CONFIDENTIAL

October 12, 1927.
Dear Senator Glass:

Upon return to the bank efter vacation, I
found your'letter of September 15, in whioch you mention that
Governor Harding, of the Noston bank, had shomm you my letter
%0 him of feptember 10 relating to a suggestion from one of the
governors of the Reserve Banke that the action of the Board in
establishing a disoount rate for the Chicago bank should ree
ceive the attention of the Committee on Legislative Matters
pertaining to the Federal Reserve System,of which I happen to be
the Chairman. I have read the statement prepared by you for
the New York TIM=S, under date of September 15, to which you re-
ferred in your. letter to ma.

Under ordinary oircumstances, it might not be conside
ered either as appropriate or the exercise of good Jjudgment for
reserve bank exeoutives to discuss with those not now actively
engaged in the edministration of the fystem differences of opin=-
ion on such important matters as this discount rate controversy.
T hold tha situation to be entirely aifferent in writing to you,
however .

Vhen the commnication was received from the Board sug-
gesting -- and as T interproted it, strongly intimating -- that
this dank should consider ite rediscount rate and lower it, I.was
of the opinion that the intimation was going too far. wWhen later
the Board actually ectablished and promulgated the rate for the
Chicago benk, I was astounded and felt towards that action Jjust e~
bout as you have ex;ressed yourself. WMy omn opinion upon the
disoount rate for this bank was expressed in a letter to Governor
Crissinger, dated August 12, a copy of which I venture o send you.
Ordinarily a uniform discount rate for all the Federal Reserve
Banke is 1llogiocal, contrary %o good practice in a country where
banking practice and money rates and business oustoms and condi-
tions vary widely in different seotions, and cannot fail to work
ovil results.

You will probebly recall that I wrote you a short time
ago-enclosing a newspaper olipping, about the time when the new
Federal Reserve Agent for the New York bank was appointed, comment-
ing upon the assumed attitude of the Board in centralizing ites au-
thority over the operation of the Federal Reserve Banks. In that
letter, I expressed the opinion that unless the autonomous powers
of the Federal Reserve fanks were proeserved at least to the extent
provided for in the Aot, disruption of the Federal Reserve System
would be.likely to ensue. I have observed that you have called
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attention to and expressed your opinion upon that disposition or tenden-
¢y of the Doard.

Governor Harding has sent me a copy of his letter to a member
of the Federal Reserve Board giving his interpretation of the rate-fix-
ing powers of the banks and the Board respectively, with which I agree
in large measure. I note your statement that you do not go quite as
far as Governor Harding does.

" The public mind seeme to have quieted down on this controver-
8y, and o far I have seen little if any def'snce of the action of the
Board. In my judgment and according to my experience, time has abune
dantly demonstrated the wisdom of a regional bank eystem in this coun=
try as opposed to an all-powerful, sutocratic, centralbemk. I am,
however, not disposed to question that the power of reviewing and de-
termining that powerful faotor influencing credit and the movements of
money, the discount rate, under certain conditions should be lodged
with a cupervising body such as the Federal Reserve Foard; and it ic my
opinion that that provieion of the Act should be handled with extreme
care should any disposition arise in Congress to legislate upon the mat-
. .

The conception of the present Toard of its powers and duties
in that conneotion ie wholly erronsous in my opinion, and its action in
the case in point entirsly to be condemmed. It was unwerranted under
oconditione end was vicious in ite effect, as you have rightly charaoter-

- 4zed 1t. ' 8o far as'we know, or are led to beliove, the decision was
not made by a majority of the Poard, and I trust that the oryetalization
of public opinion upon thie action of the Noard will ultimately result
in good end not-harm to the fysten.

Yours sincerely.
©J 5=-0CP

Honorable Carter Glaes,
Iynchburg, Virginda.
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FRANCIS £, WARREN, WYO., SHAIRMAN

Vlnited Siafes: S {

L . cAMERE
HIRAM BINGHAM, SONN. COMMITTEE ON APPROPRIATIONS
J KENNEOY F. REA, oLERK

J Lynchturg, Virginia,

Oct. 30, 1927,

I would have sooner acknowledged yours of

October 13th but for illness in my far

ly. I an writing

now for letting me have your views of the

action of the Federal Reserve Board in ¢ Chicago rate
case. You know, of course, that the Federal Reserve Ad-

visory Council unanimously dis ¢ ith the icious

action of the Board an

being matured
to prevent a repetition of any such foclishness, without

the necessity of resorting to lsgislation.

Sincerely yours

——

George J. Seay, Fsq.,
?o\mrrm Federal Reserve Bank,
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