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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 &
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 al 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 daves 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 commercia 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  periodicaly the National Economy or
to  sdectively nurture  or destroy certaing
investors, business, industry, agriculture etc.
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BANKONOMICS DEFINED

"BANKONOMICS'" is an economic system in which
System the "commercia" 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 commercia
banks  officialdom) directly and without any effedive
Government control, manufactures the checkbook
(M-I) Money (via eclecticaly 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-I) Money out of the commercia arena, by ras
ing (without any public control) the primary interest
rates and calling and cancelling loans  thus de-
flating the M-l money supply and eusively 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.

"Capita (bankers) must protect itself (themselves)
in every way, through combination (organization) and
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 tractable
(docile) and more easily governed by the strong
am of the law, applied by the central power of
wealth, under control of leading financiers. People
without homes will not quarrel with their leaders.
This is well known among our principa men now
engaged in forming an imperiaism of capital (bank-
ers) to govern the world. By dividing the people
(into democrats, republicans, conservatives, liber-
as, socidists etc.) we can get them to expend ther
energies in fighting over questions of no importance
to us except as teachers of the common herd. Thus
by discreet action we can secure for ourselves what
has been generaly 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 Bank
hath benefit of interest on al 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 one
sentence  statement  clearly states what the  bottom
line thrust of the Centra and Commercia banking
businessis.

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, extend cred-
it etc’ in refering to the bank-created "Bank
Money" which speciously ambiguous terms throw
the uninitiated, the unsuspecting and straight think-
ing mind of the general public into un-recognized
confuson and erroneous understanding of the word
"credit" and the variations of it.

To the general public the word credit generaly
means or implies. trust, credence, faith, confi-
dence, reliance etc. but to the "banks offici a-
dom" the word credit means or refers to the "Bank
Money" created by the bankers smply by the stroke
of the banker's pen.. to the credit of the bank cli-
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/from “interest"
on al 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 a no interest the aggregate "loaned princi-
pa" amount in the economic arena would statistically
aways be 100% adequate to dSatisticaly discharge the
aggregate "loan principal debt" to the banks and
therefore no  artificia defaults and  bankruptcies
would be generated... and without the bank-money
(bank-credit)  borrowers  and  investors  defaults
the commercia 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 commercid and centra
banks DO CHARGE INTEREST on their own creat-
ed and loaned Bank (checkbook) Money.

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

payments to banks must therefore come out of the
entrepreneurs aggregate  borrowed  (M-l) principal.
And, since the interest payments to banks are thus
relentlessly consuming the extant (M-l) principal of
the economic arena entrepreneurs theloan
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(M-l) principal amount in the economic arena is a-
ways short by the interest-payments-consumed
amounts.

The thus generated unrelenting shortage of the ag-
gregate bank (M-1) Money Supply in the economic
arena mathematically emerges as the recondite

force of the commercia banking industry to en-

trap and systematically drive the un-suspecting el-
ements of the productive society into defaults, lig-
uidation and bankruptcies, and thus speciously and
very lega-like bag the collatera assets of the pro-
ductive society as the banks  ultimate intrinsic val-
ue assets earning or profits.

Once we intelectively recognize and understand
bankonomics, that is, the bottom line thrust of the
centra (Federa Reserve) and commercia banking
busness we can then clearly perceive why the

banking industry needs periodic or cyclica "defla-
tion and liquidation” and aso 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 virtualy 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 line 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... a a time
when we ought to have liquidation, ... we have fig-
ures to show that the extravagant spirit has not yet
been checked. "Liquidation of this kind is entirely
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. S. pub-
lic and commerce.

There is little doubt that Governor Harding was
speaking for the bankers  fore, he himself re-
vedls that: "We (the board of governors) have been
very judiciously advised from time to time by the
Federal Advisory Council (representing the federa
reserve banks)... "but the present dituation 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" directors
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of the federal reserve banks” (Reminder: Only 5
members of the Board of Governors which included
Governor Harding were present a the May 18th,
1920 secret financial strategy meeting of the feder-
a 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 spesking on the "judi-
cious advice' of the Federa Advisory Council re-
presenting the federa reserve banks which  ad-
vice apparently inspired Governor Harding to speak
far beyond his (Board of Governors) authority with

confidence knowing that the class "A" directors
of the federa reserve banks, through their (12)
federal reserve bank Presidents do have the
power and banking facilities to pull off a generd
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. (21:2,
3; 250:)

Neverthel ess, Governor Harding was very honest
when he said:  "Liquidation of this kind (recommend-
ed by the May 18th, 1920 financial drategy meet-
ing) is entirdy natural" natural in the sense th at

the liquidation of the bank Credit (bank Money) bor-
rowvers pledged collateral assets driven into de
fault through bank Credit (bank Money) restrictions

is the traditiona 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 needsto spend, lend
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and invest it most certainly doesn't need to
make a profit in interest earnings in the same type
of money "it" itself can create or has created.

Neverthel ess, the commercial banks collected in-
terest (correctly identified as usury) from the bank
Credit (bank Money) borrowers performs a very im-
portant function for the commercial banking industry.

The interest payments to commercia banks sub-
tly and relentlessly consume a percentage of the
economic arena entrepreneurs aggregate-raised

(M-I) Money Supply principa thus rendering the
aggregate extant (M-l) principal in the economic
arena to aways be short to datistically 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 possesson of the
banking industry, under the guise of settling the
entrepreneurs’ debts to the banks.

But read on, first: THE INSIDE STORY as re-
veded 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 erroneoudy 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 federa reserve banks class "A" direc-
tors the reader will get: "BANKONOMICS" In
One Easy Lesson explaned by the class "A"
directors of the federa reserve banks.

Peter Cook, M. Sc.

To make the Manufacturers Record INSIDE STORY
better understood by the readers the bankers
teem  "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
gpeciously deceptive to the non-bankers. The word
"Credit” in the banking vocabulary means or refers
to Bank Money gspecificaly 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
isso universally used, isstill so little understood.

The money used in the United States (and throughout
the world) is "Bank Money" but never so identi-
fied. Bank Money, which is the maor component
of the M-I money supply, is aways paraded as
Government Money and thus protected by laws de-
signed to protect the integrity of the Government or
Treasury Money.

In the academic, banking and financia vocabulary
and press "Bank Money" is dways referred to

as "Credit" or "Bank Credit" which terms spe-

ciousy imply that the "commercia” banks lend or
relend the savings depositors money, based upon
the good character attributes or credit of the bor-
rowers which implication is not true.

If the "commercia” banks did lend or relend only
the savings depositors money as the banks réli-
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 commercia banking industry in

the process of monetizing the borrowers and in-
vestors collatera assets and by simple book-

keeping, crediting the monetized assets amounts, to
the checking accounts of the borrowers and inves
tors. The borrowers thus become indebted to the
banks and lawfully obligated to pay a high interest
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  Federa Reserve Board,
in closng that meeting of the Federal Reserve
Board, the Federal Advisory Council, and the class
"A" directors of the Federa reserve banks sad:
"I would suggest, gentleman, that you be carefu
not to give out anything about any discussion of dis
count rates.  That is one thing there ought not to be
any previous discussion about, because it disturbs
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, and the
policy of the reserve board is that that is one thing
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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 al agreed it would
be very ill advised to give out any impression that
any genera overhauling of rates was discussed at
this conference. We have discussed the genera
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 al 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, gentleman.
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 loya interest you have taken in the Fed-
eral bank situation throughout the country in giving
this matter the careful thought and consideration
that you have.  And | am sure that the spirit which
has manifested itself a this meeting here to-day
will spread throughout all the country, to the mem-
ber and nonmember banks, and if it does we can
look the future in the face with courage and con-
fidence.’

These closing words of a fateful conference, it can be
conservatively said, are the most damming indict-
ment of the management of the  Federa 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 hold
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 aready been inaugurated.  After
a long conference and full discussion, covering 37
pages of foolscap, closely typewritten, the state-
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 and
that the public should not be alowed 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 Manufacturers
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 financiadly 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 avallable 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 himsdf stated: ... "the powers of the Board of
Governors have been grossy exaggerated. " (121:48)
Only the commercia banks and their executive offi-
cialdom which includes the class "A" directors of the
federa 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 adream.)

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 was hoped
that the organization of the Federa 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 caling
of loans or sharp advance in money."

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

"Before the Federa reserve system a money
squeeze was one of the tricks of the trade to fright-
en the public out of their stocks.  Are the adminis-
trators of the Federa 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
vaues on a discount basis, arresting advancement
and prosperity?

When two years ago the Manufacturers Record
urged that every important meeting of the Federa
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 a that time
know that Governor Harding had so specificaly and
emphatically urged that that conference should re
gard its whole discusson 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 limitless posshilities 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 which we
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 Treasury
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and member ex officio of the Federa Reserve
Board.

GeorgelL. Harrison, "counsd" Federd Reserve
Boad

Members of the Federal Advisory Council:

Philip Stockton, Federal Reservedistrict No. 1.
A.B. Hepburn, Federa Reservedistrict No. 2.
L.L. Rue, Federal Reservedistrict No. 3.

W.S. Rowe, Federd Reservedistrict No. 4.

J. G. Brown, Federa Reservedistrict No. 5.
Oscar Wells, Federa Reservedistrict No. 6
JamesB. Forgan, Federa Reservedistrict No. 7.
F. O. Watts, Federa Reservedistrict No. 8.

E.F. Swinney, Federa Reservedistrict No. 10.
R.L. Badl, Federa Reservedistrict No. 11.
A.L. Mills, Federal Reservedistrict No. 12.
Present also:

JH. Pudicher, Marshall & lIsley Bank

of Milwaukee, Wisconsin

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

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

Theclass"A" directors

of the Federal Reserve Banks:
BOSTON:

ThomasBeal, Edward S. Kennard,
and Frederick S. Chamberlain.
NEW YORK:

James A. Alexander, R.H. Treman,
Charles Smithand JH. 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, CharlesE. Rieman,

and Edwin Mann.

ATLANTA:

J. K. Ottley, Oscar Newton,

P.R. Kittlesand W. H. Kettig.
CHICAGO:

George M. Reynolds, CharlesH. McNider
and E. L. Johnson.

ST. LOUIS:

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

Wedey C. McDowell and EW. Decker.
KANSASCITY:

J.C. Mitchell, C.E. BurhamandW.J. Bailey.
DALLAS:

JohnT. Scott, E.K. Smithand B.A. McKinney.
SAN FRANCISCO:

C.K. Mcintosh, JE. 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 was

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 ae the banker members
of the boards of directors of the Federal reserve
banks. They are not only directors, and as a rule
very influential directors of Federa reserve banks
but they are officids of member banks and thus
they see both sides of the picture. So it seems to
be peculiarly appropriacte a a time when there is
a banking sdituation to discuss to have bankers here
to discussit."

It is true that it might have been important to have
bankers there to discuss the subjects up for consid-
eration that day, but is it not aso true that the
manufacturers, the merchants, the farmers, and
al others representing the producing and tranpor-
tation interests of the country were just as \vitdly
interested in a conference of this kind as those who
were exclusvely 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 to
avoid waste."

And having encouraged the farmers to the utmost
extent during the spring of 1920 to cary forward
their farming operations despite the high wages that
were being paid labor, drastic deflation was put into
effect, breaking down the prices of farm products to
an extent that literally bankrupted hundreds of thou-
sand of farmers.

"We can sad Governor Harding, restrict credit and
expand production, letting the expansion of production
proceed a a greater rate than the redtriction of cred-
it, and we are then working along in the right direc-
tion. "
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No human being has yet found a vay to restrict  the
credit facilities essentia for increasing production
and at the same time bring about increased produc-
tion. That statement is so rankly absurd on its face
that it is an amazing thing that any man professing
to be either a banker or a political economist could
presume to suggest that restriction of credit and
expansion of production could go hand in hand.

It is in striking contrast with the statement quoted
from Hon. Reginad 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. We must
not interfere with the natural flow of trade by any
restriction of existing producing power but must
seek a generad increase of wedth 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 to
guote from a statement made by Comptroller Cris
singer, recently nominated as governor of the Fed-
era Reserve Board, in which he said: "Falling pri-
ces and high interest rates are never twin sisters
of prosperity. | can not too emphatically say that |
do not believe deflation in currency and credits can
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, that if
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 to do is
to reduce consumption of those articles.”

In other words, here was a definite plan to break
down business and lessen consumption a a time
when the American people and the world a 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 Record
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 cal al 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
ingtitutions  savings banks, life-insurance com-
panies, large estates, benevolent and philanthropic
institutions just to that extent the 12 banks
would be in a position to extend additional facilities
to merchants and business men generally. Of course
it seems hard that anyone who for patriotic purposes
should have invested in Government bonds should be
practicaly caled upon to part with say, a loss of
from 8 to 9 per cent, but facts are stubborn things
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 Federa reserve sys
tem. Stripped of al 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 un-
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 gradua liqui-
dation will result in permanent improvement as we
al know, but any attempt at radica or drastic de-
flation, merely for the sake of deflation, will re-
sult in very serious conseguences, and such a pol-
icy should be avoided."

But drastic deflation is exactly what took place. Some
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 Federa reserve management
would have the power to stop this deflation and
price breaking a 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 dlide they
would not be able to stop it until it collapsed at the
bottom. Every man of ordinary intelligence ought to
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have been able to see the inevitable result of the pol-
icies discussed and outlined in that campaign.

Over and over again during the process of deflation it
was stated by Governor Harding and others that the
banks of the country were gquilty of misleading,
even to the extent of practicaly lying to their cus
tomers by declining to make loans, aleging 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 lad 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 isthe substance of it."

It is interesting to take this statement in connec-
tion with Governor Harding's closing remark a the
end of the convention which we have aready 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 public ever
had any real information on what took place at that
meeting.

TRIFLING DISCUSSION
BY FIRST DISTRICT OFFICIALS

After closng his address the meeting was opened
by Governor Harding with an invitation to those in
attendance to make reports as to conditions in their
communities and in the Federal reserve banks
with which they were connected. Mr. Thomas Bedl,
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 wel that there has
been a great dea 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. Bed
isour spokesman.”

Mr. Kennard of the sasme bank, said:

"' an a group 3 director of the firt Federal dis
trict, and | want to say that we have a very healthy
looking baby."

But whether he was referring to the bank as a hedthy
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
cusson of the heathy 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 caled 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 dso think that the rates for money should con-
tinue on a high level, with the hope of causing lig-
uidation in commodities. Of course, liquidation
would result in low prices and the easing up of bus-
ness. I 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 faciliies and the fact that
the warehouses were congested because they did not
have the shipping facilities, and this thought runs
through a great many of the discussions of that day,
and vyet without shipping facilities merchants and
manufacturers were told that they must ship ther
stuff in order to liquidate their accounts.

NEW YORK BANKERS FAVORED CURTAILMENT
OF EXPANSION WHEREVER POSSIBLE

Mr. JamesA. Alexander of New York, sad:
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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, perhaps the
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 contrac-
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 ahead and
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 merchants
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"  specificaly "commercial banks created
checkbook money" which is to be withheld from the
usersof 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 commercia 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:

"I am afraid somebody is bound to be penalized in
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order to bring about "production". A percentage of
1 per cent is not a very heavy pendty in the way
of an interest charge, but it is a very postive an-
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 in his
district, Mr. Alexander said:

"There is dmost no such thing there now, and he
added: There is one thing, | think, to be feared,
and that is that if the transportation facilities are
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 to see
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 aso of the New York district said:

"I think Mr.  Alexander has well expressed the gen-
era sentiment of the directors in our district, that
there is a spirit of hesitation and uncertainty pre-
vailing throughout the country, and that the busi-
ness interest are loking to the Federa Reserve
Board and the Federad reserve banks to indicate
what isto be done. We havefeltin New Y ork that
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it was advisable to advance the rate further than at
present, because we got good results from the ac-
tion which was taken in the winter. We believe the
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 half point
in the commercia 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 yet, and
that is that the credit (Bank Money) dituation is a
very straned 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 position of

the directors of the Federa Reserve Bank of New
York that is, that there should be an immediat e
raise in rate; second, that the position outlined by
Governor Harding with regard to the process and
methods of education should be carried out. *** |
am in vey 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 sound
and sane way at the present time without causing
undue adarm. We can do that if we begin and re-
strict within reason the granting of credit (Bank Mon-
ey) through individual banks. You must do something
more than send them requests not to do it. The way
to do it is to bring them face to face with the of-
ficilds of the Federal reserve banks in each dis
tricc and have them understand the  situation and
have them in turn go back and dea with the com-
mercia and business interests. We can in addition
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to reaching the business organizations through their
officials reach the agricultura societies and organi-
zations though their officials, so0 that if there should
be an effort to get in touch with the large interests in
each didtrict and merely point out the necessity for
a reasonable curtailment of credit (of bank money) the
same as we curtailed sugar and coa when there
was a red 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, | believe that
we can forestal any very serious disturbance in
thefal."

Mr. Alexander was asked by Mr. Ottley, referring to
the suggested raise in rates to 7 per cent. 'In view
of the basic line that is under consideration by the
Federal reserve bank, would it be vyour idea, Mr.
Alexander, to just make a fla rate of 7 per cent
or start off the basic line aa 6 per cent with a ris
ing scale? AndtothisMr. Alexander replied:

"Make the basic rate 7 per cent. | 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 commercia paper. ***%  Commer-
cia paper is the thing that is being created in vol-
ume right now and we want to limit it as much as
we possbly can limit the creation of commercia

paper."

Mr. Charles Smith of New York said: "The entire
board of our bank is in heaty 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 pe cent rate as a minimum rate for
al banks would be to discharge essentia industries?
Six per cent is the maximum rate in New York except
on bonds and certain other things. A smal bank
might have an application from an essentia indus
try and it would redize that if it were to lend to
that industry the accommodation that it needed it
could only reimburse itsef a the higher rate or at
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 a 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 a
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] money
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
a 6% interest the bank will earn $60. annual y
in interest. And, if the bank needed "required re-
serves' for the $1,000 of the checkbook credits
money it created it needs to borrow from the
federal reserve bank only $150 a the 7% discount
interest rate, which will cost the bank only $10.50

which dtill 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, if you

put the rate a 7 per cent, that would not deter
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 essentia producers
and a the same time have no effect a all upon the
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 &
greed upon. But to this statement Mr.  Williams
replied:

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

Alexander replied:

"No, | am coming to that point. Between corpora-
tions there is a cortract rate, but in smaler
transactions, where you are dealing with individu-
as and with farmers, 6 per cent is the lega rate.
| do not think it makes a particle of difference to
any of these borrowers, certainly to none of those
with  whom we come in contact, whether they pay
5 per cent, 6 per cent or 7 per cent. The question
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 objection as
stated by vyou (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 the sgit-
uation that must be met. In other words, | think
the purpose to be saved is so great and of such
prime importance that these other matters must be
considered of smaller importance. | think the bank
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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 baances which will justify them
in making a loan a 6 per cent, athough they have
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 gpecifidly bank checkbook money) is a lux-
uy and difficult to get and so a grea
New Y ork banker holding the purse strings
over hundreds of millions, we believe, wants to
make it out that that credit (B. C. M. is a luxury
and it is difficult to get. In this particular case he
was referring to the profiteer, but that spirit that
credit (B.CM) 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 aluxury.

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 a 10 per
cent.

Mr.  Alexander agreed to this statement as  true and
added: "We could say that they could not have the
money and we should see to it that the profiteer is
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 prices
Mr. Alexander said:

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

THIRD DISTRICT
COOPERATED IN DEFLATION OF CREDIT

Mr. Joseph Wayne, of Philadelphia, said that he
did not think the third district was unduly alarmed
over the credit (B. M.) situation, but that they felt
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 pad
for out of earnings. On the subject of liquidating
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
adong the suggestion of the previous Secretary of
the  Treasury and the Federa 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 liquidated.

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 pat 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 genera custom is that when one
bank raises its rate we usudly 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 the ac-
tua conditions should be sent to the various banks,
not only member banks but nonmember  banks,
throughout the country in a plan of education, and
added: "It would be very beneficid and would hep
agreat 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 will be
a good thing for the country, and he added: "I
realy think we would do better if we could get
down to a lower bass, a different basis, and then
from that we canwork up again."

In other words, it would be a good thing according
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to Mr. Wardrop, which was the view of a leading
banker we have dready 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 adready quoted, aso classes him-
self as a ’'haby 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 Federa
Reserve Bank sent out a circular letter in  August
1920, that it had been urging its member banks for
more than 12 months to redtrict (B. M.) credit. Mr.
John F. Bruton of the Richmond bank, referring to
the heavy demands of agricultura 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, which
in the final analysis is doing the work of the country.
Probably | am a little old-fashioned, but | have the
impression that some positive relief could be had at
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 opportu-
nity to make essentia 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 little rough
and perhaps Mr. Bruton spoke unadvisedly. Mr.
Charles E. Rieman of Baltimore, a director of the
Richmond bank said:

"I hardly see the necessity of increasing the rate at
this time... With regard to the retall 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.

PENALTIESIN 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 isgood."

Contrast this good condition of farmers, merchants,
and manufacturers in the latter pat of May 1920,
as reported by Mr. Ottley, with the chaotic condi-
tion of business in that district when by higher

rates and curtalment of (B. M. credit, business
chaos was produced, not only in that immediate
district but throughout the country generaly. In

further discussion of the matter Mr. Ottley said:

"l would not fed at this time, from an independent
standpoint, that a raise in the rate was necessary
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 pendties 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 bank
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
anew basisfrom which to start again, for he said:

"If we pass through this crisis successfully and main-
tain prosperity at anything like its present level, I
think the first requisite necessary is the mainte-
nance of confidence. Believing, furthermore, that
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 Federa Reserve Board to look through
our glasses and get the focus of things as we see
them at the other end of theline."

What a daggerlike thrust that was on the pat of
Mr. Reynolds against some members of the  Feder-
ad Reserve Board when he as one of the greatest
bankers of America, suggested that one of the most
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 vison. Fur-
ther discussing the subject Mr. Reynolds said:
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"I would not be honest with myself if | 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 in-
terest rate, which is after al the best means of
controlling the demand for (B.B.) money. *** | hope
the Federa 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 centra 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, and then
many of these institutions come back to us for
credit (B.M.) requirements which are not borrowed
ordinarily. = We have that dtuation in this criss.
*** In every ingtitution in this country there is a
large amount of paper which is not €digible for dis
count at the Federal reserve bank, but at the same
time it represents the very cream of paper in so
far as the question of safety is concerned. *xE Ot
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 as it
is for us to fly out of this room. *** | have not
one particle of fear about the outcome. It is just a
guestion 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. CharlesH. McNider said: "Wefedl there must
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be reason, there must be sanity, that the essen-
tials must be taken care of, that there can not be
an extraordinary cutting down of credits (B. CM.)
a this time because that would create disaster.
*** We ought to deflate in a sane and reasonable
manner."

Unfortunatdly, Mr. McNider's suggestions were rot
taken, for we deflated in an insane and extraordi-
nary manner, and the result was world disaster.

Mr. EL. Johnson, of the Chicago Reserve Bank
said: "I believe that education and propaganda must
be carried on with authority and with strength, car-
ried on from this board and from these gentlemen
here down to al 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 curtal (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 materias
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 have
it."

What an amazing statement for one of the directors
of the Federa 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.  Wedey 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 been
going a little bit wrong on our thinking, so that we

have established a bank of our own, caled 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
*** jt looks to me like the ingtitution they told us of
when we darted the Federal reserve system, that was
going to take care of us and prevent panics, was
now going to fal down and penaize them. x|t
seems to me that now is a poor time to pendize
the little fellow. *** The Federd Reserve Bank of
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 the Fed-
erad 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 the prop-
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-
ticsin business.”

DRASTIC REMEDIES OF TENTH DISTRICT
MANAGERS PROVED FATAL TOVICTIMS

Mr. J C. Mitchell of Denver, director of the Kan-
sas City Federa Reserve Bank, referring to the
conditionin hisdistrict, said:

"In my opinion we corrected the trouble there by put-
ting in the progressive interest rate; we felt we had to
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 teritory
though it was a disma failure It looks very much

like the quack doctor called in to atend an ill child.
The quack admitted that he could not diagnose the

case, but, said: 'l am hell on fits;, and | wil throw
the child into fits and cure the fits" Unfortunately,
the child died, and many a farmer and many a busi-

ness man in the Southwest died financially of the ac-
tion of the Kansas City bank.

Mr. W. J Baley of the Kansas City Reserve Bank,
said: "I am well convinced, gentlemen, that you will
bring the Federal reserve system back to a reserve
system rather than a commercia 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 amed this dart!
Then he added: "I think the rea 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. | do not believe that, gentlemen.
I would put a danger signa here and another there
and another up there that is, death: and he w ill
never go against the death signal. You have made
the Kansas City Federa 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 committe of

five be appointed to prepare a resolution in regard
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to the effect the transportation stuation is having
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
reguesting them to do what in their power they
can to relieve the dtuation by increasing freight
rates or otherwise.

It has been reported that one of the thoughts ex-
pressed by some a that meeting was that one way
to breek down business 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 nat, however, appear in the resolution
nor in the report of the meeting, but that was a
current report in Washington a the time of the
meeting as the intention of those who sought to per-
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 Dalas bank said:
"Speaking of the increased rates proposed by some

of the digtricts, | can not find myself in agreement
on that proposition. We have dready increased the
rate, and the increase of the rate is not going to

correct the evil unless the member banks dl co-
operate.

43



"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 business and
by that means we can bring about in a norma 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 time to
correct it. We can not hope to correct the situation
in aday or amonth or in six months.

"We have got to go a 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
say to do so. ... We have sent out two letters
within the last trree months to the member banks.
The last one was sent out a our last directors
meeting, under the order of the directors, to be
sent under persona cover to the president of each
member bank and by registered mail, so the letter
would receive attention, and they were requested to
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 a the next meeting of his board of directors
the Dallas bank was evidently following the sugges
tion of Mr. Johnson, of the Chicago bank, who sug-
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 Dadlas bank either had the authority or it took
itt, and a any rate the member banks that
received that registered letter well knew they were
taking their life in their hands if they faled 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 al 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. CK. Mcintosh of San Francisco, sad:  "We
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 to pro-
ceed on. We can see the problem and we know
fairly well some of the causes. We know that there
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 in any
proposition. I can hardly conceive that it is
wise in the endeavor to keep out the undesirable
feature, to permit it to be rocked, even though the
rocker is willing to pay 7 per cent for the privilege.
I find it hard to convince myself that it is the most
intelligent restraint to wield a club on the heads of
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friends and foes alike. A rate which applies beyond
a certain arbitrary and cdculated line has its effect
but without regard to what the man on the other end of
the line is doing it is something like running into a
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.

"It seems to me the character and not the amount
of opposition should be the prevailing factor in pen-
aties. .. We must have the assurance, or should
have the assurance, that we may have the unqualified
support of the Federa reserve banks in our digtrict,
because that is their job; dso the reserves are not
sacrosanct; they are not to be framed and hung on the
wal. That given the purpose, given the fact that the
real purpose is being served by the advance, the Fed-
erd reserve bank must help us, must help those who
are doing that thing, and must decline when discrimi-
nation is practiced against those not doing that thing.

If we can go to our people with the assurance
that there is credit (Bank checkbook Money) avail-
able for the production of essentid 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 essentia
or for those which in our minds are not essentia,
we shdl have gone a long way towar solving the
difficulty asfar asit iswithin our power to do so."

(NOTE: B.M. and B. C. M. abbreviations are synony-
mous and both terms mean or refer to commercia
banks checkbook money which checkbook money
the banks manufacture by monetizing the borrowers
pledged collatera assets.)

46



Unfortunately for the good of the country the re
serves were regarded as  sacrosanct and were not
caled 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 Fed-
era 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 Bank of
Chicago, said:  "The way to meet that problem is to
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 reduce its
loans during the next three or four months to the
extent, say, of 10 per cent, there would be a tota
expansion in the fall possble of approximately
$2,000,000,000.

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

Mr. Forgan said that the caling of the convention
has stirred up sentiment throughout the country and
there has been some thought, I think, or a good
deal of misapprehenson 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 essentidl 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 aready created throughout the country by the
campaign of deflation which had been for some time
under way by Federa 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 corporation through
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 hard-
ly possible that, as 100 copies of the report from
which we are quoting were printed for confidentia
circulation, so we are advised, and the type then
destroyed, @ some people did not have an opportunity
of learning what the public had not learned and thus
of having the opportunity of utilizing this information
in a way which might have made millions or saved
millions.

Mr. F.O. Waits of Federad 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 were
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 cred-
it (money) of the railroads.  This must come through
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 expanson 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 could
be assured during the time of the greatest strain.

WERE INCREASED FREIGHT RATES SUGGESTED
ASMEANS 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 appoint-
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 better
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 thetime. Were they correct?

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

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

Mr. Bailey replied: "They have to belong to the bank
on thefirst 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. Balley said: "They
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 cary 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
fath of banks was trampled in the mire and mil-
lions of bonds bought in good faith by patriotic peo-
ple to help the banks and help the Government were
forced to be sold at a loss, and the National Gov-
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 a 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 al use as a basis of a
statement to your own banks when you get back
home touching the situation as you see it, and fore-
staling any more remarks such as were made in
the Senate yesterday as to al kinds of trouble com-
ing, and yet being careful not to <ir 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 rea facts, and yet
such a prepared report was al 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 after-
noon some of the things that had been said during
the morning, said:

"I do not think mysef that there is any ground for
expecting a commercial cataclysm or crisis such as
some people are predicting ... | see nothing in the
situation to justify the fear of such a commercia
crisis or financial catastrophe as we had either in
1873 or 1890 or in 1907. If anything of that kind
comesit will be our fault, thefault of those who
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are in charge of the banking and commercia inter-
ests of the country, and | do not believe they are
going to bungleit."

Unfortunately those in charge of the banking inter-
ests of the country did bungle it and bungled it bad-
ly, as Mr. Williams has repeatedly said that they
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 generaly thought,
joined Mr. Williams from time to time in vigorous
opposition to the drastic deflation campaign carried
out by Governor Harding and other members of the
board, infollowing Mr. Williams address said:

"I think it to be right to say that there is no mem-
ber of the board a 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 proposition
you are up against, and | want to say right here, gen-
tlemen, that | refuse to be a pessimist. | quite
agree with the comptroller. That does not mean to
say that | am an expansionist or an inflationist, but
| 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 come a
stronger, higher morale on the part of the bankers
themselves." And refering 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 bankers, just
as they faced their problemsin 1903, and 1907."
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The situation did need, just as Mr. Mohlenpah said
the kind of handling that would not produce a con-
traction to hurt business, but in place of that it 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 country
has faced in its whole life proved that the job was
badly bungled, unpardonably bungled. As one of the
speakers said, it had taken three or four years of
inflation to carry us to the top, and it should have
been evident to every man that the only way to
come down safdly 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 Federd
Reserve Board carrying out its constant efforts to
impress upon al banks the need of redricting -cred-
it (restricing B. M.) and curtailing business opera
tions chaos was inevitable.

$32,000,000,000. LOSSESASRESULT OF
RESERVE BOARD’S DEFLATION PROGRAM

As the Manufacturers Record showed a few weeks
ago, the decline in the vaue of farm lands in 1920
and 1921 under deflation amounted to about $18,000,
000,000. and the decline in the value of farm prod-
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 in
securities, stocks and bonds of railroads and indus-
trial corporations and the losses in the decline of
output in manufacturing and mineral industries, it
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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 Reginadd 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 al, a least for operation in
our district. | am afraid it will do just the oppo-
site for which the Federal reserve act was enacted.
In other words, the act was proposed to enable the
banks to cater to commercia 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 accumulate
a batch of commercial paper, either by direct trans
actions for customers or by purchases on the mar-
ket, because our borrowings at the Federa reserve
banks happen to go beyond a certain limit we are
going to be heavily penalized, we are going to stop
buying the paper, and we are going to invest our
money in call loans on Wall Street, which is exactly
what the Federal Reserve Board does not want the
member banks to do. ... | think that you are going
to defeat the very purpose of the act, which was to
enable commercia banks of the country to do a safe
commercia business. We will simply be driven into
cal 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 small coun-
try banks, with a small capita and small deposits.

They are the ones that we redly need to help
out in the farming communites. We had a complet
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liss 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 plan were
applied it would mean the ruination of the agricul-
tural districts.”

That plan was put into effect and the agricultura
digricts were ruined, exactly as Mr. Scott  had
predicted. After considerable discussion in regard
to the progressive rate and vigorous opposition on
the part of anumber, 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 overplus of
borrowing when the country banks have to move
crops or other commodities?'

Judging by the 100 per cent profit that the Dalas
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 atten-
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 tota unused lending power of the reserve sys
tem could be increassed to two thousand million
dollars.

Nevertheless the financial situation, under the re-
serve board influence, grew worse, and on July 31,
1920,  Comptroller Williams gave a statement to the
press showing that the unused lending power of the
reserve banks was ill  $750,000,000. Mr. Williams
added in the statement: "Such figures as these ought
to be sufficient to allay fears of pessimists as to
the financia condition of the country at thistime."

Mr. Williams  statement was resented by the chair
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 caled attention
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 aso warned the board at that time
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that the drastic liquidation which had already taken
place in leading commodities, including cotton, corn,
wheat, rice, silk, wool, leather, etc. had brought
about a shrinkage in some cases amounting to over 50
per cent. He aso 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 level they
had touched in haf a century. At that time he told
the board: "Such additional liquidation as is needed
could be brought about without the exaction of inter-
est rates as high as those which have prevailed.”

On October 26, 1920, in a letter to the Secretary
of the Treasury, remonstrating against the reserve
board’s policies and urging a revivad 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 strain upon
the business fabric of the country is in some re
spect unparalleled, and | do feel that the time has
come for the exercise of such sautary 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 deflation
in loans held by the reserve banks which amounted
to one thousand million dollars in the succeeding 12
months, every month showing an actua contraction
from the preceding month.

When Comptroller Williams a few weeks later of-
fered aresolution in the board to require the banks
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which had been exacting extortionate interest rates
from member banks as high as 50, 60, 70 and
85 pe cent to limit 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 charged
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 situation, the
meeting was closed with the statement by Governor
Harding, which we have quoted in the opening para
graph, insisting that nothing should be given out by
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 except the
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 proceedings
which were printed for donfidential distribution, but
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 inestimable
value to the Nation.
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Deflation Policy
Of The Federd 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. Edmonds, the
editor of the Manufacturers  Record. That editonal
ought to be read by every man and woman in the
country. It is a masterful document, written by one
of the ablest, cleverest, and most courageous edi-
torial writers in the Republic. He was the first ed-
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,  suppres-
sing news from the Capitol, and trying to hush up
any discussion that would lead to the rea truth in
the case, Richard H. Edmonds was writing strong,
powerful editorials demanding an investigation and
bringing to the attention of the public just what he
believed had transpired.

The first newspaper, Mr. President, to take up the
fight was the Augusta Chronicle, the oldest news-
paper in the South, which is ably edited by the
brave and brilliant Tom Hamilton, of Augusta |
feel that these two men are entitted 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 to
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 to
one of my newspaper friends that the Washington
Post had given more space to that cock fight in one
day than it had given to my fight against the evils
of deflation and the deflation crooks in the fight of
two long years.

The Supreme Court of the United States rendered a
decision months ago taking the  Federa Reserve
Board seriously to  task, criticizing and condemning
its conduct in its effort to destroy a little State bank
out in Nebraska, and no news was ever sent out
from the Capitol regarding that decision. If that de-
cisson had been against the State bank and had been
favorable to the Federal Reserve Board and its
criminal policies against that little bank, it would
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 to
have a far dea 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 alarge portion of the pressis not
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subsidized; it is honest and clean; but there is a
portion of it that is as corrupt as it is possble
for a newspaper to be, and | know that | incur the
displeasure of that rotten element of the press, but
that does not deter me. | owe it to my constituents
and | owe it to the country I am trying to serve to
keep on fighting here until a fair deal is had for
the people of the country. Somebody should tell the
truth about it.

When a man subscribes for a newspaper, they usu-
dly tel him, "You want this paper so that you can
keep up with the news.  Congress will be in session
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 vita to 110,000,000 Amer-
ican people. But few newspapers have given me a
far deal.  Scores of newspapers nestling about these
regional reserve banks have attached me, have writ-
ten editorials criticizing and condemning me for the
fight that | have made. They did not know anything
about the fight | was making. They did not know the
merits of the cause | was pleading. They were sim-
ply doing what they were told to do. They were simply
told to fire upon me, to level their broadsides against
me; that | was treading close to a dangerous thing, and
and that if it should be disclosed it would hurt many of
those who were enjoying a respectable status at that
time; that if 1 was not stopped, the truth would be
made known and these people would be discredited.
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That was the effort that they made, but it did not
deter me. Mr. President, | said on this floor time
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 not come
of its own accord; that it was prearranged. That
statement was denied. These newspaper yelpers of
the Federa Reserve Board said, "There is nothing
in it" They said that it was a pipe dream; that it
could not be substantiated; and | kept on saying that
there was a conspiracy. When | was a the high
tide of the battle againt them in the Senate the
Wall Street Journal was criticiziing 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. | knew that they knew that | was treading
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 journa that
was kept of that conspiracy that they held. Here it
is. Itisentitled:

"Transcript  of  stenographic  minutes of  conference
with the Federal Reserve Board of the Federal Advi-
sory Council and the class A directors of the Federa
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 |1 told about what happened at this meeting with-
out really knowing all of theinside 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 al to be exceedingly care-
ful and discreet, and to say nothing about anything
that was said regarding rediscount rates. That was
the vita question. They had agreed to raise the re-
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 vitaly 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 over
here. The country did not know that the Liberty
bonds, which the Government had plighted its faith
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 a 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. Treman, the
acting governor of the Federa 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 loans. The
way to do it is to bring them face to face with the of-
ficilds of the Federa reserve bank in each district
and have them understand the situation and have
them in turn go back and deal with the commercia
and business interests.’

Mr. President, on the floor of the Senate | caled
attention to one of these meetings where these
bankers were brought face to face with the Federal
reserve agent out in southern California | can un-
derstand it al now. All this sort of business was
discussed and agreed upon. It was agreed in that
secret meeting to hoist the black flag; but the peo-
ple to be dlaughtered did not know it.  Out in south-
ern Cadifornia 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 officials,
it seems, did not know that any man was in the
convention who was not a banker, and this Federa
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 so forth
and dozens of bankers sprang to thelr 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, we will
not rediscount your paper."
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That was the first open and bad act, so far as |
know, carying out the secret instructions given at
the secret conference held here in the city of Wash-
ington May 18, 1920. What was it doing?  Striking
dead the agricultura business and the cattle busi-
ness of the West.

What happened here in the Senate on the same day?
The Senator from Illincis [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 what he
said would happen did happen, and he said that he
could easily understand how the financia interests
of New York, and the financia interests of Chicago
the home of the Senator from Illinois [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 resol ution.

Mr. President, | knew they had not given the coun-
try any notice, but | did not know that they actually
Promised in this secret meeting that no notice would
be given to the various business interests of the
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country. | did not know that | would find on printed
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 had
notice as to what was going to happen so that he
could prepare himsdf or hersef and be ready for
the crash when it came.

| referred to a man from the Northwest, a Repub-
lican himself a wedthy man, now a Senator in this
body, telling me that they sent him word that they
were going to deflate, and telling him to act accord-
ingly and get in out of the weather and he said, "I
can not get in. My business is in such shape that
if you do deflate, it is going to cost me thousands
of dollars” and he said, "It did cost me thousands
of dollars."

| likened that situation to people sitting in a theater,
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 bomb was
being planted under the building, and that in 15 minutes
it would go off; for them to get out while the get-
ting was good; that they gathered up their wraps an
and coats and hats, and slently stole away; that
they had gone hardly a couple of blocks before the
bomb went off, the roar was heard for miles, the
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 them a

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 al kinds

of business in the common waks of life, were lit-
erdly daughtered by that cruel deflation drive, and
not a moment's warning was given to any of them.
That is precisdy what the Federal Reserve Board
did.

The Senator from lIdaho  [Mr. Gooding] has intro-
duced a resolution caling upon the President to
have this thing investigated. The President has held
the same Federd 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 of-
ter  Presdent Harding went into office. He held on
during all the time some of us were condemning
deflation here in the Senate. | said repeatedly that
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 ill 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 congressiona investi-
gation. | may seek to get one next fal, when we
come back, unless good results come from this in-
vestigation, if such an investigation is ordered, be-
cause | want a red investigation. | would like to

interrogate these gentlemen myself. | have already
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convicted Governor Harding of a grave nationd
crime. | would like to ask them about -certain
things and go a little more into detall 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 | would like
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 the gov-
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 crud,
criminal, inexcusable and indefensible. | still con-
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 dgitting behind closed doors, play-
ing with billions and billions of wealth, and agree-
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. If they
could have been told, and | suppose they got the
tip, that thisthing was going to happen, they would
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have gone upon the stock exchanges and sold and
sold and sold. Senators, when men sdll 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 profits by
millions. That iswhat the conspirators did.

President Wilson was very ill at that time. If | had
been President, that deflation policy should never
have been pulled off. If 1 had been President and |
had known they intended to pull it off, | would have
in a quiet way tried to stop it, and if | could not
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.  Then
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, | will

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 conspiracy in
1920 were criminals. They destroyed property val-
ues by the billions. They swept away in thousands
of instances the accumulations of a lifetime. They
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 wives and
children, and yet this deflation was produced
through the conspiracy held here in Washington, and
it brought this crash upon the country, and it dazed
and stunned hundreds of these men and drove them
mad, and | have said drove them to kill themselves.
Why not hang haf 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
crimina conduct and | was interfering with their
false theories regarding panics. They were spread-
ing thelr 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 fasehood 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 are hon-
estly administered. They must be honestly admin-
istered. A few Senators in this body, who have the
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
generaly through the Congressional Record. | have
received hundreds of letters saying something like
this: "l have been reading your speeches about this
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deflation policy. | agree with you. We only get this
information  through the Record. The newspapers
do not giveit to us."

Mr. President, | want to mention another thing just
here. I 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-
era 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 wvultures to have an opportunity to
pick a 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, | repest, 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-
cured 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 insst on his confirmation. He must be
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 to
be abolished? (And we presume that the chief rea
son for desiring to abolish the office was the great
fight of the then comptroller, who was actively an-
tagonizing the deflation campaign of the Federal Re-
serve Board.)

Now these influences are saying that the comptrol-
lership is so important that Mr. Crissinger must
not be confirmed until his successor isin 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 falure 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 have the
true interest of the country at heart and who want to
make certain that no such policy of secrecy, fatal to
the management of the Federal Reserve Board shall
prevail in the future should demand that Mr.  Cris-
singer be confirmed immediately, whether the Com-
mittee on Banking acts or doesn't 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 Federad re-
serve system.

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

Oh, Mr. President, the people are getting tired,
they are getting exceedingly weary of making a
football of this great Federa banking institution and
playing politics with it. We want it administered
fairly and honestly. | have never criticized the sys
tem. | am proud of it. | helped to create it. | said
al the time that deflation was not the fault of the
system, that they perverted it from the end of its
institution, that they maladministered it and turned
it over to the control of the Wall Street financiers.

| sad a moment ago that the deflation was enex-
cusable and indefensible. | want to read in support
of that satement, 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 lega reserves.
It is capable, if need be, of expanding still further
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 reserves
inacrisis. 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 people. The
business of the people was not created for the pur-
pose of supporting the Federal reserve banks.  The
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 happened ?

Mr. President,  John Skelton Williams was at that
meeting here in Washington. He made a statement
to the board that if this thing was to be done at all,
it should be done in a sane manner, gradualy, <o
as not to seriously disturb business. He said, in
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 sad, that any serious business disturbance
would be wholly unjustifiable.

Mr. President, wherever they have had their hired
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 agan 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 Federa reserve system. | have a-
ways praised it. | have criticized the conduct of
those who betrayed it,  of those who entered into a
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 I 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. | shal 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 consent
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 conclude,
because | do not want to detan Senators at this
time. | shall have something to say on various oc-
casons 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-

cultura 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. I
saw stagnation in businessin my country, whilea
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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 form for
circulating purposes a statement, | propose to put
something in the Record regarding the subsidized
press that has undertaken to hamper me and mis
represent mein this work.

Mr.  President, the man who winks at and condones
a thing that he believes is wrong, a thing that he
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, vauable i n
many ways to his day and generation.

The press, like the public servant, owes a duty to
the people.  Both should ever be on guard, striving
a al times to do that which will promote the com-
mon wea 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. = But a cor-
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.  Neither one
should have the respect or support of patriotic,
self-respecting people anywhere. An incorruptible
press and an incorruptible public officia 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 course, that a
corrupt press and corrupt public officia are the
enemies of al that is clean and wholesome in our
Government, and they should both be pointe out and
treated as arch enemies to the country.
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When the crimina agencies of greed and avarice go
out to gather where they have not planted, to reap
where they have not sown, to deprive others of the
fruits of ther tail, they seek first to corruptly con-
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 a large

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

effort is being made by certain selfish and sinister
interests to buy control of certan newspapers.
They have in mind two things in doing that; one is
to prevent the paper in question from antagonizing
thelr propaganda and putting the people wise to just
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 miseading the peo-
ple. In buying over secretly and corruptly control-
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 vi-
tally affect the welfare of the community.

The Bible tells us that the truth is the light, and
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 foursgquare to every
wind that blows. Some of them are country weeklies
published far from the hustle and stir of the city.
Such papers, dailly and weekly, vyear 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 contributing to
the strength and glory of the Republic. They are
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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 ingtitutions.
All hail to them! Long live the courageous and un-
bridled press of our country! May ther 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 voting
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 heisretired to private life.

What would happen to the corrupt newspaper, the
bribed agent of the corrupt interests, if the people
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 fair
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 your pa
per | am ading 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 given to
them because of the large subscription list that they
have amongst the people.  Cut down the subscription
list, reduce it to a low figure, and the advertise-
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 dlime into
his home, but he is helping to make it possible for
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 the mat-
ter of fighting, not supporting, but fighting, that
part of the press which has no principle, no con-
viction, but is corrupt and vendl, 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 wedth of
those back of that policy, is the kind of newspaper
that must continue if the Republic is to live. Such
a paper is entitled to the confidence and support of
patriotic people everywhere. | have in mind severa
such newspapers. | am going to mention one of
them now. In 1920, when the Republican leaders
and the big speculators and financiers of Wall Street
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 started
in New York and Washington, and spread rapidly o-
ver the country, to the effect that the business dis
tress and financia disaster that had come upon us
in al their fury could not be helped, but just came
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 collapse
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. The
big criminads of the biggest financia crime of the
century were busy fooling the people, covering up
their tracks, hiding the proof of their guilt, as they
gathered in the rich fruits of their crime. Then it
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 paper
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 a the expense of the
many. It required courage of a high order to do
that. While some other papers took up the fight and
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 al 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 time has
come when some newspapers will openly and bra
zenly attack, vilify, and dlander 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 is, 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 treatment of
me by certain newspapers in other parts of the
country and one or two in my own State, | fed it

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

Appendix 1.
Centra Bureau of the Central Verein,
St. Louis, Mo., August 16, 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 Congressiona
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, August 9, 1922, No. 10]

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 beng

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 account
from Washington saying that Senator Heflin, of Ala
bama, in opposing the reappointment of Governor
Harding, of the Federd Reserve Board, had de

clared that interest of 87 /2 per cent had been
charged a smal bank in his State by the Atlanta
Federa Reserve Bank in 1920. Senator Smoot, of

Utah, thus the item continues, said he could not
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," thus runs
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 smply "inssting
he had the documents' and not producing them would
naturally lead skeptica newspaper readers, or those
who favor the present banking system, to doubt, as
Senator Smoot did, the possibility of so preposterous
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an interest charge as the one Senator Heflin alleged
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, we find on
page 11871, that, having charged the governor of
the Federa Reserve Board, Mr. Harding, with hav-
ing applied the progressive interest rate to the ag-
ricultural sections of the South and West, but not
a all to the other sections of the country, the Sen-
ator continued: "l hold in my hand a letter, written
by the governor of the Federad Reserve Bank of
Atlanta, in which he acknowledges that they charged
abank in my State 87 1/2 per cent interest.

Now, this is evidently something entirely different
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 this val-
uable document had been furnished him by the for-
mer Comptroller of the Currency, Williams. "|
made that charge,” Senator Heflin continued, "on
this floor for more than a year, and | could get no
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 redl
facts show that agriculture was stricken down and
practically destroyed by the deflation policy conduct
of Governor Harding."

At this point Senator Robinson, of Arkansas, inter-
jected a question regarding the object of imposing
such a rate. Senator Heflin, answering the inter-
rogation, said: "The object was to shut off loans,
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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 way, to
stop loaning money on cotton and live stock and
other farm products.” Moreover, Senator Heflin
made it absolutely clear that this rate was actualy
collected. "I criticized the Federal Reserve Board, "
he stated furthermore, "for its bruta and inhuman
conduct in this matter, until 1, with John Skelton
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, barely lived
through that trying time"” And while a bank in the
South, the dependence of agriculturists, had finan-
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 a al." In other
words, as Senator Heflin so trenchantly put it:
"Six per cent in New York, and an interest rate of
87 1/2 per cent in Alabama."

Let anyone compare the item regarding Senator
Heflin’s accusation, as it appeared in the papers of
August 3, with the stenographer’s report printed in
the Congressiona Record, and the result must be
the conviction that the public was kept entirely in
the dark regarding the serious indictment against
the Federad Reserve Board pronounced by the Ala
bama Senator.  And it is difficult to believe that the
misleading newspaper report was due to the incom-
petence of some reporter. The account, as it was
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 only a
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
fasified.

Central Bureau of The Central Verain.

August 22

Mr. F.P. Kenkd,

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 Centra Bureau of the Central Verein
has been received and noted. | have read with keen
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 Federa Reserve Board.
Wherever the Congressional Record goes and the
people can get the truth | have received letters
strongly indorsing my stand in this matter. | have
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 subject.
Some strange influence has been a 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 thismatter, |1 am, with best wishes,

Yours sincerely,

J. Thos. Héflin.
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APPENDIX 2.

Mr. HEFLIN. Here is a copy of an interesting let-
ter, written by Hon. John Skelton Williams to the

editor of the Manufacturers Record, Hon. Richad
H. Edmonds, of Batimore:

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 redly misrep-
resents, my position at the conference of May 18,
1920, a which | was present during a part of the
proceedings.

After  the  well-merited  excoriation  which  Judge
Brand, of Georgia, publicly administered to this
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 falure 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, 'If this
plan means the failure of the small State banks,
that need not stop it; in fact, if we can't get nd of

the small State banks by any other method, it might
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be as wel to get rid of them that way’ that is
to say, by ther failure. It was the same statesman
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 vaued
customer the equivalent of about 200 per cent per an-
num interest on a loan of several hundred thousand
dollars for about six months, with the remark that
"al banks charge those rates, more or less.’

Mr. Piatt's statement to the effect that al banks
charge such unconscionable rates as those which |
was a the time condemning was of course untrue,
for there ae 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 additiona  evidence of his reckless
mendacity. The speech in which | made those charg-
es was made by me openly before the Joint Com-
mission on Agricultural Inquiry of the United States
Senate and House of Representatives on August 2,

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

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

‘I feel a little bit of trepidation before an audience
made up exclusively of bankers, because | think |
may be subject to a little criticism for not having
had a great deal of banking experience. Infact,
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my actual banking experience is confined chiefly to
acting asteller at afew bank elections.”

His whole conduct on the board impresses me as
confirmatory of that confession. Piat's letter ©
you is so ill-tempered, so undignified, and so full
of misstatements that | doubt whether you will think
it worthy of areply.

| 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 | shal urge them to do, it would be natural to
expect Mr. Williams to join in the prosecution, be-
cause his own attitude is as grossly misrepresent-
ed asanyone's."

As your editorial was a plain, dignified, and force-
ful statement of facts and contained no misrepre-
sentation of anyone, as far as | can see, Platt may
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 not be
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 assurances
which they gave as to the orderly, intelligent, and
and considerate manner with which a reasonable
degree of deflation was to be brought about, cut the
props from under the country’s prosperity and pre-
cipitated,  artificialy, and as many believe design-
edly, themost ruinous and drastic deflation and
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contraction of credits (of bank checkbook money
credits) which the commercial,  industrial, and ag-
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 resol ution adopted.

"Third. Advocated deflation in expressterms, and
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 meeting as
put into practice.

| did not vote for the resolution adopted.

| was not practically the only person taking part in
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 resolutions
are taken up subsequently at meetings of the board
in executive session for consideration and action if
desirable.

Plait 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 "gradua” and "sensible"
and that great care was to be taken "not to overdo
this matter of liquidation." | never imagined that a
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 al outstanding loans, which he stated to
the meeting was the kind of liquidation that had
been "spoken of in the Federal reserve system as
orderly liquidation.”

| can not concelve how any sane and intelligent man
could regard such ruinous deflation as would natural-
ly follow the caling 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 execised 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 | "wanted
contraction a 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 perversion
of my consistent position throughout that whole
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period. | was in favor of curbing and restraining
profiteers and speculators, but | urged that the ful-
lest consideration should be given to the country’s
legitimate business and commerce agricultura in-
terests and essential industries. To quote my exact
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 (granting of
bank checkbook money) to nonessential industries or
those concerns that are making inordinate profits,
especialy 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 in the
note:

"Mr.  Williams caled attention to the drastic liqui-
dation which has dready taken place in the past
six or eight months in leading commodities, includ-
ing cotton, wheat, corn, rice, silk, wool, leather,
and so forth, the shrinkage in some cases amount-
ing to over 50 per cent. He aso stated that prices
of standard securities, including United States Gov-
ernment  bonds, high-class rallroad bonds and
shares, and other securities, had this summer
reached the lowest level they had touched in haf a
century, and expressed the view that such addition-
a 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 Federa
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. | pointed out
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 Federa Reserve Bank of
New York, or an amount in excess of the total loans
and discounts made about that time to al of ther
member banks by either the Federal Reserve Banks
of St. Louis, Minneapolis, Kansas City, Richmond,
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
al 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 of the
board. | said:

"This is a concentration of the funds of the system
with one debtor bank conspicuous for its speculative
operations and promotions, which in my judgment is
not only not 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 attention,
our responsibility becomes serious and very real."

My recommendations at that time, however, were
unfortunately disregarded, and the concern referred
to continued its speculative operations and promo-
tions and its absorption of Federa 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 a disas
trousfailure.

Like so many others, | was adso misled for a while
by Governor Harding's specious promises and pro-
testations as to the "gradua" 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 fear of
such a commercia crisis or financia catastrophe
aswe had either in 1873, 1890, or 1907."

That was perfectly true. There was no justification
or excuse for the cataclysm which was subsequent-
ly precipitated. It is clear now that | had greater
confidence in the "wisdom,” "discriminating judg-
ment, " and rea intentions of a maority of my col-
leagues on the board than was justified. | realized
their- tremendous power for evil as well as for
good, but | did not think that it was the power for
evil that was to be exercised rather than the pow-
er for good; but I 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 to
bungleit."

In commenting upon that statement by me you say,
very properly, inyour 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 Federa
Reserve Board, when | redized the dangers of the
drastic deflation and contraction which they were
bringing about and the annihilation in commodity
values of al 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 dtuation from such ruthless deflation be-
foreit should be too | ate.

Governor Harding's reply to one of my communica
tions was to the effect that the paralysing collapse
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 of the
management of a balloon were not expected to
"puncture” it and bring it crashing in ruin to earth,
but to effect a safe landing by the intelligent use of
valves, ropes, and ballast.

Did you notice Mr. Platt declares in his letter that
in your article "it is stated that 100 copies of the
report of this meeting 'were printed for confident
al circulation’ a the time and the type destroyed'?
His statement is plainly false. You did not say in
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 naturaly 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. Ml att
attempts to makein hisletter 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 States
Senators, from North Dakota and from Idaho, in the
past few days have each had the entire editorid
inserted in the Congressional Record as a pat of
their speeches in the Senate.  And on February 28,
as your editoria was being commended by Senator
Gooding, Senator McNary obtained the floor to say
that "the article referred to by the able Senator
from ldaho is a spendid one and | should like to
haveit read from the desk."

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

The clerk of the Senate then read your 18,000-word
editorial throughout. Upon the conclusion of the read-
ing, Senator Gooding said to the Senate: "l think the
people of this country owe a debt of gratitude to the
Manufacturers Record, of Baltimore, for having the
courage to publish the story of this conspiracy, as it
was formed herein this city on May 18, 1920.

| again congratulate you upon the manner in which you
have brought this important subject before the country.

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

"If al bank loans were paid (off), no one would have
a bank deposit, and there would not be a dollar of
currency or coin in circulation. This is a stagger-
ing thought. We are completely dependent on the
commercia 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 stave. We are absolutely without a permanent
monetary system. When one gets a complete grasp
upon the picture, the tragic absurdity of our hope-
less position is amost incredible  but there it i s
It (the synthetic bank money) is the most important
subject intelligent persons can investigate and re-
flect upon. It is so important that our present civ-
ilization may collapse unless it is (more) widely un-
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 Governor Harding,
Treasury Building, Washington, D. C, on Tuesday, May 18, 1920,
at 10.30 o’clock a. m., Hon. W. P. G. Harding, Govenor of the Fed-
eral Reserve Board, presiding.

Appearances.

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 Treasury and member
ex-officio of the Federal Reserve Board.

George L. Harrison, counsel, Federal Reserve Board. Also 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. Waitts, 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. Present also:

J. H. Puelicher, Marshall & lIsley Bank, Milwaukee, Wis.

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

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

Also the following class A directors of the Federal reserve banks:

Boston: Thomas Bea, Edward S. Kennard, and Frederick S.
Chamberlain.

New York: James A. Alexander, R. H. Treman, Charles Smith,
and J. H. Risson.

Philadelphiaz 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. Utterbaek and Sam A. Ziegler.

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

Kansas City: J. C. Mitchell, C. E. Burnham, and W. J. Bailey.

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

S%n Francisco: C. K. Mcintosh, J. E. Fishburn, and M. A.
Buchan.

PROCEEDINGS.

Governor HARDING. Gentlemen, the board desires me to welcome
you to Washington and to express its appreciation of your consider-
ation in leaving your business and coming here to this conference.

We have been very judiciously advised from time to time by the
Federal Advisory Council, which body has aways held its four
statutory meetings a year, and at times its executive committee has
come on by request for a specia meeting; but the present situation
is such that we felt it would be helpful if we could have with us not
only the Advisory Council but also the class A directors of the
Federal reserve banks. We should have liked to have had all of the
directors, but we could not ask them al to come to Washington at
one time, for it is necessary that a quorum of directors be left at
home to attend to the business of the Federal reserve banks.

The class A directors are the banker members of the boards of
directors of Federal reserve banks. They have a dual relationship.
They are not only directors and, as a rule, 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 seems to be pecul-
iarly appropriate, at a time when there is a banking situation to
discuss, to have bankers here to discussit.

As you are busy men it will be our purpose to detain you for as
short a time as possible, and if it is agreeable to the members of the
conference, we will try to finish our discussion by half past 1 or 2
o'clock so that you can then be free to take afterroon trains home,
if you wish, or to devote your time, if you stay in Washington, to
such other engagements as you may have.

Of course, we al realize that the credit position is extended and
very considerably extended. There is no occasion, though, to be
unduly disturbed over the situation. We want to look at the facts
as they are and not deceive ourselves in any particular. Having
diagnosed the case, then we want to determine what is the proper
policy to pursue. We have had an analysis made of the genera
tanking: credit expansion in this country, and, without going into
details, | am going to save time by stating the result.

After allowing for the normal credit expansion in a growing
country, we find that since the 30th of June, 1914, the expansion of
bank credit in this country has amounted to about $11,000,000,000.
At the same time the expansion in the volume of currency in cir-
culation, deducting from our starti n% 80i nt the currency held in
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the Treasury, and deducting from the present figures the amount
held in the Treasury and in the Federal reserve banks, has been
about $1,900,000,000. When we remember that during the last three
years the Government has floated $26,000,000,000 of securities to take
care of its own war requirements, and to enable it to make advances
to Governments associated with us in the war, this expansion of
bank credit does not seem to be excessive or disturbing, when looked
at purely from the standpoint of war necessity, but the situation
that we want to discuss particularly to-day, and which seems to be
disquieting, is the expansion that has taken place in the last twelve
or fourteen months. From the 1st of April, 1919, to the 1st of
April, 1920, the expansion of bank credit was about 25 per cent.
This has been in spite of the very large reduction of the amount of
Government obligations outstanding. The reduction in Govern-
ment obligations has all been absorbed by commercial credits, with
the net result of expansion of bank credits of about 25 per cent.
During the same time there has been an advance in commodity prices
of about 25 per cent. This has been accompanied by a decrease in
production of essential articles.

Assuming for the year 1918 an index number of 100 in each of 10
principal article of everyday use and necessity not necessarily pro-
duction figures, but distribution and consumption figures, such com-
modities as grain, live stock, wool, copper, cotton, petroleum, pig
iron, steel barsputting them at 100 for the year 1 918 we get an
index number for the year 1919, on the average of the 10 commodi-
ties, of 89.07. While these figures can not be accepted as indicating
a positive decline in production, they do indicate a decided trend in
that direction, a certain trend toward a reduction in the distribution
of those products, so to all intents and purposes we may assume
that there was a decline in essential production during the year 1919
of about 10 per cent.

It is this tendency of production to decline, particularly in some
essential lines, which congtitutes a very unsatisfactory element in
the present outlook. It is evident that the country can not continue
to advance prices and wages, to curtail production, to expand credits
and to attempt to enrich itself by nonproductive and uneconomic
operations without fostering discontent and radicalism, and that
such acoursg, if persisted in, will eventually bring on areal crisis.

There is a world-wide lack of capital, and with calls upon the in-
vestment market which can not be met there is an unprecedented
demand for bank credits. The fact must be recognized that how-
ever desirable on general principles continued expansion of trade
and industry may be, such developments must accommodate them-
selves to the actual supply of capital and credit available.

Official bank rates now in force in the leading countries are higher
than at any time during the present century, except during the war
panic week at the beginning of August, 1914. Only within the last
few weeks the official rate in Italy has been raised from 5 to 5 1/2, the
Bank of France rate from 5 1/2 to 6, and the Bank of England rate
from 6 to 7 per cent.

Every effort should be made to stimulate necessary production,
especialy of food products, and to avoid waste. Planting opera-
tions in many sections have been delayed because of adverse weather
conditions, and should there be an inadequate yield of crops this year



the net essity for conservation and conservatism will be accentuated
War waste and war financing result inevitably in diminished sup-
plies of goods and increased volume of credits.

Now | assume, looking at the matter from the standpoint of the
economist, that the trouble with the general situation throughout
the world, and in this country, is the disruption of the proper pro-
portion or relationship between the volume of credit vnd the volume
of goods. Whenever that phenomenon occurs, there are two reme-
dies which suggest themselves. First, a reduction in the volume of
credit, credit contraction. That is a drastic remedy, it is unpleasant
medicine, but it may be necessary at times to take medicine of that
kind. The other and better method is to restore the proper equi-
librium by building up production; in other words, letting the coun-
try catch up with itself. We can approximate this result in two
ways. We can restrict credit and expand production, letting the
expansion of production proceed at a greater rate than the restriction
of credit, and we are then working along in the right direction. This
is our essential problem to-day, the formulation of some constructive
policy to be adopted by the Federa reserve banks which will build
up essential production and at the same time preserve the solvency
or other concerns which may not be essential per se but which are
highly essential as part of the general situation, because there is no
chain which is stronger than its weakest link.

Now, there is undoubtedly, however, a spirit of extravagance in
this country which must be curbed. There are some indications that
the people are waking up to what the consequences will be if this
wild orgy of extravagance and waste should be continued indefi-
nitely. It may be that some real personal sacrifices must be made for
the general economic good. But it is very clear if we find it im-
possible under the present circumstances to increase the volume of
production of the most essential articles, the only thing for us to do
Isto reduce consumption of those articles.

Now, we might as well look at the situation as it is. A prudent
man never lives for the day alone. He aways looks to the morrow
and the months to come. That is the situation in regard to the output
of the mines and of the farms in particular? What has been done
to get normal output and production at the present time and to pro-
vide proper means of distribution of the output in order that there
may be no acute shortage in the fundamental necessities of life next
winter? In this connection, | might call attention to one circum-
stance which has caused a good deal of uneasiness. It may not prove
as bad upon analysis as it appears at first blush, but | refer to the
lack of liquidation which we have experienced during the early
months of the present year.

We al know that normaly, after the fall trade is over and the
crops have been harvested and distributed, there is a marked easing
of money accompanied by the liquidation of debts. This occurs
usually in January and February and up to the middle of March of
each year. Liquidation of this kind is entirely natural and is neces-
sary in order that the banks may strengthen their resources in order
to meet the demands which will be made on them later in the year as
the crops are in the process of making or harvesting. This year we
have had no such liquidation. Commercial |oans have expanded
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steadily, and, while there has been some reduction up to the last
week or so in loans secured by Government obligations, it is notice-
able in the last few days that those loans have been increased. It
would appear that this means an anticipation on the part of the
American people for their requirements for bank credit which they
usually make later on in the year. We may well inquire that, as we
have had this demand at a time when we ought to have had Ilqulda—
tion, what is our situation going to be in the later months, when we
are going to have the demands which we have been accustomed to
having? Now, | hope that the answer to this isand if this is cor-
rect it is the reassuring feature of the situation that the demands
which have been made in the past few months, when we should have
had liquidation, are due, at least in part, to the fact that essential
commodities have been held back by lack of transportation facilities.
Then our problem is directed to opening up the transportation facil-
ities in order that these goods may flow to market. This done, we
will get some liquidation which ought to be sufficient to offset the
demands which will be made upon the "banks for essential purposes
later onin the year.

But we have figures to show that the extravagant spirit has not
yet been checked. There are some indications that the peak has
been reached and that people are coming to more realizing sense of
the situation and that they will pursue a sounder and a saner course.
There ought to be a recrudescence of our old war-time spirit, of doing
something that is worth while, and we should get down to work and
solid business. There should be a general spirit of cooperation on
the part of the Federal reserve banks, the member banks, the non-
member banks, and the public to work out a policy which will result
in greater production, less unnecessary consumption, and greater
economy; all unnecessary borrowings for the purpose of pleasure and
luxury should be restricted as far as possible and the liquidation of
long-standing, nonessential loans should proceed.

We should be careful, however, not to overdo this matter of liquida-
tion, because too drastic a policy of deflation, which might result in
crowding to the wall and throwing into bankruptcy legitimate enter-
prises, however unessential their operations may be, would have a
tremendously bad effect and would defeat the purpose of the very
policy which we are trying to have established. There must aways
be a wise and discriminating judgment used.

A sensible and gradual liquidation will result in permanent im-

provement, as we all know, but any attempt at radical or drastic

deflation merely for the sake of deflation will result in very serious
consequences, and such a policy should be avoided.

It will be helpful for us to discuss and to understand the parts
which must be played by the Federal Reserve Board, the Federa re-
serve banks, and the member and the nonmember banks in solving the
financial and economic problems that confront us.

Our problems are interrelated, but they are distinctive. The Fed-
era Reserve Board is a governmental body, sitting here in Wash-
ington. It does not come, except indirectly, in contact with the mem-
ber banks, and it can not be expected to have any intimate knowledge
of the details of your business. And it ought not to attempt to in-
terfere with the details of your business. The function of the Fed-
era "Reserve Board isto deal with general conditions and principles
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and to keep away from the mass of details which it is impossible for
any board sitting here in Washington to digest.

The Federa reserve banks do come in direct relationship and con-
tact with their member banks. They have an intimate knowledge of
the credit policy and of the borrowings of the member banks; they
are kept fully informed from day to day of the change of position of
the member banks, and through their contact with the Federal Re-
serve Board, as the coordinating and supervising body, they keep in-
formed as to the board's general policy, and tney tansmit to the
board such specific and general information as may be of assistance in
determining these policies. But the primary banking business of
this country is transacted by the member and the nonmember banks.
Those are the banks which come in contact with the public, which are
the custodians of the funds of the public, put with them on deposit,
and they are the media through which commercial loans are made.

We have heard a great deal about the necessity of discriminating
between an essential and a less essential and a nonessential loan. The
discount operations of the Federal reserve banks and their powers to
make investments are all clearly defined in sections 13 and 14 of the
Federa reserve act. Those sections are permissive and not manda-
tory. A Federal reserve bank is not required to make any particular
loan or any particular investment. The Federa Reserve Board may
define eligible paper, but al rulings and regulations of the board
must be in strict conformity with the terms of the Federal reserve
act. The Federa Reserve Board has no legidative powers what-
ever. It can merely interpret by regulation or rule the enactment of
Congress.

Now, without discussing any power that the Federal Reserve Board
may have to define essential and nonessential loans, | wish to point
out that section 13 provides, in a general way, that any paper ma
turing within the prescribed time, the proceeds of which have been
used or are to be used for commercial, industrial, or agricultural pur-
poses, is eligible. There is no specific condition imposed as to whether
or not, in the judgment of any man or body of men, any particular
loan is an essential loan for the well-being of the community or the
country at large.

The board has reached the conclusion that there is no occasion
now, whatever may be necessary later on, for it to attempt by any
general rule of a country-wide application to define essential and
nonessential paper. You remember the difficulties that were expe-
rienced in making such a definition during the war, when we had
the War Trade Board, the War Industries Board, the Capital Issues
Committee, and other temporary boards here passing upon all these
matters. At that time the problem was simpler than it would be
now, because there was a general underlying principle that anything
essentiadl must be something that was necessary or contributory to
the conduct of the war. Now we have no war. The temporary
boards have all dissolved and gone. The Federal Reserve Board is
not a temporary board. It is a permanent organization and it must
conduct its business in strict accordance with the terms of the Fed-
eral reserve act. Therefore, | think we are all agreed that there is
no occasion at the present time, if ever, for the Federal Reserve
Board to attempt to define, by regulation of country-wide applica-
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tion, what is an essential and what is a nonessential loan. A Federa
reserve bank is in much better position to undertake this than is
the Federal Reserve Board.

But even here there are difficulties in the way. Some of the Fed-
era reserve digtricts cover very large areas. A rule adopted by one
Federa reserve bank may not be susceptible of adaptation in an-
other Federal reserve district, because what seems to be essential
or necessary in one place may not be in another. While there is no
particular objection to a Federal reserve bank, in the wisdom of
its directors, undertaking to make a general discrimination be-
tween loans plainly unnecessary, plainly nonessential, and those
which are less essential or more essential, it seems to the board that
that whole question of discrimination might very properly be left
for solution at the source, as a matter between the individual
banker and his own customer, because the individua banker, par-
ticularly at times like the present, has a very close, confidential re-
lationship with a borrowing customer. They can tak matters over
with the utmost frankness. The individual banker is in position to
give advice. He can accustom his customer to come to him, in ad-
vance of seeking a loan, or of making any commitment involved,
to discuss the situation with him before the commitment is made.
The individual banker in many casesof course this may not be
possible in the larger citiesbut the great mass of banks al over
the country that do mostly a local business can very largely antici-
pate the legitimate and necessary credit demands which are going
to be made upon them; they can estimate the fluctuation in the
volume of their deposits, and they are better qualified than anyone
else to give advice to a borrowing customer. They can often restrict
the amount of a loan before it is made and can persuade a cus-
gcf)mera“in very many cases that he really does not need the money

ter all.

Then, again, the individual banker can determine, not so much the
essential nature of a loan from an elementary standpoint, as to
whether the loan is going to produce something that is absolutely
needed, but he can decide better than anyone else whether the loan is
essential or necessary for the public good in his particular locality,
not only as a means of producing something that ought to be pro-
duced, and which is needed for consumption, but as a means of pre-
serving the solvency of his community. We all know that if the
bankers in any community, large or small, were to clasp the screws
on tight, they could bring disaster to the community, which might
spread to other communities.

Of course, there may be cases, and there have been cases, doubtless,
probably in all of the districts, where some of the banks have over-
done the matter of extending credits, but there is one very encourag-
ing feature of the present situation, and that is such cases are com-
paratively few. The majority of all the member banks in each of the
Federal reserve districts are not borrowers from the Federa reserve
banks, and the number of member banks which are borrowing from
the Federal reserve banks in an amount exceeding their own capital
stock is not large in proportion to the tota membership. Every
banker knows, or he ought to know, what reasonable line of credit he
can get from his Federa reserve bank, and | want to call your atteD-
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tion to the power that the directors of the Federal reserve banks
have to limit their loans.

| referred a moment ago to the fact that there is no mandatory pro-
vision in the Federal reserve act requiring that any particular loan
be made. The nearest approach to compulsion in the matter of loans
that you will find anywhere in the act is that provision which per-
mits, and upon the affirmative vote of five members of the Federal
Reserve Board, requires a Federal reserve bank to rediscount for
another Federal reserve bank. With this exception there is no
other mandatory provision relating to loans in the Federal reserve
act. While sections 13 and 14 are permissive, there is, however, a
strict injunction laid upon the directors of the Federa reserve banks
in that part of section 4 which requires the directors of a Federal
reserve bank to administer its affairs without favor or discrimination
for or against any member bank, and in making loans, discounts, and
advancements, which in their opinion may be safely and reasonably
made, to pay due regard to the wants and requirements of other
member banks. Thus the directors of 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 you share, and we want you to reduce; we can not
let you have any more." They must exercise 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; that
it must not abuse the rediscount privilege of the Federal reserve
system.

When a banker understands, just as he did in the old days before
we had the Federal reserve banks, that there is a limit to his borrow-
ing and you will remember in the old days no nation a bank was
permitted to become indebted for borrowed money in an amount ex-
ceeding its capital stock when a banker realizes th at if he wants to
expand his business he must do it more and more out of his own re-
sources and not lean so heavily upon the Federal reserve bank, when
he understands that limitations and penalties may be imposed upon
his borrowings, then if 1 know anything about the psychology of
banking | know that the banker may be depended upon to use a wiser
discretion in the matter of granting credit.

The recent amendment to paragraph (d), section 14, which em-
powers the Federa reserve bank, for itself and without regard to
any other Federal reserve bank, to establish a normal or basic line
of credit upon some principle applicable to all member banks in its
district alike, and to impose a graduated or penaty rate upon ex-
cessive borrowings, does not repeal, amend, or modify in any par-
ticular the provisions of section 4 or section 13, and a Federal reserve
bank is still, even though it adopts the progressive or penalty rate,
entirely within its rights in declining to take undesirable paper at
any rate. The progressive or penalty rate | will not discuss at this
time, because we will have an open discussion a little later on and we
will take it up then.

It may be argued that the volume of credit must necessarily be
greater now than was the case a few years ago on account of the
higher prices and higher wages which are prevailing, so that any
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given transaction requires a greater number of dollars to finance it
than was formerly the case. That is true, but | believe that | can
present figures to you that will convince you that if there could be
a freer flow of goods and creditin other words, a greater velocity
in the turnover of credit the resources of the bank s of this country
are abundantly able to finance all essential enterprises and a good
many of the nonessential as well. The fundamental trouble with the
situation to-day is that there is a large volume of essential goods and
commodities held back from the markets and kept out of the chan-
nels of distribution, either for speculative purposes, being held with
the idea of getting higher prices later on, or where they are held back
of necessity on account of lack of facilities to transport them to
market. In the latter case it is a wise and proper policy to ease the
situation along, to assist the people who are thus compelled to hold
and not throw any obstacles in their way, provided there is a genuine
and sincere disposition to put the stuff in process of distribution as
soon as transportation can be had. But in the case of the hoarder,
who for selfish and profiteering purposes wishes to hold back from
the mouths of hungry people essential articles of food and clothing,
every good banker should exert every influence within his power to
force people of that kind to turn loose their hoards. Here is an
opportunity for wise discrimination, and this discrimination can be
exercised more intelligently and effectively by the individual banker
himself than by any governmental board.

We find instances also which aways occur when there is a con-
stantly advancing tendency in the market, where merchants have
stocked up. There are many cases where mercantile loans are too
large and ought to be reduced. There are merchants everywhere
who ought to be reasoned with and who ought to be encouraged to
push their stocks out and get rid of the high-priced stuff, because
some of these days, it may he sooner rather than later, the reign of
reason is going to be restored and the man in the street is no longer
going to want to pay $25 to $30 for a silk shirt or $20 for a pair of
shoes or $1 for 4 pounds of sugar, and lower prices will be demanded,
and trade will fall off unless lower prices prevail. It seems to me,
from the standpoint of good merchandizing and good banking, that
the merchants should be encouraged to reduce their stocks and not
tempt the passer-by by extravagant display in the windows at high
prices, which under the abnormal state of mind which has prevailed
may themselves help to sell the goods, because you all know cases
where a customer would pass by with contempt a two or three dollar
article and turn his attention to something at $25, although it may
not be one whit better suited to his purposes.

In order to bring about a correct tendency and to lead to a per-
manent cure of our present situation, a campaign of education must
be begun and continued. Here, again, there is no agency so well
qualified as the banker, who receives on deposit the money of the
public and makes loans to the public, to give advice, so thus there
should be a concerted effort all over this country on the part of the
bankers to arouse in the public a spirit of common sense. Let us
take our heads out of the clouds and get down to business, and
let us save, produce, and let each do his part in a constructive and
productive way for the community, to add to the volume of goods
and facilitate distribution, thereby doing something to cure the dis-






