaukee, Wisconsin

John Perrin, chairman of the board and Federal
reserve agent of Federal Reserve Bank of San Fran-
cisco.

Hon. Edmund Piatt, chairman of the Banking and
Currency Committee, House of Representatives.

The class "A" directors

of the Federal Reserve Banks:
BOSTON:

Thomas Beal, Edward S. Kennard,
and Frederick S. Chamberlain.
NEW YORK:

James A. Alexander, R.H. Treman,
Charles Smith and J.H. Sisson.
PHILADELPHIA:

Joseph Wayne, Jr., M.J. Murphy
and Francis Douglas.
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CLEVELAND:

O.N. Sams, Robert Wardrop,

and Chess Lamberton.

RICHMOND:

John F. Bruton, Charles E. Rieman,
and Edwin Mann.

ATLANTA:

J. K. Ottley, Oscar Newton,

P.R. Kittles and W. H. Kettig.

CHICAGO:

George M. Reynolds, Charles H. McNider
and E. L. Johnson.

ST. LOUIS:

J. C. Utterback and Sam A. Ziegler.
MINNEAPOLIS:

Wesley C. McDowell and E.W. Decker.
KANSAS CITY:

J.C. Mitchell, C.E. Burhamand W.J. Bailey.
DALLAS:

John T. Scott, E.K. Smith and B.A. McKinney
SAN FRANCISCO:

C.K. Mcintosh, J.E. Fishburn

and M.A. Buchan.

BOOM OF COUNTRY'S BUSINESS INTERESTS
SOUNDED AT CONFERENCE
COMPOSED EXCLUSIVELY OF BANKERS

It will be noted that those in attendance were pre-
eminently bankers and that business men as such

were not there, though the business men and not
the bankers are the ones who create the business
of the country, whether in agriculture, manufac-
ture, or other lines of industry. Their doom swa

being settled in a conference composed exclusively
of bankers.

In opening the proceedings Governor Harding refer-
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ring to those in attendance, said:
"The class "A" directors are the banker members
of the boards of directors of the Federal reserve
banks. They are not only directors, and as k& ru
very influential directors of Federal reserve banks
but they are officials of member banks and thus
they see both sides of the picture. So it seens

be peculiarly appropriate at a time when there is
a banking situation to discuss to have bankers here
to discuss it."

It is true that it might have been important to dnav
bankers there to discuss the subjects up for censid
eration that day, but is it not also true thate th
manufacturers, the merchants, the farmers, d an
all others representing the producing and tranpor-
tation interests of the country were just as wtall
interested in a conference of this kind as thoseo wh
were exclusively engaged in banking? In a rather
lengthy opening speech Governor Harding said:

"Every effort should be made to stimulate neces-
sary production, especially of food products and t
avoid waste."

And having encouraged the farmers to the utmost
extent during the spring of 1920 to carry forward
their farming operations despite the high wagest tha
were being paid labor, drastic deflation was puto in

effect, breaking down the prices of farm products t

an extent that literally bankrupted hundreds of utho

sand of farmers.

"We can said Governor Harding, restrict credit and
expand production, letting the expansion of produnct

proceed at a greater rate than the restriction odd-c

itt, and we are then working along in the right dire

tion. "
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No human being has yet found a vay to restrict e th
credit facilities essential for increasing prodaonti
and at the same time bring about increased produc-
tion. That statement is so rankly absurd onfaise
that it is an amazing thing that any man profagsin
to be either a banker or a political economist doul
presume to suggest that restriction of credit and
expansion of production could go hand in hand.

It is in striking contrast with the statement qubte

from Hon. Reginald McKenna, formerly Chancellor

of the Exchequer of Great Britain and one of the
world's great banking authorities given elsewhere
in this issue, in which Mr. McKenna said: "The

continuance of a high rate or the adoption of any
other method for the purpose of forcing down prices
is bound to strangle trade and reduce output. Wet mu
not interfere with the natural flow of trade by any

restriction of existing producing power but must

seek a general increase of wealth through a more
abundant output.”

And as that day's meeting was devoted to a discus-
sion of how to increase interest rates in order to
lessen the volume of business, it is interesting
guote from a statement made by Comptroller Cris-
singer, recently nominated as governor of the-Fed
eral Reserve Board, in which he said: "Falling p
ces and high interest rates are never twin sisters
of prosperity. | can not too emphatically sayttha

do not believe deflation in currency and creditsn ca
go hand in hand with a regime of high interest
rates without imposing great and dangerous hard-
ships upon the people.”

"It is very clear, said Governor Harding, thiait
we find it impossible under the present circum-
stances to increase the volume of production of the
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most essential articles, the only thing for us o id
to reduce consumption of those articles."

In other words, here was a definite plan to break
down business and lessen consumption at a time
when the American people and the world at large
were buying freely of everything that could be pro-
duced.

This plan of forcing down prices and breaking

down business had been secretly inaugurated long
before the meeting whose records we now have be-
fore us and from which we have been quoting, for
on February 12th, 1920, the Manufacturers Rkcor

published and extract from a letter from one of the
foremost bankers of the country, in the course of
which criticising this paper because we had de-
nounced the efforts of banks through the pressure
of the Federal reserve system to call all loans on
Government bonds, he said:

"You can further see that if by any pressure these
bonds can be turned out of the Federal reserve
banks and passed over to the strong boxes of great

institutions — savings banks, life-insurance com-
panies, large estates, benevolent and philanthrop
institutions — just to that extent the 12 banks

would be in a position to extend additional famhbt

to merchants and business men generally. Of course
it seems hard that anyone who for patriotic purpose
should have invested in Government bonds should be
practically called upon to part with say, a logk
from 8 to 9 per cent, but facts are stubborn thing
and conditions more important than theories."

That same banker wrote us that he would not lend
money on any collateral of any kind, it mattered
not how good it might be, and that there was too
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much business in the country and it should be
brought down to normal conditions.

That was the spirit which was being inculcated by
the then management of the Federal reserve sys-
tem. Stripped of all its useless verbiage, the meet
ing of May 18 was largely devoted to the discus-
sion of how to lessen the activity which was pre-
vailing throughout the country and bring on defla-
tion of business and of credits.

Governor Harding said: "We should be careful,
however, not to overdo this matter of liquidation
because too drastic a policy of deflation, which
might result in crowding to the wall and throwing
into bankruptcy legitimate enterprises, however- u
essential their operation may be, would have a tre
mendously bad effect and would defeat the purpose
of the very policy which we are trying to have es-
tablished. He added, a sensible and graduali- liq
dation will result in permanent improvement as we
all know, but any attempt at radical or drastic- de
flation, merely for the sake of deflation, wite-
sult in very serious consequences, and such a pol
icy should be avoided."

But drastic deflation is exactly what took placeont

of the men who went from that meeting went with the
impression, and said so, that a policy of deflation
and the breaking down of prices could be put into
effect and that the Federal reserve management
would have the power to stop this deflation and
price breaking at any point when it might decide
that it had gone far enough, not having financial
ability sufficient to comprehend the fact that when
they started business on the toboggan slide they
would not be able to stop it until it collapsed tae
bottom. Every man of ordinary intelligence ought to
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have been able to see the inevitable result of pible
icies discussed and outlined in that campaign.

Over and over again during the process of deflaiton
was stated by Governor Harding and others that the
banks of the country were quilty of misleading,
even to the extent of practically lying to their seu
tomers by declining to make loans, alleging the op-
position of the Federal Reserve Board, but in Gov-
ernor Harding's speech he said:

"The directors of the Federal reserve banks are
clearly within their rights when they say to any
member bank, "You have gone far enough; we are
familiar with your condition; you have got more
than your share and we want you to reduce. We
can not let you have any more. "They must exer-
cise their discretion as to the proper course to
pursue but they have the power and there are many
cases where the rule ought to be laid down and a
member bank ought to be made to understand that
it can not use the resources of the Federal reserve
banks for its own private advantage for profit."

At the close of his (Gov. Harding's) address Mr.
Hepburn asked if any arrangement had been made
to place Governor Harding's opening remarks be-
fore the public and to this Governor Harding said:

"I have a synopsis prepared which was given to the
press on yesterday for release to-morrow morning.
It is rather more abridged than the statement |
made this morning, but it is the substance of it."

It is interesting to take this statement in connec-
tion with Governor Harding's closing remark at the
end of the convention which we have already quoted
and in which he insisted that the discussion of the
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meeting should not be given to the press or to the
people and the only thing which should be given to
the press would be a summary prepared by the com-
mittee. Thus neither the press nor the publierev

had any real information on what took place at that
meeting.

TRIFLING DISCUSSION
BY FIRST DISTRICT OFFICIALS

After closing his address the meeting was opened
by Governor Harding with an invitation to those in
attendance to make reports as to conditions in r thei
communities and in the Federal reserve banks
with which they were connected. Mr. Thomas Beal
of the Federal Reserve Bank of Boston, said:

"We seem to have been able to have had some lig-
uidation in our district."

And the public knew only too well that there has
been a great deal of liquidation due to drastic de-
flation, not only Boston but elsewhere.

Mr. Chamberlain of the Boston bank, had nothing
to say, but added:

"I am the baby director on the board and Mr. Beal
is our spokesman.”

Mr. Kennard of the same bank, said:

"I ' am a group 3 director of the first Federal dis-
trict, and | want to say that we have a very health
looking baby."

But whether he was referring to the bank as a Imgalt
loking baby or to Mr.  Chamberlin as the baby di-
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rector we have no means of knowing, but the public
can probably gain some light from the trifling dis-
cussion of the healthy looking baby and baby direc-
tor from men who were facing one of the greatest
financial problems that the world has ever had to

meet. It was a time which called for real men,
men who could think and who could say and did not
plead the baby act or newness. However, Mr. -Ken

nard, continuing, said:

"I also think that the rates for money should con-
tinue on a high level, with the hope of causing- li

uidation in commodities. Of course, liquidation
would result in low prices and the easing up of ibus
ness. | do not think this body should encourage any
drastic measures of readjustment. | think the de-
flation should be gradual, and | think we should
give more care to the commercial paper that is re-
discounted at the Federal reserve banks."

That Mr. Kennard or anyone else has found out how
high rates of money shall be forced upon a country
without  producing drastic liquidation in place of

gradual deflation, he will have discovered some-
thing that no other human being has yet been able
to discover. Mr. Kennard emphasized the conges-

tion of the transportation facilities and the fac¢hat

the warehouses were congested because they did not
have the shipping facilities, and this thoughtnsu
through a great many of the discussions of that, day
and vyet without shipping facilities merchants and
manufacturers were told that they must ship their
stuff in order to liquidate their accounts.

NEW YORK BANKERS FAVORED CURTAILMENT
OF EXPANSION WHEREVER POSSIBLE

Mr. James A. Alexander of New York, said:
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"We find to-day, | think a hesitation in business
Large users of credit are inquiring as to what the
future has in store for them. | think now is the
logical time to deal with this question, perhaihe
best time that has occurred up to now, to bring
this credit situation home to the users of credit.
Although while this hesitation is on they will get
some loans, prices are being reduced, but never-
theless, unless there is a very substantial aontr
tion and a very definite and positive announcement
made in some way, the users of credit (the users
of Bank Money) in the country may become more
hopeful again that the situation is not one to be
feared, and they will feel justified in going aheadd
making very substantial and large commitments for
the future.”

(PLEASE NOTE: The bankers' vocabulary and termi-
nology is speciously misleading to the layman. The
term “credit” in the above paragraph and elsewhere
in this writing, does not mean or imply the bank's
trust, faith or confidence in trusting the merclsant

with loans of the Savings Depositors money. The
word “credit" or “credits" used by the bankers

means or refers to the bankers’ own created "Bank
Money" specifically "commercial banks created

checkbook money" which is to be withheld from the

users of Bank (credit) Money.)

Following this Mr. Alexander suggested that the
discount rate should be raised, not to 6 1/4 or
6 1/2 percent but to 7 per cent on commercial pa-
per. In reply to a question from Governor Harding
as to whether the raise in rate would penalize any-
body who could not liquidate on account of trans-
portation facilities, Mr. Alexander said:

"l am afraid somebody is bound to be penalized in
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order to bring about "production”. A percentagke o
1 per cent is not a very heavy penalty in the way
of an interest charge, but it is a very positive- a

nouncement that the credit (Bank Money) situation
is such that further expansion must be prevented
and that curtailment should be had wherever possi-
ble."

When asked as to the transportation situation is hi
district, Mr. Alexander said:

"There is almost no such thing there now, and he
added: There is one thing, | think, to be fdare
and that is that if the transportation facilitiege a
improved and commodities moved freely and cred-
its (Bank Money) are (is) thereby released it may
make a temporary ease in the money market, and
may encourage people to go ahead and expand. I
believe now is the time to put the rates up and to
keep them up.”

From this one might interpret Mr. Alexander's

statement as indicating that he did not desire ¢e s

transportation facilities improved and commodities

moved freely, because that would release credits
(Bank Money) and encourage the business people to
go ahead. @ May Heaven save this Nation from a pol-
icy so narrow visioned and so amazing as that!

Mr. Treman also of the New York district said:

"l think Mr. Alexander has well expressed the gen
eral sentiment of the directors in our district,atth
there is a spirit of hesitation and uncertainty -pre
vailing throughout the country, and that the busi
ness interest are loking to the Federal Reserve
Board and the Federal reserve banks to indicate
what is to be done. We have felt in New York that
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it was advisable to advance the rate further th&n a
present, because we got good results from the ac-
tion which was taken in the winter. We believes th

time is coming when there should be a further
warning by the advancement of the rate throughout
the country. Not that it would curtail business —

that is, the advancement of a point or a halfnpoi

in the commercial rate — but it would be a warn-

ing to a great many banks that will not be affected
by the graduated or progressive rate that in deal-
ing with their customers they should recognize what
many of them apparently do not recognize vyet, and
that is that the credit (Bank Money) situation is a
very strained one and should be dealt with now be-

fore the conflagration becomes too severe. As to
the particular method to be employed, Mr. Alex-
ander, | think, has correctly stated the positiof

the directors of the Federal Reserve Bank of New
York — that is, that there should be an immexiat
raise in rate; second, that the position outlined
Governor Harding with regard to the process and
methods of education should be carried out. *** |
am in very close touch with certain of the distrib-
uting interests — jobbers in hardware and jewelry
and other lines — and | am sure that they are dis-
turbed and they are looking to the Federal Reserve
Board and the Federal reserve banks to outline a
remedy which will deal with the situation in a sdun
and sane way at the present time without causing
undue alarm. We can do that if we begin and re-
strict within reason the granting of credit (Bankom

ey) through individual banks. You must do someihin
more than send them requests not to do it. The way
to do it is to bring them face to face with the of-
ficials of the Federal reserve banks in each dis-
trict and have them understand the  situation and
have them in turn go back and deal with the com-
mercial and business interests. We can in addition
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to reaching the business organizations through r thei
officials reach the agricultural societies and aiga
zations though their officials, so that if theshould

be an effort to get in touch with the large intésesn
each district and merely point out the necessity fo
a reasonable curtailment of credit (of bank mondke
same as we curtailed sugar and coal when there
was a real need for it, it seems to me that by the
raising of rates now, by the education of bankers
individually and by these group meetings and by
going on further and extending our suggestions to
the business interests of the country, | belichat
we can forestall any very serious disturbance in
the fall."

Mr. Alexander was asked by Mr. Ottley, referring to
the suggested raise in rates to 7 per cent. 'Inwvie
of the basic line that is under consideration bye th
Federal reserve bank, would it be vyour idea, Mr.
Alexander, to just make a flat rate of 7 per cent
or start off the basic line at 6 per cent with &-ri
ing scale?'" And to this Mr. Alexander replied:

"Make the basic rate 7 per cent. I am in hopes
that there will be no plan of progressive rates put
in effect in New York. Make the rate 7 per cent.
| am speaking of commercial paper. ***  Commer-
cial paper is the thing that is being created inl-vo
ume right now and we want to limit it as much as
we possibly can limit the creation of commercial
paper."

Mr. Charles Smith of New York said: "The entire
board of our bank is in hearty accord with the ad-
vancement of rates as expressed by both Mr. Alex-
ander and Mr. Treman."

Mr. John Skelton Williams said: "Before we leave
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this question Mr. Alexander, as you suggest a 7
per cent rate, do you not think that one of the ef

fects of a 7 per cent rate as a minimum rate for
all banks would be to discharge essential indwsrie

Six per cent is the maximum rate in New York except
on bonds and certain other things. A small bank
might have an application from an essential indus-
try and it would realize that if it were to lend to

that industry the accommodation that it needed it
could only reimburse itself at the higher rate ot a

a loss. It would have to charge that essentia in

dustry 6 per cent and would have to pay 7 per cent
and there would therefore be no inclination to ex-

tend the accommodation at a loss even to an essen-
tial industry."

(It appears from the above that Mr. Williams, ex-
officio member of the Board of Governors is un-
aware that the commercial banks generally do not
borrow funds from the federal reserve banks to re-
lend to their customers (71:10). However, when
bank does borrow from its federal reserve bank [at
15% reserve requirements] the bank needs to borrow
only about 15% of the bank [checkbook credits] nyone
amount it created and loaned.

For an example: If a bank created $1,000 of bank
[checkbook credits] money and loaned it to a client

at 6% interest — the bank will earn $60. annuall
in interest. And, if the bank needed "required- r
serves" for the $1,000 of the checkbook -credits
money it created — it needs to borrow from the

federal reserve bank only $150 at the 7% discount
interest rate, which will cost the bank only $1D.5

— which still leaves the bank with a net profit of

$49.50 on money it created out of nothing [for doc-
umentation see 1:56])).
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Mr. Williams continues: "On the other hand, ybu

put the rate at 7 per cent, that would not rdete
the profiteers who are making 70 per cent profit,
60 per cent or 50 per cent. My apprehension and

wonder is whether a higher rate of interest would
not in the long run discourage essential producers
and at the same time have no effect at all upom th
profiteers, upon the men who are making exorbi-
tant and extortionate profits."

Mr. Alexander replied: "In the case of a corpora
tion there can be a contract rate, whatever is a-
greed upon. But to this statement Mr.  Williams
replied:

"The farmers, for example are not corporations
and a great many of the smaller transactions are
not carried on with corporations." And to that .Mr

Alexander replied:

"No, I am coming to that point. Between corpora
tions there is a cortract rate, but in smaller
transactions, where you are dealing with individu-
als and with farmers, 6 per cent is the legale.rat
I do not think it makes a particle of difference to
any of these borrowers, certainly to none of ¢hos
with  whom we come in contact, whether they pay
5 per cent, 6 per cent or 7 per cent. The rest

is, '‘Can we get the money?" That is the question
to-day. They say, 'You lend us the money and we
will pay the rate." Now, there is the objecticas

stated by you (Mr. Williams) of charging 7 per
cent to the member banks when they can only col-
lect 6 per cent. | think that is a feature of tlsd-
uation that must be met. In other words, | Khin
the purpose to be served is so great and of such
prime importance that these other matters must be
considered of smaller importance. | think thelban
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would have to stand in between the users of credit
(bank  money) for essential purposes if necessary,
or they can have balances which will justify them
in making a loan at 6 per cent, although they ehav
to pay 7 per cent for the money".

Continuing the discussion, Mr. Alexander said:
"That is exactly what you would accomplish by

making a profiteer understand that credit (bank -mon
ey or specifially bank checkbook money) is a lux-

ury and difficult to get —and so a great
New York banker holding the purse strings
over hundreds of millions, we Dbelieve, wants to
make it out that that credit (B. C. M. is a luxury
and it is difficult to get. In this particular @she

was referring to the profiteer, but that spirit atth
credit (B.C.M) is a luxury and is dificult to get,
in this particular, prevailed in too many banking

rooms where a man was entitted to credit (B. M.)
and should not have been made to feel that -credit
(B. M.) was a luxury.

Mr. Williams suggested that in dealing with a prof

iteer the purpose could be better accomplished by
saying to him: ‘We won't let you have the mney'
than by letting him have the money even at 10 per
cent.

Mr.  Alexander agreed to this statement as truel an
added: "We could say that they could not have the
money and we should see to it that the profitegr i
cut out and that the essential industry is carried
even at the expense of the bank."

NOTE: B. M. is an abbreviation for ‘bank
money', and B. C. M. for ‘'bank checkbook
money'.
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Referring to those who had engaged in what was
called profiteering during the period of rising qas
Mr. Alexander said:

"People of that kind will disappear rapidly. | tkijn
under present conditions, because they will be efibrc
out."

THIRD DISTRICT
COOPERATED IN DEFLATION OF CREDIT

Mr. Joseph Wayne, of Philadelphia, said that
did not think the third district was unduly alarmed
over the credit (B. M.) situation, but that thewltf
for some that it (B. M.) required rationing and the
green signal had been out.

When the Government sold its bonds the Treasury
Department and the banks of the country pledged to
20,000,000 buyers of these bonds that they could be
carried through the banks until they could be paid
for out of earnings. On the subject of liquidgtin
these Government bonds, Mr. Wayne said:

"We may have been subject to criticism for not
liquidating more promptly the obligations secured
by Government bonds, but we more or less acted
along the suggestion of the previous Secretary of
the Treasury and the Federal Reserve Board at the

time these loans were taken, and it now looks to
us to be a pretty bad time to force these bonds on
the market. They are being more or less liqudiate

We have been endeavoring in our own bank in the
last month to force Liberty bonds on the market,
but they do not go on very comfortably. People
who have to part with them and lose 13 points do
not part with their money very gracefully.
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When asked by Governor Harding if a 7 per cent
rate in New York had forced the Philadelphia bank
to put on a 7 per cent rate, Mr.  Wayne said: ,"No
but you know the general custom is that when one
bank raises its rate we usually get a suggestion
from the Federal Reserve Board that they will ap-
prove a raising of rate for our distric, and that
usually goes through."

When asked as to transportation facilities, Mr.
Wayne reported them as very poor and the freight
blockade as serious, and that during the past few

weeks the transportation situation had not shown
any improvement.

Mr. Francis Douglas of the Philadelphia Reserve
Bank reported that some banks were not cooperat-
ing to the fullest extent with the Federal reserve
bank, and he suggested that a letter stating abe
tual conditions should be sent to the various banks
not only member banks but nonmember banks,
throughout the country in a plan of education, dan
added: "It would be very beneficial and would help
a great deal in the deflation of (B. M.) credit.”

FOURTH DISTRICT OFFICIAL
FAVORED BREAKING DOWN BUSINESS
AND BUILDING UP FROM BOTTOM

Mr. Robert Wardrop of the Cleveland Reserve Bank
said:

"I think a reasonable depression in business wik b

a good thing for the country, and he added: "l
really think we would do better if we could get
down to a lower basis, a different basis, ahent

from that we can work up again."

In other words, it would be a good thing accogdin
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to Mr. Wardrop, which was the view of a leading

banker we have already quoted, that business
should be broken down and then take a fresh start
from the bottom. Millions of people who lost by

that kind of teaching naturally question its wisdom

Mr. Chess Lamberton of the Cleveland bank, one
whom we have already quoted, also classes him-
self as a ‘'baby director and declined to express

any opinion on any of the subjects discussed.

NECESSITY FOR RAISING DISCOUNT RATE
DOUBTED BY FIFTH DISTRICT REPRESENTATIVES

Notwithstanding the fact that the Richmond Federal
Reserve Bank sent out a circular letter in August
1920, that it had been urging its member banks fo
more than 12 months to restrict (B. M.) credit. r.M

John F. Bruton of the Richmond bank, referring to
the heavy demands of agricultural loans said:

"I hope it will not be necessary to increase the
rate of interest, for fear that it might be con-
strued as a reflection upon this great industry,iciwh
in the final analysis is doing the work of the cboyn
Probably | am a little old-fashioned, but | havee th
impression that some positive relief could be hatd a
the discount table of the Federal reserve bank by
the discounting committee in drawing in on certain
few banks in the district and limiting their borrow
ings, which would give to their banks the oppertu
nity to make essential arrangements." When refer-
ring to some banks that he thought had veen bor-
rowing too heavily, Mr. Bruton said:

"Some of them have two feet in the trough already
and it might be advisable to reduce on some of
them."
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The suggestion that any bankers trying to take care
of their customers were hoggishly inserting two
feet in the (B. M.) credit trough seems a littleugh
and perhaps Mr. Bruton spoke unadvisedly. Mr.
Charles E. Rieman of Baltimore, a director bie t
Richmond bank said:

"I hardly see the necessity of increasing the rae
this time... With regard to the retail business, have
made a pretty close examination of it, and | do not
think the shelves are overloaded.”

Mr. Rieman was entirely correct in his position
that there was no necessity of increasing the rate
and that the country was not overstocked with goods

PENALTIES IN SIXTH DISTRICT
CERTAINLY BECAME STRONG

Mr. J. K Ottley of the Atlanta Federal Reserve
Bank, said:
"The condition of the farmers, merchants, and

manufacturers in the sixth district, in large major
ity is good.”

Contrast this good condition of farmers, merchants,
and manufacturers in the latter part of May 1920,

as reported by Mr. Ottley, with the chaotic cend
tion of business in that district when by higher
rates and curtailment of (B. M.) credit, business
chaos was produced, not only in that immediate
district but throughout the country generally. In

further discussion of the matter Mr. Ottley said:

"I would not feel at this time, from an indepente
standpoint, that a raise in the rate was necgssar
other than to put in this basic line and make the
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penalties very strong as they progress.”

In view of the fact that penalties for higher rates
were inflicted by the Atlanta bank on one Alabama
bank, which was trying to protect its farmer cus-
tomers, up to 87 1/2 per cent, the Atlanta kban
evidently carried out the suggestion of making the
penalties very strong.

EMINENT CHICAGO BANKER
SOUNDED WARNING NOTE

Mr. George M. Reynolds, of Chicago was evidently
not in favor of breaking down business so as to get
a new basis from which to start again, for he said:

"If we pass through this crisis successfully andinma
tain prosperity at anything like its present level, |

think the first requisite necessary is the mainte
nance of confidence. Believing, furthermothat

confidence is to a considerable extent a state of
mind, it seems to me that we people who are from

the outside points here could do more for the state
of mind along the line of trying to enable the mem-
bers of the Federal Reserve Board to look through
our glasses and get the focus of things as we see
them at the other end of the line."

What a daggerlike thrust that was on the part of

Mr. Reynolds against some members of the Feder-
al Reserve Board when he as one of the greatest
bankers of America, suggested that one of thetmos

important things was to get the Federal Reserve
Board to look at the situation from his standpoint.

What an infinite pity Mr. Reynolds was not able to
bring about such a desirable change of vision. Fur-
ther discussing the subject Mr. Reynolds said:
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"I would not be honest with myself if 1 did not ex-
press my own frank opinion on some of the ques-
tions that have been raised here. | have not lost
my belief in the theory that the yardstick is the
terest rate, which is after all the best means of
controlling the demand for (B.B.) money. *** | pe

the Federal Reserve Board and the other people in-
terested in this problem will not overlook this one
principle.

"As | understand it reserves are kept and enmassed
and impounded for the purpose of loans in times of
emergency. *** Take the central reserve cities,
and there are deposited in those banks, as you ,know
secondary reserve deposits, which since the organ-
ization of the system have been lying there dor-
mant. In times like this when there is an emergen
cy there is a shrinking first in deposits, ancerth
many of these institutions come back to us for
credit (B.M.) requirements which are not borrowed
ordinarily. We have that situation in this crisis.
*** In every institution in this country there is a
large amount of paper which is not eligible for -dis
count at the Federal reserve bank, but at theesam
time it represents the very cream of paper in so
far as the question of safety is concerned. |
may seem to you people here that under conditions
which arise whereby there should be deflation rath-
er than inflation the banks should stop loaning mon
ey. That is just as impossible without trouble ias

is for us to fly out of this room. *** | have not
one particle of fear about the outcome. It ist jas
qguestion of using what we might call horse sense
and not getting stampeded or excited or doing some-
thing under stress of excitement or going off, as
we sometimes say in the country, half cocked."

Mr. Charles H. McNider said: "We feel theresnu
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be reason, there must be sanity, that the essen
tials must be taken care of, that there can net b
an extraordinary cutting down of credits (B. CM.))
at this time because that would create disaster.
*** We ought to deflate in a sane and reasonable
manner."

Unfortunately, Mr. McNider's suggestions weret n
taken, for we deflated in an insane and extraordi
nary manner, and the result was world disaster.

Mr. E.L. Johnson, of the Chicago Reserve Bank
said: "I believe that education and propaganda tmus
be carried on with authority and with strength, -car
ried on from this board and from these gentlemen
here down to all the nonmember banks and on to the
the small business man in the small factory"

Evidently the propaganda was carried on and carried
on with authority and with strength, for bankers
everywhere were warned fo curtail (B. CM.) credits
and naturally any man who was not a fool from the
top of his head to the bottom of his feet knew that
that meant the breakdown of prices, the breakdown
of business and the increase of unemployment, and
therefore every man stopped buying raw materials
or finished products of every kind.

Mr. Johnson added: "that Governor Harding's
speech should be properly disseminated among them
with the show of authority, even if you do not bav

it."

What an amazing statement for one of the directors
of the Federal Reserve Bank of Chicago to make to
the effect that Governor Harding's speech should be
broadly disseminated among the banks with a show
of authority, even if Governor Harding did not have

such authority!
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MINNEAPOLIS BANKER WANTED TO STOP
HIGH FINANCE IN POLITICS AND BUSINESS

Mr.  Wesley C. McDowell of the Minneapolis Re-
serve Bank said: "I do not like this increase in
rates. Out in our part of the country we have nbee
going a little bit wrong on our thinking, so thate
have established a bank of our own, called the
State Bank of North Dakota. *** | think that any
method that would raise the rate arbitrarily when
the farmer has had four or five years of poor crops
*** it looks to me like the institution they told su of
when we started the Federal reserve system, that wa
going to take care of us and prevent panics, was
now going to fall down and penalize them. Ot
seems to me that now is a poor time to penalize
the little fellow. *** The Federal Reserve Bankf o
Minneapolis is making $10,000 a day. Is that prof
iteering when they have been using our money with-
out any interest ever since it started? Is thad-Fe
eral Reserve Board going to be put in the same
class with the sugar profiteer and the manufactur-
er who has been making big money? ** So | say
again, it does not seem to me that now is thep-pro
er time to increase our rate. We want to cure that
unrest out there more than we do anything else.
We want to stop some of this high finance in poli-
tics in business."

DRASTIC REMEDIES OF TENTH DISTRICT
MANAGERS PROVED FATAL TO VICTIMS

Mr. J. C. Mitchell of Denver, director of thikan-
sas City Federal Reserve Bank, referring to the
condition in his district, said:

“In my opinion we corrected the trouble there byt-pu
ting in the progressive interest rate; we felt wad hto
do something. We considered it a little bit drastic
but we thought we would try it, and we did try it."
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"It looks like the directors of that bank were -try
ing an experiment the end of which they could not
see. Mr. Mitchell though it was a success. We
venture to say that a million people in that teyito
though it was a dismal failure. It looks very rhuc
like the quack doctor called in to attend an illildh
The quack admitted that he could not diagnose the
case, but, said: 'l am hell on fits, and Il vilhrow
the child into fits and cure the fits." Unfortuely,
the child died, and many a farmer and many a -busi
ness man in the Southwest died financially of the a
tion of the Kansas City bank.

Mr. W. J. Bailey of the Kansas City Reserve Bank,
said: "I am well convinced, gentlemen, that you |wil

bring the Federal reserve system back to a reserve
system rather than a commercial system if you will
make it unprofitable for certain great banks to use
the funds of other banks."

What a pity that Mr. Bailey did not mention by name
the great banks against which he aimed this dart!

Then he added: "I think the real remedy is in a
graduated rate. Of course, make the basic line
whatever you want and let us say you would raise
the rate to 7 per cent. Now, the only complaint
we have among our banks is that there ought to be
a maximum rate. I do not believe that, gentlemen.
I would put a danger signal here and another there
and another up there — that is, death: and fie w
never go against the death signal. You have made

the Kansas City Federal Reserve Bank a broker's
shop; you have changed it from a reserve bank to

a commercial bank and | want to get it back and
that is the reason | am in favor of the graduated
rate."

Mr. Forgan offered a resolution that a committé o

five be appointed to prepare a resolution in regard
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to the effect the transportation situation is hgvin
on the expanded -condition of credit (of Bank Money)
in the country, with a view to placing such a reso
lution before the Interstate Commerce Commission
requesting them to do what in their power they
can to relieve the situation by increasing freight
rates or otherwise.

It has been reported that one of the thoughts ex-
pressed by some at that meeting was that one way
to break down Dbusiness in addition to restricting

credit (restricting bank checkbook money) was to
secure increased freight rates and thus lessen the
volume of business, bringing business down to a

point where the railroads and the banks without
trouble could transport and finance the business
then in operation.

That does not, however, appear in the resaiutio
nor in the report of the meeting, but that was a
current report in  Washington at the time of the
meeting as the intention of those who sought to- pe
suade the Interstate Commerce Commission to raise
rates.

GRADUAL DEFLATION FAVORED BY ELEVENTH

DISTRICT MANAGER, @ WHO DOUBTED WISDOM OF
PROPOSED RAISE IN RATES — WITH 100 PER
CENT PROFIT, FEDERAL RESERVE BANKS WERE
ALREADY CHARGED WITH PROFITEERING.

Mr. John T. Scott, of the Dallas bank said:
"Speaking of the increased rates proposed by some
of the districts, I can not find myself in agremwh

on that proposition. We have already increased th
rate, and the increase of the rate is not going t

correct the evil unless the member banks all co-
operate.
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"We might increase the rate from 7 to 8§, 9 and
10 and the situation would still be uncorrected. |
believe we ought to continue our efforts with our
member banks throughout the country and induce
them to curtail their loans as far as possible to
only the legitimate needs of legitimate businesg an
by that means we can bring about in a normal way
the deflation of credit (reduction of Bank Money).

"We must remember that this inflation has not taken
place over night; it has been going on from three
to four years, and it is going to take some titne
correct it. We can not hope to correct the situati
in a day or a month or in six months.

"We have got to go at it in a sensible way, to
bring it about in a gradual way rather than attempt
to correct it within a short period of time. The

Federal reserve banks have been charged with prof-
iteering by reason of the rates they are now charg-
ing. We are making in the neighborhood of 100 per
cent on our capital...

"The Federal Reserve Bank of Dallas has already
adopted the progressive rate proposed to be put in
wherever the executive committee finds it neces-
sary to do so. ... We have sent out two letters
within the last trree months to the member banks.
The last one was sent out at our last directors'

meeting, under the order of the directors, to be
sent under personal cover to the president of each
member bank and by registered mail, so the letter

would receive attention, and they were requested t
read these letters at the next meeting of their
boards.

With a registered letter to the president of each
member bank and requirement that he read this
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letter at the next meeting of his board of direstor
the Dallas bank was evidently following the sugges-
tion of Mr. Johnson, of the Chicago bank, whag-
gested that the governor's speech should be dissem-
inated among the bankers with a show of authority,
even though the governor did not have the authority
The Dallas bank either had the authority or it took
itt, and at any rate the member bartiat t
received that registered letter well knew they were
taking their life in their hands if they failed to
obey it.

Mr. B.A. McKinney, of the Dallas bank
said: "From a study of the conditions of those
banks | can say that throughout all districts they

are in stronger condition to-day than they were a
year ago.

That favorable condition, however, hardly held
good after drastic deflation was put into effect.

WIELDING A CLUB ON FRIEND AND FOE ALIKE
NOT APPROVED BY TWELFTH DISTRICT DIRECTOR

Mr. C.K. Mcintosh of San Francisco, said: €W
are thoroughly in accord with the resolution adopt-
ed and with the speech of Governor Harding out-
lining the methods that are desirable for us  tm-pr
ceed on. We can see the problem and we know
fairly well some of the causes. We know that ¢her
is a demand that exceeds the supply of credit (sup-
ply of Bank checkbook Money); we know there must
be discrimination, and we are ready to join inyan
proposition. | can hardly conceive that it i
wise in the endeavor to keep out the undesirable
feature, to permit it to be rocked, even thoutjie
rocker is wiling to pay 7 per cent for the prigke

I find it hard to convince myself that it is the gho
intelligent restraint to wield a club on the heafls
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friends and foes alike. A rate which applies hbayo
a certain arbitrary and calculated line has its edff
but without regard to what the man on the other afd
the line is doing it is something like running dnta
melee with a club in one's hand to assist in quel-
ling it and making up your mind you are going to
strike every fellow on the other side of the fence,
whether he has his coat off helping to reduce the
melee or whether he is one of the main instigators.

"t seems to me the character and not the amount
of opposition should be the prevailing factor in npe
alties. ... We must have the assurance, or should
have the assurance, that we may have the unqgdalifie
support of the Federal reserve banks in our distric
because that is their job; also the reserves aré no
sacrosanct; they are not to be framed and hung hen t
wall.  That given the purpose, given the fact thhe
real purpose is being served by the advance, thd- Fe
eral reserve bank must help us, must help those who
are doing that thing, and must decline when digerim
nation is practiced against those not doing thagth

If we can go to our people with the assurance
that there is credit (Bank checkbook Money) avail-
able for the production of essential and quickly- as
similable things and that as compensation for that
use we must ask to refrain from the demand for
credit (for B. C. M.) for those things not essehti
or for those which in our minds are not essential,
we shall have gone a long way towar solving the
difficulty as far as it is within our power to do.5

(NOTE: B.M. and B. C. M. abbreviations are synony-
mous and both terms mean or refer to commercial
banks' checkbook money — which checkbook money
the banks manufacture by monetizing the borrowers'
pledged collateral assets.)
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Unfortunately for the good of the country the re-
serves were regarded as sacrosanct and were not

called upon to help out in the emergency — the
very thing for which they were established — and
the banks did not, with the cooperation of the d-Fe

eral reserve system, guarantee to their customers

credit for essential things.

CALLING LOANS AGGREGATING $2,000,000,000.
PROPOSED AS DESIRABLE WAY TO PREPARE
FOR FALL BUSINESS.

Mr. John Perrin, of the Federal Reserve Baiik o
Chicago, said: "The way to meet that problemtas
bring about in the next three or four months a def-
inite amount of contraction which would permit us
to expand correspondingly in the fall. If it were
possible for every bank in the country to reducs it
loans during the next three or four months to the
extent, say, of 10 per cent, there would beotal
expansion in the fall possible of approximately
$2,000,000,000.

Here is a definite suggestion as to calling loans
amounting to $2,000,000,000. in order that they
might be reloaned in the fall, or, in other ward
break down business in order to give it a fresh
start a few months later!

Mr. Forgan said that the calling of the convemtio
has stirred up sentiment throughout the country and
there has been some thought, | think, or a good
deal of misapprehension of what we were going to
do when we got here. The fear got out that we
were going to meet here and in some way were
going to classify loans into essential and nonessen
tials and with that even send an order through the
country that there were to be no loans on what we
term nonessentials.
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Mr. Forgan then presented some documents from
the American Bankers' Association committee and
other organizations which had been disturbed by the
unrest already created throughout the country by th
campaign of deflation which had been for some time
under way by Federal reserve banks and by the fear
that this convention would make still more drastic
rulings. Letters were presented also from some
leading business concerns along the same line. If
any of these big business interests were tipped off
in advance as to what was to be done prior to this
information leaking out to the public they would
have had an opportunity to make many millions of
dollars. If, for instance, @ some corporatiomotigh
some member of this meeting learned that deflation
was to be continued it would have had a chance to
unload before the break in prices came. It is -ard
ly possible that, as 100 copies of the reportmfro
which we are quoting were printed for confidential
circulation, SO we are advised, and the typenth
destroyed, some people did not have an oppoytunit
of learning what the public had not learned andsthu
of having the opportunity of utilizing this informan

in a way which might have made millions or saved
millions.

Mr. F.O. Watts of Federal Reserve District No. 8,
chairman of the committee on transportation, made a
report for the committee reviewing the inadequate
transportation facilities of the country, which ree
hampering business, and in the course of which it
was said: "A striking necessity exists which can
only be relieved through the upbuilding of the ered
it (money) of the railroads.  This must come tigiou
adequate and prompt increase in freight rates.
Every delay means the paying of greater cost, di-
rectly or indirectly, and places a burden on the
credit (B. M.) system which in the approaching time
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for seasonal expansion may cause abnormal strain.
Even under the light of war inflation, high price
level, and extravagances the bank reserves would
probably be sufficient if quick transportation odul

be assured during the time of the greatest strain.

WERE INCREASED FREIGHT RATES SUGGESTED
AS MEANS OF LESSENING VOLUME OF BUSINESS?

Mr. Watts offered the following resolution, which
was unanimously adopted:

"Resolved, That this conference urge as the most
important remedies that the Interstate Commerce
Commission and the United States Shipping Board
give increased rates and adequate facilities such
immediate effect as may be warranted under their
authority, and that a committee of five be appoin
ed by the chair to present this resolution to the
Interstate Commerce Commission and the  United
States Shipping Board with such verbal presentation
as may seem appropriate to the committee.

What was the verbal presentation made by the com-
mittee to the Interstate Commerce Commission in
behalf of increased freight rates? Was it as some
have surmised, a suggestion that it would be bette
temporarily to lessen the volume of business of the
country in order to enable the railroads and the
banks to handle it? Some rumors to that effect
were circulated at the time. Were they correct?

Mr. Wayne raised the question of graduated rates
on borrowings or rediscounts and said: "I would
like to know whether in the districts that have
adopted this procedure there has been eliminated
the question of borrowing on Government securities
from calculations as to the line of credit (Federal
Reserve Bank Money) granted to a bank?
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Governor Harding replied: "In the Kansas City dis-
trict and the Dallas district, in their tentative
plans they have eliminated entirely borrowing on
Treasury certificates of indebtedness and on Lybert
bonds actually owned on the 1st of April 1920.

Mr. Wayne then asked: "Have they made any refer-
ence to collateral notes of customers that haven bee
discounted by the banks as a result of Liberty loan
subscription?

Mr. Bailey replied: "They have to belong to the bkan
on the first day of April. We have made that rule.

Mr. Scott said: "It is the same way in the Atlanta
district.

Mr. Wells said: "He wants to know if customers'
notes secured by Liberty bonds are exempt from
the application of it; and Mr. Bailey said: "The

are not.

When the Federal reserve system undertook to vi-
olate every promise made by the Government and
by the banks in persuading people to buy Liberty
bonds, promising to carry them and then calling
loans on them in order to force them out of the
banks, breaking them down from 12 to 15 points or
more, the honor of the Government and the good
faith of banks was trampled in the mire and mil-
lions of bonds bought in good faith by patrioticope
ple to help the banks and help the Government were
forced to be sold at a loss, and the National v-Go
ernment bought $2,000,000,000. of its own dishon-
est promises to pay, and the Secretary of the
Treasury boasted of the money that had been saved
in doing so! And at these low prices hundreds of
millions of bonds were bought in by big estates and
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big institutions, with  heavy losses to innocent
original purchasers.

At the afternoon session it was proposed to appoint
a committee of five, as that number would be more
impressive to prepare some kind of a statement or
memorandum to be submitted back to the confer-
ence, which we can use as a basis of a press- state
ment and which you can all use as a basis of a
statement to your own banks when you get back
home touching the situation as you see it, ance-fo
staling any more remarks such as were made in
the Senate yesterday as to all kinds of troubben-c
ing, and vyet being careful not to stir up another
bomb.

PRESS DENIED OPPORTUNITY
OF GETTING FACTS OF MEETING

When the press is denied the right to learn for it-
self what is going on and must accept as law and
gospel any prepared report, the public may rest
assured that it is not getting the real facts, d aret
such a prepared report was all that the press has
heretofore ever been able to secure as to the dis-
cussions which took place in that meeting.

Mr. John Skelton Williams, discussing in the eaft
noon some of the things that had been said during
the morning, said:

"I do not think myself that there is any ground for
expecting a commercial cataclysm or crisis such as
some people are predicting ... | see nothing le t

situation to justify the fear of such a commercial
crisis or financial catastrophe as we had either in
1873 or 1890 or in 1907. If anything of that kind
comes it will be our fault, the fault of thoseavh
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are in charge of the banking and commercial inter-
ests of the country, and | do not believe theg ar
going to bungle it."

Unfortunately those in charge of the banking inter-
ests of the country did bungle it and bungled id-ba

ly, as Mr. Williams has repeatedly said thatythe

did, and proved by the figures which he has pub-
lished showing how badly it was bungled.

Mr. Henry A. Mohlenpah, member of the Federal
Reserve Board, and who, it is generally thought,
joined Mr. Williams from time to time in vigorous

opposition to the drastic deflation campaign cdrrie
out by Governor Harding and other members of the
board, in following Mr. Williams address said:

"l think it to be right to say that there is no mem
ber of the board at this time that has been related
to your problem so directly as perhaps | have been,
because | have just come from the desk and | have
during the past six months visualized the propositi
you are up against, and | want to say right hgex-
tlemen, that | refuse to be a pessimist. | equit
agree with the comptroller. That does not mean to
say that 1| am an expansionist or an inflationistit b

| do believe in the broad general proposition that
we have just as much right to take stock of our
assets and of our privileges and of our opportuni-
ties as we have of the darker phases of the ques-
tion ... | believe out of this question will comee
stronger, higher morale on the part of the bankers
themselves." And referring further to the situation
he said: "It is just exactly to my mind what this
situation needs; not a contraction that is going to
hurt; it needs the steady nerve of the bankersst ju
as they faced their problems in 1903, and 1907."
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The situation did need, just as Mr. Mohlenpahd sa
the kind of handling that would not produce a con-
traction to hurt business, but in place of that got

a contraction that well nigh destroyed business.

Mr. Mohlenpah and Mr.  Williams thought that the
management of the Federal reserve system would
not bungle the job, but the most disastrous com-

modity panic in the world's history and the most
disastrous agricultural condition which this coyntr
has faced in its whole life proved that the job was
badly bungled, unpardonably bungled. As one loé t
speakers said, it had taken three or four yeafs o
inflation to carry us to the top, and it shoulcvé
been evident to every man that the only way to
come down safely was to take as long in coming
down from inflation as we had taken in climbing up.
This, however, = was made impossible by the urgent
efforts of Federal reserve banks to cause member
banks to restrict credit (B. M.) and with Federal
Reserve Board carrying out its constant efforts to
impress upon all banks the need of restricting -cred
it (restricting B. M.) and curtailing business aoper
tions chaos was inevitable.

$32,000,000,000. LOSSES AS RESULT OF
RESERVE BOARD'S DEFLATION PROGRAM

As the Manufacturers Record showed a few weeks

ago, the decline in the value of farm lands in29
and 1921 under deflation amounted to about $18,000,
000,000. and the decline in the value of farmdpro

ucts of these two years as compared with 1919
prices showed a decrease of over $14,000,000,000.
making a total loss to the farmers of upward of
$32,000,000,000. If to this we add the decrease
securities, stocks and bonds of railroads andusnd
trial corporations and the Ilosses in the decline of
output in manufacturing and mineral industries, |
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it will be found that under the system pursued of
erroneous financing and financing directly contrary
to the teachings of bankers as Reginald McKenna
and others of his standing we wiped out about $50,
000,000,000. of values, a staggering loss which
well nigh shocked the very life out of the country.
Mr. Wayne referring to the proposed progressive
discount rate, said:

"It does not appeal to me as a director of the Fed-
eral reserve bank at all, at least for operation
our district. | am afraid it will do just the opp
site for which the Federal reserve act was enacted.
In other words, the act was proposed to enabée th
banks to cater to commercial business. | know in
the operation of our bank we were very often called
upon to borrow quite heavily and we cut it down as
fast as we could, but if we are going to accuneulat
a batch of commercial paper, either by direct ¢ran
actions for customers or by purchases on the mar-
ket, because our borrowings at the Federal reserv
banks happen to go beyond a certain limit we are
going to be heavily penalized, we are going topsto
buying the paper, and we are going to invest our
money in call loans on Wall Street, which is ekact
what the Federal Reserve Board does not want the
member banks to do. ... | think that you aréngo

to defeat the very purpose of the act, which was t
enable commercial banks of the country to do fa sa
commercial business. We will simply be driven into
call loans on Wall Street for our surplus money if
they are going to penalize us."

Mr. Scott, in discussing the matter, said: "We find
that about 80 per cent of our members are smalh-cou
try banks, with a small capital and small deposits

They are the ones that we really need dlp h
out in the farming communites. We had a complet
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list made up of every borrowing bank, showing
what its rate would be if they were under the Kan-
sas City Plan, and we found that some of them ran
up as high as 18 and 19 per cent. If that plamewe
applied it would mean the ruination of the agricul-
tural districts.”

That plan was put into effect and the agricultural
districts were ruined, exactly as Mr. Scott had
predicted. After considerable discussion in regard
to the progressive rate and vigorous opposition on
the part of a number, Mr. Mohlenpah said:

"Is it absolutely necessary in every transaction
made in a Federal reserve bank that it has got to
be made on a basis of profit to the Federal reserve
bank, or is it not time that these reserve banks
will have to forego their profit in this overplusf o
borrowing when the country banks have to move
crops or other commodities?"

Judging by the 100 per cent profit that the Dallas
bank was making, as one of its officers said, and
the $10,000. a day that the Minneapolis bank was
making, it looks as though every Federal reserve
bank did business only on the basis of a profit on
each transaction, regardless of its effect upon the
country at large.

UNHEEDED WARNINGS OF COMPTROLLER OF
THE CURRENCY JOHN SKELTON WILLIAMS

As shown by letters from John Skelton Williams,
then Comptroller of the Currency and a member of

the Federal Reserve Board, Mr. Williams repeat-
edly warned the board of the danger that faced the
country from its deflation campaign. In a speech

before the Maine Bankers' Association at Bangor
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June 26, 1920, Comptroller Williams called mite
tion to the fact that the Federal reserve banks had
an unused lending power at that time of about $700,
000,000. and that if the reserve requirements
should be temporarily reduced by only 10 per cent
the total unused lending power of the reserve sys-
tem could be increased to two thousand million
dollars.

Nevertheless the financial situation, under the re
serve board influence, grew worse, and on Rlly
1920, Comptroller Williams gave a statement te th
press showing that the unused lending power of the
reserve banks was still $750,000,000. Mr. Williams
added in the statement: "Such figures as thesétoug
to be sufficient to allay fears of pessimists as to
the financial condition of the country at this tirhe

Mr. Williams' statement was resented by the ehair
man of the Federal Reserve Bank of New York,
who promptly wrote a letter to the reserve board
complaining that Mr. Williams' public statement
was interferring with the plans for deflation.

On August 9, 1920, Mr. Williams called attemti

of the reserve board to the fact that certain banks
in New York were using the funds of the reserve
system for speculative ventures and were extorting
grossly excessive interest rates from customers,
so that business men and merchants needing funds
for legitimate business were being required to pay
exorbitant rates.

August 26, 1920, Comptroller Williams filed a
memorandum with the board urging a reduction in
rates which the reserve banks were exacting on
Liberty bonds and for legitimate business transac-
tions, and he also warned the board at that time
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that the drastic liquidation which had already take
place in leading commodities, including cotton,rnco
wheat, rice, silk, wool, leather, etc. had brought
about a shrinkage in some cases amounting to o®er 5
per cent. He also showed the board that the pres-
sure had been so great that the prices of Govern-
ment bonds and other high-class investments secu-
rities had been broken down to the lowest levelythe
had touched in half a century. At that time hd& to
the board: "Such additional liquidation as is rezkd
could be brought about without the exaction of rinte
est rates as high as those which have prevailed."

On October 26, 1920, in a letter to the Secyetar
of the Treasury, remonstrating against the weser
board's policies and urging a revival of the War
Finance Corporation, he said:

"The shrinkage in our leading commodities through-
out the current year has ranged from 25 to 75 per
cent from prices of less than a year ago. This
shrinkage amounts not to millions or hundreds of
millions but to billions of dollars. The strainpon

the business fabric of the country is in some re-
spect unparalleled, and | do feel that the tinas h

come for the exercise of such salutary and con-
structive powers as may be at our command.”

The reserve board's answer to Mr. Williams prot-

estation and remonstrances was to tighten the srews
still further and to force a contraction or defbeti

in loans held by the reserve banks which amounted
to one thousand million dollars in the succeedirgy 1

months, every month showing an actual contraction
from the preceding month.

When Comptroller Willams a few weeks later of-
fered a resolution in the board to require the bank
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which had been exacting extortionate interest rates
from member banks — as high as 50, 60, 70 and
85 per cent — to Ilimit interest charged member
banks to 6 per cent, the board voted down his res
olution and when in February 1921 he offered an-
other resolution to limit the interest rates chdrge

member banks to 10 per cent they also voted that
down.

At the close of the meeting, in which only one day
was given to this general discussion of the most
tremendous financial problem that this country had
ever faced, when days and days might well have
been spent in a careful analysis of the situatithe
meeting was closed with the statement by Governor
Harding, which we have quoted in the opening para-
graph, insisting that nothing should be given dwyt
those in attendance in regard to the discussions
that had taken place; and thus the public was to be
kept in dense ignorance, knowing nothing excem th
official statement issued by the committee, and
from which the public and the press could get no
information worth having as to what was being done
or would be done by Federal reserve banks.

We do not know what has become of the 100 copies
of this stenographic report of the day's proceesling
which were printed for donfidential distribution,utb
the Manufacturers’ Record feels that in having se-
cured one copy and in giving this summary of it to
its readers it is rendering a service of inestimabl
value to the Nation.
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Deflation Policy
Of The Federal Reserve Board

Mr. HEFLIN. Mr.  President, the Senator from
Idaho has had read into the Record a part of the
great editorial written by Richard H. Edmondse th
editor of the Manufacturers' Record. That editor
ought to be read by every man and woman in the
country. It is a masterful document, written bge

of the ablest, cleverest, and most courageous ed
torial writers in the Republic. He was the first-
itor of a great magazine to set himself to the task
of exposing the conspiracy to bring about destruc-
tive deflation in the United States. When hundreds
of newspapers in the country were working in con-
cert to prevent the truth of this thing from being
known, when they were doing everything in their
power to lull the people to sleep at home, suppre
sing news from the Capitol, and trying to hush up
any discussion that would lead to the real truth in
the case, Richard H. Edmonds was writing strong,
powerful editorials demanding an investigation and
bringing to the attention of the public just whae h
believed had transpired.

The first newspaper, Mr. President, to taketle
fight was the Augusta Chronicle, the oldest news
paper in the South, which is ably edited by the
brave and briliant Tom Hamilton, of Augusta. |
feel that these two men are entitled to have some-
thing of praise and commendation said of them in
the closing hours of Congress to which they have
given so much information and aid in disclosing the
greatest conspriracy that was ever planned and con-
summated in the United States. These two men,
Richard H. Edmonds and Tom Hamilton, deserve
the praise of all the American people.
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Mr. President, it is a difficult thing to have t
combat the many influences which are working in
the Government to suppress the truth and to cripple
and break down those who are trying to disclose the
truth to the country. | know what that is.

The Washington Post of last Monday morning had a
column and more describing a cock fight over in
the State of Maryland where a few boys and men
had gathered to see some game cocks from Virginia
and Maryland do battle. That article was on the
front page of this great administration sheet on
Monday last, and it devoted a little more than a
column to describing a chicken fight. | remarked
one of my newspaper friends that the Washington
Post had given more space to that cock fight ie on
day than it had given to my fight against the evils
of deflation and the deflation crooks in the figbt
two long years.

The Supreme Court of the United States rendered a
decision months ago taking the Federal Reserve
Board seriously to task, criticizing and conaémy
its conduct in its effort to destroy a little Stabank
out in Nebraska, and no news was ever sent out
from the Capitol regarding that decision. If thee-
cision had been against the State bank and had been
favorable to the Federal Reserve Board and its

criminal policies against that little bank, it wd
have been printed and sent broadcast through the
country. | wonder what influence it was that kept

that information from going out to the country.

Mr.  President, | know that when | make a fight
have a fair deal for the people with the newspapers
of the country | incur the displeasure of that por-
tion of the press which is subsidized. | want to
state again that a large portion of the presstis no
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subsidized; it is honest and clean; but there is a
portion of it that is as corrupt as it is possible
for a newspaper to be, and | know that | incue th
displeasure of that rotten element of the press, bu
that does not deter me. | owe it to my constitsien
and | owe it to the country | am trying to serve to
keep on fighting here until a fair deal is had for
the people of the country. Somebody should tdie
truth about it.

When a man subscribes for a newspaper, they usu-
ally tell him, "You want this paper so that yoanc
keep up with the news. Congress will be in sessio
soon, and you want the paper so that you can keep
up with the news of Congress" and thousands of
people subscribe to these papers for the purpose of
getting the news about the great public questions
that are being discussed, what the Members of the
House are saying, and what the Members of the
Senate are saying about the issues of the day and
the conduct of the Government.

Mr. President, | have been engaged in the Senate
for two years in a fight vital to 110,000,000 Amer-
ican people. But few newspapers have given me a
fair deal. Scores of newspapers nestling aboaseth
regional reserve banks have attached me, have writ
ten editorials criticizing and condemning me fore th
fight that | have made. They did not know anythin
about the fight I was making. They did not kndue t
merits of the cause | was pleading. @ They were- sim
ply doing what they were told to do. They were @yn
told to fire upon me, to level their broadsides iag@a
me; that | was treading close to a dangerous thamgl
and that if it should be disclosed it would hurt nyaof
those who were enjoying a respectable status at tha
time; that if | was not stopped, the truth woule
made known and these people would be discredited.

61



That was the effort that they made, but it did not

deter me. Mr. President, | said on this flaone

and time again that there was a conspiracy, a se-
cret meeting held somewhere, | did not know where

to bring about deflation. | said that it did nobnee

of its own accord; that it was prearranged. That

statement was denied. These newspaper vyelpers of
the Federal Reserve Board said, "There is ngthin

in it They said that it was a pipe dream; that

could not be substantiated; and | kept on sayingt th
there was a conspiracy. When | was at the high
tide of the battle against them in the Senate the
Wall Street Journal was criticizing me, and the New
Journal of Commerce was criticizing me; and when |

saw the criticisms coming from that quarter | knew
that | was right and that | was moving in the right
direction. I knew that they knew that | was tiead

dangerously near something that they did not want
disclosed.

What happened since  Governor Harding went off this
board? | have here a copy of the little journal ttha
was kept of that conspiracy that they held. Hédtre
is. Itis entitled:

"Transcript of stenographic minutes of conference
with the Federal Reserve Board of the Federal Advi-
sory Council and the class A directors of the Falder
reserve banks, held at Washington, May 18, 1920."

We never got hold of this little document until Gov
ernor Harding was driven from the Federal Reserve
Board.

Mr. President, | did not have that document when |
was making the fight here for nearly two vyears;
but | told about what happened at this meeting -with
out really knowing all of the inside facts. Those
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who will take the time to read this document and
read the charges and the argument | made will see

how closely | tracked what occurred. | said that
they agreed not to tell what had happened. | said
that there was a secret arrangement. | said that

those present were to go home and whisper the
word around.

Mr. President, Governor Harding in closing that
meeting cautioned them all to be exceedingly care-
ful and discreet, and to say nothing about angthi

that was said regarding rediscount rates. Thas wa
the vital question. They had agreed to raise rihe
discount rate. They knew what effect that would

have upon the business of the country; and they a-
greed in secret conclave not to let the American
people, who were to be vitally affected by the
change, know anything about what had happened or
what was going to happen.

After that parting injunction of Governor Harding

these gentlemen dispersed. The country did not
know that it was sleeping over a volcano. The
country did not know that within 30 days there

would be serious trouble in the financial world ove

here. The country did not know that the Liberty
bonds, which the Government had plighted itshfait

to hold at par to the people who bought them out of
patriotic motives, were to tumble down, and that
the people who had them and who were trying to
hold them would be forced to throw them upon the
market and that the bond sharks of Wall Street
would feast and fatten upon them at the cost and
expense of the American people who bought them to
help their country in the hour of its peril.

Mr.  President, at that meeting Mr.  Tremanthe
acting governor of the Federal Reserve Bank of
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New York, in advocating that the reserve banks be
gin to restrict the granting of credit (of B. M.
through individual banks, said:

'You must do something more than send them re-
guests not to do it. That is, not to make loariBhe
way to do it is to bring them face to face with toe
ficials of the Federal reserve bank in each distri
and have them understand the situation and have
them in turn go back and deal with the commercial
and business interests.'

Mr. President, on the floor of the Senate | ezl
attention to one of these meetings where these
bankers were brought face to face with the Federal

reserve agent out in southern California. | cam u
derstand it all now. All this sort of business swa
discussed and agreed upon. It was agreed in that

secret meeting to hoist the black flag; but the -peo
ple to be slaughtered did not know it.  Out in theu
ern California the bankers' convention was in ses-
sion. Judge Swing, Congressman from that State,
was there and a friend of his said, "Come and go
into the convention and sit with me." The offisial

it seems, did not know that any man was in the
convention who was not a banker, and this Federal
reserve agent got up and said to these bankers:

"You must not loan any more money on farm pa-
per, agricultural products, live stock" and smrth
and dozens of bankers sprang to their feet and: said
"We do business with the farmers and cattle people.
We loan money to them. Our business is tied up with
their business. They need money, and we must let
them have money." Then this agent made this signif-
icant  statement: "If you loan them money, wel wil
not rediscount your paper."”
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That was the first open and bald act, so far as |
know, carrying out the secret instructions givah
the secret conference held here in the city of Wash
ington May 18, 1920. What was it doing? Striking
dead the agricultural business and the cattle busi-
ness of the West.

What happened here in the Senate on the same day?
The Senator from lllinois [Mr. McCormick] intro-
duced a resolution in a way suggesting deflation,
calling upon the board to know what it was going to
do about deflation. | have said here a dozen times
that there must have been some understanding that
that action should be taken here in the Senate the
same day this advisory council was in oathbound
secret session in Washington.

That resolution was passed through this body, and
the Senator from Oklahoma [Mr. Owen] made a
speech in the Senate in which he said that that res
olution was a nucleus around which they hoped to
hang deflation, and he was a prophet. Just wkat
said would happen did happen, and he said that he
could easily understand how the financial interests
of New York, and the financial interests of Clgoa
the home of the Senator from lllinois [Mr. McCor
mick] would be interested in having this decision
brought about.

That resolution passed, and Governor Harding im-
mediately wrote a reply to the Senate, and in it
promised to use every power at his command to do
what was suggested in the Senate resolution.

Mr.  President, | knew they had not given thercou
try any notice, but | did not know that they adiyia

Promised in this secret meeting that no notice doul
be given to the various business interests of the
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country. | did not know that | would find on pt&al
page somewhere that Governor Harding had actually
said such a thing and that some of the things said
had been taken down so that it could be read and
preserved, but speaking upon this subject one day
| said that it was a secret arrangement, and that
no notice was given to the country; that nobody ha
notice as to what was going to happen so that he
could prepare himself or herself and be ready for
the crash when it came.

| referred to a man from the Northwest, a Repub-
lican himself a wealthy man, now a Senator in this
body, telling me that they sent him word thatythe
were going to deflate, and telling him to act ade
ingly and get in out of the weather and he said/l

can not get in. My business is in such shape that
if you do deflate, it is going to cost me thousand
of dollars." and he said, "It did cost me thowsan
of dollars."”

| likened that situation to people sitting in a dtes,
hundreds of men, women and children looking at the
stage and laughing and being entertained, happy at
what was transpiring there, when some one slipped
down the aisle and went over to a box and whispered
to the distinguished personages there that a boab w
being planted under the building, and that in 1%wutes

it would go off; for them to get out while the get
ting was good; that they gathered up their wraps a
and coats and hats, and silently stole away; t tha
they had gone hardly a couple of blocks before the
bomb went off, the roar was heard for miles, e th
groans of the dying were heard, and hundreds of
people were murdered in the crash.

| said that was what happened under the deflation
drive. They deliberately planted this bomb under
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the business of seventy-odd million people in Amer-
ica, and they touched it off without giving thes
moment's notice. The little man, the one-horse
farmer, the ten-horse farmer, the blacksmith,the
crossroads merchant, the village merchant, the
town merchant, the country banker, men in alldkin
of business in the common walks of life, were lit-
erally slaughtered by that cruel deflation drivenda
not a moment's warning was given to any of them.
That is precisely what the Federal Reserve Board
did.

The Senator from Idaho  [Mr. Gooding] has intro-
duced a resolution calling upon the President to
have this thing investigated. The President Ihadd
the same  Federal Reserve Board in office. Gover-
nor Harding did not go off the board until his term
expired by law August 9. He held on two years af-
ter President Harding went into office. He hedah
during all the time some of us were condemning
deflation here in the Senate. | said repeatedigt t
the President ought to remove him, that unless he
condoned what he did and indorsed his policy he
ought to get rid of him; but he did not get rid of
him. He did not get rid of him until his term -ex
pired under the law and it was disclosed that he
could not be confirmed by the Senate if he had been
reappointed. The other members are still on the
board.

I do not know just how vigorous and thorough the
investigation would be if the President should -con
duct it. | had rather have a congressional invest
gation. | may seek to get one next fall, when we
come back, unless good results come from this in-
vestigation, if such an investigation is orderele-
cause | want a real investigation. I would like t
interrogate these gentlemen myself. | have ajread
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convicted Governor Harding of a grave national
crime. | would like to ask them about certain
things and go a little more into detaill as to what
occurred in that secret conference.

| would like to ask them if the spokesman for the
New York bank did not protest, as this secret re-
cord shows he did, aginst having this progressive
interest rate applied to New York, and | wouikel

to ask them why it was they never did apply that
rate to New York. | would like to ask them if the
governor of the bank which serves my State, Gov-
ernor Wellborn, of the Atlanta bank, and thevgo
ernor of the bank of Dallas did not ask them not to

apply the progressive rate down there, and why it
was that it was applied at those two banks and not
to New York. There are several questions | would

like to propound to these gentlemen in this connec-
tion.

| have contended all along that deflation was cruel
criminal, inexcusable and indefensible. | stibn-
tend that. It was a cut and dried plan to pillage
and plunder the American people. God only knows
how much money they made out of that steal. Think
of it, these men sitting behind closed doors, layp
ing with billions and billions of wealth, and agr
ing amongst themselves that they would go out and
strike a blow that would cause the destruction of
property values by the billions, and nobody but
themselves and those in the inner circle was to
know anything about it.

Do you know, Mr. President, there are men in
this Republic who speculate who would have given
$50,000,000 for that information that night. Hey
could have been told, and | suppose they got the
tip, that this thing was going to happen, theyld
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have gone upon the stock exchanges and sold and
sold and sold. Senators, when men sell on these
exchanges, the lower the price goes, the more
money they make, and they would take no risk
whatever in selling, Because they knew that what
was going to happen by the derection of Governor
Harding and his board would tumble prices down
and down, and they would gather up their profijs
millions. That is what the conspirators did.

President Wilson was very ill at that time. Ifhid
been President, that deflation policy should neve
have been pulled off. If 1 had been President &and
had known they intended to pull it off, | would vea

in a quiet way tried to stop it, and if | couldtn
have stopped it that way, | would have employed
sterner means and have been tempted to do as Old
Hickory Jackson did in the case of old Biddle. You
know what he told him, do you not? Biddle went to
Jackson and wanted to have Congress couple some
of his speculative measures with a Government
measure and told Jackson that they ought to be put
through together. Jackson would not agree to it.
Then Biddle said to Jackson, "I will not let your
bill pass." Jackson told him that he could not pre-
vent its passage. Biddle said that he could. enTh
Jackson said to him that was too much power for
one man or one concern to have, and he would take
it from him; and he did. @ Then what did old Biddle
tell Jackson? He said: "I will contract the cur-
rency and produce a panic."” And Old Hickory Jack-
son said to Biddle, "If you do, damn you, Illwi
hang you." He ought to have been hanged for such
a crime. Biddle's panic did not come. The men
who inspired and pulled this deflation conspiraay i
1920 were criminals. They destroyed property val-
ues by the billions. They swept away in thousands
of instances the accumulations of a lifetime. yrhe
deserved to be hanged.
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Mr. President, that deflation policy drove men
mad. Hundreds were driven to death by their own
hands. They were good men struggling for an hon-
est livelihood, struggling to support their wivesid
children, and vyet this deflation was produced
through the conspiracy held here in Washington, and
it brought this crash upon the country, and izeth
and stunned hundreds of these men and drove them
mad, and | have said drove them to kill themselve
Why not hang half a dozen conscienceless criminals
rather than permit hundreds of men to be driven to
death by their own hands or into the insane asylums
of the country.

The reason they wanted to suppress me was because
| was on a hot trail and they feared that | would
disclose to the public the truth of their cruel and
criminal conduct and | was interfering with their
false theories regarding panics. They were spread
ing their propaganda over the country in an effort
to educate the people that panics could not be pre-
vented, that they would just come anyhow every 5
or 10 years. | knew that that was not true and |
said so. It is a falsehood as black as midnight.
There is no excuse for a panic in a great Govern-
ment like ours under the  Federal reserve system
and our other banking institutions if they arenho
estly administered. They must be honestly admin-
istered. A few Senators in this body, who have th
courage to speak their minds and who have the
sense to study the problems presented from time
to time, can do a great deal toward keeping the
Federal Reserve Board on the right road.

We can get the news to the bankers and to business
generally through the Congressional Record. lehav

received hundreds of letters saying something like

this: "l have been reading your speeches abagit thi
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deflation policy. | agree with you. We only géhis
information through the Record. The newspapers
do not give it to us."

Mr. President, | want to mention another thingstj
here. | would like to know why the nomination of
Mr. Crissinger has not been favorably reported to
the Senate. He was appointed governor of the - Fed
eral Reserve Board several weeks ago. Why is he

being held up? What does this delay in reporting
his name mean? Why can we not have the opportu-
nity to vote on his confirmation? There would be
no question about his confirmation. Why does the
majority of the Banking and Currency Committee
hold back the report? Do they want to give Mr.
Crissinger a recess appointment? Do they want him
to go without confirmation until next December? Do
they want these vultures to have an opportunity to
pick at him and peck at him for nine months ? Why
is it they do not bring his name into this Chamber?
He is a good man, | repeat, and an honest man.
He favored a reduction of the rediscount rate when
I was making a fight for it here for months; he in-
curred the displeasure of Wall Street by saying it
ought to be reduced. Why does not the Banking and
Currency Committee bring his name into this Cham-
ber and let us vote on him before adjournment Sun-
day?

| am going to insist on his confirmation. He musé b
confirmed before we adjourn or the people must know
the reason why. | want to read here what the Man-
ufacturers' Record says on this subject:

WHAT ARE THE FORCES FIGHTING CONFIRMA-
TION OF MR. CRISSINGER AS GOVERNOR OF
RESERVE BOARD?

The question may be well asked. Why should the
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confirmation of Mr. Crissinger be held up on ac-
count of the fight on Mr. McNary?

Are they the ones which two years ago were de-
claring that the office of the comptroller ought t
be abolished? (And we presume that the chief rea-
son for desiring to abolish the office was the grea
fight of the then comptroller, who was actively-an
tagonizing the deflation campaign of the Federat R
serve Board.)

Now these influences are saying that the comptrol-
lership is so important that Mr. Crissinger must
not be confirmed until his successor is in office.

This apparently is a trick to prevent the confirma-
tion of Crissinger and compel him to accept a re-
cess appointment and thus have held over his head
a possible failure of the next Congress to confirm
his appointment.

His failure to be confirmed would in many respects
be a calamity to the country.  Senators who hdne t
true interest of the country at heart and who went
make certain that no such policy of secrecy, fatal
the management of the Federal Reserve Board shall
prevail in the future should demand that Mr. sCri
singer be confirmed immediately, whether the Com-
mittee on Banking acts or doesnt and in this way
administer a much-needed rebuke to the forces of
reaction which have subtly endeavored by indirec-
tion to prevent a vote on his nomination to the -gov
ernorship of the Federal Reserve Board.

The expose in the Manufacturers' Record of last
week of the amazing methods adopted to prevent the
public and the press from getting information about
the actions of the reserve board and the secrecy
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enjoined upon those in attendance should awaken the
Senate and the country to the supreme necessity of
confirming  Mr.  Crissinger immediately, despite the
quiet but determined efforts of the forces which
seek to continue their control over the Federal re-
serve system.

That is a strong and timely editorial from the Man-
ufacturers' Record of February 28, 1923.

Oh, Mr. President, the people are gettingdiir
they are getting exceedingly weary of making a
football of this great Federal banking institutioand
playing politics with it. We want it administered
fairly and honestly. | have never criticized thesys-
tem. | am proud of it. | helped to create it.sdid
all the time that deflation was not the fault ofeth
system, that they perverted it from the end o it
institution, that they maladministered it and nied

it over to the control of the Wall Street finarnsie

I said a moment ago that the deflation was enex-
cusable and indefensible. | want to read in psup
of that statement, Governor Harding's own words
in the report of the board for 1920. Here is what
he said:

"The Federal reserve system has met the require-
ments of war and readjustment by expanding, with-
out, however, encroaching upon its legal reserves.
It is capable, if need be, of expanding still ferth
without having recourse to the emergency provi-
sions of the act, and very much further by avail-
ing itself of these provisions."

Why did we create the reserve system? We cre-
ated it for the purpose of resorting to the reserve
in a crisis. We created it for the purpose of cal-
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ling upon the reserve if the hour came when it was
necessary to do so. We had no pride in merely
providing a reserve and nursing it as a plaything
and permitting a crash to come throughout the
country,  destroying the business of the peoplEhe
business of the people was not created for the pur-
pose of supporting the Federal reserve banks. e Th
Federal reserve system was created for the pur-
pose of aiding and supplying the needs of the busi-
ness interests of the country. Now what happéned

Mr. President, John Skelton Williams was att tha
meeting here in Washington. He made a statement
to the board that if this thing was to be done Wt a

it should be done in a sane  manner, graduallgo

as not to seriously disturb business. He saidin
substance, "If a crash comes, you will be respon
sible. " speaking to the members of the Federal Re-

serve Board, "for that crash,” because the sound
condition of the Federal reserve system was such,
he said, that any serious business disturbance
would be wholly unjustifiable.

Mr. President, wherever they have had their dhire
agents — | mean the crooked, subsidized press —
they have distorted what | have said. They have
circulated in my own State newspaper articles from
other States which have been reproduced in one or
two papers in Alabama to the effect that "Senator
Heflin renewed his attack on the Federal reserve
system again today,” and so forth, or "Senator
Heflin made another speech attacking the Federal
reserve. " | challenge anybody to read the speeches
| have made and find one word where | have ever
criticized the Federal reserve system. | have al-
ways praised it. | have criticized the conduct of
those who betrayed it, of those who entered iato
conspiracy to destroy business and produce a panic,
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and that is what they planned to do in this secret
meeting held here in Washington.

There are several of these quotations from this lit
tle pamphlet, with comments thereon from a former
member of the Federal Reserve Board and the
Comptroller of the Currency, that | want to print
in the Record. | shall not take the time to read
them, but | ask permission to readjust them and
print them in the Record.

The PRESIDING OFFICER. Without objection, the
request is granted. (See Appendix 1.)

Mr. HEFLIN. | shall not detain the Senate much
longer. In view of the fact that some of the news-
papers have printed articles that misrepresent my
position upon the question, | ask unanimous aunse
to print in connection with my speech some of the
letters | have received complimentary to my work
against  the Federal Reserve Board's deflation
policy.

The VICE PRESIDENT. Is there objection? The
Chair hears none, and it is so ordered. (See ap
pendix 2.)

Mr. HEFLIN. Mr. President, | shall concluyde
because | do not want to detain Senators at this
time. | shall have something to say on various oc
casions on the subject. God being my helper, am
going to fight to prevent the recurrence of such a
crime. Under this deflation drive | saw the agri-

cultural masses of the  South and West swept down,
pillaged and plundered by the speculators and gam-
blers of the country. | saw 7,000,000 men driven
out of employment. | saw industries stand idle. |
saw stagnation in business in my country, while a
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few men flourished in evil doing and clipped their
coupons by the million as a result of this conspira
cy held in Washington May 18, 1920.

Mr. President, in order that | may get in foror f
circulating purposes a statement, | propose to put
something in the Record regarding the subsidized
press that has undertaken to hamper me and mis-
represent me in this work.

Mr.  President, the man who winks at and condone
a thing that he believes is wrong, a thing that h

believes is fraught with danger to his country, is

not the right kind of a citizen; but the one who

dares to do what he believes is right, and condemns
wrong whenever he finds it — in the strong as well

as in the weak — he is a good citizen, valualle i

many ways to his day and generation.

The press, like the public servant, owes a doty
the people. Both should ever be on guard, isgiv
at all times to do that which will promote the com
mon weal and best serve the cause of humanity.
Predatory interests can work no injury to the coun-
try as long as the press is free and fearless and
the public servant is honest and faithful. Butcar-
rupt and venal press like a corrupt and crooked
public official, becomes a constant menace and- dan
ger to the life of the State and Nation. Neitlmare
should have the respect or support of patriotic,
self-respecting people anywhere. An incorruptible
press and an incorruptible public official are es-
sential to the prosperity and happiness of people,
and absolutely necessary to the preservation of our
free institutions. Then it is true, of coursethat a
corrupt press and corrupt public official are the
enemies of all that is clean and wholesome in our
Government, and they should both be pointe out an
treated as arch enemies to the country.
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When the criminal agencies of greed and avarice go
out to gather where they have not planted, tp rea

where they have not sown, to deprive others ef th

fruits of their toil, they seek first to corruypticon-

trol certain newspapers and then they seek to elect
to office men who have no courage or convictions —
men who will do what they want done without regard

to the principles of right and justice. While arga

portion of the American press is still free, the
number of subsidized and corrupt newspapers are
increasing to an alarming degree. The successful

effort is being made by certain selfish and simiste
interests to buy control of certain newspapers.
They have in mind two things in doing that; one is
to prevent the paper in question from antagonizing
their propaganda and putting the people wise td jus
what they are trying to do, and the other is to
make the paper their own enthusiastic agent or han-
dy instrument in deceiving and misleading the peo-
ple. In buying over secretly and corruptly cohtro
ling one of these papers in some communities they
frequently leave the people without a single paper
that will give the truth regarding matters that v
tally affect the welfare of the community.

The Bible tells us that the truth is the light, nda
yet subsidized newspapers suppress the truth and
spread the darkness of deception and falsehood
where  God's sunlight of truth should ever shine.
Thank God there are newspapers in America —
many of them — that stand foursquare to every
wind that blows. Some of them are country wesklie
published far from the hustle and stir of the city.
Such papers, daily and weekly, year in and year
out advocate what they conscientiously believe is
right and best for the country. They are serving
their day and generations well, and contributiiog
the strength and glory of the Republic. They are

77



mighty factors in the preservation of American ide-
als, and they are contributing in a superb and -pow
erful way to the perpetuity of American institutgn
All hail to them! Long live the courageous and un-
bridled press of our country! May their tribe in-
crease.

No honest man has any right to contribute a dollar
in subscription, or in any other way, to the sup
port of a newspaper that belongs soul and body to
predatory interests. What do people do when they
discover that a public official they have been rgti
for has become the tool of their enemies and is be-
ing used to misrepresent and rob them? Why, they
quit voting for him and he is retired to privatili

What would happen to the corrupt newspaper, the
bribed agent of the corrupt interests, if the pheo
who subscribe to it would write to the editor or
manager and simply say: My dear sir, your paper
editorially is antagonistic to the principles of irfa

play and justice. You traduce and slander the- pub
lic officials who advocate measures that are good
for the masses of the people. You seem to repre-

sent those who are diametrically opposed to my
interest, and if | continue to subscribe to yqa-
per | am aiding you to destroy those who are fight-
ing for me and mine. | therefore request you to
stop sending your paper to me." What would hap-
pen if that should be done? Why, these papers
would be put out of business. The big advertise-
ments, for which they get big money, are giten
them because of the large subscription list thaty th
have amongst the people. Cut down the subsmnipti
list, reduce it to a low figure, and the adweti
ments would immediately fall off and the corrupt
sheet would die. When the citizen subscribes to
and helps to support a corrupt and venal newspaper
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he becomes responsible in part for the wicked work
of such a paper. He not only permits the vile and
venomous  sheet to carry its scurrilous slime into
his home, but he is helping to make it possible fo
such a sheet to continue its rotten and infamous
existence.

| wanst to see the rank and file of our citizens,
men and women everywhere, wake up to a full re-
alization of their duty and responsibility in theam
ter of fighting, not supporting, but fighting, that
part of the press which has no principle, no con-
viction, but is corrupt and venal, and therefore
dangerously harmful to the best interest of the
American people.

On the other hand, the newspaper that cries out
against a dangerous policy and gives the truth to
the people, in spite of the greed and wealth of
those back of that policy, is the kind of newsgap
that must continue if the Republic is to live. cBu

a paper is entitled to the confidence and suppdrt o
patriotic people everywhere. | have in mind saler
such newspapers. | am going to mention one of
them now. In 1920, when the Republican leaders
and the big speculators and financiers of Wall &tre
conspired to bring on deflation and produce a panic
the effort was made by the conspirators to keep the
truth from the people. The propaganda was starte
in New York and Washington, and spread rapidly o-
ver the country, to the effect that the busindss
tress and financial disaster that had come upon us
in all their fury could not be helped, but justnu

of their own accord from somewhere. Many people,
dazed and stunned by the blow that came with the
destruction of property values and the utter celap
of business of every kind, accepted the theory or
the deflation propagandists as they gazed despond-
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ently upon the ruin that deflation had wrought. eTh
big criminals of the biggest financial crime of the
century were busy fooling the people, covering up
their tracks, hiding the proof of their guilt, dakey
gathered in the rich fruits of their crime. Thén
was that Tom Hamilton, the brave and brilliant ed
itor of the oldest Newspaper in the South, the- Au
gusta Chronicle commenced to lay the blame for
deflation upon the Federal Reserve Board and its
fellow conspirators. His was the first daily paepe
in the country that dared to lay at the door of the
Federal Reserve Board the charge that deflation
was deliberately planned and brought about for the
purpose of enriching the few at the expense of the
many. It required courage of a high order to do
that. While some other papers took up the fight an
rendered valuable service later on the Augusta
Chronicle and the Manufacturers' Record were first
and foremost in the great battle against the defla-
tion conspirators.

| wonder what would happen if they could drive out,
scare out, and buy out all the courage and moral
stamina left in our public men. Time was when the
public man who condemned the wrong and cried out
against crooks in high places had the support of
most of the press of the country. But the times ha
come when some newspapers will openly and bra-
zenly attack, vilify, and slander the public man
who dares to condemn the conduct of the man or
set of men that they have been hired to boost, - pro
tect, and defend.

The question s, Shall devotion to duty, courage

and love of fair play and justice in our public men

be encouraged and upheld as things to be prized in
the land that we love, or shall the corrupt news-
papers be permitted the use of the mails and come
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into our homes in order to peddle out their bar-
tered poison against clean and courageous public
men?

Mr. President, because of the unfair treatmefit o
me by certain newspapers in other parts of the
country and one or two in my own State, | feel it

my duty to print excerpts from some of the letters
that | have received regarding my work in the Sen-
ate. Those who read them will understand that |
am placing them in the Congressional Record so
that the people who have read the criticisms and
perversions of the truth regarding my service may
read what others, unbribed and unafraid, have- vol
untarily  written to me upon the subject.

Appendix 1.
Central Bureau of the Central Verein,
St. Louis, Mo., August16, 1922.

Hon. J. Thomas Heflin,
United States Senate, Senate Office Building,
Washington, D. C.

Hon. Dear Sir: The St. Louis Globe-Democrat of
August 3, contained a short report regarding state-
ments made by you on the previous day in the Sen-
ate. We clipped this item and compared it with the
stenographic report as printed in the Congressional
Record, and thereby discovered how misleading the
newspaper report is.

We concluded to bring this matter to the attention
of our people and have done so in our Press Bul-
letin of August 9, which we are sending you here-
with. Sincerely yours,
Central Bureau of the Central Verein,
F. P. Kenkel, Director.
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[From Press Bulletin of the Central Bureau of the
Central Verein, Vol. 10, August9, 1922, N6]

NOT SUPPRESSED BUT GROSSLY DISTORTED —
SENATOR HEFLIN'S SERIOUS CHARGE OF EXTOR-
TION AGAINST FEDERAL RESERVE BOARD —
PRESS ITEM COMPARED WITH REPORT IN CON-
GRESSIONAL RECORD.

The manner in which the reading public is being

misled by the news vendors — that is, the parties
responsible for the information distributed to the
dailies — is well illustrated by the following ob-
servation: Papers of August 3 contained an adcoun
from Washington saying that Senator Heflin, ofaAl
bama, in opposing the reappointment of Governor
Harding, of the Federal Reserve Board, had de-
clared that interest of 87 I/2 per cent had been
charged a small bank in his State by the Atlanta
Federal Reserve Bank in 1920. Senator Smoot, of
Utah, thus the item continues, said he could no
understand how Senator Heflin's statement could be
true, or how a bank could pay such interest rate
and survive.

Senator Heflin's response to the doubt the Utah- Sen
ator cast on his remarks is quoted in the newspaper
report, but in a manner that seems intended to mis-
lead the reading public. "Senator Heflin," thuang

his reply, as contained in the item from Wahington,
"insisting he had documents to prove his statements
said the Alabama bank barely managed to live but
that its business and customers were destroyed."

Now, the fact that Senator Heflin is simply "inBigt

he had the documents® and not producing them would
naturally lead skeptical newspaper readers, or ethos
who favor the present banking system, to doubt, as
Senator Smoot did, the possibility of so prepostero
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an interest charge as the one Senator Heflin allege
an Alabama bank to have paid. But what did Senator
Heflin really say? Turning to the Congressional- Re
cord No. 196, issue of August 2, 1922, waelfon
page 11871, that, having charged the governor of
the Federal Reserve Board, Mr. Harding, witlv-ha
ing applied the progressive interest rate to the a
ricultural sections of the South and West, but not
at all to the other sections of the country, ®en-
ator continued: "I hold in my hand a letter, et

by the governor of the Federal Reserve Bank of
Atlanta, in which he acknowledges that they chdrg
a bank in my State 87 1/2 per cent interest.

Now, this is evidently something entirely diffate
from what Senator Heflin was reported in the daily
papers as having said. Furthermore, he added

weight to what we have quoted from his address in
the Senate by informing his colleagues that thi$ va
uable document had been furnished him by the for-
mer Comptroller of the Currency, Williams. "l
made that charge,” Senator Heflin continued, "on
this floor for more than a year, and | could get n
information on the subject from either the board or
the bank of Atlanta as to the correctness or incor-
rectness of my charge. In the meantime the gov-
ernor of the Federal Reserve Board was proclaim-
ing that agriculture was in no way being discrimi-
nated against. He declared that agriculture had
been aided in every way possible, when the real
facts show that agriculture was stricken down and
practically destroyed by the deflation policy coatu
of Governor Harding."

At this point Senator Robinson, of Arkansas, etint
jected a question regarding the object of imposing
such a rate. Senator Heflin, answering ther-nte
rogation, said: "The object was to shut off lpan

83



to prevent agriculture from getting money, to force
the farmer to sell regardless of market conditions
because the edict had gone out, in a quiet wayp
stop loaning money on cotton and live stock and
other farm products.” Moreover, Senator Heflin
made it absolutely clear that this rate was actuall
collected. "l criticized the Federal Reserve Boat

he stated furthermore, "for its brutal and inhuman
conduct in this matter, until I, with John Skalto
Williams, forced the policy to be changed and the
money to be refunded. The injury had been done,
however, before the money was refunded.

To the question now put to him by Senator Robin-
son: "How could a bank continue in business and
pay that exorbitant rate?" the Senator from Alaba-
ma replied: "It practically had to quit, barelwdd
through that trying time." And while a bank in the
South, the dependence of agriculturists, ha@nfin
cial thumbscrews applied to it in such a manner,
"a bank in New York borrowed many, many times
more than its capital, and they never applied the
progressive interest rate to it at all." In other
words, as Senator Heflin so trenchantly put it:
"Six per cent in New York, and an interest rate o
87 1/2 per cent in Alabama.”

Let anyone compare the item regarding Senator
Heflin's accusation, as it appeared in the pamdrs
August 3, with the stenographer's report printed i
the Congressional Record, and the result must be
the conviction that the public was kept entirely in
the dark regarding the serious indictment against
the Federal Reserve Board pronounced by the Ala-
bama Senator. And it is difficult to believe thhe
misleading newspaper report was due to the incom-
petence of some reporter. The account, as # wa
given to the papers, impresses one as studied,
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inasmuch as the writer can not be accused of hav-
ing suppressed the fact of the charge, while oaly
comparison of his item and the report printed in
the Congressional Record would prove that in reali-
ty Senator Heflin's damaging statements had been
falsified.

Central Bureau of The Central Verein.

August 22

Mr. F.P. Kenkel,

Director Central Bureau of the Central Verein,
3835 Westminster Place, St. Louis, MO.

My Dear Sir: Your letter inclosing a copy of press
bulletin of the Central Bureau of the Central Verei

has been received and noted. | have read witim kee
interest and appreciation your bulletin, in which
you show how unfairly my speech was reported on
the date mentioned.

| am receiving letters from all over the country
indorsing my position on the destructive deflation
policy conducted by the Federal Reserve Board.
Wherever the Congressional Record goes and the
people can get the truth | have received letters
strongly indorsing my stand in this matter. | dav
never seen one report sent out from Washington on
a speech that | made upon this subject that gave a
fair report of what | said in discussing the subjec
Some strange influence has been at work to keep
the facts that | have given from time to time from
reaching the public.

Again thanking you for your interest and kindness
in this matter, | am, with best wishes,

Yours sincerely,

J. Thos. Heflin.

85



APPENDIX 2.

Mr. HEFLIN. Here is a copy of an interestingt-le
ter, written by Hon. John Skelton Williams toeth
editor of the Manufacturers’ Record, Hon. Rrdha
H. Edmonds, of Baltimore:

March 3, 1923

Dear Mr. Edmonds: | thank you for sending me a
copy of the letter addressed to you by Acting Gov-
ernor Platt, of the Federal Reserve Board, in
which he pretends to set forth, but really misrep-
resents, my position at the conference of May 18,
1920, at which | was present during a part of the
proceedings.

After the  well-merited  excoriation  which  Judge

Brand, of Georgia, publicly administered to sthi

self-same Platt on the floor of the House of Repre-
sentatives a year or so ago, he "ran to cover" and
nothing was heard from him for some time. As you
probably know, he is the particular member of the
board to whom | referred in my speech before the
Georgia Press Association on July 14, 1921, when
| said:

"Upon another occasion when certain policies were
being discussed in the Federal Reserve Board,
which were being opposed on the ground that they
might result in forcing the failure or retirement
from business of many small State banks through-
out the country, a certain member of the board,
who has never been conspicuous for a knowledge of
banking or an adequate comprehension of the diffi-
culties which the country has had to face in the

past year, spoke up and said, in effect, this
plan means the failure of the small State banks,
that need not stop it; in fact, if we can't ged rof

the small State banks by any other method, it might
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be as well to get rid of them that way' — that is
to say, by their failure. It was the same states
and member of the board who a few weeks later
condoned the action of a large bank in a big city
which had been discovered to have charged a valued
customer the equivalent of about 200 per cent per a
num 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.'

Mr. Piatt's statement to the effect that all banks
charge such unconscionable rates as those which |
was at the time condemning was of course untrue,
for there are thousands of decent and self-respect-
ing banks throughout the country who have never
charged or countenanced those unscrupulous rates.

If Platt denies now the above statement which |
made publicly more than 18 months ago, and was
never denied as far as | have ever heard, he will
only furnish additional evidence of his reckless
mendacity. The speech in which | made those eharg
es was made by me openly before the Joint Com-
mission on Agricultural Inquiry of the United State

Senate and House of Representatives on August 2,

1921, in the presence of several members of the
Reserve Board, and they did not dare to question
or deny them. It is too late now for them to tiy

do so.

In his speech before the May 18 conference, in ad-
miting his ignorance of banking matters, Mr. Platt
said to the assembly:

I feel a little bit of trepidation before an audoe
made up exclusively of bankers, because | think |1
may be subject to a little criticism for not having
had a great deal of banking experience. In fact,
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my actual banking experience is confined chiefly to
acting as teller at a few bank elections."

His whole conduct on the board impresses me as
confirmatory of that confession. Piatt's lettep t
you is so ill-tempered, so undignified, and fsdl

of misstatements that | doubt whether you will khin
it worthy of a reply.

I note that he has the impudence to say to you:

"If persons who took part in the discussion decide
to prosecute the Manufacturers’ Record for libel,
as | shall urge them to do, it would be naturab t
expect Mr. Williams to join in the prosecution, -be
cause his own attitude is as grossly misrepresent-
ed as anyone's.”

As your editorial was a plain, dignified, and der

ful statement of facts and contained no misrepre-
sentation of anyone, as far as | can see, Hiait

be right in saying that my attitude was subject to
the same degree of misrepresentation as anyone's
when no one's was misrepresented; but if | should
undertake to "join in a prosecution” it would noe b
of the Manufacturers' Record, which has so cou-
rageously exposed and turned the light of publicity
upon the proceedings of the May 18 conference, for
Platt knows well enough the intense and bitter -feel
ing which exists against the men who have been de-
scribed on the floor of the Senate and elsewhere as
"conspirators,” who, after the soothing assurance
which they gave as to the orderly, intelligent,and

and considerate manner with which a reasonable
degree of deflation was to be brought about, tbet
props from under the country's prosperity and pre-
cipitated, artificially, and as many believesigm-
edly, the most ruinous and drastic deflation and
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contraction of credits (of bank checkbook money
credits) which the commercial, industrial, aagd-
ricultural interest of the world ever experienced.

In his letter to you he has the effrontery to say
that | —

"First. Agreed to the conclusions of the meeting.
"Second. Voted for the resolution adopted.
"Third. Advocated deflation in express termsyd a
was practically the only person taking part in the
discussion who did so."

Those brief extracts from his letter contains three
false and misleading statements.

| did not agree to the conclusions of the meetsg a
put into practice.

| did not vote for the resolution adopted.

| was not practically the only person taking part i
the discussion who advocated deflation in express
terms.

Platt doubtless knows well enough that at confer-
ences and hearings of that character the members
of the board present who are conducting the hear-
ing do not vote on the questions brought up; at
least they did not when | was a member of the
board. Such meetings and conferences go on record
by the passage of resolutions, and their reswisti
are taken up subsequently at meetings of the board
in executive session for consideration and actibn i
desirable.

Platt admits a little later in his letter, however,
that what | advocated was a "proper and reason-

able degree of contraction” — "a reasonable de-
gree of deflation."
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When, in the meeting of May 18, 1920, | had un
suspectingly commended Governor Harding's open-
ing address, in which he had given those positive
assurances that whatever liquidation was to be
brought about was to be "gradual" and "sensible"
and that great care was to be taken "not to overdo
this matter of liquidation.” | never imagined that
majority of the Reserve Board could sympathize or
agree with the views of the chairman of one of the
Federal reserve banks who got up during the meet-
ing and actually suggested that the reserve system
should "without disturbance” bring about a contrac-
tion of loans during the ensuing three or four
months of two or three billions of dollars, or 10
per cent of all outstanding loans, which he stated
the meeting was the kind of liquidation that had
been "spoken of in the Federal reserve system as
orderly liquidation.”

| can not conceive how any sane and intelligent man
could regard such ruinous deflation as would né#tura
ly follow the calling in of two or three billions o f
loans in three or four months as indicative of the
"wise and discriminating judgment" which Governor
Harding had assured those present at the meeting
was to be exercised in this supremely important
matter. If any such program had been adopted
openly at that time the country would have been
stunned but would have revolted immediately and
would have prevented the cataclysm.

Mr. Platt says in his letter to you that | "wadhte
contraction at once,” and that | criticized a col-
league for going no further than "to desire and
hope that we would not inflate any further."”

Mr. Platt knows that his statement is a perversio
of my consistent position throughout that whole
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period. I was in favor of curbing and restraining
profiteers and speculators, but | urged that tbhe f
lest consideration should be given to the country's
legitimate business and commerce agricultural in-
terests and essential industries. To quote my texac
words in this connection, at that meeting | said:

"It seems to me the greatest factor would be to re-
strict arbitrarily the granting of credit (grantingf
bank checkbook money) to nonessential industries or
those concerns that are making inordinate profits,
especially on products that are not most needed."”

A few weeks later, on August 26, 1920, | urged
upon the board a moderation of its contraction pol-

icies, and filed a memorandum with the board in
order that the record might be clear, | said he t
note:

"Mr.  Williams called attention to the drastic ligu
dation which has already taken place in the past
six or eight months in leading commodities, igelu
ing cotton, wheat, corn, rice, silk, woolleather,
and so forth, the shrinkage in some cases amount-
ing to over 50 per cent. He also stated thatepric
of standard securities, including United Statesv-G
ernment  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 expressed the view that such additio
al liquidation as is needed could be brough about
without the exaction of interest rates as high as
those which have prevailed.

In a communication to the governor of the board on
January 28, 1920, | had remonstrated against the
reckless manner with which the funds of the Fddera
reserve system were being withdrawn from the
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legitimate channels of trade and commerce to feed
the fires of speculation in New York. | pointedtou
in that letter that the Reserve Bank of New York
was lending to a certain conspicuous banking insti-
tution in that city an amount equal to nearly six
times the capital of the Federal Reserve Bank of
New York, or an amount in excess of the total foan
and discounts made about that time to all of their
member banks by either the Federal Reserve Banks
of St. Louis, Minneapolis, Kansas City, Riund,

or Atlanta, and | showed that the amount which
was being loaned to that one particular trust com-
pany was about twice as much as the aggregate of
all loans and discounts and purchased paper held at
that time by the Federal Reserve Bank of Dallas.

| registered my protest against such an abuse of
the aims and purposes of the reserve system in the
following language in a letter to the governor dfet
board. | said:

"This is a concentration of the funds of the system
with one debtor bank conspicuous for its specudativ

operations and promotions, which in my judgment is
not only not justified but distinctly dangerous, and

| feel it my duty to register my strong dissent

from a continuance of such conditions as these by
writing you, as | am doing, as an ex officio mem-
ber of the board. ... With such facts before us

as | have here undertaken to bring to your attantio

our responsibility becomes serious and very real."

My recommendations at that time, however, were

unfortunately disregarded, and the concern rederr
to continued its speculative operations and promo-
tions and its absorption of Federal reserve funds

and about 18 months later the bankers of New York
City were hurriedly called together to provide from
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$75,000,000. to $100,000,000. to prevent asdisa
trous failure.

Like so many others, | was also misled for a while
by Governor Harding's specious promises and pro-
testations as to the "gradual® and "sensible" man-
ner in which "reasonable" deflation was to be
brought about. The stenographic record shows that
| said to the conference:

"I see nothing in the situation to justify the feaf
such a commercial crisis or financial catastrophe
as we had either in 1873, 1890, or 1907."

That was perfectly true. There was no justifimati
or excuse for the cataclysm which was subsequent-
ly precipitated. It is clear now that | had aper
confidence in the “"wisdom," "discriminating judg-
ment, " and real intentions of a majority of my -col
leagues on the board than was justified. | redliz
their- tremendous power for evil as well as for
good, but I did not think that it was the powenr fo
evil that was to be exercised rather than the pow-
er for good; but | did warn the conference, in re
ferring to the commercial crises of 1873, 1890,
and 1907, that "if anything of that kind comes,it

will be our fault — the fault of those who are in
charge of the banking and commercial interests of
the country, and | do not believe they are going
bungle it."

In commenting upon that statement by me you say,
very properly, in your editorial:

"Unfortunately those in charge of the banking inter
ests of the country did bungle it, and bungled it
badly, as Mr. Williams has repeatedly said that
they did, and proved by the figures which he has
published showing how badly it was bungled."”
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The clear and unmistakable written record of those
times shows how | urged and implored the Federal
Reserve Board, when | realized the dangers of the
drastic deflation and contraction which they were
bringing about and the annihilation in commodity
values of all kinds which was taking place — not
the  "proper and reasonable degree of contraction”
of which | had spoken — to put on the brakes and
save the situation from such ruthless deflatie: b

fore it should be too late.

Governor Harding's reply to one of my communica-
tions was to the effect that the paralysing cokaps
in values which was taking place was merely the
puncturing of a balloon and letting out hot air, to
which | replied that intelligent men in charge difet
management of a balloon were not expected to
"puncture” it and bring it crashing in ruin to dart
but to effect a safe landing by the intelligent usk
valves, ropes, and ballast.

Did you notice Mr. Platt declares in his lettdratt

in your article "it is stated that 100 copies ofeth

report of this meeting 'were printed for confidenti

al circulation" at the time and the type destrd9ed

His statement is plainly false. You did not say i

the article from which Platt intends to quote that
the 100 copies were printed "at the time." The
words "at the time" were simply inserted by Platt
without warrant. For aught we know, however,
100 or more copies may also have been distributed
"at the time" of the meeting as well as later. It
would quite naturally have caused a shudder through
out the country if the board had foretold the ruin-
ous deflation plans which it put into execution in
the ensuing months.

The Manufacturers' Record did not misrepresent
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my position in the least degree; but | do resent
very thoroughly the "gross perversion and falsifi-
cation" of my recorded position which Mr. Platt
attempts to make in his letter to you.

By the way, | notice that your long editorial of
18,000 words was considered to be of so much im-
portance to the whole country that two United &at
Senators, from North Dakota and from lIdaho, in the
past few days have each had the entire editorial
inserted in the Congressional Record as a part of
their speeches in the Senate. And on February 28
as your editorial was being commended by Senator
Gooding, Senator McNary obtained the floor to say
that "the article referred to by the able Senator
from Idaho is a spendid one and | should like to
have it read from the desk."

Senator Dial of South Carolina, arose and said:t "Le
us have the whole article read. It is very intengst

The clerk of the Senate then read your 18,000-word
editorial throughout. Upon the conclusion of theade
ing, Senator Gooding said to the Senate: "l thihk t
people of this country owe a debt of gratitude be t
Manufacturers' Record, of Baltimore, for having the
courage to publish the story of this conspiracy, itas
was formed here in this city on May 18, 1920.

| again congratulate you upon the manner in whioh y
have brought this important subject before the trgun

Yours very truly,
John Skelton Williams.
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IF ALL BANK LOANS WERE REPAID. ..

"If all bank loans were paid (off), no one wouldve

a bank deposit, and there would not be a dollar of
currency or coin in circulation. This is a stagge
ing thought. We are completely dependent on the
commercial banks. Someone has to borrow every
dollar we have in circulation, cash or (checkbook
credit(s). If the banks create ample synthetic
(checkbook bank) money, we are prosperous; if not,
we starve. We are absolutely without a permanent
monetary system. When one gets a complete grasp
upon the picture, the tragic absurdity of our dwop
less position is almost incredible — but there gt |

It (the synthetic bank money) is the most important
subject intelligent persons can investigate and re-
flect upon. It is so important that our presemt- c
ilization may collapse unless it is (more) widelyn-u
derstood and the defects remedied very soon."

(By Robert H. Hemphill, 8 years Credit Manager of the
Federal Reserve Bank of Atlanta.) 14:102
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BEFORE THE FEDERAL, RESERVE BOARD.

CONFERENCE WITH THE FEDERAL RESERVE BOARD OF THE
FEDERAL ADVISORY COUNCIL AND THE CLASS A DIRECTORS
OF THE FEDERAL RESERVE BANKS.

WASHINGTON, D. C, Tuesday, May 18, 1920.

The conference convened at the offices of GoverHarding,
Treasury Building, Washington, D. C, on Tuesday,yM&B8, 1920,
at 10.30 o'clock a. m., Hon. W. P. G. Harding, Gowe of the Fed-
eral Reserve Board, presiding.

Appearances:

Hon. Adolph C. Miller, member of the Federal RegeBoard.

Hon. Henry A. Mohlenpah, member of the Federal ResBoard.

Hon. John Skelton Williams, Comptroller of the Gmey and
member ex-officio of the Federal Reserve Board.

Hon. David F. Houston, Secretary of the Treasurg amember
ex-officio of the Federal Reserve Board.

George L. Harrison, counsel, Federal Reserve Boatdo the
members of the Federal Advisory Council:

Philip Stockton, Federal reserve district No. 1.

A. B. Hepburn, Federal reserve district No. 2.

L. L. Rue, Federal reserve district No. 3.

W. S. Rowe, Federal reserve district No. 4.

J. G. Brown, Federal reserve district No. 5.

Oscar Wells, Federal reserve district No. 6.

James B. Forgan, Federal reserve district No. 7.

F. O. Watts, Federal reserve district No. 8.

E. F. Swinney, Federal reserve district No. 10.

R. L. Ball, Federal reserve district No. 11.

A. L. Mills. Federal reserve district No. 12. eBent also:

J. H. Puelicher, Marshall & lisley Bank, Milwauka#js.

John Perrin, chairman of the board and Federalrvesagent,
Federal Reserve Bank of San Francisco.

Hon. Edmund Platt, chairman of the Banking and €wy Com-
mittee, House of Representatives.

Also the following class A directors of the Federderve banks:

Boston: Thomas Beal, Edward S. Kennard, and FrekleS.
Chamberlain.

New York: James A. Alexander, R. H. Treman, Char®mith,
and J. H. Risson.

Philadelphia: Joseph Wayne, jr., M. J. Murphy, aRdancis
Douglas.
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Cleveland: O. N. Sams, Robert Wardrop, and Chesthkaon.

Richmond: John F. Bruton Charles E. Rieman, angic&lann.

Atlanta: J. K. Ottley, Oscar Newton, P. R. Kittlesnd W. H.
Kettig.

Chicago: George M. Reynolds, Charles H. McNiderd da L.
Johnson.

St. Louis: J. C. Utterbaek and Sam A. Ziegler.

Minneapolis: Wesley C. McDowell and E. W. Decker.

Kansas City: J. C. Mitchell, C. E. Burnham, andJ\MBailey.

Dallas: John T. Scott, E. K. Smith, and B. A. McKay.

S?]n Francisco: C. K. Mcintosh, J. E. Fishburn, avd A.
Buchan.

PROCEEDINGS.

Governor HARDING. Gentlemen, the board desires me to welcome
you to Washington and to express its appreciatiogooir consider-
ation in leaving your business and coming heraitodonference.

We have been very judiciously advised from timetitoe by the
Federal Advisory Council, which body has always dhéts four
statutory meetings a year, and at times its exeeutbommittee has
come on by request for a special meeting; but tlesgnt situation
is such that we felt it would be helpful if we cduhave with us not
only the Advisory Council but also the class A dimes of the
Federal reserve banks. We should have liked to tmaek all of the
directors, but we could not ask them all to comeWashington at
one time, for it is necessary that a quorum of diness be left at
home to attend to the business of the Federalvefamks.

The class A directors are the banker members ofbtberds of
directors of Federal reserve banks. They have d dhiationship.
They are not only directors and, as a rule, vefiuémtial directors
of Federal reserve banks, but they are officialsmafmber banks
and thus they see both sides of the picture. Seems to be pecul-
iarly appropriate, at a time when there is a bapksituation to
discuss, to have bankers here to discuss it.

As you are busy men it will be our purpose to detgdu for as
short a time as possible, and if it is agreeablehéomembers of the
conference, we will try to finish our discussion hglf past 1 or 2
o'clock so that you can then be free to take af@mntrains home,
if you wish, or to devote your time, if you stay Washington, to
such other engagements as you may have.

Of course, we all realize that the credit positisnextended and
very considerably extended. There is no occasibough, to be
unduly disturbed over the situation. We want toklomt the facts
as they are and not deceive ourselves in any phatic Having
diagnosed the case, then we want to determine vghé#te proper
policy to pursue. We have had an analysis madehef general
tanking: credit expansion in this country, and, heiit going into
details, | am going to save time by stating thelltes

After allowing for the normal credit expansion in growing
country, we find that since the 30th of June, 19hé, expansion of
bank credit in this country has amounted to abdiit,&0,000,000.
At the same time the expansion in the volume ofenay in cir-
culation, deducting from our start(i)rég point theremcy held in
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the Treasury, and deducting from the present fguilee amount
held in the Treasury and in the Federal reservekdyahas been
about $1,900,000,000. When we remember that dutieglast three
years the Government has floated $26,000,000,06@afrities to take
care of its own war requirements, and to enable imake advances
to Governments associated with us in the war, thipansion of
bank credit does not seem to be excessive or Ulstyrwhen looked
at purely from the standpoint of war necessity, Il situation

that we want to discuss particularly to-day, andcWwhseems to be
disquieting, is the expansion that has taken placthe last twelve
or fourteen months. From the 1st of April, 1919, ttee 1st of

April, 1920, the expansion of bank credit was ab86t per cent.
This has been in spite of the very large reductibrthe amount of
Government obligations outstanding. The reduction Govern-

ment obligations has all been absorbed by commecceits, with

the net result of expansion of bank credits of &b®b per cent.
During the same time there has been an advancenimodity prices

of about 25 per cent. This has been accompanied bigcrease in
production of essential articles.

Assuming for the year 1918 an index number of I0@ach of 10
principal article of everyday use and necessity—metessarily pro-
duction figures, but distribution and consumptiogufes, such com-
modities as grain, live stock, wool, copper, cott@etroleum, pig
iron, steel bars—putting them at 100 for the ye@d8 we get an
index number for the year 1919, on the averageéhefl0 commodi-
ties, of 89.07. While these figures can not be piezk as indicating
a positive decline in production, they do indicatedecided trend in
that direction, a certain trend toward a reductionthe distribution
of those products; so to all intents and purposes may assume
that there was a decline in essential productionnduthe year 1919
of about 10 per cent.

It is this tendency of production to decline, pautarly in some
essential lines, which constitutes a very unsatiefg element in
the present outlook. It is evident that the countgn not continue
to advance prices and wages, to curtail productiorexpand credits
and to attempt to enrich itself by nonproductived amneconomic
operations without fostering discontent and radoal and that
such a course, if persisted in, will eventuallynigron a real crisis.

There is a world-wide lack of capital, and withIsalipon the in-
vestment market which can not be met there is apremedented
demand for bank credits. The fact must be recogniteat how-
ever desirable on general principles continued esipa of trade
and industry may be, such developments must accalat@cthem-
selves to the actual supply of capital and crediilable.

Official bank rates now in force in the leading ntiies are higher
than at any time during the present century, exckping the war
panic week at the beginning of August, 1914. Onighiwv the last
few weeks the official rate in Italy has been rdif®m 5 to 5 1/2, the
Bank of France rate from 5 1/2 to 6, and the BahkEwgland rate
from 6 to 7 per cent.

Every effort should be made to stimulate necesganduction,
especially of food products, and to avoid wasteantthg opera-
tions in many sections have been delayed becauadvafrse weather
conditions, and should there be an inadequate gietdops this year



the net essity for conservation and conservatisth b accentuated
War waste and war financing result inevitably irmilished sup-
plies of goods and increased volume of credits.

Now | assume, looking at the matter from the stainupof the
economist, that the trouble with the general sitmatthroughout
the world, and in this country, is the disruptioh the proper pro-
portion or relationship between the volume of dredfid the volume
of goods. Whenever that phenomenon occurs, thexetvaon reme-
dies which suggest themselves: First, a reductiorthe volume of
credit, credit contraction. That is a drastic remeitl is unpleasant
medicine, but it may be necessary at times to takélicine of that
kind. The other and better method is to restore pheper equi-
librium by building up production; in other worditting the coun-
try catch up with itself. We can approximate thissult in two
ways. We can restrict credit and expand productitting the
expansion of production proceed at a greater twma the restriction
of credit, and we are then working along in thehtigirection. This
is our essential problem to-day, the formulationsome constructive
policy to be adopted by the Federal reserve bankishnvwill build
up essential production and at the same time presire solvency
or other concerns which may not be essential pebwewhich are
highly essential as part of the general situatisecause there is no
chain which is stronger than its weakest link.

Now, there is undoubtedly, however, a spirit ofrexagance in
this country which must be curbed. There are somaécations that
the people are waking up to what the consequendiksoev if this
wild orgy of extravagance and waste should be noetli indefi-
nitely. It may be that some real personal sacsfioeust be made for
the general economic good. But it is very cleawd find it im-
possible under the present circumstances to inerdas volume of
production of the most essential articles, the dhipg for us to do
Is to reduce consumption of those articles.

Now, we might as well look at the situation as st A prudent
man never lives for the day alone. He always lottk¢he morrow
and the months to come. That is the situation gam to the output
of the mines and of the farms in particular? Whas lbeen done
to get normal output and production at the presen¢ and to pro-
vide proper means of distribution of the outputdrder that there
may be no acute shortage in the fundamental néiesssif life next
winter? In this connection, | might call attentidn one circum-
stance which has caused a good deal of uneasihemay not prove
as bad upon analysis as it appears at first blbah,l refer to the
lack of liquidation which we have experienced dgrithe early
months of the present year.

We all know that normally, after the fall trade @aver and the
crops have been harvested and distributed, theee nsarked easing
of money accompanied by the liquidation of debthisToccurs
usually in January and February and up to the raiddl March of
each year. Liquidation of this kind is entirely mal and is neces-
sary in order that the banks may strengthen thespurces in order
to meet the demands which will be made on thenr iat¢he year as
the crops are in the process of making or harvgstithis year we
have had no such liquidation. Commercial loans fexganded
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steadily, and, while there has been some reduatipnto the last
week or so in loans secured by Government obligatidt is notice-
able in the last few days that those loans haven beereased. It
would appear that this means an anticipation on fghe of the

American people for their requirements for bankddravhich they

usually make later on in the year. We may well irguhat, as we
have had this demand at a time when we ought te had liquida-
tion, what is our situation going to be in the tateonths, when we
are going to have the demands which we have beeustacned to
having? Now, | hope that the answer to this is—énthis is cor-

rect it is the reassuring feature of the situatidhat the demands
which have been made in the past few months, whershwuld have
had liquidation, are due, at least in part, to fhet that essential
commodities have been held back by lack of trariaion facilities.

Then our problem is directed to opening up the sparntation facil-

ities in order that these goods may flow to markidtis done, we
will get some liquidation which ought to be suffinot to offset the
demands which will be made upon the "banks for régdepurposes
later on in the year.

But we have figures to show that the extravaganmttspas not
yet been checked. There are some indications that peak has
been reached and that people are coming to mofizingasense of
the situation and that they will pursue a soundet a saner course.
There ought to be a recrudescence of our old wag-8pirit, of doing
something that is worth while, and we should gewvmldo work and
solid business. There should be a general spiricaafperation on
the part of the Federal reserve banks, the memheksh the non-
member banks, and the public to work out a polidyctv will result
in greater production, less unnecessary consumptiowl greater
economy; all unnecessary borrowings for the purpafspleasure and
luxury should be restricted as far as possible tnad liquidation of
long-standing, nonessential loans should proceed.

We should be careful, however, not to overdo thédten of liquida-
tion, because too drastic a policy of deflation,iacihmight result in
crowding to the wall and throwing into bankrupt@gitimate enter-
prises, however unessential their operations maywmaild have a
tremendously bad effect and would defeat the pwrpoisthe very
policy which we are trying to have established. rEhenust always
be a wise and discriminating judgment used.

A sensible and gradual liquidation will result iarmanent im-

provement, as we all know, but any attempt atcaldor drastic

deflation merely for the sake of deflation will vésin very serious
conseguences, and such a policy should be avoided.

It will be helpful for us to discuss and to undarst the parts
which must be played by the Federal Reserve Bdamd Federal re-
serve banks, and the member and the nonmember baské/ing the
financial and economic problems that confront us.

Our problems are interrelated, but they are distiac The Fed-
eral Reserve Board is a governmental body, sithege in Wash-
ington. It does not come, except indirectly, in temh with the mem-
ber banks, and it can not be expected to have raingate knowledge
of the details of your business. And it ought notattempt to in-
terfere with the details of your business. The fiomc of the Fed-
eral "Reserve Board is to deal with general coodgiand principles
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and to keep away from the mass of details whids impossible for
any board sitting here in Washington to digest.

The Federal reserve banks do come in direct reistip and con-
tact with their member banks. They have an intimatewledge of
the credit policy and of the borrowings of the memibanks; they
are kept fully informed from day to day of the charof position of
the member banks, and through their contact with Federal Re-
serve Board, as the coordinating and supervisirdy bthey keep in-
formed as to the board's general policy, and trepsmit to the
board such specific and general information as bwgf assistance in
determining these policies. But the primary bankibgsiness of
this country is transacted by the member and themember banks.
Those are the banks which come in contact withptlidic, which are
the custodians of the funds of the public, put wllem on deposit,
and they are the media through which commercialdaae made.

We have heard a great deal about the necessitysofirdinating
between an essential and a less essential andessential loan. The
discount operations of the Federal reserve banHstlagir powers to
make investments are all clearly defined in sestit8 and 14 of the
Federal reserve act. Those sections are permisside not manda-
tory. A Federal reserve bank is not required to enaky particular
loan or any particular investment. The Federal Res@&oard may
define eligible paper, but all rulings and reguas of the board
must be In strict conformity with the terms of tliederal reserve
act. The Federal Reserve Board has no legislatewes what-
ever. It can merely interpret by regulation or rtie enactment of
Congress.

Now, without discussing any power that the Fed&aserve Board
may have to define essential and nonessential |damésh to point
out that section 13 provides, in a general wayt #@vy paper ma-
turing within the prescribed time, the proceedswdfich have been
used or are to be used for commercial, industaalagricultural pur-
poses, is eligible. There is no specific conditimposed as to whether
or not, in the judgment of any man or body of many particular
loan is an essential loan for the well-being of twenmunity or the
country at large.

The board has reached the conclusion that thensoisoccasion
now, whatever may be necessary later on, for iattempt by any
general rule of a country-wide application to defiessential and
nonessential paper. You remember the difficultibat twere expe-
rienced in making such a definition during the waten we had
the War Trade Board, the War Industries Board, Gagpital Issues
Committee, and other temporary boards here paagimg all these
matters. At that time the problem was simpler thanwvould be
now, because there was a general underlying ptendhmt anything
essential must be something that was necessaryomtriliutory to
the conduct of the war. Now we have no war. The ptaary
boards have all dissolved and gone. The FederaériResBoard Is
not a temporary board. It is a permanent orgamnatind it must
conduct its business in strict accordance with tdrens of the Fed-
eral reserve act. Therefore, | think we are alleadr that there is
no occasion at the present time, if ever, for thexldfal Reserve
Board to attempt to define, by regulation of coywttide applica-

104



tion, what is an essential and what is a nonessdelotin. A Federal
reserve bank is in much better position to undertéthis than is
the Federal Reserve Board.

But even here there are difficulties in the waymsoof the Fed-
eral reserve districts cover very large areas. & adopted by one
Federal reserve bank may not be susceptible oftaii@p in an-
other Federal reserve district, because what selmise essential
or necessary in one place may not be in anotheileWhere is no
particular objection to a Federal reserve bank,tha wisdom of
its directors, undertaking to make a general disicration be-
tween loans plainly unnecessary, plainly nonesakentnd those
which are less essential or more essential, it setnthe board that
that whole question of discrimination might veryoperly be left
for solution at the source, as a matter between itidividual
banker and his own customer, because the indivithaaker, par-
ticularly at times like the present, has a veryseloconfidential re-
lationship with a borrowing customer. They can taflatters over
with the utmost frankness. The individual bankeririsposition to
give advice. He can accustom his customer to camhbim, in ad-
vance of seeking a loan, or of making any commitmienolved,
to discuss the situation with him before the commeitt is made.
The individual banker in many cases—of course thigy not be
possible in the larger cities—but the great massbadfks all over
the country that do mostly a local business cary Vargely antici-
pate the legitimate and necessary credit demandshwdre going
to be made upon them; they can estimate the fltiotuan the
volume of their deposits, and they are better fjadlithan anyone
else to give advice to a borrowing customer. Thay often restrict
the amount of a loan before it is made and canupees a cus-
toﬂmer IIin very many cases that he really does nedrthe money
after all.

Then, again, the individual banker can determirmt, S0 much the
essential nature of a loan from an elementary gw@int as to
whether the loan is going to produce something thatbsolutely
needed, but he can decide better than anyone disthev the loan is
essential or necessary for the public good in kgiqular locality,
not only as a means of producing something thathbtg be pro-
duced, and which is needed for consumption, bua aseans of pre-
serving the solvency of his community. We all kndhat if the
bankers in any community, large or small, were lasE the screws
on tight, they could bring disaster to the commynivhich might
spread to other communities.

Of course, there may be cases, and there havechsen, doubtless,
probably in all of the districts, where some of thenks have over-
done the matter of extending credits, but therens very encourag-
ing feature of the present situation, and thatushscases are com-
paratively few. The majority of all the member barik each of the
Federal reserve districts are not borrowers from BHederal reserve
banks, and the number of member banks which areowing from
the Federal reserve banks in an amount exceediig dkwvn capital
stock is not large in proportion to the total mensb@. Every
banker knows, or he ought to know, what reasonteof credit he
can get from his Federal reserve bank, and | veaoall your atteD-

105



tion to the power that the directors of the Fedewderve banks
have to limit their loans.

| referred a moment ago to the fact that therecismandatory pro-
vision in the Federal reserve act requiring thay garticular loan
be made. The nearest approach to compulsion inméiger of loans
that you will find anywhere in the act is that pision which per-
mits, and upon the affirmative vote of five membefsthe Federal
Reserve Board, requires a Federal reserve bankedscount for
another Federal reserve bank. With this exceptiberet is no
other mandatory provision relating to loans in thederal reserve
act. While sections 13 and 14 are permissive, thgréhowever, a
strict injunction laid upon the directors of thedeeal reserve banks
in that part of section 4 which requires the diestof a Federal
reserve bank to administer its affairs without fawo discrimination
for or against any member bank, and in making lpdiscounts, and
advancements, which in their opinion may be safelg reasonably
made, to pay due regard to the wants and requirsmeh other
member banks. Thus the directors of Federal resérarks are
clearly within their rights when they say to anymieer bank, " You
have gone far enough; we are familiar with yourditon; you have
got more than you share, and we want you to reduee;can not
let you have any more." They must exercise theicrdition as to the
proper course to pursue, but they have the powet tleere are many
cases where the rule ought to be laid down and rmbae bank ought
to be made to understand that it can not use theurees of the
Federal reserve banks for its own private advanfageprofit; that
it must not abuse the rediscount privilege of theddfal reserve
system.

When a banker understands, just as he did in thedays before
we had the Federal reserve banks, that thereimifitd his borrow-
ing—and you will remember in the old days no naglobank was
permitted to become indebted for borrowed monegnnamount ex-
ceeding its capital stock—when a banker realizes ithhe wants to
expand his business he must do it more and morefohis own re-
sources and not lean so heavily upon the Fedesahre bank, when
he understands that limitations and penalties mayinpposed upon
his borrowings, then if | know anything about theyghology of
banking | know that the banker may be depended tparse a wiser
discretion in the matter of granting credit.

The recent amendment to paragraph (d), sectionwhich em-
powers the Federal reserve bank, for itself anchout regard to
any other Federal reserve bank, to establish a aloon basic line
of credit upon some principle applicable to all nbembanks in its
district alike, and to impose a graduated or pgnedtte upon ex-
cessive borrowings, does not repeal, amend, or fgnadi any par-
ticular the provisions of section 4 or section 4B8¢d a Federal reserve
bank is still, even though it adopts the progressiv penalty rate,
entirely within its rights in declining to take ueslrable paper at
any rate. The progressive or penalty rate | wilt discuss at this
time, because we will have an open discussiortla ldater on and we
will take it up then.

It may be argued that the volume of credit mustessarily be
greater now than was the case a few years ago ooumtc of the
higher prices and higher wages which are prevaiboghat any
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given transaction requires a greater number ofadolto finance it
than was formerly the case. That is true, but lielvel that | can

present figures to you that will convince you tlilathere could be

a freer flow of goods and credit—in other wordsgraater velocity

in the turnover of credit—the resources of the Isank this country

are abundantly able to finance all essential eris&rp and a good
many of the nonessential as well. The fundamemalble with the

situation to-day is that there is a large volumees$ential goods and
commodities held back from the markets and kept afuthe chan-

nels of distribution, either for speculative purpssbeing held with
the idea of getting higher prices later on, or whtfrey are held back
of necessity on account of lack of facilities tarnsport them to
market. In the latter case it is a wise and prgpaicy to ease the
situation along, to assist the people who are ttampelled to hold

and not throw any obstacles in their way, provitdeere is a genuine
and sincere disposition to put the stuff in procegdistribution as

soon as transportation can be had. But in the oésihe hoarder,

who for selfish and profiteering purposes wisheshttd back from

the mouths of hungry people essential articlesomidfand clothing,

every good banker should exert every influence iwithis power to

force people of that kind to turn loose their h@arddere is an

opportunity for wise discrimination, and this disgination can be

exercised more intelligently and effectively by timalividual banker

himself than by any governmental board.

We find instances also which always occur whenethisra con-
stantly advancing tendency in the market, wherechaits have
stocked up. There are many cases where mercantles|are too
large and ought to be reduced. There are merchavmgsywhere
who ought to be reasoned with and who ought to feEwaged to
push their stocks out and get rid of the high-gtictuff, because
some of these days, it may he sooner rather than, ltne reign of
reason is going to be restored and the man in tleetsis no longer
going to want to pay $25 to $30 for a silk shirt$#0 for a pair of
shoes or $1 for 4 pounds of sugar, and lower prigtde demanded,
and trade will fall off unless lower prices prevait seems to me,
from the standpoint of good merchandizing and gbadking, that
the merchants should be encouraged to reduce $tmiks and not
tempt the passer-by by extravagant display in thedews at high
prices, which under the abnormal state of mind Wwias prevailed
may themselves help to sell the goods, becauseajloknow cases
where a customer would pass by with contempt adwthree dollar
article and turn his attention to something at $abBhough it may
not be one whit better suited to his purposes.

In order to bring about a correct tendency andetdl|to a per-
manent cure of our present situation, a campaigedofcation must
be begun and continued. Here, again, there is mmcgso well
qualified as the banker, who receives on depost rttoney of the
public and makes loans to the public, to give aglvieo thus there
should be a concerted effort all over this courtrythe part of the
bankers to arouse in the public a spirit of comnsemse. Let us
take our heads out of the clouds and get down tsinbss, and
let us save, produce, and let each do his part @orestructive and
productive way for the community, to add to thewoé of goods
and facilitate distribution, thereby doing somethia cure the dis-



crepancy, the bad relationship which has existead/d®n the volume
of goods and the volume of credit and money.

In any circumstances, you all know that the Fedeaederve
banks and the Federal Reserve Board will do thaeit po coop-
erate with the sound, sensible, and reasonable prerbhnks. In
order that we may accomplish any real results dffiecteany per-
manent good, there must be cooperation on the gfathe public
with the banks, and on their part with the Fedeederve banks
and the Federal Reserve Board. We must all pulbjetteer for
sound, economic, and financial principles. We stiodd all in our
power, and we can do a great deal to check the fdésas which have
gained circulation and inculcate in the minds of theople a sense
of the importance of steady, everyday productiod astribution,
and to encourage the avoidance of waste and tmminaelion of
extravagance.

| have here some charts, which will be distribu@tong you,
which show the movement of principal asset andilitgbitems of
each Federal reserve bank and of the system, ol2hbanks com-
bined. These figures are taken from July 3, 1969April 30, 1920.
They show the gold reserves, the total cash resere member
banks' reserve deposits, the Federal reserve motesculation, the
acceptances bought, paper secured by Governmentoklyations,
divided into the headings, secured by Liberty bors#sured by Vic-
tory notes, and secured by Treasury certificates] the total dis-
counted paper on hand. Then there is another tabieh shows
the volume of bankers' acceptances purchased frtvar d-ederal
reserve banks and the volume of bankers' accesasmld to other
Federal reserve banks, figures at the close ofbasion each Friday
from July 3, 1919, to April 30, 1920.

Now, gentlemen, | declare the meeting open for gemiscussion.

Mr. HEPBURN | would like to inquire Iif any arrangement has been
made to place your opening remarks before the gultliovernor
Harding, because, if not, | think that should benel@and that they
should be given the widest distribution.

Governor HARDING. | have a synopsis prepared which was given
to the press on yesterday for release to-morrownmgr It is
rather more abridged than the statement | made rtdsning, but
it is the substance of it.

Now, gentlemen, | want to introduce our member glesie, the
Hon. Edmund Platt, who is at present chairman ef Banking and
Currency Committee of the House of Representatives.

The Federal Reserve Board is greatly indebted to Ratt for
cooperation during all these years, especially memently since he
has been chairman of the committee, and for théstasse he has
given the board in all matters of legislation. st with a great deal
of pleasure that the members of the board are gmingelcome him
as a member, and | want you to know him.

I have the pleasure of introducing to you Mr. PlatfApplause.]

Mr. PLATT. Mr. Chairman and gentlemen, it is a great pleasure
for me to be here. | feel a little bit of trepidati before an audi-
ence made up exclusively of bankers, because k thimay be sub-
ject to a little criticism for not having had a gtedeal of banking
experience. In fact, | think my actual banking eigmece is con-
fi%(-:éd chiefly to acting as teller nt a few bunkaiens. But | have
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been interested in banking for a good many yeard, apon coming
to the Banking and Currency Committee in the Hoursg¢he year
1913, when the Federal reserve act was under arasioh, | was
not entirely unprepared.

| have had the great privilege of serving on thenkittee under
Mr. Glass and in taking part in the preparationtlod Federal re-
serve act. | think there are three or four wordsitirthat | wrote
myself, very unimportant words; also, in the faroard act. | have
got to leave in a minute or two, because the billwhich | am
in charge, under a special rule, comes up just dfte opening of
the House to-day, a bill to help out the farm losystem, which,
as you know, is in rather a serious condition bseaaf the failure of
the Supreme Court of the United States to decideéhenquestion of
the constitutionality of the act.

The Supreme Court, on April 26, instead of decidomge way or
the other on that question, asked a reargumertteotase, and at the
same time stated that they would hear no more aggtsrafter April
30, so that the earliest possible date at whicleaagument can be
made will be October 11, and in the meantime prictically impos-
sible to sell any more farm loan bonds. We areddrto adopt the
expedient which was adopted as a war measure@fialy the Treas-
ury to buy more bonds, and | think the Secretarythaf Treasury
does not hanker after that sort of an investmest pow. But ap-
parently there is no help for it, and the bestghive can do is to hold
the thing down so that it won't be open too widd aa that the bond
issues will only be commitments already made betbeeFarm Loan
Board shut down on further loans. | am hopeful eftigg the bill
through without any very serious amendments. In i@antime |
think the program of legislation for the Federatewe system is
pretty nearly complete for the session. We have anivo bills that
are not of very much importance that we would ltkeget through
this year, but everything that the board has sugdeor that any-
body else has suggested, which seemed to have emexiigh to mate
it worth while to put through, has already beenltdedh.

| thank you very much, gentlemen.

Governor HARDING. We will go ahead with the regular routine.
We have a rule of calling on the different dissjcand we would like
to hear from at least one director from each distor from all three,
if all three would like to say something. We wilisgose of one dis-
trict at a time, and as the director arises, ineorthat his name may
appear in the record properly, | request that ke gis name, so that
the secretary may get it.

We will call first upon the Federal reserve disto€ Boston.

Mr. BEAL. Mr. Chairman and gentlemen, it is an unusual honor
thrust upon me to be made the senior director sifridft No. 1. Just
at present | think district No. 1 is in quite a tforate position.
Through the active work of our governor and of &aderal reserve
agent we have been able to reduce our liabilityhab at present, with
the exception of the Cleveland district, | thinke tfrederal reserve
bank of distript No. 1 is at the top of the resehgt. We seem to
have been able to have had some liquidation indstrict, which
possibly is due to the fact that while last autums were low and
borrowing largely, it was chiefly, | think, for thmurchase of cotton
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and of wheat. All the gentlemen here know that veeehlarge cot-
ton mills in our section of the country and that eection is a very
large user of raw cotton. That cotton, of courses how been turned
into goods and payments have been made for thosdsgd\s a re-
sult, our bank, as | have already stated, and edigres show, is in
quite a liquid condition.

Governor HARDING. Are there any questions any members of the
conference desire to ask Mr. Beal? It would be wadl we go alon%,
to have a pretty thorough understanding of the lprob of eac
district. The Federal Reserve Bank of Boston a fmanths ago
was a heavy borrowing bank and discounting witheotkederal
reserve banks, and now it is one of the strongeghé system and
one of the three banks which is extending accomtmmua to the
11 other banks. Is there another director of thelersd Reserve
Bank of Boston who will favor us with some remarks?

Mr. CHAMBERLAIN. | have nothing new to say. | am the baby
director on the board and Mr. Beal is our spokesman
Mr. KENNARD. | am a group 3 director of the first Federal dettri
and | want to say that we have a very healthy logkbaby. |
think | am rather optimistic on this question. | amt think we
should have any undue alarm over it, because ktthie question of
supply and demand will finally properly adjust lfsd think the
people of this country are becoming more and markglgened
with regard to economic conditions. | also thinkattlthe rates for
money should continue on a high level with the hapecausing
liquidation in commodities. Of course, liquidatiomould result in
low prices and the easing up of business. | dothiok this body
should encourage any drastic measures of readjostrhehink the
deflation should be gradual, and | think we shagie more care to
the commercial paper that is rediscounted at thdefed reserve
banks. | have an open mind on whether bankers'ptammees should
be included in rediscounts in computing a membeankisaline of
credit. | think that that is a rather difficult tly to manage, but |
think it would be a good idea for the Federal ResdBoard to allot
a certain amount of Federal reserve notes for elishict, and that
they have some responsibility in that matter. Inthayou, gentle-
men-

Mr. KENNARD. The transportation facilities are congested. At the
district, Mr. Kennard?

Mr. KENNARD. The transportation facilities are congested. At the
present time the warehouses are congested anch#wen't the ship-
ping facilities. | noticed on coming here, in passithrough the
New England States, that there were several hundeed on the
siding waiting to be shipped. A railroad man tole m short time
ago that he had 47 cars billed for New York whidah Was unable
to ship, and that he was obliged to sidetrack khiag) train 50 miles
east of Portland. The condition in New England ssbead as it is
in any part of the country, | think.

Governor H\RDING. District No. 2, the Federal Reserve Bank of
New York.

Mr. ALEXANDER. | take it, Governor Harding, that your address
is to be the keynote of the discussion here thisnmg. Probably
the facts in the case are well known and your mtasen of them
wgl be quite generally accepted as correct.
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| take it we are to give consideration here to wieshedies, if any,
can be devised which will be constructive and nisastrous in their
consequences.

In our district we have to deal with two rathertitist problems,
the one being the problem of the smaller banksha communities
and the other being the problem of the large bamkgse business is
not only country-wide but world-wide.

The banks that are borrowing most heavily in theosd Federal
reserve district are the larger banks, the banks #ine doing ver%/
largely a commercial business. As we know, there apward o
30,000 banks in the country, and those banks atealhaloing the
same character of business. Many of those insttatiwill pass
through this entire period without borrowing a dollfrom the
Federal reserve bank.

When we consider the matter of rationing credigufing perhaps
what the Federal reserve bank can lend from iteuregs, we are
holding, at the disposal of institutions that wikkver want to redis-
count, a very considerable amount of credit. Indfiag the af-
fairs of a commercial bank, we are obligated, if rapressly there
is certainly an implied obligation, to lend to ausiers some per-
centage of the amount, or rather some multiple hef amount, of
their balance. It may be five times, but we allwevell know that
if all the customers should want five times the amtoof the money
they have at one time, they wouldn't get it. Expece has shown
that the careful lending bank, the bank that keiégpsf in a liquid
condition, has been able to meet the requiremenits @ustomers on
that basis. Therefore it seems to me that the Bedeserve banks
have resources that are ample to take care ofttraisn.

A good deal of effort has been made to educatebdimks, perhaps
on the part of the Federal Reserve Board, and twagd the mem-
ber banks on the part of the Federal reserve badksvever, the
users of credit are not the member banks. The uskrzedit are
the manufacturers and the merchants of the couttig/;speculators
of the country, if you please. Therefore, it seetmsme to be of
prime importance that these credits should be widgiktributed,
not by the banks exclusively but in such a way ttety will get
into the hands of the people who are using the manebusiness
enterprises. During the war, when we put the cqumn rations
as to the price of coal and other essentials, wedcgo to the users
of these commodities and say to them " You mudricgs/ourself,”
we did not rely upon the hotels and restaurantsusixely and say
to them that they could serve only such and sudhirsg, but we
approached the actual source of the demand.

It is largely a matter of education. We find to-ddythink, a
hesitation In business. Large users of credit aggiring as to what
the future has in store for them. | think now i tlogical time to
deal with this question, perhaps the best time liaat occurred up to
now, to bring this credit situation home to the resef credit,
although while this hesitation is on they will gggme loans, prices
are being reduced, but nevertheless unless theseviry substantial
contraction and a very definite and positive anmeument made in
some way to users of credit in the country, they rhacome more
hopeful again that the situation is not one todsdd and they
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will feel justified in going ahead and making vesubstantial and
enlarged commitments for the future.

Speaking for myself—and | think | voice the sentiheof the
entire board of the Federal reserve district of Néark—we think
that at the present time the commercial rate, tiszodnt rate,
should be raised; that it should not be raised 1¢46or 6 1/2 per cent as
a measure of our treatment of the situation, bat the rate should
be 7 per cent on commercial paper.

Governor HRDING. May | ask if that raise of rate would penalize
anybody who could not liquidate on account of laafktransporta-
tion facilities, or would it encourage the liquidet and distribu-
tion of goods?

Mr. ALEXANDER. Well, | am afraid somebody is bound to be penal-
ized in order to bring about production. A percgataof 1 per
cent is not a very heavy penalty in the way or arrest charge,
but it is a very positive announcement that theditrsituation is
such that further expansion must be prevented hat durtailment
should be had wherever possible.

| do not think we need to consider that questiodulyy Governor
Harding, any more than we need to unduly consider position
of these people who bought Government bonds and have seen
them fall to 85.

Governor HRDING. | think it would be well for each director, as
he arises, to give his views on the discount ratehis respective
district. That is one of the things that we wantté&ke into con-
sideration. And may | ask you about the transpiomatsituation
in your district, how it looks to you?

Mr. ALEXANDER. There is almost no such thing there now -----------

Governor FARDING. Everybody is on strike?

Mr. ALEXANDER. All tied up. As soon as one strike is settled
another group goes out, and it is a very seriousstipn. There is
one thing, | think, to be feared, and that is tHathe transporta-
tion facilities are improved and commodities mowveefy, and
credits are therebv released, it may make a tempaase in the
money market and may encourage people to go ahegdexpand.
| believe now is the time to put the rates up ankieep them up.

Governor HRDING. Does any other director from district No. 2
desire to make a statement?

Mr. TREMAN. | think Mr. Alexander has well expressed the gen-
eral sentiment of the directors in our districtatttihere is a spirit
of hesitation and uncertainty prevailing throughatie country,
and that the business interests are looking to Rbderal Reserve
Board and the Federal reserve banks to indicat¢ isia be done.

We have felt in New York that it was advisable tvance the
rate further than at present because we got gosdltsefrom the
action which was taken in the winter. We believe thme is com-
ing when there should be a further warning by tbHgaacement of
the rate throughout the country. Not that it wouwldartail business,
that is, the advancement of a point or half a pointhe commercial
rate, but it would be a warning to a great manykbathat will not
be affected by the graduated or progressive rdtat in dealing
with their customers they should recognize what ynaf them
apparently do not recognize yet, and that is thattedit situa-
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tion is a very strained one nnd should bo dealhwiéw before the
conflagration becomes too severe.

As to the particular method to be employed, Mr. xaleder, |
think, has correctly stated the position of theadtiors of the Federal
Reserve Bank of New York; that is, that there stidud an immedi-
ate raise in rate; second, that the position cedliroy Governor
Harding with regard to the process and methodsdota&tion should
be carried out. We have held many conferencesarNiew York dis-
trict with the bankers of our district, asking artaén number, gen-
erally from 35 to 40, located at different points the district, to
come in to New York and have a conference. Perggnllbelieve
that that is one of the most helpful ways in whigh can bring the
exact situation before the bankers; that is, bytingettogether in a
room, as we are here, and exchanging views, antalng pointed
out to them by the officials of the bank the exaittiation, and re-
ceiving from them an exchange of views as to camult in their
district. To my mind the difficulty at the presetfitne is that there
is no realization of the strained credit positiotcept in certain dis-
tricts. 1 am in very close touch with certain ofettdistributing
interests, jobbers in hardware and jewelry and rotimes. | sat last
week for two days with a group in Atlantic City dissing the situa-
tion in different parts of the country, and | anresutthat they are
disturbed and that they are looking to the Fed&abkerve Board
and the Federal reserve banks to outline a remedghwwill deal
with the situation in a sound and sane way at ttesgnt time with-
out causing undue alarm. We can do that if we Begid restrict,
within reason, the granting of credit through indual banks.
You must do something more than send them requestto do it.
The way to do it is to bring them face to face wihke officials of the
Federal reserve banks in each district and haven thederstand the
situation and have them in turn go back and dedh whe com-
mercial and business interests.

We can, in addition to reaching the business omgdioins through
their officials, reach the agricultural societiemda organizations
through their officials. So that if there should ae effort to get in
touch with the large interests in each district andrely point out
the necessity for a reasonable curtailment of trede same as we
curtailed sugar and coal when there was a real faed, it seems
to me that by the raising of rates now, by the aton of bankers
individually and by these group meetings, and byngoon further
and extending our suggestions to the businessesitenf the coun-
try, 1 believe that we can forestall any very sgsiaisturbance in
the fall. If no action is taken, | should think thawe are moving
in the direction of what may prove to be quite ames situation.

Mr. OTTLEY. Mr. Alexander has suggested a raise in rate from 6
to 7 per cent. In view of the basic line that isden consideration
by the Federal reserve bank, would it be your idda, Alexander,
to just make a flat rate of 7 per cent, or stafttbé basic line at 6
per cent, with a rising scale?

Mr. ALEXANDER. Make the basic rate 7 per cent. | am in hopes
that there will be no plan of progressive rates ipueffect in New
York. Make the rate 7 per cent. | am speakihhgommercial
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paper. You will probably want a differential in fav of obliga-
tions secured by Government bonds, and the preaenis 5 1/2 per-
cent, and perhaps you would want the rate on mati#s of in-
debtedness 5$ per cent, but the commercial pager isathe im-
portant thing. The commercial paper is the thingttlis being
created in volume right now, and we want to lintitas much as we
possibly can, limit the creation of commercial pape

Mr. CHARLES SMITH. Mr. Chairman, | represent on our board
more particularly the banks in the rural commusitia the second
district. | do not come in quite as close contadthwthe larger
banks, but | wish to say in passing that the entioard of our
bank is in hearty accord with an advancement of,rat expressed
by both Mr. Alexander and Mr. Treman.

In representing the smaller banks in the rural comties, we
possibly come in closer touch with our people thanthe larger
banks. | find in coming in contact with all of ogeople in our
vicinity and throughout the various sections of tBtate that they
are all in hearty accord with the idea that thensoahould be re-
duced and brought down to a reasonable business. Gd®e farmers
with whom | have talked are in thorough accord witlis. They
accept the situation very gracefully.

The greatest problem that is confronting the farreeday, and
the farmer is the original producer to-day, is thbor proposition.
That is a thing in which we are trying to assisinhin the rural
districts throughout the State.

Mr. WiLLIAMS . Before we leave this question, Mr. Alexander, as
you suggest a 7 per cent rate, do you not think tre of the
effects of a 7 per cent rate, as a minimum rateafbbanks, would
be to discourage essential industries? Six per etihe maximum
rate in New York except on bonds and certain ottiéngs. A
small bank might have an application from an esakrnmdustry,
and it would realize that if it were to lend to thadustry the ac-
commodation that is needed, it could only reimbutself at a higher
rate or at a loss. It would have to charge thaemgd industry 6
per cent and would have to pay 7 per cent, anc theuld therefore
be no inclination to extend the accommodation dbss, even to
an essential industry. On the other hand, if yot fhe rate at 7
per cent, that would not deter the profiteers whe® making 70 per
cent profit, 20 per cent or 50 per cent. My appnsien and wonder
is whether a higher rate of interest would not le fong run dis-
courage the essential producers and at the saneeh@we no effect
at all upon the profiteers, upon the men who ar&imgaexorbitant
and extortionate profits.

Mr. ALEXANDER. In the case of a corporation there can be a con-
tract rate, whatever is agreed upon----------

Mr. WILLIAMS . But the farmers, for example, are not corpora-
tions, and a great many of the smaller transactines not carried
on with corporations--------

Mr. ALEXANDER. No, | am coming to that point. Between cor-
porations there is a contract rate, but in smaHlansactions, where
you are dealing with individuals and with farme6sper cent is the
legal rate. 1 do not think it makes a particle aoffatence to any
of those borrowers, certainly none of those witlomhwve come in
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contact, whether they pay 5 per cent, 6 per cenf ger cent. The
question is, " Can we get the money? " That is dhestion to-day.
They say, " You lend us the money and we will gayrate."”

Now, there is the objection, as stated by you,h@rging 7 per cent
to the member banks when they can only collect i6geat. | think
that is a feature of the situation that must be.netother words,
| think the purpose to be served is so great andush prime im-
portance that these other matters must be condidefesmaller
importance. | think the bank would have to standbe&tween with
the users of credit for essential purposes, if s&mgy, or they can
have balances which will justify them in making @am at 6 per
cent, although they have to pay 7 per cent fontbeey.

Mr. WILLIAMS . It seems to me that you will have no effect upon
the profiteer with any rate of interest you eleztcharge as long as
he can make the enormous profits which we knowbaiag realized
in certain directions and have been for many mompthst. It seems
to me the greatest factor would be to restrictteably the granting
of credit to nonessential industries or those comcehat are making
inordinate profits, especially on products thatrmsemost needed.

Mr. ALEXANDER. That is exactly what you would accomplish by
making a profiteer understand that credit is a tyxand difficult
to get.

Mr. WILLIAMS . But you can do that better by saying, " We won't
let you have the money " than by letting them hthes money, even
at 10 per cent.

Mr. ALEXANDER. True. We could say that they couldn't have the
money, and we should see to it that the profitesecut out and that
the essential industry is carried even at the espeithe bank.

We all know, as has been pointed out by Governadidg, that
during this period of constantly rising prices aear many inter-
mediaries have injected themselves into the sdnatiThere is one
case in point, and | could name another, but thasecwas a case of
profiteering in silks. A man bought a certain ambpwh silks, and
later bought them back in the open market at twibat he had sold
them for. He traced that silk and found that thansaction had
passed through the hands of nine dealers, not bméh@m had been
in business before this period of rising pricesd arone of whom
will stay in business when prices remain stationamare inclined to
fall. People of that kind will disappear rapidly, think, under
present conditions, because they will be forced dutwill prove
unprofitable. The profiteer and user of money fpeailative pur-
poses will disappear from the situation when helithat there is no
profit in buying commodities to be held, dealing aommodities
when prices are not rising steadily, but are subjec the usual
fluctuations. That man is going to protect himself not using
credit, and in my judgment, he ought to be encoedatt to use it.

Governor HARDING. We will now hear from the Philadelphia dis-
trict, district No. 3.

Mr. WAYNE. | do not think we are unduly alarmed in the third
district over the credit situation. We have felr feome time that
it required rationing; the green signal has beenhand | think the
bankers generally have been conducting their banldperations
along proper lines.

115



| know that the third district Federal reserve bah&s been
more or less criticized for its apparent conditauring the past year
or 18 months, due to the fact that we have beemotvers or re-
discounters with other Federal reserve banks. W&, feowever,
that our bank has been in a very sane and solvemditton, and
the mere fact that we have been borrowing from rothederal re-
serve banks has not been due to any overtradinthe@mart of the
merchants of our district. If there has been anyermading
on the part of the people of the third district,hias been on the
Government financial side.

The statistics of our banks show, | think, that ave less com-
mercial loans in the Philadelphia Federal ReseraekBthan in any
other reserve bank in the system, and a very meeliér proportion
of Government-secured obligations. We may have badrect to
criticism for not liquidating more promptly the daiptions secured
by Government bonds, but we more or less actedgatba sugges-
tion of the previous Secretary of the Treasury #mel Federal Re-
serve Board at the time those loans were taken, itamdw looks
to us to be a pretty bad time to force those bomdsthe market.
They are being more or less liquidated. We haven bmeleavoring
in our own bank in the last month to force Libebignds on the mar-
ket, but they do not go on very comfortably. Peopleo have to
part with them and lose 13 points do not part withir money very
gracefully. But as to the district, | think we ahe a very com-
fortable position, because if anything should tum and we would
have to sell our Liberty bonds we have a margigaon.

| can not say that | agree with the representatieev York bank
on the discount rate. The Pennsylvania districtstisctly a 6 per
cent district. We have a legal rate of 6 per centPennsylvania
and we can not make it any higher, by contract themvise. There
is practically no profit in borrowing money from ethFederal re-
serve bank to-day and loaning it to customers.sltam accommo-
dation to them. | can not see how anything is gdiagbe gained
by raising the rate unless it is absolutely neagsdado not see how
it will accomplish anything. If it is necessary tworrow money,
the money is going to be borrowed anyway, whether tate is 7
per cent or not. In our operations we are simphdieg the money
necessary for legitimate business, putting our riselment on the
paper, without a profit. Of course, if there is anvantage in
making the rate 7 per cent, we will stick to itchase we intend in
every way to cooperate with the Federal Reserverdaa doing
what they think is necessary.

Governor HARDING. May | ask if a 7 per cent rate in New York
would force your bank to put in a 7 per cent rd¢ea

Mr. WAYNE. NO; but you know the general custom is that when
one bank raises its rate we usually get a suggeftion the Federal
Reserve Board that they will approve a raising aferfor our
district, and that usually goes through.

Governor HABDINO. Not a suggestion, but a mere categorical state-
ment of fact——

Mr. WAYNE. We have the privilege, of course, of acting on our
own best judgment when it comes to making rates, that is the
way | understand it.
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Governor HARDING. Would a 7 per cent rate in New York impose
upon your bank the necessity of following suit?

Mr. WAYNE. | would not think so, but probably we would make
the rate 7 per cent if New York made it, because axe pretty
close to each other and it is remarkable how thdly switch over
from one district to the other. Everybody thinksatthPhiladelphia
is a very rich town. When you find money at 6 pentcin Phila-
delphia and higher in New York, Chicago, Bostond arther places,
the merchants will come down to Philadelphia beeatl®e rate is
lower than it is elsewhere. Being upon the 6 pentcete in
Philadelphia you get your money at 6 per cent ou yion't get
it, and very frequently lately they haven't gotat all, although
we have taken care of the legitimate business aitidcentinue to
do so. We are not unduly alarmed over the situation it requires
action.

Governor FANDING. How about transportation facilities with you ?

Mr. WAYNE. Very poor. The freight blockade is serious. | dd no
think during the past few weeks that the transpiora situation
has shown any improvement.

Governor HARDING. Is there any other director from the Philadel-
phia district who desires to be heard?

Mr. DOUGLAS. Mr. Chairman, Mr. Wayne has covered the ground
very well so far as our district is concerned, butvould like to
say that it seems to me that what we need moshyoisl the co-
operation of all the banks in this country with tRederal reserve
bank. At the present time | do not think they aewihg the fullest
cooperation. Some of the banks, of course, are eratipg to the
fullest extent, while other banks | do not thinke acooperating.
They are a little half-hearted in it, not, | thinkecause they are
antagonistic, although there are some banks that aatagonistic.
But it seems to me that if a letter stating theuaktconditions that
are prevailing at the present time in the countrgrevsent to the
various banks, not only member bants but other $athkoughout
the country, in the way of a plan of education, veing the banks
the exact condition, that it would be very benaficind would help
a great deal in the deflation of credit. | thinkatha great many
of the country bankers, if they understood theasitun thoroughly,
would cooperate to a greater extent with the Feédesarve banks.

Governor HRDING. IS there anyone else from the Philadelphia
district ?

Mr. MuURPHY. | think that the Philadelphia situation has been
pretty clearly set forth. There has been someciiti of the district
because we have been rediscounting, but | think yeoords here
will show that before the war Philadelphia had pedh as strong
a reserve position as any other district in thetesys There was a
combination of peculiar factors that entered into Tihere were a
great many war contracts that were canceled in district; there
was an oversubscription of Liberty loans, and ayJarge borrow-
ing coming in from other districts; but all that Being corrected;
the borrowings are going down and production isitpeiept up, and
it seems to me that the situation will solve itself far as our district,
is concerned, without any further increase in trdiscount rates.

Governor HARDING. We will hear now from the Cleveland district
No.4.
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Mr. WARDROP. Mr. Chairman and gentlemen, fortunately or un-
fortunately we have never had any trouble in maiitig our 40
per cent Iin our district. As to the question of ianrease in rate, if
we were to take only our own district into accolintould say," No,
it is not necessary to increase the rates"; butmmet consider what
is best for the entire country, and after heavirmtthe other gentle-
men have to say who are going to speak | may chamgenind and
think that it is necessary to have an increasat to-day.

What we lack to-day in this country, as Governorrditag has
said, is efficiency in labor and economy and tramgiion. | think
that these three things are bound to cause somesdégn in busi-
ness; in fact, it has already set in. | think asoeeble depression in
business will be a good thing for the country. inkhit can be so
handled that it will not be serious. | think thedeeal reserve banks
can prevent any serious condition arising; but ihkhwe must get
down to a lower level. There is lots of businesghis country, and
| think good times are ahead of us. | really thim& would do better
if we could get down to a lower basis, a differbasis, and then from
that we can work up again.

Now, on the question of rates, and how they shdédcontrolled,
| think that is a matter that must start at the kbapunters. Each
bank must decide, the bankers must decide in theiticular banks
with their own customers, as to what loans are resdeand as to
what they shall do about them. | think that is filace to start. As
to the question of certain banks that may be oveolong, | think
that is a matter, of course, that would have todbtrmined by the
Federal reserve bank and possibly by the FederaseriRe Board;
but as to the local situation, as | see it, | thihkre is no serious
danger ahead of us. | think if we just keep ourdseand are care-
ful in restricting improper credit that the situmtiis perfectly sound.

Governor HARDING. Does anyone else from the Cleveland district
wish to be heard ?

Mr. Sams. | agree with Mr. Wayne in his view that the questio
resolves itself, in the last analysis, to the wak the individual
bankers over their own counters. We are fortungtmbably, in
having a district that is very symmetrical in itstigities, in industry,
commerce, and agriculture. As a group 3 membeagnl speak more
particularly for the farmers. The farmers are jastthis moment
borrowing more money than they have done in seveiahths, but
that is due to two causes—first, a seasonal cdlisgylanting of crops
for this year, and, secondly, because of the jantramsportation.
That is not permitting them to market their livedt and their prod-
ucts as promptly as they otherwise would do.

Governor H\RDING. IS there anyone else who desires to be heard
from the Cleveland district?

Mr. LAMBERTON. | am only the baby director, Mr. Harding. Mr.
Wayne and Mr. Sams have expressed the feeling eofdifectors of
our district and | will not take up any more of ydime.

Governor HARDING. We will now hear from district No. 5, the
Richmond district.

Mr. BRUTON. Mr. Chairman, | think you will agree with me when
| say that Richmond feels very comfortable, sittingthe same row
of seats with Cleveland. Just at this time wespexially interested
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in agricultural demands, and the farmers are gettitore loans now
to take care of that than formerly, on accountlaf targe expense
of making the crops. We hope it will not be necegsda increase
the rate of interest for fear that it might be domsd as a reflection
upon this great industry, which, in the final arsdy is doing the
work of the country. Probably | am a little old{fésned, but |

have the impression that some positive relief cdadgdhad at the dis-
count table of the Federal Teserve bank, by theodisting com-

mittee, in drawing in on a certain few banks in thistrict and

limiting their borrowings, which would give to theibanks the
opportunity to make essential arrangements.

| did not want to go into this progressive-rate gasition. The
more | study it the more it gets to be like thedstwf real property
that | had to study when | was reading law, ratbemplex and
complicated; but if we could say to our overbornogvibanks that
we would make an appreciable increase in the digsoon them, say
five times the formula that has been set forth, dedin to cut at
the top., it would give some of the smaller banksapportunity of
borrowing for their needs during the season. Weehtiat the rate
will not be increased. We feel that it would be astake in our
district, and | think the relief can be had at tiiscount table, if
necessary, by increasing the rate against thos&sbtmat are bor-
rowing too much money. Some of them have two faethie trough
already and it might be advisable to reduce on sofitieem.

Governor HARDING. Does anyone else from the Richmond district
desire to make a statement?

Mr. MANN. This is a meeting of bankers to discuss bankings-que
tions. | am from the coal fields, and | have madetady or the
situation in West Virginia, and the difficulty witlus is the ques-
tion of transportation. The operator is getting aliout 50 per
cent of his production—I mean he is getting cars doly 50 per
cent of his production, and he could produce twase much if he
had the cars ready to transport his material.

Mr. RIEMAN. Mr. Chairman and gentlemen, the situation of Balti-
more is somewhat like that of Philadelphia and Néerk, only on
a smaller scale. Some of our large banks are laayeowers, but
chiefly because of their commercial business. THwes been some
curtailment with us lately by reason of the 6 pentcrate. | do not
think in our locality we nave had the full benedit that increase in
rate yet. By that | mean that in another monthisetithere will be
more loans paid off, by the merchants, on accounthe rate. |
hardly see the necessity for increasing the ratehist time. The
transportation situation is bad, particularly ine ttsections where
the ocean steamers go out. Agricultural conditionsMaryland are
rather bad on account of lack of labor.

With regard to the Tetail business, | have maderettyp close
examination of it and | do not think the shelves averloaded.

Governor FARDING. We will hear from the Atlanta district, No. 6.

Mr. OTTLEY. Mr. Chairman and gentlemen, the condition of the
farmers, merchants, and manufacturers in the giskrict is gen-
erally good. The condition of the banks throughabé district,
in large majority, is good. The borrowings in exxdom the Fed-
eral reserve bank by the banks of the district amefined to a very
few banks, and through the officers and the bo&mlipbank the
119



matter has been taken up directly with all of trerbwing banks,
particularly with a few that are excess borroweasd they have
been told in polite but positive terms that thereravothers who had
todbe accommodated later on and that they musthgét houses in
order.

Governor H\RDING. HOw do you account for the very large bor-
rowing at your New Orleans branch?

Mr. OTTLEY. Well, | am able to give you some late informatiam o
that. The Atlanta board met with the New Orleananbh officers
last Friday and Saturday, and Doctor Saunders, iwhaell known
to you, got up and made an explanation in behathefNew Orleans
banks and explained that they were caring for tl¢ton from
Mississippi, Oklahoma, Arkansas, and even as farasuCalifornia,
which was being shipped into that port.

Governor HARDING. Was it shipped there to be shipped out? Is
there any sale in prospect, or just being broughtthere on
speculation?

Mr. OTTLEY. They claim that the transportation problem is a
serious factor in their very large holdings. Thay Igreat stress on
the transportation problem, and said that striked been in prog-
ress in New Orleans, from one class of labor ortteTo since last
fall. They seem to think that the situation is eethow. They
stated, for illustration, that four ships, which dhaontracted to
bring in sugar, if | remember correctly, in Janyardyebruary,
March, and April, all had landed there just a feaysl ago and
dumped their cargoes, which, of course, had tcabedcfor.

I will just answer one question that you asked NWayne.
Speaking from a 6 per cent district, we would relfat this time,
from an independent standpoint, that a raise inrtte was neces-
sary, other than to put in this basic line and mé#ie penalties very
strong as they progressed. | think that would takee of the ex-
cess borrowing of banks, but the large operatdreaty accounts
in New York and Atlanta, and if the rate was raisedNew York it
would necessarily cause us to raise the rate instkth district,
to protect ourselves, or otherwise we would be spexn

Governor HRDING. Does any other director from the Atlanta dis-
trict desire to be heard ?

Mr. NEWTON. | come from the agricultural and lumber section of
our district, and one of the sections, the agnigalt section, is mov-
ing along in good shape. The crops are in fairlpdyshape so far.
There is considerable congestion in the movementuofber and
the shortage of cars has interfered very much wlith outgoing
lumber. As Mr. Ottley stated with regard to New das, the grain,
sugar, lumber, and cotton situation has causecetbesks to do a
great deal of borrowing.

Governor HA\RDING. ISthere anyone else from Atlanta?

Mr. KITTLES. The Group 3 banks in the sixth district are in very
good condition.

Governor HARDING. District No. 7, Chicago?

Mr. ReyNnoLDS. Governor Harding and gentlemen of the board,
believing as | do that if we pass through thisisrsuccessfully and
maintain prosperity in anything like its presenvde | think the
first requisite necessary is the maintenance ofidence. Believ-
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ing, furthermore, that confidence is to a consibkraextent a state
of mind, it seems to me that we people who are fitbm outside

points here could do more for the state of mindyngl the line

of trying to enable the members of the Federal Res®oard to

look through our glasses and get the focus of thiag we see them
at the other end of the line. Those pictures, otirse, are all

helpful, and they are necessary, in the last aisalys the reaching
of a conclusion as to what is necessary to be done.

It seems to me that in the present situation a esampof edu-
cation is the best means calculated to reach at gneay people
and do a world of good. You must not overlook tffiést, that
ever since the first agitation of the currency dmahking legisla-
tion, stress has been laid upon the system andbitgy, and every
speech made by every man everywhere throughoutdhatry has
been to that effect, and the public has come taelwelthat there
is no limit to the amount of credit which the Fealereserve banks
can extend.

Now, in the Chicago district, when we found busmesther
overextended, we began to ask these people to eethar loans,
and they rather thought that we were joking witkenth There
was a question as to whether or not we were resdijous and
whether or not there was a real necessity for aking them to
cooperate with us.

It is my personal belief that we ought to approatiis whole
thing from a broader and wider angle. | say it is aftermath
of the war. It is one of the conditions that grewt @f the war,
and before the war, and during the war itself, éhevas not a
man anywhere in the country, that stood for anghimat did not
offer his resources and himself to do everythingttie world he
could for the accomplishment of the purpose of thevernment
in the winning of the war. | think if we can followut the same
plan in a campaign of education that it will be wdnelpful, if
we impress upon the people of this country thas thia war prob-
lem and that there must be cooperation now the samdefore,
that they must have the same patriotic spirit inetimg and in
solving this problem that we had in meeting andviegl our other
problems.

For myself, | think we are making splendid progréssour dis-
trict. The history of the Chicago bank and the rdcof the Chicago
bank is one of which its directors may well be groli know that
for three years prior to the 1st of March, or tret &f April, at any
rate, the Federal Reserve Bank of Chicago carrs&del amounts
of rediscounts with other Federal reserve bankshé country, and
it did it with pleasure and pride; it carried amtarvarying any-
where from thirty to a hundred million dollars, apgpimately, and
we did that because we thought it was our dutydataYet, when
conditions obtained, resulting from the war, whitlade it necessary
for our bank to rediscount a few million dollarsjrogovernor be-
came a little discouraged. He thought that wasimmtthe shoe
upon the other foot. However that may be, | thihk Chicago bank
rediscounted perhaps up to $55,000,000, and thenstat of yes-
terday morning shows that it has been brought daw#10,000,000,
indicating that we are in very good condition.
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I might say that so far as | am concerned, | andyeand willing
to do anything and everything necessary to helpecbrthe situation.
If it is necessary to have penalties, to take a lafsprofits, or to put
Government restriction upon business, anything seug to do, |
am ready to do my part, and | think | have alwagerbready to do
it. But | would not be honest with myself if | didot express my
own frank opinion on some of the questions thatehaeen raised
here. | have not lost my belief in the theory thla¢ yardstick is
the interest rate, which is after all the best mse#&ar controlling
demand for money. If these conditions are such ith#& necessary
to raise the rate to 7 per cent, let us raise i foer cent, and in our
district we will be perfectly WiIIing to do whateres necessary.

Now, on this question of graduated rates of intefes loans by
Federal reserve banks, | hope the Federal ReseoadBand the
other people interested in this problem will notedwok this one
principle: As | understand it, reserves are keptl @mmassed and
impounded for the purpose of loans in times of gmecy. Now we
all know that the country banker that is not borrgvnow is in the
little restricted districts where there is no odeasfor it, but when
you talk about the New York situation, as expresbgdMr. Alex-
ander, they are operating world-wide; they are idgahot only in
their own States, but almost over the entire woddd it stands to
reason that they are the strictly commercial insths that must
bear the brunt of this burden. Take the centrakrkes cities and
there are deposits in those banks, as you knowgndecy ‘reserve
deposits, which since the organization of the syskave been lying
there dormant. In times like this, when there isemmergency, there
is a shrinkage first in deposits, and then manythefse institutions
come back on us for credit requirements which avé borrowers
ordinarily. We have that situation in this crisidany of the large
banks, metropolitan institutions in their commussti have come to
us for help, and we have had to give them help umrdhey have
had reserve balances. We regard it as our dutyelp I’mose banks
and to prevent failure. They come to us and sagkiya " We have
got to have help; we admit |t from the beginningdawve can not
give you paper that is eligible."

That is the principal trouble, and it is the traublith all the big
institutions in other cities all over this countrk man will come
to us and want a million dollars. He has had adabglance with
us, and we talk to him and ask him to get alondhvai$ little as he
can. We say to him, "Don't take all this money ndake a little of
it and come back a little later, and if you needvé will try to help
you through with it" In every institution in thisoantry there is
a large amount of paper which is not eligible fediscount at the
Federal reserve bank, but at the same time it septe the very
cream of paper in so far as the question of safetgoncerned—I
do not say liquidity—but in so far as safety is cemed. At times
like this of course that is a burden on the baikg it is those con-
ditions with which we have had to contend. We hheen for three
or four weeks past holding the loans down; in otlerds, there has
been no increase, but there has been a little dimim in the loans,
and we think that is making splendid progress.

Now, it may seem to you people here that under itiond which
arise whereby there should be deflation rather ihflation, that
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the banks should stop loaning money. That is justimpossible,
without trouble, as it is for us to fly out of thir®om, but | think
the banks in the seventh district and the bankerthé other parts
of the country, so far as | know, are doing thémast to cooperate
with each other in this matter, and | haven't ormatigle of fear
about the outcome. It is just a question of usingatvwe might
call horse sense and not getting stampeded, ofeelxciloing some-
thing under stress of excitement, or going offwe&ssometimes say in
the country, half-cocked.

I think we are making progress. | am not worryinigoat what
the fall demands for money are going to be. Letgasahead and
correct this condition. | think we will find thathé¢ fall condition
will adjust itself along with these other things.

With regard to Mr. Williams's question to Mr. Alender, | want
to say one thing on that, and | think | can saywithout fear of
successful contradiction, and that is that profitegis not confined
to the small operations, but if you will look atetfbooks and records
of a great many of the high-class institutions wuall find there that
they are making enormous amounts of money, and haue got to
reach them somehow.

Mr. WILLIAMS . | agree with you fully.

Mr. REYNOLDS. That is the situation. Those are the people we
have got to get after, too. We have an illustratidnthat condition
in the sugar situation. | heard of a case in thettNeest the other
day where the sugar was passed around and yielgedfiato half a
dozen middlemen -------

Mr. WILLIAMS . Before the consumer got it?

Mr. ReEYNOLDS. Yes; before the consumer got it. When | came
home from my vacation in California | found therer& rediscounts
higher than they should be, and in one instanceas given an ex-
planation.

They said to me, "Mr. Reynolds, we had to loan leev$25,000,-
000 and $30,000,000, approximately, to take car¢heftax require-
ments of our customers. | said, "You do not havepdy the taxes
of your customers." He said, " We realize that s abligation of
the public to the Government; we know the Governnmgrmaving its
difficulties in financing; we know the Secretary tife Treasury put
out Treasury certificates last May and wanted ugdoy them, and
the Feneral reserve banks heretofore had beenirmartygem; there-
fore, we thought we were serving the general cowlt That is
the situation. The great majority of big corporatioto-day who
had to pay a large amount of taxes had to borreerg large amount
of money. How we are going to pay the next tax Whiomes due
in June is not bothering me just now. | bring théisimgs to your
notice because | believe this meeting ought to he that will enable
us to give a viewpoint of things we get at the otlved of the line.

| said to a banker the other morning, " How do Yike being a
banker nowadays? " He said, "Sherman said, 'Wanelg' " but,
he said, "I would rather be in the trenches on dliger side than
loaning to the banks these days." That illustrates state of mind
toward the people and in our institutions in Chmagnd | think
in all institutions we do not go down so deep talgre to any great
extent as to whether this is a nonessential osaeargial, but we take
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it right by the scruff of the neck and try to deméme whether that
fellow must have that money, and if he does noehavhave it, even
though it is essential, we put him on the waitingt. | That is my
theory, of the way to correct this situation, angiie you my obser-
vations, thinking after all this whole thing is yelargely a matter
of sentiment and very largely a matter of detertidmaon the part
of the bankers to cooperate with the board andhefhoard to co-
operate with the banks, and if that could be dorewil sail through
automatically, and we will have a little demobilim in business
without any apparent damage to any particular claksdusiness.
It is a case where you can not get "George " tdtdeverybody has
got to do his part if a reduction of the loansoidé brought about.

| thank you, gentlemen. [Applause.]

Governor HARDING. Is there any other Chicago director to be
heard?

Mr. McNIDER. We heartily concur in Mr. Reynolds's statement |
want to say further we are pleased more than Isegnat the attitude
of the Governor of the Federal Reserve Board. Ytalk, Mr.
Governor, is one which should be in the hands arewbanker in
America. You have reflected the sentiment as itukh@o to everi
bank. The good sense, the intelligence, and theageuof that tal
should be distributed. It is educational in its wayd should reach
everybody.

The mid-West is not disturbed materially. We ardfesing, as
other districts are, by lack of railroad facilitie®wa, for example,
has a lot of live stock and grain that is unmovaad it will come in
as the railroads are able to handle the situation.

We believe that the Federal Reserve Bank of Chicag® been
handled with sanity and courage; that they haveertakare of the
conditions as the conditions arose; that they hatebeen fearful of
the things that come up, and we believe we haveumorganization
a lot of brains, a lot of banking courage, and taolobanking ability,
and out of that we expect that the position of leicago banks
will be one that will meet with the approbation @imost everyone.
We are agricultural largely. Our principal industiy the seventh
district is agriculture. What we need more than thimg else is
a statement to the people that they maybe educdtedy the right
lines of what the real conditions are. When we hthet you may
rely upon the sanity, the courage, and the rea$aheoseventh dis-
trict to do its part.

Doctor MILLER. What would Chicago suggest as the method of
educating the people to an appreciation of thellagi®mergency?

Mr. MCNIDER. In lowa just now we are holding a series of group
meetings, 11 groups in the State, and in those ingsetalks are
being made to the bankers of the entire State,02i@Mhumber, along
the lines Governor Harding so well advocated thiernimg. We
feel there must be reason, there must be sanity, tie essentials
must be taken care of, that there can not be ama@xinary cutting
down of credits at this time, because that woulgatg disaster, but
we feel it must lie in the judgment of the bankertiselves as to
how they may extend their lines and how to curthiém. The
baﬂker at his counter must meet the individual £ase presented
to him.
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In general the governor's line is one we firmlyided in. We
believe there should be reduction; that there  tauch inflation,
but that we ought to deflate in a sane and reasemadanner.

Governor HARDING. Is there any other Chicago director to be
heard?

Mr. JOHNSON Gentlemen, | do not know that there is any more to
be said than what has been said, but the govemaisi speech has
gone right to the point, and | believe it should distributed and
it should be emphasized in part. You said, sirrghsere 300 banks
that were exceeding their capital and surplus plyban their
rediscounts and there are 7,500 other member baoksloing that,
and 23,000 nonmember banks not bound at all bysylséeem. Now,
it would seem to a good many that the proper thimgdo would
be to put our finger on the sore spot and pressiil we cured it,
but | do not think that possible. | believe thatueation and propa-
ganda must be carried on, with authority and witrergth, car-
ried on from this board and from these gentlemere lown to all
the nonmember banks on to the small business mathansmall
factory.

The assets of the nonmember banks, with which laaguainted,
are very largely in nonessentials. The borrowings véne for the
purpose of carrying property and not for the puep@$ producing
anything except speculative profits.

One great thing we need is leadership. | think that chairman,
in pointing out what the Federal Reserve Bank ofwN¥ork is
doing with its people, pointed out the way to depeleadership for
the banks. Every one of them is more or less ofamdr in his own
community, and that leadership should be develomed, through
them the education carried out, because it hasgbtous to the
situation where we are—that may have been dimidisheit we are
still operating, and whatever we may do the poblSds are that
in six months we will be in no better position thae are now. The
reserves are exhausted; they must be restored; ¢hayonly be
restored from the bottom; the top is doing the hestan; the man
in charge of the important bank is struggling witte situation
and doing his best and doing it successfully, hard¢ is a glacial
movement underneath which has got to be controllettas got to
be controlled through this board and these bankk through these
gentlemen and their associates reaching down tobtiteom, | be-
lieve, and | believe, Mr. Chairman, that your spggeproperly dis-
seminated among them, with the show of authoritseneif you do
not have it, will bring it about.

Now, as to discount rates, of course with 300 babksowing
above the limit and 7,500 not, the remedy is obsjoout | agree
with Mr. Alexander that the psychological effect tfe raising of
the base rates to 7 per cent would be—it was stees 8 per cent
from the Federal Reserve Bank of St. Louis.

Governor HRDING. Is there somebody here from the eighth dis-
trict, St. Louis?

Mr. ZIEGLER. The eighth district is unfortunately not being ®eepr
sented by Mr. Walker, of St. Louis. However, | skbobo glad to
have you hear Mr. J. C. Utterback, of Kentucky.

Governor FAEDING. Mr. Utterback.
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Mr. UTTERBACK. Mr. Chairman and gentlemen, it seems the peak
of this credit expansion has moved in circles, tstgr at Dallas
coming on over to Richmond, Boston, New York, Rigphia, until
at present it seems to be resting at St. Louis, labdlieve that we
are bearing the burden at this time. The St. Lodistrict, its
directors, and its officers are bending every epetrg meet this
situation, and | have no apprehension but what they going to
meet it successfully and very quickly.

We have a varied commerce to deal with, agriculamd lumber,
jobbing and manufacturing, and tobacco. In the erestpart of
Kentucky, from where | come, the tobacco situatims been most
serious and most appalling, due to the foreign amgh situation.

1 presume that we have west of the Tennessee Riverde not
reach into Tennessee—$20,000,000 to $25,000,00€hvadrtobacco
that has not yet moved. | would hate to see theodist rate raised,
for the reason that in Kentucky we are limited top& cent, and
we can not pass it on to the borrower.

| believe that large borrowers in the Federal nasdrank system
to-day should receive the most earnest consideratfothe directors
of those banks. If you will take the large banksLofiisville, and in
Memphis, and in St. Louis they have a world of dowyncorre-
spondents that are not members of the Federal veessystem,
although those banks are carrying the burdens efcthuntry banks,
which In turn are carrying the burdens of commear®l of trade
and of production, and | believe that when a bamks gover its
bank line it should not be arbitrarily dealt witbut it should be
dealt with in the most exacting way, in a way thalt enlighten the
directors of that bank as to just the exact cafisiead situation.

| believe that St. Louis will in a very short tinfeegin to build
itt)s rlf:serve up and be out of discounting with otRederal reserve

anks.

Governor HRDING. District No. 9, the Federal Reserve Bank of
Minneapolis.

Mr. McDoweLL of North Dakota. Mr. Chairman and gentlemen,
it is just like going to school to me to be at alé®l Reserve Board
meeting of this kind, because | live in a littleuotry town of 300
people, where | farm 90 per cent of the time and aubank morn-
ings and evenings. Mr. Decker is here from Minndiapand he will
give you the classic talk on banking, the same asdw. Alexander
and Reynolds have done for New York and Chicago.

| just want to say to you that | do not like threciease in rates.
Out in our part of the country we have been goingtle bit wrong
in our thinking, so much so that we have estabtishebank of our
own, called the "State Bank of North Dakota,” armd tfarmers,
seven-ninths of them pay all the taxes in our Stated they are
looking for something with which to shoot it intbet big business
and into the banker, and | think that any methaoat tivould raise
the rate arbitrarily when he has had four or fiveang of poor
crops—any of the 700 or 800 small bankers over State, wnose
average deposits probably do not exceed $200,086nwhe is com-
pelled, after the stress of those four poor croplsen it costs $15
to $20 an acre to plant an acre of wheat up inState; when hay is
$25 to $30 a ton; when oats are $1.25 a busheln wlests $5 an
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acre to sow an acre of wheat; when barley is $h#5ushel; when
farm labor is $100 to $125 a month; when those itimms prevail

it looks to me like the institution that they tols when we started
the Federal reserve system that was going to take of us and
prevent panics was now going to fall down and geeathem just
the moment that the Giver of All Good Things hadefh to give us

our share of prosperity during this war.

It seems to me that now is a poor time to penaliee little fel-
low, and | am afraid we are just going to creatditte more un-
rest out in the Northwest, where socialism has gth a strong
foothold now, if we do not look at this thing natofn any other
standpoint except that of safety. The Federal ResdBank of
Minneapolis is making $10,000 a day. Is that peefiing when they
have been using our money without any interest eirere it started?
Is the Federal Reserve Board going to be put instdmme class as
the sugar profiteer and the manufacturer who hamn bmaking big
money?

Only just the other day down in Chicago a Fedeumge took
judicial notice of the fact that the Federal bamkpioyees were too
lowly paid and let a man go who was charged witloHense because
he had not been getting money enough.

Governor Harding, if your address could be publisieeer North
Dakota in substance and in detail just as you taslevered it this
morning | know of nothing better to cure the coiudis up there and
get people to understand. We have been accustomeead the
reports and interviews of the New York Wall Strgetople; our
people have become surfeited with them and haveltezl against
it; we have had the opinions of railroad kings &g men down
there, but your bank is known over our country a&aernment
institution in which the people have something t@y sabout its
management, and out in our country to-day the mépnse sayings
are read the most now, since the passing of thetgnan, J. J. Hill,
who was a bigger business man than even a railneag—the men
whose interviews are read the most are the intessief men like
Mr. Decker and Mr. Rich of the Federal reserve bank

So | say again that it does not seem to me that isotlie proper
time to increase our rate. We want to cure thatestniout there
more than we do anything else. We want to stop sofnthis high
finance in politics, in business. We want to doMss Reynolds so
well said, we want to learn to stand together nawiines of stress,
the same as we did in times of war, and | think steuld move
very, very slowly in that regard. [Applause.]

Governor HRDING. Is there any other director from the Minneap-
olis district to be heard? District No. 10, FedeR#serve Bank of
Kansas City.

Mr. MITCHELL, of Denver. Mr. Chairman and gentlemen, | hap-
pen to be a class A director of the Kansa's Cistridk, representing
group 1. About a month ago in our meeting thereKansas City
we thought we were rapidly reaching the danger; limer reserves
were very, very low; | think on that day they wdselow 40 per
cent. We felt that it was necessary to rediscoantg] we did re-
discount to the extent of $15,000,000.

| was in Kansas City on last Thursday; | found tloat redis-
counts had been paid off to the extent of $10,0@dNnd our loans



had been reduced to about that same amount, whileeserve was
pretty well maintained; | think it was about 47 peent. Gentle-
men, in my opinion we corrected the trouble theyepltting in the
progressive interest rate; we felt that we had dosdmething. We
considered it a little bit drastic, but we thoughe would try it,

and we did try it. On last Thursday in Kansas Citye—heard
nothing but words of commendation even from thekbathey were
paying a good, high and stiff rate of interest; buheard nothing
but commendation of that policy, so | believe ibie of the remedies.

Our situation in Colorado, | think, is very much tiee than
almost any other portion of the tenth district. Véee not large
borrowers in Colorado. Our Denver banks are, |ebvelj only bor-
rowing about $7,000,000, with over $100,000,000deposits. The
entire State, | think, is borrowing something i%8,000,000, or the
entire district the Denver branch represents bdrrgw about
$8,000,000, so that it is pretty light.

Conditions in Colorado are very good. So far as whaer situa-
tion is concerned it looks as though we would hawve absolutely
full reservoir, every reservoir in the State. Wevéhenever had so
much moisture. Conditions are a little bit backwavee are about
30 days behind. We never have had anywhere nearoagpng
the acreage which will be planted for sugar beéte Great West-
ern Sugar Co. alone has over 300,000 acres cogdiract

The situation in Wyoming and in Montana, which ist in my
district but we are closely in touch with them, thattle situation
there is very bad on account of the drought lastr.y&he stockmen
have lost millions of dollars by death and by havitm ship these
cattle out before they were mature for the marketd the conse-
guence is the herds there are very much depletddthay have got
to have some relief from some quarter or other iandeans, in my
opinion, we have got to finance them and take adgmany chances
on their being good.

Governor Bailey is here and Mr. Burnham.

Governor FARDING. Governor Bailey.

Mr. BAILEY. Governor Harding and gentlemen: | would be just
reiterating what Mr. Mitchell has said in regard ¢onditions in
Kansas City. First, | want to say that if we hadp#amrailroad fa-
cilities to relieve our situation in Kansas Citygeaking for my own
State alone, our agricultural report is that we enaot 27,000,000
bushels of wheat in the elevators and in the bidjacent to the rail-
roads ready to go. | think it is nearer 40,000,@0Ghels of wheat
that could go to market at once if we could gdtaad facilities.

I will give a little concrete example of my own ead loaned a
man $25,000 in October on wheat at a station o@lyn@les from
the Missouri River, for 30 days. No note was evefen in better
faith or was contemplated to be paid at the endB®fdays on the
theory that he would ship the wheat. | have renewed note for
him consistently every 30 days since and it id stilpaid and the
wheat is still in the elevator. We are soon goiachave two crops of
wheat in Kansas, and | have discovered this sinatiA little
banker, that lives north of me, to whom | loanednmg went up to
Falls City, which is the headquarters of the officd the Missouri
Pacific who distributes cars for that division, ainel begged him for
some cars. He said, "l would be glad to do it,Ithave just come
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back from the East and they have taken 200 box @firef my di-
vision and sent them to Minneapolis." | do not knawo told him
to do this, | did not learn then, but he said hel h&en East and
somebody had told him to do it, but | should likehitave somebody
analyze to me the philosophy of sending 200 bos tarMinneapolis
when their harvest is three weeks shorter than, @md we have got
two crops of wheat in Kansas to go pretty soon.

| just want to emphasize this railroad situatiomntiemen, be-
cause that would solve very largely the financinéss of the Mis-
souri River.

As Mr. Mitchell said we are the initial bank of shgraduated rate.
We have been talking deflation to every one of then who have
borrowed more than their capital and surplus thas whe old basis
we figured on—and you can take it from me that yoay talk
patriotism and conservation to a man who can maéeew until you
are black in the face, and you have got to makenfirofitable for
him to stop it, and when we had put that progressate in a couple
of days | went through the banks of Kansas Cityd amen | would
go in they would say, "Governor, we do not know wths is going
to mean to us, but we want to tell you that ourkbmnin fine shape,”
and tell me how much automobile paper and how nwhkbat paper,
and | do not know how much other paper, and thay diacovered
it within five days from the time we put this raite It means also
that they have gone through their portfolio and enad difference
between essentials and nonessentials and redusedudts in those
banks a great many million dollars to the detrin@obody.

I am well convinced, gentlemen, that you will brittee Federal re-
serve bank system back to a reserve system rdthara commercial
system if you will make it unprofitable for certagreat banks to use
the funds of other banks.

| run a country bank, with about $3,000,000 averdgeosits. |
do not use the Federal reserve bank. | am one efkthd that
George Reynolds says lives in a provincial comnyumihere they
do not do anything, but we have got a pretty goothraunity up
there all the same. But | have got the fear of Goadny heart, and
| went out in the highways and byways and listetethe siren who
brought big business to me, and | thought it was fhusiness when
ho will deposit his great volumes of money and I#ié obligation
of credit. | have not got him on my hands to a veagge extent,
but I am running on the lower reserve on the thethigt | have
down there $500,000 credit in the Federal reseamkbif somebody
does not use it when | want it, and if | did notvéahat, instead
of going on 20 per cent reserve | would be runronga 50 per cent
reserve, but if 1 should go down there some day fardl out that
Brother Smithy—if they were all the same kind ohka he has got
we would have no trouble—but if the men who haveisad that
privilege, having used all the funds and taken tbsources out of
the bank, I am confident that I, with every otheonservative
banker in the tenth district would feel aggrievadd justly so.

So | say, gentlemen, | think the real remedy isairgraduated
rate. Of course, make the basis line whatever yantwand let us
say you would raise the rate to 7 per cent. Now, dhly complaint
we have among our banks is, there ought to be énmax rate. |
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do not believe that, gentlemen. | would put a dansjgnal here,
and another there, and another up here—that igh;daad he will
never go against the death signal. You have madeF#deral Re-
serve Sank of Kansas City a broker shop, you h&amged it from
a reserve bank to a commercial bank, and | wargetoit back, and
that is the reason | am in favor of the graduatdd.r [Applause.]

Governor FARDING. Mr. Burnham, of Kansas City.

Mr. BURNHAM. Mr. Chairman and gentlemen, | simply want to
repeat what Governor Bailey has said representimg dgroup 3
banks; and living in Nebraska | can probably beuaed of being
one of the main offenders Nebraska has in the atemsion, but
that, gentlemen, has been owing to the transpontathnditions.

Possibly Governor Bailey's story of the banker beré who went
out in the sand hills and solicited business was tit the time that
that was done. He has learned a lesson and hedtdsean a very
pronounced offender during the last year. The sHsnthat have
come from Nebraska have been by reason of six weétkke very
worst roads that ever were thought of in the hystof the State. It
has been an impossibility to market any grain omtove any live-
stock. The northern part of the State has been dited; rail-
roads have been washed out; in fact at the prdgeet the North-
western System has got no service west of Long Bimk does not
expect to be able to establish a connected seffeicéhe next two
or three weeks. Tracks have been washed out for and three
miles, and the bridges over the Cheyenne and thiéeVRivers have
been lost. On the main line, from Omaha west, wegehhad at
one time not one bridge in 80 miles across the @tkhRiver that
was passable.

Now, we have got in the neighborhood of twenty-fite thirty
million bushels of corn yet to be marketed. Thatl wbt be con-
sumed by feeders, but will actually go upon the kear We have
got what is estimated to be four to five thousaads of live stock.
Now, if we can be given the privilege of marketiogr stuff, Ne-
braska, from being an offender for having overedésh will be col-
lected very rapidly, and we do not have any feBme are not re-
stricted at the present time with regard to the Istock in the west-
ern part of the State going onto the pastures.

The very necessity under this graduated form ofredt rates has
restricted loans out of Omaha. We find that it is@st an impos-
sibility to get money for the purpose of purchasicaftle to go in
onto the pastures and ranges. If we could have sasserance at
the present time for that essential purpose | amfi@ent that we
would go by in a very short time; in fact, with @éat road conditions
30 to 60 days will see us, as far as we are corderin a very much
healthier and more satisfactory condition.

| thank you. [Applause.]

Governor HRDING. May | say right here that at the recent con-
ference of governors of Federal reserve banks thnmmg the finan-
cial requirements for the present season they apiressed the
opinion that come what may the reserves of the m¢deserve
banks ought to be kept approximately equal, thay téhould go up
and down together. Now the Federal Reserve Boardhois par-
ticularly concerned as to the source of the ressovieng as the
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situation is properly and wisely handled, and ieree to me that
in this live-stock situation, which is a very serso situation from
all we have been able to hear, and it is an impbntaatter, it ought
to be taken care of; that those banks which aret familiar with

the industry, the districts in which that industsydomiciled, should
be expected to do everything reasonable to take odrit, and

that if by reason of a Federal reserve bank in aicodar dis-

trict taking care of the banks which are discoumtior live stock

men, their own reserves are depleted, why then #muld be ex-
pected to rediscount with some other Federal resbanks who are
going to get the benefit of the live-stock prodiater on, and then
those banks in turn may have to rediscount withersthjust as we
have seen the situation shift—there are only twokbadn this system
which have never rediscounted. We have had allrobanks, in-

cluding New York and Boston, as heavy rediscounteith the

South and West; then we have the present situaifoan New York,

Eostkon, and Cleveland are rediscounting for theero#even reserve
anks.

There is one thing, though, | want to get out ofiylheads. We
have observed situations here pretty closely; wee Haeard what the
Secretary of the Treasury has said and there isangt prospect
whatever of any Treasury funds being depositedhi tattle dis-
tricts. The Secretary has very strong reasons Hat and | think
they would be convincing to most people. The Gonernt itself
is a borrower now at 5 1/2 per cent; it has no §jrehd he takes the
view that the Federal reserve banks of cattle idistrshould take
care of the live-stock situation in that distriatt @f its own resources
as far as possible, that if it needs any assistasiveuld rediscount
with some other district.

Before we hear from Dallas and San Francisco, andrder to
save time, | understand that there is a resolutiorbe introduced.
It is very evident from what has been said herdap-that the tie-up
in transportation facilities is a very importantctiar in the present
financial situation, and | understand that a resmiuis going to
be introduced relating to that subject. You mighinsider that
resolution, or those resolutions and then go on reeat from Dallas
and San Francisco. Does anyone present wish ta affeesolution
regarding, or submit a memorandum regarding angthin

Mr. PUELICHER. Governor Harding, | desire to offer a resolution,
but not on the subject suggested.

Governor HA\RDING. Suppose we dispose of the transportation
situation first.

Mr. FOROAN. Mr. Chairman, | move you should appoint a com-
mittee of five to prepare a resolution in regardthie effect that the
present transportation situation is having on tkxpaaded condi-
tion of credit in the country, with a view to plag such a resolu-
tion before the Interstate Commerce Commissionuesting them
to do what in their power they can to relieve thiadion by in-
creased freight rates, or otherwise; also, thahduld be put before
the Shipping Board, so that they can provide, asafa they can,
vessels at the principal shipping ports to relitve congestion there.
I move that such a committee &gpointed by the Chair, and that
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they be requested to retire and prepare their wésn| and when
they have it ready, offer it.

(The motion was duly seconded and agreed to.) )

There were appointed by the chairman the follomngmbers of
said committee: F. O. Watts, chairman; W. J. Bail&eorge M.
Reynolds, R. H. Treman, and E. W. Decker.

The Chairman. Is there anything else on that? _ .

Mr. PUELICHER. | was going to hold this resolution until all dis-
tricts had been heard from, but inasmuch as thasebeen a general
approval of the spirit of your address, Mr. Chainné should like
to offer it now.

Resolved, That the bankers here assembled incty@city as members of
the Federal Advisory Council, in their capacity alirectors of the Federal
reserve banks of the country, in their capacity msmbers of the orderly de-
flation committee of the American Bankers' Assdoit and in their capacity
as officers and directors of banks doing businassthe various cities of the
country, approve the sentiments expressed in thry able address of Governor
Harding as representing the views of the FederaéRe Board, and )

Resolved, further. That they believe that the widpsblicity should be given
the address, and, further, that they hereby ageeealtide by the spirit of the
address In their own affairs, and that they willcaurage its general adoption
by bankers and people of our country.

I move the adoption of the resolution.

(The motion was duly seconded.)

The motion was put by Mr. Puelicher and unanimoasjieed to.

Governor HARDING. Gentlemen, | am gratified that our views meet
with your approval.

Are there any other resolutions? If not, we willahefrom dis-
trict No. 11, Federal Reserve Bank of Dallas.

Mr. ScoTT. Governor Harding and gentlemen, the hour is growing
late and | will detain you only a moment. The diia has alrea(}/
been very fully covered, it seems to me, Goverbgrsome able a
dresses here, your own, 'for instance, and othémiog.

| wish to say for the Federal Reserve Bank of Balkdeventh dis-
trict, as the board knows and as perhaps the memdfenther banks
here also know, that that district is in a verygtarlive-stock and
agricultural country. The district furnishes approately 30 per
cent of the cotton that is raised in this countryd aexported, 85
per cent of which is sent abroad; that forms a veaterial part of
the credit balances that we get from the other. ditlurally, there
are times in the year when our bank must borrownfithe system.
It is also true that when our crops begin to movat twe can pay
back our borrowed money and then assist finanaingther districts.
Perhaps six months in the past year we not onlyewet borrowers,
but we were assisting in lending money in othetridis.

We have recently begun to borrow again by reasotheffact that
our farmers are needing money with Avhich to make ¢rops; also
a great deal of our cotton has not yet moved oppraimately a
million bales of cotton being carried in Texas #¢d one half of
which is for sale, but there seems to be no imntediaarket for it;
we simply have to wait until the market abroad valbsorb it. A
great deal of cotton has been sold for future eeks, and within
the next 90 days a considerable portion if it withve out.

I do not believe that it will be necessary for osborrow unduly
in the eleventh district. It will be necessary ébyrupon the Federal
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Reserve Board, and through it upon some of therdihaks to assist
us in the next four months.

Speaking of the increased rates proposed by sontbeoflistricts,
| can not find myself in agreement on that proposit We have
already increased the rate, and the mere increadirthe rate is not
going to correct the evil unless the member bariksamperate. We
might increase the rate to seven, and then to ,eighé, and ten, and
the situation would still be uncorrected.

| believe we ought to continue our efforts with auember banks
throughout the country and induce them to curthiirt loans as
far as possible to only the legitimate needs oftilegte business,
and by that means we can bring about in a normal deflation of
credits. We must remember that this inflation has taken place
overnight; it has been going on for three or fowans and it is
going to take some time to correct it. We can nopéhto correct
this situation in a day or a month or six month® have got to
go at it in a sensible way to bring it about in mdyal way, rather
than to attempt to correct it within a short periofl time. The
Federal reserve banks have been charged with ¢edfig by rea-
son of the rates they are now charging. We are mgakn the
neighborhood of 100 per cent on our capital. Wevkrihat any
increase in the rates is passed on to the consamkrhas a great
deal to do with adding to the burdens of the higistcof living,
so that | say a great deal more good can be accdmpl by edu-
cating the business man and the people than byhsipytting in
higher rates.

The Federal Reserve Bank of Dallas has already tadoghe
progressive rate proposition to be put in whenetrer executive
committee finds it necessary to do so, even pendindpefore our
next meeting. We have a few banks in our disttett tare borrow-
ing unduly, out if their situation should be exaedninto you will
find that they are carrying a great many of the ntou banks,
small banks who have not the proper eligible patmeroffer the
reserve banks, a great many nonmember banks, ayate in a
measure extending the help to the communities whwolild come
ordinarily through the Federal Reserve Bank of &mllbut those
cases are very few. We have a great many banksuindistrict
that are not borrowing at all, and perhaps will fiat it necessary
to borrow this year. They had good crops in theistritts last
]yeadr and were able to take care of their custoroatsof their own
unds.

| think our situation is sound and we are all coatirg. We
have sent out two letters within the last three tierto the mem-
ber banks; the last one was sent out at our lasctdrs' meeting,
under the order of the board of directors to bet semler personal
cover to the president of each member bank andebistered mail,
so that the letter would receive attention, andy thvere requested
to read these letters at the next meetings of Hueird.

We find that our member banks have fully awakeredhe situ-
ation and they are going about this thing in a ibdmavay and we
look for early relief in that direction. [Applae.]

Governor FARDING. Mr. McKinney.
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Mr. MCKINNEY. | would only stress Mr. Scott's reference to the
fact that by reason of cotton being our chief ctbpt our business
ebbs and flows once in 12 months. So it was in fgjust, as he
referred, we were rediscounting with other Fedeeserve banks
to the extent of $30,000,000, perhaps $35,000,00Ghree months
from that date we paid all that back by reason igfidlations that
ensued from sales of cotton, principally, and tlgeh on the other
side of the proposition, and | think perhaps we ehagdiscounted
to other Federal reserve banks about $20,000,000.

It has been my honor to represent the Group 3 bdma the
Dallas district ever since the organization of tRederal reserve
banks, and from a study of the condition of thosaks | can say
that throughout all the district they are in strengondition to-day
than they were a year ago. Of course those ban&sirarcom-
munities that have nothing but stock raising andpsr there are
no manufacturing industries of any consequence, tardone point
that | would like to make with reference to thosemenunities is
the extent to which labor is being drawn from tlanfs to come
to town to engage in oarpenter work and other latothat char-
acter. In our communities down in northern Texasl aouthern
Oklahoma it is one of the most serious problems twmfronts us.
| was talking to the cashier of a bank in a cousbtat town in
northern Texas the other day, who told me it was dincere judg-
ment that one-sixth of the tillable land of his nou would lie
out this year by reason of the lack of farm handsis a wheat-
growing county, and he went on to explain that tHaijled by
reason of wet weather to get their wheat cropdin,that same situ-
ation has happened in times when labor was monetifale and the
fields that were reserved for wheat were put iftk@pcrops.

| thank you. [Applause.]

Governor HARDING. The Federal Reserve Bank of San Francisco,
district 12.

Mr. McINTOSH Mr. Chairman and gentlemen, we are not so far
removed as to be immune from the same conditiongldping in
other situations. We are thoroughly in accord wille resolution
adopted and with the speech of Governor Hardindining the
methods that are desirable for us to proceed u@ém.can see the
problem and we know fairly well some of the caud#® know that
there is a demand that exceeds the supply of credit know
there must be discrimination, and we are readyoio in any propo-
sition.

We can not quite agree to the theory that the oqregif rate is
the most essential one, although we are not unmiirttiit in former
times, under all normal conditions, when productiennormal, that
that is an effective method, but while the statehntaxes, which
are levied upon profits which are upon the bookds aot in the
books is a factor, and while transportation is ayveportant factor,
with one of those we can do nothing, with the other can assist
by the stimulation of production, which would tetw obviate or to
relieve the situation which causes us to be inphstion that it takes
$2 and $3 and $4 of credit to do the former ddalamit of mer-
chandise traffic; that we can do, and that is padur job to help.

We can stimulate our assistance to production. civedo that
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by the discriminatory extension of credits, yest masmuch as the
credit shortage is inevitable and is there if waveh good credit
without regard to the character of the enterprise would find it

impossible for us to stimulate production or to @ise means at our
disposal in the most intelligent way.

I can hardly conceive that it is wise in the endeato keep out
the undesirable feature to permit it to be rockeden though the
rocker is willing to pay 7 per cent for the priygle | find it hard to
convince myself that it is the most intelligent tragit to wield a
club on the heads of friends and foe alike. A rateich applies
beyond a certain arbitrary and calculated line fhaseffect, yes,
but without regard to what the man on the othee s the line is
doing. It may well be that my neighbor is bearing Bhare of the
load, struggling under his attempt to bear his eshaf the com-
munity burden, and | am sitting pointing smugly aolarge reserve
and not doing my share. My neighbor will be pundliene carries
out his full share of the line and goes above lthat

It is something like running into a melee with alzlin one's hand
to assist in quelling it, and making up your minduyare going to
strike every fellow on the other side of the fenwdeether he has his
coat off helping you reduce the melee or whetherishene of the
main instigators. It seems to me the character moidthe amount
of opposition should be the prevailing factor imakies.

| realize the difficulty of the Federal reserve kagoing into the
minute detail of inquiry in every case, but the kvonust be done, it
seems to me, by ourselves as bankers with ourtsliend with our
bank connections in the smaller centers—that we d¢anWe can
pass on our own transactions with inevitablenesasanably so; we
can not compile a list of essentials and nonessenit would not be
wise to do so, but we can tell, as Mr. Scott had samoment ago,
and the necessity of loans that are asked for n,we can restrain,
as far as may be, those things which are not asmggebut there is
one other factor which must be a corollary to thatd that is that
in our help and in our aid and protection of theeasial and quickly
assimilable products we must have the assurancshaurld have the
assurance that we may have the unqualified supgfothe Federal
reserve banks in our district, because that isrtjoda also; the re-
serves are not sacrosanct. They are not to be daanmed hung on
the wall, that given the purpose, given the faett tthe real purpose
is being served by the advance of the Federal vedsaink must help
us, must help those who are doing that thing, andtrdecline when
discrimination is practiced against those not dothgt thing. The
fact that it is sent to the larger center meansingt and the fact
that New York—I use that as an illustration and motany other
way—is bearing a large burden, does not disabuseminds of the
Iénovyledge that a large portion of that work is otihat they are
earing

That is a misfortune in one way, but it is our rdand our dut
too, and that is so of the banks and larger cersrsompared wit
those in smaller centers, and if we can go to @opfe with the as-
surance that there is credit available for the gqumbdn of essential
and quickly assimilable things, and that as comgiéms for that use
we must ask them to refrain from the demand foditréor those
things not essential, or for those which in ouratsiare not essen-



tial, we shall have gone a long way toward solvihg difficulty as
far as it is within our power to do so. [Applalse

The GHAIRMAN. Is there any other director from San Francisco
to be heard?

Mr. PERRIN. Mr. Chairman and gentlemen, there are just two
points | should like to touch on very briefly. leems to me it is
not clearly enough expressed by a number of thdse lvave spoken
that the Federal reserve banks are really researksb Penalties
are referred to for our loans made at high rated~egeral reserve
banks. When the vault reserves were formally indade was not
expected that that condition would be free from ghisn Governor
Bailey, | think it was, who referred to making Fealereserve banks
commercial banks, and | think it should be clednlyrne in mind
that they will not be classed in the same categagycommercial
banks, but that their organization has brought iexestence a large
new supply of currently loanable funds, that whes do invade the
lresgrve held by Federal reserve banks it is ontynfieeting peak
oads.

You all know, doubtless, that the total of vaultsltaand the
deposits in Federal reserve banks combined represeless per-
centage of deposits than the vault cash alonenddttober, 1914.

If a definite program is outlined, it is always easto work to
that than to an indefinite one. Mr. Jacobson waedgenough to
make some studies for me yesterday of the changésans of na-
tional banks. There is not much light to be obtdinaking the
low point, the midsummer point of the five yearsfdie the war,
and the peak point in the fall. Beginning with 19a8d running
through the successive years, this may not be enasiing, that
from June, the peak in June, 1915, there was aredse in loans
of $697,000,000 of national banks in 1916; tharease was $666,-
000,000 from June to the peak time, with an additioamount of
funds delivered from rediscounting amounting to ,$88,000, mak-
ing something over $700,000,000 in 1917, $247,0Df@Om discounts
in 1918, $476,000,000 with $629,000,000 from remlisds, that is
1919, and $211,000,000 with $973,000,000 of distouhhat makes
something over $2,000,000,000 difference betweenldfv point last
year, that is the midsummer point last year, ardghak in the fall,
and at the peak there were $11,700,000,000 of |dhas represents
an increase of considerably more than 10 per dent. Reynolds
spoke of not letting George do it, but each one&ldohis own share,
8, 10, or 12 per cent.

It would seem to me the concrete problem now isdétermine
whether our present condition is approximatelyakint of ex-

pansion that we would like to have this fall rathiean a more or

less acute condition. If so, the way to meet thaiblem is to
bring about in the next three or four months a rdi&fi amount of
contraction, which would permit us to expand cqroglingly in the
fall. If it were possible for every bank in the ¢ty to reduce
its loans during the next three or four months he extent, say,
of 10 per cent, there would be a total expansiothe fall possibly
of approximately $2,000,000,000. In other words, without dis-
turbance, we could prevail upon each bank, or uffum average
have the banks reduce their loans 10 per centrwittd next three
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or four months, and that is what we have spokemnaothe Federal
reserve system as orderly liquidation, we couldntmeake all rea-
sonable expansion that would be required to meet situation in
the fall, which is bound to come, and yet not aeahy greater
stringency than we now have.

If transportation difficulties are rectified someath obviously
there will be a good deal of liquidation from thaburce, which
would make possible a considerable reduction ohdodt occurs
to me if a definite program of that sort were unaleen, and | do
not suggest 10 per cent, but whatever per cent tmigh thought
adequate, that the smaller as well as the largek imes not need
to go into the analysis of economic aspects andet@nomic rela-
tions of all those things, but they simply have atefinite problem
to work to and are more apt to do something thathdély are left
t(r)]. try to digest and to try to understand the largepects of the
thing.

Recurring for a moment to the matter of reservekbaoeing re-
serve holding institutions, | agree with what Mr.ciftosh has so
well said in regard to this whole situation. | dotrfind myself,
however, in agreement with the idea of not advandine rate. |
find my own inclination toward establishing a 7 pegnt rate for
commercial business. [Applause.]

Governor HARDING. We have a committee here from the American
Bankers' Association and would like to hear frony aepresentative
of that committee.

Mr. FORGAN. | am chairman of that committee, Mr. Chairman.
| would like an opportunity to say, Governor andhiiemen of the
Reserve Board and delegates of this convention, ttiea convention
has stirred up a good deal of sentiment through dbentry, and
there has been some thought, | think, of a misdygmson of what
we were going to do when we got here. The fear aidt that we
were going to meet here and in some way were gtinglassify
loans into essentials and nonessentials, and \wih éven send an
order through the country that there were to beloamns made on
what we would term nonessentials. In your speedat, ypu have
cgvere;d that already, and there is no use sayinghimg more
about It.

| have several documents that have been sent theme 1 do not
know in what capacity, whether as chairman of theefican Bank-
ers' committee or whether as chairman of the Fédadvisory
Council; at any rate | have been getting these, lasHould like to
read them to you, because | feel in duty bound yoat should know
what the borrowers are thinking.

The National Implement & Vehicle Association hadc@nvention
in Chicago last week, and they appointed a comeitte interview
me so that | would come posted to this conventisrtcawhat they
thought about it, and | said "Put it in writing,'hch the committee
got busy and wrote me this letter:

NATIONAL IMPLEMENT & V EHICLE ASSOCIATION,
Chicago, Ill., May 14, 1920.
Hon. J. B. BRGAN, Chicago, .

DEAR SIX: Reports that hare reached this association withie tast few
days regarding the difficulty experienced by farmplement dealers in financing
the movement of agricultural machinery from the ofanturer to the farmer
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led to the calling of a meeting of the executivemaouttee yesterday, May 13,
and the appointment of an emergency committee, iapeccharged with the
duty of directing attention to the seriousness bé tsituation thus created with
respect to the country's food supply in the immiediature.

The difficulty appears to be that in many rural coumities bankers are
faling to extend adequate credit to implement eesalto enable them to
secure the prompt delivery of machinery which iseesial to the production
of our crops. This action on the part of the basker perhaps due to a recent
rumor that Federal reserve banks would not redigcgeaper given either by
farmers or dealers for farm machinery. In one oro twWederal reserve dis-
tricts, we are informed, this erroneous impressiws been officially corrected.
We are not advised as to the extent to which kaitein other districts.

It is scarcely necessary to point out that anythimgich interrupts the supply-
ing of agricultural implements to the farmers isnsnace to the Nation's food
supply. The situation to-day Is particularly acuteecause of the abnormal
shortage of farm labor and the present extraorgdinaongestion of freight
traffic. Further, there has been extreme difficully obtaining the materials
needed for the manufacture of farm machinery andl rahnufacturers are
working on so close a schedule that if there is aejay in financing delivery
of machines they will reach the farmers too lateufee this season.

Most manufacturers are at this time so heavily boed by the large in-
vestment resulting from the high cost of materiald alabor that they find
themselves unnble to extend to customers the seretlitat have heretofore
prevailed. Both manufacturer and dealer must, foere depend upon the
banks—and particularly local banks—to a greateremxtthan ever for aid in
marketing farm machinery.

The shortage of farm labor has reached a point yeiar where the farmers'
need of labor-saving machinery is imperative. Obly adding to their mechani-
cal equipment, and particularly their power machinecan the farmers of the
country maintain production In the face of a fajlisupply of man power.

Without an adequate supply of farm machinery, theam not be an adequate
supply of food. Farm implements and food productsousd receive equal
consideration. This committee feels it would be mdmlpful in the present
situation if the banks of the country would give tbe movement of farm
maghinery the same consideration which is given the movement of farm
products

If it should now or later become necessary to distabany order of prefer-
ence among industries, we respectfully call youterdion to the fact that
during the war the United States War  Industries rBoplaced farm machinery
In one of Its most essential classifications, ate cime even placing it on a
parity with food supplies and ahead of rallroadlt%m)rtatlon

We earnestly request that this subject may receyoeir special attention,
and hope that we may have your cooperation in dtorteto secure adequate
financing for the distribution of these essentialcmines.

The members of the emergency committee are: H. Malli¥ Racine, Wis.,
president of J. I. Case Plow Works; George A. Rgnréhicago, secretary and
treasurer, International Harvester Co.; F. R. Todtbllne, 111., vice president,

Deere & Co.; G. N. Peek, Mollne, Ill., president IMe Plow Co.; C. S. Brant-
ingham, Rockford, Ill., president, Emerson-Brantiamm Co.; W. H. Stack-
house, Springfield, Ohio, French & Hecht Co.

Very respectfully yours,
H. M. WALLIS, Chairman.

The next is from the National Federation of Corsiue In-
dustry. They write a letter and they give the follog reasons for
the high cost of commodities: Underproduction, ipatarly of ne-
cessities; overproduction, particularly of luxuriemefficiency of
labor while on duty; part time work by labor; st greed; profit-
eering in some lines of business; excess profiesstas such.

Then, | have here from the Studebaker Corporatiosh faom the
General Motors Corporation statements indicatingt tiwvhat they
produce, namely, automobiles, have been mentioselairies, and
they say they arc not luxuries, but are necessities
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I then received this telegram since coming herepmfr Indianapolis,
Ind. This is addressed to me as chairman of the isagv council
of the Federal reserve system:

In considering restrictions of extensions of credid nonessential industries,
please remember the manufacture of tires for cdrsady in operation would
appear highly essential industry because old txes only be replaced by new
ones.

That is signed by the Majestic Tire & Rubber Co.f ndianapolis,
Ind.

Mr. ScoTT. There are no letters from consumers there, but all
from manufacturers?
Mr. FORGAN. All from manufacturers; yes.

Governor HRDING. | will place in the record at this point the
following telegrams:

CHICAGO, lll., May 27, 1920.
Governor FARDING,

Federal Reserve Bank, Washington, D. C.
Credit situation as affecting live stock is criticeMovement of wool is slow
from car shortage and bear tactics of buyers, am#rs can not be marketed
until next fall. Last year Governor Calkins, twhlftdistrict, wisely advocated
by circular letter July 15 that banks extend credib breeders of live stock
that production may be sustained and increasedtleCaind sheep paper is
necessarily, especially on breeding stock, longnteas sale periods of products
only occur yearly and expense accounts accumula@ m@ust be carried for
long periods. Merchants and certain manufacture@n ccurtail stocks or
operations, but live-stock breeder can not, withaligaster, market his product
until conditions are right We bespeak from you awodur associates of Fed-
eral reserve banks unusual consideration at this. ti

F. J. HAGENBEBTH

PHOENIX, ABIE., May 18, 1920.

Hon. DaviD F. HOUSTON

Secretary of the Treasury, Washington, D. C.
The prevailing financial stringency has resulted B&topping movement of
our young steers from these breeding grounds totumss where they are
matured for beef. These cattle were contractedyedry Texas, Colorado,
and northern pasture men and advance payments nido. they are being
forced to sacrifice advance payments owing to thembility to secure funds
regardless of collateral rate of interest or amoohtmargin in steers, the Fed-
eral reserve board having stopped loans on catlurgy. This spring move-
ment of young steers is not speculative but occewery year, and heretofore
has been financed without difficulty. To stop itllwhot only throw many in
Arizona out of business but will certainly bring cait eventually an upheaval
in beef conditions generally. It is just as impottato the Nation as the
movement of any crop. Our breeding ranges are stbcto capacity and the
breeders can not finance this, but on the contreegd money badly for operat-
ing expenses. Can not this disaster be forestdligdsome provision allowing
member banks to accept enough well-secured catfgerpto permit tills normal
movement of steers to pastures from whence theytgomarket one or two
years hence? Your interest and assistance greabded and will be deeply
appreciated.

ARIZONA CATTLE GROWERS ASSOCIATION
CHAS. P. MULLEN, President.

CHICAGO, May 17, 1920.
Mr. W. P. G. HRDING,
Governor of the Federal Reserve Board, Washindog,.:

Firmly believing that the Federal Reserve Board Mmasre power than any
other commercial element to correct the evil of hhigrices and stabilize ne-
cessities, we respectfully suggest that if all Wato profiteers and speculators
in the essentials of living made on warehouse peseiwere called it would
without doubt force an emptying of the cold-storageses and amply meet
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the necessities of the consumer at reasonable sprieghout injury to any
legitimate industry. This was recently done withe tHumber speculators on
the Pacific coast and resulted in a decline of frten to thirty dollars per thou-
sand feet in the price of lumber within 60 days.e@&pators find it all too
easy to borrow money at low rates on warehouseiptsceand hoard the ne-
cessities of life at a profit of one to three hwwrper cent and if this borrow-
ing were made impossible by you commodities wouldmediately begin to
tumble and conditions rapidly head toward normal.
FRANK  J. SHEAD,
President Shead Lumber Association.

Gentlemen, are you ready to hear the report ofcthramittee on
the transportation situation? ) )

Mr. WATTS. The unanimous report of your committee is as fol-
lows:

The whole country is suffering from inflation of ipes with the consequent
inflation of credit. From reports made by the membef this conference rep-
resenting every section of the country it is obsgiothat great sums are tied
up in products which, if marketed, would relievecessity, tend to reduce the
price level and relieve the strain on our credtem.

The congestion of freight is found in practicallyl af the large railroad
centers and shipping ports. It arises chiefly fromadequate transportation
facilities available at this time and is seriousbrippling business. We are
informed that the per ton mile of freight increased three years—1916, 1917,
and 1918—47 per cent, while the freight cars inviser during the same period
increased 1.9 per cent

A striking necessity exists which can only be nadiég through the upbuild-
ing of the credit of the railroads. This must conterough adequate and
prompt increase in freight rates. Any delay mear® tpaying of greater
cost directly and indirectly and places a burden the credit system which
in the approaching time for seasonal expansion necayse abnormal strain.
Even under the load of war inflation, high pricevde and extravagances the
bank reserves would probably be sufficient if quitckansportation could be
assured during the time of the greatest strainréfoee

Be it resolved, That this conference urge as thestmimportant remedies that
the Interstate Commerce Commission and the Unitadte$ Shipping Board
give increased rates and adequate facilities sunmediate effect as may be
warranted under their authority, and that a conemittof five be appointed
by the chair to present this resolution to the rbtege Commerce Commission
and the United States Shipping Board with such alerpresentation as may
seem appropriate to the committee.

Mr. ScotT. Just for my information, who is going to pay us for
all these goods moved to market?

Mr. WATTS. Some of the commodities there is no market for.
There is some short-staple cotton and colored mpthut neverthe-
less there is a great quantity of goods that isl hehich requires
bank credit. That would be a subject that wouldetak great deal
of time to cover, Mr. Scott.

I\élr. SCOTT. Are our neighbors on the other side prepared to pay
us for it?

Mr. WATTS. Well, | should say they are not, but they are rmt t
only customers for those commodities. We can gst s near our
own circle, | presume, as we want, for that. Fatance, | know a
wholesale grocery man who is accustomed at thisoseaf the year
to not be in the bank at all, except for small sumsd he prac-
tically has his entire line of credit, which is deatirely to domes-
tic business and is not foreign business at alis Iue to the fact
that he has paid for those goods and that the gacglssomewhere
between the point of production and his warehot$e. has orders
for those goods and requires bank credit.
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Mr. ScoTT. | am sure that would tend to relieve the situatibat
| doubt whether it would go all the way and bringg trelief that
perhaps is called for.

Mr. WATTS. My judgment is that in the St. Louis district, t@eu
that as an example—St. Louis is a point which pcedumuch more
than it consumes. | am not talking about the citySt. Louis, but
| am speaking of the Federal reserve district, ancefer to the
manufacture of shoes and different products of yevdnd. Now
there has been such a congestion in the transpaortédcilities in
that district that it has caused the St. Louisrdisto-day to be the
largest, or rather to have the lowest adjustedrvesef any of the
Federal reserve districts, which is not a naturahdition. Take
the cotton, tobacco, and rice, or any of the prtslwd that district.

It is quite true that of this cotton there is prblya80 per cent that
is short staple or colored cotton and the remairfiigper cent prob-
ably has been sold, but can not find its way to plechaser and
therefore must be carried by the banks. Probablpaa of the
short cotton has been sold now. The St. Louis bankthe district
and the reserve banks must carry that credit pgndastoration
of transportation facilities. That is true of theheat section. Mr.
Decker referred to the fact that in the Northwésdré was possibly
$200,000,000 in grain products tied up for lackrahsportation.

I Governor HRDING. Is there a second to the adoption or the reso-
ution ?

(The resolution, being duly seconded, was unanitg@adopted.)

Governor HARDING. Does the conference wish to do anything
with the suggestion offered by Mr. Perrin, whicls kunderstood
it, was that there be a program laid down that yJsank be re-
quested to have its loans reduced by a certaireptrge?

Mr. ScoTT. | think there is a different problem in each ditri
Governor Harding.

Governor HARDING. There is no motion before the meeting. |
was just wondering if Mr. Perrin wanted to make ®tion. He
has come a long way to attend this meeting, andcelelm want to
call attention to the fact that he has made th@estipn.

Is there any other business that any member ofctheference
wants to bring up?

Mr. WAYNE. The question of graduated rates on borrowings or
rediscounts has been touched on, and | would bk&now whether
in the districts that have adopted this procedimey thave elimi-
nated the question of borrowing on Government sgesir from
calculations as to the line of credit granted tmak.

Governor H\RDINO. In the Kansas City district, and the Dallas dis-
trict, in their tentative plans, they have elimethtentirely borrowing
on Treasury certificates of indebtedness and orertybbonds actu-
ally owned on the 1st of April. 1920.

Mr. WAYNE. Owned by the bank or by the customer ?

Governor HARDING. As| understand it, by the bank.

Mr. WAYNE. Have they made any reference to collateral notes of
customers that have been discounted by the banka essult of
Liberty loan subscriptions?

Mr. BaILEY. They have to belong to the bank on the 1st day of
April. We have made that rule.

Mr. ScoTT. It is the same way in the Atlanta district.
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Mr. WELLS. He wants to know if customers' notes secured by Lib
erty bonds are exempt from the application of it.

Mr. BAILET. They are not.

Mr. WELLS. They come the same as commercial paper ?

Mr. BAILEY. Yes.

Governor HARDING. If there is nothing else to bring up, | presume
the advisory council will finish its session thifteanoon. | am in-
formed by Mr. Forgan that the council has finiskitedvork.

Mr. FORGAN. Unless the board desires to consult with the cdunci

Mr. WILLIAMS . Mr. Chairman, it is a little past lunch time and |
suggest we take an adjournment of an hour and faamal meet
again at half past 3. We have had some very integesalks from
bankers from all over the country. It has been vergtructive,
and | think if we come back after lunch, after wavé had an op-
portunity to think over what has been said, thameoadditional
Ideas may be suggested of a constructive charakiés.is an exceed-
ingly important conference and | would dislike teesit adjourn sine
die at this moment. These gentlemen have come fahnover the
country, and | move you that we adjourn at thisetimnd have
another session this afternoon for the purposeakihg up any new
matters that any member may desire to bring up &tehas an op-
portunity to think over what has been brought outh® conference
this morning.

(The motion, having been duly seconded, was caaiad the con-
Berer;ce adjourned at 2 o'clock p. m. until 3 oklpc m. of the same

ay.

AFTER RECESS.

The conference reassembled at 3.15 o'clock p. msupat to
recess.

Governor H\RDING. Yesterday, in the Senate, Senator McCor-
mick, of lllinois, moved that the Senate take upsdation 363,
which reads as follows:

Resolved, That the Federal Reserve Board be dirextadvise the Senate
what steps it purposes to take or to recommendh® member banks of the
Federal reserve system to meet the existing ioflatof currency and credits
and consequent high prices, and what further stgépgurposes to take or
recommend to mobilize credits in order to move1B20 crop.

The discussion is rather brief and | will take theerty of reading
it from the Record.

(The discussion on the Senate floor was thereupad by Gov-
ernor Harding.)

| presume in answering that resolution the board take as a
basis remarks made here this morning, and withreate to the
transportation it can incorporate the resolutiorsctv were adopted
about the tie-up of the railroads. | think it woute well to have
a committee of three appointed to wait on the bitge Commerce
Commission and formally present those resolutiansnérrow, and
as | have been given the names of some of theeggeati that will
remain over to-morrow in any event, if the confeenwishes I
suggest that they authorize me to appoint a comenitif three to
present this matter.

Mr. WATTS. A committee of five has been authorized by resofuti
We might change that to three.
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The (HAIRMAN. Five would be more impressive. | had in mind
asking Mr. Decker to serve as the chairman of tmhmittee, and
Governor Bailey of Kansas and Mr. Ball of Texas,. NilcNider,
Mr. Rieman, and Mr. Perrin to compose that committe

| would also suggest that a committee of three feomted from
this conference to prepare some kind of a statememiemorandum
to be submitted back to the conference, which we use as a basis
of a press statement, and which you can all use laasis of a state-
ment of your own banks when you get back home togcthe situ-
ation as you see it, and forstalling any more rémauch as were
made in the Senate yesterday as to all kinds afbteocoming, yet
being careful not to stir up another bomb.

Doctor Miller suggests a committee of five, withfidigive powers,
to draft a memorandum and resolution and transmio ithe board,
then we can make them public and send each Fetksaive bank
a copy.

Mr. DECKER. | should like to amend that by suggesting that the
Governor of the Federal Reserve Board be an egioffnember of
that committee. | think it is conferring rather hdb powers to
put into the hands of the committee a commitmentthi$ whole
conference on perhaps the most important mattall.of

(The proposed amendment was accepted.)

Governor HRDING. | would be very glad to sit with the com-
mittee.

Mr. PUELICHER. Governor Harding, do you want to be chairman
of that committee?

Governor HARDING. No; | do not want to be a member.

Mr. PUELICHER. | move you that we appoint a committee of five,
and that the governor of the board be asked torsithe committee
in an ex-officio capacity.

Governor HARDING. Had you not better ask one of the other mem-
bers of the board to sit with that committee?

Mr. DECkeR. All of them, for that matter.

Governor H\RDING. The chair would like to have some suggestions
as to the membership of that committee. | thinkvauld be well if
nominations for that committee be made from therflo

(The following named members were selected as memtfesaid
committee: Mr. Joseph Wayne, Jr., Philadelphia; Beale, Bos-
ton; Mr. Perrin of San Francisco; Mr. Forgan of ¢igo, and Mr.
Treman, New York.)

Governor HRDING. It has been suggested by Doctor Miller that
before the committee retire we would better hawartthave the bene-
fit of the general discussion here for a few misuse they may have
the advantage of various views that may be expdes$be con-
ference is now open for informal discussion. We Molike to hear
from anybody who wishes to talk.

Mr. WATTS. We have heard discussion from members, and now
perhaps other members of the board would like tp samething
following the discussion by the delegates from #agious districts.
| think we would like to hear from Doctor Miller.

Doctor MILLER. | think the morning's conference has pretty well
developed the things that bulk largely in our eation of the
general situation, and anything that any of usaealy beyond
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that would be little more than repetition, or pgrhagive only added
emphasis by a personal word.

| think it is clear what is wrong in the situatioouyt it is not quite
so clear as to what is going to be the most effecthethod of ad-
dressing the united power of the board and thervesbanks and
the member banks of the country toward any imprarmnof the
situation.

A good deal has been said about rates, and New Waskrather
taken the position that that has got to be the maliance in bring-
ing about both a reduction in the rate of growthcodédit—I do not
say a reduction in the total volume. | do not exgbat, but at an&/
rate the diminished rate of increase, and also thesm to thin
that that will prove to be if not in itself, at amate the first step
toward the exercise of greater discrimination bymber banks
either in opening new credits or in the renewaleafsting credits.
The latter seems to me to be the more importanbleno and the
more difficult one, and the one upon which bankém®ughout the
country need to get all the light and leading tthety can from this
conference, and that also is the question | thiplonuwhich the
borrowing public of the country will be most eager get informa-
tion.

| was left at the close of our conference this nmagnwith the
impression that the majority of the men that spokere inclined
to take a more optimistic view of the problem witlthich we are
confronted than | think conditions actually warrant was also
led to the impression that we were in danger ohgaaway feeling
that having discussed the situation and interchdingews, and
having enlightened ourselves, we had done our dutgt for the
rest we could safely trust in God. | think the desb is one that
requires not only understanding of what we are godio do, but
delicacy of discrimination in undertaking to apg@lytest to the Ieg|t|-
macy of credit demands, energy in developing andyicg out a
policy, but patience in awaiting fruition of result

Credit is the most delicate institution in the vas#"opinion,” as
Alexander Hamilton put it in one of his great regpr'is the soul of
credit"; you can very easily injure it; on the ath®and, by proper,
treatment, you can very easily support and maintaigood condi-
tion of mind.

I think the analogies of other countries and otlieres do not
furnish us very much guidance for the present. Tigisa very
unique situation. As was said three or four timesehthis morning
it is really a condition of mind we have got to eskbs ourselves to
in this country. Our morale, economic, psychologiend political,
is pretty low. We do not want to run it still lowdsy any in-
temperate attacks or any assault upon either ttenéss or the
credit of the country; on the other hand, we wanmtntaintain a
very serious attitude of mind as to what we mayeekpunless we
address ourselves pretty seriously to the immediatprovement
of the situation.

Sometimes on occasions of this kind you want a waré phrase
upon which to hang things, and | was struck in toairse of de-
liberations this morning with the frequent occuoenof the word
"discrimination.” | think the country will accepthdt as on the
whole indicating a temperate and responsible d#iton the part
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of the Federal reserve system and member bank&eoftduntry in
dealing with this problem, and on the whole thatthe one thing
that would seem to me worth specifying as a genebjéctive in
any report a committee of this conference might enak the way
of a recommendation to the Federal Reserve Boar aghat in its
opinion must be done to handle conditions succlgsifu this coun-
try so as not to dampen the ardor of enterprisé, tocthrow any
chill over industry, but also with the constant gestion that banks
are to use such influence as they have to resth@nunproductive
use of credit, applying the test of unproductivenesider existing
conditions and not under normal conditions, and réstrain the
reign of extravagance.

I have no hesitation in saying for myself that | dot feel at all
optimistic about the outlook. | do not for a momenpect that we
are going to deflate in this country, and | think are only deceiv-
ing ourselves if we talk about deflation. We mustwever, arrest
the rate of growth of credit and we must expect thidh the swell
in the productive activities of the country thatnw with the ap-
proaching crop season there will be a natural swelthe volume
of credit, which need not alarm us. | am not at\adirried if our
Federal reserve bank liabilities run up and our imainreserve
position appears to be weakened, provided we Hawes$surance and
the right to feel the assurance that such crediisdseing extended
by the member banks and immediately supplied tanthzy the
reserve banks is credit that rightly functions imdustry in the
production of things' that in a reasonable view am@nted at the
present time, and in a minimum degree in supply@xgensions in
industries WhICh at the present time, are contiriigunothing toward
the essential processes of economic recuperation.

As | see it, beyond that the problem is to preskistin such a way
to the bankers of the country as will secure thmioperation, and
with their aid also to present it to the user oddit. After all, credit
is given only as somebody wants credit, and to réaice extent our
problem is to restrict the appetite for credit, ahds not the banker
that borrows credit, or if he borrows it from theserve banks he
borrows it only as the first step in the processlasfding credit to
somebody else. Eventually, it is the user of crdédit nas got to
be brought into a more or less responsive and asgent attitude in
this policy of control. There is no use attemptitogevade the fact
that control, if it is anything more than a processself-deception
means actual control; that somebody has got to igjoowt the credit
he thinks he is entitled to or the credit he wolik& to get. But it
would, | think, be a mistake to treat this simply a quantitative
problem instead of, as | think it is primarily a aijtative one.
| would not be at all alarmed at the growth of dred this country
if we had the assurance that credit was only gdmdghe users of
credit contributing to the production of those tisnthe country
badly needs at the present juncture.

I come back, therefore, to the word "discriminatiaom the exten-
sion of credit, as on the whole pointing the wayaod the road
that we have got to travel, and perhaps in somts gdrthe country
even blaze, in order to get back to tne situatiat the governor
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very happily described this morning as the restprif a more nor-
mal relationship between the total volume of creditexistence and
the total volume of production. | would amend ithorn one par-
ticular, the production of those things that peompleo care for the
country, who are sensitive to the requirementshef imes and who
are willing to cooperate in a great national endeawill not quarrel
with, the production of things that immediately arore important,
and the postponement of things that for the monaeetless impor-
tant. [Applause.]

Governor KARDING. Mr. Comptroller.

Mr. WILLIAMS . Mr. Chairman and gentlemen, | do not know that
| have anything special to add to the very excellemesentation of
the whole subject which you gave this morning, Whigas supple-
mented by the various speakers who have preceded me

There are one or two aspects of the situation, kieweo which |
think | would like to direct your attention espdbyiaYou have been
speaking of extravagance and the production of ssemials and
luxuries. It seems to me it would be very helpflevery bank in
the country should constitute itself a missionayr fthrift and
saving and try to urge upon the workers, upon #isoiling people,
and upon those whose incomes have been swollenmihertance of
laying up for the rainy day and for old age. It meeto me that
with the large wages that are being paid now irugtdal establish-
ments that it offers a splendid opportunity for ytm increase and
build up the savings deposits in your banks. | wasy much dis-
gusted the other day to hear of my chauffeur buyghgut three silk
shirts at $10 a piece. | made that the text atle liecture.

Governor FARDING. He must have got a cut price.

Mr. WILLIAMS . That is going on on all sides. | think that if when
these individual cases of extravagance and luxanyecto our at-
tention, if we would call the attention of the sgdmifts to the
importance of starting a savings account, that dulé be helpful.
It seems to me that the banks could very well dffior do some little
additional advertising in behalf of thrift and sayj and appeal to
the laborers, who are getting more now in theirlydaiages than
they ever dreamed of in the years gone by.

One difficulty of the present situation is that tkenditions of
which we complain in this country are world wide.eWhave not
simply to remedy things within our four borders,t ey are over-
lapping in all the civilized and uncivilized couies. | was readin
an extract from a Japanese paper the other day thieatcost o
living on the Yantze Kiang River in China had, gome about 300
per cent in four or five years; | also noted reberds illustrating the
extravagance of impoverished France, that there @ves store in
Paris which last year sold 1,100,000 pair of sttkckings at an aver-
age of 30 francs per pair. They seem to be retgrtonsanity over
in Paris, though, to some extent; there are beggsiof it, as per-
haps a reflex of the overall campaign, | see thayehstarted the
cotton stocking association in Paris to remedy ¢i&ravagant use
(r)]f silk. | think it would be very well if we shoulddopt that over

ere.

As illustrating the embarrassments against which hage been
working, | would call your attention to the enornsazost in this
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country at the ports. | have a national-bank examiwho is in
Europe at the present time, and in a letter receifrom him

within the past few days he calls my attentiontte very sharp com-
parison between the cost of transferring cargo iewNYork, or

some of our other ports, as compared with AntweXp.Antwerp

they have a wonderful harbor; about 6 miles of qieand a rail-
road track lying between the great warehouses wihinghthe harbor
and the pier itself, and the cost of transferrimgight in New
York, | understand, is more than 1,000 per centvabthe cost of
transferring freight per ton in Antwerp. Those asgmptoms of
commercial extravagance which we have got to cond®en we get
down again, as we will in the course of time, tadpan and begin
to strictly compete with the other countries.

Some one asked me the other day what | thoughhefoutlook,
and | told him that | could best express it in tlguage used
by Cato in his soliloquy, in which he said, "Thedej unbounded
prospect lies before me, but shadows, doubts, ankhedss rest upon
it." Now, unquestionably, there are shadows, dqubtsl darkness
that rest upon the prospect, but those shadowditsloand darkness
can be blown away, and they should be blown awagy should be
remedied.

I do not think myself that there is any ground fexpecting a
commercial cataclysm or crisis such as some peamepredicting;
particularly a very well-informed and responsiblearmexpressed
the opinion not long ago that we may have such isiscbetween
now and election, or if we did not have it befote telection we
would have it worse afterwards. | do not think #adears are jus-
tified. |1 see nothing in the situation to justifyhet fear of such a
commercial crisis or financial catastrophe as wd bk#aher in 1S73
or in 1890, or in 1907. If anything of that sortnoes, it will be our
fault, the fault of those who are in charge of thenking and com-
mercial interests of the country, and | do not éadi they are going
to bungle it.

I do think it is tremendously important that eveiydividual
bank, besides being a missionary for thrift, shoath admonish
and warn and hold the strings of their moneybagh &i very dis-
criminating hand, and should bring about a proped aeasonable
degree of contraction. | think my friend, Doctor IKli, expressed
the view of the meeting yesterday, that he wasweoy hopeful of
our ability to bring about much contraction—abostfar as ne went
was to desire and hope that we would not inflatgy durther.
| think, though, that we should go further; | thimke should, and
must, bring about a reasonable degree of deflatia@ontraction.

I do not think that the inflation is as grave asnesoexperienced
people think it is. | will give you now some figwewhich | think
are rather reassuring, at least for the time. Spgabkf the elas-
ticity of bank credit, it is a fact, whether youveanoticed it or not,
that in the first 50 years of the National bankisygstem the maxi-
mum play, as expressed by notes, rediscount afsl dalyable of the
national banks, the borrowings from other bankss vealy about
$100,000.000. That represented the largest amamtpractically
the largest amount that the National banks of tlenty ever
borrowed at any time on their bills payable or sedunts up to the
panic of 1907. There was no elasticity; we wera sirait-jacket.



That perhaps represented an expansion of 1 per afeour total
resources.

In 1914 the notes rediscounted in the national ard their bills
payable increased in the emergency created by thepEan war
to about $150,000,000, which was the maximum ugh& opening
of the Federal reserve system. Since the beginninghe Federal
reserve system the maximum of notes, rediscounts,balls payable
of all the national banks has amounted to aboudGER000,000, or
about 20 times as much as their total borrowingstayd907, and
| believe that the amount at the present time staatl about
$2,000,000,000. But a very significant feature ladttsituation is that,
that if we should deduct from the—or if the natibmenks should
be reimbursed the money which they have investedidtory bonds
and Liberty bonds and loaned on Liberty and Victargtes they
would be able to pay off their entire indebtednéssthe Federal
reserve banks, and to all other banks.

To my mind those are very hopeful figures and iathe of a
pretty solid situation. In other words, if the bankhould be reim-
bursed the money that they now have in the waresghey could
pay off every dollar they owe to the reserve baok$o any member
banks. Of course we are not expecting them to lmbresed for
those bonds and loans immediately, but in the eowfstime they
will be liquidated; the Liberty bonds and Libertytas will find
their way to investors and the banks will have atk their capital
in liquid shape.

| personally have no doubt in my own mind that tfext two or
three years will probably find our Liberty bondsdaviictory notes at
a premium. You all remember very well that it wag more than 20
years ago. when your Government 4 per cent bond abbve 140;
while they carried circulation privileges they had Federal reserve
system where they could be used as collateralreithe

My parting words is to urge that the member bankspkthem-
selves in solid condition and lean as little assfde upon the Fed-
eral reserve banks, and that the member banks Hanuertake to
make their loans year in and year out, or montland month out.
except on unusual calls and in emergency cases) ffe Federal
reserve system. | am reminded, in conclusion, & tiopeful and
reassuring lines of the old hymn:

Ye fearful saints fresh courage take;
The clouds ye so much dread
Are rich in mercies and shall fall
In blessings on your head.
| think the time will come, and soon, when theseuds will pass
away and we will get down to the solid foundatiore wlesire-
Governor HRDING. Following our comptroller's suggestion that
the banks of the country are making an intensivapzagn to keep
up their savings department especially, | wish &l attention of
the members of the conference to the fact thatRbederal reserve
note issues outstanding are nearly $3,100,000,806, that in en-
deavoring to locate the whereabouts of those netdailed to see
where there can be more than about $1,750,000,00@w held in the
vaults of the banks of the country, so that leakssut $2,300,000,000
in the pockets of the people, or in circulation serhere. We all
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know the habit that has grown up in the last twotloee years on
the part of people carrying large amounts of natpen their per-
sons, and it gives you a very good idea of the iptisies of a cam-
paign to increase your deposits if you can indueepfe who carry
money around with them, or who have it stuck arotdine house
somewhere, to come around and deposit it with taek& It will

increase your deposits and will be a very largeucddn in the
amount ------

Mr. WiLLIaMS . A small bank in Michigan recently reported to my
office about $4,000,000 in the vicinity of this dinwn which was
carried in old stockings or in safety deposit boxdmt there was
being hoarded $4,000,000 in the vicinity of tha¢ @mall place.

Governor HARDING. Mr. Mohlenpah, will you make some re-
marks?

Mr. MOHLENPAH. Mr. Chairman and gentlemen, | am sure no
man in this conference would expect anything frone thewest
member of the board. | think it would be right taysthat there
is no member of the board at this time that has be&ted to your
problem so directly as perhaps | have been, bedahage just come
from the desk and | have, during the past six nm&nthsualized
the proposition you were up against, and | wantsay right here,
gentlemen, that | refuse to be a pessimist. | qaigee with the
comptroller. That does not mean that | am an expaist or an
inflationist, but | do believe in the broad, genepaoposition that
we have just as much right to take stock of ourtasand of our
privileges and of our opportunities as we have haf tlarker phases
of the question. [Applause.]

Now, gentlemen, | believe out of this situationlwibme a stronger,
higher morale on the part of the bankers themsel\és saw our
people at the highest point during the war. We haveight to
expect the business men, particularly the bankeits,come to their
highest point now in this financial war. | belietiee bankers will
clean house; | believe in this trial or strain tress they will become
better, safer custodians of the people's money.

May | illustrate just what came to me from one oluy men yes-
terday? He said, "I believe that our bank will bdetter bank; that
our men will be better bankers in handling the pelspmoney.” He
said, " For years in our bank we carried a loar$8®,000 for one
very wealthy person in our city. When this straBme on | called
her in. She was a very wealthy real estate owned, latold her
frankly our problem. She said, 'I'm very glad yaidt me this; |
will gladly and willingly make a mortgage upon myoperty so that
your needs over the counter will be more liquid amat you will be
relieved of that much.""

I am only indicating that as just a suggestion dfatvwill happen
over the counters one way or another during the sexmonths of
30,000 banks and bankers relating themselves ip libsiness. That
is to be desired. | believe the bankers, if thisioational propa-
ganda you are talking about is put out, will becosoenething bet-
ter than bankers; you will become community leadsmd not just
community advisers, but you will become communitsectors. The
very nature of your business in discriminating upaur loans will
make you that, and that is a good thing. It is jesactly, to my
mind, what this situation needs; not a contractiat is going to
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hurt; it needs the steady nerve of the bankersgasthey faced their
problems in 1903 and 1907.

May | remind you gentlemen again that we have nmeasp be
thankful for our position as a Nation at this time over against any
other period in the history of the world? And | vdwot want to
see the bankers as a fraternity, privileged to lded people as you
are, to go out and take a backward step to hurtpeople as they try
t?‘ relate themselves to their business in this mamtderful country
of ours.

And right here, as we think of this community prgr and com-
munity interest; as we see the banks of the in@listenters like
Boston and New York and Cleveland at this timettes great agri-
cultural districts of our country are now aboutgm at a new season,
the seed going in the ground, that you are in @iposhow to help—
if 1 would say one thing above another it would thés: That we
lay stress upon the first prime importance of sgeim it that we
produce all those things related to food and ohgthithe funda-
mental need not only of our own country and evelyep economic
interest of our country, manufacturing and evenghielse so inti-
mately related to that of the program of the adnicist, but be-
cause of the need of the world. And | appreciaentlgmen, the
suggestions that | have heard and the things ywe said here to-
day, and it would be my privilege and pleasure amchny way |
can, in any small way | am able, to assist. Letbasoptimistic and
not altogether pessimistic. [Applause.]

Governor HRDING. | wish to convey to the gentlemen of the con-
ference the greeting of our absent member, Govehamlin. He
left about three weeks ago to go to a hospital riga@ston, where
he underwent quite a painful operation. | am gladsay it was
entirely successful and he is now out of danger. wié be con-
valescing several weeks, perhaps, before he willbhek with us,
but he assures me when he does come back he wilk emtirely re-
stored to health. | am sure that all miss him tg-dand | am sure
all will be glad to hear he is past the danger paimd will be restored
to us for many years of usefulness.

Mr. JOHNSON May | ask a question? The comptroller spoke in
regard to this matter. Upon this last page of thartc it would
show that the borrowing for commercial purposes thg Federal
reserve banks through all the member banks frony dol about
September ran along about $250,000,000, and froah ploint on
there was a steady expansion until now the bormwior com-
mercial purposes is about $1,000,000,000, andctiést does not in-
dicate there is to be any diminution of that inseaNow, as a
practical question, where is that going to lead us®ould like to
ask the comptroller what he thinks about it.

Governor HRDING. That means there must be some liquidation of
commodities held up.

Mr. JOHNSON As a country banker my observation is that the
mass of borrowers in the country banks do not lraueh to do with
commodity product.

Mr. WILLIAMS . The figures | gave referred more to the national
banks and did not refer to the other member bafKsthe total
borrowings of national banks of $2,000,000,000]sbikdiscounted
and bills payable of all kinds, if there shouldéeonversion of a
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thousand millions in Liberty bonds, or if they shbwsell them to
savings banks and to investors, that would pay oofé billion. If
the borrowers with the banks should pay off théidnl which they
are borrowing on war issues, that would pay offdtieer billion.

Mr. JOHNSON That is not quite the point. The expansion for
commercial purposes, as shown by this chart, frasth $ummer until
now, is from two hundred and fifty million to onbadusand million
dollars for commercial purposes.

Mr. WILLIAMS . TOwhich chart do you refer?

Mr. JOHNSON That expansion is still continuing, so far as this
chart shows, and if it continues during the summasrit has been
continuing during the spring it seems to me it wilit us in quite
an extended position.

Mr. WiLLiAMS . Which of the charts are you looking at, Mr. John-
son?

Mr. JOHNSON The last one, the bottom chart on the last page,
showing the condition of all the Federal reservekisa

Governor FARDING. You mean the total discounted paper on hand?

Mr. JOHNSON The bottom chart on the last page, showing all the
Federal reserve banks together.

Mr. WILLIAMS . The total discounted paper on hand.

Mr. JOHNSON The total discounted paper on hand is $2,500,000,00
of which $1,500,000,000 represents Government gesuand $1,000,-
000,000 represents commercial paper apparentlyeasl the chart.

Governor HA\RDING. Last September it was about $1,560,000,000.

Mr. JOHNSON The difference between the two top lines on the
bottom of the chart is what | am getting at. Laspt®mber it was
$260,000,000 difference, but now the differencg&li©n00,000,000.

Governor HARDING. Has anyone any suggestions to make to the
committee which is going to draft a report?

Mr. OTTLEY. There was one point that was taken up this morning
and discussed by several of the directors. As letstdnd it, when
we get back from this conference the vital quesi®rgoing to be
what action if any this conference is going to takethe question of
rates under the graduated scale. | would like to asthis juncture
whether or not this committee is going to make poreto the con-
ference touching that point?

Governor HRDING. | should not think so. The rate making power
in its initiative rests with the directors of eaoh the reserve banks
independent of any other Federal reserve bank. aimendment
which authorizes a normal credit line and a progjves rate dis-
tinctly says that each bank for itself may deteenithis without
reference to any other Federal reserve bank. | aobelieve that
any Federal reserve bank would care to lose itsnamy to the ex-
tent of putting its policies in the hands of a coittee represent-
ing all of the Federal reserve banks, but | thihkyt would prefer
to stand on their own basis and carry out the intdérthe act, solv-
ing their own problems on their own responsibility.

Mr. WILLIAMS . In answering Mr. Scott's question as to the in-
crease of seven or eight millions in the loans distounts of the
banks, there was a suggestion made this mornirgplye one that the
banks might be asked to reduce their loans anduligs by 10 per
cent. That would come pretty nearly wiping o tthole busi-

151



ness; 15 per cent would almost wipe it out | wosldppose that
the loans and discounts resources of all the bardtsnal and State,
are about $45,000,000,000. | suppose that the l@aus discounts
are somewhere between thirty, and forty billiontisat an 8 or 10 per
cent reduction in loans or 5 per cent would caleegayment of an
immense amount of paper.

Mr. Scott. How many banks have established a pssgre rate
thus far?

Governor HARDING. Kansas City established it and has it in effect,
and Dallas has paved the way for the establishofant

Mr. SCOTT. Those are the only two ?

Governor HARDING. Yes; those are the only two. They have not
put it into effect, but all preliminaries have beearried out. |
understand the Federal Reserve Bank of Atlanta thas matter
under consideration. Is that right, Mr. Ottley ?

Mr. OTTLEY. Yes. At the last meeting of the board, it was tha-c
sensus of opinion of the board that a progressate was correct
in principle. | feel sure that it would have beent pnto effect at
the last meeting of our board in New Orleans, exéepthis confer-
ence here. It was postponed because of this caowereBut it is
proposed to put it in in order to be in line withetvarious Federal
Lesekrve banks, particularly with the St. Louis bamd the Dallas
ank.

Governor FHARDING. Would you object to saying, after you have
heard this discussion here to-day, what your diituas a director
of your bank, will be toward the establishment b€ tprogressive
rate? What will your advice be when you go back?

Mr. OTTLEY. | would not hesitate to say that my recommendation
will be to put in the progressive rate. On the does outlined
by Mr. Alexander—that is, a 7 per cent rate as a fate—I| do
not believe that would be in the interest of thetsgn. From the
information we have in the sixth district, and Ilibee this applies
in the other districts, the overborrowing by bankegardless of any
basic lines, is confined to a small number of baaks | think it
would be in the interest of the system to put ischedule of pro-
gressive rates as applying to those particular ddnk not to raise
the rate and just make it a flat rate. As | saidot®e | believe, as
a result of this conference, so far as | am coragkrthat my opin-
ion would be that it would be good business at thie to do that,
so far as the Atlanta bank is concerned.

Mr. ScoTT. You would not favor leaving your rate at 7 per cent
for the normal line and then penalizing excessiwedwings ----------

Mr. OTTLEY. Absolutely not.

Mr. SCOTT. | am in favor of the present rate.

Mr. WAYNE. | would like to say a word on this progressive dis-
count rate. It does not appeal to me as a directothe Federal
reserve bank at all, at least for operation in district. | am afraid
it will do just the opposite for which the Fedenaserve act was
enacted. In other words, the act was proposed #&blenthe banks
to cater to commercial business. | know in the afien of our
own bank we were very often called upon to borrawiteg heavily
and we cut it down as fast as we could, but if weegoing to accumu-
late a batch of commercial paper, either by ditestsactions for
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customers or by purchase on the market, becausdamuowings at
the Federal reserve banks happen to go beyondtancémit, we are
going to be heavily penalized, we are going to diaging the paper,
and we are going to invest our money in call loansWall Street,
which is exactly what the Federal Reserve Boardsduat want the
member banks to do. We are not going to be penklizat we are
going to put our so-called surplus moneys in invesits that we can
readily realize on without being penalized. | thitnke situation
can be handled, at least in our district, withoetourse to the im-
position of the penalties that have been proposetthink when a
member bank over borrows that it is up to the efficof the Federal
reserve bank to find out the reason for it, anchihk in 9 cases
out of 10 it can be corrected. | think that you @@ng to defeat
the very purpose of the act, which was to enablangercial banks
of the country to do a safe commercial business. Wiflesimply be

driven into call loans on Wall Street for our suiplmoney if they
are going to penalize us.

Governor HARDING. There is another important question, gentle-
men, and that is the question of bankers' accepsant might be
of value to have a brief discussion of that heiig #iternoon; that is
as to whether or not there should be a differemtighe rate in favor
of acceptances in consideration of the fact thanmmasions are
charged for the acceptances. Then the question aghéther or not
acceptances purchased are taken over by a Fedzsaive bank
from a member bank should be charged as a paheoéliscount loan
of the accepting bank, or whether it should be lagirely separate.
The directors of the Federal reserve banks of NemkYand Boston
I think are particularly interested in that questiand it may be
of advantage to have the discussion opened by Mman.

Mr. TREMAN. | think the sentiment in New York is not in favor
of having acceptances charged against the individaak. | think
it Iis quite a unanimous sentiment there that thatld be a mis-
take.

Mr. FORGAN. Do you mean charge against the accepting bank?

Governor HARDING. Charged against the selling bank.

Mr. FORGAN. The indorsing bank.

Governor FARDING. Yes.

Mr. FORGAN. The accepting bank has nothing to do with it

Governor HARDING. | meant the indorsing bank.

Mr. TREMAN. With regard to the development of acceptances we
have always favored in New York the encouragemérthe accept-
ance market on the theory that it was a right armpgr develop-
ment of a credit line; and while it has been abusedertain cases
we do not think it has been abused to such an exbet it should
be discriminated against.

The acceptance market is growing very rapidly. Waveh found
that whereas only a few of the banks in the NewkYdistrict are
buying acceptances as means of investing theirsfdoidshort periods
that the country banks are coming in in quite largenbers. We
have now | should think something like a hundredkisaout of
740 banks in the New York district that are buyiacceptances as
a means of investing their short-time funds. Thare also com-
ing into the New York market a great many accepartbat are initi-
ated in other districts and they gradually finditlneay to the New

153



York market because it is practically the only opmarket at the
present time. | am sure that our directors feel tha should en-
courage, within a reasonable degree the developwietite accept-
ance business in this country.

Mr. BEAL. In the matter of acceptances | think | quote ouedi
tors correctly in saying that they should not beited against any
line of discounted paper allowed to member banid that a prefer-
ential rate of discount for acceptances shouldoerallowed.

Governor HRDING. | think you have a preferential rate, but it
has not been availed of to any great extent.

Mr. BealVery little.

Mr. FORGAN. In Chicago we are developing some market for ac-
ceptances. Our country banks are buying them aarhileg to rely
upon them in that way. They think they are the lm=stondary re-
serve that they can have in their portfolio and teason for that
is that they can be readily disposed of. The sameoarse applies
to commercial paper. There was supposed to be shifieeence, but
they were found to be more convertible, and shdagddmore readily
convertible, than commercial paper. An acceptarscenore strictly
a document that represents a transaction that I thquidated at its
own maturity, much more so than even our commenoader. We
know that the operators in commercial paper puirtpaper in a
broker's hands and raise money to meet that papeit matures;
but an acceptance is more along the line of a ap&@nsaction rep-
resenting goods that are to be either exported aveoh from one
part of the country to another, and that the goatikbe sold and
the acceptances will be paid promptly at maturity.

| say this because it is a good argument why tlee@eance, if it
is to be considered the best kind of secondaryrvesshould have no
restrictions of any kind put around the ability get rid of it,
especially if you adopt this plan of graduating ttetes above a
specified line of discount. When a bank gets ugttonominal line
it might have quite a line of acceptances and ighnhihave to con-
vert at a rate as high as they were paying outaindés City.

Governor HARDING. AVhat is your view of the rate at which Fed-
eral reserve banks should buy acceptances?

Mr. FORGAN. | think just at the current rates.

Governor HARDING. You mean the current rates for commercial
paper?

Mr. FORGAN. For commercial paper; yes.

Governor FARDING. What is your view of that, Mr. Treman?

Mr. TREMAN. | would say the same.

Governor HA\RDING. Mr. Bailey, is that your view of it?

Mr. BAILEY . Yes.

Governor H\RDING. We sent out a questionnaire two or three
weeks ago to some of the acceptance houses, d@alacseptances,
asking a good many leading questions on the whalbgest, not only
as to rates but as to whether the acceptance vedly rehat it pur-
ported to be, whether it was actually a self-ligidg instrument.
We want to find out particularly whether an accepta against
export, for example, was really paid by the imporbm the other
side, actually liquidated, or whether at the endtld life of the
acceptance, at its maturity, the form of the credds changed,
that it became a fixed loan in the hands of sommiez bank in
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this country. The replies are coming in. They aming to be
tabulated in the next day or two and we will havems further
information on it.

The domestic acceptance particularly seems to lmeen abused
in some cases. It is being used as a method oftiggaredit in
excess of the limitations of section 5200. Acceptsnhave been
made against warehouse receipts where there wasteotion of
sale or no prospect of sale.

| have here, gentlemen, a rather severe arraignmgrhe pro-
gressive rate plan if you would like to hear it.idt written by the
%ove_rnor of one of the banks which was opposed utiing the
idea in.

That amendment was drawn in order to meet thatctibje and
counsel says that it does meet it. If a bank agteedhake a rule
that any bank should be exempt at one and the dame from
the operation of the progressive rate that theyldcomake that
exemption, that all banks in their district must tbeated alike. That
is the only requirement. It does not seem praciicab give the
member bank the option of picking out what timetlod year it de-
sired to be exempt, but if the Federal reserve haisked to put in
a normal credit line with a progressive rate and thate put in,
say, during the month of September or October oveNwer, the
normal line would be extended to a larger amoumt,the whole
plan should be held in abeyance during those thresths, it would
be entirely competent for the directors to do so.

Mr. ScoTT. We find that about 80 per cent of our members are
small country banks with a small capital and snadposits and
that therefore, figuring on the Kansas City planeit normal line
would be almost negligible. A great many banks hgvi100,000
capital would have a normal line of only $12,000%i5,000 under
the Kansas City plan. They are the ones that wédlyremed to
help out, in the farming communities. We had a detaplist made
up of every borrowing bank, showing what its ratesuld be if
they were under the Kansas City plan, and we fotlrad some of
them ran up as high as 18 and 19 per cent. If plexdt were ap-
plied it would mean the ruination of the agricustudistricts.

Governor HRDING. Governor Wellborn, of Atlanta, told me that
he had reached the same conclusion.

Mr. ScoTT. We find our plan works to the detriment of the &rg
banks because the larger banks, which are abopied®ent in num-
ber, could get a larger line under the Kansas @ign than they
could under the plan we finally adopted, but thne lthat we adopted
was for the benefit of the largest number of bards] we conse-
guently adopted it.

Mr. UTTERBACK. What is your plan, capital and surplus?

Mr. ScoTT. Capital and surplus. That would be the normal ¢tredi
line and every 25 per cent over that 1 1/2 per.cent

Mr. MOHLENPAH. | would like to ask Governor Bailey if in his
judgment the banks that are not using the Kansa&g @an at all
for rediscount have, because of this progressive, ranticipated at
this time their full needs? Do they do that in avey?

Mr. BAILEY. | think they will. We have discovered since thigera
was put in that the bank—in the first place, then&&s City bank
people have gone out through the country and eaiiht—they



have had this long time relation with them and hasken their
rediscount paper. The Kansas City banker calls aneeting of
these country bankers and says to them, "Just tfdahgd, we will
take care of you; bring your paper down here." Tlewe done
that and now the Kansas City bank finds itself &whdip with it.
Then the country bankers come to town and theyteadym, " John,
you have not used your rate at the Federal reskavk," and he
will say "no," and they will say, " You will confea great favor on
us if you will just do that and relieve us this &rh

Now, we have figured in Kansas City that the memhbank was
entitled to take from the Kansas City bank just threportion that
it had contributed to the Kansas City bank. Thatniés City
bank has to keep 35 per cent of that as dead mofegt is its
reserve. They take the reserve that each membéde tamies there
and add to that the capital stock and take 35 pet of that as
reserve. It seems to us that it is a fair propmsitihat the member
bank should be entitled to its just proportion dfiatvit had contrib-
uted to the Federal reserve bank in Kansas City thatl if it took
any more and used it that they ought to pay a petiat it. | have
been forced to that conclusion, gentlemen. Perl@aps conditions
are different than they are in the East. Perhagy thre not any
different from those in St. Louis and Dallas, buy goodness alive,
those fellows out in Kansas, Oklahoma, and arotmedet would pass
the buck in a minute and we would never get anyateh or any
contraction. You have to put up the danger signgl énough so
that it means danger if you keep going and wordwsbHown. |
have been around to these various bankers' conwsnéind meetings
and have talked to them personally, and every dniem will take
the attitude, when we tell them that we must ngiaex, of "letting
George do it," and would go on making money justiam as we
would let him. But as soon as he discovers thatsitgoing to
become unprofitable for him to do it, he finds tighway that he
can get along without making so many loans. At aeting not
long ago | was asked the question, " Do you think ave loaning
this money for providence?" and | said, "I don'toknhow to an-
swer that question as to what you are doing now,cbunsciously and
unconsciously you have been doing it for the lagi br three years
while you have had this opportunity to do it."

Now, when these fellows come in to make big depoaitd you
accept them, every time you accept a big depositethis with it
an obligation to make a loan. | happen to know a& dank in
Kansas City that accepted a $500,000 deposit ofGéeeral Motors
Co. and they thought it was fine business. Theyiadrit for six
months at a low rate of interest, and right durthg time of stress
the $500,000 was called for and they asked for GOS®O0 loan. It
was just that kind of condition that was broughbuabthere, and
they bring the stuff over to us to rediscount.

Mr. DECKER. | think this is a matter that differs in differesec-
tions. In Minneapolis | have found no sentiment tgkar in favor
of the graduated interest rate, for the reason that big strain
comes almost at once, during the crop-moving seaBon instance.
a year ago last fall the rediscounts of the Fedeeakrve Bank or
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Minneapolis for its member banks were $97,000,00Che middle
of September and they were down to $3,000,000 by niiddle of
December.

Now, we think it would be a very great mistake tay o the
member banks, who are financing these crops anthsigahom any
charges made will naturally sooner or later go baok then to the
producer of the crops, to say to the bank for nmmenths of the
year they shall pay a certain rate and then whey tome in to
move the grain of the country and borrow a largeowam of money
that we will stick them 12 per cent. It would nobnk in our dis-
trict at all. It would work just exactly the otheway. | agree
entirely with what Mr. Reynolds said this morning. do not
think that a bank that is located in a district veh¢hey never have
to borrow any money is entitled to any more crédan a bank that
is located in a district where they have at time$dorrow their heads
off. One is just as much a necessary part of thencerce of this
country as tne other. Therefore, | do not think sheould say to
some little bank in the State of Minnesota, fortanse, where they
have no demand for money at all, but just enoughat® care of
their own deposits, that because they have nevem beborrower and
possibly never will be, that we must forever ledtie reserve there
for them because they are entitled to it, when akb@ Minne-
apolis or St. Paul, at certain seasons of the Ywa&r to extend its
loans tremendously in order to furnish food for theople of the
world. We must look after those things, it seemsnte, and care
for the conditions in the district. In the Minnedipo district
I find no sentiment in favor of it at all. We magach a point
where it may be necessary; and if that point shdwddreached, |
would not hesitate for a moment to put it into effe

If you want to restrict the borrower of a certaorts do not penal-
ize the seasonal borrower who has need of a langefbr a small
time. For instance, assume a bank with a norma bh $50,000.
If that bank borrows nothing for, say, 10 monthstle year, then
for 2 months in the year it borrows $250,000, yawld establish a
rule where the penalty rate did not apply to th25@000 of seasonal
two months borrowing. If, on the other hand, yow labank whose
normal line was $50,000 and carried $125,000 ol0$I® all of the
year through, it would apply to that bank. In otleords, you give
the benefit of the exemptions you see of the freedamm loans to
the peak of the load.

Mr. FORGAN. | should like to suggest just one question. | fhe t
question to the Dallas representative. My recdbectis that some
time during the winter, when the Dallas districtt go the height of
its season on cotton and was carrying cotton, dctprally used up
every dollar of reserves it had. If it had not loeved from other
banks in other districts it would not have had amegerve at all,
which means, of course, it could not have done vithdid do, take
care of the cotton situation. Was it general? Wallethe banks
in the district borrowing to create the need, orenthere only a few
of the larger banks in the centers, in Dallas?

Governor HARDING. Comparatively few of the larger banks are re-
sponsible for that.

157



Mr. SCOTT. Yet a great number of interior banks were borrowing
too. | suppose one-fourth of the banks were bomgwit that time.

Mr. FORGAN. But a few large banks that went under that load.

Mr. SCOTT. Yes.

Mr. FORGAN. Now, then, do you contemplate taking advantage of
what Governor Harding has drawn attention to? Wihieat situa-
tion arises again, are you going to let these ldrgeks do the same
thing again and waive your regulation in regardtite progressive
rate, or how are you going to get through? If thg banks are
not allowed to get this big rediscount, how are ygming to carry
that cotton? You can not expect them to do it gter cent and pay
you 15.

Mr. SCOTT. We are going to let the larger banks pay the pmagre
sive rate.

Mr. FORGAN. How can they do it?

Mr. SCoTT. That is not such a grave penalty.

Mr. FORGAN. The progressive rate?

Mr. SCoTT. No.

Mr. FORGAN. They are paying 15 per cent in Kansas, though.

Mr. ScoTT. Under the Kansas City rate they would, but not unde
ours.

Mr. FORGAN. Where do you get the limit?

Mr. WATTS. You reduce the lines to your big bank?

Mr. ScoTT. Here we take a bank that under the Kansas City plan
might have three and a half million normal linet lusing the capi-
tal and surplus have got a line of two and a haillion, if the
present rate continues, that is, at 6 per cent. ,Nmwevery 25 per
cent increase the rate goes up one-half of 1 pet, se that by the
time that bank has $5,000,000 borrowed money [aigng 8 per cent
on the last 25 per cent, or an average of 7 peraeihe five million.

I do not contemplate any bank in our district, whomrmal line is

two and a half million, that is going to borrow ¢aceed five million.

We have never had, and | do not presume we wilehae that our
progressive rate after all would not be any higiamn the basic rate
that Mr. Alexander proposed this morning to putfat the New

York district, the 7 per cent rate.

Mr. MOHLENPAH. Might not this be true, that the little banks
would be borrowing through the central bank, gettitheir lines
there at a higher rate of interest, and the citpkbarediscounting
at the Federal reserve bank at a lower rate ofaste would that
not be true in a large number of small banks inTtkeas district?

Mr. ScoTT. In the Texas district, under the plan we proposeub
in, the country banker might be borrowing moneyag®e than the
city banker; in other words, he has got a line @b,$00 in his
capital and surplus, and he is getting that atdiment rate, which
is 6 per cent. Of course, if a city banker is bwirg double his
amount he is paying 8 per cent on some of his moseyit will
tend to encourage the country banker by the pexsuasethod that
was suggested coming from the city banker to boremvmuch as
possible direct from the bank and to leave the bawyk's line open
for local business.

Mr. MOHLENPAH. | had had the complaint from several country
banks in different districts that the city bankexswaising his rate
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up on them. For instance, the commercial rate natdthe Federal
reserve bank to Kansas City, Chicago, and St. L.dbet raised the
rate to 6 1/2 to 7 per cent on the country baniteat is, it is rather
an automatic proceeding.

Mr. SCOTT. We have not got a bank loan in our portfolio giving
over 6 per cent.

Mr. MOHLENPAH. | am not talking about the city banker.

Mr. SCcoTT. Ours is the city banker.

Mr. WATTS. That is absolutely true, the city banker is raisthg
rate.

Mr. MOHLENPAH. | had one man tell me he put up $500,000 Lib-
erty bonds and charged 6 1/2 at the city bank,easirdy, and the
excuse he said was given to him, the reason, rattess they had to
pay a higher rate for the Federal reserve bank. gdiat | would
like to make, is it absolutely necessary in eveansaction made in
a Federal reserve bank that it has got to be madé¢he basis of
profit to the Federal reserve bank, or is it noteithat these reserve
banks will have to forego their profit in this opérs of borrowing
when the country banks have to move crops or atbemmodities?

Mr. ScoTT. | said a moment ago we did not have a loan on our
portfolio—| meant of the banks. Of course, indivédki are getting
a little higher rate, 6 1/2 per cent instead o&¥ gent.

Mr. BAILEY. IS it good business to raise the rate in New York to
7 per cent? The fellows doing the mischief are fidows that are
extending the credit all over the country. If yoo dot raise the
rate of interest to him, how are you going to dges effect of slow-
ing down?

Mr. MOHLENPAH. | am not contending against it. | am trying
to show up the modus operandi, how this thing ases there as it
is related to the country banker who is taking caf¢he man who
is raising the crop.

Mr. BAILEY. | want to give a concrete illustration. | had a mer
chant, a good man; he had been getting a rate pdr&ent as long
as | remember, and he came in and we said "We @ng do charge
you 7 per cent; we have raised on all of them."dd&l, " My God,
are you going to charge 7 per cent? | won't pay itan stand 6
per cent. | can get along with less money." And jbhs&t up and
paid his note, all in good nature.

Governor HARDING. Gentlemen, is there anything more the con-
ference wishes to discuss?

Mr. UTTERBACK. | should like to ask one question in regard to
rates. If New York should put on a 7 per cent rake,not all rates
have to finally be approved by the Federal ResBoard?

Governor FARDING. Oh, yes.

Mr. UTTERBACK. IS it not the policy of the Federal Reserve Board
to make all rates uniform in the district?

Governor HARDING. Not necessarily. All in a district?

Mr. UTTERBACK. | mean over the system?

Governor HARDING. Not necessarily. There is no obligation on
the part of any district to have uniform rates.

Mr. BAILEY. Would not this obtain? Suppose | carry a balance
in New York City and expect to rediscount on it dhdy put the
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rate to 7 per cent and Philadelphia is kept at @Jlgv| not probably
transfer my balance to Philadelphia?

Mr. SCoTT. They would not raise them to 7, would they!

Mr. BAILEY . | do not know.

Mr. SCoTT. If they did raise it, they would reduce it quiteostty.

Governor HRDING. | would suggest, gentlemen, that you be care-
ful not to give out anything about any discussidnd@scount rates.
That is one thing there ought not to be any previdiscussion about,
because it disturbs everybody, and if people thatles are going to
be advanced, there will be an immediate rush toimet the banks
before the rates are put up, and the policy of Reserve Board is
that that is one thing we never discuss with thesspaper man. If
he comes in and wants to know if the board hasideresd any rates,
or is likely to do anything about any rates, somenark is made
about the weather, or something else, and we illvie can not dis-
cuss rates at all, and | think we are all agreedatld be very ill-
advised to give out any impression that any genexarruling of
rates was discussed at this conference.

We have discussed the general credit situation,yand committee,
which has been appointed with plenary powers, pipare a state-
ment which will be given out to the press to-morraverning, and
we will all see what it is. You can go back to ytanks and of course
tell your fellow directors as frankly as you choosbat happened
here to-day. but caution them to avoid any preneatliscussion of
rates as such.

"We have had an exceedingly interesting day, gemle The sug-
gestions which have been made have been valualdewan have
profited by your visit here. | wish to express oshalf of the board
our appreciation of your coming here and to thaok yor the un-
selfish and loyal interest you have taken in theédfal reserve bank
situation throughout the country in giving this teatthe careful
thought and consideration that you nave, and | ame that the
spirit which has manifested itself at this meetingre to-day will
spread throughout all the country to the member aadmember
banks, and if it does, we can look the future i@ thce with courage
and confidence.

(Thereupon, at 5.03 p. m., the conference adjouyned
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THERE IS A WAY OUT. ..

It has been suspected for some time — that the s
called Fed is NOT owned or operated by some mysteri
ous international bankers — as so many are led do b
lieve. The popularly propagated myth, that sodigtant

and mysterious band of international bankers owrd an

operate the Federal Reserve — effectively functions
either by coincidence or design, to deflect thterdion
from the real owners and operators — who really are

our own domestic commercial bankers residing practi
cally in our own back yards.

Each of the 12 Federal Reserve Banks has been -incor
porated May 18th, 1914 by five commercial banksAnd,
according to corporate law, the incorporators dhne
owners of the corporation. The Federal ReservakBaf
San Francisco, in an ad in the Computerworld ofy Ju
16th, 1979 boldly states: "Some people stilinkhiwe're

a branch of the Government. We're not. We're the
banks' Bank".

Paul M. Warburg, the reputed author and engingfer
the Federal Reserve Act and System, in a speeah w
back in October 12th, 1915, in St. Paul, Minrbefore
the members of the Twin City Bankers' Club, eated
the bankers: "The Federal reserve bank is the membe
banks'; it is your bank, your fire engine, counsted
for your greater protection. You have paid for anhd
you are operating it". (Emphasis added.)

There you have the whole mystery of the Federal Re-
serve banks and System in a nut shell — that théed-

eral reserve banks are the “commercial® bankers'
banks; run, managed and directed by the commercial
banks through the class "A" directors, elected thg
member "commercial" banks' officialdom.

The above is often debated as to who owns or dsntro
the federal reserve banks — but the INSIDE STORY of
the Manufacturer's Record editorial, and SENATED
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UMENT No. 310 (erroneously titled: Federal Rese
Board Conference) clearly reveal and demonstratihat

it was the class "A" directors — which are gengrall
presidents and board chairmen of commercial banks —
which directors with full authority planned, magea and
executed the 1918 - 1920 deflation, and of bssine in-
dustry and agriculture breakdown.

There is no other entity, business or organization
cluding the National Government, other than thenie
mercial banking industry" that has the "requiredheck
clearing and transferring facilities — that couldubgy,
secretly,  esoterically and arbitrarily deflate tHéation-
al Economy either selectively or collectively.

The "commercial banking industry" can inflate or flaie
the national economy with or without the Federalsdtee
System. The 1873, 1884, 1903 and 1907 pamés all
brought about without the federal reserve banks,ithoat
the federal reserve open market committee and wfitho
the federal reserve board of governors.

Therefore, repealing only the Federal Reserve Aoes
not stop the “"commercial banking industry” from |amf
ing or deflating the National Economy. Repealitige
Federal Reserve Act also does not stop the “fraakio
reserve banking" practices of the commerciakban

Saying the above in academic and media terms: Repea
ing the Federal Reserve Act does not stop the camme
cial banks from creating, expanding and contngct{ex-
tinguishing) checkbook "deposit credits" — which paa
bility of the commercial banks is the foundationr foon-
trolling the so-called M-I Bank Money supply.

The elusive “fractional reserve" or "checkbook d#po

credits" expanding and contracting technique — is- e

sconced in the commercial banking industry's "check
clearing and transferring" mechanism.
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In very simple terms: It is the commercial banksic-"
cess" to injecting new "checking account" deposiede
its into "their own-managed” check clearing and ngra
ferring system — which makes it possible for themeo
mercial banking industry to practice the fractionaé-
serve technique of lending and investing Bank check
Money.

For a simplified example: If an individual shouldave
access to the banks' check clearing and tranderfax
cilities — he could then write hot checks in paymdar
goods and services. When the hot checks came tmck
the bank for payment, having access to the chdekr-c

ing and transferring facilities — he would simplyn-i
crease the respective vendor's checking accountosidep
credits by the amounts of his hot checks payment

mounts. Once the hot checks payment amounts ad- cr
ited to the respective vendor's checking accounts the

hot checks payment amounts systematically become a
component part of the so-called M-l Bank Money s$upp
Once in the M-I bank money supply stream, the hot
check credits completely lose their "hot check is8d
identity, and by means of checks then circulate the
commercial arena as the public's and government's
checkbook money.

The above simplified example may sound outrighticrid
ulous and criminal. Nevertheless, the simplifiestam-
ple procedure and access to "self-managed" cheelar-cl
ing and transferring — is the esoteric foundatioh tbe
fractional reserve bank checkbook money creation —
and practiced by the commercial banking industryergv
day.

Therefore, any Money and Banking Reform Bill orgke
islation that does not take the check clearing drahs-
ferring mechanism out of the banking industry's tomn
— is doomed to be no better than the federal reserv
act of 1913.
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The "KEY" to establishing a successful and an aguit
ble Money and Banking System, according to Aetid,
Section 8, Clause 5 of the United States Conistritu—
the Nation's check clearing and transferring praced

must be clearly defined and locked into law — and b
supervised and operated by the United States Tmeasu
System — thus outlawing and out-maneuvering all op-

portunity to the banking industry, or to anyorlsee to
ever begin to practice the fractional reserve check
money creating, lending and investing.

Throughout the history of the United States, andinig
now in the 20th century — many Money and Banking
reform bills have been contemplated and introduced.
However, non of the bills, even bills drawn up bga-
soned legislators — have ever taken into accduet
importance of the check clearing mechanism — which
mechanism if not understood and not procedurallyn-co
troled — can nullify and ruin the "best-intentiatie
Money and Banking bill.

The first Money and Banking System Reform Bill that
does take into account the check clearing and spellt
how the check clearing and transferring proceduhneuls
be carried out through the United States Treasuny sub-
treasury System — is published in a book titled:EAQDA-
RATION OF FINANCIAL INDEPENDENCE, published by
Monetary Science Publishing, Box 86, W.ickliffeOhio
44092.

The Treasury Money BIll titled: TAX AND FINANCIAL
LIBERATION DECLARATION — in Section 24 and its
sub-sections completely and in detail defines hohe t
check clearing and transferring procedure should dpe
erated and supervised — to completely take away the
power and opportunity of the commercial and fedem
serve banks to inflate and deflate and break dowsi-b
ness and industry at and for their own pleasure or
profit — as alluded to in: THE INSIDE STORY.
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Order a copy of the DECLARATION OF FINANCIAL IN-
DEPENDENCE book today!

Help and educate others how a Treasury Money System
can roll back taxes and bring back iobs and proditel
financial independence — once enjoyed by our gidat

tion and Economy.

Send a copy of the Declaration of Financial Indeleece
book to your congressman and senator. Demand that
they introduce and promote the passage of the Tak a
Financial Liberation Declaration bill — which is &h
"key" bill to rolling back taxes and bringing badgkbs

and profits without inflation.

Peter Cook,
M.Sc.

March 12th,
1983
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