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RESOLUTION BY MR. OWEN.

I n  t h e  S e n a te  o f  t h e  U n ite d  S ta te s ,
November 6, 1913.

Resolved, That the Committee on Banking and Currency is hereby 
authorized to have printed the indexed hearings by the Banking 
and Currency Committee of the Senate on the pending banking and 
currency bills (S. 2639 and H. E. 7837), bound in paper, as a Senate 
document, * * *.

Attest:
J am es  M. B a k e r ,

Secretary.
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HEARINGS OK H. R. 7837.

W ED N ESD AY, OCTOBER 8, 1913.

C o m m ittee  on  B a n k in g  and  C u r r en cy ,
U nited  S tates S e n a t e ,

Washington, D. G.
The committee assembled at 11.05 o’clock a. m.
Present: Senators Owen (chairman), Hitchcock, O’Gorman, Reed, 

Pomerene, Shafroth, Hollis, Nelson, Bristow, McLean, and Weeks.
The C h a ir m a n . Mr. Vanderlip, the committee will be glad to hear 

from you in regard to this bill, and I will ask that you give the 
stenographer your banking affiliations.

STATEMENT OF FRANK A. VANDERLIP, PRESIDENT OF THE 
NATIONAL CITY BANK, OF NEW YORK, N. Y.

Mr. V a n d e r l ip . I am president of the National City Bank, o f  
New York. I have other banking affiliations as director. I  suppose 
you only mean my official position ?

The C h a ir m a n . I think that will suffice, unless the committee care 
to have the other affiliations. We will be glad to have your views 
on this bill.

Mr. V an d erlip . I feel that there are two important things to be 
accomplished by any legislation— the mobilization of reserve and the 
creation of an elastic currency. I think this measure has gone a long 
way toward that, but has failed of accomplishing both of those 
things. I feel that the mobilization of the reserve has got to come 
about by what is practically a single reserve reservoir, and that the 
12 reserve reservoirs which have been provided in the bill will not 
practically bring that about. I  believe a single reservoir would be 
best, and any reduction from 12 will be an improvement. I  think 
if you could reduce it to 4, it would probably work pretty nearly 
as well as 1, and would perhaps have some advantages over i.

The C hairm an . I s your reason for that because you think that if  
the regions were small the demands upon a particular region at 
seasonal periods would be too exacting on the local reserve bank?

Mr. V anderlip . Yes. There is no spreading of the conditions in 
the small regional reserve center. I f  the demands on all banks 
were of the same character and came at the same time there would 
be no object in having such an arrangement as we are here providing. 
The advantage of this comes through one bank having a strain on it 
at a time when another bank is flush, and an averaging of those con
ditions. It follows from that that if you establish a regional center 
in a geographical location, where all of the trade conditions in that 
circle are the same, where all the demands are coming upon the 
banks at the same time, and is of largely the same character, you 
will defeat your purpose. You will have a condition where there 
will be great danger of exhausting the resources of that bank, because 
conditions are the same throughout the territory of the bank.

1933
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1934 BANKING AND CURRENCY.

Senator H itc h c o c k . D o you care to be interrupted as you go along, 
or do you prefer to complete your statement?

Mr. V anderlip . I am perfectly willing to be interrupted.
Senator H itch co ck . Then T would like to ask you whether it is 

not true that in all European systems—take, for instance, France— 
the conditions are practically the same throughout that country in 
which that central bank is the central reservoir. There is no diversity 
of interest there, where they have a very small geographical extent 
of territory.

Mr. V anderlip . There is diversity over the whole nation there, 
whatever it is, and it must be considerable. You can not say that 
France, speaking from the point of demands for borrowing at the 
bank, is an absolutely homogeneous country. There is the wine- 
producing district, the agricultural districts, the manufacturing dis
tricts, and their demands all come at different times and are of a 
different character. The one central bank there covers all those de
mands and has the advantage of a flush condition at one point and 
a strained condition at another and equalizes those conditions.

Senator H itch co ck . But geographically France is not larger than 
some of our States.

Mr. V anderlip . But in its business requirements it is certainly 
larger than any of them, and those requirements are very seasonal* 
With us, however, the seasonal variation is very pronounced accord
ing to geographical location.

Take the central bank established in the territory around New 
Orleans. The borrowing there will come from cotton raisers very 
largely. It will all come at the same time. The pressure on New 
Orleans comes at one season of the year. Now, if that can be equal
ized by including in the territory of the New Orleans bank territory 
that is not similar in its climatic conditions or in its industrial or 
manufacturing conditions, so that the pressure for loans in one part 
o f that territory comes at one season and in another part at another, 
you will have a far sounder situation and a situation that a reserve 
bank can stand up under; whereas if you make these areas too small, 
in that they are too similar in condition, you will endanger the bank 
and make it almost certain that it will have to go to the larger banks 
for help.

Senator H itch co ck . The reserve bank still has the resource of 
procuring currency.

Mr. V anderlip . But it may be credit, not currency, that it wants, 
and it must have the reserve of gold to support the currency. I f  the 
bank loans down to 33 per cent it can not get any more currency 
until it gets some more gold.

It seems to me there are many impressive reasons why there should 
be a fewer number of reserve districts.

The C h a ir m a n . I f  there is a certain number, would you think it 
advisable to have a Federal reserve board with power to require one 
branch to accommodate another?

Mr. V anderlip . The power of the Federal reserve bank to force 
one bank to rediscount for another is obnoxious, but it is absolutely 
necessary if we are to have the benefits of the central reservoir and 
if you are to have a number of regional banks. A central reservoir 
is the desideratum. That is what we must have. You have planned 
here to organize 12 banks, and recognizing that after all 12 reser
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BANKING AND CURRENCY. 1935

voirs will not do—that there must be one—then you undertake to 
pipe those 12 reservoirs together, and properly so. You must pipe 
them together. You undertake to pipe them together by giving con
trol to this Federal board to force loans. I think the Federal board 
must have that authority, obnoxious as it is. The obnoxious charac
ter of it would disappear entirely with one central bank. It will dis
appear in a measure as you reduce the number of central banks. I  
believe that with four banks the management of those four banka 
would get together with a sufficient understanding of mutual condi
tions so that there would not have to be any arbitrary use of that 
power, but power must be lodged with the Federal board, because yon 
must pipe the banks together, and you must make, in effect, one cen
tral reserve reservoir.

Senator H itch co ck . Would not that same argument go to show, 
really, there ought to be one central reservoir for all Europe, and 
that all those countries should unite ?

Mr. V anderlip . It possibly might be better; but there are condi
tions of language and conditions of government which would prevent 
that. It would perhaps be better to have one government in Europe; 
but we would hardly undertake that.

Senator H itch co ck . Is it not a fact, however, that funds flow from 
one bank to another, according to the demands of trade and local 
conditions? I f  there is a stronger demand for money or credit in 
one country than another, is there not a tendency for the flow to go 
in that direction ?

Mr. V anderlip . There is a tendency and it is a pretty free flow.
Senator H itch co ck . I f  that is the case in Europe, why would not 

that flow naturally result between these 12 banks if it is made volun
tary instead of compulsory?

Mr. V anderlip . I think there would be very little likelihood of a 
voluntary flow for this reason: Let us say the condition at New 
Orleans, as we have been using that town as an illustration, becomes 
close, while in New York it is comparatively easy. The individual 
banks in New Orleans would then probably borrow from the indi
vidual banks in New York. I think the management of the Federal 
reserve bank in New York would say that that is the natural way 
for New York to relieve New Orleans; that is the natural channel 
through which credit should flow, from a community where the rate 
is low to a community where it is high, through individual banks. 
They would say, if the individual banks in their judgment did not 
think it wise to loan to the individual banks where the rate is higher, 
“ then probably it is not wise for us, holding the reserves of the in
dividual banks, so to loan.” The individual banks would be perfectly 
free to loan to the individual banks in a high-rate community, if all 
the conditions of credit and business outlook were such as to warrant 
their doing so? Therefore the managers of the reserve bank in New 
York, or wherever a low-interest rate was prevailing, would feel, so 
far as it was wise, that the individual banks, members of their associ
ation, should make the loans to individual banks, members of the 
other association. But it would not be wise as a common practice for 
the managers of the reserve bank themselves to loan those funds and 
deplete its reserves for that purpose.

Senator H itch co ck . But you would empower a body to order it 
to do so ?
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1936 BANKING AND CURRENCY.

Mr. V anderlip . I would; yes. I would do it with great regret. It 
is obnoxious to think of forced credit, but you have got to obtain, in 
effect, a central reservoir, and you can not obtain it unless you can 
bring the water level of the supply reservoirs together.

There are other reasons why I think there should be a fewer num
ber of reserve banks. Some of the gentlemen here regret to see the 
importance of New York emphasized. To anyone holding that view
I would like to call attention to the fact that the more reserve banks 
you have the more you will emphasize the importance of New York. 
New York has a fixed minimum of size. You can not very well divide 
New York into two central reserve banks, and the greater the num
ber the smaller will be all the banks outside of New York and the 
more pronounced will be the predominance of New York. Then, I 
think there is this further argument: The Federal reserve board will 
presumably be subjected to some political pressure—not political 
pressure; I do not mean political pressure, I mean local pressure, 
pressure arising from local conditions. That pressure would be 
very much relieved if the Federal reserve bank covered a wide terri
tory, and thus became subject to the pressure of diverse local condi
tions and harmonized that pressure. I f  there is a reserve bank, let 
us say, in New Orleans, with a territory in which conditions are 
uniform, the pressure from that locality upon the Federal reserve 
board to compel loans from other banks would be governed simply 
by their view of their own local conditions. Therefore, if that Fed
eral reserve bank in which New Orleans is located took in a very 
large territory where there were varied conditions, the reserve bank 
instead of the reserve board would be subject to the pressure from 
these different localities, and they would be harmonized in the bank, 
and the reserve board here in Washington would only have to con
sider the larger and in a less degree these local conditions.

Senator H itch co ck . N o w , Mr. Vanderlip, as it is now, the bankers 
of the central reserve ci,ties, and especially the bankers of New York 
City, respond voluntarily to these various seasonal needs in various 
parts of the country. Why, by the same argument would not the 
reserve bank of New York City respond voluntarily, by analogy?

Mr. V anderlip . They respond now voluntarily, and they will con
tinue to respond voluntarily to as great a degree as it is wise for New 
York to be depleted. But the managers of the New York bank, I 
believe, would feel that the judgment of how much New York should 
loan to other places should rest with the individual bankers. I f  
these bankers reached a point where they would not loan any more, 
it would be hardly the part of the organization holding their re
serves to deplete these reserves by loaning.

Senator H itch co ck . I f  it is the custom of the banks in New York 
City now to make these advances to the various parts of the country 
when the seasonal demands arise, it seems to me when these New 
York banks are united iji a reserve bank, holding the stock in that 
reserve bank, they would have then, jointly, naturally the same power 
that they have now individually.

Mr. V anderlip . They are not united to do a general business; they 
are united to hold their joint reserves. General business will still be 
done by the individual banks. It is, I trust, no part of this plan 
that general business is to be done by these Federal banks. In 
normal times the Federal reserve banks ought not to have any large
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BANKING AND CURRENCY. 1937

amount of rediscounts. Their power should be conserved. They 
should run with very high reserves under normal conditions, and 
they should never have money making as a factor in their conduct. 
That point, by the way, I thi^k is very important and if I  may 
digress a moment, I  believe the plan for dividing the earnings, after 
5 per cent is paid upon the stock, in the proportion of 60 per cent to 
the Government and 40 per cent to the depositors of the bank, is 
absolutely wrong. There should be no division of earnings after the 
stock has received a proper dividend. It may be, and I believe it is, 
wise to give the stock 6 per cent instead of 5, but it should have no 
further participation in the profits. There should never be that fac
tor in the management to make it endeavor to earn profits. The 
profits should all go to the Government after the interest has been 
earned on the capital stock for which the banks have subscribed. I f  
there were to be a division, this method of division is wrong. It 
amounts to a payment of interest on deposits. The division is to be 
made of profits on the basis of the average deposit which a bank 
maintains. That is merely another way of saying we will give 
interest on deposits. You might find a bank under a strong incentive 
to work for profit in order to pay interest on its balances. The 
theory of the division is wrong, and any division at all is wrong.

Senator S eed. Y ou think, then, that after there has been a reason
able interest paid upon the money contributed by the banks, in the 
way of capital or reserves, all of the money should go to the Gov
ernment ?

Mr. V anderlip . I am perfectly clear on tha .tl believe a great 
element of danger will enter in the management of the banks if any 
other course is adopted.

Senator S h a fr o th . D o you believe that these reserve banks will 
earn anything above the 5 or 6 per cent ?

Mr. V anderlip . I think it is impossible to calculate that. From 
such calculation as I have been able to make, I would rather doubt— 
well, no; let me say it is impossible to state. There are too many 
unknown elements. The Federal board is permitted to charge the 
banks interest on the Government deposits. How do we know what 
they will charge? They will pay it into the profits, whatever it is. 
The Federal board is permitted to charge so-called interest on the 
notes. What will the charge be? I do not know; nobody knows. 
It is impossible to figure the profits of these banks.

Senator S h af r o t h . It can be made profitable, or make really a 
very little profit, depending upon the administration they have?

Mr. V anderlip . Yes, sir.
Senator S h a f r o t h . One person here the other day said it was im

possible for any of these banks to make any money whatever, even 
to make the 5 per cent.

Mr. V anderlip . Well, that, of course, is hardly a correct view.
Senator S h af r o t h . Yes; it can not be, from the fact that the Gov

ernment alone will have an account there, at the present time, of 
$285,000,000. Then the reserves of the banks amount to $400,000,000 
or $500,000,000, and then this capital which is paid in amounts to 
$105,000,000. It is impossible to conceive that with $700,000,000 or 
$800,000,000 no return whatever can be made from them. But I 
would like to have your view; and, of course, as you said, it is a 
factor.

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



1938 BANKING AND CURRENCY.

Mr. V anderlip . There ought to be no difficulty in earning the 5 per 
cent. It is conceivable that the. earnings might be very much more 
than that.

Senator S h af r o t ii. Would not the tendency to have a division of 
60 and 40 per cent, as indicated in the bill, be to make these banks 
do business with the regional or reserve banks?

Mr. V anderlip . It will have the tendency to put the whole man
agement on a money-making basis. Rather than have them stand in 
the attitude of conservation, it will put them into the open market 
for investments at times when they ought to be carrying a very large 
reserve. Suppose the country bank to-day finds it is in an easy 
money market. I f its customers are not able to absorb its loanable 
funds it goes into the commercial-paper market and buys com
mercial paper. In a little while conditions change, and they come 
around with their hat in their hand and say, “ We are sorry; we 
made a mistake. We ought not to have bought this paper, and we 
want you to take it off of our hands.” Now, we do not want the 
reserve banks to get into that situation. We do not want them, in 
case they have 70 or 80 per cent reserve and are under a compulsion 
to make earnings, to feel they must invest that money, and there
fore go into the market, and then, if a change comes, find themselves 
unable to meet the responsibilities that are really on their shoulders.
I am very much opposed to the banks being run for profit.

Senator S h af r o t h . N o w , Mr. Vanderlip, one of the great desires 
of this bank is to provide for the raising and the lowering of the 
discount in order to influence the flow of gold. Will you give us 
your opinion as to whether that is practicable under this bill, and 
whether it is not necessary for a bank to go out into the market and 
attempt to corral securities or corral money in order to establish 
a condition of that kind?

Mr. V anderlip . The bill is not clear in its definition of the power 
of the bank to go into the open market. I find two opinions as to 
what the power of the bank is in that respect. One holds that the 
bank may go into the open market and buy prime commercial paper, 
although I believe it says “ banker’s bill ” in the law.

Senator S h afr o tii. What is a “ banker’s bill ” ?
Mr. V anderlip . “ Banker’s bill ” is really an English term—a bill 

that has been accepted by a bank, a bill that is drawn against a bank 
and has been stamped with its acceptance, or a piece of commercial 
paper that has been indorsed by the bank.

Senator S h a fr o tii . I s there much of that paper in this country?
Mr. V anderlip . There is none of it in just that form. We have 

not anything in this country that we could properly designate, I 
think, as a u banker’s bill.”

Senator H itc h c o c k . I s an acceptance a banker’s bill in Europe?
Mr. V anderlip . I f  it is an acceptance by a bank.
Senator S h af r o t ii. Y ou New York bankers ought to know about 

the way to get this gold into this country better than anybody else, 
and I would like just to have your views as to how that ought to be 
done.

Mr. V anderlip . In the first place, I would like, to see the law 
made clear as to what the powers are that are given to this bank. 
It will be very obnoxious to the member banks to have the reserve 
banks competitors in the open market with them. Possibly that is

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



BANKING AND CURRENCY. 1939

necessary. I  do not think it is myself, but, as I read the law, I have 
supposed that the banks could not go in the market and buy paper, 
except such paper as was indorsed by a member bank. But I am 
inclined to think I am in error on that point, as I find a good many 
other people who think the law provides that they could go into 
the market and buy your notes or anybody’s note.

Senator S h a f r o t h . I think the bill as originally framed did not 
take into consideration the necessity for going into the market in 
order to raise or lower the discount, and I think when attention was 
called to it they thought they could not establish a rate without that 
power.

Mr. V anderlip . The best way of doing that, in my opinion, has 
been suggested by Mr. Paul Warburg. He believes that a portion 
of the present 2 per cent bonds in circulation should be purchased 
by the Federal reserve banks, and the circulation retired; that these 
bonds should be converted into one-year notes of the Government, 
the banks agreeing always to renew those notes for 20 years on each 
maturity.

Senator R eed. What banks do you mean?
Mr. V anderlip . I mean the Federal reserve banks. This would 

give the Federal reserve banks a large amount of one-year Gov
ernment notes that would employ their money in times when 
otherwise they might have to compete in the market with member 
banks thus depleting their reserves, with the result that they would 
be able to meet their responsibilities properly when a strain did 
come. But it would give them this power: I f  they wanted to raise 
the discount rate, if they believed we were facing a dangerous situa
tion, and that money rates were too easy and that a check ought to be 
put upon affairs and the discount rate raised, they would be able to 
sell those notes in the open market and deplete the open market of 
the reserves, drawing the reserve strength to themselves and dis
posing of those short-time notes. The effect would be immediate, 
and the discount rate would of necessity advance.

These notes would also be of great value in the period when gold 
exports were imminent or were going on and we did not want to 
lose gold. Such notes as these would be available in any market of 
the world at the very lowest possible discount rate, and if we were 
in a position where Europe could demand gold from us and we 
could not with ease part with the gold at the time, then the banks 
could sell these notes abroad and liquidate the pressing adverse bal
ance, and in that way retain our gold and bridge over the strain. I 
believe something can be worked out in that direction which will give 
the banks the opportunity and the power to control the discount 
market to an extent. Of course it is only to a limited extent that the 
banks ever could control the discount market, but it will greatly assist 
them in controlling the gold movement.

Senator H itch co ck . That is a little after the English custom ?
Mr. V anderlip . Yes; after the “ exchequer b ill55 of the English 

Government.
Senator H itch co ck . Has the Imperial Bank of Germany that 

same method ?
Mr. V anderlip . I can not answer positively. I  think it has. I 

know the German Government issues short-term note.
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Senator H itc h c o c k . In the sale of those notes would not the re
serve bank always suffer loss?

Mr. V anderlip . It would apparently suffer loss, but it would be 
able to recoup itself by the loans that it would be able to make at 
a higher rate on the basis of the increasing reserve which it would 
have. It would sell the notes and bring in the reserve. The result 
of that action would be the depletion of the reserves of the outside 
banks and the increase in the rate, and probably this would later 
compel the outside banks to borrow. The reserve bank would not 
have to borrow, because it had largely increased its reserve by the 
sale of the notes, and, I think, in the double operation would recoup 
itself for the apparent loss of interest on the notes it sold.

Senator N elson . What rate of interest would you have on those 
notes ?

Mr. V anderlip . Three per cent.
Senator R eed. Mr. Vanderlip, at the risk of repetition, I want ta 

be sure that I understand you. Your proposition is that the present
2 per cent bonds running now for 20* years should be converted into 
bonds running for one year—short-time bonds? That is the first 
proposition ?

Mr. V anderlip . My proposition is that a portion of them should 
be converted; some two or three hundred millions should prob
ably be.

Senator R eed . Then you doubt that the banks would agree to re
convert them into long-time bonds?

Mr. V an d erlip . N o, sir; that they, equally with the Federal 
reserve banks, should agree to accept the one-year notes at each ma
turity, not to demand payment, but accept in payment the new one- 
year notes.

Senator R eed. That would be all right, as long as the Federal 
reserve banks hold these notes. But when they sold these notes in 
Europe to get gold, of course, the notes would then go into the hands 
of outside parties. What sort of plan would be devised then to avoid 
compelling the Federal Government, at the maturity of this bond, 
this one-year bond, from having to go into its Treasury to pay them?

Mr. V anderlip . The Federal reserve banks must be under contract 
to protect the Government from that. They must always stand 
ready to take new one-year notes to the amount which is necessary 
to redeem those maturing.

Senator R eed. Then, the plan amounts to nothing more than this, 
that the Federal Government would issue these one-year notes and 
give them to the banks as a matter of accommodation, to be used by 
the banks, and the banks be, in turn, compelled to protect the notes 
at maturity and renew them indefinitely, so long as the Government 
desired ?

Mr. V anderlip . Yes. The advantage of that to the bank is that 
the one-year note of that character would be the very highest type 
of banking security, whereas the 20-year bond would be an invest
ment security, not a banking security.

Senator R eed. I see. Now, how would you first get these bonds 
into the possession of the banks? The Federal Government now 
has 2 per cent 20 year bonds out; most of them are held by the banks, 
and most of them have been utilized for currency issues. What 
would be the method you would suggest?
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Mr. V anderlip . The Federal banks would buy at par a certain 
amount of these 2 per cent bonds that are now owned by the national 
banks and are at the Treasury as security for national-bank-note 
circulation.

Senator R eed. Would they then retire the national-bank circula
tion ?

Mr. V anderlip . They would probably substitute the new notes 
that are provided under this law.

Senator R eed. I will call them asset notes.
Mr. V anderlip . Very good. They will substitute those notes. At 

first they might not have any commercial paper to secure such an 
issue of notes and they would put these new one-year Government 
notes under the------

Senator R eed (interposing). But we still have not got the one- 
year Government notes; that is the first step.

Mr. V anderlip . Let me see if I can trace the matter. The Federal 
bank will buy from the national banks some of those 2 per cent bonds.

Senator R eed. Y ou mean the National Government?
Mr. V anderlip . No; the Federal reserve bank will buy some of the

2 per cent bonds the national bank now holds and has deposited with 
the Treasury to secure national-bank circulation.

Senator R eed. Instantly, then, the currency that was issued upon 
that bond will have to be retired ?

Mr. V anderlip . At that moment; yes. It might also be provided 
at that moment that the Federal reserve bank can take out these new 
notes, using either the 2 per cent bonds it has just bought as a basis 
to secure them or a new one-year note, into which it, at the moment, 
exchanges the 2 per cent bond—the one-year note of the Government.

Senator R eed. That goes into the custody of the Government ?
Mr. V anderlip . Goes into the custody of the Federal agent in the 

same way as commercial paper.
Senator R eed. The one-year Government bonds or the old 20- 

year Government bonds into the custody of the Federal agent?
Mr. V anderlip . Yes. Now, as fast as the Federal reserve bank 

accummulates commercial paper it could substitute it in the hands 
of the Federal reserve agent for these one-year notes, leaving the one- 
year notes free in its hands, where it would be in a position to put 
them out when it wanted to raise the discount rate.

Senator R eed. I am coming to that next step.
I have cleared up in my own mind this method. We have your 

suggestions on that. Now, the gold is flowing out of the country; 
we will assume the gold reserves are getting low here. Then you 
would simply take these one-year notes and send them to Europe and 
sell them, getting gold and bringing it back in ?

Mr. V anderlip . Gold, but more probably exchange, which would 
amount to the same thing, and would stop the flow of gold.

Senator R eed . And, then, you would put money in your bank, 
in the reserve bank, and the reserve bank would raise its rate of in
terest to the member banks desiring to borrow from it to a point 
that would recoup any such loss it had suffered by reason of pur
chasing this gold?

Mr. V anderlip . In that particular case it might or might not have 
a loss. It might be able to sell those on a 3 per cent basis, or it might
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not. I f  Europe was strong and was importing gold it is possible it 
could sell those notes for less. It would recoup just as you suggest.

Senator R eed. Y ou have got the Government one-year bond— 
that is the proper name by which to call it, I suppose—bearing 3 per 
cent interest, and it is now sold to a banking house in London, and it 
draws 3 per cent interest. It is simply the credit of the Government 
loaned to the Federal banks, extended to it.

Mr. V anderlip . Yes, sir; instead of a 2 per cent bond that the 
Government formerly was obligated to pay.

Senator R eed. Yes. Now, does the Government pay that 3 per 
cent interest or does the bank pay it?

Mr. V anderlip . The Government would pay it.
Senator R eed. Then the Government would have to stand the ad

ditional rate of interest under that plan. Do you think that would 
be just and equitable to the Government?

Mr. V anderlip . It does not make any difference whether the Gov
ernment or the bank pays it. Let the bank pay it, if you prefer, 
because it comes out o f  the Government. I mean it only reduces the 
profits the bank will eventually turn in t6 the Government. Let the 
bank pay it, if you like.

Senator R eed. Your plan would involve the banks taking care of 
the principal of that bond at its maturity and also taking care of its 
interest?

Mr. V anderlip . And the bank would be in a position to make a 
profit because it was able to lend the notes it had secured upon these 
new one-year Government notes, and receive interest on those notes. 
It would therefore be in a position to recoup the Government.

Senator S iiafr o tii. Mr. Vanderlip, would the withdrawal or the 
refusal of the reserve banks to renew the 00, 60, and 30 days paper 
upon which they had advanced money or loans, have a tendency to 
control the flow of gold?

Mr. V anderlip . I do not think I quite comprehend your question.
Senator S hafr o th . We will suppose there is a flow of gold to 

Europe, and there are notes that have been presented by the in
dividual banks or drafts which have been discounted, and the regional 
banks desire to stop the flow of gold. Would there be a tendency to 
stop that flow by the banks saying they would not issue any more 
currency ?

Mr. V anderlip . Anything that will raise the interest rate will tend 
to check the flow of gold.

Senator S h a f r o t h . Well, will not the tendency to stop having so 
much circulating medium have that effect ?

Mr. V anderlip . Any reduction of the circulating medium other 
than the normal redemption of bank notes would raise the rate of 
interest and would tend to check the flow of gold.

Senator S h af r o t h . Could it become effective, do you think, by the 
exercise of that power alone, on the part of the reserve banks?

Mr. V an d erlip . N o. The interest rate would have to be advanced 
too violently. It would have to be advanced too far, and even within 
any reasonable limits might not check the flow of gold. I f  European 
nations are in an exchange position to demand gold, even though the 
rate were very high here, they might still demand it, and the ability 
o f the bank here to sell something abroad and produce a credit to 
meet exchange demands which the European nations hold against us
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is the effective way to stop the flow of gold. You can not stop a flow 
of gold permanently. I f  we buy more than we sell we have to pay 
for it some time. For a season, for a brief time, we can prevent that 
flow of gold. Or at a time when a depletion of our reserves is going 
to come with great severity upon us, we may be warranted in going to 
unusual measures to check the flow of gold at that moment. But we 
can not check the flow of gold for a long period if balances are against 
us.

Senator H itc h c o c k . Will you explain the exact method which the 
bankers in New York nowT adopt to check the flow of gold?

Mr. V an d erlip . They have absolutely no method, Senator. We 
can advance the rate of interest a little, but we have no joint way of 
doing that. We may not legally even confer on the subject. New 
York City is the greatest free-gold market in the world. Anybody 
with credit in New York can get gold, and there is no way at all o f 
effectively checking it.

Senator H itc h c o c k . Y o u  do adopt some methods occasionally?
Mr. V an d erlip . No ; we really adopt no method. I f  gold is going 

out and our reserves become impaired, if they fall below the legal 
limit, naturally, the interest rates will rise and the rise in interest 
rate tends to check the gold movement.

Senator H itc h c o c k . Can you explain how it tends to check the 
gold movement? What is the exact operation by which the move
ment is checked?

Mr. V an d erlip . I f  funds are worth much more in New York than 
they are in London the banks, or the individual with funds, which 
they can have in either place, w7ill choose to keep some part of their 
funds in the higher interest community. There would be the tendency 
to draw from New York, if the exchange situation warrants Europe 
in drawing, but to some extent this would be counteracted by the 
attractiveness of the rates in New York. I f  a bank can loan money 
in New York at a very high rate it w7ill not drawT it home at a low 
rate.

Senator N elso n . Y ou  mean a foreign bank?
Mr. V an d erlip . A foreign bank; yes, sir. I mean if an English 

bank finds money at 6 per cent in New York and 3 per cent at home, 
and has a credit in New York, and believes the New York loan is 
secure, it will leave at least some portion of the money it could draw 
at the New York bank there in order to take advantage of that high 
rate.

Senator H itc h c o c k . What I want to find out is how the London 
bank maintains those funds in New York. Are they on deposit with 
the New York bank?

Mr. V an d erlip . They are on deposit in the New York banks, and 
the New York banks have a fluctuating rate of interest, according 
to the call-loan rate. A London bank may also loan in the call-loan 
market in New York through its New York correspondent.

Senator H itc h c o c k . H ow  many banks, international banks of 
that character, are there that use New York as a loaning market?

Mr. V an d erlip . I am unable to say exactly, but a large number.
Senator H itc h c o c k . A large number ?
Mr. V an d erlip . Yes. Nearly every important European bank has 

a New York correspondent.
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Senator H itc h c o c k . I s that merely for the purpose of exchange, 
or for the purpose of taking advantage of the high rate in the New 
York market ?

Mr. V anderlip . It is more for the purpose of exchange. They do, 
however, permit exchange to accumulate during a period of high- 
interest rates.

Senator S h a f r o t h . Y ou say that this is a fluctuating rate. Is 
your payment of interest to outside parties a fluctuating rate ?

Mr. V anderlip . Not to domestic banks; it is to European banks.
Senator S h a fr o th . So that your rates may be 2, 2£, or 1 per cent, 

varying each day?
Mr. V anderlip . Hardly each day. We would vary it, perhaps, 

fortnightly.
Senator H itch co ck . Can you give us any idea of the amount of 

European capital that is in use at any one time in that way ?
Mr. V anderlip . I could not say exactly the amount.
Senator H itch co ck . Does it vary?
Mr. V anderlip . Undoubtedly.
Senator H itch co ck . It is varying with the exigencies of trade?
Mr. V anderlip . It varies with the exigencies o f trade and the 

demands for money. I f  there is not a keen demand for money 
abroad, and if there is a keen demand for money in New York, a 
portion of the funds will stay in New York and be loaned there, and 
vice versa. We have in New York frequently loaned very large 
amounts to Germany in the last two or three years. Germany has 
paid 7 or 8 per cent—that is, the first-class banks there—and we have 
permitted funds to accumulate there and made loans because we 
could get a higher rate of interest there.

Senator H itch co ck . Are those funds in the shape of deposits ?
Mr. V anderlip . Sometimes, and sometimes in actual collateral 

loans.
Senator H itc h c o c k . D o you think a regional bank located in New 

York would have a better opportunity to control that international 
situation than the New York banks now have?

Mr. V anderlip . Undoubtedly.
Senator H itch co ck . It would unify them?
Mr. V anderlip . Yes.
Senator H itc h c o c k . Why are they not united now in that matter?
Mr. V anderlip . The Sherman antitrust law may be one reason. I  

know of no business whatever where the competition is keener or 
more complete than it is in the banking business to-day. We are 
as keen to compete in order to get the other man’s customer and secure 
the deposits as you will find in any business whatever.

Senator H itch co ck . There has been some testimony here and be
fore other committees in Washington to the effect that there really 
was no competition on a large transaction in New York; that there 
was a combination among the great New York houses, by which i f  
one named a rate or terms the others abided by it, and the man or a 
concern was unable to get credit elsewhere.

Mr. V anderlip . I think that is wholly without foundation. It is 
true that a banking house which has been doing the financing for a 
corporation, and has carried that corporation along through bad 
years and good years, furnished them money when they could not sell
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bonds, and generally fathered them in a financial way—such a bank
ing house feels that the financing of that corporation is its business 
and that other banking houses or banks ought not to interfere with it. 
To an extent that is respected. Your statement in regard to credits, 
however, I do not think holds good at all, because there is the keenest 
sort of competition, perfectly open competition, among the banks to 
gain deposits and credit.

Senator H itch co ck . There is a system of interlocking directors to 
some extent ?

Mr. V an d erlip . T o some extent.
Senator H itch co ck . And a joint ownership in some other cases?
Mr. V anderlip . Yes.
Senator H itch co ck . N o w , surely that would result in rather a 

community of interest among those banks.
Mr. V anderlip . Even in those cases the keenness of the competi

tion is surprising, as I have pretty good personal knowledge. I am 
on the boards of some other banks, but I know that the National City 
Bank will go after the business, and the other banks will go after the 
same business. Competition is very keen, and while there may be 
some community of ownership and some interchange of directors, it 
does not extend to the officials of the banks. They are working for 
the banks by which they are employed, and working very hard and 
very keenly.

Senator H itc h c o c k . I s there a standard rate of interest in New 
York as there is in London, fluctuating from time to time?

Mr. V anderlip . No, sir. There is a standard rate of interest that 
is paid by banks on the balances of other banks—the reserve deposits 
of other banks. That is 2 per cent. There is another rate of interest; 
that is the call-loan rate. That is the rate that money is loaned at 
on the stock exchange to the members of the stock exchange on stock- 
exchange collateral.

Senator I I i t c i i c o c k . How is that rate fixed?
Mr. V anderlip . By competition, just as the price of stock is fixed. 

Brokers go in there and offer money to brokers who want to borrow 
it, and they compete for it.

Senator I I itciico ck . Then, there are other rates besides that?
Mr. V anderlip . That rate fluctuates daily. Then there is the time 

rate on stock-exchange collateral, and the commercial-paper rate, the 
rate to commercial borrowers. Of course one of the great things for 
legislation to accomplish is to make it unnecessary for us to have to 
go into the call-loan market.

At the present time the one place that we have in this country 
to loan money to-day and get it back to-morrow, if you want it, is 
in the New York call-loan market. Call loan means a call loan in 
New York. Practically it does not mean a call loan anywhere else. 
In New York it means a call loan repayable at the option of the 
lender. I f  you make a call loan in New York to-day, you can call 
it to-morrow without any compunction.

Senator W e ek s . It is equally true that it is payable at the option 
of the borrower if he sees fit ?

Mr. V anderlip . I mean that in New York a loan is payable at the 
option of the lender; elsewhere payment is theoretically at the option 
of the lender, but practically at the option of the borrower. It is the
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one place you can lend money and be certain you will get it back, 
and you can not always be absolutely sure then, because there are 
certain times when yon can only get it back where the loan is shifted, 
and the loan can not be shifted.

Senator H eed. Why is that system in existence in New York and 
not elsewhere?

Mr. V anderlip . Because the New York Stock Exchange offers the 
one great market for collateral security. I f  we loan on a stock ac~ 
tively traded in 011 the New York Stock Exchange, we know that the 
borrower can be forced to pay the money, because he can sell. We 
demand a margin of 20 per cent between the market price and what 
we loan, and under almost any conceivable conditions there will not 
be a drop of 20 per cent before you could compel the borrower to 
sell the collateral.

Senator Reed. D o you regard that system of loaning large sums 
of money upon that class of security as an element of safety or of 
danger in the banking system ?

Mr. V anderlip . An element of danger and unsound banking, but 
the soundest banking we can do under our present system.

Senator R eed. I f it is unsound, it ought to be stopped ?
Mr. V an d erlip . It ought to be, and 110 one is more anxious than 

the great banks of New York to aid in that situation.
Senator R eed. Why do they not voluntarily stop it?
Mr. V anderlip . Because they have nothing to take its place. We 

have got to have a large amount of loans that we can certainly get 
when we want the money.

Senator R eed. In other words,you feel that in order to make money 
that you must keep your capital employed up to a certain limit, and 
here is a place where you can employ more of it because you can 
demand it back quickly; is that the thought?

Mr. V anderlip . The bank of which I am president has $200,000,000 
of net deposits; it must keep 25 per cent of that in cash. It pays in
terest on a large amount of deposits and upon all deposits obtained 
from other banks. It must therefore employ those funds in order to 
get an interest return. It keeps 25 per cent in cash, and it keeps a 
secondary line of reserve, amounting to (>0 or 70 or 75 millions of 
dollars in demand loans, in loans that we can get back, unless the 
whole machinery of doing business on the stock exchange is clogged.

Senator R eed. Now, Mr. Vanderlip, you say this is bad banking, 
but that it is necessary, however, under our present system, but that 
it ought to be done away with, and that implies, of course, something 
substituted in lieu of it. What is the system that could be substituted 
in lieu of it?

Mr. V anderlip . It implies a bank of rediscount, where banks can 
be certain that under any conditions they can rediscount their paper. 
That converts commercial paper into a quick asset, and permits it to 
take the place of call loans. I f  such a bank can be had, it will turn 

'several hundred millions of dollars that are now employed in call 
loans and other stock exchange loans, into commercial channels. It 
will be of vast benefit to the commerce of the country.

Senator R eed. Then, if I am not interrupting you?
Mr. V anderlip . Not at all.
Senator R eed. I thought you had completed your answer.
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Mr. V an d erlip . Yes; I  had.
Senator R eed . Then, if you had a place where you could take paper 

and get money on demand, you would loan your money out on 30, 60. 
and 90 days, and in that way use that part of your funds which you 
now loan on call loans?

Mr. V an d erlip . Exactly.
Senator R eed . And the thing that is necessary is some machinery 

whereby you can certainly turn a 30, 60, or 90 day piece of paper into 
cash at once?

Mr. V an d erlip . That is the thing that is necessary.
Senator R eed . Before I ask you as to the method, I want to have  

you tell us just what element of danger there is in the banking sys
tem, in your judgment, arising out of the present method of loaning 
money on call, and having it used on the exchange?

Mr. V an d erlip . There is a disadvantage in that a very great sum 
of money, several hundred million dollars that ought to be devoted to 
the commerce of the country, is employed in carrying securities. 
That is a disadvantage and not a danger. The danger is that we are 
depending solely upon these call loans as our secondary line of re
serve. Everything works all right so long as those loans can be liqui
dated, and they can be liquidated as long as they can be shifted from 
one bank to another, but there is nothing of a liquidating character 
about a loan on stock exchange collateral.

The ideal security for a bank is a self-liquidating loan. A loan to 
a merchant for goods that can be sold is a self-liquidating loan. 
Making self-liquidating loans is the business a bank ought to do. It 
ought not to loan on real estate, and it ought not to loan an undue 
amount of its funds on the securities of corporations, for they will not 
liquidate themselves; the only way the bank can get the money is to 
shift that loan to some other bank or have the owner of the security 
sell that security to somebody else.

Senator R eed . Then, when trouble comes what happens to  the 
bank which has a large amount of money loaned upon these call 
loans, the proceeds of which have been utilized upon the exchange?

Mr. V a n d e r l i p . When trouble comes the bank forces the borrower 
to sell. He must sell, perhaps at considerable sacrifice. All investors 
are disconcerted by this fall of borrowing needs; all investors are 
upset because the price of the securities has declined, and there is a 
general demoralization of the security market, which involves many 
people who have had nothing at all to do with the original loan.

Senator R eed . It becomes a center o f disturbance which may de
velop into a financial cyclone?

Mr. V an d erlip . Yes, sir; and it is certain to extend to the com
mercial borrower.

Senator R eed . And to what extent do you think that factor con
tributed to the trouble of 1907?

Mr. V an d erlip . It was undoubtedly a considerable factor. Of 
course, the trouble in 1907 was occasioned by the banks, but really 
caused by our system of disconnected reserves which forced the banks 
to seek, properly enough, to protect themselves—for no one else was 
going to protect them—and they drew to themselves undue reserves. 
I am speaking of the country banks. They drew to themselves more 
reserves than were necessary, because they became alarmed. They
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put an impossible burden on the central reserve city banks, a burden 
that could not be borne under our system. The central reserve city 
banks did deplete their reserves; they did everything that was 
humanely possible under the system, but the system broke down and 
there was general suspension.

Senator R eed. Then, of course, if there had not been this deposit 
by one bank with another, a large part of it finally terminating in 
New York City; if the money had not been there to have gone down, 
of course you would not have had that money to loan, you would not 
have had it out on call, and therefore, if the reserves had not been 
there in the first place------

Mr. V anderlip  (interposing). Y ou think the trouble would 
have been avoided? No, sir; it w ôuld not have been avoided unless 
you had had a central reserve reservoir; if you had had a law------

Senator Reed (interposing). Would you not have avoided at least 
a part of it? Would it not have been minimized?

Mr. V anderlip . It would have .been minimized. But if  you had 
had a law requiring every bank to keep all its reserve in its own 
vault, the same sort of trouble might have occurred. That is, every 
bank would still have drawn to itself an undue amount of reserves 
at the expense of its neighbors, and would still have created—might 
largely have created—just the same situation.

Senator R eed. Y ou said “ reserves.” You mean it might have 
drawn to itself an undue amount of money ?

Mr. V ander lip . Yes, sir.
Senator R eed. Over and above the reserve?
Mr. V ander lip . Over and above the legal reserve; yes, sir.
Senator R eed. But to the extent that the banks had their reserves 

in New York, to that extent this trouble was increased, because they 
had that much more money there to pull away from you at the very 
hour when you needed it ? That is correct, is it ?

Mr. V anderlip . That is correct. And I will say that I believe the 
reserve system provided for in this measure is superior to the exist
ing system.

Senator N elson . I am glad to hear you say so; that is my view.
Mr. V anderlip . I will say that although it means the loss of $50,- 

0Q0,000 deposits to the bank I represent, I believe it is sounder eco
nomically than the existing system, and I  would be glad to see it in 
force.

The reduction of reserve which is provided, from 25 to 18 per cent, 
is essential and is not too much.

Senator R eed. Why is that essential?
Mr. V anderlip . The reserve of 25 per cent has been carried be

cause we carried the reserves of larger banks. I f  we are no longer 
to carry the reserves of larger banks, there is no longer the necessity 
for us to carry that excess reserve. As a matter of fact, if we no 
longer carry the reserves of larger banks I can see no reason why a 
city bank should carry more reserve than a country bank.

Senator B ristow . That is what was in my mind.
Mr. V anderlip . A city bank has more liquid assets than a country 

bank. It is in a position to recoup itself for any loss of cash more 
quickly. It has far more facilities, and why there should be any 
classification into country banks and central reserve city banks if
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the central reserve city bank is to carry no country bank reserves,
I am unable to see.

Senator H itch co ck . While you may not have the reserves of these 
banks under the new system, you still have large country balances 
subject to withdrawal.

Mr. V anderlip . I doubt it, sir. I can see no reason, if the national 
clearing-house feature works, why one bank need keep a balance with 
another bank.

Senator H itch co ck . You still continue to pay the 2 per cent inter
est on balances ?

Mr. V anderlip . Yes; but they will not keep it for that alone.
Senator H itch co ck . Is it not a fact that they have in New York 

all the time a much larger amount of money than in country banks 
and larger than the law calls for?

Mr. V anderlip . Yes, sir; because of the collection system. I f  you 
have a national collection system, a national clearing house, there 
will be very little, if any, need for one bank to keep a deposit with 
another. I believe that for a good while the small borrowing banks 
will prefer to do business with their old friends, and banking rela
tions rather than go to the new reserve bank to rediscount, and there 
will be a tendency to continue the old relationship. And there may 
be, therefore, some considerable balances, but I look for the almost 
complete elimination of national bank balances with other banks.

Senator H itch co ck . N o w , Mr. Vanderlip, is it not a fact that you 
pay 2 per cent on country balances?

Mr. V anderlip . Yes, sir.
Senator H itch co ck . I f  the law prohibited you from paying 2 per 

cent on country balances, would there not be a very material reduc
tion in the amount of balances that the country banks would keep in 
New York?

Mr. V anderlip . With the existing reserve provision?
Senator H itch co ck . Under the existing law; yes, sir.
Mr. V anderlip . There would be a considerable reduction.
Senator H itch co ck . Can you estimate how much that would be? 

What per cent it would be?
Mr. V anderlip . I would hardly want to venture a guess without 

giving it more consideration.
Senator H itch co ck . Does not that fact prove it is to secure the 2 

per cent interest that the large balances are kept and that the New 
York banks give the 2 per cent in order to get the balances to use in 
New York?

Mr. V anderlip . N o; it does not prove that, I think. It proves that 
the country bank is doing with its balance just what we are doing in 
the call market; it is providing a secondary reserve upon which it 
gets a low rate of interest, but which it can call and turn into money 
at any time it wants to. That is what we do with call loans; we 
sacrifice the interest rate to immediate availability, and the country 
bank keeps a balance at a lower rate than it could get otherwise, and 
even a higher balance than is made necessary by the legal require
ments in order that it may get it quickly if it should want it.

Senator R eed. Mr. Vanderlip, this bill provides for these reserve 
banks. It is safe to assume that one of them would be located in 
New York.
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Mr. V an d erlip . I have not known whether it was safe to assume 
that or not. I am glad to hear it.

Senator Reed. I think it is a reasonably safe assumption. Now, if 
that were done and this bill were enacted into law and that bank 
established, do you think, after a study of the bill, that that would 
provide a safe means, practical working means by which the banks 
of New York and that region cculd obtain money in time of necessity, 
so that it would lake the place of your call loans and the system 
which is now in vogue? Would a bank have enough money ? Would 
it have enough facilities?

Mr. V anderlip . There are two fundamental shortcomings in the 
bill that will prevent it working successfully to accomplish what you 
outline. The one is—a subject I have referred to—the fact that you 
have not got a central reservoir; you have 12 reservoirs. I believe that 
will work very much against its successful operation. The other is that 
you have not provided an elastic note issue. That is just a question 
of mathematics. Not to go into the subject of whether the Govern
ment or the bank should issue the note, I will say parenthetically I 
am perfectly clear in my mind that the bank and not the Government 
should issue the note. But passing that, you have provided that the
2 per cent bonds now in circulation can be redeemed, 5 per cent a year, 
into threes, and there has been a presumption that the bonds would 
be so redeemed and the $741,000,000 of national-bank notes would be 
retired.

I challenge that assumption. The 2 per cent bonds with the cir
culation privilege will be worth more than the 3 per cent bonds with
out the circulation privilege. A bank buying 2 per cent bonds at 
par, taking out circulation and losing from its reserve the 5 per cent 
redemption fund as the bill provides, will still make a profit of 1.18 
per cent if it can keep the circulating notes out. That, with the 2 
per cent the bank gets as interest on the bond, makes a return of 3.18 
from the 2 per cent bonds, whereas the return from the 3 per cent 
bond is only 3 per cent. It is just a question of mathematics. The 
twos will sell higher than the threes. I f  the twos will sell higher 
than the threes they will not be exchanged; they will continue as 
a basis for the existing national-bank-note circulation. That ex
isting circulation of nearly $750,000,000 is irreducible, and you will 
have no room for an elastic note issue. You will have to reduce the 
present national-bank notes in order to make room for elasticity. 
We have circulation enough now for any ordinary conditions. Tt 
is only under extraordinary conditions, or at least under the condi
tions of special claims of crop-moving periods, that we need any more 
than we have now. We probably have really a redundancy, and 
there will be no room for expanding and contracting currency until 
we retire some of the present national-bank notes and replace them 
with the note issue that will respond to the demands of commerce. 
Therefore, I say you have not provided an elastic currency, which is 
one of the essentials of a good measure.

Senator R eed. I am not sure that I followed your mathematics on 
the 2 per cent and 3 per cent bond question. The present 2 per cent 
bond, of course, pays its 2 per cent, and then currency is issued upon 
it. Then the currency can be loaned out------

Mr. V anderlip (interposing). And we pay a tax on the currency 
of half of 1 per cent and we pay certain expenses of the comp
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troller’s office, and we have to put up, under this law, a 5 per cent 
redemption fund, which will not count as reserve. Therefore, on 
$100,000 of twos we would get $95,000 of loanable currency. The 
result of taking out the currency and loaning it in that way is a profit 
of 1.18. A  bank buying twos at par, taking out circulation, depos
iting a 5 per cent redemption fund with the Treasury and not count
ing that in its reserves will make a total equivalent of 3.18 per cent 
on the bond.

Senator S h a fr o th . Y o u  deduct also the one-half per cent tax?
Mr. V an d erlip . I am deducting also the one-half per cent tax.
Senator H o llis . What rate do you assume you will loan at ?
Mr. V an d erlip . Five per cent.
Senator Reed. Following that suggestion of Senator Shafroth’s, 

the interest rate, of course, varies ?
Mr. V an d erlip . I am assuming a 5 per cent interest rate.
Senator Reed. I f  you take the 3 per cent bond, of course, you do not 

get any currency upon it?
Mr. V a n d e r l i p . Y o u  just get your straight 3 per cent.
Senator Reed. So, you say, the present 2 per cent bond, with the 

circulation privilege, is a more valuable investment than the 3 per 
cent bond without it?

Mr. V a n d e r l ip . Yes, sir.
Senator Reed. By 0.18 of 1 per cent?
Mr. V a n d e r l i p . Yes, sir.
Senator W e e k s . That is, to the bank?
Mr. V a n d e r l i p . To a bank; yes, sir.
Senator R eed. O f course, that would indicate then— your objection 

is that this plan retires the national-bank note?
Senator N e l s o n . N o ; that it does not.
Mr. V a n d e r l i p . My objection is that it does not retire the national- 

bank note, which should be retired.
Senator Reed. In other words, you mean the national-bank note 

should be issued upon the 3 per cent bonds ?
Mr. V a n d e r l i p .  No, sir.
Senator Reed. Issued upon what?
Mr. V a n d e r l i p . I mean that at least some portion of the present 

mass of national-bank circulation should be retired. To do that you 
must refund or buy some portion of the 2 per cent bonds that are now 
under the national-bank note circulation.

Senator Reed. This bill provides for the retirement of those 
bonds------

Mr. V a n d e r l i p  (interposing). In 20 years. That is not soon 
enough.

Senator Reed. Five per cent a year.
Mr. V a n d e r l i p . But the banks will not retire 5 per cent a year. I f  

the bank finds the 2 per cent bond more valuable, it will not volun
tarily give up the 2 per cent bond for the 3 per cent bond, and there
fore I say that during the 20 years you will not get the retirement.

Senator Reed. So this claim that these 2 per cent bonds are not 
worth their face would not seem to be very well taken, would it?

Mr. V a n d e r l i p . The bonds are worth their face to any bank that 
will hold them to maturity and that is certain to be able to keep out 
the circulation.
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Senator R eed. Suppose that we keep out this $750,000,000 of bank 
circulation and that there is no change in the amount which we now 
have. Still is there not an element of elasticity provided in this bill 
when it is stipulated that promissory notes indorsed by regional banks 
can be turned into money ? Is not that an element of elasticity ?

Mr. V anderlip . It is an element of elasticity if people want more 
currency. There is no thing that the law has less to do with than the 
amount of money you carry in your pocket, and the amount of money 
that the people of this country carry in their pockets will not be in
fluenced by your legislation. They will determine that, and the sur
plus they will redeposit in banks. I f  they want an increasing amount 
of currency they will get it. I f  they do not get it in the form of a 
bank note—which is the form in which they ought scientifically to 
have it—they will have it in gold. They will carry in their pockets 
what they need. They are the ones to determine the volume of cur
rency circulation. They alone will determine it ; the regional banks 
will not determine it nor will any Federal board. It will be the people 
themselves. And any surplus will always be deposited in the banks} 
and any demand for more will come out of the banks’ reserves. You 
can not help that; you have got to start with that as something that 
is fixed outside of your deliberations.

Senator R eed. I understand, of course, that the people are always 
going to carry around some money. They always have. But the 
question I am asking—and I am not sure I made myself plain; per
haps I did not grasp your answer—is this: I f  it is provided that any 
national bank or any member—I will use that term—desires money 
it can bring up its securities and turn them into money, and that 
would provide a means when that bank needed money for it to get 
it, would it not ?

Mr. V anderlip . Let me ask you, what does a bank need with 
money ? It has two needs: One is for reserve money and one is for 
money to pay out. The people will determine whether the bank is 
paying out money or receiving money. The bank will not determine 
that. For reserves under this bill it does not need all money; it only 
needs part money and part balances with a Federal reserve bank.

These notes, of course, would not count as reserve in any event, so 
the bank will only need notes if the people need more of them. I f  
the people do not need more notes the bank can not make any use of 
them. It can not go and get these notes and put them in its reserve. 
They will not count there. The bank can only get rid of them if 
people want more money in their pockets.

Senator R eed. That is the one time it needs them.
Mr. V anderlip . They have money enough in their pockets now, so 

it is only in the exceptional case that we will be using these new notes 
unless we retire some of the present notes.

Senator R eed. Yes; but, of course, if we cut down our currency 
that is now out one-half it would follow that immediately they would 
begin using a large amount of this new money.

Mr. V anderlip . Yes.
Senator R eed. I grant you that. But suppose we do not cut it 

down, still if we had a plan by which in the event of a demand for 
money that demand could be satisfied this bill would be elastic, or 
would provide an elastic system to that extent?
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Mr. V anderlip . For the peak of the load; yes.
Senator R eed. It would not be elastic for all times, but for all 

abnormal times------
Mr. V anderlip  (interposing). It performs about the same thing 

that the Aldrich-Vreeland bill would perform were the tpxes there 
imposed not so heavy.

Senator R eed. What you would prefer would be to retire a part of 
our present circulating medium, and, having cut it duwn, to at once 
create a necessity for some of this other money, and then that banks 
should issue—your preference would be that the banks should issue 
that additional amount of money?

Mr. V anderlip . My preference would be to retire a considerable 
amount of the present national-bank notes, to replace them with new 
notes, such as provided in this bill, and replace the 2 per cent bonds 
that secure these present notes with one-year Treasury exchequer bills.

Senator N elson . Three per cent?
Mr. V anderlip . Three per cent.
Senator R eed. And I believe you mentioned about $300,000,000?
Mr. V anderlip . That would be ample.
Senator H itch co ck . What is your ground for saying that, in your 

opinion, the present currency is redundant?
Mr. V anderlip . There is a constant redemption, of course, of the 

present bank notes, at certain seasons of the year. In the springtime 
they pile up on us in New York; they pile up everywhere. We all 
have too much money. The interest rate drops too low. There is 
not a proper redemption of them, and, if they are redeemed, they 
are put right out again.

Senator IT itciicock. I s there not a very well-known cause why 
those national-bank notes pile up on you in New York? Is it not 
because the banks of the interior are unable to use them in their re
serves. and the only way they can make a proper use of them is to 
send them to you, where they would count as reserves? And when 
they reach you you can not count them as reserves and you send them 
to the Treasury to get something that will count as reserves?

Mr. V anderlip . And then the Treasury sends them out and they 
are at once paid out by the banks, and the circle goes on.

Senator H itci-icock . Yes; but it is because they do not count as 
reserves, and the bank is constantly striving to maintain a reserve 
that they send them to you ?

Mr. V anderlip . Yes; that is an important factor in their redemp
tion------

Senator H itch cock  (interposing). My point is this, that redemp
tion does not necessarily indicate redundancy, but merely indicates a 
scarcity of reserve money.

Mr. V anderlip . That is true.
Senator H itch co ck . It seems to me that that does away with your 

statement------
Mr. V anderlip (interposing). I do not think it necessarily indi

cates a scarcity of reserve money, and it may indicate a redundancy.
Senator H itch co ck . Why otherwise would a bank, say, in my town, 

Omaha, send national-bank notes to you instead of gold certificates?
Mr. V anderlip . Because we will pay 2 per cent interest. The gold 

certificates do count as reserve.
Senator H itch co ck . That is the reason they keep them in Omaha ?
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Mr. V anderlip . Yes.
Senator H itch co ck . And, therefore, the redemption of these na

tional-bank notes—$300,000,000 a year, right from New York City— 
indicates 110 redundancy of currency, it seems to me, but a lack of 
reserve money; a struggle to get hold of reserve money. Is not that 
true ?

Mr. V an d erlip . It indicates a disposition to retain reserve money 
in their own vaults and get rid of money that A vill not count as 
reserve.

Senator H itch cock . Before you proceed, do not the statements of 
all the national banks combined show that the actual amount of re
serve money in all those banks during the past year has been down to 
a minimum?

Mr. V anderlip . Yes; almost at the lowest in our history.
Senator IIitciico ck . Does not that indicate a lack of money, in

stead of a condition of redundant currency?
Mr. V anderlip . It may indicate a very expanded state of loans.
Senator H itch cock . Have you any other reason for saving that, 

in your opinion, the currency is redundant ?
Mr. V anderlip . I do not t̂ate that the currency is redundant, 

except at certain seasons. As we stand now. the volume of bank 
notes remains about the same, in spite of these redemptions, from 
month to month. It is no larger in October than it is in April. 
The need for currency is probably $300,000,000 less in the spring 
than it is in the fall, so it is either very redundant in the spring or 
lacking in the fall, one or the other. I presume we are about at an 
average balance, that we are lacking in the fall to some extent and 
redundant in the spring to some extent, but we have no conformity 
of volume to our needs.

Senator H itch co ck . N o w , have you any estimate as to what de
gree of elasticity should be given to our whole volume of currency?

Mr. V anderlip . Why, really, it ought to be just the degree that 
the people want a bank note instead of a bank balance. The thing 
ought to be interchangeable. Anybody with a credit in a bank ought 
to be able to take that credit in the form of a balance on the deposit 
books of the bank or in the form of a circulating note. That is the 
ideal elasticity—the same elasticity as there is with a check. You 
write a check when you need it, and it is returned when you are 
through with it, when it is paid.

Senator I I itciico ck . Assuming we have gold and currency com
bined of something like $3,000,000,000, gold currency and silver com
bined of $3,000,000,000, what per cent of that should be subject to 
contraction and expansion?

Mr. V anderlip . My estimate is—but I will say there is no wTay 
I know of making a very accurate estimate—that we need $300,- 
000,000 more currency in the crop-moving season than we do in the 
springtime.

Is that about right, Senator?
Senator W eek s . I did not understand that.
Mr. V anderlip . We need $300,000,000 more currency in the crop- 

moving season than we do in the springtime.
Senator W eek s . We know about what the East, commencing with 

Chicago, ships South for that purpose, and I suppose $200,000,000 
to $250,000,000. I am not quite sure.
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Senator H itc h c o c k . D o you mean by that, in the season when we 
need the least we have an excess now of $300,000,000 ?

Mr. V anderlip. We have an excess now of some part o f $300,000,- 
000. In seasons when we need it most we have a deficiency of some 
part of $300,000,000. I  will not undertake to say just where the 
line is.

Senator H itc h c o c k . Let us divide it between the two and say 
$150,000,00. Then, why do you favor the tearing up of the whole 
bank-note systme as it now exists in order to secure an excess of 
$150,000,000 at certain seasons of the year?

Mr. V anderlip . It is just as important to secure the redemption 
of that $150,000,000 at the other season of the year.

Senator H itch co ck . Because it piles it up in New York?
Mr. V anderlip . Yes.
Senator H itch co ck . Suppose the law prohibited the piling of it 

up in New York?
Mr. V anderlip . The law can not prohibit all the things it under

takes to.
Senator H itch co ck . The law can direct where the national banks 

shalls keep their reserves.
Senator N elson . Where they pile it up somewhere in the country; 

it does not do any harm where it accumulates in the country bank.
Mr. V anderlip . Would not the country banks have the "same mo

tives as the city banks if it finds it is very flush in funds? Would it 
not be apt to make loans it otherwise would not?

Senator H itch co ck . It is not the experience. The trouble always 
originates in New York.

Mr. V anderlip . The trouble rarely originates in New York, but is 
always exhibited there, because it come up along the line. The 
country bank calls on the reserve correspondent, and the reserve cor
respondent calls on New York. It is merely exhibited there as a 
culmination of the pressure.

Senator H itch co ck . The experience of France, even with their 
very expansive currency—the aggregate of the expansion and con
traction, as I  recall it, is something like only 8 or 10 per cent. Maybe 
it is only 6 or 8. The expansion occurs in January or February, and 
the contraction occurs in August, almost with a uniformity. The 
great mass of the banking currency of France remains always out
side.

I f  the great body of our currency must be always outside, why 
have that part elastic ? Why not allow the permanent part to remain 
as it is now and only provide an elastic cushion on top of it ?

Mr. V anderlip . That is all you have done in this bill. The 
cushion is extremely thin—so thin it won’t save you from jars.

Senator H itch co ck . Y ou think it would not be taken up to any 
great extent?

Mr. V anderlip . Yes.
Senator H itch co ck . Would not, in a short time, the growing needs 

of the country demand another increase of bonds, and would not 
increased needs of the currency arise and cause an elastic demand 
for this provision?

Mr. V anderlip . They will in time, if  you want to legislate for the 
future instead of for the present. In this connection there is one 
great danger to which I want to call your attention.
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Senator S h a f r o t h . Just before you leave that, you indicated this 
currency would not be taken up. How much paper do you estimate 
there is now of the kind specified in this bill as being required in 
order to issue currency upon?

Mr. V anderlip . I would not undertake to estimate it in dollars. I  
believe the supply is ample, or at least would soon become ample as 
we adjust our business practices to the needs for creating this type of 
paper. I  think the discount provisions are wise and well considered.

Senator S h a f r o t h . How much call money is there used in New 
York City, if you can give a rough estimate of it?

Mr. V anderlip . I have not the figures in my mind. I  have one 
interesting figure in that connection. At the moment there happens 
to be $180,000,000 of outside bank money loaned on call in New York 
City, and I have known it to be as high as $300,000,000.

Senator S h a f r o t h . It varies and fluctuates?
Mr. V anderlip . Yes. That is outside money loaned on commer

cial discounts.
Senator S h a f r o t h . There would be, in addition to that, some New 

York discounts, would there?
Mr. V anderlip . Many millipns.
Senator S h a fr o th . D o you think it is as much as a hundred mil

lion dollars?
Mr. V anderlip . More than that.
The C h a ir m a n . In the hearing, on page 773, is a table of those 

outside loans, Senator, which were gathered together by the comp
troller’s office.

Senator S h a f r o t h . Yes; I will be glad to look at that; but I want 
to ask one more question in this connection: When your banks make 
a call for a loan—that is, a call loan—where does the man get his 
money from to pay you?

Mr. V anderlip . From another bank.
Senator N elson . I f  he can get it?
Mr. V anderlip . Yes; if he can get it, or by selling the security. 

There is no other way. There are just two ways of getting it, either 
by shifting the loan or selling the securities.

Senator S h a f r o t h . And then he has to sell at a sacrifice when he 
has to sell his securities?

Mr. V anderlip . Yes.
Senator W e ek s . Mr. Vanderlip, I would like to clear up something 

you have just stated. You say at present there are $180,000,000 of 
money loaned by New York for country banks on call loans. Does 
that include loans made for foreign banks as well ?

Mr. V anderlip . I presume it does. That amount would not be an 
important part of it, however.

Senator W eek s . You have stated that at times there is a consider
able amount of money loaned for foreign banks, varying, of course, 
with rates.

Mr. V anderlip . Yes.
Senator W eeks . Three or four years ago I was on a committee to 

look into the Canadian system, and the Canadian banks wTere very 
free to tell us how their loans were made and where they were made, 
and I wTas amazed at the amount of money they loaned to New York, 
or were loaning at that time. I do not remember the definite figures,
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but it would be a very large per cent of $180,000,000, loaned by banks 
of New York on stock-exchange collateral. I know it impressed me 
with the idea if the Canadian banks on some one day called all of 
their loans it would create a very serious condition in the New York 
market.

Mr. V anderlip . That condition is very serious. There is no re
serve held against the possibility of those demands from the outside. 
I f  a New York bank loans on call, it loans a deposit and it keeps a 
reserve against that deposit, so that it has something there against 
that liability. But the outside banker loaning it can demand the 
whole of the loan and take it right out of New York, and it is a 
factor of very great danger and one that in time of trouble has 
several times been shown to be of great danger.

Senator B ristow . Mr. Vanderlip, I  was interested in your state
ment to Senator Reed, that the 2 per cent bonds were worth par for 
circulation purposes. Why are they now selling below par ?

Mr. V anderlip . Because the bankers, I suppose, do not know just 
what legislation we are going to have. They have seen a bill 
started without a provision for these bonds. This bill may now 
pass without any provision for the bonds. I, as one banker, do not 
want to accumulate bonds until I know something about the future 
legislation that will protect their value. I said, too, that they would 
be worth par for that purpose. They are worth par if a Govern
ment obligation paying 3.18 is worth par. I f a Government obliga
tion paying that was not worth par, these bonds would not be. They 
are worth more than par if a 3 per cent bond is worth par. Of 
course when a 3 per cent bond is not worth par, this new issue of 
bonds would not sell at par. The present 3 per cent bonds, without 
the circulation privilege, are quoted just under par now, and with 
any large addition to the volume of such bonds, I am certain they 
would go further below par. No foreign Government ever floats 
a bond at anything like that basis.

Senator B ristow . New York is the market place for these bonds, 
is it not?

Mr. V anderlip . Yes.
Senator B ristow . Are many o f them being put on the market 

there now?
Mr. V anderlip . Not very many, because there is no one who is 

willing to buy them and there is no increase in circulation. The 
tendency now is to decrease circulation. The thing that always held 
up the bonds has been a constant demand for increase in cir
culation. Now that demand has ceased, and certainly no one wants 
to buy them for investment. The only market for the 2 per cent 
bond is made by the banks, and the banks not being clear as to the 
future are not disposed to buy. On the other hand, there is not a 
large disposition to sell at a sacrifice. The tendency is to hedge, and 
there is very little doing.

Senator H itch co ck . Suppose the bill provided that all of the 
national banks having circulation should continue to have circula
tion on a bond-secured basis, would there be a market ?

Mr. V anderltp. The bill does provide for that.
Senator H itch co ck . There is no provision for retirement?
Mr. V an d erltp . N o forced retirement; only voluntary.
Senator H itch co ck . At the end of 20 years it is forced ?
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Mr. V an d erlip . Yes.
Senator B ristow . I can hardly understand your statement, then, 

that these bonds are profitable to the bankers if they retain the cir
culation privilege.

Mr. V anderlip . That is, you do not see, then, why the banks do 
not buy them?

Senator B ristow . I do not see why they want to sell them if they 
are profitable—more profitable than any other Government bonds 
will be.

Mr. V anderlip . Because they are not sure what this legislation is 
going to do.

Senator B ristow . Suppose the circulation privilege is going to con
tinue for all these bonds?

Mr. V anderlip . They may, then, have in mind to retire from 
the national-bank system, and these bonds in the hands of any other 
holder than a national bank would not be worth par; they would 
be worth less than par.

Senator B ristow . D o you think the indication, then, is that the 
national banks expect to leave the system or fear others will?

Mr. V an d erlip . Undoubtedly.
Senator B ristow . It is an indication of the unpopularitv of the 

biH?
Mr. V anderlip . There are many indications of that.
Senator W e e k s . Would not you say “ uncertainty relating to the 

bill ” rather than “ unpopularity” ?
Mr. V anderlip . I think there is both among bankers.
Senator B ristow . D o I understand you then, Mr. Vanderlip, that, 

in your opinion, the reason the 2 per cent bonds are now sold for 
95 is that country banks or national banks are contemplating the 
sale of these bonds and offering them for sale with a view of getting 
out of the national banking system?

Mr. V anderlip . Or fear other banks may go out of the national 
system and there will be more of these bonds for sale than the banks 
can absorb, and in the hands of holders other than banks they are 
worth very much, less than the present price.

Senator B ristow . Of course, T suppose you will come to that, but 
I would like to follow that up now or at some other lime, as to why 
these banks expect to go out of the national-banking system.

Sir. V anderlip . They object to forced subscription of capital; 
they object to t he risk that that capital Avill perhaps not earn 5 per 
cent, or if it earns 5 per cent it will pay less than their other invest
ments. They object to joining a bank if it may be forced against its 
will to loan to another bank. The country bank objects to the na
tional clearing-house measure, which I believe will be of great 
economic advantage to the country, but which I recognize will cost 
the country bank some profits in its collection business, just as I 
believe that the new reserve requirements are superior to the present 
reserve requirements, although the change will cost my bank $50,- 
000.000 of deposits.

Senator N elson . Do you mean $50,000,000 of deposits or $50,000,-
000 of profits?

Mr. V anderlip. Oh, deposits. It takes us a long time to make 
$50,000,000 of profits. ["Laughter."]

The C h a ir m a n . Y ou recognize the difference?
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Mr. V anderlip . It is a class of deposits, too. Senator, that is the 
least profitable of any we have. I believe we wTill make up for those 
in various ways, some ways, perhaps, that will not be altogether to 
the satisfaction of those who want to see the importance of New 
York reduced as a financial center. I do not believe this measure 
will so reduce New York.

Senator R eed . AVhat are those ways? I  am interested right now. 
[Laughter.]

Senator N elson . lie  wants it out at Kansas City.
Senator Reed. N o ; I want to be frank, because when a man jests 

here, he is liable to be misunderstood. I would not make war on New 
York. I would like to know what might happen under this bill, and, 
incidentally, if I could move it to Kansas City, I ’would, if Senator 
Nelson did not keep it from us and take it up to St. Paul.

Mr. V anderlip . To-day the National City Bank keeps $70,000,000 
of demand loans. Under this new requirement I do not see that it 
would have to keep any, or at least a very much smaller amount. 
That will release, then, some considerable portion of that $70,000,000, 
which we can devote to other purposes. We can use it for commer
cial loans, and that will be one field where the city banks will become 
more active. I believe we will go out in the country for commercial 
business.

The C h a ir m a n . And it is a much more profitable business, is it 
not?

Mr. V anderlip . It is a very much more profitable business. And 
I think, too, that the city banks would come in competition with the 
country banks for this commercial business. We are restrained from 
coming in competition with the country banks now, for two reasons: 
We do not want to interfere with our correspondent, our client who 
keeps his money with us, and we do not want to go into his field and 
take business away from him. Furthermore, we can not offer quite 
equal terms to the borrower, because we have to charge for the col
lection of all of his checks. Under the new arrangement, having no 
relations with our correspondent bank, his deposit having been with
drawn and placed in his own vault or the Federal reserve bank, we 
would have no compunctions, certainly, against invading his fieVl and 
going after commercial business. Further than that, we can offer to 
the country commercial borrower the same terms for collecting his 
checks as his local bank could offer. So I think we will become com
petitors for business in a much wider circle.

Then, this will release some part of this $70,000,000, which we can 
use for financial operations. I do not look upon this measure as a 
blow at the size and the future of New York banks, providing you 
will fix up some of these things which, as I am trying to indicate, 
will, I believe, keep it from working and fulfilling the mission you 
want it to fulfill.

Senator R eed. I f  your bank to-day wanted to buy paper in the 
country, there are plenty of places it could go to buy paper that 
you need not conflict with any of his customers, are there not?

Mr. V anderlip . Buying paper is one thing and havinir deposit 
relations with the borrower is another. Of course we buy paper 
by the millions, right along. We buy that from the commercial- 
paper brokers and have no relations with the maker of the paper. 
With our customer, we loan in return for his keeping a balance.
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Senator R eed. Y ou mean, then, that the result of uhe bill may be 
you will have more money to loan on commercial paper ?

Mr. V anderlip . Yes.
Senator R eed. That, after having known a merchant, we will say, 

in Pittsburgh, who desires, at times, large accommodations, he would 
deposit perhaps in your bank a portion of your own funds. Instead 
of putting them in his bank and having his bank carry them over 
there, he would carry them there himseli?

Mr. V anderlip . Yes.
Senator R eed. And thereby would establish banking relations 

with you, and when he needed an accommodation he would come 
to you for it ?

Mr. V anderlip . That is exactly what will happen, I believe. And 
it will be an advantage to the merchant. One of the aims of this 
bill, as I understand it, is an equalizing of the interest rates. It will 
raise the rates in the cities and lower them in the country, and we 
will get a higher average interest rate than w7e do now. We have 
had to take a low interest rate on the great mass of call loans. We 
will be able to devote that to commercial purposes and get a higher 
average rate than we do now, and I welcome the change.

Senator R eed. Just in proportion as your bank will do business 
with individuals through the country, and comes thereby in com
petition with the local bank, the borrower will get a benefit in that 
competition?

Mr. V anderlip . Yes.
Senator R eed. And he is the most numerous class.
Senator W eek s . D o you know what the average interest you get 

on stock-exchange loans is, and what would be the average you got 
on commercial loans for the past year, or a period of years?

Mr. V anderlip . I do not believe I could give you the commercial 
loans.

The C h a ir m a n . I put a table of those interest charges in the 
record, running through from 1906 to date.

Senator W eeks. Y ou mean on different classes of loans?
The C h a ir m a n . Yes.
S enator W eeks . I would like to have Mr. Vanderlip give it to us.
Mr. V anderlip . In 1909 the average was 2.74; 1910 the average 

was 2.95.
Senator R eed. What is that on?
Mr. V anderlip . Call loans.
Senator N elson. Par money?
Mr. V anderlip . Par money. In 1911 the average rate was 2.60, 

and in 1812 the average rate was 3.70, and for 9 months of this year 
the average was 2.92. The average for the 4 years and 9 months 
has been 2.98.

Senator W eek s . Without figuring the cost of doing business, just 
what do you have to get to break even?

Mr. V anderlip . 2.66. You are speaking of bank deposits?
Senator W eeks. Yes.
Mr. V anderlip . We pay 2 per cent on bank deposits. We can 

only loan 75 per cent of these deposits. We must loan at 2.66 in 
order just to break even, to say nothing whatever of expenses.

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



BANKING AND CURRENCY. 1961

Senator W eek s . Then, eliminating the cost of doing business, you 
have made a profit during the years which figures in that of 0.32 
of 1 per cent?

Mr. V anderlip . That would be so if we had loaned all of our bank 
balances on call. We loaned a large part of them on call, but not all, 
and the average rate would be higher.

Senator R eed. H ow  is the ordinary commercial rate in New York 
City? What does it run?

Mr. V anderlip . Four to five and one-half per cent, I would call an 
ordinary rate. When it reaches 6 it is considered very high. When 
it reaches 4 it is pretty low. That is about the range for the com
mercial borrower.

Senator N elson . That is the time borrower?
Mr. V anderlip . Yes.
Senator B ristow . D o you now handle a great deal of commercial 

paper from the country?
Mr. V anderlip . Yes.
Senator B ristow . A gentleman in my town complained to me, 

referring to a personal incident for illustration, that last fall, while 
he had been getting money in New York (he was a wholesale mer
chant) at certain seasons of the year at from 3  ̂ to 4| per cent, they 
were now charging him G. Do I understand you to mean that if you 
did not have these reserve deposits and were not loaning on time 
loans you would handle more of that kind of business?

Mr. V anderlip . You understand me to say that if we have a cen
tral bank, at which we can rediscount commercial paper, making 
commercial paper a liquid asset, we will then have no necessity for 
devoting a large amount of our funds to call loans on stock exchange 
collateral, and can divert the funds now used for that purpose to 
commercial loans.

Senator B ristow . Yes; T understand now, I think. That is, this 
commercial paper you can turn into cash at anv time?

Mr. V anderlip . Yes; under the proposed plan, if it works.
Senator B ristow . B y  going to the Federal bank?
Mr. V anderlip . Yes.
Senator B iustoav. And that makes that valuable because it will 

carry a higher rate of interest than you have been getting on stock- 
exchange loans?

Mr. V anderlip . Exactly.
Senator B ristow . Suppose the farm mortgage could be cashed in 

at those Federal reserve banks just the same at any time you wanted 
to. Would that be desirable?

Mr. V anderlip . It would be most undesirable, just as it is most 
undesirable to permit those banks to rediscount loans made on stock- 
exchange collateral. The liquidating character is different. There 
is nothing liquidating about a farm loan.

Senator B ristow . But if the Federal bank will discount the farm 
mortgage for you, just as it rediscounts a piece of paper, it would 
not make any difference to you?

Mr. V anderlip . Not until the bank got involved. It might then.
Senator B ristow . Y ou think the Federal bank might get involved?
Mr. V a n d e r l ip . I know  it w ould .
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Senator N elson . There is this difference, Senator, that I want to 
call to your attention, although I am in favor of farm loans. They 
have in New York a market for stocks and bonds, and I know of no 
market equivalent to that for farm mortgages.

Mr. V anderlip . That is exactly the difference.
Senator N elson . I f  you had that same market for farm mortgages 

as you have for stocks and bonds on the New York Stock Exchange, 
then I should regard farm mortgages as liquid as those others.

Mr. V anderlip . Neither should be acceptable for rediscount.
 ̂Senator N elson . In times of stringency, the only liquid loans are 

bills drawn upon products—bills of lading drawn upon products 
that are salable.

Mr. V anderlip . Yes; that is substantially so.
Senator N elson . The product pays your bill.
Senator B ristow . The commercial paper, however, is not exactly 

that kind of security.
Mr. V anderlip . It should be a self-liquidating loan that is made 

to a person who will receive the money to pay it off as a result of 
the completion of the cycle of the trade he is engaged in.

Senator B ristowt. That takes in a very small part of our business, 
does it not, as a country?

Mr. V anderlip . N o ; I think it takes in a very large part. It is 
true the borrowings of the manufacturer for an extension of his 
plant would not come within that definition. I f  he borrows to build 
a new building, you might just as well loan a farmer on his real 
estate mortgage. That is capital invested. I f  he borrows to buy 
raw material, if he borrows to pay labor, all of which is going to 
work out in the manufacturing product, so that when that product 
is sold he can repay his loan, that is the proper type of security to 
put in the rediscounts of the reserve bank.

Senator B ristow . Suppose he borrows to buy a herd of cattle, 
which he expects to feed and turn off.

Mr. V anderlip . An ideal loan.
Senator B ristow . But under this bill, under the 90-day provision, 

it is not available, because you can not make 90-day notes for that 
purpose.

Senator S h af r o t h . Oh, yes you can. That is perfectly available.
Senator B ristow . No. They make their notes for six to nine 

months, as a rule.
Senator S h af r o t h . Oh, well, they can cash them after the ex

piration of three months.
Senator B ristow . Oh, yes; but it is not available at the time it is 

made.
Senator N elson . The same rule, Mr. Vanderlip, would apply to a 

merchant in the interior who buys a big bill of goods in New York 
from the wholesaler, and he expects to retail those goods, and he 
expects to pay for the goods out of the proceeds of his retail sales; 
would it not?

Mr. V anderlip . That is a typical example of a bank loan.
Senator N elson . That would be like the other case you put, o f the 

manufacturer?
Mr. V anderlip . Yes.
Senator S h afr o th . Mr. Chairman, I suggest the hour of 1 o’clock 

has arrived when, according to our resolution, we are to recess.
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Senator N elson . I would like, Mr. Chairman, to have Mr. Van
derlip permitted to go through and indicate what he thinks are the 
defects in this bill, and what he thinks ought to be the proper form 
o f the bill.

Senator H itch co ck . You mean instead of having the questions?
Senator N elson . Yes. Let him make one clear statement, and 

then ask the questions afterwards.
The C h a ir m a n . I f  that is the pleasure of the committee, when 

the committee reassembles after the recess, we will do that. The 
committee will now take a recess until 2.30 o’clock p. m.

(Thereupon, at 1.05 o’clock p. m., the committee took a recess until 
2.30 o’clock p. m.)

after recess.

STATEMENT OF FRANK A. VANDERLIP— Continued.

The C h a ir m a n . Y ou may proceed, Mr. Vanderlip.
Mr. V anderlip . I will adopt the method of taking the bill up 

section by section.
I object to the number of reserve districts. I explained this morn

ing the reason for that. I believe that one would be the ideal thing. 
I f  that is not possible, any reduction below 12 is better than 12. I  
believe it would work much more satisfacoritly with no more than 4. 
There would be a more intimate relation and better understanding 
between the managements, and with the four city centers, their geo
graphical extent would be sufficient to express varying conditions, 
and for many reasons they would be preferable to 12. I still think 
that 1 would be preferable to 4.

I note that the bill says that—
No Federal reserve district shall be abolished or the location of a Federal 

reserve bank change except upon the application of three-fourths of the mem
ber banks of such district.

I think it would be an improvement to say one-half. It would be 
be very difficult to get three-fourths to agree to a change which a 
majority might clearly see would be an improvement.

1 am not going to confine myself entirely to offering objections to 
the bill, but discuss it generally. There is a very general objection, 
on the part of many bankers, to being required to subscribe to the 
stock. That is not pleasant, but I believe it is necessary in order ever 
to get a bill into operation. I think one bank would be waiting for 
another, and without the required subscription to the stock it would 
be very difficult ever to get the reserve bank started. The amount of 
the stock issue subscription seems to me correct.

Senator R eed. What page are you dealing with?
Mr. V anderlip . Page 3. There certainly should be no bank or

ganized with less than $5,000,000 capital, and I believe it is desirable 
to increase that amount and no thave too small Federal reserve banks,

Senator N elson. I f  we had four we could easily increase that?
Mr. V anderlip . I f  you had four you could have a capital of $25r 

000,000, if all the national banks came in.
Senator P om erene . When you speak of the amount, you mean the 

amount of the capital stock of the original bank, and not the amount 
which the member bank is required to subscribe ?
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Mr. V anderlip . I referred to the amount that each member bank is 
required to subscribe when I said the amount seemed correct. I have 
no objection to the 20 per cent of the stock of a member bank being 
the amount it must subscribe. There is, of course, objection to that 
on the part of the banks that feel that that is a forced use of their 
capital at a lower rate than they are in the habit of earning.

Senator H itch co ck . What would you think about organizing one 
or two at the present time on a voluntary basis, allowing the others to 
come along naturally?

Mr. V anderlip . I am afraid that on a voluntary basis you would 
have every bank waiting to see what would happen, and you would 
not get anywhere. This is not a house that you can build a story at 
a time. The principles which must be involved in correct legislation 
are so interrelated that you must recognize and embody practically 
all of them to have a workable system.
. Senator H itch co ck . What would you think about making it obli

gatory upon banks of a certain capital, say, $250,000, and optional 
with smaller ones ?

Mr. V anderlip . That would probably save the national banking 
system from a great depletion of national banks. I believe if the bill 
passed in its present form a great number of small banks would cer
tainly go out of the national banking system, and possibly a great 
many large banks would also. In some States there would un
doubtedly be a tendency to turn national banks into State banks and 
then take time to consider whether they would join or not.

The bill leaves it optional with State banks. It is therefore quite 
possible for a national bank to convert to a State bank charter 
and take its time to see how this thing works.

There is no longer left any reason why a bank should be a national 
bank instead of a State bank, except a small profit that it can make 
during the next 20 years on note circulation. That is almost a 
negligible thing. But there is no other reason that I see where there 
is an advantage in a national charter over a State charter.

There are many reasons why a State charter is more advantageous 
than a national charter, and I should think there were likely to be 
many banks which would surrender their national charters and take 
out State charters, some, perhaps, immediately, and join the Fed
eral reserve banks and others which wait and see how the thing 
works.

The C h a ir m a n . Mr. Vanderlip, if the country banks were to with
draw their reserves and not send them to New York, would they not 
have their money at home to lend at a higher rate and therefore 
make a profit out of it ?

Mr. V anderlip . I do not quite comprehend your question.
The C h a ir m a n . Y ou stated that from your own bank $50,000,000 

would be withdrawn ?
Mr. V anderlip . Yes.
The C h a ir m a n . Where they now get 2 per cent. Since they would 

have a place where they could get money if necessary—out of the re
serve bank—would they not be able to use the money they have now 
tied up at 2 per cent and lend it in their own neighborhood at a 
higher rate ?
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Mr. V anderlip . With the reduction in the reserve requirement the 
country banks could extend their loans a good deal. That reduc
tion would lead the country banks to extend their loans.

The C h a ir m a n . Then it would be beneficial for them, would it not?
Mr. V anderlip . I think in a reduction in the reserve requirement 

down to a point that is safe for the bank to run on so that it may 
extend its loans would be beneficial for them.

The C h a ir m a n . And if the country banks had a place from which 
they could get money instead of, as now, relying upon the central 
reserve cities, they would rely upon the central reserve bank and in 
that way could lend the money which they now have tied up at 2 
per cent.

Mr. V anderlip . Yes; the country banks would undoubtedly be 
pretty well situated and satisfied if the Senator’s suggestion that 
banks of $250,000 be compelled to come in and the smaller banks 
not be compelled to come in.

Senator W ee k s . All of that $50,000,000 to which you referred 
would not be available to loan, because the country bank would have 
to transfer a certain part of it to the reserve bank.

Mr. V anderlip . There is only 3 per cent; the difference between 
15 and 12 per cent.

I was going to say that the country bank would probably welcome 
the organization of such a system which would be imposed only on 
the larger banks, leaving them to operate outside the system, and with 
the assurance that the larger banks, through the facilities of the sys
tem, would always be in a position to rediscount for them. The aver
age country banker would rather do this business with his old cor
respondents than take the chances of having to rediscount with the 
new Government organization, which will impose a good many regu
lations that might be trying to the borrower.

Senator H itch cock . Would not there be another advantage in 
that—that a country bank in a western State, doing business through 
a correspondent, would rediscount paper with the correspondent, 
and that correspondent, if necessary could rediscount that paper 
with the reserve bank. The reserve bank would naturally discount 
a good deal of paper for the larger western banks that would in turn 
discount for the smaller banks?

Mr. V anderlip . Undoubtedly.
The C h a ir m a n . The country banks would get the benefit of the 

system without bearing any of its burdens ?
Senator R eed. Not all of the benefits.
The C h a ir m a n . They could get the accommodation they wanted 

from the reserve city banks.
Senator R eed. They still would be required to keep in their own 

vaults their full reserve when this system was working. They could 
not put it into the central bank or the regional bank and have it 
earning anything.

The C h a ir m a n . The suggestion of Senator Hitchcock, as I un
derstand it, would involve the keeping of the reserves as they are at 
present if those banks did not come in?

Senator H itch co ck . Yes.
Senator R eed. Of course they lose some advantage. But they 

would have this advantage: They would get relief through the relief
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(which could be given to the larger banks, the larger banks in turn 
accommodating them.

Senator H itch co ck . I do not see why they should not be permitted 
to keep their reserves with the regional reserve banks as well as with 
a member bank.

Senator B ristow . A number of country bankers who have ap
peared before us say that 5 per cent reserve is not enough for them 
to keep in their vaults; that they require more than that. Most of 
them say they carry from 8 to 10 per cent.

Mr. V anderlip . Under the new conditions they probably would 
find that they would not need as much in their vault as they need 
now; that is, if they were close to a reserve bank or a branch of a 
reserve bank where they could quickly get additional currency. There 
might be banks where 5 per cent would not be enough. On the other 
hand I think there are many banks where 5 per cent is more than 
necessary, and when I come to the section about reserves I should 
strongly recommend that the banks be not compelled to keep 5 per 
cent in the vaults, but to keep as small an amount as they choose, and 
that they ought to have an option as to where they keep it.

Senator W eek s . I f  that option were given to banks in a center like 
New York, they would keep substantially all the reserve in a reserve 
bank?

Mr. V anderlip . Substantially all of it; only keep till money. We 
would prefer to carry a bank credit than the actual cash.

Senator S h af r o t h . Y ou could borrow part of it back, also?
Mr. V anderlip . Yes; that is, the member banks could borrow it 

back and use it in other transactions. Two-thirds of the deposited 
reserves the reserve banks could use in the ordinary transactions of 
their business.

The C h a ir m a n . His suggestion was as to the country banks, which 
are required to carry 5 per cent with the reserve bank, 5 per cent in 
their own vaults, and 2 per cent optional; that they have practically 7 
ppr cent optional, so tnat they could use that without its being a 
violation of the rules, and 5 per cent could be loaned.

Mr. V anderlip . N o w , Mr. Chairman, passing on to the election of 
the directors of Federal reserve banks, it is provided that all the 
banks shall be divided into three groups of equal number, and as 
nearly as may be of similar capitalization in each group. Taking 
the country as a whole that would result in groups of 2,464. The 
first group would represent $67,000,000 of capital; the second group, 
$142,000,000 in capital; and the third group, $836,000,000 in capital. 
You therefore propose to give the same voting power to representa
tives of $67,000,000 in capital that you give to representatives of 
$836,000,000 in capital. I question whether that is fair or not. In 
any event I see no permanent purpose in this division into groups.

In the first election each group is to elect one director, as I under
stand it, and thereafter only one director is elected at a time, because 
the terms eventually become three-year terms and all the groups will 
be voting for one candidate. As I read the bill this division will 
only apply to the first directors elected.

The power of the Federal reserve board to remove, at its discre
tion, the directors of class B is objectionable. It is declared that they 
may remove if it appears at any time that any such director does
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not fairly represent the commercial, agricultural, or industrial inter
ests of his district. I do not see exactly how a Federal reserve board 
is to be a good judge of whether the director fairly represents those 
interests or not. In any event, it is obvious that the control which 
the Federal reserve board will have over the local Federal reserve 
banks might be subject to bad use, as long as it can remove the three 
directors that it appoints, and can also remove three other directors 
that have been elected. It is true that the removal of those directors 
would be followed by the election of other directors by the stock
holders, but it seems to me an unnecessary power, and I know that 
bankers generally regard it as one of the distinctly unsatisfactory 
features of the bill.

Senator S h a f r o t h . Would not the fact that the three directors 
had to be reelected by the stockholders act as a deterrent on the part 
of the Government or the administration in removing them unless 
there was good cause?

Mr. V a n d e r l ip . I can imagine a Federal board telling those three 
men to shape their views to coincide with the views of the Federal 
reserve board or they would be removed, and rather than be removed 
they would shape their views that way. I think this might allow 
a malign influence.

Senator S h afr o th . That would not be a removal on the ground 
that they did not represent the commercial, agricultural, and in
dustrial interests of the districts they represented.

Senator N elson . It is discretionary; it would be simply their 
judgment that they did not represent them.

Mr. V anderlip . And there is no appeal from that.
Senator N elson . There is no trial of that issue. They could 

simply assign that as a reason, as a ground, without any foundation 
in fact.

Senator S h a f r o t h . I do not believe they would do that.
Mr. V an  d e k l i p . Section 7 provides for the division of earnings. 

It tends to make the bank managers run the banks for profit, as I 
understand that the way the earnings are to be divided is that they 
are proportionate to the deposits.

Senator H itch co ck . Does not that tend to the mobilization of re
serves ?

Mr. V anderlip . I do not comprehend that it does in the least.
Senator H itch cock . I f  you offer an inducement for the banks to 

keep substantial deposits there, that certainly intensifies mobiliza
tion. A bank might keep its required reserve and nothing more, but 
if it has an inducement to keep more, if there is any virtue in 
mobilization, this encourages mobilization.

Mr. V anderlip . I think that this reserve might better be employed 
as a basis for commercial loans in its community.

Senator H itch co ck . That is assuming that the reserve has been 
fixed at the ideal point, and it is assuming that it can make the loans 
in its own community. Suppose it has a surplus. Instead of lending 
that surplus and that deposit, it has an inducement to put that in 
the reserve bank.

Mr. V anderlip . It would no longer deposit it in other banks.
Senator R eed . One of the arguments which has been made for this 

or some similar measure has been that there is a shortage, at times,
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of money in one section of the country and a surplus in another, or 
a shortage in one community and a surplus in another, and it has 
been argued that if this surplus, wherever it existed, went into a 
center, then it would be in a position to be loaned out to the part of 
the country that wanted that money. You do not think there is much 
in that argument, I take it?

Mr. V an d erlip . No ; that is not exactly the correct theory in this 
bill, as I see it. The surplus will not be put in as a reserve, but in the 
discount market, to buy commercial paper, where the interest rate 
is high and the need is great.

Senator R eed. Not as a reserve, but the idea, to express it a little 
more fully, as it has been urged here with persistence, has been that 
there is always enough money in the country to do the business of 
the country, but that it piles up in some one city, we will say, in New 
York City, at a given period of the year and that at the same time 
they need money in some other part of the country. It has been said 
that if a proper bill were drawn it would make that money available 
at all times where it was needed.

Now, assuming that the reserve bank has in it simply legal de
posits, that is, legal reserves, and that there was a profit to be real
ized from the operations of that bank, and that there was a surplus 
o f money in the banks of some section of the country, the question is 
whether they would then be deposited and the reserve bank be put in 
a position to discount paper which came in from other banks and re
lieve the situation of that community ?

Mr. V anderlip . The situation would be relieved in two ways. A  
bank in a community where there is a plethora of funds would keep 
its reserve with a reserve bank, but would use its surplus of loanable 
funds to buy in the discount market, paper that originated in a com
munity where there was a deficiency of funds. The bank in the com
munity where there was a deficiency of funds would be able to re
discount at the reserve bank, and make good any depletion that that 
demand for funds had caused in this reserve. So that a proper 
measure will operate in those two ways, the creation of a discount 
market, and the creation of a central reserve reservoir; and the insti
tution that can rediscount for the banks whose reserves are depleted, 
having all the reserves in this reservoir, has a basis for this power 
so to rediscount.

Senator Reed. Y ou would apply that simply to the reserves and 
not to the surplus over the reserves?

Mr. V anderlip . The banks in the district where there is easy 
money will probably not keep any more than their legal reserve with 
the reserve bank. They will employ that in the discount market. 
I f  they can not loan it in their own community they will go where 
they can get a higher rate.

Senator R eed. That would be true to-day. Now, the question is------
Mr. V anderlip  (interposing). It is not altogether true to-day, 

Senator.
Senator R eed. I f  we apply this system, is there any advantage in 

having the reserve bank always in a position to receive surplus 
moneys from one community and buy the paper of another com
munity where they need that money?

Mr. V anderlip . That is not the business of the reserve bank. The 
surplus moneys of one community should be invested in the discount
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market in the purchase of paper originating in the other communi
ties. The business of the reserve banks is to hold the reserves and to 
rediscount for reserve purposes the paper of member banks, but not 
to invest here and there, according to whether money is easy or not.

Senator R eed. Then we come to the proposition that you do not 
think there is very much in the argument that the central bank, the 
reserve bank, wTould become the market place in which the surplus of 
one community would be transferred to the other place?

Mr. V anderlip . I think it would be very bad banking, and if it 
did become the market place, the market place would be the discount 
market, and that you can not create without a central bank. In order 
to have a discount market you have got to make liquid the commodity 
you sell there; that is, commercial paper. You can only do that by 
having a central bank, to which the purchaser can go to rediscount. 
A  central bank is necessary for the creation of a discount market, 
and the discount market is the place where surplus funds will be 
invested.

Senator W eek s . Let me ask you if you do not think the greatest 
difficulty in our situation in the past has been that under our law 
New York and the central reserve cities have really been put in a 
position of creating central banks, and that those banks have been 
given the power to recoup their resources in case of a strain, so that 
New York has really been the clearing house of all their troubles?

Mr. V anderlip . We have a one-armed central bank. We have 
held the reserves and had no power to issue notes, and the moment 
circulation was diminished we have had to give up our reserves. It 
has been an impossible role to play. It has been like creating a 
central bank without creating a note-issue privilege.

The C h a ir m a n . It also compelled you to lend on the stock market, 
did it not, on call loans?

Mr. V anderlip . We are absolutely compelled to do it. There is 
no desire whatever for the banks of New York to loan upon stock- 
exchange collateral. Why should they want to loan at 3 per cent 
when they could otherwise get 4 or 5 per cent ? They are compelled 
to do it, because they are compelled to have this secondary line of 
reserve. They are compelled to place their funds where they can get 
them back quickly.

When a New" York bank buys a piece of commercial paper, that 
paper has got to lie in its portfolio until it matures. There is noth
ing the New York bank can do with it. It will not do to invest its 
funds in commercial paper. It must invest in something it can turn 
back into money if its country correspondents demand money. So 
we have hundreds of millions of dollars invested in call loans.

Senator W eek s . D o you believe, Mr. Vanderlip, that you express 
the views of New York bankers generally on that subject?

Mr. V anderlip . In just what particular?
Senator W e ek s . I mean in the particular that it is undesirable to 

loan so much money on stock-exchange collateral.
Mr. V anderlip . I think so.
Senator B ristow . Mr. Vanderlip, if you did not pay interest on 

these reserve deposits, you wouH not have to make these loans in 
orders to keep even, would you?
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Mr. V anderlip . Well, we are doing business for profit. That is 
the object of running a bank.

The C h a ir m a n . Y ou have to do that in any event in order to have 
quick assets; in order to have a quick reserve you have to do that?

Mr. V anderlip . Yes. I do not care whether it is bank deposits or 
anything else; you have got to have a quick reserve. Our legal limit 
is 25 per cent. I f  we get a call that takes us below it, we are in 
an illegal position and we have got to be able to recoup ourselves. 
We can not sit still and wait for a commercial note to mature. We 
have got to get money. In order to do that we must have some of 
our funds in call loans.

Under the new plan our commercial paper is available for money. 
Now when we make a commercial loan it must mature. Under the 
new plan we will have two ways of converting it into money—one 
to sell it in a discount market and the other to take it to the reserve 
bank and rediscount it.

Senator B ristow . Having these millions upon which you are pay
ing 2 per cent, it becomes imperative that you get some return, does 
it not?

Mr. V anderlip . It is imperative, anywTay, Senator, that we have 
invested some of our funds that we can quickly realize on. Suppose 
the New York banks had no bank deposits, but merely commercial 
deposits, and suppose the reserve was fixed at 25 per cent, or any 
other amount. The desire to make money will tend to make us loan 
down to the legal minimum of 25 per cent. I f  we have any sudden 
call from any customers and get below our limit, it is necessary to 
recoup ourselves. In order to do that we have to have some invest
ment we can dispose of. We can not dispose of commercial paper.

All we can do is to sit and wait for the commercial paper to ma
ture. So we must either carry an investment or make a loan on call 
that we can get back. You get commercial paper which has the 
quality of being turned into cash and you do away with this neces
sity, and there is no motive but necessity for investing in call loans.

Senator Reed. Y ou could carry a sum much larger than your legal 
reserve and use that, but that would cut into your profits very 
materially?

Mr. V anderlip . Yes, sir. I f  you are running a bank for profit, 
you would run with as low a reserve as permissible.

Senator N elson . The other alternative would be that these $180,- 
000,000 that you have in call loans—the other alternative would be 
to keep that money in your vaults ?

Mr. V anderlip . Exactly; and the figure is much larger than 
$180,000,000. That figure is what out-of-town banks are loaning in 
the call-loan market at the moment.

Senator N elson . I f  you could not have a secondary reserve, you 
would have to have an immense primary reserve?

Mr. V an d erlip . Y ou have got to have it in one or the other.
Senator H itch co ck . I think you testified that the average rate 

was 2.90.
Mr. V anderlip . The average for the last five years.
Senator H itch co ck . And your own deposits cost you 2.66?
Mr. V anderlip . Yes, sir.
Senator H itch co ck . So that your net earnings are one-third of 1 

per cent?
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Mr. V anderlip . That would be the case if we invested all our bank 
deposits in call loans.

Senator H itch co ck . Just take it for illustration; there is a mar
gin of one-third of 1 per cent?

Mr. V anderlip . Yes.
Senator I I itciicock . Suppose you slop paying interest and simply 

invested these country bank deposits in perfectly good bonds which 
fluctuate very slightly. Why would not the country be better off, 
and you be better off?

Mr. V anderlip . Bonds fluctuate very slightly, unless they are 
forced upon the market at a time when there are no buyers. Suppose 
we are in the position of having invested the reserves of the country 
in bonds, and the country wanted those reserves from all New York 
banks that had done that. Our position would be very precarious. 
We would have to sell the bends in order to get money, and there 
would be no buyers. We would have to take losses.

Senator H itch cock . Suppose you invested only one-half of your 
reserves in 4 per cent bonds; you would be better off, as far as interest 
was concerned: you would have a larger amount of cash.

Mr. V a n d e r l i p .  We do invest some part of the bank surplus in 
bonds. The National City Bank carries about $30,000,000. 1 regard 
that as a proper investment for a portion of a bank's capital. I do 
not regard it as a proper investment for any considerable amount of 
a bank’s deposits.

Senator H itch cock . What would be the effect if the law prohibited 
you from paying interest on reserves ?

Mr. V anderlip . It would be rather a happy effect for the New 
York banks, I should think. I f  the reserve law were the same as it 
is at present, we would hold less of the money of the country banks.

Senator H itch co ck . More would be kept at home, would it not?
Mr. V anderlip . Not very much more. They keep at home all they 

n^ed. It is as I have said. In the event of the establishment of this 
central reserve bank, a New York bank would keep about all of its 
cash with the central reserve bank. A bank would rather have a 
sound-bank credit than to be burdened with cash, if it does not need 
the cash. I do not believe that a country bank would keep any more 
cash than it needs.

Senator H itch co ck . I s there not an inconsistency in arguing 
against a reserve bank dividing its earnings, as a party at interest,.on 
country bank balances, and yet advocating the paying of interest 
on country bank balances by New York banks?

Mr. V anderlip . The function of the two is entirely different. The 
New York banks are run for profit: that is why they are there. If 
conditions are such that they can not make profits, they will not be 
there. The Federal reserve banks ought to be run for the conserva
tion of the resources of the country.

Senator H itch co ck . Because the New York banks are run for the 
purpose of making money it has been deemed disadvantageous to 
have the large balances pile up there under the form of investment, 
but because the reserve banks are run for the benefit of the country 
it seems to be desirable to pile up reserves there and mobilize the bal
ances of the other banks. So it seems to me your arguments ought 
to be reversed, and you ought to be in favor of not allowing the New
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York banks to pay interest, and you ought to be in favor of having 
the reserve banks pay interest.

Mr. V anderlip . I would prefer to have the surplus funds invested 
in the discount market, so that the money will find its way into some 
other channel, in fact, where the demand is greater and the interest 
rate higher.

Senator R eed. H ow  would you reach this stock-exchange call loan 
proposition? Would you do it by prohibiting the loaning of money 
upon stocks as collateral ?

Mr. V anderlip . I think nothing could be more foolish.
Senator R eed. H ow  would you do it?
Mr. V anderlip . I would do it by providing a place to rediscount 

commercial paper, so that banks can have their commercial paper 
liquidable, and they will then need no prohibition. They will loan 
where they will get the highest rate. As long as commercial paper 
will pay a higher rate than a stock-exchange loan they will loan 
through buying commerical paper.

Senator R eed. Suppose the stock-exchange rate went up, would 
they not be in danger of going there and investing their money unless 
they were prohibited from doing it ?

Mr. V an d erlip . I s there anything criminal in a man’s owning 
security and borrowing on it ?

Senator R eed. Not the least; but we are speaking of the objection 
which you described as dangerous this morning, namely, the loaning 
of money on call upon stock-exchange securities, which you said 
was an element of danger. We want to avoid that. I am asking 
you to tell us, as a practical man, how that can be avoided. We have 
already spoken now of the plan for providing a place where banks 
can cash their commercial paper, which removes a part of the tempta
tion that now is before the bank; indeed, we might say the neces
sity which is now before the bank.

I want to know how we can absolutely prohibit that kind of busi
ness. Is there any way you can do it? A  moment ago you charac
terized my suggestion as a very foolish one.

Mr. V anderlip . Oh, no; I did not know you made that suggestion. 
I  characterized as foolish a suggestion that would prohibit any loan
ing upon corporate securities. It would not only be foolish; I  think 
it would be disastrous.

Senator R eed. I did not make that suggestion. I asked you a 
question.

Mr. V anderlip . Yes.
Senator R eed. Then you leave the banks free------
Mr. V anderlip (interposing). I leave the banks free. Now, they 

are under necessity to do this, but under the new condition they 
will not be under a necessity. And they never will do it unless the 
stock-exchange loan pays more than the commercial loan.

Senator N elson . And, as a rule, they do not?
Mr. V an d erlip . A s a universal rule they do not now.
Senator R eed. But you see no objection, if a man wanted to bor

row money of a bank and came down and wanted to give his note for 
1 day or 30 days presenting as collateral the stock of the Steel 
company or a railroad company------

Mr. V anderlip  (interposing). I  see no objection to that form of 
loan. I see great objection to it becoming the predominant thing
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and the only basis for the secondary reserves which is our present 
situation, but I see no objection to that type of loan.

Senator R eed. In other words, if a bank had some of that, but 
had some place to go and cash its commercial paper when it needed 
money no danger would exist beyond the short time call loans?

Mr. V anderlip . That is the exact statement of it.
Senator B ristow . N o w , Mr. Vanderlip, in answering Senator 

Hitchcock when he suggested that if you had this money that you 
have in call loans invested in good 4 per cent bonds, it would be more 
profitable than carrying, as you do now—when you get only about 
one-third of 1 per cent—your objection was that you could not real- 
ize cash on the bonds?

Mr. V anderlip . Yes, sir.
Senator B ristow . N o w , if you could take those bonds to the Fed

eral reserve bank and get cash would it not answer the same purpose?
Mr. V anderlip . I would consider that absolutely wrong m 

principle.
Senator B ristow . Now, why?
Mr. V anderlip . For this reason: It is simply a shifting of the 

loan, and there is no way of immediately liquidating that loan. The 
only way holders of such a loan can get their money is by shifting 
it from one place to another. The thing that should be the basis of 
all loans at the central bank should be their inherent self-liquidating 
quality.

Senator B ristow . Y ou expect the central bank to collect this loan 
and you be relieved entirely—the Federal bank collects this paper 
which you rediscount there, does it not ?

Mr. V anderlip . Practically, yes.
Senator B ristow . And you have nothing more to do with it?
Mr. V an d erlip . N o ; we have rediscounted it. It is in their port

folio, and when it becomes due it will be paid at whatever point has 
been provided in the note, supposing there was no intervention on the 
part of the discounting bank. It might be that the bank discounting 
the note would want to have the note in its possession and get it 
paid and would substitute some other note of a longer maturity a 
few days before its own maturity.

Senator B ristow . H ow  is that? The bank that discounted it 
would take another note, and they would take that other note up.

Mr. V anderlip . It would be quite likely, if it wanted to take up 
its loan at the central bank. It would then substitute a new note for 
a maturing note, and it is to be presumed it would do that a day or 
two before the maturity, so as to have the note in its own hands when 
it matured.

Senator B ristow . And then, if it wanted to extend that note, or 
collect it------

Mr. V anderlip  (interposing). It would be free to do what it chose.
Senator B ristow . That would be very convenient for the bank 

that was in the same city where the Federal bank was, but it would 
be very inconvenient for a bank that was 1,000 miles away from 
that city.

Mr. V anderlip . There never ought to be that distance intervening. 
There should be many branches. I have no objection to multiplying 
branches as much as you choose, within reason. I think no banks 
should be more than overnight from a branch, and in the practical
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working out, it should probably never be but a few hours away from 
a branch. It would be with the branch that this paper would be 
lodged.

Senator B r is t o w . N o w , in the country a vast amount of this bank
able paper is not expected to be paid, and is not paid; it is renewed 
from month to month. I think that is not true in the cities so much. 
But would not this system put that country bank that does not have 
this three-months’ paper under a very great disadvantage as com
pared to the city branch ?

Mr. V a n d e r l ip . Yes, sir; it would put that country bank at some 
disadvantage as compared with a State bank doing business in that 
city, because the State bank would say to the customer, “ We will 
make a nine-months’ loan to you.” The national bank would say, 
“ We will make a three-months’ loan, and we will renew it.” The 
customer would say, “ Maybe they will renew it and maybe they 
won't. Perhaps it would be better to make this for nine months, and 
I will go to the State bank.” There is going to be that disadvantage, 
and that is one of the reasons why there will be a change of small 
banks into State banks.

Senator N e l s o n . In that connection, would there be any harm in 
extending this paper from 90 days’ to 6 months’ maturity—not all o f 
it, but a certain proportion of it, I mean. Would there be any 
harm in allowing the bank to take a certain proportion, say 25 per 
cent, of G-months’ paper------

Mr. V a n d e r l ip  (interposing). In principle I should rather be 
against that. I believe there is enough 90-day paper for all the 
needs. Take a bank that makes all of its loans for 0 months. 
Naturally half of that bank’s portfolio is always 90-day paper, if  it 
does a business that is the same the year around, a business that is 
continuous. I believe there will be ample 90-day paper.

The C h a i r m a n . I remind the committee that the table I put in the 
record shows there is over $36,000,000 of 90-dav paper available.

Mr. V a n d e r l ip . You must remember that the rediscounts of na
tional banks now are comparatively small. I believe the figures 
show $109,000,000 as the highest they have been in a long time. The 
average country bank never borrows; it is only the exceptional bank 
that borrows. I think there will be no shortage of 90-day paper.

Senator W e e k s . Well, under the present system the reserve banks 
have discouraged borrowing, which has kept the natural borrow
ings down to a minimum.

Mr. V a n d e r l ip . The borrowings will naturally be much larger 
under this system. It is not considered very good practice for a 
bank to borrow except in the South, where it is the general practice.

To go on with the detailed suggestions, on page 13 it is provided 
that there shall be—
a sinking fund to be hold for the reduction of the outstanding bonded indebt
edness of the United States, said reduction to be accomplished under regula
tions to be prescribed by the Secretary of the Treasury.

That is leaving very broad discretion with the Secretary of the 
Treasury. It seems to me it might be better to amplify what the 
ideas of Congress are in regard to the reduction of the debt. I would 
rather see it made more definite as to just what the ideas of Con
gress are with reference to the reduction of the debt.
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Senator R eed. You would want the law to prescribe?
Mr. V anderlip . Yes, sir.
Senator W e e k s . What would you say, Mr. Vanderlip, to a proposi

tion to try to pay the national debt in connection with this legis
lation ?

Mr. V anderlip . I think it very desirable to pay the national debt. 
The objection which some have raised to this, that there would no 
longer be any basis for note circulation, disappears with this meas
ure, and it would seem a most appropriate time to consider the ulti
mate retirement of the national debt.

Senator W eek s . I s not that basis of note circulation the only rea
son the sinking funds have not been made applicable to the payment 
of the debt, and has there been any other single reason why the debt 
has not been paid?

Mr. V anderlip . I think there is no other single reason, and I think 
(here has been a good deal of neglect on the part of the Treasury 
Department in not keeping up the sinking fund.

Senator N elson . It would be a good plan to devote the whole of 
this sinking fund to the retirement of our national debt?

Mr. V anderlip . Admirable.
Senator N elson . And put it in specific terms in the bill?
Mr. V anderlip . Yes, sir; rather than leave it to the discretion of 

a bank. We already have laws providing for sinking funds, but 
for years they have not been very carefully observed.

Senator R eed. Would you use any means of retiring the debt ex
cept the employment of a sinking fund?

Mr. V anderlip . I think it is always an admirable thing for a coun
try with a surplus revenue to devote that to the retirement of its 
debt, rather than incur unnecessary expenditures.

Senator N elson . There ought to be a provision in the bill that 
when the surplus exceeds a certain amount it shall be devoted to 
the payment of the debt.

Mr. V anderlip . That would be a wise provision.
Senator N elson . Would not $100,000,000 be ample? I  mean, when

ever it exceeded $100,000,000------
Mr. V anderlip  (interposing). $100,000,000 is less than the Treas

ury has usually had as a free asset.
Senator N elson . AVhat would you put the figure at?
Mr. V a n d e r l ip . Making a very offhand guess, without any study 

of the subject, I think $125,000,000 would be an ample Treasury free 
asset.

Senator N elson . Or, put it a little higher and say $150,000,000. 
Whenever the surplus exceeded $150,000,000 the overplus should be 
devoted to the retirement of the national debt from time to time. 
Would not that be a good plan to put into the bill?

Mr. V anderltp. I think it would.
Section 10 of the bill provides for State banks being converted 

into national banks, or for State banks becoming members of the 
Federal reserve bank without being converted. They are permitted 
to do this upon a regulation provided for------

Senator R eed (interposing). You refer to the last three lines on 
page 15, “ under such rules and regulations as it may prescribe ” ?

Senator N elson . It is lines 21 and 22 on page 15.
S. Doc*. 21)2, 63-1— vol 3------ 4
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Mr. V a n d e r l ip . I am now looking on page 16 at line 16. It reads:
Such by-laws shall require applying banks not organized under Federal law 

to comply with the reserve requirements and submit to the inspection and 
regulation provided for in this and other laws relating to national banks.

That word “ regulation ” needs more definition, it seems to me. It 
is going to become very important under what terms you will admit 
State banks to membership in the central reserve banks. I f  they are 
to have all the regulations that apply to a national bank, they might 
as well be converted into national banks and there is no need o f 
permitting them to become members.

Senator N e l s o n . Let me interrupt you by stating that one o f the 
bankers here—I do not recall his name—made an objection to that 
word “ regulation.” He held the effect of it was to compel them to 
do just what the national banks did in every respect, and on that 
account he objected to the word.

Mr. V a n d e r l ip . That would be my own opinion. I f  they are to be 
regulated so that in every respect they must do just as a national 
bank, then they might as well be a national bank and there is no 
point in permitting a State bank to become a member. I think that 
ought not to be left to the Federal board to determine either. I  
think the law ought to be pretty specific, so we will know what a 
State bank can do and under what terms it may become a member.

Senator R eed . Then, too, if there were a regulation made by the 
Secretary of the Treasury, I presume there is nothing in this bill— 
I see nothing—to keep the next Secretary of the Treasury from 
changing the regulation.

Mr. V a n d e r l ip . Nothing.
Senator R eed . There would be rather an uncertain tenure?
Mr. V a n d e r l ip . Yes.
Senator N e l s o n . H o w  would it do to substitute the words “ submit 

to the inspection and supervision ” ; substitute the word “ supervi
sion ” for the word “ regulation ” ?

Mr. V a n d e r l ip . As I remember it, Mr. Glass in his exposition of 
the bill said that the reserve requirement, the capital requirement, 
and the examination requirement were all that this meant. I f  that 
is so, it ought to say so. It does not say so in the bill.

Senator H it c h c o c k . Then, a State bank, like a foreign exchange 
bank in New York City having branches, could become a member 
under this system ?

Mr. V a n d e r l ip . Yes, sir.
Senator H it c h c o c k . That would be a considerable advantage over 

a national bank?
Mr. V a n d e r l ip . Very much. And the thing you are in danger of 

doing here, is passing a bill that will make all national banks turn 
State banks, and, instead of consolidating the banking business under 
the national charter, you are going to disperse it. I f  there were 
some way of attracting State banks into this scheme rather than 
putting a premium on national banks going out of it, the ultimate 
success would be very much more probable.

Senator W e e k s . I f  you were managing a State bank and this bill 
were put up to you as the law, you probably would hesitate about 
going in until you had seen how it was working?

Mr. V a n d e r l ip . Being in the fortunate position of having an 
option whether to go in or not, I  would wait. I  would take advan
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tage of my position and see how it worked. I  would see what this 
word “ regulation” meant. I  would see what the success of the 
measure was likely to be.

Senator W eek s . Naturally, if other men felt in the same way, 
we need not expect to see State banks go into the system at once ?

Mr. V a n d e r l ip . Not at once.
Senator R eed. Y ou said that the foreign exchange bank which 

has branches would have an advantage over the national bank?
Mr. V a n d e r l ip . Yes, sir.
Senator R eed. I f  you let it come in ?
Mr. V a n d e r l ip . So will any State bank organized under the laws 

of New York, because they have much more liberal privileges than 
national banks.

Senator R eed. H ow  are we to equalize that so that the national 
bank will not suffer by virtue of that situation ?

Mr. V a n d e r l ip . By seeing if you can not extend some privileges 
instead of putting all your attention on new prohibitions. That 
seems to me to be one direction that the committee’s thought ought 
to take, so as to undertake to attract State banks into this system.

Senator R eed. Yes; but what I  am speaking of is this: Here is 
a bank with a lot of branches. That gives it an advantage. Now, 
we bring that bank into the system and give it the advantages of this 
system. Now, we have created an institution that is empowered 
to do the very thing that all national banks are denied the right to 
do. Would you suggest extending to national banks the right to 
have branches ?

Mr. V a n d e r l ip . I certainly would suggest it, in the cities in which 
they are located. There is no conceivable reason, to my mind, why 
that should be prohibited. As a matter of fact, the act does not at 
present prohibit it. There has been a ruling of the comptroller; 
there has never been a court decision on the subject. But it would 
be highly desirable if the national banks could have branches within 
the city where they are located.

Senator R eed. And you would limit it to their city?
Mr. V a n d e r l ip . I w ould .
Senator H o l l is . Why limit it?
Mr. V a n d e r l ip . It is a question on which there are certainly two 

points of view. The strength of an institution that is practically 
under one control, is very much greater than that of an institution 
with branches all over the country. There would be this on the other 
side: There is such political prejudice—a prejudice that seems to me 
very unreasoning—against it that I have almost ceased to think it 
possible to talk about having general branches for a bank.

Senator R eed. But you think that if they were limited to the city 
in which the principal bank exists, that would be placing such a 
limitation upon their extent as to meet, at least in a measure, the 
objection that they might grow too large and their influence become 
too commanding? Is that the thought?

Mr. V a n d e r l ip . That is my thought; and it would come as a sur
prise to the national bankers, because it would be the first advantage 
they had been offered since the creation of the system, I  think. I t  
would be a most happy thing to offer the national banks something 
in addition------
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Senator R eed (interposing). Would you limit the number they 
could maintain?

Mr. V anderlip . Not at all.
Senator R eed. Y ou would just limit it territorially?
Mr. V anderlip . There is one bank in London that has 100 branches 

in the city of London.
Senator S h a f r o t h . Would that be satisfactory to the other banker ?
Mr. V anderlip . Y ou are legislating for the national banks, and it 

would be very satisfactory to them.
Senator S h a f r o t h . All of them? Or would’there be a rivalry 

against the one bank that had so many branches ?
Mr. V anderlip . Then they would have to do better banking and 

compete successfully. No; I think that, on the whole, national banks 
would be glad to have that privilege.

Senator B ristow . It would reduce the number materially, would 
it not?

Mr. V anderlip . Yes.
Senator Reed. I s there not a control which the Federal Govern

ment exercises over these banks which meets some of the objections 
which ordinarily pertain to combinations, namely, that the Federal 
Government can limit the amount of capital of a bank if it wants to. 
and it otherwise has a very complete control over it? That would 
be an offset.

Mr. V anderlip . Yes.
Senator R eed. I am not committing myself to that, but I am sug

gesting the thought.
Senator N elson . N o w , Mr. Vanderlip, Canada has some 18 or 19 

chartered banks, my recollection is, and they probably have over a 
thousand branch banks.

Mr. V anderlip . Yes.
Senator N elson . Scattered all over. I do not know, but they have 

2,000. I have heard the criticism made that those branch banks— 
for instance, out in the prairie Provinces in Alberta, Saskatchewan, 
and Manitoba—that they pull in the money in that country and send 
it down to the head banks at Toronto and Montreal, and drain the 
country. Then if they apply for loans to those branch banks, as a 
rule, they can not get any satisfaction, especially if money is a little 
tight, until they hear from the head bank at Toronto or Winnipeg. 
In other words, the system, as developed in Canada to that extreme, 
I  do not think has wTorked as well as it might. What is your in
formation on that?

Mr. V anderlip . I fancy a true analysis of that situation would 
show that those complaints were not well founded. We have heard 
the same complaints made that in certain Southern States they de
posit money in New York and can not borrow any when they A,vant 
it. I have looked up the record and find that they borrow five or 
six or seven times as much as they deposit. I  presume you will find 
that these small western communities borrow very much more from 
the reserve city banks than they actually deposit 5n the banks.

The action of a bank with many branches is to equalize the supply 
of loanable funds, and the funds will flow where the interest rate is 
the highest. The interest rate will be highest in the smallest com
munity, and I expect you will find that the Canadian banks have 
worked to the benefit of those few small communities rather than 
taken their funds and loaned them to the centers.
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Senator H it c h c o c k . H o w  do you interpret this paragraph now 
in relation to branch banks? Can a State bank having branches 
come in?

Mr. V anderlip . I am unable to interpret it and no one can inter
pret it until he can interpret the meaning of the word “ regulation,” 
and that must lie in the mind of the Secretary of the Treasury or the 
Federal reserve board.

Senator R eed. You think, I  take it from your remarks in regard 
to this section and the preceding one, that when a man comes to 
inve&t his money or go into a great system that involves his money, 
he ought to have fixed rules of law which prescribe his rights and 
specify his obligations that he should not be required to depend 
upon the individual opinion of some man, however good that man 
may be.

Mr. V anderlip . I wish I had the power to state my views as pre
cisely as that. That is exactly what I think.

Senator R eed. And you would apply that to the entire currency 
system, would you not, except where you come to the point of passing 
upon the question of whether a particular piece of paper is good 
or bad?

Mr. V anderlip . That is making the statement a little too sweep
ing. In general, however,- wherever it is possible to put the specific 
thing in this bill, I would do so rather than leave it discretionary 
upon a board.

Senator P om erene . What have you in mind as proper conditions 
or regulations upon which the State banks should be admitted into 
this system?

Mr. V anderlip . I f  you want to ^et the State banks into the sys
tem. then I would say have the capital the same as a national bank 
under similar conditions. Have the same examinations and the same 
reserve requirements. I f you stop there, you must recognize that 
there will be more advantages under the State charter than under 
the national charter. I f  you impose all the conditions of the national 
charter on the State bank it would not accept them and would not 
come in. You have your choice.

Senator R eed. That leaves us with the question still unsolved?
Senator N e l s o n . No; he has put in the limitations there. Capi

tal—this provides for reserves------
Mr. V anderlip  (interposing). Capital, reserve, and examination.
Senator N elson . A s to capital you would include an exception?
Senator R eed. You said if you made their requirements too strin

gent on them and cut them off from their present rights they would 
not come in; if you made it too liberal, as I understood, Mr. Vander
lip, then the national banks might go in------

Mr. V anderlip  (interposing). That is exactly what they will do.
Senator R eed. N o w , that leaves the question unsolved. The ques

tion is how we can keep the national banks in, and induces the State 
banks also to come into this system?

Mr. V anderlip . By liberalizing the terms of the national charter 
and the regulations under which national banks are operated so that 
they can compete fairly with the State bank.

Senator P om erene . In what respect?
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Mr. V anderlip . In respect to branches, in one particular; in re
spect to doing a trust business i,n another. I  do not know that I  
would undertake to enumerate the advantages that a State bank has 
over a national bank, but those are different in various States.

Senator B ristow . But not loaning on real estate?
Mr. V anderlip . Never.
Senator N elson . Nearly all the State banks can do that.
Senator R eed. You are giving some very interesting testimony 

here, but we have come to a point now that is very greatly troubling 
me, whether this bill is not going to send all the national banks out 
of the system and into the State bank system, or else so limit the 
rights of State banks coming in that they will not want to come in. 
Now, I do not know if you are prepared to make your suggestions as 
to what advantages could be given to the national banks that are of a 
practicable and reasonable character, but I wish before you leave 
you would try to give us those suggestions.

Mr. V anderlip . I shall be very glad to submit those in detail.
Senator W eek s . And at the same time the provisions which you 

think would induce State banks to come into the system.
Mr. V anderlip . Yes.
Senator H ollis. D o you not think, Mr. Vanderlip, that the mere 

name of national bank is of some value to them ?
Mr. V anderlip . It î s o f some value in a small community. It is 

o f no value in New York City, for instance, or any of the great 
cities.

To take up section 11, relative to the Federal reserve board: Here 
is the point, I suppose, that most bankers raise as the principal objec
tion to the bill. It is a pretty general feelijig that the bankers con
tribute capital for these reserve banks, should have representation on 
the Federal reserve board. I, myself, believe it would be very 
good, if they had a minority representation on the board. However, 
if that is impossible I particularly object to the constitution of the 
board in its present form.

I believe it is bad to have ex officio members on that board and to 
have ex officio members whose duties are already sufficient to engross 
their time fully. This will be a very important board; it will be a 
man’s size job to be a member of this board. He ought to be devoting 
all his time to it. He ought to have experience. The board should 
have continuity. I f  you put Cabinet officers on that board they 
will of necessity go out with each change of administration, and 
may go much more frequently than that. They are fully engrossed, 
i f  they are properly looking after their other duties, and they can 
not, I believe, perform in a creditable manner the duties of this 
Federal reserve board.

I f  it is going to be constituted entirely by Government appoint
ment, I would increase the salaries, I would have longer terms, 
and I would have the men appointed devote their time to this work 
exclusively. Continuity of management is a great thing. You 
might have a change of the majority of the board on the change of 
a President. You make the thing the toy of politics in this way. 
It ought to be removed from politics as far as is the Supreme Court. 
I  think it would be about as proper to appoint the Attorney General 
to the Supreme Court, because he happens to be in the Cabinet, as it 
is to put the Secretary of Agriculture on this board.
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Senator R eed . But don’t you think the experience of the Secretary 
of Agriculture ought to be of value in handling a financial propo
sition of this sort? [Laughter.] But, Mr. Vanderlip, seriously, 
under the plan you suggest would you exclude the Secretary 01 
the Treasury?

Mr. V a n d e r l ip . That is debatable. I  should prefer to see a board 
of inspection created that was headed by the Secretary of the Treas
ury and that embraced the comptroller and any other Government 
officials you chose, which had the power of inspection anywhere 
down the line to see that the law was being obeyed. There are some 
reasons for putting the Secretary of the Treasury on, because he has 
the depositing of the Government moneys. There are other reasons; 
but this makes the whole board rather subservient to the Secretary 
of the Treasury.

The bill frequently says that things shall be done by the board 
under direction of the Secretary of the Treasury. This board ought 
to be superior to any Cabinet officer. It is not an appendage of the 
Treasury; it is a great organization. Members should be of the 
highest caliber; men that were paid salaries sufficient to attract and 
keep able men. Now, keep men; there is the point. You develop a 
good men here at $10,000 a year and I will hire him at $25,000. You 
want to pay men so you can keep them here. You want continuity of 
management.

Senator R eed . It is true that this bill as drawn does frequently, 
as you say, say that certain things shall be under under the direction 
of the Secretary of the Treasury. But I call your attention to the 
fact that this bill requires that every dollar that is now in the Fed
eral Treasury, except that held on special deposit, shall at once go 
into the banks, and every dollar hereafter gathered in by the Fed
eral Treasury must at once go into the banks. And, of course, the 
special deposits, most of them, can speedily be removed there by using 
the gold and silver certificates to withdraw them. Now, if the 
Secretary of the Treasury is not to have a broad discretion, do you 
not think that provision ought to be changed so that the discretion 
would be vested in the Government to put all or part of its money in?

Mr. V a n d e r l ip . That would be much more desirable than to give 
the Secretary of the Treasury the power that is given here, where it 
says that the manager of the Federal reserve board shall be subject 
to the supervision of the Secretary of the Treasury and that the 
manager of the Federal reserve board shall be the active executive 
officer of the Federal reserve board.

The C h a ir m a n . Y ou would strike out “ Secretary of the Treas
ury ” in that line?

Mr. V a n d e r l ip . I certainly would.
Senator R eed . And you would modify the other section allowing 

the Secretary of the Treasury to have some discretion about putting 
the people’s money into this institution ?

Mr. V a n d e r l ip . I would not expressly object to that. I think non- 
partisanship is not accomplished when you say that not more than 
two shall be of the same political party; it rather emphasizes that the 
other two shall be of the same political party. I do not believe that 
helps the measure much.

Senator B r is t o w . Is not that an invitation to put partisans on the 
board ?

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



1982 BANKING AND CURRENCY.

Mr. V anderlip . Why, it is almost a command.
Senator H itch co ck . Would not the board be a good place to put 

our ex-Presidents? [Laughter.]
Senator R eed. Barring one, you would answer 66 Yes.” would you 

not?
Mr. V anderlip . I was thinking of that one. [Laughter.]
Senator B ristow . Some of us might think he was the very man to 

put there.
Senator W eek s . Seriously, Mr. Vanderlip, you refer to paying the 

members of this board large salaries. Now, there is a standard of 
salaries in connection with the Government service which must be 
maintained, and it would probably be impossible to compete with the 
National City Bank in paying salaries to a board like that. Don’t 
you think the honor of being a member of that board coming to a 
man who is fit to be a member would be sufficient so that he would 
accept such a place and serve, notwithstanding the fact the salary 
was not commensurate with the kind of service ?

Mr. V anderlip . Undoubtedly there would be a tendency that way. 
The Government has a great advantage in that respect.

Senator N elson . Would you not get superior men in that way?
Mr. V anderlip . Superior men at a smaller salary than at a larger 

one?
Senator N elson . Than if you just made it a question of salary?
Mr. V anderlip . I should not make it just a question of salary by 

any means; I would make it so that the salary from somewhere else 
would not counterbalance the salary and the honor together.

Senator H itch co ck . A Cabinet salary ?
Mr. V anderlip . It ought to be as high as a Cabinet salary, I  should 

think. You want men for this position who are capable of earning 
large salaries. You want men who have earned large salaries, or 
who have been successful. You do not want unsuccessful men, finan
cially speaking, in this business. You want men who have been suc
cessful.

Senator B ristow . N o w , Mr. Vanderlip, do you think political ap
pointments are made with a view to whether a man has been success
ful or not ?

Mr. V anderlip . I do. I think they are frequently made with a 
view to the fact that he has not been successful.

Senator B ristow . That he has failed in the last campaign and 
needs a job. [Laughter.]

Senator R eed. We can call them political appointments if  we 
please, but the Supreme Court of the United States and all the 
Federal judiciary are appointed by a political powTer and confirmed 
by another branch of political power. And yet, speaking of the 
question at large, we have a very superior class of men in those po
sitions, and that is because the position is regarded as one of great 
honor and not a position of profit, is it not?

Mr. V anderlip . Undoubtedly.
Senator R eed. We have got to go to one source or the other for 

these guardians of this contemplated system. Either we must go to 
the banks, wThich may have a selfish interest, or we must go to the 
Government, or we must go to both.

Senator N elson . The great business men are merchants?
Senator R eed. Yes.
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Mr. V a n d e r l ip . I am not nearly so much afraid of malign political 
influence as I am of lack of wisdom. I want td establish a con
tinuity of management here. I want to see men qualified by ex
perience. I am not so much afraid of the political side of this thing. 
I am very much afraid of the inexperience side of it.

Senator R eed . And therefore willing to have always at least a 
majority of men on this board who are connected with banks and 
who are familiar with it?

Mr. V a n d e r l ip . Certainly, a majority; and I  would say, as far as 
possible, men of long experience. Of course, some new men might 
get on.

Senator P o m e r e n e . I am glad to hear you say you have faith in 
your Government.

Mr. V a n d e r l ip . Thank you.
Senator R eed . Generally speaking, there has been a good deal of 

loose talk about politics, just as there has been a good deal of talk 
about banks. Sometimes it is justifiable and sometimes it is not 
justifiable. Do you think that any President of the United States 
would be likely to make these appointments without having a proper 
regard for the importance of the place that he is charged with the re
sponsibility of filling?

Mr. V a n d e r l ip . When I look ahead I have a good deal of faith. 
When I look back, and see some of the appointments that have been 
made, my faith is shaken a little. I do not mean recent appoint
ments; I mean looking back historically at men who have filled im
portant places.

Senator R eed . Let us take the position of the Secretary of the 
Treasury. Some of us have differed with the policies of the Secre
tary of the Treasury, but as a general rule they have been a pretty 
sincere type of men, have they not ?

Mr. V a n d e r l ip . Yes; as a general rule.
Senator Reed. And, making allowances for inexperience, they have 

done pretty well as a general proposition, have they not?
Mr. V a n d e r l ip . Yes.
Senator R eed . N o w , do you know any other way by which these 

men could be selected except by the banks or by the country?
Mr. V a n d e r l ip . No. We do not want to return to the old Spartan 

way of selecting by lot, I suppose. They should be selected one way 
or the other— by the banks or by the Government.

Senator R eed . Are there not objections to banks selecting, which 
would be an objection to the bankers themselves? That is to say, 
if your bank had a friendly representative upon this board might it 
not be of great advantage to your bank? Pardon me for using your 
bank for illustration, but I was using it as an illustration of a class.

Mr. V anderlip . I think it might. But I shall hope it shall have 
a friendly representative upon this board, and that all banks will 
have a friendly representative upon the board.

Senator R eed . I meant more than that. I meant a representative 
who might be specially interested in the bank. That woud not be 
right, of course, but are not there just as many objections on that 
side as there are on the other when you come down seriously to talk 
about it, and that is what we are trying to do this afternoon?

Mr. V a n d e r l ip . I do not think there are quite as many, but per
sonally I shall be satisfied with a political board if I am assured of its
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continuity—that the members will be devoting their entire time to it 
and that every precaution is taken to make it of the highest possible 
type.

Senator R eed . I  think I  agree with you on that, that the board 
ought to devote its entire time, unless it is the Secretary of the 
l  reasury.

Senator H it c h c o c k . What discretionary power do you think that 
board should have to regulate the volume of currency ?

Mr. V a n d e r l ip . I think it should have none. I  will come to that 
point later, when I come to that part of the bill. But it seems to me 
completely wrong that it might refuse a bank the privilege of taking 
out currency. Personally I think there , should be no tax on that 
currency. So far as the Government is concerned, it is merely tak
ing it from one pocket and putting it into the other. The people 
are the ones to determine the volume of currency. No one else can 
determine it. They will use bank notes, or they will use gold re
serve; it does not make any difference to them. They will have in 
their pockets a given amount, and they will determine that amount. 
A  bank note that does not count in the reserve is of no value what
ever to the bank. It is only of value to the person who can use it 
in his pocket. I think there is no danger in giving these central 
banks the power to issue all the currency that the people will use. 
The banks can not use that currency. The people will use the cur
rency. The currency is of no value in the hands of the banks, as it 
does not count as reserve.

O f course, to digress a moment, there is the trouble with your 
dual system of State banks and national banks, concerning the ques
tion of reserves with the State bank, and that is a trouble that you 
want to find some way, if you possibly can, to eliminate. I think the 
best way would be to construct a system so that it would be attractive 
to all State banks to come in. There is grave danger to the whole 
system; there is grave danger to the Treasury Department and to 
tlie Government in permitting a large amount of these notes to find 
their way into the reserves of State banks.

Senator H it c h c o c k . That is permissible in Germany now ?
Mr. V a n d e r l ip . Suppose such a situation exists here. We have 

many millions of these new notes held in the reserves of the State 
banks, and suppose something happens that alarms the holders of 
those notes to an extent where they think it will be wiser to convert 
them into other forms of reserve money, into gold and lawful money. 
You might get a presentation of the whole mass within a short time. 
The redemption of them would be an almost impossible thing, for 
the amount would be so large. And in proportion to the size of it 
the danger is great. I know of no way you can prevent a State 
bank holding those bank notes in its reserve except to induce the 
bank to come into the national system, where you can properly bar 
them from the reserves.

Senator H it c h c o c k . I suppose it could be prevented in those 
banks, where they were subjected to the same laws which the national 
banks are subjected to.

Mr. V a n d e r l ip . That will apply to those who come in, but re
member that there are $12,000,000,000 of deposits in State banks 
now, against $8,000,000,000 in national banks. Under this bill, I  
believe State banks will increase and national banks will decrease,
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as it stands, so that the chance of getting a very great mass of these 
bank notes into the reserves, for the support of this $12,000,000,000 
of deposits, is serious.

Senator H itch co ck . Under this bill, as it stands now, how con
siderable do you interpret the power of the reserve board to be, as 
to the contracting or expanding of currency ?

Mr. V a n d e r l ip . The bill is not clear as to whether this rate of 
interest, so-called, could be changed after notes were outstanding. 
I  think there is a good deal of confusion about the rate of interest. 
It is not clear whether the Federal board could charge a different 
rate in different sections of the country or a different rate at differ
ent times to the same bank, or change the rates after notes were out
standing. I do not believe they should have either the power to 
refuse the notes or the power to tax them.

Senator H itc h c o c k . Y ou think that whenever securities were pre
sented to the reserve bank and it had the necessary gold reserve it 
should issue them ?

Mr. V anderlip . The gold reserve is the limit.
Senator H itch co ck . N o w , has not Germany, with practically that 

same lawr, rather gotten into difficulties ?
Mr. V anderlip . Germany has saved itself from the greatest diffi

culties. The Reichsbank management is a monument to what can 
be done with a scientific banking system.

Senator H itch co ck . The Reichsbank notes are made reserve for 
the other banks in Germany ?

Mr. V anderlip . That I am not familiar with.
The C h a ir m a n . And they are also made legal tender.
Senator H itch co ck . Yes; they are also made legal tender.
Senator R eed. How much reserve in gold should there be held as 

against notes issued?
Mr. V anderlip . I think the reserve provided for of 33  ̂ per cent 

is ample.
Senator R eed. Y ou think that is much safer than now ?
Mr. V anderlip . Yes.
Senator R eed. And if made a little higher the system would be a 

little safer, would it not ?
Mr. V anderlip . Undoubtedly. And if you will put a tax on de

ficiency of reserve instead of taxing the notes you will control the 
issue. There is the place to put the governor—a tax on the deficiency 
of the reserve ?

Senator H itch co ck . That would be better; it would be permanent.
Senator R eed. Make it graduated, though.
Mr. V anderlip . Yes; make it a graduated tax.
Senator H itch co ck . It would not be left to the option of some 

board ?
Mr. V anderlip . No; and it ought not to be.
Senator H itch co ck . I agree with you there.
Mr. V anderlip . N ow  we come to this much-debated clause of the 

power to compel loans. I believe that is a necessary power as long 
as you have more than one central bank. The power to permit loans 
I do not consider is a necessary power to give to the Federal board. 
I f  these banks choose to loan to one another, very good. As a 
matter of fact, they will not choose so to loan. The management of 
the bank will leave it to the members of that bank to deal with the

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



1986 BANKING AND CURRENCY.

members of another bank where the interest rate is high, thus hav
ing individual banks discount for individual banks rather than for 
the central bank to discount for the central bank in the high interest 
rate community.

Senator R eed . There has been a matter, and your answer suggests 
the thought again, that has been bothering me a good deal. There 
have been a number of bankers here who have objected most strenu- 
<aasly to the provision that one of these reserve banks should advance 
moneys to another reserve bank, and they have said that is very 
wicked and very wrong, and yet in the same breath those gentlemen 
will advocate one central bank. Now, if all the money was put into 
one central bank, then that management would necessarily have to 
loan money to all of the member banks all over the country. And if 
there are 12 of these banks and the idea of one bank is so admirable, 
it seems to me the closer we draw the twelve banks together the 
nearer we are approaching the idea of one bank.

Mr. V a n d e r l ip . Certainly. The greater the decentralization here, 
by making numerous reserve centers, the more arbitrary the power 
you must give to the reserve board. I f  you make one reserve center 
you have to give no power to the Federal board at all, because the 
thing is accomplished. But with numerous centers arbitrary power, 
obnoxious as it is, must be given to the reserve boards in order to 
pipe those reserves together.

Senator R eed . The more cooperation you have, the nearer you come 
to the strength that lies in one central institution ?

Mr. V a n d e r l ip . And that is what you really are all after. You 
may not quite know it, but I think that is what you really all want.

Senator N e l s o n . That provision there, in effect, makes one central 
bank?

Mr. V a n d e r l ip . Certainly; except that in practical operation it 
will never work. Now, instead of saying that this is an obnoxious 
provisions and ought to be taken out, I am forced to admit I do not 
believe it is strong enough. It will never work. Why won’t it 
work ? Because loans can only be made at from 1 to 3 per cent above 
the highest rate prevailing. That, in the first place, is not very clear.
I suppose it means above the highest rate prevailing in the com
munity that is going to borrow. Why should a New Orleans bank 
borrow from New York at 3 per cent higher than it is loaning? It 
won’t work; they won’t do it.

Senator H it c h c o c k . Maybe that means 3 per cent higher than the 
reserve board is charging for currency.

Mr. V a n d e r l ip . Well, you have to look a long ways to read that 
meaning into it. At any rate it is not a clear law.

Senator N e l s o n . It has to be an interest charge to accommodate 
the banker. It is to accommodate the banker who has to pay it.

Senator R eed . What is the highest rate at which he pays the in
terest ?

Senator N e l s o n . Not less than 1 or above 3 per cent o f the highest 
rate prevailing in the districts immediately affected.

Mr. V a n d e r l ip . But what does “ rates prevailing” mean? Is it 
the rates charged by the central banks?

Senator R eed . Manifestly, then, if New Orleans had a 6 per cent rate 
and New York had a 4 per cent rate and New Orleans wanted money 
from New York, under that provision the rate would at least have to
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be 7 per cent to New Orleans, which is a rate higher than anybody 
pays down there. Now, why in the name of common sense would 
anybody want to borrow money under those terms? It was just as 
Mr. Vanderlip said.

Mr. V anderlip . They won’t; the thing will not work.
Senator R eed. All of which leads to the conclusion we ought not 

to look to this bill any further?
Senator W ee k s . Are you going to discuss the desirability of the 

same discount rate in all regional banks?
Mr. V anderlip . I will discuss it.
Senator W e ek s . Let me ask you a definite question: Why should 

not a bank in Oklahoma, having a piece of paper that comes within 
the requirements of the law, get a rediscount of that piece of paper 
on exactly the same terms that the New York bank would do with 
the same quality of paper ?

Mr. V an d erlip . A s a matter of abstract right, I think it should. 
As a matter of prevailing interest rates in those two communities a 
similar piece of paper will bear a higher rate in an Oklahoma com
munity than it will in New York, because of many reasons I do not 
need to go into.

Senator W ee k s . I f  we are going to make a national law, should 
it not be country-wide in its provisions?

Mr. V anderlip . I do not think it should necessarily be country
wide as regards the same discount rate for all of these banks.

Senator H itch co ck . Is not the present divergence of interest rate 
due to our peculiar system, which we are now proposing to abandon?

Mr. V anderlip . Not altogether. The more settled communities 
will have the lower rates in any banking system.

Senator N elson . In that connection, we must not overlook the fact 
that paper discounted from Oklahoma might bear interest at 7 per 
cent, while paper discounted up in New York might only draw 4 or
5 per cent.

Mr. V anderlip . That is perfectly true.
Senator W e ek s . I s not that true to-day ? But would it not equal

ize those rates in years to come if the discount rate should be made 
the same?

Mr. V anderlip . Never entirely.
Senator W eek s . I  agree with you never entirely, because develop

ing sections would always carry a higher rate of interest.
Senator R eed. Mr. Vanderlip, how are we going to adjust this 

proposition: Let us say that the prevailing rate for commercial 
paper in New York is 4 per cent; that the prevailing rate in my 
part of the country is 6 per cent. Now, the New York banker wants 
money, and he brings up 4 per cent paper and gets $100,000 on 
$100,000 worth of 4 per cent paper. The banker in Kansas City 
wants $100,000 and he brings up 6 per cent paper and just gets 
$100,000, yet his paper draws a greater rate of interest.

How is that to be adjusted in this law?
Mr. V anderlip . Why, he gets the interest on his paper.
Senator R eed. He collects it himself?
Mr. V anderlip . He collects it himself. He has discounted the 

note and has gotten that.
Senator R eed. Then the central bank has to collect this interest for 

him if they collect the securities. On the other hand, he can take
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money there and take up his own securities. Now, is not that the 
way it will practically be done, instead of the central bank collecting 
the securities? Will not the bank secure the money and pay the 
note and take back the collateral while it has not matured ?

Mr. V anderlip . Very likely. The average bank will dislike to 
have a customer know that it has rediscounted his note, and they 
will be glad to get the notes back before the day of maturity, in 
order to have the customer pay it over its own counter and hand 
the note to him.

Senator H itch co ck . Would he not know it has been rediscounted?
Mr. V anderlip . Yes, he will; because it will have to be indorsed; 

that is true.
Senator N elson . But if you place the circulation on the discount 

value of the paper, would not that be a fairer basis than to take it 
on the mere face value of the paper?

Mr. V anderlip . That is what you will do, sir. It will operate 
that way. The amount of money you get is the discount value of 
the paper.

Senator N elson . Yes; but it is not clear in the bill, if  you will 
notice.

Mr. V anderlip . I had presumed that would be the way it would 
work. In any event, it is a rather insignificant difference.

Senator N elson . I know it is a small difference, but would not 
that be the principle applied?

Mr. V anderlip . I think it would.
Senator B ristow . Let me get that clearly in my mind. I do not 

know whether I comprehend that fully. Take Senator Reed’s illus
tration: What is the value of that paper? They are both good, one 
is as good as the other, but the Kansas City paper bears 6 per cent 
and the New York paper 4. It is taken to the Federal bank for 
discount. What is to be the discount value of the two papers? Is 
the one drawing 6 to be more than the one drawing 4 ?

Mr. V anderlip . I f  those were discounted notes they are both 
worth, at the date of maturity, $1,000 each, if they are $1,000 notes. 
The man who has discounted them got less than $1,000—the one by 
4 per cent the other by 6. That is where the variation came in. 
The $1,000 note that was discounted at 6 per cent produced less than 
the $1,000 note discounted at 4 per cent.

Senator B ristow . But they are not discounted. In fact, that 
note bears 4 per cent, one of them does, and the other bears 6. Out 
in our country where we take six months’ paper, why it may run 
three months, and in New York it may be a 90-day note.

Mr. V anderlip . Let us suppose the New York bank has these two 
pieces of paper and goes to a central bank and borrows at 5 per cent. 
What it will really do will be to convert this 6 per cent note to a 5 
per cent basis and the 4 per cent note to a 5 per cent basis. The 
central bank will take those notes on a 5 per cent basis. The 4 per 
cent it would take a little under par and the 5 per cent a little over 
par.

Senator N elson . That is exactly the way it will work.
Senator B ristow . Yes; I can see that. I  can see no objection to 

that system, provided that the value of the note given it by the in
creased rate the interest is taken into consideration.
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Mr. V anderlip . It certainly would be.
Senator B ristow . Otherwise it would be very unjust to a certain 

part o f the country.
Mr. V anderlip . It would be taken into consideration.
Senator H itch co ck . That raises another question, Mr. Vanderlip. 

You said, and I entirely agree with you, you should not only include 
90-day paper, as stated in the bill, but out West and down in the 
South 6 months and perhaps 9 months paper, which is commercial 
paper to the same extent, growing out of certain transactions. But 
up in those countries where 6 and 9 months paper is given the interest 
is not deducted in advance, and how are these notes to be discounted 
under those circumstanes ? The interest is generally payable at ma
turity.

Mr. V anderlip . Just as I say. I f  it is a nine-months note at 6 per 
cent, and you are disposing of it on a 5 per cent basis, you will get 
more than the face of the note for it.

Senator R eed. What you mean, in a word, is this, that the bank 
will do just what your bank will do. I f  the interest has been paid, it 
will take that out of the note. I f  the note is still drawing interest, it 
will take that fact into consideration and arrive at the actual value.

Mr. V anderlip . And that value will be either above the face or 
below it, as the basis upon which it is being discounted varies from 
the rate the note bears.

Senator H itch co ck . Then some of the notes taken in that way 
may have the interest already paid, and on the other notes the inter
est may be payable at maturity.

Mr. V anderlip . Yes. Now, on page 22, section E, it is provided 
that the Federal board may reclassify------

Senator H itchcock  (interposing). You did not say anything 
about those reserve requirements. You are passing that over. Do 
you think the Federal board should have the power of suspending 
the reserve requirements?

Mr. V anderlip . I passed that over because I am doubtful; I have 
a feeling it should not. But I have heard some arguments lately in 
favor of it. The balance of the opinion, in my mind, is that it should 
not have that power, but I see some rather impressive reasons why it 
should have it.

Senator H itch co ck . This means they have the power not only to 
suspend the reserve requirements as far as the 12 banks are concerned, 
but to suspend the reserve requirements of the national banks and 
even the reserve requirements of State banks.

Mr. V anderlip . Yes.
Senator B ristow . Unless I am interrupting Senator Hitchcock, 

what is the use of any such power as that, when we are supposed to 
have a system that can bring relief in any kind of an emergency ?

Mr. V anderlip . I do not believe it is necessary. Of course it is 
not necessary now, as bad as our present system is. But in reality 
we sometimes disobey the law now. We do invade our reserves. It 
would be wiser, perhaps, to have somebody with power to suspend 
that reserve requirement rather than have all of the banks more or 
less break the law. But even that I am not sure of. On the whole, 
1 should be opposed to that, but I can see some reasons on the other 
side.
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Senator B ristow . And are you not providing, or endeavoring to 
provide, at least, facilities here by which it is never going to be neces
sary for you to break the law ?

Mr. V anderlip . It do not think it would be necessary. I think it 
is positively unnecessary to have this provision on that score alone.

Senator W e e k s . D o you recall the arguments which you have re
ferred to which were in favor of this provision, why it should be in 
the bill— by whom they were made?

Mr. V anderlip . They rather take this form, that a reserve that is 
fixed by law is simply an irreducible amount of money. It is of no 
value at all for paying the depositors, and you have no leeway what
ever between the minimum that you are probably going to loan out 
and the legal point that you must not go below—that the suspension 
o f reserve requirements under pressure would permit you to pay out 
a certain amount of your reserve to relieve the situation around a bad 
corner. I do not think that is very much of an argument, and. per
haps, I have not presented it very well.

Senator W e e k s. D o you agree that under this system, if it is estab
lished, or the system that is contemplated, we can practically 
eliminate the amount of reserve which would be required of banks, 
permitting them to follow, practically, the policy that is followed in 
European banks?

Mr. V anderlip . In the end, I think you could. There ought really 
to be no legal-reserve requirement, but in this country we have grown 
so accustomed to it I think it is dangerous to abandon it all at once.

Senator W eek s . That is, in the course of 5, 10, or 15 years we can 
greatly change the reserve requirements of this law ?

Mr. V anderlip . I think so, undoubtedly.
Senator H itch co ck . What would be the effect on the public mind 

if the reserve board should announce the suspension of the require
ments of the reserve banks when they come down to 33  ̂ per cent?

Mr. V anderlip . That depends upon what the condition of the pub
lic mind was before they announced that. I could imagine circum
stances under which it would produce a feeling of relief to the public 
mind.

Senator H itch co ck . The whole world has reached the conclusion 
that central banks should have a larger reserve than 33-J per cent. 
All the central banks of Europe have a much larger reserve, and this 
bill has adopted a smaller one than at present need be. Now, take a 
condition where they have reached the limit. The reserve board lets 
down the bars altogether. What would be the effect on the public 
mind?

Mr. V anderlip . It would have to be a very serious situation when 
they did that, and, generally speaking, whenever they did do it 
confidence in the whole system would be pretty well destroyed and 
would have been destroyed when they did it.

Senator H itch co ck . It would tend to confirm the fear and really 
aggravate it?

Mr. V anderlip . Yes.
Senator R eed. What was the effect in 1907, when the Comptroller 

o f the Currency notified the banks they need not keep any reserve 
against the Government deposits?
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Mr. V anderlip . It did not have any effect, because the banks 
thought they knew at what points they ought to keep reserves, and 
they kept them there.

Senator R eed. There never was a proclamation of the right to 
do so?

Mr. V anderlip . There was a proclamation of the right that they 
need not keep reserves against the Government deposits. O f course 
the comptroller has no more right than you to change the law.

Senator R eed. No; I understand.
Mr. V anderlip . His proclamation was that they need not keep 

reserves against the Government deposits.
Senator N elson . They need not keep that money over their 

deposits ?
Mr. V anderlip# N o.
Senator R eed. That did not affect the public mind at that time?
Mr. V an d erlip . No ; it was rather a technical matter that the 

public mind did not grasp.
Senator I I itciico ck . Was there any reason to keep a reserve 

against them?
Mr. V anderlip . There is the same reason, so far as the Govern

ment is concerned, but no reason so far as the bank is concerned. The 
reserve is to help pay deposits, and the fact that you have secured 
the deposits does not change the reserve.

Senator N elson . It does not relieve their paying?
Mr. V an d erlip . N o, sir.
The C h a ir m a n . Did not the suspension of the reserve in the 

English system in 1847, 1857, and 1866 abate the panic on those three 
great occasions?

Mr. V anderlip . Undoubtedly. I presume that the drawing of 
some parallel between them and the present conditions was what led 
to putting this in, but I doubt the wisdom of the parallel. I would 
rather say not.

Senator R eed. D o you think really it is a good thing to have a 
reserve you do not use, that you do not invade?

Mr. V anderlip . I  think it would be a better thing to have no 
regular limits on your reserve at all, but I believe it wTould be danger
ous now. We have grown too accustomed to a regular limit to re
move that altogether.

Senator N elson . And, besides, Mr. Vanderlip, under this new 
system, without a reserve requirement you would not have capital 
enough for these banks?

Mr. V an d erlip . N o.
Senator N elson . That is just part of their capital that comes from 

this reserve provision?
Senator P om erene . The reserves here are 12 and 18 per cent. 

What would you say as to the wisdom of providing that this board 
might, by unanimous vote, reduce or raise those reserves?

Mr. V anderlip . By no means. I would not give to that board the 
discretion to change the whole basis of the banking system. We 
would not know where we stood at all.

Senator Pom erene. The thought is these figures are fixed and, 
to a certain extent, it is problematical as to whether they are fixed at 
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the proper point. Now, that being so, if the experience of future 
years should indicate that the reserves were too high or too low, for 
that matter, then they might be raised or lowered ?

Mr. V anderlip . I would rather let the board make representations 
to Congress and have Congress handle it.

Senator N elson . I want to call your attention to an ambiguity in 
this paragraph, to suspend for a period not exceeding 30 days, and to 
renew, and so forth, any and every reserve requirement specified in 
this act. Now, there are two distinct reserve requirements: One is the 
requirement of the member banks, and then there is the other reserve 
requirement of the regional banks of 33 per cent. So that this would 
cover both classes of reserves, both the reserves for member bank& 
and the reserves required of the regional banks, the issuing bank. 
In the case of the regional bank it is 33 per cent, and in the case o f  
these others, so far as the reserve is concerned, it would be 5- 
per cent at the end of 36 months. So you see this would cover both.

Mr. V anderlip . Yes.
Senator H itch co ck . Yes; or the gold reserve—that the bill does 

not require but probably will—it may change that.
• Senator N elson . Of course. It is ambiguous. It would cover 
both classes of reserve.

Senator W e e k s . Y ou do not keep reserves on Government deposits 
now?

Mr. V anderlip . Yes, we do.
Senator W eek s . Are you required to by order of the comptroller?
Mr. V an d erlip . N o.
Senator W e ek s . That order has never been rescinded, that they 

need not keep reserves against Government deposits?
Mr. V anderlip . I think not.
Senator W e ek s . Then, the comptroller’s order was a permanent 

one, rather than a temporary one to meet that contingency ?
Mr. V anderlip . I believe so.
Senator N elson . Further, in that connection I call your attention—  

commencing on line 21, it is provided that “ it shall establish a 
graduated tax upon the amounts by which the reserve requirements 
o f this act may be permitted to fall below the level hereinafter speci
fied,” etc. What do you think about that provision ?

Mr. V anderlip . I believe that is a correct theory of the control o f 
the situation—the taxing of deficient reserves, rather than the taxing 
o f notes.

Senator N elson . And you would apply that to the 33 per cent 
required, and not to the reserves that member banks put in ?

Mr. V anderlip . Oh, yes. The member banks I  would leave alone.
Senator N elson . That is what I mean.
Senator B ristow . This puts a tax on the deficiency o f the gold 

reserve in the Federal reserve banks?
Mr. V anderlip . Yes; the reserve carried by the Federal reserve 

banks.
Senator R eed. What would be the use of levying a tax on that? 

I f  you had a system here that was paying, say, 5 per cent to member 
banks on their capital investments and the balance of it went to the 
Government, and then there was a profit, and we levy a tax on going 
below 33 per cent gold reserve, we collect it from our own pockets.
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Mr. V anderlip . I f  you endanger the 5 per cent dividends, you 
would find the management of those banks very keen.

Senator H eed. Yes; if you endangered the 5 per cent dividends. 
When you reach that point, and up to the time you reach that point, 
it would be taking money out of your own pockets.

Mr. V anderlip . Yes.
Senator R eed. Would it not be well, in that case, if it went below, 

to collect that tax out of the 5 per cent—commencing there?
Mr. V anderlip . Possibly. That is an ingenious suggestion. Sec

tion E, on page 22, gives the board power “ to add to the number of 
cities classified as reserve and central reserve cities under existing 
law,” etc. I can not see what the distinction between reserve and cen
tral reserve cities will be under this act. None of the banks hold 
reserve deposits, and I see no force in such a distinction. Then it goes 
on further and says that they have the power to designate the banks 
therein situated as country banks, at its discretion. That is, they 
could go into a central reserve city and designate a particular bank 
as a country bank, as I read this. That is certainly a power they 
never should have.

Senator H itch co ck . I f  they made it optional for the national banks 
to come into the system and a number stayed out it might be neces
sary in central reserve cities?

Mr. V anderlip . Those that stayed out would have to surrender 
their charters.

Senator H itch co ck . I  say, if it is made optional.
Mr. V anderlip . Oh, yes; if it is made optional, that is true. But 

it is not made optional, and if you made it optional you never would 
get anywhere with the system. That is the unfortunate part of it.

Senator O 'G o r m a n . What is that last statement?
Mr. V anderlip . I f  you made it optional whether or not a bank 

should come into the system you would never get the system started.
Senator O ’G o r m a n . What is your judgment, as a citizen, not as a 

hanker, as to whether it ought to be optional or compulsory?
Mr. V anderlip . It would be vastly better to have it optional, if 

there were any hope of making it work. Looking at it as a citizen, 
and not as a banker, I see that bankers are very conservative and un
imaginative people. They would like to wait and see. You give 
them permission to join when they choose and they will all wait 
for the other man to start it. They will wait to see how it works.

Senator O ’G o r m a n . Suppose it was compulsory, what do you think 
would happen?

Mr. V anderlip . I fear that a great number of the national banks 
would be converted into State banks.

Senator O ’G o r m a n . About what percentage of the national banks 
do you think may surrender their charters?

IVlr. V anderlip . That is very difficult to say until the law is in 
completed form. I think many of the small banks would, and I can 
see very distinct advantages in the large banks surrendering their 
national charters, taking out State charters, and then joining the 
system as a State bank.
* Senator O ’G o r m a n . That is upon the assumption that this bill 

would be enacted as it is now ?
Mr. V anderlip . Yes, sir.
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Senator O ’G o r m a n . I suppose I do not exaggerate the situation 
when I state that there is no member of this committee, no single 
member, who favors enacting this bill as it stands to-day.

Mr. V anderlip . I have directed my remarks to the bill as it 
stands.

Senator W ee k s . What do you think of the proposition which has 
been made to the committee, to reduce the period from one year to 
three months during which the national banks should have the 
privilege of deciding whether they are coming in or forfeit their 
charters ?

Mr. V anderlip . I should say that would be a very short time.
You found the national bankers very slow to comprehend the pro

visions of the bill, I understand, from many of them who have 
been before you, and I think the national bankers as a rule vrould 
not comprehend the thing sufficiently to arrive at an intelligent 
decision.

Senator W ee k s . In your opinion what would be the effect of 
shortening the time; would it force more out or force more in ?

Mr. V anderlip . That is hard to say; I do not know.
Senator W ee k s . Y ou think it would not be wise or just?
Mr. V anderlip . It would not be just. They ought to have time 

in which to digest this thing.
The C h a ir m a n . They ought to have time to read it ?
Mr. V anderlip . Yes.
The C h a ir m a n . They have not read it yet?
Mr. V an d erlip . So I understand.
Senator W e ek s . Your fear that the banks will come in unless it is 

made compulsory is justified by the experience under the Aldrich- 
Vreeland bill? The currency associations were not formed until the 
Treasury Department brought pressure to bear, and as a result of 
that pressure the associations were formed ?

Mr. V anderlip . Yes.
Senator W ee k s . There was no proper reason why they should not 

have been formed, but there was no initiative about it?
Mr. V anderlip . Yes.
Senator N elson . What would you think of making it optional with 

the small country banks having a capital, say, of $100,000 or less— 
making it optional with them? Would that mar the plan?

Mr. V anderlip . I f  you reduce that to $50,000 or less, I  do not 
know that it would seriously mar the plan. But just where would 
these banks that would not come in keep their reserves?

Senator N elson . I do not know. You would have to have some 
plan for that. You would have to make------

Mr. V anderlip  (interposing). The very small banks are not essen
tial to the working of this plan.

Senator N elson . The $25,000 bank ?
Mr. V anderlip . Yes; and even the $50,000 banks.
Senator N elson . We have about 2,000 of them, I think.
Mr. V anderlip . We have more than that, I  believe.
Senator H itch co ck . Suppose you provided that a small bank 

which had subscribed no capital might have the right to discount 
paper at a regional reserve bank, provided it has kept its reserve 
there and has otherwise complied with the law ?
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Mr. V anderlip . That would be, perhaps, unfair to the banks which 
had been compelled to subscribe capital, but it would be workable.

Senator W ee k s . In that event you would be conferring a benefit 
upon the country banks without exacting any return ?

Mr. V anderlip . Exactly.
Senator R eed. Mr. Vanderlip, suppose the law required these banks 

engaged in interstate commerce to keep a certain reserve in these 
reserve banks and did not require any bank to put up any part of its 
capital stock; what do you think would be the result of that?

Senator O ’G o r m a n . Where would you get the capital?
Senator R eed. They would have reserves there mighty quick. As 

far as capital is concerned, to-day capital is almost a mere bagatelle. 
We are talking about compelling people to come into this system. 
The Government does have one power that is tremendous, and that 
is its control over interstate commerce. Suppose you established a 
system and simply said that any institution that engaged in inter
state commerce in the banking business must put a certain amount 
of its deposits in these central banks to be established by the Govern
ment for the purpose of rendering secure our financial system.

Mr. V anderlip . Have not the courts decided that banking is not 
interstate commerce ?

Senator R eed. 1 do not know. I am asking you that, as the 
thought occurred to me here. It was not matured.

Mr. V anderlip . I am not a lawyer, but I  think that is true.
Senator R eed. My opinion is that whenever notes go from one 

place to another, or checks, that that is interstate commerce. Sena
tor Nelson would know, I think.

Senator I I ollts. They could compel them in the way of------
Senator N elson (interposing). I  think the courts have held that 

insurance policies are not interstate commerce.
Senator R eed. I know they have held that.
Senator N e ls o n . Insurance policies written in one State and pay

able in another.
Senator B ristow . Mr. Vanderlip, do you not think that any sys

tem which we may have devised, which would have to resort to such 
drastic measures as that, would not last very long, and would soon 
be superseded by another?

Mr. V anderlip . I think it would be very indefinite.
Senator B ristow . D o you think such a system would last very 

long?
Mr. V anderlip . It would be started under very poor auspices, at 

least. I should object to the provision------
Senator R eed (interposing). We are asserting here now our rights, 

at least our desire, to control the banking system of this country 
within certain limitations, and we are talking about saying to all 
the national banks that have been organized and had their charters 
for 20 years, that they must come into this system or they must go 
out of the national-banking system. That is tolerably radical, but 
I am not saying the other thing could be done. That is the thought 
which occurs to me here.

Senator N elson . There is a grave question, a very serious ques
tion, where a bank has a charter that has run for 10 years, say, a 
charter which they took out for 20 years, and the bank has not
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violated any law; there is a grave question whether you can have 
that charter forfeited simply because they Avill not go up to this 
new trough and drink water out of it.

Mr. V anderlip . I object to the power given to the Federal re
serve board, as stated at the bottom of page 22, to perform the 
duties, functions, or services specified or implied in this act. That 
word “ implied ” might be made to cover almost anything we have 
ever thought of.

The C h a ir m a n . What page?
Mr. V anderlip . Page 22, the last line on the page. I will take 

up now the Federal advisory council, as referred to on page 28.
Senator B ristow . What do you suppose that means, in that last 

paragraph on page 22, “ to perform the duties, functions, or services, 
specified or implied, in this act ” ?

Mr. V anderlip . I suppose it means that the Federal reserve board 
would be able to demonstrate that they had almost any powers they 
were of a mind to conceive.

Senator P om erene . That would be given a legal significance, 
meaning such powers as are legally implied for the purpose of carry
ing out the provisions of the act.

Mr. V anderlip . This is a pretty broad, blanket power, I believe. 
I  do not like it.

Taking up now the question of the Federal advisory council, if 
bankers are not to be permitted to have any representation on the 
Federal board, then I should emphasize in every way possible the 
importance of this Federal advisory council. For instance, it is 
provided here that they shall receive no compensation for their serv
ices. 1 can see no reason whatever for that. Why should they not 
receive compensation if the banks choose to give it to them?

It is provided that they will meet four times a year or oftener if 
called together by the Federal board not if called together by them
selves. I think if you make a Federal board that is composed en
tirely of Government representatives and permit the members of this 
advisory council to sit at all the deliberations of the board, to take 
part in the discussions and debates—not to have any votes, but 
to give the Federal board the advantage of close, intimate touch in 
the discussion of all questions with the advisory council—it will be 
a very good thing.

Senator W ee k s . Should its hearings be public?
Mr. V anderltp. Not necessarily. They are not exactly hearings; 

they are general discussions which the Federal board may have; I 
mean, they are official meetings. I would empower this council to 
call for any sort of information. I would give them the power to call 
for any sort of information that the Federal board itself might call 
for. I would put them on a parity with the Federal board—almost 
make them a part of it—but give them no vote. Give the Federal 
board the advantage of that relationship.

Senator W eek s . What do you think of the value of an advisory 
board—a volunteer board, practically so—which has no ultimate 
responsibility ?

Mr. V anderlip . I think it of very little value as this section is 
drawn. I think it could be made of considerable value.

Senator P om erene . Without any provision of that kind, do you 
not feel that if there is any matter that comes up which seriously
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affected the banks, that they would have their representatives wait 
upon this board for the purpose of presenting their views?

Mr. V anderlip . It is very different having a representative wait
ing on the board from having a representative with full rights sit at 
the table where the meeting is going on.

Senator P om erene . That is true if they are to sit and take part 
in the final deliberation. They would be like Delegates in the House 
of Representatives.

Senator N elson . Delegates from the Territories, without a vote.
The C h a ir m a n . Would you give them unlimited debate? 

[Laughter.]
Mr. V an d erlip . N o ; I think there should be a cloture rule. 

[Laughter.]
I now come to a very important and somewhat technical matter. 

Section 14 provides that the Federal reserve banks may receive for 
collection all sorts of checks and drafts drawn upon solvent banks.

The national-bank act at present says a reserve shall be kept upon 
the deposits. There is no definition there of gross deposits and net 
deposits, but the distinction which has grown up not by law, but by 
regulation, is very important. Grass deposits are the total deposits 
to the credit of the depositors in the bank. Net deposits are the de
posits after certain deductions, among which are all items that are 
in the process of collection. For instance, if a bank in New York 
has $10,000,000 of deposits, and a bank in Pittsburgh deposits a 
million-dollar check drawn on a Chicago bank, the gross deposits of 
the New York bank would be $11,000,000, but in figuring the reserves 
we would deduct that $1,000,000 check until it had been collected, 
and we would figure reserve on $10,000,000, which is the amount of 
net deposits.

Under the present practice the reserve of the Pittsburgh bank is 
increased a million dollars, although the New York bank is not keep
ing any reserve against that deposit, and that constitutes a reserve 
for the Pittsburgh bank until it collects the money.

There is nothing said in this bill about gross deposits and net 
deposits. I f  reserves were figured on gross deposits, and these Fed
eral reserve banks undertook all the collection business of the coun
try, as they certainly will under these provisions, there would be a 
mass of deposits with them which would, in fact, only be items in 
process of collection but against which they would have to keep 
reserves. That mass of items in process of collection would be 
so great that it would use up a large part of the reserve bank’s 
available funds to keep a reserve against it. I think the reserve 
banks should be permitted to deduct from their deposits items in 
process of collection, just the same as national banks now deduct in 
that way, and it would be more nearly correct and not permit the de
positing bank to count uncollected items in its reserve until they are 
collected, although at the present time the depositing bank does 
count in its reserve all deposits created by the uncollected items, 
although the bank receiving them on deposit keeps no reserve against 
this amount but deducts it from gross deposits.

This point is very important, because if reserves were to be figured 
on the gross deposits of Federal reserve banks it would swamp the 
Federal reserve bank.
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Senator H itc h c o c k . On the other hand, is it not permissible under 
this bill for the Federal reserve bank to charge to a member bank 
having deposits checks when they are received in the Federal reserve 
bank?

Mr. V anderlip . It must, without charge, credit at par checks 
drawn by member banks on it, checks drawn on member banks that 
are members of its region, or checks drawn by member banks of any 
other region upon the central reserve bank of that region. Those 
must all be credited at par. It can charge for checks drawn on mem
ber banks of other regions, checks drawn by member banks upon 
member banks of any other region, or checks drawn upon any solvent 
bank. The charge for the collection does not cure the thing. I f  
these are counted as deposits they have to keep a reserve against 
them; it will consume a large part of the reserve if they have to keep 
a reserve against these uncollected items.

Senator H itch co ck . I think that while it is true that checks would 
come in constantly, in large volume, which would go to the credit o f 
a member bank, yet the same member bank would be charged with 
checks that came in the same mail. That would reduce the deposits ?

Mr. V anderlip . Certainly it will. Just as fast as collection is 
made of the deposit, the deposit is reduced.

Senator H itc h c o c k . N o ; I think you misunderstood me. The 
checks coming into the reserve bank, drawn on a member bank, when 
cashed by the reserve bank would be charged to the account of the 
member bank.

Mr. V anderlip . That is true, but what about checks coming in 
drawn by members on other banks? Suppose there is deposited by 
a New York bank in the central reserve bank in New York a check 
drawn by a San Francisco bank on another member of the San Fran
cisco Federal reserve bank? That is going to take some time to 
collect.

Senator H itch co ck . That would be a different situation?
Mr. V a n d e r l ip . Yes.
Senator H itc h c o c k . A s far as the member banks of the central 

reserve banks are concerned-------
Mr. V anderlip (interposing). They ought to clear every day.
Senator H itc h c o c k . And it ought to be counted in their deposits?
Mr. V anderlip . Yes.
Senator H itch co ck . It ought to be counted in the reserve in the 

deposit also.
Senator W ee k s . It will be necessary to give prompt notice to the 

banks that certain charges have been made against its account, other
wise it might overdraw very frequently?

Mr. V anderlip . Exactly. Section 15 is translated in different 
ways by different people. I have supposed’that it meant that the 
Federal reserve bank could go into the market and buy paper that 
had the indorsement of a member bank somewhere in the system. 
I  have been told that is not what it means; that it can go into the 
market and buy any paper.

Senator N elson . Anywhere.
Mr. V anderlip . Anybody’s paper.
Senator O ’G o r m a n . That is for the purpose of regulating the dis

count rate?
Mr. V anderlip . Yes; to flatten rates or to accumulate bills to sell 

at a time of threatened gold exports.
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Senator O ’G o r m a n . Can you suggest any better way of regulating 
the discount rate?

Mr. V anderlip . I suggested this morning, at some length, the idea, 
of converting part of the 2 per cent bonds into one-year Treasury 
notes, which should be renewed, as often as they matured, by the 
Federal reserve banks that would hold them. They would have in 
their possession 200 or 300 million dollars’ worth of such notes that 
they could offer in the market whenever they wanted to control the 
rate and that could be used to great advantage in the gold situation.

Senator O ’G o r m a n . Just as the Government has done in the past 
in that respect.

Mr. V anderlip . Yes, sir.
Senator B ristow . Why should not the Government do that direct? 

It seems to me that is a very cumbersome way to secure gold.
Mr. V anderlip . H ow  would the Government secure gold?
Senator B ristow . Sell bonds direct.
Mr. V anderlip . The Government would have no machinery for 

that. It would not want to sell bonds. Of course it might sell 
short-time notes, but it is not the special concern of the Government 
whether gold is exported at a certain time or not. It is of concern 
to the banking situation, and not a concern of such moment that the 
Government ought to take action. These bankers, however, ought 
to have the poAver so that they could in some measure check the out- 
flow of gold. You can not check it to any great extent; you can only 
dam it up a little: you can hold it up for a while, possibly until a 
crop movement brings you credits so you do not have to have any 
gold movement. That is only a slight, but it is a very important, 
power.

Senator W eeks . I f  the reserve banks were given the power to 
invest in foreign bills and made a practice of doing it to a consid
erable extent, could not they regulate the flow of gold by purchasing 
or selling foreign bills?

Mr. V anderlip . That is provided for in here. It is extremely 
important, but of the 12 regional banks that would probably only be 
done by the one in New York. There might be two or three which 
would engage in the purchase and sale of foreign bills, but it is 
rather doubtful if banks operated by people who were not familiar 
with foreign exchange would trade in foreign bills.

Senator W eeks . That is still another argument in favor of reduc
ing the number of banks?

Mr. V anderlip . Yes; they are almost numberless.
Senator S h af r o t ii. Mr. Vanderlip, I want to ask you about the 

raising of the discount rate. I have not gotten it clear in my mind 
whether this would be to the advantage of the people to do that or 
not. Of course, there is a certain amount of benefit that comes to a 
nation in getting gold into it, but if you raise the discount rate and 
make the people pay higher interest for accommodations it is a 
dilemma that has two features to it, one a bad feature and one a 
good feature.

Mr. V anderlip . Y ou may be rendering a great service to the peo
ple by checking too great expansion and free loaning.

Senator S h a f r o t h . Y ou mean by the increased discount rate?
Mr. V anderlip . By the increased discount rate.
Senator S h af r o t ii. But the man who wants money never goe& 

there.
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Mr. V an d erlip . Therefore he is not the correct man------
Senator Sh afr o th  (interposing). You say the rate can not be con

trolled absolutely, anyway?
Mr. V anderlip . Oh, no; only slightly.
Senator S h a f r o t h . I agree with you that whatever is absolutely 

needed in foreign countries is going to get there if they willing to 
bid for it more than we are, and for that reason I do not see but 
what there is almost as much loss to the people by reason of attempt
ing to regulate the discount rate as there is benefit

Senator N elson . Mr. Vanderlip, I want to call your attention to 
line 6 on page 27. What do you understand by the term “ prime 
bankers’ bills,” as distinguished from bills of exchange, the words 
below ? What is a prime bankers’ bill ?

Mr. V anderlip . A prime bankers’ bill has the indorsement of a 
banker.

Senator N elson . Y ou mean acceptance?
Mr. V anderlip . Acceptance or indorsement.
Senator N elson . And a bill of exchange is a bill that has not been 

accepted yet ?
Mr. V anderlip . Yes, sir.
Senator N elson . N o w , would this include what I call finance bills, 

as distinguished from commercial bills? You know the difference?
Mr. V anderlip . A  finance bill is drawn against securities, not 

drawn against commercial transactions.
Senator N elson . But it has an acceptor?
Mr. V anderlip . Oh, yes; it has an acceptor, just as a commercial 

bill.
Senator N elson . Would this include a finance bill as well as a 

commercial bill?
Mr. V anderlip . I should think not.
Senator N elso n . Y o u  do not think so?
Mr. V an d erlip . No, sir.
Senator N elson . It would not do to include that, would it?
Mr. V anderlip . I think not.
Senator B ristow . D o you think that section 15 offers the regional 

banks an opportunity to go out and transact a general banking 
business ?

Mr. V anderlip . I do not know, but I am very sure it ought to be 
made perfectly clear whether or not it is permitted to do so.

Senator B ristow . What do you think; should it or should it not?
Mr. V anderlip . I think it should not be. Of course, it has to 

have something to make its discount rate effective. I f  you do not 
adopt this one-year Treasury note plan, I am not certain but wThat 
it is necessary for the bank to do this open-market business to make 
its rate effective. It must have some power to do that. It is ob
noxious to be creating an institution with our own capital which is 
going into a market to compete with us.

Senator O ’G o r m a n . Y ou will observe by the language of section 
15 that it is not designed that that power will be used always. It is 
only to be used in the contingencies which will be governed by the 
rules and regulations of the Federal reserve board. Can you not 
confide the exercise of that power to the judgment and discretion of 
the Federal reserve board ?

Mr. V anderlip . We would first confide it to our own representa
tives and directors in the Federal reserve bank, and I should say we
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would be willing to confide it to them rather more than to the Fed
eral reserve board. We create a majority of the directors of the 
Federal reserve bank, and we ought to be able to control the compe
tition of the bank.

Senator O ’G o r m a n . Suppose a provision substantially similar to 
the first paragraph of section 15 were in this act, you would advise 
the elimination of this reference to the reserve board establishing 
rules and regulations ?

Mr. V anderlip . I do not see any reason why it should establish 
rules and regulations.

Senator O ’G o r m a n . Except that it is in keeping with the general 
tenor of the entire bill that they will exercise a supervision and 
control over all reserve banks.

Mr. V anderlip . I have not especially found fault with the powers 
given to the Federal reserve board there. I have merely voiced the 
objection that is very common among bankers, to the Federal reserve 
bank competing with existing banks. The feeling on the part of 
many bankers is that the Federal reserve board should never buy any 
paper that did not have the indorsement of some member bank of the 
system. Then you are not in direct competition with the banks.

To come to the note issue, I believe it is fundamentally wrong to 
have the Government issue the notes. I think they should be an 
obligation of the Federal reserve banks. While I am perfectly clear 
that it is improper and unscientific, I will admit that I believe it will 
work in this form. There is danger that this guaranty of the Gov
ernment will sometimes embarrass the Government. That is the 
chief practical objection to the working of this thing. It is unsound 
in theory for the Government to issue these notes, but I think the only 
really serious trouble that could ever come out of it would be that 
the Government might be embarrassed in carrying out the responsi
bilities here imposed upon it.

Senator Pom erene. Under what conditions have you in mind ?
Mr. V anderlip . Under conditions where the Federal banks are 

down to the limit of their reserves, a large amount of notes coming 
in for redemption because of some fear of the inability of the banks 
to redeem them, and the fact that there is not gold enough to cover 
the notes, the only cover for them being a loan upon commercial 
paper.

Senator H itch co ck . Five per cent?
Mr. V anderlip . They have 5 per cent reserve deposited with the 

Government. That is an insufficient reserve.
Senator P om erene . I f  these are in fact Government notes, it would 

reduce to a minimum such conditions as you have described ?
Mr. V anderlip . I think so.
Senator P om erene . Assume for the time being that this bill was 

so changed as to make them obligations of the member bank instead 
o f the Government; it is true the provisions of this bill are sufficient 
for the protection of those notes, so as to insure their redemption ?

Mr. V anderlip . Probably. I presume you meant the obligation 
o f the Federal reserve bank instead of a member bank.

Senator P om erene . The regional reserve bank.
Mr. V anderlip . I can imagine, with a large number of regional 

banks, instances of mismanagement—perhaps the exercise of too
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optimistic views by the board of some bank—so that it would be in 
a position of difficulty in redeeming these notes* The community 
where these notes were circulated, even though it knew the bank that 
issued them was rather weak, would not be concerned with that bank 
at all if the Government were guaranteeing the notes. I think the 
community ought to be concerned if the bank issuing the notes be
comes weak enough so as to raise some question as to its ability to 
redeem these notes promptly. I certainly can imagine a condition 
where one of these banks would not be able to redeem these notes 
promptly. It is very probable. The risk of the guaranty is very 
small, but if it is nothing there is need for it. I f  there is any risk, 
the Government ought not to assume it. There is no more reason 
why the Government should be liable for notes than for deposits.

Senator P o m erene . You have here the security of the reserves, the 
double liability, the capital of the bank, and the fact that there is a 
first lien upon the assets of the bank. That ought to make it pretty 
secure.

Mr. V anderlip . It ought to make it quite secure enough for the 
note holder. It makes it absolutely secure, I believe. Therefore, 
why add the guaranty of the Government to it?

Senator P om erene . I f  it is absolutely secure, what risk is the Gov
ernment taking?

Mr. V anderlip . It is not taking any risk, if it is absolutely secure- 
It is probably secure, and, therefore, a guaranty is wholly unneces
sary.

Senator W ee k s . Suppose we got into a serious war and it were 
necessary for the Government to issue its Treasury notes, as it did in 
the sixties, do you not think that having these notes at that time with 
practically a Government guaranty, would be an important consid
eration ?

Mr. V anderlip . Very important; yes; important to the Govern
ment in that it would make it difficult for them to issue notes as they 
did in the sixties with a guaranty. It would be much better for the 
Government to let the bank notes stand by themselves.

Senator S h af r o t h . Would it be any worse than to have bonds 
issued to carry on a war?

Mr. V anderlip . Very much worse; inexpressibly worse.
Senator S h a f r o t h . Y ou mean because the rate at which they 

would buy the bonds would be above par ?
Mr. V anderlip . No; I mean because an emission of fiat money en

tails for the country that issues it instead of selling bonds to pay the 
expenses of the war a burden of rising prices and increased expenses.

Senator S h af r o t ii. That depends on whether they can maintain 
the gold reserve.

Senator R eed. Mr. Vanderlip, you say that if this currency is se
cure, it needs no Government back of it. I f  it is not secure, it should 
not have the Government back of it. Now, is not one of the great 
elements in floating any currency the confidence that the people have 
in the ultimate redemption of that currency ?

Mr. V anderlip . Yes, sir.
Senator R eed. And just in proportion as you increase that con

fidence you decrease the likelihood of the currency being attacked 
or raided or beaten down in the market. Therefore, if the Govern
ment of the United States puts its indorsement upon all currency
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that is issued, does it not add to that currency a great element of 
stability and value ?

Mr. V anderlip . I do not believe in this case that it does add very 
much. And I do not believe that it is desirable to add any. I be
lieve that these banks ought to be under the compulsion of so conduct
ing themselves that the public would have absolute confidence in this 
currency.

Senator R eed. D o you not think that in establishing any financial 
system that the confidence of the public is, after all, one of the very 
great elements ?

Mr. V anderlip . Yes, sir.
Senator R eed. Now, do you not believe, Mr. Vanderlip, that taking 

the average citizen of the United States he regards anything that the 
Government stands back of as the safest and best security on earth?

Mr. V anderlip . Yes.
Senator R ked. Well, if that is true, then why not give to this sys

tem that added stability, particularly when you say it can be done 
without really jeopardizing the Government?

Mr. V anderlip . I say it can probably be done without jeopardizing 
the Government, but if it ever did jeopardize the Government it 
would be a very serious matter.

Senator R eed. Why, certainly. And if we are going to enact a 
bill here that is so ba(l that the structure will fall so heavily as to 
bear down the Government or greatly injure the Government, then 
we are embarking upon a most hazardous undertaking.

Mr. V anderlip . I do not think you are going to do that. And I 
do not think this bill, in all human probability, if enacted, would 
ever involve the Government; but the principle of having the Gov
ernment issue these notes is wrong. The guaranty of the Government 
is an unnecessary and illogical thing. The notes will float perfectly 
well without any guaranty.

Now, practically, I tell you my opinion is that the thing will work. 
It is wrong, it is unscientific, it is not a correct way of approaching 
this subject, but I think,it will work, and the strong probability is 
that the Nation’s credit will never become involved. But I can 
readily conceive of circumstances under which it will become in
volved, and I iliink you would be doing the wrong thing to issue the 
notes in this form.

Senator N elson . One question there, Mr. Vanderlip. I  think, as a 
matter of general principle, you are right, but don’t you think that 
in time of financial stress and disturbance, where the holders of these 
bills knew that the Government was back of them, there would be a 
less disposition among them to make a run and try to obtain gold‘for 
their paper?

Mr. V anderlip . There might be.
Senator N elson . Would there not be less likelihood of a rush to the 

bank or the Government vaults, saying, “ I wTant gold for this paper,” 
if the holders knew the Government was back of it ?

Mr. V anderlip . If they were to rush to the vaults and get gold, 
they ought to rush to the vaults and get gold. That is the position 
this bank ought to keep itself in.

Senator N elson . N o ; I mean would not the people when they got 
frightened, as they were in 1907, when they got scared and ran for 
their deposits—suppose they got scared in the same manner about
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this new currency; wouldn't they be less likely to make a run for 
the gold if the Government were back of the bills than if it were 
simply a bank?

Mr. V anderlip . They would be somewhat less likely to. On the 
other hand, the banks would be much less likely to get in a position 
that would cause such a run if the whole responsibility was upon 
them.

Senator H itch co ck . Mr. Vanderlip, the very fact that men sit 
around a table seriously discussing the safety of these notes seems to 
me a reason why we should not issue any more of them than necessary 
for the purpose of elasticity, and leave that bank currency which we 
already have and which is beyond any question.

Mr. V anderlip . It is beyond any question of security, but it has 
disabilities that are yery serious and which should cause its removal.

Senator H itch co ck . Its disabilities relate only to its inelasticity, 
and that can we provide for in the future.

Senator S h af r o t h . And the fact they can not act as reserves.
Senator R eed. We can make them act as reserves in this bill.
Senator P om erene . Mr. Vanderlip, I do not share your views as 

to the riks to be run by the Government issuing these notes, but I do 
want to make them as absolutely secure as it is possible to make 
them— if there ij any thing more secure than absolutely secure. I 
have this thought in mind: You suggested a few moments ago that 
the earnings of the regional reserve bank over and above the dividend 
should be converted into sinking fund for the redemption of the 
bonds. Now, why would it not be wise to set apart a portion of 
those earnings as a security or guaranty fund against possible loss 
upon any of these notes which might be issued by the banks?

Mr. V anderlip . That would be rather an unnecessary tying up of 
gold, because it would be set aside in gold if it were set aside at all.

Senator P om erene . That is, you think these notes are so absolutely 
secure it would not be necessary to have that additional guaranty?

Mr. V anderlip . I do not believe it would.
Senator N elson . Would you have these notes redeemable in gold, 

or gold and lawful money?
Mr. V anderlip . I should think they ought to be redeemable in 

gold. And, by the way, the bill is out of harmony in that respect, in 
that the banks------

Senator N elson (interposing). What page are you referring to, 
please ?

Mr. V anderlip . On page 32 it is provided that the Federal reserve 
banks must “ maintain on deposit in the Treasury of the United 
States a sum in gold equal to 5 per cent of such amount of Fed
eral reserve notes,” etc. On the preceding page it says, line 20, 
“ shall be exchanged for lawful money out of the 5 per cent re
demption fund hereinafter provided.”

The redemption fund is provided to be in gold, and the responsi
bility on the Treasury for redemption out of this fund is stated to 
be in lawful money. I f  the words “ lawful money ” were changed 
to “ gold,” in line 20 page 31------

Senator O ’G orman  (interposing). Mr. Vanderlip, the relation 
there is so close that there would be no room to doubt that the expres
sion “ lawful money” on page 31 would mean gold, because it has to 
be taken out of that 5 per cent.
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Mr. V anderlip . I f  there is no room to doubt it, then these notes 
are redeemable in gold at the treasury.

Senator N elson . Should not the banks who issue this currency 
provide the necessary gold, and not cast the burden upon the Federal 
Government in any event?

Mr. V anderlip . They are providing it.
Senator N elson . N o ; they are not; if you leave the words “ lawful 

money ” in it, because the banks can redeem in lawful money, and 
that throws the burden on the Government. The regional bank re
deems in greenbacks, and the man who gets the greenbacks would 
walk up to the Treasury and demand the gold.

Mr. V anderlip . Gold is the proper money for ultimate redemption.
Senator N elson . And as long as you leave the words “ lawful 

money ” in there you ultimately cast the gold burden on the National 
Government, do you not?

Mr. V anderlip . Y ou do, if “ lawful money,” as Senator O’Gorman 
says, means gold here.

The C h a ir m a n . It lacks two minutes of half-past 5, the hour at 
which the committee adjourns, under a previous resolution. The 
chairman would like to know what the wish of the committee is with 
regard to meeting to-morrow morning.

Mr. V anderlip . I am at the service of the committee.
Senator N elson . We should like to have you with us.
Senator R eed. I move, with a view to expediting the hearings, that 

we meet at 10 o’clock.
The C h a ir m a n . The Iowa bankers were invited to be here to

morrow.
Senator N elson . The Senate meets at 12, so we had better meet at 10.
Senator W e e k s . Mr. Dawson of the Iowa bankers is here, and the 

other two representatives will be here to-morrow, but I am inclined 
to think they will subordinate their wishes to the desires of the com
mittee about appearing to-morrow or the next day.

Senator B ristow . I think it is very important we have Mr. Van
derlip with us to-morrow. I have a lot of questions I want to ask 
him.

The C h a ir m a n . With that understanding then, the committee 
when it adjourns, will adjourn till 10 o’clock.

But before the committee adjourns I should like to have it noted 
on the record that the statement of the Senator from New York, that 
not a single member of this committee was in favor of this bill in its 
present form, must not be understood to mean more. Some members 
of this committee think the bill should be amended; it must not be 
construed to mean more than that.

Senator W eek s . Haven’t you a large number of amendments your
self?

The C h a ir m a n . I have several amendments myself.
Senator W ee k s . That is what the Senator from New York said as 

I understood it.
The C h a ir m a n . I thought there might be some other inference 

drawn from it.
(Thereupon at 5.30 o’clock p. m. the committee proceeded to the 

consideration of executive business, and afterwards adjourned to * 
meet to-morrow, Thursday, October 9, 1913, at 10 o’clock a. m.)
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TH U R SD A Y , OCTOBER 9, 1913.

C om m ittee  on  B a n k in g  an d  C u r r en cy ,
U nited  States Se n a t e .

Washington, D . 0.
The committee assembled at 10.30 o’clock a. m.
Present: Senators Owen (chairman), Hitchcock, O’Gorman, Reed, 

Pomerene, Shafroth, Hollis, Nelson, Bristow, and Weeks.
The C h a ir m a n . Gentlemen, the time is so short that I think that 

even although the members are not present we had better proceed.
Senator N elson . Yes; Mr. Vanderlip’s statements are so import

ant we want to be sure to get them.
The C h a ir m a n . We ought to have them, but we have only two 

hours until 12 o’clock, when the Senate meets, and this afternoon 
the Iowa people will be here expecting to be heard. So if we do 
not let Mr. Vanderlip go ahead we may not get his views at all. 
There are a number of other gentlemen who have been notified to 
appear.

Mr. V anderlip . Is it your wish that I should proceed?
The C h a ir m a n . Yes.

STATEMENT OF FRANK A. VANDEBXIP— Kesumed.

Mr. V anderlip . The provision for a national clearing house, on 
page 34, I believe can be of great economic value to the country and 
a great economy in the conduct of the business of the country. I  be
lieve it is a feasible thing, always remembering what I said yester
day about figuring net deposits, for if the reserve banks undertake 
these collections and keep a reserve against the items in process of 
collection they will be swamped.

The C h a ir m a n . It would be necessary to have the banks, then, 
keep a margin to cover their own exchanges—the special exchanges 
on them—would it not? Do you think that would be necessary in 
addition to the reserve?

Mr. V anderlip . I think uncollected exchange items ought not to 
count in a reserve, and no reserve ought to be carried against them. 
You ought to be able to reduce your gross deposits by the amount 
of uncollected exchanges. That rule ought to apply right down the 
line, and uncollected exchanges ought not to constitute balances that 
could be counted as reserves.

I think that a full comprehension of the working of this national 
clearing house would clear up, in the minds of many bankers, some 
objections that they see to the bill. Bankers are inclined to feel 
that they will have to keep accounts for exchange purposes, and ob
ject to the removal of their reserve balances from central reserve 
city banks, because they feel that they will still have to keep balances 
there for exchange purposes. I suspect they do not fully appreciate 
the function of this national clearing house and the method by which 
that will supply them with exchange without the necessity of keep
ing central reserve city balances.

I f  a Kansas City banker wants to remit to New York it can be 
done with a check on the central reserve bank of which the Kansas 
City bank is a member. It does not need to have a balance------

The C h a ir m a n  (interposing). You mean the Federal reserve bank, 
do you not ?
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Mr. V anderlip . Yes; I mean the Federal reserve bank. It does 
not need to have a balance in New York with another bank that it 
can draw a draft upon, because its check on the Federal reserve bank 
of which it is a member is at par in New York. It will be credited 
at once. Presumable7 there will be telegraphic clearances between 
the several Federal reserve banks, so that everything that is pro
vided to be deposited at par—that is, checks or drafts of member 
banks on their Federal reserve bank, checks of member banks on 
other member banks, any checks on member banks or checks drawn 
by member banks of another region on their reserve bank—will all 
clear in one day. Those items that are to be deposited at par will 
clear in one day by the aid of telegraphic clearances between the 
several Federal reserve banks, and the result will be some small 
balance to be remitted one way or the other between the Federal 
reserve banks, in the same way that a city clearing house operates.

I do not, therefore, see the necessity of banks having to keep bank 
balances with other member banks in order to remit exchange. The 
clearing-house feature seems to me very important. It follows the 
lines of the best practice in Europe. I believe it is feasible. I think 
it will work a great economy in the commerce of the country and a 
great saving in the cost of doing that class of business.

Senator W eek s . Do you think that country banks will be able to 
carry on all of their domestic exchange business through the reserve 
banks so that it will not be necessary for them to keep any deposit in 
the larger centers?

Mr. V anderlip . There is a certain class of business that is not pro
vided for in the functions of the Federal reserve banks. The collec
tion of a due promissory note, the collection of coupons, drafts 
drawn upon individuals, and items of that character, would still have 
to be made through a bank. The bank will do that either for a cor
respondent who keeps a balance with it to recompense it for the 
work, which is the present system; or it would do it for a fee, which 
is the European system, and which would in the end be quite as sat
isfactory probably, if the fees were properly adjusted. The Federal 
reserve banks, through their clearing-house function, will collect 
any check drawn on any solvent banker. That takes in all bank 
paper, but promissory notes, coupons, due bonds, and matters of that 
character would still have to be collected through a bank in the 
locality where they were payable.

Senator W ee k s . Could you make any estimate of the amount of 
that business—of what it would cost or iiow much of a deposit would 
be necessary in order to continue it under the present arrangement?

Mr. V anderltp. For the average country bank it would be very 
little. The only thing that I think of that would be of importance 
to the country banks would be that if the country bank entered the 
discount market and bought notes that were payable elsewhere it 
would have to have some arrangement for having remitted or de
posited to its credit the proceeds of those notes at maturity.

Senator W eeks . Now, there is this one facility of the larger banks 
which the country banks make use of now very largely, and that is 
the use of the credit department of the large banks. I presume it is 
your experience and the experience of the managers of all large 
banks that their country correspondents ask them to O. K. com
mercial paper whenever they buy it, unless they are very familiar
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with it. Now, it has always seemed to me that that was of material 
advantage to the country bank, and that he would not want to give 
up that facility entirely and would necessarily keep more or less 
money in such banks as he has been doing that kind of business with.

Mr. V anderlip . Undoubtedly the country bank will keep deposits 
with certain city banks for that and other reasons. I believe that it 
will be the disposition of the average country bank, which seldom 
borrows, to look to its old-time friend—the bank—that it lias been 
with for a long time as a place to borrow rather than the Federal 
reserve bank—for a time, at least.

I believe that there will be the advantage that you speak of, an ad
vantage in getting credit information, which will lead to at least one 
balance with whatever bank the country bank regards highest in the 
line of obtaining credit information. I do not believe that these 
balances of country banks will disappear altogether, but, of course, 
they will be on quite a different basis. At the present time country 
banks maintain balances for the purpose of having collections made 
and for the purpose of securing collections to be made by them. That 
is a very important element in securing bank accounts. For instance, 
Philadelphia, adopting a practice of collecting free, or at least with 
very small charges, has accumulated a great amount of country 
balances, although those balances do not count as reserves, for reserve 
city banks. Still Philadelphia collects so cheaply as against the 
charge made in New York, that large balances have accumulated 
there. Under this arrangement there wTould be no need of a balance 
there for the purpose of collection or with the object of securing col
lections upon which the depositing bank could make a profit. There 
would still be some reasons for balances, and the one you mention of 
credit information will be an important one.

Senator W eek s . I think you place those reasons at a lower esti
mate than any witness that has been before the committee, and it is 
something the committee will have to consider, because I think many 
members of the committee—I have myself—have had in mind that 
it will be necessary for the country banks to keep considerable de
posits in the large centers, or certainly in one large center. And 
whether it would be desirable to allow any part of that to be used as 
reserve, at least temporarily until they had acquired new habits and
new methods------

Mr. V anderlip  (interposing). That is permitted temporarily by 
the bill.

Senator N elson . Three years. Now, I want to get at one point 
there. In the part of the bill referring to the reserve on deposits, 
would the phrase that checks, drafts, bills, etc., in process of collec
tion shall be deducted from the------

Mr. V anderlip  (interposing). Gross deposits?
Senator N elson . Gross deposits—something of that kind------
Mr. V anderlip  (interposing). That will do it.
The clause in regard to refunding bonds I have already discussed 

pretty fully. I have said that I do not believe it will work in the 
way that has been anticipated, because the 2 per cent bonds will have 
greater value in the hands of a banker taking out circulation than 
the 3 per cent bonds. A suggestion that has occurred to me would 
be to convert all the twos at once into threes with the circulation
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privilege and with a tax of 1-1- per cent instead of one-half per cent. 
That would leave the result the same to the Government in so far as 
the bonds were used for circulation purposes, and it would give the 
banks the option of using the bond for circulation on the same basis 
that a 2 per cent can be used, or of selling it as a 3 per cent straight 
investment bond, if there were a market.

There would be a disadvantage to the Government if the banks did 
sell them and there ceased to be circulation. There would be a com
pensation for that disadvantage in that, so far as the national-bank 
notes were reduced, there would be room for the new notes to be 
issued, and the Federal reserve banks would make a profit on the new 
notes., which profit would in turn go back into the Government’s 
pocket.

Senator W i:k k s . T assume you would agree that the circulation 
tax should be increased if tliev should issue circulation on these 
new bonds, so that the net return would be exactly the >ame as on 
the twos?

Mr. V a n d e r l ip . That is what I said, that the circulation tax 
would be 1J per cent instead of one-half per cent. But the Gov
ernment would in the end be compensated for any loss through the 
earnings of the bank.

Tn taking up the section in regard to bank reserves, I will say that 
my general calculation has shown that there will be a pretty sharp 
contraction in the central reserve cities at the end of the first 60 
days. It would not be so sharp, however------

Senator O ’G orm an  (interposing). What do you mean by the first 
60 days?

Mr. V anderlip . The first GO days after------
Senator O ’G o r m a n . After the new system is in operation?
Mr. V anderlip . After the new system is in operation and re

serves can be transferred.
That contraction, although sharp, will not be so sharp but that 

it can be met. I think, without exceptional difficulty. At the end 
of three years there w ill be a possible expansion of $1,500,000,000 to 
$1,700,000,000. To reach such an expansion means that all the Fed
eral reserve banks Avill have loaned down to the full limit so that 
they have only 33 per cent reserve, and that member banks would 
have loaned down to the legal minimum. It is not at all presumable 
that such a condition would arise.

That figure looks very large, but as we look back and note that in 
the last three years national-bank loans have expanded $700,000,000, 
I do not regard the possibilities of expansion as excessive. I see 
no reason to anticipate that the expansion would be to the limit, that 
banks would not still be managed conservatively as they have been, 
and I should say that the possibilities of expansion were not dan
gerous, but, on the other hand, were ample.

With respect to the reserve requirement, the law says that banks 
shall keep a certain minimum in their vaults------

Senator P o m e r e n e  (interposing). Before going to that would you 
object to a question? You say there would be a contraction within 
the 60 days. Now, for what reason?

Mr. V a n d e r l ip . For the reason that the central reserve city banks 
have to repay balances to both the reserve city banks and the country
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banks, and the contraction will come from the great reduction of 
central reserve city balances, which have to be paid out in full in cash. 
That will be compensated for in part by the reduction of the reserve 
requirements in the central reserve cities, but it is not fully compen
sated for.

In this connection, I fail to see, as I said yesterday, why a central 
reserve city bank need keep any more reserve than a country bank 
after the time has past that it keeps any reserve for a country bank. 
I do not see why the reserve requirements should not be the same all 
around. As a matter of fact, the city bank is more liquid than the 
country bank, and why it should have to keep 50 per cent more re
serve—18 per cent instead of 12 per cent—although it has no reserve 
responsibilities whatever to the other banks in the system, is not clear 
to me.

Senator N elson . It is on exactly the same footing as the country 
banks after the 36 months; it is no longer the reserve agent for any 
country banks.

Mr. V anderlip . Exactly.
Senator P om erene . That is one of the thoughts I had in mind when 

I suggested yesterday the propriety of giving to this board, subject, 
perhaps, to the approval of the President, the right to reduce or to 
increase these reserves, realizing all the while that when we fix a 
reserve arbitrarily, without practical experience under the new sys
tem, it is necessarily somewhat problematical.

Mr. V anderlip . There is certainly force in that view. It is prob
lematical whether we can hit on the right reserve. I believe we may 
sometimes come to the point where we will not have to have any re
serve requirement at all, but leave that to the judgment of the banker.

The C h a ir m a n . But you are very clear that the reserve Which is 
to be kept in the vaults of the bank may be left optional, either to 
be kept in the vault or with the Federal reserve board.

Mr. V anderlip . There can be.no doubt about that. Why should 
you force a bank to keep in its vault money which it does not need 
and which it would prefer to keep with the central reserve bank?

The C h a ir m a n . There is a variable requirement in regard to banks, 
is there not?

Mr. V anderlip . There is; and it occurs to me that there might be 
some banks with deposits fluctuating so rapidly that the amount you 
say must be kept in their vaults may not be sufficient.

The C h a ir m a n . And in some cases it may be much larger than 
necessary ?

Mr. V anderlip . Yes; that would particularly be so with the large 
city banks.

The C h a ir m a n . The banks which are in immediate proximity to 
the reserve banks?

Mr. V anderlip . Yes.
Senator O ’G o r m a n . Do you think this matter might very well be 

provided for by having a minimum figure mentioned, or contained in 
the bill, but conferring upon the reserve board a discretion to modify 
that requirement in a given case?

Mr. V anderlip . Personally I  dislike too much discretion to be

fiven to this reserve board, at least for the present. Banks like to 
now what it is they are facing; they like a definite law rather than
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a regulation which may be changed without discussion or notifica
tion.

Senator O ’G o r m a n . But you have rather intimated that it would 
be wTell to have such a discretionary power lodged somewhere to 
cover a given situation.

Mr. V anderltp. It would be well to look forward to a time when 
we can change these requirements if we have discovered they are 
not right. Whether that had best be left to the discretion of the 
Federal reserve board or whether it is a question to be brought back 
to Congress is a matter for a difference of opinion.

I should have said. Senator, in speaking of the reason for the 
contraction in central reserve cities, that those banks also, in common 
with all other banks, must pay in capital to the central reserve bank. 
That is another reason for contraction.

Senator P om erene . My thought as to that was that perhaps this 
bill should be so amended as to permit of the taking of the com
mercial paper at once and rediscounting it for the time being so as 
to avoid the necessity of paying so much cash into a vault and keep
ing it there as dead capital.

Mr. V anderltp. The language of the bill leaves it open to question 
whether a central reserve city bank could discount before it began to 
deposit.

Senator P om erene . T think that is true, but it seems to me it 
ought to be modified.

Mr. V anderlip . I think a central reserve city bank should be able 
to discount before it begins to deposit, because it has to meet drafts 
immediately on the law becoming effective.

In section 22, which fixes the reserve which Federal reserve banks 
must keep, it is declared to be 33 J per cent of its outstanding demand 
liabilities. I have already spoken of the necessity of calculating net 
deposits, but T think demand liabilities ought to be more fully de
fined. For instance, a bank might have borrowed abroad; it is per
haps hardly presumable that it would have borrowed on demand, but 
it might. You would not want it to keep a reserve against such a 
liability. I would rather see that section expanded to indicate what 
the total is upon which reserves are to be calculated.

Senator N elson . Suppose you put into this 44 from circulating 
notes and net deposits” ?

Mr. V anderlip . That covers the case.
Senator N elson . In lieu of the language in the bill.
Mr. V anderlip . Yes, sir.
Senator N e l so n . And then somewhere in the bill define what net 

deposits are.
Mr. V anderlip . Yes, sir.
Senator W eeks . Why do you think it ought not to be necessary to 

keep a reserve against a liability made abroad?
Mr. V anderlip . I think it ought not to be necessary; I am afraid 

it might be necessary here.
Senator W e ek s . Why do you think it ought not to be necessary?
Mr. V a n d er t jp . It is true that if it were a demand liability there 

perhaps might be a necessity for a reserve.
The C h a i r m a n . But the assets against a foreign demand of that 

kind are of such a character that that in reality is a species of reserve 
against it; it not that true?
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Mr. V anderlip . I think so—the collateral that probably would be 
lodged against such a loan.

The C h a ir m a n . The collateral is of such a character that it is 
really a liquid collateral, and for that reason you do not think a 
reserve necessary?

Mr. V anderlip . Yes.
Senator W eek s . Why do you think there would necessarily be 

collateral against such a loan?
Mr. V anderlip . It might be either way. I f  there were no col

lateral and it were a demand obligation, I suppose it is fair to say 
that there should be a reserve against it.

Senator P om erene . What is the fact from a practical standpoint; 
is there usually collateral against these obligations?

Mr. V anderlip . From a practical standpoint I doubt if there would 
be a demand obligation of this sort. But I think I should say that 
if  the bank borrowed abroad it would probably not borrow on 
demand.

Senator O ’G o r m a n . But if you would exclude the foreign demand 
liability you would afford a ready means to bankers to evade this 
requirement. I f  they had reached their limit here in this country, 
they could then transcend it by securing this accommodation abroad.

Mr. V anderlip . That would be possible.
Senator O ’G o r m a n . And there would be no limitation.
Mr. V anderlip . I think, on further consideration, that demand 

liability in the form of foreign borrowing, at least without collateral, 
ought to have a reserve against it.

I  have no fault to find with regard to the clause concerning bank 
examinations, except that I feel that central reserve city banks seem 
to be regarded as needing more careful supervision than country 
banks, and more numerous examinations are provided.

Senator O ’G o r m a n . Let me ask you this, Mr. Vanderlip: You have 
several times spoken of central reserve banks; you mean the Federal 
reserve bank?

Mr. V an d erlip . N o, sir; I  mean the banks in designated central 
reserve cities.

Senator O ’G o r m a n . The existing banks?
Mr. V anderlip . Yes, sir.
Senator N elson . Under existing law ?
Mr. V anderlip . Yes, sir. That law is, curiously, continued with

out any reason for it.
Senator N elson . Yes; they keep up the distinction in this law, as 

I  think, unnecessarily.
Senator P om erene . And you see no reason at all for that distinc

tion in this bill ?
Mr. V an d erlip . N o reason for it.
Senator O ’G o r m a n . I f  you have the one system?
Mr. V anderlip . Yes, sir.
Senator O ’G o r m a n . And if we do not, as suggested yesterday, pro

vide for the national banks that may not want to come into this 
system?

Mr. V anderlip . Yes.
Senator O ’G o r m a n . On that point, Mr. Vanderlip, if I  get your 

idea, if  this change in our banking law is to accomplish any good, it 
ought to mean the creation of a uniform and a single system.
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Mr. V anderlip . Undoubtedly; that is the ideal to be worked for.
Senator O ’G o r m a n . We can not have half the banking system 

under this plan and half under some other plan.
Mr. V anderlip . You can not so have it and have it anything like 

a success; and I fear this plan will emphasize the difference rather 
than draw the banks together.

Senator O ’G o r m a n . S o, then, assuming we have one plan operating  
upon all national banks, at least, you see no particular reason why  
the central reserve banks should be continued?

Mr. V anderlip . I f the plan of reserves herein provided—that these 
reserves shall be either in the vault or in the Federal reserve bank— 
is carried out, then there is no reason for the distinction between a 
country bank, a reserve city bank, and a central reserve city bank. 
I f  you change this so as to permit some of the reserve deposits to 
be left with national banks, then there would be reason for the dis
tinction.

Senator N elson . And this bill obliterates that ?
Mr. V an d erlip . A s the bill stands; absolutely,
The national banks do not object to examinations; they object to 

continuous examination. We do not want so many that we have to 
keep open nights in order to be examined; and I think a good many 
examinations are being provided here for the present reserve city 
banks.

We have, in addition to the examinations provided here, an ex
amination by the clearing house, which might or might not be con
tinued. It has been, I believe, the most effective and thoroughgoing 
examination that the banks have ever had. We also have examina
tions by our directors.

There is this thought also in connection with the examination of 
banks doing a large foreign business: Foreign bankers will refuse 
to reconcile for examination purposes as many as nine times a year, 
which might be necessary under this bill.

The C h a ir m a n . They will refuse to do what?
Mr. V an d erlip . T o reconcile their accounts; that is, to O. K. the 

account up to a definite date. It is too complicated. It is usually 
done ever}' six months, and you can not get foreign bankers to meet 
this new condition. They simply won’t do it, so your examination, 
in that particular, might be ineffective in spite of anything either the 
examiner or the bank could do. There are rather too many examina
tions provided here, I think, although I am making no plea what
ever for scant examination.

Senator O ’G o r m a n . Mr. Vanderlip, as I read this provision, the 
minimum number of examinations is two, the power being confided 
to the reserve board to order others if necessary.

Mr. V anderlip . There are examinations by the comptroller, ex
aminations by the board, and there may be examinations even by the 
Secretary of the Treasury.

Senator O ’G o r m a n . I s there any reason to apprehend that there 
will be an unnecessarily large number of examinations each year? 
Will it not depend upon the view that the reserve board and the 
Secretary of the Treasury may take as to the necessities of a given 
situation?

Mr. V anderlip. I think that is possible. I think, however, there 
are too many examinations actually provided for. It says here that
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the Federal reserve board as often as it deems best, and in any case 
not less frequently than four times each year, shall order examina
tions of national banking associations in reserve cities. Why dis
criminate against reserve cities?

Senator O ’G o r m a n . What line are you reading from now?
Mr. V anderlip . Page 41, line 14.
Senator O ’G o r m a n . That relates to reserve cities. But, from the 

view that has been expressed lately, we may abandon these reserve- 
city definitions entirely if this plan or any similar plan is adopted. 
I had in mind a moment ago a provision in the first few lines on page 
40 which speaks of examinations of national-bank associations at 
least twice a year.

Mr. V anderlip . It is distinctly desirable that there should be 
power to have a special examination of any bank concerning which 
there is any doubt. But to have regularly at least four, as is provided 
here, and possibly more, I think is bad.

Senator W eeks . H ow much does it cost the national banks for 
the examinations that are now made?

Mr. V anderlip . I think it costs our bank about $3,300.
Senator W eek s . A year?
Mr. V anderlip . For each examination; and I believe the fees o f 

the New York examiner are something like $35,000.
Senator B ristow . H ow many examiners are there?
Mr. V anderlip . Only one; he has assistants, of course. There is 

one examiner in New York.
Senator B ristow . Only one, and he pays his assistants?
Mr. V anderlip . He pays his assistants. I think his net fees are 

about $35,000.
Senator O ’G o r m a n . Who appoints him?
Mr. V anderlip . The President, on the recommendation of the 

Comptroller of the Currency.
Senator B ristow . The Secretary of the Treasury, does he not?
Mr. V anderlip . I think not; I think it is the President.
Senator B ristow . I s he made an exception ?
Mr. V anderlip . No; it is the Secretary of the Treasury.
Senator B ristow . Upon the Recommendation of the comptroller t
Mr. V anderlip . Upon the recommendation of the comptroller.
Senator B ristow . I s that accurate—the Secretary of the Treasury 

or the comptroller?
Mr. V anderlip . I am informed he is appointed by the Comp

troller of the Currency, with the approval of the Secretary of the 
Treasury.

Senator O ’G o r m a n . We are probably getting away from the fea
tures of this bill, but it is instructive. What charges are made to* 
the banks for these examinations?

Mr. V anderlip . A charge on the percentage of the bank’s busi
ness. I can not give you the exact percentage, but my recollec
tion is that the fee the National City Bank pays is in the neighbor
hood of $3,200.

Senator P om erene . A year?
Mr. V anderlip . For each examination.
Senator O ’G o r m a n . Can you roughly estimate about how much 

is paid annually by all the city banks in the city of New York for 
these examinations?
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Mr. V anderlip . I f  mv information is correct that the examiner 
receives net in the neighborhood of $35,000, it would be that plus 
what he pays to a half dozen other men that he employs at more 
moderate salaries. It would be in the neighborhood, then, of $45,000 
or $50,000.

Senator O ’G o r m a n . Does he fix the salaries of his subordinates?
Mr. V anderlip . He employs them and pays them out of his gross 

receipts.
Senator O ’G o r m a n . Are his gross receipts affected by his activities 

in examining and reexamining?
Mr. V anderlip . His gross receipts are based upon the number of 

examinations, but the number of examinations is provided by law to 
be two a year.

Senator O 'G o r m a n . Arbitrarily fixed at that?
Mr. V anderlip . Yes, sir.
Senator O ’G o r m a n . S o he could not. i f  he wished, enlarge the num 

ber o f examinations?
Mr. V anderlip . He sometimes gets in three a year; we have had 

three in a year, but I think that is a lapping over. We have had 
three in a calendar year, but I think the average is two a year.

Senator O ’G o r m a n . What is the average compensation of his as
sistants?

Mr. V anderlip . I do not know, but I would presume from $1,200 
to $1,800.

Senator O ’G o r m a n . And they are fairly well-equipped accountants?
Mr. V anderlip . Fairly well-equipped accountants. There may be 

one or two that would get $2,500. I know nothing about that per
sonally.

Senator O ’G o r m a n . What does the chief examiner do for his 
$35,000?

Mr. V anderlip . He superintends the work and is responsible for 
the reports.

Senator O ’G o r m a n . Then it is a sort of farming-out process?
Mr. V anderlip . Hardly that.
Senator O ’G o r m a n . The examiner is compensated by the various 

banks whose accounts he examines, and he in turn employs such 
assistants as he may require?

Mr. V anderlip . Yes, sir.
Senator N e l s o n . In a big bank, you know, the chief examiner 

has to go there with his assistants, and it practically, for the time 
being, suspends the business, does it not?

Mr. V anderlip . It does not suspend, but it interferes with it 
greatly. We walk into the bank some morning and find all of our 
cash sealed, and we can not open anything except with the consent 
of the examiner or some one who is in charge. And if we have that 
happen four or six times a year it gets to be rather trying. That is 
not necessary.

I want all the examination necessary to insure the soundest bank
ing and the most complete observation of the law; I have no objec
tion whatever to that, but I do not want to hamper business unduly 
to accomplish that.

Senator W e ek s . Y ou have an auditor in your bank?
Mr. V anderlip . Yes, sir.
Senator W eek s . Who is examining all the time?
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Mr. V anderlip . All the time, unexpectedly taking departments; 
he is working all the time with a force.

Senator N e l s o n . I have always thought, Mr. Chairman, that this 
was an anomaly in our law, for bank examiners to be paid by the 
respective banks. It seems to me that they ought to be paid a regular 
salaiy by the Government and not have the banks pay for these ex
aminations. The pay is based upon the size of the bank and the vol
ume of business, and the disposition has been—take it out in the 
West—for these examiners to get over the ground as rapidly as 
possible.

The C h a ir m a n . Some of them have as high as 200 banks to ex
amine.

Senator N e l s o n . Yes; and the disposition is to go over these banks 
as rapidly as possible, and instances have occurred where they have 
done it in a very perfunctory and reckless manner. I think it would 
be a most wholesome reform to have these men on a salary.

Senator S h a fr o th . I s there not something in this bill on that ?
The C h a ir m a n . Yes. Mr. Vanderlip, I wanted to ask you some

thing about the examinations by the clearing-house examiners. How 
often do they make these examinations?

Mr. V anderlip . Once a year, and they are extremely thorough. 
They are very ably done. We have taken great care to secure there 
the best possible staff. The examiners are highly paid, and are a 
very capable class of men.

The C h a ir m a n . H ow  many men are employed by that force ?
Mr. V anderlip . About 10 men.
The C h a ir m a n . About 10 men under one man?
Mr. V a n d e r l ip . Yes, sir; and a number of them are fairly highly 

salaried men, too.
The C h a ir m a n . What is paid the chief examiner?
Mr. V anderlip . I do not know that there is any objection to mak

ing that public. It is $20,000.
The C h a ir m a n . And are his subordinates paid as the subordinates 

of the national-bank examiner—$1,200 to $1,800?
Mr. V anderlip . Much more.
Senator O ’G o r m a n . What is their average pay?
Mr. V anderlip . There are men who get around $5,000.
The C h a ir m a n . And they act in concert with the chief examiner?
Mr. V anderlip . Yes, sir.
Senator P om erene . Are those examinations made on his own mo

tion or at the suggestion of members of the clearing house?
Mr. V anderlip . On his own motion entirely, and the result of 

the examination is never revealed to members of the clearing house 
unless there is cause for criticism. There is the utmost secrecy main
tained in regard to those examinations until there is cause for 
criticism. I f  there is cause for criticism, that criticism is made to 
the clearing-house committee, and in that case it is most confi
dentially treated. I have been chairman of the clearing-house com
mittee, and I am familiar with that. This year I am not chairman, 
and I have not heard a lisp of any criticism. Nothing whatever 
has leaked from that committee to me, although I was chairman 
of it last year. I do not know of a single criticism that a clearing
house bank examiner has made.
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The C h a ir m a n . Then those clearing-house examinations are not 
open to the review of the different member banks ?

Mr. V anderlip . By no means.
The C h a ir m a n . They do not know, from those examinations, 

where stocks were located ?
Mr. V anderlip . They have not the slightest knowledge. They do 

not hear anything except the report that the bank is in a sound con
dition and being properly conducted? if that is the case. I f  there 
were ground for criticism, it would first be taken up with the bank 
to see if the bank would itself correct it upon the complaint of the 
examiner. Frequently that has been done and great good has been 
worked. It is only after the examiner has been unable to harmonize 
his views with the views of the management of the bank that the 
matter comes to the clearing-house committee. It is treated in the 
utmost confidence by the clearing-house committee.

Senator P om erene . Suppose a man were a borrower in excess of 
what was a proper amount at two or three different banks, would 
that fact be made known to those several banks'?

Mr. V anderlip . It would be made known to those banks, probably 
by the bank examiner. That is, in the case of the bank he was ex
amining, if he found a loan there from some one who had loans in 
numerous banks he would explain that to the bank under examina
tion. Whether or not he would also go to a bank not under ex
amination and call their attention to the fact I am not certain.

Senator B ristow . In regard to these examinations; of course, you 
were in the Treasury Department, and you had a very wide experi
ence. I)o you not think the present system of paying bank examiners 
inevitably tends to haste and inefficient examinations?

Mr. V anderlip . Undoubtedly a bank examiner is desirous of com
pleting as many examinations in a year as he can, since his compensa
tion depends upon the number he completes.

Senator N e l s o n . That has been apparent to me for a great many 
years, out in the West.

Senator P om erene . I was going to ask one more question along 
the line I was interrogating you upon. Suppose that the cashier 
of bank A  would have reason to believe or have curiosity to learn 
whether a certain particular borrower did not have large amounts 
borrowed at other banks in the city. Would he be privileged to 
inquire of the bank examiner as to whether or not this borrower 
had accommodations at other banks; and if so, where and to what 
amount ?

Mr. V anderlip . He would be privileged, I think, to make the first 
part of that inquiry; has the borrower unduly expanded his loans. 
I  do not think he would be privileged to ask where. I do not believe 
that the bank examiner would give him any information as to the 
condition of any other bank, even though the inquiry were based 
on the desire to learn the condition of one of his customers.

Senator O ’G o r m a n . Would such information be acquired through 
your clearing-house association?

Mr. V anderlip . No, sir.
Senator P om erene . I had reference to the examiner employed by 

the clearing house, and from him you could get the information to 
the extent you have indicated?
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Mr. V anderlip . Yes, sir.
Senator W eek s . Did you, as chairman of the clearing-house com

mittee, know or have knowledge of what other banks were loaning, 
unless there was complaint that there was an overloan ?

Mr. V anderlip . I had no more knowledge of the business of any 
other bank after the examination was completed than you have at 
this moment, if the examiner certified that the bank was solvent and 
being conducted on sound lines.

Senator W ee k s . And you did not know what particular stocks and 
bonds they were loaning?

Mr. V anderlip . I had not the slightest information. The only 
report the examiner makes in the case of a sound bank is that he has 
examined the bank under such a date and found the condition satis
factory.

Senator Pom erene. I s this examiner under bond?
Mr. V an d erlip . I should not think so; he has no fiscal responsi

bility.
Senator N elson . You mean the clearing-house examiner?
Senator P om erene . Yes.
Senator N elson . He does not handle any funds.
Senator H itch co ck . The United States examiners are bonded.
Senator N elson . Yes; they give bonds. They are appointed as 

quasi public officials, and then the public does not pay them. They 
are paid by the banks.

Senator P om erene . The secrecy of a borrower’s business would de
pend entirely upon the honor of the man who was employed in the 
position of examiner?

Mr. V anderlip . Yes. I have, after l&rge experience with them, 
the utmost confidence in their honor and in the fact that these exam
iners would regard as absolutely confidential any information that 
came to them.

Senator B ristow . Who have usually been appointed as bank ex
aminers in New York by the comptroller?

Mr. V anderlip . They have usually been of good experience; per
haps not of very wide banking experience. As I  think back, I do 
not recollect that examiners have usually had a very large banking 
experience. Our present examiner there is an excellent accountant. 
He had no banking experience, I think, up to a year or two ago, 
when he was for a time employed by the First National Bank. He 
later left that employment and returned to the position of examiner.

Senator O ’G orm an. I s that the official examiner?
Mr. V anderlip . Yes, sir; Mr. Starek.
Senator P o m erene . Give his full name.
Mr. V anderlip . Charles Starek.
Senator B ristow . Whom did he succeed?
Mr. V anderlip . I am not sure.
Senator O ’G o r m a n . What was his position in this bank?
Mr. V an d erlip . N o official position.
Senator O ’G o r m a n . What was the character of his employment?
Mr. V anderlip . I am not aware as to what his duties were.
Senator O ’G o r m a n . Clerical work or the work of an accountant?
Mr. V anderlip . I think the work of auditor and accountant.
Senator O ’G o r m a n . What is the usual pay of an auditor and 

accountant in a bank?
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Mr. V anderlip . An auditor would probably, in a large bank, re
ceive as much as $10,000.

Mr. O ’G o r m a n . I s this a large bank?
Mr. V anderlip . The First National Bank of New York. Let me 

say that the fee in New York has always until rather recently been 
divided between two examiners. Recently one of the examiners, 
Mr. Ilorebeck, has been dropped and we have now only one ex
aminer there.

Senator N elson . And he gets $35,000 a year in fees, less what he 
pays out for his help?

Mr. V anderlip . I think plus what he pays out. As to that fee I 
have no accurate informaticn. That is what I have been told.

Senator O ’G o r m a n . When you speak of that figure you have in 
mind the net income of the present auditor and examiner?

Mr. V anderlip . Yes. I f  there were twTo examiners------
Senator O ’G o r m a x  (interposing). That would be divided?
Mr. V anderlip  (continuing). It would be divided between the 

two. There have hitherto been two examiners; there is now only 
one.

Senator O ’G o r m a n . Why, if  you know, was this change made. 
Why was Mr. Rorebeck dropped?

Mr. V anderlip . I have no knowledge.
Senator O ’G o r m a n . When did that take place?
Mr. V anderlip . Since the beginning of the present administra

tion.
Senator H itch co ck . When the examiner comes to your bank, how 

many assistants does he bring?
Mr. V anderlip . About six.
Senator H itc h c o c k . D o they all have a knowledge of the affairs 

of your bank, when they have completed the examination?
Mr. V anderlip . Everything we have is opened to them; under 

present day conditions our correspondence is given to them.
Senator H itch co ck . Do they have a knowledge, for instance, of 

your loans and collateral?
Mr. V anderlip . Absolutely.
Senator H itch co ck . All of the men ?
Mr. V anderlip . All of them ; yes, sir.
Senator H itc h c o c k . S o that the knowledge of the affairs of the 

bank is not entrusted simply to a United States examiner and the 
clearing-house examiner, but to all of these assistants?

Mr. V anderlip . All of these assistants have access to the affairs. 
Whether or not the work may happen to be so divided that one man 
counts the cash and another checks collateral, I can not say. There 
is no reason, so far as the bank is concerned, why every one of the 
bank examiner’s staff should not have information about anything 
in the bank.

Senator O ’G o r m a n . Have you ever known a case where any of 
these assistants to the bank examiner have made any improper use 
of the information they acquired in the examination of a bank?

Mr. V anderlip . I never have.
Senator P om erene . Under the present national banking law, as I 

understand it, the examiners make their reports to the Comptroller 
o f the Currency, and I assume that under your State banking laws
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in New York the examiners there would make reports of their exam
ination of the State banks to the State banking department?

Mr. V anderlip . Yes, sir.
Senator P om erene . Neither one of them would have any means of 

knowing what the condition of the other set of banks was ?
Mr. V an d erlip . A s a matter of fact I  think they do cooperate.
Senator P om erene . What I was thinking to get at was this, that 

the examiner employed by the clearing-house association would have 
the means of knowing the condition of all the banks, both State and 
national, while, primarily at least, the examiner of the national banks 
would only know the condition of the national banks, and the State 
examiners of the State banks.

Mr. V anderlip . That is quite true.
Senator O ’G o r m a n . Mr. Vanderlip, from your knowledge of bank

ing conditions in New York, do you think the examinations can be 
conducted efficiently with one bank examiner?

Mr. V anderlip . I think almost any piece of business can be con
ducted efficiently with one head, if he properly organizes his business.

Senator O ’G o r m a n . Is it usual for the examiners to participate in 
the examination of each bank?

Mr. V anderlip . It is usual, yes, sir; and I should think it was 
practical.

Senator O ’G o r m a n . So that each examination requires his per
sonal presence?

Mr. V anderlip . Theoretically it does, and I thijik practically he is 
there.

Senator O ’G o r m a n . I s it possible for one examiner to be present 
at the examinations being conducted at each bank in the city of New 
York in a year?

Mr. V anderlip . I am very certain that that has been possible in 
the examination of the National City Bank, and that he has been 
present.

Senator O ’G o r m a n . H ow  many national banks are there in the 
city of New York?

Mr. V anderlip . There are 52 central reserve banks in New York, 
Chicago, and St. Louis.

Senator W eek s . There has been a recent order of the comptroller 
which prevents bank examiners from engaging in any other exami
nations and doing any other work. Do you think that is desirable, 
as far as the examinations of banks other than national banks is 
concerned ?

Mr. V anderlip . Before I answer that question I will answer Sena
tor O’Gorman. There are 36 national banks in New York.

Senator O ’G o r m a n . In the city o f New York?
Mr. V anderlip . Yes, sir.
The C h a ir m a n . H ow  many days does it take to examine your 

bank ?
Mr. V anderlip . Ordinarily, about a week. We have had an ex

amination recently, however, that has extended over two or three 
weeks.

Senator N elson . Your bank?
Mr. V anderlip . In our bank; yes, sir.
Senator O ’G o r m a n . And that occurs twice a year?
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Mr. VANDERLir. Yes. Now, I will answer Senator Weeks’s ques
tion. I suppose a bank examiner would naturally be pretty busy con
ducting the duties of his position. Banks have found it rather de
sirable sometimes to have a bank examiner come in to make a special 
examination at the instance of directors, and directors have chosen 
national-bank examiners to do that work because they believed they 
would do it more efficiently.

Senator W eek s . Y ou mean directors of State banks?
Mr. V anderlip . Yes, sir. T see 110 great harm in it.
Senator O 'G o r m a n . Would you find that directors of State banks 

were also directors of national banks?
Mr. V anderlip . I was thinking of directors of State banks who 

had need for the national-bank examiners.
Senator O ’G o r m a n . Even there it is necessary, where, at the in

stance of the directors of a national bank, an examination has been 
conducted ?

Mr. V anderlip . Yes; and that independent examination conducted 
by the national-bank examiner. Of course, it is the practice of New 
York banks to make at least one and sometimes two examinations a 
year by the directors. Sometimes it is done in person by the directors 
and sometimes they delegate it to a chartered accountant or others 
who will make a very thorough examination.

Senator W eek s . What I am trying to get at is this, without any 
criticism of the department. There is a recent order, which, I under
stand, prevents a national-bank examiner from examining State 
banks, trust companies, or other institutions. He has to devote his 
entire time to the examination of national banks. In a community 
like New York, where there are a great many trust companies, it 
seems to me you are only getting a partial statement of the conditions 
of the banks in the community, unless the same man is going to be 
privileged to examine all the banks.

Mr. V anderlip . That is an advantage we gain from the clearing
house examination.

Senator W e e k s . From the Government’s standpoint it is somewThat 
important and advantageous to have some man who will be familiar 
with the affairs of State banks and trust companies as well as na
tional banks.

Mr. V anderlip . I think it would be very advantageous.
Senator W eeks . Then if that is so the recent change made prob

ably would bring less net knowledge out of the result of those exam
inations ?

Mr. V anderlip . I should think so.
Senator I I it c iic o c k . Mr. Vanderlip, do you think that the inter

locking of directors in those 36 national banks is a source of com
plaint ?

Mr. V anderlip . I think it is a source of strength, a source of good 
management, a source of a better understanding of the credit sit
uation.

Senator H it c h c o c k . Then they have a knowledge of each other’s 
affairs?

Mr. V anderlip . They have, to some extent.
Senator H it c h c o c k . That has been charged as one of the serious 

things in New York which has tended to establish a banking monop
oly to the detriment of those who were seeking credit.
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Mr. V anderlip . It has been so charged, but I do not believe there 
has been a single instance cited of harm having been done. I will 
challenge anyone to show an instance where interlocking directorates 
has led to unfairness to a borrower.

Senator H itch co ck . Then it has been charged, too, that it was 
practically impossible to finance a new railroad company, for instance, 
for the reason that the sources of credit in New York are so largely 
controlled by the great owners of the railroads. You have, for in
stance, as an illustration, the case of Mr. Dave Moffit, out in Denver.

Mr. V anderlip . We have had the illustration of the Western 
Pacific, which was built paralleling the Central Pacific. Money for 
that was found in New York.

Senator H itch co ck . But afterwards the Western Pacific was 
forced to a compromise and a settlement with the Central Pacific, was 
it not ?

Mr. V an d erlip . No, sir; there never has been a compromise or 
settlement.

Senator H itch co ck . Was that the Gould line you are referring to?
Mr. V anderlip . Yes, sir.
Senator H itch co ck . Did it happen that Gould had one such bank, 

and that he was able in some independent way to finance the system?
Mr. V anderlip . I would not say an independent wav. That was 

financed, I believe, through Blair & Co. They are very important 
bankers. There is no trouble whatever in getting a sound thing 
financed in New York if there is money there to finance a sound 
enterprise.

Mr. Stillwell complained that his Oriental road could not be 
financed there. It could not. It could not have been financed any
where, in my estimation, if anybody had sound judgment about the 
building of such a road.

Senator N elson . Where was that road to be built—in China?
Mr. V anderlip . From Kansas City to Mexico, generally speaking.
Senator H itch co ck . There was a time when some very unsound 

railroads were financed in New York, because there was apparently 
no combination of banking interests. What new development is this 
that has enabled the banking interests to discriminate and to exclude 
some propositions when they come to them ?

Mr. V anderlip . I should not think there ever was a time that un
sound business could be done in New York because there was no com
bination. I f  there are people in New York with capital which they 
are ready to put into an unsound enterprise they can be found to-day 
as readily as they could any other time.

I believe there is no such discrimination, or no such combination. 
The charge can not be sustained that a sound commercial enterprise, 
a sound proposition for railroad building, can not be put through in 
Newr York because it might compete with some existing business.

I f  it will so compete as to endanger its own success, certainly it 
can not be done if the people in control of the capital have sound 
judgment. But the fact that it would compete with some existing 
enterprise, which enterprise was financed by the strongest house in 
New York, would not be a barrier against finding capital for it if it 
is essentially sound in itself and will not have its own future en
dangered by the competition which it will encounter.
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Senator R eed. Y ou mean if there is room for two?
Mr. V anderlip . Yes, sir.
Senator H itch co ck . Suppose a project was undertaken to finance 

a railroad to compete with the Jim Hill system and such a project 
came to the attention of what we will call the Morgan banks. 
Would not those banks inevitably feel interested in discouraging 
that project?

Mr. V anderlip . I  can say that the National City Bank has financed 
a railroad project in the Southern Railway field, the Southern Rail
way Co. being a Morgan enterprise, and this project being directly in 
competition with the Southern Railway Co.

Senator H itc h c o c k . H ow  lately was that ?
Mr. V anderlip . It is now in process of building.
Senator H itc h c o c k . About how large a project is it?
Mr. V anderlip . $10,000,000 or $12,000,000.
Senator N elson . It is not long ago since the New York banks 

financed the extension of the St. Paul road to the coast, in competi
tion with the Northern Pacific and the Great Northern, which axe 
commonly called Morgan roads?

Mr. V anderlip . The National City Bank financed that extension.
Senator R eed . A s I understand you, Mr. A^anderlip, the test is 

this—as you put it—whether there is room for two enterprises. I f  
there is room for two enterprises, then you claim that there would 
be no barrier; if there is not room for two enterprises, then nobody 
but a foolish person would put his money into a competing line when 
the competing line would never pay ?

Mr. V anderlip . That is exactly what I mean. There is no such 
thing as a strong interest putting out a ban on the financing of a new 
railroad proposition and saying to New York financiers that this new 
road must not be financed because it is going to compete with an 
existing railroad that has been financed by this strong interest. The 
thing is not done. It does not exist. It is not true.

Senator H itch co ck . You mean the heavy railroad owners are in
terested in the banks of New York?

Mr. V anderlip . They are interested in the banks; yes. But the 
banks are run primarily by themselves. The bank officers solely are 
in charge of the conduct of the bank.

Senator B ristow . That is, you claim that a railroad may be inter
ested in a bank, and be a most important factor in the management 
of that bank, and still that bank would pay no attention to the 
affairs of that road as far as financing its competitors is concerned?

Mr. V anderlip . No such condition exists. There is no bank that 
I am aware of in which a railroad is an important factor in the 
management of the bank. The relation is the other way around.

Senator N elson . It is the railroads which need the banks?
Mr. V anderlip . Yes, sir.
Senator I I itciico ck . Take the firm of Kuhn, Loeb & Co., they are 

heavily interested in the Union Pacific?
Mr. V anderlip . Yes, sir.
Senator H itch co ck . Would it not be natural that they would dis

courage a system competing against the Union Pacific ?
Mr. V anderlip . Naturally they would discourage any competitive 

system, but Speyer & Co. would not, and Morgan & Co. would not.
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Senator H it c h c o c k . Would not Kuhn, Loeb & Co. have such 
large interests in banking institutions as to make their influence 
potent ?

Mr. V anderlip . That is exactly the thing that does, not exist. I  
do not think there would be the slightest hesitation on the part of 
other firms perfectly competent financially to finance a road in com
petition with another road that was financed by another institution, 
if the sound judgment of the firm was that the road would be suc
cessful in spite of the competition.

Senator H itch co ck . Then if Speyer & Co. would finance some
thing that would seriously endanger a great interest of Kuhn, Loeb 
& Co., Kuhn, Loeb & Co. would retaliate, would they not?

Mr. V anderlip . Undoubtedly. But not for the' purpose of re
taliation. They would not retaliate in that way. . I f there were 
some territory in which Speyer & Co. were interested, and if there 
wTere sufficient business to make the new road successful, I do not 
doubt but what Kuhn, Loeb & Co. would finance that, and they 
wTould do it now or after such a situation as we have outlined. That 
is not retaliation; that is good business. There is plenty of banking 
capital, there are plenty of individual banking houses to finance 
good business.

Senator H itch co ck . Then when witnesses come before this com
mittee and say that there is a combination in New York they are 
mistaken ?

Mr. V anderlip . They are mistaken. It is a figment of their 
imagination. They probably have read newspaper headlines and 
heard statements, and they do not know the truth.

Senator H itch co ck . When they come and testify of their own 
knowledge and experience?

Mr. V anderlip . Then I advise you to analyze very carefully that 
experience and check it up, because the combination does not exist.

Senator B ristow . N o w , Mr. Vanderlip, you claim that the men 
who run the New York banks, and who control them, are different in 
the moral and mental make-up than the average banker of the- 
country ?

Mr. V anderlip . I make no such claim whatever. Nothing can be 
further from my mind.

Senator B ristow . D o you think the average banker would finance 
a proposition if it was detrimental to his largest stockholder and the 
most important depositor?

Mr. V an d erlip . T o his largest stockholder; no. To his most 
important depositor, perhaps, yes. It would be then a case of 
weighing the advantage between the deposit and the advantage of 
financing that enterprise.

Senator B ristow . And if the advantage of the deposit was greater 
than the advantage of the enterprise, he would not finance it?

Mr. V anderlip . Probably not. But in no case, sir, is a deposit of 
sufficient importance to prevent any banker from financing an im
portant enterprise, a very important enterprise.

Senator O ’G o r m a n . In that connection, let me ask you this ques
tion. At the present time, perhaps during the memory of those now 
engaged in the banking business, is there not a keen competition for 
business between banking interests in the city of New York?
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Mr. V anderlip . I believe there is no line of business in the country 
where competition is more keen.

Senator O ’G o r m a n . Would not that competition be keener in New 
York to-day than in any other part of the United States?

Mr. V anderlip . I think so.
Senator O ’G o r m a n . Because of the great volume of money in New 

York?
Mr. V anderlip . Yes, sir.
Senator R eed. H ow  much money does your clearing house carry ?
Mr. V anderlip . The clearing house carries no money, sir.
Senator R eed. They have no deposits of any kind ?
Mr. V anderlip . They have no deposits of any kind; that is not the 

function of the clearing house. The clearing house does have in its 
vault a certain amount of gold which is merely there in the nature 
of being in a warehouse, so that we do not have to move gold about. 
There are never any deposits.

Senator R eed. Who puts up that gold ?
Mr. V anderlip . Any banker who would prefer to have a piece of 

paper, a clearing-house certificate, for $10,000 instead of $10,000 in 
cash.

Senator R eed. Really, the bankers put up a central deposit of 
gold?

Mr. V anderlip . No, sir. There is no deposit at all. That is purely 
a warehouse function for banking purposes, to aid us in paying bal
ances between the banks, and permitting us to give an order on this 
warehouse instead of carting the gold about the streets.

Senator R eed. Where is the gold kept?
Mr. V anderlip . In a vault in the clearing-house building.
Senator R eed. Where does the gold come from to get into that 

vault ?
Mr. V anderlip . From any banker who chooses to deposit gold 

there and take up certificates to represent it.
Senator R eed. In settling your balances you use these certificates ?
Mr. V anderlip . Yes, sir.
Senator R eed. I inquired about the amount that was kept.
Mr. V anderlip . My recollection is that there is about $90,000,000. 

That figure will not fee exactly correct.
Senator R eed. N o w , I want to come back to matters that concern 

this bill, and I asked that question simply for the purpose of know
ing how much gold there might be in the one place.

Mr. V anderlip . That has no relation whatever to the reserves of 
the banks, or the money market. That is only a physical conven
ience.

Senator R eed. In settling your balances, instead of counting out 
gold to each other, you simply check against this gold?

Mr. V anderlip . Yes, sir.
Senator R eed. And settle it in that w ay?
Mr. V anderlip . Yes, sir.
Senator N elson . It is simply a warehouse where you can keep 

gold on which you can draw, instead of keeping it in your vault?
Mr. V anderlip . Yes, sir.
Senator Reed. Y ou do not have to draw gold from there; you 

send the certificates around and have a little balance left?
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Mr. V anderlip . Yes, sir.
Senator R eed. I want to ask you about a matter of great impor

tance in this bill concerning which I do not think you have been ques
tioned before. How much gold reserve do you think ought to be kept 
in the regional banks?

Mr. V anderlip . In normal times perhaps as much as 80 per cent.
Senator O ’G o r m a n . How much?
Mr. V anderlip . Eighty per cent. That is a very difficult question 

to answer, and my reply is a sort of shot in the dark. In normal 
times these banks ought not to be used for conducting the current 
business of the country. They ought to run with very strong re
serves. They ought to be under no compulsion to earn money, and 
they ought to conserve reserves in order that they may be enabled to 
make these rediscounts when necessary.

Senator O ’G o r m a n . The larger the gold reserve the safer the 
whole structure would be, in your opinion?

Mr. V anderlip . The larger the gold reserve carried, the safer. I  
can not say the larger legal minimum.

Senator O ’G o r m a n . Where do you think the law ought to put the 
minimum ?

Mr. V anderlip . I  think the law as it is drawn, with a minimum 
o f 33£ per cent is all right. As a matter of fact, I do not believe in 
legal minimums, anyway. I believe that should be left to the con
servative conduct of good managers of banks.

Senator O ’G o r m a n . D o you not think there ought to be a sentence 
o f penalization for going below a certain point, in order to encourage 
keeping above that point? . . . .

Mr. V a n d e r l ip . A  penalization in this case is not a very effec
tive sentence. You penalize the earnings that come out of the Gov
ernment.

Senator O ’G o r m a n . That is what we discussed yesterday. Now, 
3>ou have examined this bill with reference to the possibility of in
flation, have you not?

Mr. V anderlip . Yes, sir.
Senator O ’G o r m a n . I believe you said you thought there was a 

great powder of inflation in it. O f course, a 33J per cent gold reserve 
would be some check on paper inflation, and the larger the gold 
reserve the greater the check; is that not true ?

Mr. V anderlip . Just what do you mean by paper inflation?
Senator O ’G o r m a n . I mean this money that is to be issued from 

time to time upon collateral, notes, etc.
Mr. V anderltp. Please do not confuse inflation of credit with in

flation of currency. You can not have an inflation of currency if 
you. have ample redemption facilities. Gold will not be held in 
people’s pockets; the currency can not be held in reserves. It will 
be deposited in banks by the men who do not want it in their pockets, 
and it will be retired. There will be in the way of the correct operat
ing of that principle the fact that these notes may find their way into 
the reserves of State banks. Were it not for that, there would be as 
great conformance to business needs in note issue as in deposit bal
ances. And deposit balances ought to be readily interchangeable 
with notes according as the customer wants credit as a deposit bal
ance, or wants it as a note. There is no more reason for the Govern-
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ment charging interest on these notes or guaranteeing these notes 
than there would be for the Government to guarantee the deposits in 
these banks.

Senator R eed. I know that is a favorite theory with bankers, but 
nevertheless I hardly think that it is practical at this time to expect 
that sort of theory to be carried out.

Now, I want to direct your attention to this thought as bearing 
upon that theory. You say that if a man has a bank credit of $10,000, 
he has the right to issue his check against that credit, and that that 
is simply a method by which he uses that bank’s credit, makes it 
available, and if the bank, instead of giving him a bank credit and 
check against it, wp.s to issue to him bank bills and let him put them 
in his pocket and carry them away, that that is only a bank credit. 
That is the argument. Now, in the practical operation is there not a 
tremendous difference?

I get a credit with your bank for $10,000, and I put my check book 
in my pocket, and I draw checks. There is only one place in the 
world to redeem those checks, and they do not pass current from 
hand to hand. They may pass to one man that I happen to know and 
will accept my check because he happens to know me, but to all prac
tical purposes those checks go back into the bank within 2-1 hours 
after they are issued, on the average, and the transaction is closed. 
But if you give me $10,000 of your bank notes, and I put them in my 
pocket, they may travel all around the United States and be in circu
lation six months or a year before they get back to your bank. Is 
that not true ?

Mr. V anderlip . That is not true unless there is need for them for 
just that purpose.

Senator R eed. Let us see if that is sound. I question the soundness 
of it most emphatically, although I do not want to get into a financial 
argument with you, for I would be on very doubtful ground. Do 
you not confuse the term “ need ” with the man ? A  man is engaged 
in a lot of wild-cat circulation. He is booming railroads that may 
never develop into paying propositions. He is buying acre property 
and laying it out into town lots and building houses, for which there 
will never be a real demand, and he needs money mighty badly.

Mr. V an d er l t p . He needs credit, not money.
Senator R eed . lie  needs something that will pass for money, and 

therefore if lie got hold of those notes he would be engaged in trans
actions in which he could constantly be using them; and yet, is it 
not true that as a matter of fact, the very existence of that money 
tends to promote this wildcat speculation, and is that not the trouble 
with all inflation, and is it not true of a bank note, as it is true with 
any kind of other money that circulates?

Mr. V an d er l t p . Let me see if I  can not make this very simple and 
clear. Let us suppose a community has no outside financial connec
tions. This community is doing its business with the exact amount 
of currency in its pockets that it wants and a certain amount of reserve 
in its banks. A wildcat real estate operator buys some outlying land 
and cuts it up into lots and builds houses on them that will not sell. 
At no time during this process has that community got any more 
money in its pockets than it had before, no matter how much money 
in the form of circulating notes this man might have succeeded in
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drawing from a bank on sound collateral. ITe could not get the 
notes without sound credit. He has bought a piece of land and paid 
for it, we will say, with $10,000 of notes. What will any man who 
receives the notes do with them? Will he carry them around with 
him? Not at all. You know what he will do with them. He will 
take I hem to his bank and deposit them. They are of no value to the 
banks reserve, and therefore they will be redeemed.

Senator R eed . Y ou see the trouble with that illustration is that 
you leave out of it, I think, two important propositions. In the lirst 
place, you have not got a circumscribed community. You nave got 
an enormous country, and the note starts 011 its course. Then, I 
think, that you leave out of your argument another very important 
consideration, and that is that while there may be no more money, 
but there is something that performs all the functions and uses of 
money.

Mr. V anderlip . Oh, but these notes do not.
Senator R eed. They do, while they are out passing from hand to 

hand; and, as long as they are out, they might just as wTell be in 
money. And then I think you leave out of consideration the fact 
that when that man begins to build those houses he has bought from 
the lumberman an unnecessary amount of lumber, and he has boomed 
the lumberman’s business. The lumberman who sold his lumber 
buys from the sawmill, and he has boomed the sawmill man’s busi
ness. The sawmill man goes out to buy more timber land, and he 
has boomed the land business. He hires a lot of men to cut down 
trees, and they have boomed the lumber-camp business. All these 
things have boomed the grocery business, the dry-goods business, and 
the wholesale business, and you have, after all, a vast structure of 
business and credits based upon an original bad investment, and all 
of it carried on because there is plent}  ̂of this stuff circulating around 
that they call money.

Mr. V anderlip . Based exactly as you say, on an original bad in
vestment—not based on the issue of notes. The bad investment could 
have gone on exactly the same with the plan of deposit credits 
instead of notes.

Senator R eed. There is just the point I raised. This man comes 
down with security to the bank, with his own note, and he puts it 
up and the bank issues this thing that circulates as money. I f  the 
banker did not have the right to do that, he would have to look in 
his till, and if he did not have good hard money there the transaction 
would stop. And I can not see why—because we all admit that wild 
inflation brings wild results—why the bank note that goes and circu
lates three months, six months, or a year and gets out in almost un
limited quantities can not produce exactly the same result that it 
would if the Government could issue wildcat money.

Mr. V anderlip . That is because you believe men will carry more 
money in their pockets if there is facility for turning a bank credit 
into a bank note. I hold they will not. That is an absolutely fixed 
quantity, determined by the habits of the people. There will be no 
more money in the people’s pockets under any scheme of note issue 
where there is an adequate redemption facility back of it. Those 
notes will come right back into the bank—right back for redemp
tion—the moment there is any redundancy of them. I think you 
confuse an issue of notes with an overissue of credit.
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Senator R eed . Perhaps I do. I wanted to suggest the idea to you 
with a view to perhaps modifying yours, but I see I am not going to 
be able to do that.

Mr. V a n d e r l ip . I am very earnest and honest in my opinion.
Senator R eed. I know you are, and I am just as earnest in mine; 

and I wTill pass on to something else, where, whether we can agree or 
not, I can get your view. I want to ask you about the value of the 
currency system to the whole financial structure, to this large reserve 
which the Government now has, against which it issues gold certifi
cates and which it holds back from the banks.

Mr. V anderlip . I do not regard the gold back of gold certificates 
as a gold reserve at all. The Government is acting as a warehouse
man.

Senator R eed. Well, call the Government a warehouseman. Is it 
of value to our financial system? Does it add to its stability?

Mr. V a n d e r l ip . Certainly it does, because it represents the gold 
certificates that are in the bank reserves. It is also true that there 
are many in the hands of the people. They are there to a much 
larger extent than they should be, because you have reduced the 
size of the gold certificate, which, in my opinion, was quite a wrong 
thing to do. The $10 gold certificate is now largely in the hands of 
the people, when it ought to be in the reserves.

Senator R eed. The mere fact, I  take it, that there is piled up an 
immense amount of gold, although there are gold certificates out 
against it, has a very steadying effect upon our financial system.

Mr. V a n d e r l ip . Not the slightest in that sense.
Senator R eed. In what sense?
Mr. V a n d e r l ip . It is the fact that these certificates are in the hands 

of the banks, are in the reserves of the banks, that has the steadying 
effect, and the knowledge that the certificate is backed by gold. The 
function of the Government is merely one of physical convenience, 
just as I said in discussing the warehousing function of a clearing 
house, with its clearing-house certificates issued against the gold. 
It is thus possible to have this gold in the form of convenient paper 
instead of actual coin, and that is the only function the Government 
is performing.

Senator R eed. I am just trying to get one question settled—whether 
it is a good thing in our financial system to have that gold piled up 
in the vaults of the Treasury of the United States.

Mr. V a n d e r l ip . It is neither good nor bad.
Senator R eed. It is utterly useless?
Mr. V a n d e r l ip . No; it is not utterly useless, because it is a great 

convenience to the business of the country. We could not do busi
ness freely with actual money. Of course we could do it, but it would 
be an annoying thing.

Senator R eed. I think this: I think that in view of the fact that 
gold is the ultimate money of redemption the world over, the mere 
fact there was a large amount of it in the vaults of the Treasury of 
the United States, although there were gold certificates that were out 
against it, would have a tendency to inspire confidence in our ability 
to take care of ourselves.

Mr. V a n d e r l ip . It would have a tendency to inspire great fear 
if they thought you wTere going to use that gold for any purpose
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other than the purpose of placing it in a warehouse for the redemp
tion of the certificates out against it.

Senator O ’G o r m a n . Eight there, Mr. Vanderlip, is it not of great 
importance, in considering the security of our credit, that in the 
United States, whether in the Government vault or in the vaults 
of our banks, we should have the actual physical possession of a 
large quantity of the gold of the world ?

Mr. V anderlip . Certainly it is, but it is not of importance whether 
that gold is in the bank or whether it is in the Treasury and the 
representative of it, the gold certificate, is in the bank. It is not 
the fact that that gold has been collected in the Treasury that is 
important, but it is important that in this country, in the reserves o f 
the banks, and elsewhere, there is either the gold or the representative 
of it—the gold certificate.

Senator R eed. It is important that you have it in the country.
Mr. V anderlip . Very important; tremendously so.
The C h a ir m a n . Mr. Vanderlip, I want to ask you a question: 

Suppose the Government were to take the gold which is now in the 
Treasury as a current fund and place it in the redemption division 
as a reserve fund, and issue against that the Treasury gold notes, 
payable in gold at Washington, and put them out in small denomina
tions as legal tender, would it not have a beneficial effect on the gold 
reserve of the United States?

Mr. V anderlip . Well, of course, you are presuming the calling 
in of the gold certificates.

The C h a ir m a n . N o.
Mr. V anderlip . Why, it would have a most disastrous effect, for 

you to take the gold that is back of the gold certificates out o f the 
Treasury.

The C h a ir m a n . I  am not proposing anything of the kind; I  made 
no such suggestion- What I said was that suppose the current gold 
that is there as a part of the general fund we have now in the 
Treasury, as part of the current fund, over $100,000,000 o f gold, 
and I was suggesting that the Treasury issue in lieu of that a Treas
ury gold note of small denomination, payable in Washington City0 
but taking the gold itself and putting it in the redemption division 
as against those notes issued in that way.

Mr. V anderlip . I can see no essential difference between that note 
and the gold certificate, but in making them payable in small de
nominations you encourage their use in the hands of the people 
instead of retention in the reserves of the banks. That is where the 
gold should lodge. The money in the hands of the people should be 
bank notes, and the gold certificates should lodge in the banks. Your 
plan would merely give a Treasury note dollar for dollar, payable in 
gold, instead of a gold certificate dollar for dollar.

The C h a ir m a n . It would have the effect, would it not, of putting 
these notes out in the hands of the people, where they would not 
come back for redemption, and in that way leave this additional 
gold as an additional reserve against the outstanding greenbacks?

Mr. V anderlip . It would have that effect; yes.
The C h a ir m a n . And in that way it would strengthen the position 

of the Government as far as redeeming those notes is concerned ?
Mr. V anderlip . The position of the Government would be 

strengthened, so far as redeeming the greenback was concerned.
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Senator R eed . H o w  could you redeem the greenback? That is  
gold put away and gold certificates issued against it.

Mr. V anderlip . He does not propose to issue gold certificates 
against it.

The C h a ir m a n . It is not to be a warehouse receipt, but simply 
an issue, dollar for dollar for gold, payable at the Treasury in Wash
ington, in gold.

Mr. V anderlip . Yes.
Senator N et,son. The volume would be measured in the volume of 

the gold?
The C h a ir m a n . But the gold would belong to the United States, 

and not belong to the holder of the notes, unless he would come in 
and bring them for redemption. They would not be a warehouse 
receipt.

Mr. V an d erlip . N o. But the notes you issued would be on a parity 
with the greenback—that is, they would have a claim of the same na
ture as the greenbacks against the total fund, dollar for dollar, of 
gold, to be represented by Treasury notes, plus $150,000,000 now 
back of the greenbacks and plus the free gold.

The C h a ir m a n . Yes; a claim against assets or funds of the United 
States.

Mr. V anderlip . Yes.
Senator S h a f r o t h . Mr. Vanderlip, I read an interview with you 

in the newspaper four or five weeks ago, in which you stated in New 
York there was a demand, in your judgment, for $2,000,000,000 for 
the purpose of developing water power in the United States. Can 
you tell what, in your judgment, is the legitimate demand for devel
opment of all kinds in the United States?

Mr. V anderlip . In the first place, I would like to correct the im
pression as to what my exact statement was. You probably read an 
address I made in regard to the development of the electrical industry 
of the country.

Senator S h af r o t h . Yes.
Mr. V anderlip . I stated that in the next five years I believed the 

total electrical development, power stations, water power, railway 
electrification—all things incidental to the electrical business—might 
properly consume $2,000,000,000 capital. I believe that is a conserva
tive estimate. I do not say they will, because I doubt if that amount 
of capital is readily available for that purpose.

Senator S h a f r o t h . What, in your judgment, is the total demand 
for all enterprises that could legitimately be considered as good 
enterprises in the United States in the next five years?

Mr. V anderlip . I would not want to make an offhand estimate of 
that. I do know that the needs for railroad development are perfectly 
tremendous. I believe so great an authority as Mr. Hill stated they 
would equal $1,000,000,000 a year. That would seem to me to be a 
pretty high estimate. Certainly it is more than they are likely to 
get, but there will certainly be several hundred millions a year, right 
along, necessary for railroad development.

Senator S h a f r o t h . Well, in other lines do you think that there will 
be in fact a great deal?

Mr. V anderlip . We are now spending a vast amount the country 
over on building good roads. There is need for a large sum for 
municipal loans and other loans of that character. All sorts of in
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dustrial development will go on and will require capital. It is quite 
impossible to say, with such information as I have at hand, what 
would be a fair estimate.of the total.

Senator S h a f r o t ii. N o w , Mr. Vanderlip, the difficulty wTith the 
national-bank notes at the present time in seeking redemption at 
Washington is due to the fact that it is not constituted a legal reserve 
o f the bank, is it not ?

Mr. V anderlip . Yes.
Senator S h a f r o t h . That is the reason it comes to Washington?
Mr. V anderlip . Yes.
Senator S h a f r o t h . And that redemption now amounts to pretty 

near the total issue every year ?
Mr. V anderlip . Yes.
Senator S h af r o t h . I f  this bill goes into effect and all the State 

banks come into operation under it, the State banks would no longer 
use the national-bank notes as reserve.

Mr. V anderlip . No; the State bank which would become a member 
bank, presumably, could no longer use these notes as reserve, though 
it is not specifically so stated in the bill. There is merely the word

regulation,” which is open to any construction you may choose to 
put upon it.

Senator S h af r o t h . What is required of the reserves here in this 
bill is that it shall be the same as that now required for the national 
banks to keep in their vaults.

Mr. V anderlip . Yes.
Senator S h af r o t ii. Which, I take it, would not include the notes 

that are issued in this system here.
Mr. V a n d e r l ip . That is certainly presumable, and would surely 

be desirable.
Senator S h af r o t h . Then, if State banks come in there will be an 

enormous demand for more reserve money, will there not?
Mr. V anderlip . No; not a very enormous demand for more re

serve money, because part of the reserves, which they now presum
ably keep in cash, could be kept as balances with reserve banks. I 
am not aware, and I think no statistics are available, as to how 
many national-bank notes are in the reserves of State banks. I  think 
it is not considerable.

The C h a ir m a n . That is reported.
Mr. V anderlip . That is reported? I was not aware of that. At 

any event, I do not believe it is large.
The C h a ir m a n . That is not large.
Mr. V an d erlip . N o. That, as you say, would not make an enor

mous new demand for reserves.
The C h a ir m a n . The national-bank notes in State banks and na

tional banks combined would not exceed $75,000,000. That is the 
reason why I was asking you about building up this reserve, because
1 thought" it would prove to be an expedient to retire that amount 
of national-bank notes, taking up the 2 percents, and putting the
2 per cent bonds then in the redemption division as 3 percents, and 
issuing a legal-tender note in lieu of these national-bank notes, pay
able in gold at the Treasury, which might be used as reserves by the 
member banks.

Mr. V anderlip . I have two or three rather important suggestions 
I  want to make before the hearing closes.
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The C h a i r m a n . It is 20 minutes to 12 now, and I think we had 
better proceed.

Senator R eed . Mr. Chairman, Mr. Swinney is here, and I wanted 
him to have at least 30 minutes.

Senator B r is t o w . We will meet this afternoon.
Senator R e ed . But he is leaving on the 3 o’clock train.
The C h a i r m a n . The committee can meet at any time it wishes, 

or might continue the session.
Senator N e l s o n . We might meet at half past 1 o’clock.
Senator R eed . I was going to suggest that in view of the fact 

that he does have to leave, and I think has a short message to deliver, 
possibly we might hear him now.

Mr. Vanderlip is not going to be able to get through, and as Mr. 
Swinney will only take a few minutes, I was going to suggest we 
hear him now, if that will be satisfactory to Mr. Vanderlip.

Mr. V a n d e r l ip . It is perfectly satisfactory.
Senator N e l s o n . Y ou can be with us this afternoon?
Mr. V a n d e r l ip . I am entirely at your service.
Senator R eed . However, as it has been suggested that we meet at 

half past 1 o’clock, suppose we let Mr. Vanderlip go on for the 
present.

The C h a i r m a n . I remind the committee that there are some gen
tlemen here from Iowa, bankers or business men from that State, 
wTho have been advised they could be heard to-day.

I f  it is agreeable to the committee, we will hear Mr. Swinney now.
Senator R eed . The final suggestion was that we meet at half past 

1 o’clock and hear him then.
The C h a i r m a n . Very well; that will be the order if there is no 

objection.
Mr. V a n d e r l ip . I can finish in five minutes myself, unless you 

have questions to ask me.
The C h a i r m a n . All right; proceed, Mr. Vanderlip.
Mr. V a n d e r l ip . In regard to the section on farm loans, I do not 

believe in a commercial bank having real estate mortgages. Prac
tically, however, the limitation in here, that no bank shall use more 
than 25 per cent of its capital and surplus for this purpose, makes 
it safe. I recognize the competition that national banks are under 
with State banks in the West, and the fact that these loans are 
perfectly secure, as a rule. They may be perfectly secure, but they 
are also perfectly unliquid. I do not believe in encouraging that 
type of business for commercial banks, but even with that view, I 
do not think that the clause as here drawn will lead to any disaster, 
and the limitation is a proper one.

Senator W e e k s . Won’t you add to the suggestion also that it 
limits the commercial bank on demand deposits?

Mr. V a n d e r l ip . Of course that is what I mean. A  commercial 
bank having demand deposits ought not to devote any considerable 
amount of its resources, at least, to investment in unliquid assets 
in making unliquid loans. Taking up the savings-bank feature, I  
have paid no great attention to that, because in any event it prob
ably would not interest the large city banks. In one particular it 
is so drawn that it could not interest the large city banks. It states 
that the amount segregated as the capital of the savings departments 
shall in no case be less than $15,000 or a sum equal to 20 per cent of
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the paid-up capital and surplus of the national bank. That would 
mean that the National City Bank, in order to establish a savings 
department, would have to segregate $11,400,000 of its capital to 
do so. This 20 per cent ought to be changed, if you desire at all to 
encourage the large banks to have savings-bank departments. It 
means a segregation of too much. A  $15,000 limitation is probably 
wise, and perhaps at the other end you might have a $200,000 or 
$500,000 limitation. But to say that the bank, no matter how large, 
if it desires to start a savings department, must segregate 20 per cent 
of its capital and surplus is equivalent to saying a large bank never 
will do it.

Senator B ristow . Your suggestion would be, after “ $15,000,” in 
line 6, to strike out “ or than a sum equal to 20 per cent of the 
paid-up capital and surplus of the said national bank,” in the 
next two lines, and then make it read “ not less than $15,000 or more 
than $200,000 ” ?

Mr. V anderlip . No; I wTould let it be as much as any one wants 
it to be, but if you feel that a large banker should not be governed 
by the $15,000 limit, then I would say that banks of a million capital 
should segregate 5 or 10 per cent. But to make them segregate 20 
per cent practically prohibits them from ever undertaking the 
business.

Senator R eed. What is the use of making any limitation at all?
Mr. V anderlip . None at all that I see.
Senator R eed. What is the use of saying a bank should set aside 

20 per cent in the savings-bank business? Why not prohibit them 
from doing it at all ?

Mr. V anderlip . Oh, but it is done, to a very large degree. Every 
report of the comptroller shows that.

The C h a ir m a n . There is now $820,000,000 invested in savings- 
bank departments.

Mr. V anderlip . $820,000,000, according to the last call?
Senator R eed. What is the amount held on deposit?
Mr. V anderlip . That is the same thing.
Senator H ollis. Half of them have savings-banks departments, 

now. Just about half.
Senator R eed. I do not believe they have any legal right to estab

lish a savings-bank department.
Mr. V anderlip . The comptroller winks at it.
Senator R eed. Then, he is not following the law.
Senator N elson . I do not believe the small country banks would 

avail themselves at all of this. They prefer the present system. It 
has worked well.

Mr. V anderlip . On page 45, line 11, the power is given national 
banks to act as trustee for mortgage loans. Taking that in connec
tion with this section, I presume that means farm-mortgage loans. 
It ought to be cleared up. I should be glad to see it extended, so 
that a national bank may act as trustee for any mortgage loan—that 
is, corporate mortgages. That is one of the things that a trust 
company does that a national bank can not do, and it is very profit
able to the trust companies. I see no reason why a national bank 
should not act as trustee in such cases. The language is not clear* 
however.
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The provision in regard to foreign branches is a very desirable 
thing. It is impossible for any national bank to engage in foreign 
business now. I have given careful consideration to the subject of 
banking in South America, and have found it was quite impossible 
for us to engage in business as the laws now stand. There are other 
reasons, too, that make the development of this business difficult. I 
think the law is not clear where it says a certain amount of capital 
shall be set aside. I do not know just what that means—set aside.

Senator N elson . What page are you on?
Mr. V anderlip . Page 50, line 4; whether there shall be the com

plete segregation that is provided for in the savings-bank clause, 
where all capital segregated shall be used to pay all deposits of the 
particular department where it has been segregated, before any of it 
is used to pay other deposits or not. That is not fully enough ex
plained ; it does not tell exactly what is meant.

Senator N elson . Would you weaken the foreign department if 
you limited it?

Mr. V anderlip . Very much. And if you do not limit it, the “ set
ting aside” means nothing.

Senator N elson . Ought not that to be left optional with the 
banks ?

Mr. V anderlip . I think it ought; yes. As a matter of fact, if you 
have a foreign branch, your whole credit is really involved in its 
success or failure.

Senator N elson . And ought to be involved?
Mr. V anderlip . And ought to be involved. There ought to be no 

setting aside whatever. The Aldrich bill permitted the formation 
of a specific foreign bank, the stock of which could be owned by the 
parent bank. That made the two somewhat distinct, but did not 
involve the capital of the national bank any more than to the amount 
of the capital held in the foreign bank. I do not recommend that 
particularly as the course to be followed; at any event, I call your 
attention to this as not being clear.

Senator N elson . It seems to me the foreign branch bank should 
be on exactly the same basis as the domestic bank.

Mr. V anderlip . I should think so.
Senator R eed. And then they ought to have some means of in

specting that foreign branch bank.
Mr. V anderlip . That is provided and should exist, of course. The 

Federal reserve board is given power to refuse the application for 
a foreign branch if there are reasons—that is, for any reasons it 
sees fit. All those grants of power when you do not know how a 
board is going to act or what may be intended are uncertainties in 
the minds of the business men. You do not know what to think 
of the law when you do not know just what the law means.

Senator S h a f r o t ii. It can not be worse than it is now, w7here they 
have no law.

Mr. V anderlip . Oh, yes. A  very unsound banking system, I 
suppose, could be worse.

Senator S h a f r o t h . I means as to the discretion given to the board.
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Mr. V anderlip . That is perfectly true, although it might permit 
one of our competitors to have a foreign branch and to say to us 
that we could not, and we would not like that.

Senator S h a f r o t h . There is no authority now to establish a for
eign bank?

Mr. V anderlip . None whatever.
Senator H itch co ck . Can you not accomplish the same thing 

through a correspondent there?
Mr. V anderlip . By no means.
Senator H itch co ck . Suppose those interested in your bank organ

ize a private bank in London; can you not do business with each 
other, practically ?

Mr. V anderlip . Let us think about that. Those interested in our 
bar.k. That means a good many hundred people, interested in dif
ferent relations. Say we attach the ownership of a foreign bank to 
the stock of our bank, in some way. What shall wTe do? There 
would at once arise a complicated situation. You have got to have 
the interest of the foreign branch on all fours with the interest in 
the parent institution. You must not make it possible for a few in
siders to own the foreign branch and juggle the United States bank 
for their benefit. That would not be wise or desirable. The interests 
of the two must be on all fours; they must, in some way, be part of 
one another. It may be either by a branch, provided here, with a 
clear understanding as to what “ setting aside the capital ” means, 
or by the establishing of an entirely distinct foreign bank, all of the 
capital stock of which is owned by the national bank that considers 
it a branch.

Senator I I itciico ck . Can a State bank in New York have a branch 
in London ?

Mr. V anderlip . It can and does. Several of them now have; also 
in Berlin and Paris.

Senator H itch co ck . That is one of the advantages they have, the 
State bank, in New York City?

Mr. V anderlip . Yes.
Senator N elson . It seems to me, Mr. Vanderlip, in order to help 

our foreign commerce, our branch banks in foreign countries, for 
instance, in London, ought to be of such a character that the accept
ance of that bank which would represent the foreign bank in this 
country, should be of such value that their acceptance would be as 
good as the acceptances of the foreign bank.

Mr. V anderlip . And to have it of value, you must have all of the 
capital stock back of that acceptance—the whole strength of the bank 
must be back of it.

Senator N elson . Yes; the whole strength of the bank must be 
back of it. For instance, I had a case here of importing coffee------

Senator O ’G orm an  (interposing). Senator Nelson, I call your at
tention to the fact that it is now nearing 12 o’clock, when the Senate 
meets, and you want to be there.

Senator N elson . Yes; I  will not ask any further questions now.
The C h a ir m a n . The committee will stand adjourned until half 

past 1 o’clock.
(Thereupon, at 11.55 o’clock, a. m., a recess was taken until 1.30 

o’clock p. m.

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



BANKING AND CURRENCY. 2037

AFTER RECESS.

Senator R e e d . Gentlemen of the committee, you all know Mr. 
Swinney, the president of the First National Bank of Kansas City. 
Will you permit me to ask Mr. Swinney one or two question in order 
to put certain facts in the record?

Senator W e e k s . Before you begin will you let me refer a matter 
to the committee?

Senator R eed . Certainly.
Senator W e e k s . Mr. Wilson Gilbert, who was president of the 

New York Clearing House in 1907, has indicated that he would 
come before the committee if he were invited. He is an old man 
and in* somewhat infirm health and does not feel like making the 
trip unless he is wanted. I suggested the other day to the chair
man that perhaps he was a man from whom we could get valuable 
information. I f  the committee desires it and wishes to secure him I 
think it might be well.

The C h a i r m a n . Y ou might bring that up when we have a quorum.
Senator W e e k s . I have to go away early, and will ask you to 

bring it up.
Senator R e ed . Personally I  am in favor of hearing him.
Senator B r is t o w . Yes; I am very much in favor of hearing him. 

I think we ought to get all the information we can.

STATEMENT OF EDWARD E. SWINNEY, PRESIDENT OF THE FIRST 
NATIONAL BANK, KANSAS CITY, MO.

Senator R eed . Mr. Swinney, you are president of the First Na
tional Bank of Kansas City, Mo.?

Mr. S w i n n e y . Yes, sir.
Senator R eed . And what is its capital stock?
Mr. S w i n n e y . $1,000,000.
Senator R eed . What is its su rplu s?
Mr. S w t n n e t . $1,000,000; and undivided profits, $1,000,000.
Senator R eed . What do its deposits ordinarily amount to?
Mr. S w i n n e y . About $27,000,000.
Senator R eed . They run very much higher than that, I think, at 

times ?
Mr. S w i n n e y . Yes.
Senator R eed . H o w  many country banks are depositors wTith you ?
Mr. S w i n n e y . Between 700 and 800.
Senator R eed . And, generally speaking, over what section o f  

territory are they spread?
Mr. S w i n n e y . We cover the West largely—Kansas, Missouri, 

Nebraska, Texas, and Oklahoma, principally.
Senator R eed . What amount of deposits do you keep in eastern 

banks, or in other banks, and where? I do not mean all the time,, 
but as a general proposition.

Mr. S w i n n e y . Well, we keep our reserves, of course, in the three 
central reserve cities.

Senator R eed . St. Louis, Chicago, and New York.
Mr. S w i n n e y . Yes. Our reserves with those reserve banks will 

run from $5,000,000 to $7,000,000.
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Senator R eed. N o w , Mr. Swinney, you told me there were one 
or two matters about this bill to which you would like to call the 
attention of the committee.

Mr. S w in n e y . Well, Mr. Vanderlip has covered the proposition so 
thoroughly that it hardly leaves anything for me to say.

The C hairm an . D o you substantially agree with Mr. Vanderlip 
in his views?

Mr. S w in n e y . Largely; yes, sir. But what I am going to say on 
one or two matters—one especially—shows that men in the same busi
ness look at matters from a different standpoint on account o f the 
fact that they do business in different localities.

I wanted especially to speak of these country banks having to 
keep their entire reserve either in their vaults or in the regional 
bank. As it is to-day we use our reserve as working cash, and are 
able to manipulate it from one city to the other as we need it. Mr. 
Vanderlip, though, in his talk this morning, seemed to think that 
would all be done away with, on account of the regional banks being 
general clearing houses for all of the national banks doing business 
with them. I f  that is the case, perhaps it could be worked, but it 
strikes me that when they got started on it they would find that the 
national banks doing business with these regional banks would have 
such an enormous amount of business it would simply flood the in
stitution.

I did not bring this memorandum wTith me for the purpose, but 
happened to have it, and will refer to it just to give you a little idea 
of that. In our institution alone we in one day handled 25,518 
country checks—checks on country banks. Now, that is not an un
usual day, but we take it off once a year. We do not take it off 
on the largest day, but any day in the week. Now, if every bank 
in Kansas City piled that into the regional bank, and the banks all 
around the country in the same proportion, you see they never could 
get through the business.

Senator R eed. Mr. Swunney, you have a tabulation that you 
showed me of that one day’s business, which you say you took off 
merely as a bank record ?

Mr. S w in n e y . Yes, sir.
Senator R eed. And it was not a selected day, but just a day that 

you took an account of your business, and that was done some months 
ago?

Mr. S w in n e y . December 18, 1912.
Senator R eed. Will you put into the record that day’s business, in 

order that we may have some gauge to go by ?
Mr. S w in n e y . The entire thing?
Senator R eed. The entire day’s business.
Mr. S wtin n e y . Well, through the mail that morning we received on 

ourselves 1,707 checks, amounting to $900,000. I  won’t give you the 
odd figures.

Senator R eed. Y ou will put the tabulation in later, will you?
Mr. S w in n e y . Yes. On other Kansas City banks there were 2,826 

checks, amounting to $1,000,000. O f out-of-town checks—those from 
the country—there were 15,119, amounting to $1,600,000. Total 
checks received in the mail, 19,654; total amount, $3,500,000.

We received over the counters 1,651 checks on ourselves, amount
ing: to $ la500,000. On other banks we received 9,413 checks, amount-
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ing to $1,000,000. Out-of-town checks, 8,865, amounting to $1,000,- 
000. Total checks over the city, 19,929, amounting to $3,600,000. 
The total business for the day was $9,098,000. The total number of 
checks handled that day was 45,454, and the total amount of cash 
handled was $353,127.85.

Senator R eed. What was the amount of business you did through 
the bank that day by checks ?

Mr. S w in n e y . $9,098,000.
Senator R eed. And how much was cash?
Mr. S w in n e y . $353,000. The cash decrease that day was $150,000:
Senator R eed. Does that complete the tabulation you have ?
Mr. S w in n e y . There are a lot of other matters there. It shows 

the changes in various items, how much was eastern and how much 
was western. We sent to the East 2,568 checks, amounting to 
$817,000. Indirectly we sent 1,451 checks amounting to $166,000.

Senator R eed. I should like to have that tabulation printed in the 
record.

The C h a ir m a n . Let it go in the record.
(The statement referred to is as follows:)

Checks handled Wednesday, Dec. 18, 1912.

On this bank. On other Kansas 
City banks. Out-of-town items. Total.

Num
ber. Amount. Num

ber. Amount. Num
ber. Amount. Num

ber. Amount.

Received by mail. 
Received o v e r

counter...............
P a i d  through 

clearing house..

1,707

1,651

4,339

$918,753. 84 

1,542,758.39 

1,822,918. 01

2,826

9,413

$1,021,798.35 

1,029,791.05

15,119 

8,865 

1,534

$1,610,446.74 

1,057,893.07 

93,646.76

19,652 

19,929 

5,873

$3,550,998.93

3,630,442.51

1,916,564.77

7,697 4,284.430.24 12,239 2,051,589.40 25,518 2,761,986.57 45,454 9,098,006.21

Number. Amount.

45,454

4,482
816

1,765
6,669

3,059 
796 
624 
772 

1,752 
1,1S5

2,568
1,451

4,019

5,753

6,641

$9,098,006.21 
353,127.85 
150,672.15 
53,174.42 

1,876,460.04 
1,732,565.35

562,886.99 
2,486,805.17 
3,210,923.81

817,761.05 
166,632.17

984,393.22

483,742.65 
28,796.44

512.539.09

Total number checks handled.................... .
Total amount of checks handled............... .
Total amount of cash handled.....................
Cash decreased................................................
Deposits decreased........................................ .
Total number of individual checks........... .
Total number of individual credits............
Individual balances which changed...........
Individual accounts.......................................
Sent for credit charged on country books..
Total bank drafts on us.................................
Total bank credits..........................................
Bank balances which changed....................
Country bank accounts.................................
Certificates of deposit outstanding.............
Holders of certificates of deposit..................

Sent eastern banks:
Direct....................................................... .
Indirect.....................................................

Sent to country for credit:
Direct............................
Indirect........................ .
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Checks handled Wednesday, Dec. 18, 1912— Continued.

BANKING AND CURRENCY.

Sent to country for returns:
Direct.................................
Indirect............................

Sent to country clearing house.........................................................................................
Paid under instructions......................................................................................................
Railroad items payable here.............................................................................................
Total direct items................................................................................................................
Total indirect items (including 1,178 items, $43,430.19, through other Kansas City 

banks).
Exclusive of railroad and other items payable hore:

Sent direct from Kansas City to point on which drawn..
Sent through intermediate point..........................................

New York drafts written (130).....................................................
Chicago drafts written (05).......................................................... .
St. Louis drafts written (31)....................................................... .
Cashier's checks written (18)........................................................
Certificates of deposit written (19)..............................................

Number.

7,853
955

8,808 
1,999 

257 
3,670 

22,100

3,291

19,351 
2,110

Amount.

$865,356.98 
50,710.59

910,067.57 
90,239.14 
50,548.58 

208,215.07 
2,515,863.47

246,139.20

2,300,536.01 
202,703.01 
99,753.56 

271,325.99 
184,629.24 
11,704.34 
19,581.26

Senator W eek s . IIow much of that business would go through the 
reserve bank, Mr. Swinney ? What part of it ?

Mr. S w in n e y . A s I understand it, all of it except what was on 
ourselves.

Senator W eek s . What would be the relation between that amount 
of business and the total business of Kansas City ?

Mr. S w in n e y . Well, I would say we do perhaps a fifth of the 
business of the town.

Senator W eek s . Y ou naturally assume that there would be 
branches in every considerable city of these reserve banks anyway, 
and, of course, one in Kansas City, so that one bank would be doing 
the whole exchange business of Kansas City if this bill becomcs a 
law ?

Mr. S w in n e y . Yes, sir.
Senator W eek s . And not necessarily the exchange business of any 

other locality?
Mr. S w in n e y . They would have to do all tributary to Kansas 

City.
Senator W eek s . Y ou are doing that, are you not?
Mr. S w in n e y . But under this bill we would not do it.
The C h a ir m a n . H ow  many employees do you have to handle 

those checks?
Mr. S w in n e y . We have about 135 employees.
The C h a ir m a n . Handling those checks ?
Mr. S w in n e y . In the bank, all told.
The C h a ir m a n . I mean handling those exchanges.
Mr. S w in n e y . I could not say about that. Of course, it is di

vided among the different departments. I could not tell you.
Senator H itch co ck . Y ou have only 135 altogether?
Mr. S w in n e y . That is all, sir.
Senator H itc h c o c k . I s not that a very small number foi the size 

of the bank you have?
Mr. S w in n e y . I expect it is the smallest in the United States in 

proportion to the business.
Senator H itch co ck . There is one bank in Missouri, much smaller 

than yours, with 200 employees. Can you explain that?

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



BANKING AND CURRENCY. 2041

Mr. S w in n e y . No; I can not. We manage to take care of the 
business.

Senator R eed. I can explain it. Mr. Swinney knows how to es
tablish a system. He is too modest to say.

The C h a ir m a n . Perhaps Missourians are about twice as efficient,, 
too, as Nebraskans.

Senator R eed. No; I  would not say that. I  might say that if it 
were not for my regard for Senator Hitchcock.

Mr. S w in n e y . Regarding the capital of the proposed regional 
banks, I will say in the first place that I am thoroughly in hopes you 
gentlemen can get to some kind of proposition that will be workable 
regarding the regional banks. We all realize, perhaps, to start witii, 
there will have to be many changes. There never was a business in 
the world, no matter how long you worked on the proposition, that 
when you got it started you did not have to make changes. And I 
am sure some of you gentlemen have seen, even since I have been 
here, that it is advisable to make changes; things have conic up that 
you had not suspected before.

The matter I was getting at is this, that the small country bank 
has no use whatever for the regional bank. Their paper is not of a 
class that could be used for that, and really I believe it would be bet-, 
ter if  banks of say less than $50,000 were not required to take stock 
in this regional bank.

And right there I  will say also that, while no man wants to be 
forced, to be told he' must do a thing, at the same time I believe that 
in this bill you will have to use the word “ must” to ever get it 
through. I  am free to say that I would not go into it if I did not 
have to until I  found out how it worked.

Senator B ristow . Mr. Swinney, don’t you think it would be very 
much better for us to provide a remedy for the things complained of, 
without having to resort to a system of coercion, compelling men to 
do things they do not think they ought to do ?

Mr. Sw in n e y . That is exactly what I say, Senator; but still, at the 
same time, how would you ever get it started if you did not do it ?

Senator B ristow . Suppose we had a Federal reserve bank estab
lished here in Washington, governed, if need be, by a board similar 
to this board that is created in this bill. Let that be a bank of dis
count, and a bank of issue, and perform the functions that are in
tended to be performed very largely by these regional banks. Let 
it have branches out through the country. Then suppose we let any 
bank that wants to have its paper discounted transact business with 
that bank without having to put up any capital stock or be a member 
of anything.

Mr.* Sw in n e y . I do not think there is anything in the world the 
matter with our banking system regarding the banking part of i t ; it 
is only the currency part of it.

But I really believe, to make and have a sa fe currency proposition 
and a credit proposition which would be elastic, that you must have 
something of this kind. I  really do not believe, Senator, that would 
work. I do not believe it could work successfully where the Gov
ernment has to deal directly with the individual.

Senator B ristow . Well, suppose the bank dealt through its branch 
banks with the individual banks?

Mr. Sw in n e y . Oh, I  see. That simply gets to a Federal bank.
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Senator B ristow . A  Federal bank, yes; a Federal reserve bank.
Mr. Sw in n e y . Well, if the Government wants to go into the bank

ing business that is a different proposition.
►Senator B risto w . I s it not in the banking business when this bill 

passes ?
Mr. S w in n e y . Well, indirectly, but not directly.
Senator R eed. I wanted to ask you about obtaining the capital for 

these banks. Let us assume that the 12-bank idea is accepted, or 
four banks or six banks. In any event this bill provides for each 
bank paying in 10 per cent of its capital stock. Assuming that 10 
per cent is to be paid in, when and how, in your opinion, should it 
be paid in to least disturb the financial market and still permit this 
plan to be carried into effect?

Mr. S w in n e y . I do not believe I have expressed myself on that 
subject, but I think that 12 banks would make the proposition un
wieldy. I  believe that, to begin with, anywhere from 3 to 5 banks 
would be plenty, and if we should need any more we could add to 
the system. I think that 4 or 5 banks, new institutions, could be 
handled in a better way than could 12.

As to the payment, if there should be, say, 5 banks, you would put 
into those banks, say, 25 per cent to start with------

Senator R eed (interposing). Twenty-five per cent of the 10 per 
cent ?

Mr. S w in n e y . Yes; 25 of the 10; and then, as the national bank 
does now, pay in so much monthly. As you know, a national bank 
now pays in, I believe, 50 per cent and then 10 per cent every month.

Senator R eed. And would that furnish mone} ,̂ do you think, rap
idly enough, so that the bank would have plenty of money on hand 
to transact the business and increase the capital as the business 
increased ?

Mr. S w in n e y . I think it would prevent them having too much 
money, perhaps.

Senator R eed. And that would be done in that way, by the banks 
paying in a part at a time on their capital stock, with less disturbance 
to financial conditions than would result if you paid it in all at once?

Mr. S w in n e y . Of course it would. Some banks, I  suppose, to pay 
their reserve in would be required immediately to discount paper. 
There is no doubt but what some of them would—perhaps not a great 
many of them.

Senator R eed. Or contract loans?
Mr. S wtin n e y . Yes.
Senator R eed. N o w , Mr. Swinney, there is one matter here that 

has been much discussed, and you have referred to it—I will say to 
the committee frankly that I was talking to Mr. Swinney the other 
night and he mentioned this matter to me—and that is the use of 
your present reserves. There has been a prevalent idea that a bank 
when it carried its reserve over to another national bank was not 
able to check that reserve out, utilizing it as an absolute balance, and 
at the same time maintain the reserve and comply with the law.

Now, you stated to me that that was done every day, and I wish 
you wTould tell the committee how it is done and the law complied 
with.

Mr. S w in n e y . Well, by transfer of reserves. As it is, under this 
law you make your reserve just as inelastic as our national currency
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is to-day. It specifies that you must have so much reserve in your 
bank and it must remain there. What I was saying to you, Senator, 
was that if we have money in the three reserve centers and we want 
to transfer from St. Louis to Chicago or New York, we can do so 
by checking from one to the other. But, as I said, Mr. Vanderlip’s 
proposition does away with all of that, if such a thing should go 
through.

Senator R eed . As I understood you in that conversation— and I 
am more anxious to get the point than I am about the way I get it— 
assuming you had to have as a reserve under the law in other banks 
$6,000,000, just for an arbitrary figure, and you had $2,000,000 in 
Chicago, $2,000,000 in New York, and $2,000,000 in St. Louis. You 
would just have your reserve. As I understood you, if you wanted 
to draw on St. Louis for the entire $2,000,000, drawing it all out, you 
could do so; and then that same day, by increasing your fund in 
Chicago or New York to an equal amount, you would still have com
plied with the law, and nevertheless you would have been able to use 
that money.

Mr. S w i n n e y . Yes; simply transferring your reserve from one 
point to another.

Senator R eed . So that, as a matter of fact, you do, to a large ex
tent, get the use of your reserve under present conditions ?

Mr. S w i n n e y . Yes, sir; it is a working reserve that we can trans
fer from one point to another.

Senator H it c h c o c k . I just want to ask you a question right there, 
Mr. Swinney. The provisions in the bill which make checks of 
member banks upon the reserve bank go at par would probably en
able you to draw your check upon the reserve bank and have it ac
cepted at par in New York, although your reserve bank was located 
in St. Louis, would it not ?

Mr. S w i n n e y . I will say this, that if that proposition goes 
through it would be a mighty good one for the banks.

Senator H it c h c o c k . Would there be any need of your carrying 
the balances in New York if your check on the St. Louis regional 
bank were taken at par in New York?

Mr. S w i n n e y . None whatever. To give you an idea of that, in 
1911 we had to ship $10,000,000 East to make our transfers good. 
In 1912 we shipped $10,300,000. In 1913, up to October 1, we shipped 
$8,200,000. We would get rid of all that expense if this proposition 
should go through.

Senator R eed . Y ou have a table there, have you not, showing how 
much money you have shipped during certain years ?

Mr. S w i n n e y . Yes.
Senator R e ed . H o w  is that table expressed ? Are the figures car

ried out?
Mr. S w i n n e y . They are in thousands.
Senator R e ed . So that if that table were printed, and it were 

understood that these figures represented thousands, it would express 
the right idea?

Mr. S w i n n e y . I will say also that this table not only gives the 
money we have shipped to the East and from the East, but it gives 
the amounts by months that we have shipped to the country and re
ceived from the country.
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Senator R eed. I should like to have that printed. 
The C h a ir m a n . Let it go in the record.
(The statement referred to is as follows:)

Currency shipments.

2044 BANKING AND CURRENCY.

[Note.—1The am writs given in the following statement are expressed in thousands of dollars.!

TO THE COUNTRY.

; Janu- 
' ary.

Febru - 
ary. March. April.

I
May. June. July. Au

gust.
Sep
tem
ber.

Oc
tober.
ber.

No
vem
ber.

De
cem
ber.

Total.

1911.. 35S 587 489 357 387 432 546 718 970 906 786 654 7,190
1912.. 2S0 512 411 500 353 344 536 1,058 1,279 1,100 882 1,022 8,277
1913.. 388 723 551 418 469 579 750 1,040 1,191 6,109

FROM THE COUNTRY.

1911.. 781 356 816 700 371 630 365 ! 273 243 218 293 250 5,296
1912.. 521 229 288 386 420 574 417 | 259 164 344 362 494 4,458
1913.. 874 401 503 448 472 537 376 264 296 4,171

TO THE EAST.

1911.. 1.619 414 1,032 797 829 1,165 880 597 462 611 619 990 10,015
1912.. 1,179 582 525 806 879 1,515 1,050 270 415 802 1,180 1,142 10,345
1913.. 1,432 634 953 930 760 1,294 1,050 596 632 8,281

FROM THE EAST.

1911 100
350

500
300

100
3001912 300

450
250

1913.. 500

Senator H itch co ck . Y ou would not be compelled to ship that cur
rency to New York?

Mr. S w in n e y . It would fall to the lot of the regional bank.
Senator H itch co ck . Y ou would not be under any necessity of hav

ing an account in New York; at all, would you?
Mr. S w in n e y . No, sir; not under this proposition, as I under

stand it.
Senator H itc h c o c k . Would not that be a great benefit to the 

country ?
Mr. S w in n e y . Well, I do not know. I am a sort of old-fashioned 

banker, and we have had these associations for a great many years, 
and there may be a great deal of sentimentality about it, but I should 
hate to destroy all those connections.

Senator H itch co ck . N o w , would the regional bank be put to a 
similar expense in making shipments ?

Mr. S w in n e y . More or less; yes, sir. The trend from our country 
is to the East for money.

Senator H it c h c o c k . It must come back some time; it can not 
always be going in that direction.

Mr. S w in n e y . The trend is in that direction pretty much all the 
time.

Senator H itch co ck . Where do we get it from? Where does the 
West get it from ?
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Mr. S w in n e y . Oh, it comes through the pockets of the people into 
the banks.

Senator R eed. Senator, you have evidently entirely overlooked 
Senator Tillman’s picture of the cow that was printed in the Record. 
You notice the money all goes in one direction through that cow.

Senator H itch co ck . I am not an expert on cows, but I wanted to 
ask whether you thought the regional banks would be put to a con
siderable expense in making a shipment of currency for members.

Mr. S w in n e y . In shipments of currency and collections—yes, sir; 
io a very large expense, but still, I think, they could afford to do it 
for the free deposit which they would get.

Senator H itch co ck . It would not be really as large an expense as 
that which is now borne by the members ?

Mr. S w in n e y . No ; you would simply transfer the debtor and 
creditor balance.

Senator H itc h c o c k . So Mr. Vanderlip was correct when he said 
that the banks of the United States would no longer keep their bal
ances in New York, for the reason that customers would be satisfied 
with a check upon the regional reserve bank?

Mr. S w in n e y . No; they would have no use for New York then.
Senator N elson . But the country banks complain of this clearing

house paragraph. They say that it deprives them of a great deal 
o f their source of revenue.

Mr. S w in n e y . It would be very unpopular with the country banks, 
Senator.

Senator H itch co ck . Have you any estimate of the proportion of 
national banks in Kansas which would come into the system?

Mr. S w in n e y . Well, I can not say. I think that, with some 
changes in the bill, pretty much all of them wTould.

Senator H itch co ck . Take the bill as it is now.
Mr. S w in n e y . No; they would not come in.
Senator I I ttciicock. Would half of them come in?
Mr. S w t n n e y . I do not believe half of them would. Of course, 

Kansas has a very good State law, and so has Missouri.
Senator H itch co ck . H ow would those banks which stayed out of 

the system conduct their exchanges and care for their reserves?
Mr. S w in n e y . Exactly as they do to-day.
Senator H itc h c o c k . So that they would continue to deposit their 

reserves in the reserve centers, but they would only be State banks?
Mr. S w in n e y . Yes.
Senator N elson . They would be guided by State laws in each case 

as to the amount of reserves and where to keep them.
Senator H itch co ck . Well, they would not have the privilege of 

using the regional bank for exchange, and they would have to draw 
New York drafts just as they do now------

Mr. S avin n ey . Y ou mean those who were not members of the 
regional bank?

Senator H itc h c o c k . Yes.
Mr. S w in n e y . N o w , my proposition—I want to be understood on 

that. When I said that I did not believe smaller banks should be re
quired to take stock in the regional bank I did not mean to give the 
impression that they should not be required to do business with it
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and keep their reserve there. I  believe they should keep their re
serve there just the same as if  they held stock.

Senator H itc h c o c k . I do not think you have discussed this yet, 
but I should like to ask you, as a practical proposition, if  you join 
this new organization and subscribe for 20 per cent of your capital 
'and pay one-tenth of it and transfer to the reserve centers the proper 
proportion of the country-bank balances which you now have, where 
are you going to procure that money ?

Mr. S w in n e y . We would have to draw it out of New York.
Senator H itch co ck . What do your country-bank deposits amount 

to of your national banks?
Mr. S w in n e y . About $8,000,000.
Senator R eed. All together?
Mr. S w in n e y . All the national banks.
Senator H itc h c o c k . H ow much of that $8,000,000 would you be 

required to turn over to the reserve bank, probably ?
Mr. S w in n e y . Oh, I figure—I thought I had the figures, but I 

have not—that we would have to pay over to the regional bank some
where between $3,500,000 and $4,000,000.

Senator H itch co ck . In what length of time ?
Mr. S w in n e y . At the end of the working season—36 months.
Senator H itch co ck . H ow  much would it be in 60 days after the 

banks formed?
Mr. S w in n e y . Well, not to any great extent would you have to 

check on banks, because we could take our excess currency out o f our 
vaults to start with.

Senator H itch co ck . Y ou keep a large surplus over your reserve?
Mr. S w in n e y . N o. Your required reserve in the vault would be 

less, and therefore you could take the cash out of the vault first and 
put it in the regional bank.

Senator H itch co ck . N o w , to what extent do you think you would 
be under the necessity of contracting your loans?

Mr. S w in n e y . Why, that is very hard to say. It would just de
pend upon whether we have any business from national banks. I f  
the entire $8,000,000 would go out, you can see we would have to con
tract our loans very largely.

Senator H itch co ck . What are the total country bank deposits in 
the other national banks of Kansas City?

Mr. S w in n e y . $32,000,000; that is the total.
Senator N e l s o n . I s that in you r bank?
Mr. S w in n e y . N o ; that is the total of country national-bank de

posits in Kansas City.
Senator R eed . You say the country national banks. Now, what 

are the total deposits of all banks in Kansas City? Can you give 
that?

Mr. S w in n e y . What do you mean by that?
Senator R eed . The State banks and trust companies that deposit 

with the banks of Kansas City.
Mr. S w in n e y . I have not that.
Senator H itch co ck . N o w , assuming that your national banks in 

Kansas City would be required to turn over the full $32,000,000 of 
country bank deposits to the reserve bank of that district; where 
would that $32,000,000 come from?
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Mr. S w in n e y . It would have to come out of the eastern exchanges 
which we have, and the cash out of our vaults, and quite a reduction 
of loans.

Senator H itch co ck . What would the borrowers do when those 
loans were called?

Mr. S w in n e y . Well, the banks would either have to go to the 
regional bank and borrow or have them to pajr.

Senator H itc h c o c k . T o what extent do you estimate that would 
contract the loans in Kansas City ?

Mr. S w i n n e y . I have some figures that were made by our clearing
house manager, but I do not know that they are correct. lie  esti
mates that for the first GO days in Kansas City the loss of deposits 
would be SI 1,000,000.

Senator H itch co ck . Does he say anything about the contraction 
of loans ?

Mr. S w in n ey . N o ; he could not figure on that at all, because he 
was figuring on the amount of money that would have to be paid out.

Senator H itch co ck . N o w , assuming that the contraction of loans 
occurs not only in Kansas City, but in Omaha, St. Paul, Minneapolis, 
Cincinnati, and all the other 40 or 50 reserve cities of the country; 
what would be the effect on business of that in the aggregate?

Mr. S w in n e y . Just as I said in the beginning, Senator; I do not 
agree with Mr. Vanderlip. I think it would be a serious proposition 
to the country to have to withdraw from the business the amount of 
money that would be required. To a certain extent you eliminate the 
national banking system, which would make greatly against business, 
I believe. I do not believe that anybody cares to go and put him
self on record as having to borrow money right away to start this 
proposition, which would be done, unless you cut loans.

Senator H itch co ck . N o w , have you any recommendation to make 
as to any amendment to this bill so as to mitigate that possible con
traction ?

Mr. S w in n e y . Well, we hear that there is a pyramiding of de
posits, and that it finally gets into New York. I would suggest that 
banks in reserve cities be allowed to keep one-third of their reserve 
with central reserve cities, but in no central reserve city to exceed 2 
per cent. For instance, we have 18 per cent—G per cent in the vault,
6 per cent with the regional bank, 2 per cent in St. Louis, 2 per cent 
in Chicago, and 2 per cent in New York.

Senator H itch cock . And yet you said you would have no use for 
New York exchange, possibly.

Mr. S w in n e y . Under this other proposition is what I  spoke of.
Senator H itch cock . But it would be kept there simply for the 

purpose of not disturbing the banking business of the country unnec
essarily ?

Mr. Sw in n e y . Yes, sir.
Senator H itchcock . That would give relief to the central reserve 

cities, but it would not relieve the 48 or 49 reserve cities?
Mr. S w in n e y . Well, let the country banker do the same thing on 

exactly the same proposition. He could keep 4 per cent of his depos
its there, 4 per cent with the reserve agent, 4 with the regional bank, 
and 4 in his safe, which would be 12 per cent.
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Senator N elson . That would keep up the volume of reserves to 
some extent that we have now ?

Mr. S w in n e y . It cuts it down considerably.
Senator N elson . But it would perpetuate the system.
Mr. S w in n e y . Yes, sir.
Senator R eed. I f  I understand, now, Mr. Swinney, speaking about 

the immediate contraction, the first thing the banks of Kansas City 
would have to do would be to take an amount equal to 10 per cent 
o f their capital stock and transfer that to a regional bank which, let 
us say, is located in St. Louis------

Mr. S w in n e y . Which would be $875,000.
Senator R eed. From what bank?
Mr. S w in n e y . The national banks; the capital of the national 

banks.
Senator R eed. I f  the State banks and trust companies came in it 

would be a very much larger sum?
Mr. Sw in n e y . Yes, sir.
Senator R eed. N o w , that you would have to take out of your vaults 

or you would have to call loans in order to get it. Then the next 
proposition would be you would have to take an amount equal to 6 
per cent of your deposits, and that you would either have to take 
out of your vaults or withdraw from New York, St. Louis, or Chi
cago. And if you withdrew from them, of course, it would contract 
their currency to that extent and they would have to contract loans 
to get the money. Now, you have in these banks in Kansas City 
$38,000,000, did you say ?

Mr. S w in n e y . $32,000,000.
Senator R eed. $32,000,000 of country bank deposits, and that 

largely represents their reserves, does it not?
Mr. S w in n e y . Largely; yes.
Senator R eed. So that i f  those country banks were to be required 

to put up their reserve, not with you, but with the regional reserve 
bank, they would have to draw that money awaj  from  you ?

Mr. S w in n e y . Yes, sir.
Senator R eed. And the result would be that whatever amount was 

taken away in the aggregate would have to be deducted from the 
loans that are made by the Kansas City banks ?

Mr. S w in n e y . Or borrow from the regional bank.
Senator R eed. Or else they would have to discount at the regional 

bank. That would look like a very radical contraction if it were 
put into effect at once.

Mr. S w in n e y . Yes, sir; it certainly would, and it would cause 
quite an upheaval in the credits of the country in my opinion.

Senator R eed. N ow , i f  this system were put into effect gradually, 
and you were required to put in only, say, 2 per cent o f your capital 
at first, adding 2 per cent o f your deposits and the amounts there
after to be gradually increased, that would at least give more time 
for readjustment?

Mr. Sw in n e y . Oh, yes; the more gradual you could make it the 
better it would be.

Senator R eed. N o w , Mr. Swinney, I  want to ask you one other 
question, and that is one I asked Mr. Vanderlip and which he has not 
yet answered. What inducement or reason is there for a bank re
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maining a national bank after this bill is enacted, if it goes through 
in its present form ?

Mr. S w in n e y . None whatever, except to get credit—a place to use 
credit; that is all.

Senator R eed. That is, with the regional bank?
Mr. S w in n e y . Yes.
Senator R eed. But that is now opened by this bill to every bank 

and trust company in the country that has a certain amount of capital 
and which conforms to certain conditions.

Mr. S w in n e y . Oh, with the bill as it stands at the present time I 
am confident it would be to the interest of the banks to go into the 
State system.

Senator R eed. T o go into the State system?
Mr. S w in n e y . Yes; because they could get so many more privi

leges.
Senator R eed. Can you suggest to us any improvement that might 

be made to this bill which would keep the national banks in the 
national banking system?

Mr. S w in n e y . Well, just as I have said, this reserve proposition, 
to a country bank, of which I am one, is one of the main points of 
the contention with us, and one which would come nearer driving 
them out of the system than anything else. That is the way they 
feel about it.

Senator R eed. Well, if we modify that, still the advantage would 
be with the State bank and trust company, because they have a wider 
range of business, and of course if we modified as to one we prob
ably would as to all. What is there in the way of an advantage 
which could be given justly to a national bank in order to have it 
maintain its charter and continue as a national bank? Do you think 
of anything that could be done? He used to have an advantage on 
the matter of currency.

Mr. S w i n n e y . At one time he had that advantage.
Senator R eed. What is there left, and what can be done ?
Mr. S w in n e y . Nothing except that the only advantage they would 

have is that there had always been just a little sentiment in favor of 
a national bank, considering it, you might say, as a Government 
institution, especially in a new country.

Senator H itch co ck . What is the total of capital of national banks 
in Kansas City?

Mr. S w in n e y . $8,750,000.
Senator H itch co ck . Suppose a subtreasury were located in Kan

sas City, with the provision that the national banks there might 
procure currency at any time at a reasonable rate of interest from the 
Government, to the extent of 75 per cent of their capital, which, in 
that case, would be something like $6,000,000, would it not?

Mr. S w in n e y . Yes, sir.
Senator H itch co ck . Possibly a little more. Would that facility 

afford to the banks of Kansas City a means, in seasons of extra de
mand, for something to accommodate their customers?

Mr. S w in n e y . You open up there a very wide subject, Senator. 
I have not time to take the matter up, but it is only in one season of 
the year when we need credit, and that is only for about six or eight 
weeks in the fall of the year, and a clearing-house proposition
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whereby they could join together and get currency, in my opinion, 
is as good as anything we could have. Take, for instance, in 1907 
when we banded together in Kansas City, as they did in other places. 
We issued, against the law there, I might say, a currency, and in 
two weeks that currency was going as good as a national-bank bill. 
There was no question raised about it. Senator Reed will tell you 
the same thing. It passed there, and we had occasion to make up a 
pay roll for the Sante Fe Railroad of $100,000, and we used $50,000 
of that and sent it out into Kansas, and it went right straight 
through.

Senator B ristow . It circulated all over the State ?
Mr. S w in n e y . Yes, sir.
Senator I I itcticock . We had the same experience in Omaha, but 

there seems to be an objection that I can hardly appreciate, which is 
made by some bank, to being compelled to show their hands to each 
other in forming a currency association to guarantee others’ obliga
tions.

Mr. S w in n e y . There is nothing in it, I think. It is simply a sup
position. We might take the same thing right here on this money 
that the Treasury is putting out now. You might say the banks did 
not care to show their hands. We met in Kansas City and agreed 
what each one would ask for, submitted our collateral one to the 
other, and it never caused any trouble. Nobody thought anything 
about it. I f  they would get that proposition to working, there would 
not be any question about it.

Senator H itciico ck . That is the Vreeland-Aldrich Act?
Mr. S w in n e y . Partly; only partly.
Senator H itch co ck . Under that Vreeland-Aldrich Act banks in 

any community or neighborhood having an aggregate of $5,000,000 
of capital, and numbering 10, can form a currency association, guar
antee each other’s paper and secure this additional bank note circula
tion.

Senator R eed. These were not bank notes; they got Government 
money.

Senator H itch co ck . That was a direct loan of the fund of the 
Treasury, and the Treasury might or might not have a balance to its 
credit. I am talking about a permanent arrangement for procur
ing, direct from the Treasury, from the United States, notes, which 
this bill provides shall be furnished to the banks through the ma
chinery of regional banks. I am wiping out the regional banks, 
and suggesting to you an arrangement whereby the Treasury can 
furnish this currency direct to the individual national banks in, say, 
50 cities of the United States where subtreasuries might be located.

Mr. S w in n e y . Well, if such a thing could be worked, Senator, 
1 think, as I say, I would believe it a good proposition. But we could 
never work it. I do not think you could work it here in Washington.

Senator H itch co ck . Will you explain why?
Mr. S w in n e y . I do not think you could ever get a proposition of 

that kind through here.
Senator H itch co ck . I am assuming that it would go through.
Mr. S w in n e y . Assuming it could go through, as I said in the be

ginning, the main thing we are after is to try to get an elastic cur
rency, or a currency that we can use a few months in the year, and
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a proposition of that kind, to my mind, if it could be put through, 
would be as good as you could ask for.

Senator H itch co ck . It is only a few months in the year when your 
banks would borrow that currency, and that particular season is in 
the fall?

Mr. S w in n e y . Yes.
Senator H itch co ck . In New Orleans it would be another season, 

and in the San Francisco region it might be another, so that in the 
aggregate the Government would not be advancing at any particular 
time a very tremendous sum of money, but the currency would be 
elastic in the neighborhood where it was called for. At the end of 
the particular period the banks would take up their securities, pay 
back, either in gold or United States notes, and you would pay the 
interest, and that would end the transaction. Do you think that 
would work?

Mr. S w in n e y . It would suit me exactly.
I have only a few moments, gentlemen, and there are just one or 

two other things I desire to call to your attention.
I am going to suggest a change, on page 40, in regard to bank 

examinations. It says:
The Comptroller of the Currency shall so arrange the duties of national-bank 

examiners that 110 two successive examinations of any association shall be made 
by the same examiner.

That is different from our present form, and really 1 do not think 
it is a good proposition. I believe a man who examines a bank once 
and then comes to examine it again in six months is much more 
capable of doing it than if he had never been in the bank before. He 
becomes familiar with the credits and workings of the bank.

I go now to page 41, beginning at line 14, where it says:
The Federal reserve board shall, as often as it deems best, and in any case 

not loss frequently than four times each year, order an examination of national 
banking associations in reserve cities.

With our clearing-house examinations which we have in Kansas 
City, and which they have in other places, I think that is out of 
reason. Two examinations are ample, and the comptroller can have 
as many more as he wishes. That is the law now.

Here is another proposition in regard to the Federal board. We 
all talk about the power of the board, but here is one place where 
they should be given discretion which they are not given. It says:

The Federal reserve board shall, at least once each year, order an examina
tion of each Federal reserve bank, and upon joint application of 10 member 
banks the Federal reserve board shall order a special examination and report of 
the condition of any Federal reserve bank.

Now, if you take 10 banks in the country and they should get to a 
place where they did not like something a regional bank had done, 
they could make that application and the Federal reserve board 
would have to make the examination. Why not use the word “ may ” 
instead of “ shall ” ?

Senator R e e d . Y ou  think a few fellows m ight be disgruntled and 
make an unnecessary disturbance?

Mr. S w in n e y . Ten men could make a request for an examination 
of a Federal bank, and then in three or four weeks make another
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request, and keep on examining that bank right along. The Federal 
board does not seem to have any discretion whatever there. By 
changing that word from “ shall ” to “ may,” I think you would 
cover that point.

Senator R e ed . On what page is that ?
Mr. S w i n n e y . On page 41.
Senator S i ia f r o t h . Will you read the language of it again?
Mr. S w t n n e y  (reading) :
The Federal reserve board shall at least once each year order an examination 

of each Federal reserve bank, and upon joint application of 10 member banks 
the Federal reserve board shall order a special examination and report of the 
condition of any Federal reserve bank.

Senator N e l s o n . It is peremptory; therp is no doubt about that.
Senator S iia f r o t h . The only thing is if 10 large banks want an  

examination, why is it not proper that it should be done, and that 
it should not be left discretionary?

Senator N e l s o n . It says 10 banks; it does not say 10 large banks.
Senator S h a f r o t h . Or 10 small banks.
Mr. S w i n n e y . I f  they were doing it to annoy a bank, it strikes 

ire the Federal reserve board ought to be given discretion as to 
whether they should order an examination or not.

Senator N e l s o n . It would depend upon what the application pre
sented. I f it presented facts that would warrant the board to go 
ahead and make an examination, they would undoubtedly make it, 
and if the application was simply a matter of pure cussedness they 
ought not to be compelled to make the examination. I think Mr. 
Swinney is right on that subject.

Senator I I e e d . At least that ought to be limited in some way.
Mr. S w i n n e y . That is all I have to suggest, Mr. Chairman, and 

I thank you for giving me the privilege of appearing before you.
The C h a i r m a n . We are much obliged to you for coming before us, 

Mr. Swinney.

STATEMENT 0E FRANK A. VANDERLIP— Continued.

Senator B r is t o w . Mr. Vanderlip, I  understood you to say that you 
believed national banks ought to be permitted to establish branches. 
You limited it to the cities where they were located, but I inferred 
that in your judgment you thought that limitation was not really 
necessary, but probably you thought you could not get more than 
that because of the prejudice against it. Do you believe there ought 
to be such a limitation?

Mr. V a n d e r l ip . I would not use the word “ ought.” There is no 
inherent right of a national bank to have branches. I think it would 
be desirable for the bank to have branches in the city in which it is 
located, and desirable not altogether fro'n the bank’s point of view, 
but desirable from the point of vieAv of the citizens of the city, from 
the point of view of properly conducting the bank’s business, and 
of giving to all the citizens of a large city the facilities of a large 
bank.

In regard to branches elsewhere than in the city where the bank is 
located I think, from the bank’s point of view, the weight of evi
dence would be that it would react in its favor if it had a right to
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have branches anywhere. I think there are some factors of weakness 
on the side of a bank having branches, but on the whole I think 
many large banks would welcome the opportunity to have branches. 
I  do not regard it as their right.

Senator B ristow . That would reduce the number of national 
banks, would it not?

Mr. V a n d e r l ip . I should think it would very much reduce the 
number of fly-by-night private banking institutions in a city like 
New York, where we have banks started that get the money of 
rather ignorant depositors and frequently fail to pay it back.

Senator B ristow . Why would it reduce that kind of banking es
pecially ?

Mr. V a n d e r l ip . Because it would bring the branch of a well- 
known bank in competition with a little private bank, or with a 
little State bank, or even with a small national bank, and it would 
give the strength of a great institution to that branch, just as much 
as to the parent bank.

Senator B ristow . Do not your State laws protect the people from 
these spurious banks?

M r. V a n d e r l ip . N o, s ir ; they do not protect the people from  a 
private bank.

Senator N e l s o n . You have private banks in New York?
Mr. V an d er ltp . There are a great manv private banks on the 

East Side of New York City.
Senator N e l s o n . Protected under your State law?
Mr. V a n d e r l ip . Yes, sir.
Senator N e l s o n . We have abolished them in Minnesota.
Senator B r is t o w . It would add to the power and strength of the 

large banks, would it not?
Mr. V a n d e r l ip . It would add to their size; I am not certain it 

would add to their power and strength. There is great strength in 
having all your resources under one roof.

Senator B r is t o w . Is not a big bank more powerful than a small 
one: does it not control vaster resources?

Mr. V a n d e r l ip . Yes; but a bank is not so very powerful, except 
to do the right thing, because, no matter how big you are. you are 
not powerful enough to make a bad loan.

Senator R eed . And make it into a good one.
Mr. V an d er ltp . You could make the loan, but you could not col

lect it.
Senator S iia f r o t t l  I have known banks to make loans to parties 

who would pay nobodv else but the bank. I have known of that 
frequently. Is that not a good influence, a good power to exercise?

Mr. V a n d e r l ip . The bank probably had collateral which made that 
necessary.

Senator S h a f r o t h . I have seen them do it without collateral.
Mr. V an d er ltp . They probably wanted to establish some connec

tions in the future. Of course, there was probably some hope of 
reward in it.

Senator B ristow . D o you think that the democratic system of 
banking that we now have—that is, where it is so widely diversified, 
where there are so many different individuals engaged in it, is it 
desirable or undesirable?
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Mr. V anderlip . The whole question of the respective merits of 
a general branch banking system, and the present democratic prin
ciple, is a clearly debatable one, with some excellent reasons on each 
side.

The branch system will tend to equalize rates. It will take the 
funds of a low-interest community into a high-interest community. 
It tends toward stability. It gives to a new community a sound 
bank. It gives to the managers of branches experience that would 
be valuable in a new community, where otherwise a bank might be 
organized by people without banking experience.

The Democratic principle gives a local interest in the bank, gives 
the management to people who thoroughly understand local condi
tions and local character, and keeps the money of the community in 
the community where it originates, which may be good for the par
ticular community, but is not, I would say, for the best good of the 
whole country if there is a surplus of funds there. Those, I think, 
are the chief arguments on each side.

Senator B ristow . Do you think it is desirable, especially in the 
banking business, that the bank should have the local friendship 
and good will of the people with whom it comes in daily contact in 
the management of its business ?

Mr. V anderlip . It is always desirable for a bank to have the 
friendship and good will of the community where it is doing busi
ness. It is not at all impossible for a branch of a great bank to 
have that friendship and good will if that branch has been conducted 
in a broad-minded way.

Senator B ristow . But it would rob that bank largely of the indi
viduality which it now has, would it not?

Mr. V anderlip . Undoubtedly. It makes it a part of that great 
bank.

Senator. B ristow . It would be more mechanical in its operations 
than it is now and have less personality in it?

Mr. V anderlip . I would say, perhaps, it would be less sentimental.
Senator B ristow . Do you not think it would take from a great 

many men the opportunity of initiative in the building up of a busi
ness of their own?

Mr. V anderlip . I do. I think there is a distinct advantage on 
the Democratic side in interesting the best men in the local commu
nity in the conduct of the bank. That, perhaps, is the great argu
ment for our present system as against the branch-bank system, and 
it is an argument of weight.

Senator B ristow . The branch banking system existing in Euro
pean countries will result in very large banks ?

Mr. V anderlip . There is one bank in England with GOO branches.
Senator B ristow . And how much in deposits ?
Mr. V anderlip . About $400,000,000. That is the London City 

and Midland, which is now the largest bank in the world.
Senator B ristow . And there are other banks that approach that 

bank ?
Mr. V anderlip . Yes, sir; both in England and on the Continent.
Senator B ristow . What are the deposits of your bank ?
Mr. V anderlip . Recently it has been running about $250,000,000 

gross and around $200,000,000 net.
Senator B ristow . Y ou have the largest bank in the United States?
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Mr. V a n d e r l ip . Yes, sir.
Senator B ristow . I f  the branch banking system that prevails in 

England prevailed here, it is fair to presume that your bank would 
be very much larger than it is now, would it not ?

Mr. V a n d e r l ip . I f  we had embraced the branch-bank idea, I  should 
say it is fair to presume it would be larger. You see, the banking 
resources of the country have grown very much more rapidly in per
centage outside of New York City than in New York City.

Senator B ristow . There is another matter that I am interested in 
having your views on, Mr. Vanderlip. I have observed that the gen
tlemen who have been before us so far—the bankers—are very tena
cious for commercial paper to be made a basis for currency, addi
tional currency that is issued, and rediscount, etc. It seemed to me 
that they have more interest in the enactment of legislation that pre
serves or maintains or promotes the branch of the business which is 
conducted in that way, by short-time loans. Now, we have got just 
so much currency and money. Most of you gentlemen seem to resent 
the idea of long-time paper, mortgages, or securities of that kind 
from being used in this way, which is a distinct advantage to the 
security. It makes it more desirable and therefore will have a tend
ency to lower the rate of interest. The more of the country’s re
sources or its money that is used in handling commercial paper, the 
smaller amount of it there ŵ ill be used in these investment loans, 
will there not?

Mr. V a n d e r l ip . Yes, sir.
Senator B ristow . England is pointed to principally as a model 

country by some people. Now, in a country like ours, where we are 
a producing Nation more than a commercial Nation, do you think it 
is to the best interests of the country as a whole to favor the com
mercial end of our affairs more than the productive part of our 
affairs?

Mr. V a n d e r l ip . No question that has been asked would permit me 
to make an answer that I am clearer about or that I feel more cer
tain that my answer will be right.

Any other conception than a conception that you say the bankers 
have generally given here, that commercial paper shouid be favored, 
is a misconception of the function of a bank. It is no part of the 
function of a bank holding deposits repayable on demand to use 
those deposits in any form that wTill tie them up in an unliquid shape. 
The test of a proper bank loan is the self-liquidating character of 
that loan within a reasonable period. I have already explained my 
view of a self-liquidating loan, and I think you are familiar with 
that. That is the test of sound banking. You can vary it to some 
extent by employing some of your capital in the purchase of real- 
estate mortgages, and, as I have said, the section that will permit a 
country bank to employ half of its capital in the purchase of such 
mortgages is not altogether sound, judged on a scientific basis, but I 
believe is not dangerous. A  city bank can use some of its funds in 
investing in corporate securities. They are better for the purpose of 
investment than some real-estate mortgages, not because they are 
more liquid—in that respect they are exactly the same as a real- 
estate mortgage—but because they have a larger market. But neither 
is the ideal investment for a bank.
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Banks are the great debtors of the country, not the creditors. You 
asked me what our deposits are, and my answer means that we have 
subject to demand between $200,000,000 and $250,000,000. We are 
the great debtor of this country. No institution in America owes so 
much money on demand as the National City Bank. Therefore the 
National City Bank must keep its investments in liquid form in 
order to meet that demand obligation. It is not because of any dis
crimination against the character of a real-estate mortgage that we 
do not take it, in so far as the safety of that mortgage goes. The 
discrimination comes entirely from the lack of liquidity, the fact that 
it can only be turned into money by selling it to somebody else; 
that it will not in course of manufacture or transportation or con
sumption or the distribution of goods in any form liquidate itself. 
That is the ideal loan, and when a bank gets away from that it is 
getting on dangerous ground. It can get away from that by putting 
some modest percentage of its capital into real-estate loans or by 
taking a note of a railroad corporation or some large industrial cor
poration, but any loan that will not liquidate itself is not ideal, and 
if  it is taken to a large extent is a dangerous element in the assets of 
a bank.

Senator B ristow . N o w , Mr. Vanderlip, I  can see the force of your 
argument, if the bank’s business is confined to these deposits due on 
demand. But, contrary to the law, as Senator Reed suggests, national 
banks have gone into the savings-bank business, and the money which 
is deposited in the savings department of these banks is used in the 
commercial business, and objection has been made here that to de
prive them of the savings-bank department would be unjust, and that 
the provisions of this bill would take out of the commercial business 
the deposits in the savings department of the national bank.

Mr. V anderlip . Y ou have raised a fair point there, and it is proper 
to take out of the commercial deposits deposits that are held on time 
and devote them to some other class of business. We have, of course, 
great savings banks in NewT York. Their loans are wholly of the 
type of business that I am describing as undesirable business for a 
bank.

Senator W eek s . For a commercial bank?
Mr. V anderlip . For a commercial bank; yes, sir. A  savings bank 

in New York never invests in commercial paper; it always invests 
in real-estate mortgages or the bonds of corporations.

Senator N elson . There is another thing, Senator Bristow. You 
seemed to make a distinction a while ago between what you call com
merce and trade and production. Now, we must not overlook the 
fact that commerce is the handmaid of production. The moment the 
farmer takes his wheat to the elevator and sells it and it is shipped 
that moment it enters the field of commerce, so that commerce is the 
necessary handmaid and appendage of production. It would not do 
a manufacturer any good to manufacture goods and leave them in 
the warehouse. He has got to put them into trade, so that production 
and commerce must go together, hand in hand.

Senator B ristow . I understand that, Senator, but in a country as 
vast as ours is, with undeveloped resources, it seems to me, with my 
limited experience and observation and study of the subject, that we 
can not shape our financial legislation after that of a country like 
England, whose business is commerce and very little production.
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We have, it seems to me, got to take that into consideration and 
give great weight and encouragement to that line of investments 
that will result in production. If you do not have production here 
you will not have commerce, because we are not situated as England 
is. And that is why I have, in the questions I have been asking, 
given more consideration lo the>e investment securities than others, 
because it seems to me, when the national banks, which are com
mercial banks, which are supposed to deal in commercial paper and 
credits that relate to commerce, are permitted to draw from the 
normal and natural resources which would go to the banks that 
handle this other kind of security, then you have got to give an 
opportunity for the national banks to invest in those securities, or 
you will discriminate against those securities. It is proposed here 
to permit trust companies and State banks, which can invest their 
funds in this other kind of securities, to become a part of this system. 
And they go into the commercial business. It seems to me that if 
we are going to merge all of these banks into this system so that 
they are all in commerce, then they ought to be permitted to go into 
the other line of investments, or you discriminate against the one 
and encourage the other. Do you think, Mr. Vanderlip, consider
ing this from the standpoint of commerce and the handling of com
mercial paper, that a trust company or savings bank ought to be per
mitted to become a member of it?

Mr. V an d er ltp . I think it is extremely desirable to have all banks 
doing a commercial business become members. I f  trust companies 
do a commercial business in addition to their trust business they 
should, if possible, be induced to become members. There is no 
reason why a savings bank should be a member.

Senator O ’G o r m a n . There is no likelihood of a State savings bank 
seeking membership?

Mr. V an d ek ltp . I should see no reason why they should, at all.
Senator O ’G o r m a n . D o you think it would be a wise policy to 

confer the benefits proposed in the new banking system upon the 
State banks and trust ■ companies which are denied the national 
banks ?

Mr. V a n d e r l ip . The corollary of that proposition is that national 
banks will surrender their charters and take out the more liberal 
State charters.

Senator O ’G o r m a n . What would you think of enlarging the pres
ent functions of the national banks in order to create some uniform
ity with respect to the functions of the two classes of banks that come 
in under this system?

Mr. V an d er ltp . I think that will be necessary if the national 
banking system is to be saved.

The C h a i r m a n . I would like to put in there at the end of Mr. 
Vanderlip’s remarks an abstract of the powers exercised by each of 
the State banks under the 48 States, which will give the committee 
access to the precise powers which they enjoy.

Senator O ’G o r m a n . Suppose we should enlarge the power of the 
national banks and yet not confer all the powers now enjoyed by 
State institutions in order to bring about this uniformity that I speak 
of, do you think it would be practicable to have the reserve board 
establish by resolution certain restrictions and limitations upon the 
powers now given State institutions under State law ?
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Mr. V anderlip . It would be perfectly practicable, but the nature 
o f those restrictions established by the board would determine 
whether or not the State banks joined the system. This particular 
matter should be covered by specific statute as completely as possible.

Senator O ’G o r m a n . I understand you would have to make it fairly 
attractive to the State banks.

Mr. V anderlip . I f  there were any practicable way of separating 
the functions of a commercial bank from those of a trust company, it 
would be desirable. I see no way in which you can do that. I  think 
there are pretty sound arguments why those functions should not 
be united in the same institutions—not determining reasons why they 
should not, but there are some reasons why the functions of a trust 
company and a commercial bank should not be united. You are, 
however, facing the problem of driving your national banks to sur
render their charters and take out State charters where those func
tions are united, and I am inclined to think you will have to liberal
ize the charter of the national banks to approximate the powers of 
the State bank or you will lose the national banks from the system.

Senator O ’G o r m a n . Other things being equal, what, in your judg
ment, is the advantage in having a national bank charter now instead 
of a State bank charter?

Mr. V anderlip . Do you mean now or under a provision of such a 
nature ?

Senator O ’G o r m a n . N ow  ; ignoring the pending bill.
Mr. V anderlip . There is some profit in taking out national-bank 

notes, and there is considerable profit in holding the deposits of other 
banks. There is some small sentimental reason in the confidence that 
the examination gives to a bank holding a national charter. Those 
are the principal reasons.

Senator O ’G o r m a n . Then, among other reasons, you think there
^ome prestige attached to the national charter ?
Mr. V anderlip . I think there is in a small place. I do not think 

there is in a great city like New York. There was formerly some 
profit for banks in Government deposits, and there is now a little, 
with the interest rate charged, but not much.

Senator N elson . There is one thing, if you will allow me, Sena
tor, to call your attention to, in this connection and that is while 
scientifically it may be proper enough, it may be the right thing, 
to separate a savings bank and a trust company from a commercial 
bank, it is utterly impossible in these small country towns, towns of
1,000 to 10,000 people. A  bank there, in order to be successful, and 
to accommodate the wants o f the people, must be prepared to do 
all kinds of that business—commercial business, savings business, and 
in some form a trust business—and a bank can not exist without doing 
it. There is not enough business in these towns to keep a bank alive 
doing just one kind of business. It has got to be done altogether. 
You realize that fact, do you not, Mr. Vanderlip?

Mr. V anderlip . Perfectly.
Senator O ’G o r m a n . Now, Mr. Vanderlip, what would you sug

gest, in your judgment, ought to be the modifications in the charter 
o f the national bank with respect to the increased functions that 
might be conferred on national banks?
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Mr. V anderlip . Senator Reed has already asked me that question, 
and I have suggested I would like to consider it carefully and com
municate promptly with the committee my views.

Senator O ’G o r m a n . I wTould be very glad to have you do it.
Mr. V anderlip . I will do that promptly, after having given it 

careful consideration.
Senator O ’G o r m a n . I think, in the same connection, if you will 

give your views as to what powers now enjoyed by State banks and 
not conferred on national banks might be curtailed without making 
this system unattractive to the State banks, it wTould be beneficial 
to the committee.

Mr. V anderlip . Yes; I thing I comprehend the point.
Senator O ’G o r m a n . Of course, the general idea is, as I have 

already suggested, that if these two systems of banks are to come in 
under this new system, we must, as far as possible, have uniform 
privileges and rights enjoyed by State as well as by national banks.

Mr. V anderlip . Yes.
Senator B ristow . We have asked a number of witnesses to prepare 

amendments to the bill which they would recommend and furnish 
them to us for our consideration when we take the bill up. Why 
would it not be well, in connection with these requests, for Mr. 
Vanderlip to submit a modified bill as he thinks it ought to be.

Senator O ’G o r m a n . I f  you will take the time to do it, it will aid 
the committee.

Mr. V anderlip . I know of nothing so important for me to do. I 
will do it with great pleasure.

Senator N elson . I want to suggest to you, Mr. Vanderlip, about the 
number of regional banks. I f  you do not have one, it seems to me 
if you have more than one it ought to be five; it ought to be one for 
each of the central reserve cities we now have, and one for New 
Orleans and one for San Francisco. That, it seems to me, ought to 
be the plan, if you have more than one. I think one is best, as you 
do, but it seems to me if you do not have one, then you ought to have 
that distribution.

Mr. V anderlip . It would be vastly better than VA.
Senator O ’G o r m a n . I did not get that last question of yours, Sen

ator Nelson.
Senator N elson . I said if you limited the number of national 

banks, reduced it from 12 to a minor number------
Senator O ’G orm an  (interposing). You mean regional banks?
Senator N elson . Regional banks. I think the reduction should 

be to five, and I put it on this ground: We have three central reserve 
cities, New York, Chicago, and St. Louis. They should undoubtedly 
be regional bank centers. Now, in addition to that, I think New 
Orleans ought to be one place and San Francisco, on the coast, the 
other. That is my notion about it.

Senator O ’G o r m a n . In your judgment, Mr. Vanderlip, would five 
regional banks, under the general features of this system, be pre
ferred to one national discounting reserve bank here in Washington, 
with branches throughout the country?

Mr. V anderlip . No; I would much prefer one.
Senator O ’G o r m a n . Why?
Mr. V anderlip . I think there are profound reasons.
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Senator O ’G o r m a n . Will you state them, if you have not already 
done so?

Mr. V anderlip . I have already gone into that pretty fully.
Senator O ’G o r m a n . Then I  will not ask you to state it again.
Senator B ristow . As I understand, I think, having your question 

in mind, Senator O’Gorman, Mr. Vanderlip suggested that one would 
be preferable, but he did not understand fully just the kind of Fed
eral reserve and discount bank that you suggested to one or two other 
witnesses. Senator O’Gorman suggested on another occasion, as 
I  remember it, that we have one Federal reserve and rediscount bank, 
supervised by this board.

Senator O ’G o r m a n . By a Government board, with a supervisory 
council for the bank.

Mr. V anderlip . That brings a new element into the matter. That 
makes the Government officials judges of the paper that is being 
rediscounted, and I would disapprove of that.

Senator B ristow . H ow  is that?
Mr. V anderlip . I say that brings a new element into the situation, 

that makes the Government officials judges of the paper that is to 
be rediscounted. In the system that is built up in this bill there 
is a board of nine men, three of whom are bankers, directly elected 
by bankers, and three of whom are business men, directly elected by 
bankers, to pass on the paper that the central reserve banks are to 
rediscount. That I regard as a very important feature, that you 
shall have bankers pass on this paper. I think there would be grave 
objections to having Governmental officials passing on the paper 
offered for rediscount. Those objections are on the ground of the 
training and the experience of the officials.

Senator B ristow . Well, I can see the force of that suggestion. 
But suppose these Government officials are bankers that managed the 
central banks; that it is their business to run that bank, and the 
branches are conducted by men who are bankers and whose business 
it is to pass upon the paper which they discount.

Senator O ’G o r m a n . And are familiar with the conditions of the 
several localities.

Senator B ristow . And must be familiar with the conditions. Do 
you not believe that if this board has the responsibility of the 
managing of the Federal reserve bank, and comes in relation with 
the banks of the country, with which it is doing business, that you 
will get better service out of them than if they are simply a board here 
supervising at a distance, which they necessarily would, the opera
tions of the 12 banks, and to whom complaints are made and con
troversies are taken up and discussed? They necessarily would not 
be familiar, as they should be, with the questions that will come 
before them.

Mr. V anderlip . Y ou will get better service out of your Federal 
reserve board; ves; but the total of service you get out of the Fed
eral reserve board and out of the board of the regional banks, as it 
is provided to elect them, by the bankers, six out of nine, at least, 
would be greater than the service you would get out of such a board 
as you suggest.

Senator B ristow . What part of the service ŵ hich these gentle
man would render would be more efficient, do you think—the duties 
that they would perform ? There would be, we will say, a branch at
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Kansas City, this Federal reserve and discount bank, and probably 
one at Wichita, Kans., and one at Omaha, where the reserve banks 
are now. The business of these men in charge of these Federal 
branches would be to accommodate the banks in the community, 
whether they were members or not.

Mr. V anderlip . Y ou have very well outlined the objections to 
the branch banking system in the earlier questions that you asked. 
Could you not apply those same objections to such a proposal as 
you now make?

Senator B r is t o w . N o ; it is not a banking institution, except it 
deals with banks and banks only, and it is there to help the banks 
when they need help upon their application.

Mr. V anderlip . And to be a judge of the credits of those banks 
and of the collateral they offer. I think a board selected from among 
bankers—made up of practical bankers in part—will render that 
service and will execute that judgment better than will a board of 
Government officials.

Senator B r is t o w . Even if those officials were the same bankers?
Mr. V a n d e r l t p .  Yes; even if the officials were the same bankers, 

because they will become dissociated from the active work. Of 
course, if they were the same bankers, certainly for a time they 
would probably perform the functions in the same way, but they 
would not be the same bankers. You can be pretty certain of that.

Senator N elson . Let me suggest what I think would be a solution 
to the matter suggested by Senator O’Gorman: Have one central 
reserve bank, under control of the Government boards, and have a 
discount committee; have provision made for a discount committee, 
consisting of nine, appointed in the same manner as these managers 
of the regional banks, and let that committee pass upon discounts, 
subject, as the regional banks are now, to the supervision of the cen
tral board. Could it not be solved in that way?

Mr. V anderlip . That seems a very sound and practical sugges
tion, to meet the particular point.

Senator O ’G o r m a n . What would be the difference in the judgment 
of those nine men, constituting the so-called discount committee, 
sitting here in Washington, and the judgment of seven men, consti
tuting the officers of the Federal reserve board?

Mr. V anderlip . I do not think you have understood the sugges
tion as I understood it at least. The suggestion is that this discount 
committee is composed of bankers, elected by bankers, but its func
tion is only to pass on the question of credit, and the Federal board 
would be constituted as you suggest, and would be the power oper
ating the bank.

Senator N e l s o n . The discount committee would be constituted in 
the same number as the managers of the regional banks. That is, 
there would be three of the discount committee Government ap
pointees and six would be bank appointees.

Mr. V anderlip . And the duty of that discount committee would 
be to pass on the character of the collateral offered, and the Federal 
board would then take up the question of loans.

Senator B r is t o w . N o w , Mr. Vanderlip, I am going to be perfectly 
frank with you as you have been with the committee. What I am 
trying to get away from is the power which certain great dominating
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interests in this country have to veto security that I think is good 
but which interferes with their business and their interests, and I do 
not believe there would be any objection to a central bank in the 
United States if there was not a belief that I think well-grounded 
and wholly justified, with all due respect to your opinion, that there 
are certain interests in this country that do control credits and can 
veto a legitimate and proper loan* if that loan will interfere with 
their interests. I may be mistaken, but I believe that nine-tenths 
of those who are studying the question believe a central bank with 
branches, that would not interfere with the legitimate conduct of the 
banking business we have, but supplement and strengthen it, would 
be very desirable; and if it could be gotten away from any possibility 
of such control, so that no doubt can rest in the mind of one of sus
picious mind, I think we would all be for it.

Senator N elson . N o w , you see under this plan, Senator Bristow, 
of a central institution, the discount committee would pass on the 
quality of the paper, but whether the loan should be granted by the 
bank and currency issued, would be under the control of this general 
board.

Senator H itch co ck . Senator Bristow, let me ask you a question. 
In referring to the loans that you have in mind there, are you not 
forgetting that those loans are generally for the purpose of big enter
prises, and are in the form of a permanent advance on bonds, whereas 
the only paper that can be put up with the reserve bank, whether a 
regional bank or a central bank, is commercial paper which is liqui
dating ?

Senator B ristow . Yes; but you know I have very pronounced ob
jections to the plan that is outlined here in limiting the paper that is 
to be given advantages under this system to this commercial paper. 
I think that is unjust and discriminatory against other investments.

Senator H itch co ck . What I object to is the 90-day paper, which 
is specified in this bill.

Senator B ristow . Yes.
Senator H itch co ck . You feel and I  feel, as we both live in the 

West, that we have commercial paper out in our region which I 
might say is indigenous, which is characteristic of our region. It 
is much longer than 90 days. It is 4, 5, or 6 months paper------

Senator N elson (interposing). Or for a year.
Senator H itch co ck . Or it may be for a longer time. But it is to 

all intents and purposes commercial paper, by reason of the fact 
that it liquidates itself out of the transaction from which it arises— 
that is, paper which represents loans to men who have cattle and feed 
those cattle during the winter and market them in the spring, and 
the funds thus received liquidate the paper.

I think if the bill is so extended as to cover that class of paper it 
would be an improvement.

Senator B ristow . That would be a very great improvement. I 
admit that. I will not take up the matter of the subtreasuries, be
cause that is Senator Hitchcock’s special notion, and I think a very 
good one, and he can present that very much better than I can.

I am very much interested in the statements made by Mr. Fowler 
before the committee the other day, and the statement which he sug
gested, if it were practicable, would seem to me to be a very good 
one—that is, of leaving the banking situation just as it is, so far as
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the organization of the banks goes, and permitting a bank to issue 
currency.

Senator N elson . On its assets.
Senator B ristow . On its assets, when it is needed. And he illus

trated it, when being interrogated by Senator Nelson. His idea was 
in this way, that if a customer came to a bank and wanted to borrow 
$10,000, he gave his note for the $10,000. That was a loan which the 
bank was perfectly willing to make.

Senator N elson . A good loan.
Senator B ristow . A good loan. He wanted a part of it in cash 

and a part of it to leave subject to check. He took $5,000 in currency 
and left $5,000 subject to check, and he took a check book to check 
against his account, and the currency he took was the bank’s notes 
which, according to Mr. Fowler’s system, were secured by a 5 per 
cent deposit with the Government—a lien on the assets of the bank 
and on its assets, the capital stock and so forth, and which he pro
nounced would be perfectly good. This 5 per cent fund that was 
collected was to be a guaranty fund against these notes collected in 
the Treasury, and his idea was that only so much currency would be 
used as the commerce of the country demanded, and that it would be 
automatic—if a man wanted currency he could get it. What would 
you think of a system like that ?

Mr. V anderlip . The last proposition is so perfectly true that I 
wish you could all recognize it, that there would be only so much 
currency used as is wanted. I have referred to it a number of times, 
and I just want to emphasize that point. The most important thing 
that we need, however, the thing I referred to when T began this 
examination yesterday, is the mobilization of the reserves. Such a 
plan as you outline there makes no reference to it. The next thing 
is the elasticity of currency—an important thing, but not so impor
tant as mobility of reserves—the amassing of reserves in a single 
reservoir. That is what you must get in some form into a bill if it 
is to be correct. That expression makes me think that I heard my
self severely criticized in the Senate during recess for having said 
in an interview that you must do this or that. Of course you know 
when I say you must do a thing, I mean you must do it to make the 
bill harmonize with what mv views are of correct legislation. I do 
not sit here or talk to newspaper reporters, and say that the Senate of 
the United States must do this or that. I have a little sense left, and 
certainly enough to guard me from such a foolish position.

Senator B ristow . I was interested in the suggestion you made 
yesterday, which conveyed the idea to me that we ought to reduce 
the amount of national-bank notes that are now out, if this system is 
adopted, because any additional notes would make too much currency.

Mr. V anderlip . We certainly have currency enough for a normal 
period. It is only in the exigencies of a crop-moving period that 
we need any more currency. Unless you will reduce the bank-note 
currency we now have, you will not be able to provide true and com
plete elasticity by means of your new note issue.

Senator B ristow . Y ou think the new note issue would not be taken 
out?

Mr. V anderlip . Yes: it would not be taken out, except for the 
peak of the load, except for that season where an excess is needed.
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Senator B r istow . What harm comes—you say you would take it 
out for the peak and drop it after the work it does is ended. What 
harm is there in stopping there?

Mr. V anderlip . One of the harms is that these several reserve 
banks ought to have the earnings that would come from such ability 
to issue currency. Another of the harms is, I am inclined to believe, 
that we have a redundant currency at certain seasons. You might 
challenge me to prove that, and I might have some difficulty in 
proving it. Certainly if there is a variation of $200,000,000 to 
$300,000,000 in our notes, then we are either redundant at one season 
or very scant at another. Now, we are going through the crop- 
moving season without any strain whatever for currency. Appar
ently we have ample currency to go through this crop-moving sea
son. We have had some addition to it by the deposits which the 
Secretary of the Treasury has made, but if we had currency enough 
to conduct business at this season of the year, we have altogether too 
much currency to conduct business next March. We can not get 
away from that. There is where the harm comes. That is where you 
would fail to get true elasticity unless you took away some notes and 
made room for new notes.

Senator H itciico ck . I f  the currency is redundant next month, will 
not the inevitable result be the exportation o f gold ?

Mr. V anderlip . That is certainly the tendency.
Senator H itch cock . Will not that relieve the situation?
Mr. V anderlip . It will relieve it; yes.
Senator H itch co ck . And will not that gold come back to us again, 

when the stress on the currency is there?
Mr. V anderlip . Yes; except that it does not flow with perfect 

freedom. There is harm done to the trade in the exporting and im
porting movement. It would be so much better for trade to have 
you retire the notes than to have a movement of the gold, and then 
have the difficult conditions which attend the bringing of that gold 
back. We can issue a bank note very easily; we can not always im
port gold easily. We can retire that note very easily, and it is ex
pensive to export gold. Expansion and contraction should be pro
vided for in the notes, and not in the expansion and contraction of 
the volume of gold.

Senator H itch co ck . With the volume of currency depending 
wholly on the commercial paper, what would guarantee that against 
inflation ?

Mr. V anderlip . The guaranty of redemption, the fact that the 
note does not count in reserves, but will be turned in for redemption 
by the bank as soon as it comes in and the certainty that there is a 
no more fixed thing, no quantity that you can influence less by your 
legislative acts than the amount of money people will carry in their 
pockets. You might start with that as a fixed thing, but you really 
haven’t anything to do with it.

Senator H itch co ck . Y ou have already stated to the committee 
these notes will be accepted by 17,000 State banks as reserves.

Mr. V anderlip . There is one of the troubles and weaknesses which 
I  have no suggestion for removing, unless you can bring State banks 
into the system.

Senator H itch co ck . Some even advocate making them available 
for national banks as reserves.
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Mr. V anderlip . I can not agree with that view.
Senator I I itciico ck . And is there not some danger, in a currency 

based on commercial paper, that at certain times the country will 
become very venturesome and the demands for loans extensive?

Mr. V anderlip . It is not money in the hands of the people that 
makes the country more venturesome; it is the ability to obtain credit. 
I f  this bill were drawn so as to be dangerous on the side of the ex
pansion of credit, then I would say, u Beware.” Now, it is so drawn 
that there can be a great expansion of credit, but I do not believe it 
will be too great, because I do not believe the bankers will permit 
this power to be unwisely exercised any more than at the present 
moment. The national banks have 60 or 70 millions in excess re
serves, but they do not loan because they have that excess reserve.

Senator H it c h c o c k . Is it a matter of caution, of timidity, that 
now restrains the bank, often, from loaning money when there is 
quite an urgent demand? And if you take away that timidity, by 
giving a bank a resort it can go to with commercial paper, won’t 
you remove the restraint and throw down the bars and permit a 
bank to lend money to borrowers to whom it would not lend if watch
ing its reserves?

Mr. V anderlip . Undoubtedly a bank will feel freer if it has a cen
tral reserve bank to go to to rediscount than it does now. You have 
to depend on the good judgment and conservativeness of that banker. 
I f  he feels he can rediscount any time, anything he has, and he is a 
reckless man, he will loan too much. But you will have as a governor 
the power of control of your regional reserve bank board, and of the 
Federal board. That is why 1 said that there is not an authority 
given to this Federal reserve board which it ought not to have. My 
objection is to the constitution of the board and not to the authority. 
I f  the bankers in a locality are getting reckless, if they are loaning 
more because they can rediscount than is wise for them to loan, 
there ought to be some authority higher up which can put a restraint 
on them.

Senator H itch co ck . Would you have it in the reserve bank?
Mr. V anderlip . It will be in the reserve bank, and I would have it 

all the way up. I can well imagine, with as many as 12 reserve 
banks, you might find one with the territory represented getting less 
conservative than it should be and you might need a power higher 
up to control that.

Senator H it c h c o c k . D o you think there ought to be embedded in 
this law any guaranty to the individual bank that it can get dis
counts to any given limit?

Mr. V anderlip . It is impracticable. You have got to leave that 
discretionary.

Senator H itch co ck . Y ou would allow, then, the Federal reserve 
bank the full discretionary power to say to one man from a certain 
town, “ We won’t discount any of your paper,” and to another man 
across the street, 44 We will discount half of your portfolio.”

Mr. V anderlip . Y ou have got to leave that power to the reserve 
board, I think. You may say it will treat one banker unfairly. On 
the other hand, you might say if a bank knows, under any conditions, 
it can get rediscounts, it will act unwisely. Of the two, I will take 
the chance of unfairness, because I do not believe there will be any 
unfairness. I am a great believer in the fairness and honesty of
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people in general, and certainly the fairness of people in responsible 
positions.

Senator H itch co ck . I want to give you an illustration of the un
fairness of persons holding a responsible position. I suppose the char
acter of the men that run the railroads of the country is as high as the 
men who run the banks of the country, and yet one o f the most out
rageous discriminations grew up in the railroad world, in which the 
States and Congress had to take a hand. They were saying to one 
shipper, “ We will charge you one rate,” and to another shipper, 
“ We will charge you another rate.” They would say to one pas
senger, 46 You pay full rates,” and to another passenger, “ You go 
free.” The law had to step in for the protection of the men and 
compel equal treatment. So should not the law step in and say to 
these banks that they shall give equal treatment?

Mr. V anderlip . Y ou have provided for the law to step in by cre
ating this Federal reserve board. Of course, back of the law that 
you speak of, there first had really to grow up a new body of ethics* 
They were new problems. We had gone on a great many years sup
posing when we sold wholesale we sold cheaper, and men’s minds 
did not grasp the ethics of that situation, and that is one of the 
troubles to-day. We have developed industry and we have gotten 
many new elements in our social system. We are developing new 
ethics, and that is part of this radicalism we are talking about. We 
are developing a new code of ethics that did not exist before our 
time, and we ought to have patience with one another about that.

Senator H itch co ck . Do you think any injury would come if 
the law provided that the reserve bank should rediscount the notes 
of a bank in any community to an extent, say, of its capital stock, 
providing the notes were good?

Mr. V anderlip . Eight there—providing the notes are good. Who 
is to be the judge?

Senator H itch co ck . I will say, without that provision, discount 
the notes.

Mr. V anderlip . I would certainly think a loan under compulsion, 
where you could not scan the credit, would be an impossible thing.

Senator H itch co ck . These banks are all under constant inspection, 
and the law provides an inspection of these regional reserve banks.

Mr. V anderlip . Nevertheless, you can not trust to inspection. 
Anybody who ran a bank recklessly might get bad paper in its port
folio, which could be offered for rediscount.

Senator R eed. Would not that leave a bank in dire straits, in this 
sort of condition: It could take, say, $100,000 of its absolutely worth
less paper and bring it up to the Federal reserve bank, and compel 
the Federal reserve board to cash that absolutely worthless paper, 
where the bank itself was tottering to its fall?

Mr. V anderlip . Oh, yes. There must be the right of discretion by 
the loaners of money.

Senator H itch co ck . In the first place, a bank has one tenth of 
capital already invested.

Mr. V anderlip . Yes.
Senator H itch co ck . It has its reserves impounded to the extent 

of nearly one-half. Can you conceive a condition under which it 
should not be assured of anything at all as the result of its joining 
the enterprise?
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Mr. V anderlip . Practically I  can not conceive that there would 
ever be a time a properly run bank would not be able to borrow. T 
think the reserve banks will be run with wisdom, discretion, and 
fairness and any bank will be able to rediscount. They must hold 
themselves in such a position so they will have the power to re
discount.

Senator H itciico ck . N o w , let me ask you this question, Mr. Van
derlip : Suppose the reserve bank rediscounts half of the portfolio of 
the bank. Say it discounts half a million dollars of its portfolio 
and it gives it that line of discount. A  bank across the street, of 
the same size, it gives one-tenth of the portfolio, worth $100,000. 
What advantage does this give to the favored bank? Is not it a 
very large advantage? Would not it result in enabling it to get 
control of the business?

Mr. V anderlip . It would be a great advantage for one bank to be 
able to discount half of its portfolio while the other was permitted 
to discount only one-tenth. There certainly would be just grounds 
for complaint. I f  the two institutions were on all fours, a complaint 
to the Federal board would certainly bring action, but I do not be
lieve any board of directors elected to the Federal reserve bank would 
discriminate in that way. They would be fair-minded men. That 
would be a rank, gross discrimination if the two banks were on all 
fours. Nevertheless, I think they ought to have the power to permit 
one bank to discount half its portfolio and another bank to be re
stricted to one-tenth if the other bank was being run in a way not 
to warrant the discount.

Senator H itch co ck . Then you would place no limit at all on the 
amount of discount that might be made for a single bank ?

Mr. V anderlip . No, sir.
Senator H itciico ck . Y ou would leave that discretionary with the 

board ?
Mr. V a n d e r l ip . I think it can well be left to the board.
Senator H itch co ck . What is the motive for that? What is the 

reason for having any limit to the amount of discount ?
Mr. V anderlip . I f  you want to have some limit, I would put that 

on for fear there might be inflation. That would be the motive. I 
would limit it to twice the capital and surplus—something like that— 
which would be a point that no bank ought to reach, and probably 
would not.

Senator H itch co ck . I am glad to hear you say so. I  think there 
ought to be some limit.

Mr. V anderlip . I think it would be a desirable thing to put a 
iimit that was large enough.

Senator R eed. Put a limit on the extent of credit, but not upon 
the right to refuse to grant the credit?

Mr. V anderlip . No; I should leave the right to refuse with the 
board.

Senator R eed. That is what I  say.
Senator O ’G o r m a n . Y ou would feel satisfied that if  the power of 

the officer of the reserve bank was improperly used that the Federal 
reserve board, on appeal, would correct the injustice?

Mr. V anderlip . Yes, sir.
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Senator O ’G o r m a n . And perhaps remove the offending officer o f 
the regional bank?

Mr. V anderlip . I should think it would be very proper.
Senator P om erene . There has got to be a discretion lodged some

where.
Mr. V anderlip . I think so.
Senator O ’G o r m a n . I have only one question further to put to you, 

Mr. Vanderlip. Yesterday you said, I think, that the plan contained 
in this bill, to issue Government notes, is unscientific. I do not 
know whether you amplified that viewpoint or not. I f  you have noty 
I should be glad to hear from you further, why it is unscientific.

Mr. V anderlip . The note is really the obligation of the bank. It 
is secured by segregation of the bank’s assets, in the form of com
mercial paper. It ought to have almost the same relation to the bank 
that a deposit balance of the bank has. It is a demand obligation o f 
the bank. It is not a Government note; it does not pretend to be 
that, although it is issued and bears the name of the Government. 
Its whole security lies in the bank, in the segregated assets, in the 
reserve held against it, and in the superior lien which it has upon all 
the assets. I see no reason why the Government should have any re
lation to that note in the way of a guarantor. The Government will 
have an outstanding obligation with no gold cover back of it. Except 
for the 5 per cent redemption fund which the bank deposits, the only 
resource which the Government has is by turning to the bank, and 
the enforcement of the lien on its assets. And it seems to me entirely 
improper that the Government should be the maker of this note, or 
the guarantor of it. Indeed, I think it improper that it should re
ceive so-called interest for it, as all of the profits of this bank are to 
come in the hands of the Government eventually.

Senator O ’G o r m a n . It is not anticipated under the system planned 
that there will be a profit beyond 5 per cent. As Senator Owen has 
very properly phrased it on other occasions, it is really to be an 
eleemosynary institution, and there is to be no motive to earn any
thing beyond the guaranteed 5 or 6 per cent.

Mr. V anderlip . I can see no more reason for the Government to 
guarantee one of these liabilities of a bank, in the form of a note, 
than to guarantee a deposit. The note is fully guaranteed, I believe.

Senator O ’G o r m a n . In other words, you would not expect the 
Government, even under this plan, to take the risk?

Mr. V anderlip . No. I f  it is not safe I think the Government 
ought not to take a risk, and I think if it is safe it need not take the 
risk.

Senator O ’G o r m a n . And you feel if  it is safe, the person dealing 
with the regional bank, ought to be satisfied with it?

Mr. V anderlip . Certainly.
The C h a ir m a n . I think it my duty to remind the committee that 

only an hour and a half remains, and there are some gentlemen here 
from Iowa whom we promised to hear this afternoon.

Senator H itc h c o c k . There is one more question I would like to 
ask. I see under section 6 of this bill when a bank becomes insolvent 
and a receiver is appointed, the stock held by it shall be canceled and 
the balance, after deducting from the amount of its cash paid sub
scriptions all debts due by such insolvent bank, shall be paid to the 
receiver of the insolvent bank.
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Mr. V a n d e r l ip . That would seem to be a proper provision.
Senator H it c h c o c k . So that the bank would have some security— 

the reserve bank would have some security.
Mr. V a n d e r l ip . Yes; for a forced loan you speak of it would have 

to depend on the stock value and the security of whatever reserves 
are held.

Senator N e l s o n . And whatever the subscription will be.
Mr. V a n d e r l ip . And whatever the subscription will be also.
Senator H it c h c o c k . Now, I want to ask you whether you do not 

think it better for the reserve bank occasionally to suffer a possible 
loss, as a result of a certain commercial paper turning out to be de 
licient, than to leave the banks absolutely without any assuranc e that 
they will get relief even to the extent of their capital ?

Senator N e l s o n . Y ou mean the member banks?
Senator H it c h c o c k . The member banks.
Mr. V a n d e r l ip . It would probably be safe enough to say that the 

reserve bank shall loan to an amount equal to the stock subscription 
and the reserves which they hold. I do not consider it at all neces
sary. I do not believe any bank would be afraid it would receive no 
consideration at the hands of the board at the Federal reserve bank— 
that there would be such discrimination as you indicate there might 
possibly exist. I can not conceive that.

Senator H it c h c o c k . Y ou mentioned a moment ago m such a case 
the bank might appeal to the Federal board. But what chanco do 
you think there would be, after a bank had perhaps suffered a loss 
and it had gone to the reserve bank for relief, appealing to Wash
ington under those circumstances?

Mr. V a n d e r l ip . The appeal would be in the nature oi a post
mortem communication.

Senator H it c h c o c k . Not only that, but the very fact that the bank 
had been turned down at the reserve bank would intensify the fear 
in the community, and might result in greater loss.

Mr. V a n d e r l ip . It would not be turned down under those circum
stances if it had any proper collateral.

Senator H ic h c o c k . Why not say so in the act?
Mr. V a n d e r l ip . Because it might not have proper collateral, 

and if you leave it discretionary as to whether or not the collateral 
is proper, you leave the whole thing discretionary.

Senator H it c h c o c k . I do not know. I think, as I said formerly, 
you ought to specify the whole thing in the bill and leave as little 
as possible to the discretion of the officers.

Mr. V a n d e r l ip . May I be excused?
The C h a i r m a n . Yes; we are much obliged to you.
Mr. V a n d e r l ip . I th ank vou.
The C h a i r m a n . Judge French, we will be glad to hear you now. 

and we will be glad to have you state to the reporter your business 
and your point of view from which you speak.

STATEMENT OF NATHANIEL FRENCH, OF THE FIRM OF FRENCH 
& HECHT, MANUFACTURERS, DAVENPORT, IOWA.

Mr. F r e n c h . I reside at Davenport, Iowa; and I am a member of 
the firm of French & Hecht, which is engaged in manufacturing.

I am here as a business man who, unfortunately, at times has to 
borrow. For that reason, in common with all the business men of
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the country, I am very much interested in having a banking system 
which will be both safe and yet able to accommodate the solvent 
business men of the country when increased business needs compel 
them or make it desirable for them to borrow money from the banks.

My experience from 1803 to 189G was that our present system at 
that time—owing largely to the uncertainty in regard to the standard 
of value, and also to its inelasticity and the rigidity of reserves— 
did not take care of the business man. In 1907 I had the same ex
perience. While not a personal sufferer, I saw a great many business 
men suffer who had ample means, plentj  ̂ of collateral, and yet could 
not obtain currency from the banks.

The business men of the country sincerely hope that Congress will 
succeed in passing some law which will make our currency elastic 
and which will mobilize our reserves. We are of the opinion that, 
as a practical proposition, we have about the worst banking and 
currency law that was ever enacted in any country. We have heard 
of the Bank of England, which is cursed with an inelastic currency, 
but which mobilizes its reserves in such a wonderful manner that the 
business man in that country can get accommodations if he is solvent 
and has good collateral, even in times of financial stress. In Ger
many there is not only the mobilization of reserves, but there is 
elasticity to the currency. In France there is the greatest elasticity 
and also mobilization. In this country alone we have neither mobili
zation nor elasticity. This looks wrong to us business men, and we 
hope you will bring about better conditions.

Now, as regards this bill, I want to look at it from a plain, busi
ness standpoint. I think that if you enact the bill, even as it stands 
now, it will create a great reform; you will have gone a long way in 
the right direction. But I do not think the bill as it stands now 
could easily be put into successful operation. It would be difficult 
to get all the national banks, particularly the country banks, to go 
into it. Many of the State banks, perhaps nearly all of them, would 
refuse to go into it.

It does not do much good to enact an admirable law if you can not 
put it into working operation, and you gentlemen are confronted 
with the problem of how to make this law acceptable to the national 
banks and also to the State banks which do commercial business. 
As a business man I have had occasion to talk with my fellow busi
ness men on this subject and have been impressed by certain objec
tions which seemed to be prominent in the minds of all of them.

One objection is that they are afraid that through the power of 
the administration or the President to appoint the Federal reserve 
board—the dominant authority over the whole system—it may pos
sibly drift into politics. They do not think it will, but they are 
afraid it might. And they also think that the banks which furnish 
the capital and the deposits to a large extent should have something 
to do with this board of control which will really manage the whole 
system. Now, I for one—and I think I represent the average busi
ness man—would not be willing to have the banks have control of 
the system. We do not believe the bankers are any better or any 
worse than men generally, but we believe it would be entrusting too 
much power to people whose sole business is to make money.

For that reason we should like to see the Government control it, 
but we naturally want it kept out of politics. We should not like to
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see the President have the power to appoint the entire board of con
trol during his administration. The provision in the bill that no 
more than two or three, whichever it is, shall belong to one political 
party is excellent so far as it goes, but the bill would be greatly im
proved if you provided that two or three of those members should be 
chosen by the banks; not directly chosen by a vote, but by making 
out a list of men experienced in banking, not at the time actively con
nected with any bank or who would sever their banking connections, 
and having the President choose from this list of names.

Senator O ’G o r m a n . D o you not think the President will select 
competent and probably experienced men for the board?

Mr. F r e n c h . I think the President will. The present President I 
am sure w ill; I am not sure that every President always will. I think 
there is a good deal of scare that is not warranted, perhaps, but still 
it is there, and a great many people feel it. I know some people have 
named a certain ex-President and said they would be afraid of him. 
I would not be, but a great many are.

And then I think, as a measure of justice, it is only fair that if you 
tell the banks they must put into the new bank a portion of their 
capital and deposits—and T think you have a right to do it as a mat
ter of law------

Senator N elson (interposing). You mean their reserves?
Mr. F r e n c h . Yes; if they must put in their reserves as well as a 

certain portion of their capital, they will have the natural feeling, 
and I think the business men of the country agree with them, that 
they ought to have something to say as to the make up of the board 
of control which will dominate the whole system. I f  we want to get 
the banks to enter the new system, we must make it acceptable to 
them. By not giving any representation to the banks on the board 
of control, we prevent the bill from being acceptable to the banks 
and also to many people (whether interested in banks or not) who 
fear that some President at some future time might misuse his power 
to control the board. This fear may have little basis, but exists in 
the minds of many.

Senator O ’G o r m a n . D o I understand you to say there might be a 
President who would remain forever?

Mr. F r e n c h . No; who would like to remain forever.
The next objection to the act is in regard to the constitution of the 

directors of the regional banks. The banks select six of the nine. 
This Federal board of control, the dominating influence, selects three, 
one of whom has to be the agent of the Government and have certain 
large powers. Of the three selected by the banks, denominated direc
tors of class A, there is no provision for arbitrary removal. As to 
the three denominated directors of class B, who are to represent 
commercial and agricultural interests, there is a very general pro
vision that the board of control may remove them when they think 
they do not fairlv represent those interests. There is no provision 
for accusation or hearing or trial or anything. It is absolutely arbi
trary power.

So you see this board of control, on which the banks are not even 
to have a minority representation, can also control the regional bank 
through its arbitrary power of removal. You may say the board of 
control does not appoint the three in class B, but it has the power of 
removal, which is something a great deal more powerful than the
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power of appointment. Men, after they are appointed, sometimes 
become independent, but men who can be removed by the arbitrary 
action of some superior power are apt to be very subservient to that 
power.

Senator P om erene . D o you think the banks would elect somebody 
who could be subservient ?

Mr. F r e n c h . They select the names, and I think these men, when 
they found they were subject to decapitation at any moment if they 
did not comply with the wishes of the board of control, would be sub
servient at some time or other.

Senator O ’G o r m a n . Subservient to whom?
Mr. F r e n c h . The board of control.
Senator O ’G o r m a n . It is to be expected that that would be the 

dominating influence in this system. You must have a dominating 
influence. On the other hand, the members of the board of control 
would be under the influence of the power of the President, and the 
people should have confidence that the power would be wisely and 
judiciously exercised.

Senator S h a f r o t h . The power of the board would not likely be 
exercised. When they have not the power to reappoint------

Mr. F ren ch  (interposing). I know, but if they have the power o f 
removal I think those men would be very likely to comply with their 
wishes rather than be removed.

Senator S h a f r o t h . Not so much so as if they had the power o f 
reappointment.

Mr. F r e n c h . No; that would be an even greater power.
Now, another suggestion. The Federal board of control is to ap

point three members of that board. I think it would be sufficient 
to appoint one and let him be paid by the Government of the United 
States and be absolutely independent. He is the one who is to receive 
this collateral to secure the notes.

I am mentioning these things as things I have heard in common 
talk.

Now, as regards the country banks, from what little I  know about 
them, I should judge they feel that 5 per cent is altogether too small 
a return upon the capital which they invest in the bank; that they 
ought to get at least 6. Then there is .a strong feeling that they 
ought to get interest on their deposits. In these respects it is not 
made, I believe, sufficiently attractive to them.

Senator S h a f r o t h . Suppose they could borrow this amount which 
they put in—borrow it back at 2 per cent? Would not that be an 
inducement for them to go in, get 5 per cent on it, borrow it back,, 
and have that to loan out at 2 per cent?

Mr. F r e n c h . They do not figure in that way. I was talking to 
a gentleman the other day and he said he hoped the bill would be 
passed. I said, “ W ill you go into the new system?” He saidr 
“ No; we would be under certain disadvantages; we can get the 
benefit of the rediscounting feature through our correspondents with
out going in ourselves.”

Senator O ’G o r m a n . Suppose there should be a prohibition in the 
act preventing any bank from securing the benefits of the system 
through a correspondent. That particular bank, then, I  suppose, 
would go into the system?
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Mr. F r e n c h . I think likely. I think perhaps such a provision 
might become necessary.

Senator I I it c iic o c k . You can not make it work. I f  this imaginary 
country bank comes to a city bank for a rediscount, the city bank can 
rediscount for it, and then present other commercial paper with the 
regional bank, and accommodate its country depositor very easily.

Senator S h a f r o t ii . D o you think a national bank would under
take that if it were a penal offense?

Senator H i t c i i c o c k . It would not be a penal offense.
Senator S h a f r o t h . Y ou could make it a penal offense. Of course, 

it might be difficult to find it out.
Senator O ’G o r m a n . That would be altogether too drastic a pro

vision. We might have a provision that no national bank should 
attempt to rediscount accommodation paper of that character that 
it had received from a bank not in the system.

Mr. F r e n c h . Is not the real solution of the question to make it an 
advantage to the banks to go in?

Senator O ’G o r m a n . Surely.
Mr. F r e n c h . I very much fear that if the national banks find that 

after this law is passed they are at a disadvantage with the State 
banks they will drop their charters, become State banks, and then 
take advantage of the law by entering the system as a State bank. 
Well, from one point of view that may not be so objectionable, but 
the transition stage, I am afraid, would be bad for the business of 
the country; it would be unsettling.

There is another thing in the bill I wish to call your attention to, 
and that is this: You have a very wise provision that the reserve 
against deposits may be suspended on payment of a progressive tax. 
That is a very wise provision, but in the same paragraph you add, 
but you shall not suspend the reserve requirement as regards notes. 
Now, to an ordinary business man who does not pretend to be a 
banker, a reserve that you can not use is worse than useless. The 
only country in the world, so far as I know, that ever required a 
bank reserve and then prohibited its use, is this country. And it 
seems to me that reserve against the notes should be utilized when 
made necessary by some great'emergency.

In England, where they have not any currency to speak of at all, 
where the notes issued by the Bank of England are practically ware
house receipts for so much gold lying in the other division of the 
bank, with the exception of $90,000,000 which has been always out
standing and secured by the public debt—in that country when there 
is a great need for money, when, despite the admirable mobilization, 
they are near a state of panic, the Government says: “ We will sus
pend the provisions of the banking act and allow you to issue un
covered notes,” and it always stops the panic. In Germany they go 
on issuing notes, but pay a certain tax; as the reserve goes down the 
tax goes up. As regards the Bank of France, there is no limitation 
at all.

Senator H itc h c o c k . I think in France there is a limitation upon 
the amount of notes the bank can issue.

Mr. F r e n c h . There has been a limitation, but placed very much 
beyond its needs, and every time it has asked for a change that limit 
has been pushed further off. It is believed by all the banks, by the
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French people, and by every writer on the subject, that that limita
tion is a mere matter of form rather than of substance.

Senator H itch co ck . W h y  is it kept?
Mr. F r e n c h . I do not know why they have put it there.
Senator H itch co ck . Is it not just kept for emergencies?
Mr. F r e n c h . Why, whenever an emergency comes they change the 

limit.
Senator H itch co ck . But is it not kept as against an emergency, 

so they would have that margin to go upon ?
Mr. F r e n c h . No; I should not say so, because in ordinary times 

they would never issue anywhere near that limit.
Senator H itch co ck . That is true, but I understand the change 

has come that the growth of the Bank of France has never been met 
in an emergency. It is to accommodate the increasing business of the 
bank and add in part to the increased reserves which the bank holds.

Mr. F r e n c h . They have always put it ahead in times of prosperity 
and made it so much beyond the notes they were issuing that there 
could be added enough note issue to take care of the emergency.

Senator S h a f r o t h . Do I understand you to say the national banks 
are prohibited from using their reserves?

Mr. F r e n c h . Yes.
Senator S h af r o t h . I understand the law to be that they can use 

them and can cut into them to any extent, except that the comptroller 
can notify them to replace them in 30 days.

Mr. F r e n c h . I f  they obey the law they will never cut into the 
legal reserve. A  bank usually carries a bigger reserve than the 
legal reserve. The excess over the legal reserve, of course, they 
use to suit themselves. The legal reserve, if they obey the banking 
law, they have no right to cut into.

Senator H itch co ck . Don’t you mean that they can not continue 
loans after they get down to the legal limit; they can pay deposi
tors, but they can not continue loans.

Mr. F r e n c h . No; they can not make additional loans. They 
have to stop and make that good.

Senator H itch co ck . But they can continue paying depositors.
Mr. F r e n c h . They might continue paying depositors. I do not 

doubt that part of it; that is discharging a liability.
Senator H itch co ck . And they can continue to take deposits if 

they are in a solvent condition, but the reserve might be down to 
10 per cent.

Mr. F r e n c h . Oh, it can go still lower than that.
Senator H itch co ck . They could still pay depositors and con

tinue taking deposits.
Mr. F r e n c h . But for an institution performing the functions of 

a bank, one of which is to lend money, it seems to me that a reserve 
is utterly useless, as regards this function, if you are not allowed to 
use any part of it for that purpose.

Senator S h a f r o t h . But you still have the use of it in paying out 
to persons who demand it at the counter on their checks.

Mr. F r e n c h . Yes; but that alone would not stop a panic. The 
panic usually comes from the fact that solvent business men are 
unable to get- the money at banks to pay their current bills, whether 
it be for labor or for merchandise or for other things. The foreign 
systems stop the panic by loans to solvent business men.
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Senator S h a f r o t h . They can get it if they have it in the bank, but 
can not borrow it.

Mr. F r e n c h . They can get it until the bank closes its doors. The 
system is so bad that in 1907 the banks of the country had to go to 
work and devise some way outside of the law to issue money when 
they got down to their reserves. They issued what might be called 
clearing-house checks.

Senator S h af r o t h . What would you suggest as a remedy?
Mr. F r e n c h . Why, to loan the reserves.
Senator S h a f r o t ii. And put no limitation on it?
Mr. F r e n c h . It is under the control of the Federal board of 

control. They would fix the limitations. It would be well to in
crease the tax, as is done in Germany, when the reserve goes down, 
and as is required bv this bill with respect to the reserve for deposits.

While we are talking on this subject of loaning reserves I wish to 
be understood as expressing the opinion that this will often help to 
prevent panics, but not as saying that we will never have commer
cial crises and industrial depressions which grow out of the unwise 
actions of business men. We can prevent such a panic as occurred 
in 1907—through the breaking down of our banking system—by pro
visions for an elastic note isbiie, the mobilization of reserves, and their 
use in time of need.

There is another thing that occurred to me in reading this act. 
After reading it carefully I could not make out what became of these 
Federal reserve notes after they had been redeemed, either at the 
counter of the bank or at the Treasury of the United States. I 
asked a banker what he understood, and told him I would put a case. 
Suppose that bank A, a national bank in Davenport, Iowa, has called 
upon a regional bank to rediscount its paper to the extent of $100,- 
000, in order to get $100,000 of these new notes, saying, “ We have 
here for your inspection the collateral, 60-dav business paper.” 
The answer is, “ Yes; we believe that the conditions warrant the 
issuing of that much additional money; business demands require 
it. You shall have it. Here it is.”

That same day that bank A pays out $50,000 of that money to dif
ferent people who borrow it. On that same day some one who has 
come into possession of these notes takes $50,000 of them to the re
gional bank for redemption. The notes are redeemed. What be
comes of these notes? Are they to be canceled or is the bank to pay 
them out again?

Senator I I itciico ck . It is prohibited from paying them out under 
heavy penalty.

Mr. F r e n c h . No; another regional bank is prohibited from pay
ing out notes not its own. I am now asking you------

Senator N elson . Here is the point about it. I f  the notes come 
into the bank and are redeemed by the bank they can not go out 
again unless there is a demand for them and they are loaned out 
again. I f a regional bank redeems its notes in gold and retains the 
notes they can loan them out again upon proper security.

Mr. F ren c h . The collateral of $100,000 to secure the notes is still 
in existence, held by the bank, to secure $100,000 of notes, the issue 
of which was required by business needs. Some one who happened 
to want to send gold abroad has presented $50,000 of them at once.
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What I ask is whether it is necessary for the regional bank to make 
application to the board of control, perhaps the next morning, and 
say, k‘ The power which you gave us yesterday to issue $100,000 of 
these notes has become nugatory through force of circumstances as 
to $50,000; $50,000 of these notes have been redeemed by us. We 
hold collateral for $100,000 of these notes and wish to reissue the 
$50,000 of notes we have redeemed.

Senator S h af r o t h . But he has already got it, and he has loaned 
his money out that he got from the regional reserve bank, and no 
demand can be made upon it until the 60-day paper matures and then 
it comes in automatically.

Mr. F r e n c h . You understand, then, he would not be required to 
redeem that paper; that is, the member bank that has deposited it 
for collateral?

Senator S h af r o t h . Of course he would be required to pay his 
paper that he has hypothecated. There is a confusion as between 
the redemption feature of the notes and the credit system which he 
exercises by reason of going there and hypothecating his collateral. 
He may get new notes issued to him, or he may get notes that are 
in the bank already, consisting of these reserves or consisting of the 
capital stock. For that reason, it seems to me, when they are re
deemed and he gets his gold, the bank holds them there until there 
is some kind of demand for them, and when this 60-day paper ma
tures it also pays back, and consequently they have gotten into their 
hands, of course, a large amount of money, but they can give it out 
again if anybody presents paper.

Mr. F r e n c h . How are they going to hold them out? They may 
come into the regional reserve bank, exhausting its gold. How is 
that to get out again?

Senator H itch co ck . I  do not think there is any doubt of this 
proposition that if a note belonging to one regional bank goes to 
another, that other bank can either charge it to the Government of 
■the United States and send it to the Treasury, or it can send it to 
the regional reserve bank which issued it. I f  a note issued by a
regional reserve bank comes in it can be paid out again------

Mr. F ren ch  (interposing). By the same bank?
Senator H itch co ck . By the same bank; but it is not valid as a 

part of its reserves.
Mr. F r e n c h . I understand that, but whether it can be paid out by

the same bank------
Senator H itch cock  (interposing). Undoubtedly; the same bank

can either present it to the Government------
Mr. F r en c h  (interposing). What is the object, if I may ask the

Question, of the provision requiring one regional reserve bank to send 
or redemption the notes of another regional reserve bank, irrespec

tive of whether the collateral put up to secure the note is still there 
or not? The Federal board of control has decided that business re
quires the expansion of the currency by so much. By mere chance a 
large part of this money issued by one regional reserve bank drifts 
into another regional reserve bank. Now, that bank is required not 
to issue it, but it is sent off by train to the other bank. It becomes 
dead from that minute, notwithstanding the decision of the Federal 
board of control that that much increase of currency was needed and 
notwithstanding the collateral is up to secure it and notwithstanding
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the gold reserve is up. It seems to me they have provided for a lot 
o f unnecessary machinery.

Senator S h afr o th . It is done, no doubt, for the purpose of retir
ing this currency in some form and thereby getting over the exigency 
of its issue. I do not know that it is a wise provision.

Mr. F r e n c h . Let me suggest why it was done. That provision 
was taken from the rules governing the Suffolk bank, where they de
pended entirely upon constant redemption to keep the notes on a 
parity with gold. In this case we have a deposit of commercial paper 
and also a gold reserve. And when you say that when a regional 
reserve bank gets the note of another reserve bank it must withdraw 
it from circulation, you have then come into direct opposition to 
the decision of the Federal board, which has decided that the needs 
of the country for currency were such that tins currency ought to be 
outstanding.

Now, you can not say that it is the policy to have each regional 
reserve bank in the country redeem all its own notes, because you 
will find another provision in the law which says that any regional 
reserve bank may at any time decrease its liability on account of its 
notes by paying into the Government of the United States or to any 
Federal reserve agent lawful money of the United States, recognizing 
that when this note is once out it may never be redeemed, and recog
nizing also the principle that, although you do not redeem the 
particular note, yet, when the time for contraction has arrived, if 
you decrease some part of the currency, whether it be greenbacks, 
national-bank notes, or gold coin, and lav that aside, you have ac
complished exactly the same purpose as if you hunted up these notes 
and canceled them to the extent of the money laid aside.

Senator S h af r o t h . But will not this provision have a tendency to 
cluster that bank currency, or this reserve note, and thereby place 
it so they can retire that absolutely and let loose these United States 
notes which have been taken up and which you say have been set 
aside? Is it not a means of clustering the paper issued under this 
bill------

Mr. F r en ch  (interposing). It would help them to get it, but is 
there any object in their doing that?

Senator S h a f r o t h . Some people think when you once issue money 
it is only needed for a short time, and thereafter should be retired.

Mr. F r e n c h . When you set aside gold coin or greenbacks against 
these notes, do they not occupy the position of the gold certificate? 
There is gold set aside for the gold certificate in Washington; you 
might as well provide that every two or three months it should be 
sent on and redeemed in gold.

Senator H itch co ck . Judge, following up this hypothetical case 
that you state, suppose a regional reserve bank receives a bundle o f 
notes that have been issued through another regional reserve bank, 
and it sends them to the Treasury of the United States for redemp
tion. They are there redeemed out of the 5 per cent gold fund be
longing to that particular regional bank, and then forwarded to the 
regional bank. Now, the regional bank can then issue that again.

Mr. F r e n c h . That is just the proposition I started out with. I 
asked two gentlemen and I got opposite answers from the two; one 
said they could not reissue it and the other said they could.
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Senator H itc h c o c k . N o w , if, instead of that process, this first 
regional reserve bank sends these notes to the regional reserve bank 
through which they were issued, it will get a credit in return on the 
books of that bank, or a remittance of gold, and the bank receiving 
these notes will then have the option of paying them out again to 
those who may come for money.

Mr. F r e n c h . I f  that is the fact, it will carry out the spirit o f the 
act. The act will then keep in existence the money until the need for 
it has passed by. But unfortunately a great many people under
stand it just the other way. They tell me they are to be canceled 
whenever they are redeemed.

Senator H itch co ck . But that would not be possible because of the 
provision that the Treasury, when it redeems those notes in gold out 
of the reserve fund, immediately sends them to the bank through 
which they were issued, giving that bank the privilege of retiring 
them.

Mr. F r e n c h . It should have it. But, as I said before, people 
understand the act differently. It should be made plain. You can 
only have such expansion as the board of control desires, and one 
regional bank ought to have an option whether it will pay out the 
notes of another regional reserve bank or send them in for redemp
tion. The moment the collateral which secures them is paid off, then 
the currency should be decreased by the amount of the collateral, 
either by retirement of that amount of these notes, if at hand, or 
the deposit of a like amount of lawful money with the Government.

Senator H itc h c o c k . Of course, it is true the regional reserve bank 
which has received these notes must either pay them out or ship 
them for redemption, because it can not count them in its reserve.

Mr. F r e n c h . Why should it not pay them out? But the law does 
not permit them to pay them out; it says they must ship them for 
redemption.

Senator S h a f r o t h . It will take some little time to send them to 
Washington and get United States notes, but it seems to me it is not 
any more than right.

Mr. F r e n c h . The point I make is that to the extent that the re
demption does take place you are contracting the currency in viola
tion of the spirit of the act, and you are incurring a needless expense 
in doing it.

Senator H itch co ck . That contraction is only momentary.
Mr. F r e n c h . It may be only for a day or two, but why have even 

temporary contraction when not warranted by needs of business? 
Why not give the regional bank the option to pay them out or send 
them to the other bank for redemption?

Senator S h af r o t h . The national banks which get hold of the na
tional-bank notes of another bank could reissue those to the people, 
but they do not do it because they need some money for reserve 
money and consequently they send it to the Treasury.

Mr. F r e n c h . They do not have to.
Senator S h afr o tii. No; they do not have to except to get more 

money.
Mr. F r e n c h . They do it when it will serve their purposes. In 

the case of the regional reserve notes they have to send the notes in 
for redemption.
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Senator S iia f r o t ii . Do you think there ought to be more money 
that will act as reserves than we have at the present time?

Mr. F r e n c h . Do you mean to let all reserves be increased?
Senator S h a f r o t h . No; I do not mean that. I am referring to 

the character of the money that can act as reserves.
Mr. F r e n c h . No; I would have a reserve of nothing but gold.
There is another thing that I have heard often discussed. Busi

ness men think from 1803 to 189(> we suffered, and it was because the 
people of this country had not fully made up their minds as to 
whether we were to be on a gold or some other standard. Now that 
it is decided we are on a gold standard, there should not be anything 
in this bill that will throw any possible doubt on the standard, but 
there should be everything in it that can appropriately be put in to 
maintain the standard. Instead of requiring the regional reserve 
bank to redeem in gold or lawful money it should be in gold.

Senator Si la  f r o t h .  1) o  you not think that would have a tendency 
to deplete the gold reserves instead of fostering the gold standard?

Mr. F r e n c h . No; I  think it w ou ld  be the other w ay.
Senator S h a f r o t h . Take, for instance. $100,000,000 issued by the 

Government, and they have &100,000,000 of greenbacks payable in 
gold and then $100,000,000 of this currency payable in lawful money. 
Suppose a man who had $1,000 of this currency goes to the regional 
reserve bank and says, “ I want gold,” and the regional bank says, 
“ No, we can not give you gold, we will give you lawful money, and we 
will send them to Washington. I f  you want to get gold for that you 
can take it down there.” Suppose he takes it to Washington and he 
gets $1,000 in gold in Washington, according to the terms of the bill. 
So the Government, by this operation, has practically redeemed 
$2,000 in currency by $1,000 in gold. The regional bank says, “ I f 
there is going to be plenty of gold I will lock this regional money 
up.” When they come down to the National Treasury he says, “ I will 
lock those United States notes up,” and by the payment of $1,000 in 
gold you have practically put out of power and out of the existing 
gold reserve $2,000, and is that not an advantage to the gold reserve 
instead of a disadvantage?

Mr. F r e n c h . I have not been able to follow you, but I think I can 
answer your question.

Senator S h a f r o t h . Let us take it this way, then. Do you not see 
that the moment you have 12 places where a man can go and demand 
gold it is goin^ to make 12 competing points for gold, each of them 
competing against the Treasury of the United States, because the 
United States has to have a reserve to redeem these very things that 
come in from other banks, and each one of these banks has to have a 
gold reserve, and they can not limit it to a certain amount. They 
have to have sufficient to protect them, and thus it will take a great 
deal more gold under those circumstances than if you make them 
redeemable in gold or lawful money.

Mr. F r e n c h . I should think the amount required to supply the 
demand for gold would be exactly the same whether you had it scat
tered in 40 places or only had it in one place. It would be only a 
little more inconvenient.

Senator R eed. I would like to ask how the Government of the 
United States is going to have a single dollar of gold. It also says
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that every dollar shall be taken out of the Treasury and put in the 
reserve banks, on special deposit.

Senator S h a f r o t h . There ought.to be a central place.
Senator R eed. I am suggesting if you had your idea in operation 

it would involve a somewhat radical change in the other statute.
Senator S h a f r o t h . It might do that, but it involves a radical 

change now. In fact, you have created a gold reserve in Washington 
for the redemption of those notes.

Senator N elson . The bill provides for 5 per cent of the capital 
and a 33J per cent reserve should be kept on deposit.

Senator R eed. That is inadequate.
Senator N elson . I think it ought to be 10 per cent.
Senator S h afr o tii. Do you not think the national-bank notes, by 

reason of being payable in lawful money, has relieved the national 
banks very largely from holding gold ?

Mr. F r e n c h . It has not relieved the amount of gold that had to be 
held either by the Government or the national banks—one or the 
other. One or the other of them has to hold, to maintain the gold 
standard, that gold so that there will be a sufficient amount of it, or 
you can not maintain it.

Senator S h af r o t h . Was that not put in the national-bank act for 
the very purpose of relieving that strain, and letting a large amount 
of money flow, which would ultimately be redeemable in gold, but 
which, by reason of the difficulties that exist in getting it there, 
would not be the case except with a person who wanted it for foreign 
shipment ?

Mr. F r e n c h . I do not think the character of the money you can 
ship can affect the demand for gold or the amount necessary to keep 
your currency safe. The point I make here is that at the present 
time there is an ample supply here of gold for these reserves. If, 
through any cause or other, our currency should ever become redun
dant, the money which would leave this country would be the gold. 
I f  we require a certain amount to be kept for our reserves in gold, it 
is not so likely to leave the country.

Senator N elson . What about these bills? The bill provides they 
shall be a promise of the Government and issued by the Government.

Mr. F r e n c h . I would either leave off the promise of the Govern
ment or I would put it on and make them legal tender. I  would not 
have a halfway thing. I do not believe it is necessary to have any 
promise of the Government. I believe they will be strong enough 
without it. It can not hurt them. I am not afraid of having the 
Government help to maintain the banking system.

Senator S h a f r o t h . What objection is there to making them a legal 
tender ?

Mr. F r e n c h . I do not think there is any, as far as I am concerned.
Senator S h a f r o t h . Would it not strengthen the currency to make 

them legal tender?
Mr. F r e n c h . Then it would strengthen something that would be 

perfectly good. The objection made by some to the Government 
making the promise to pay the notes and the objection to making 
them legal tender comes from the idea held by these persons that the 
Government should not go into the banking business, and that there
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fore it ought not to promise to pay the notes or make them legal 
tender.

Senator N e l s o n . And it ought not to do it?
Mr. F r e n ( i i . It ought not to do it according to this conception of 

those who object to ha\ ing the Government connected with the bank
ing business. Personally I do not think the banks should be allowed 
to manage the whole thing themselves. The Government should be 
in control, and, 011 principle, I see no objection to making the notes 
legal tender. I think it would be unwise to have the Government 
redeem in the first instance, and the banks should do this.

Senator R eed . I want to say that the statement I made about the 
money coming out of the Treasury ought to have been made with a 
qualification, and I intended to make it, was the qualification in re
gard to the 5 per cent fund for redemption, which is left there.

Senator N e l s o n . It is a question there whether it would not take 
the $150,000,000 gold in the Treasury that is left there as redemption 
fund for the greenbacks.

Senator R eed . The section reads:
That all moneys now held in the general fund of the Treasury except the o 

per cent fund for the redemption of outstanding national-bank notes shall, upon 
the direction of the Secretary of the Treasury, within 12 months after the 
passage of this act, be deposited in Federal reserve banks, which banks shall 
act as fiscal agents of the United States; and thereafter the revenues of the 
Government shall be regularly deposited in such banks and disbursements shall 
be made by checks drawn against such deposits.

Senator N elson . I think, Senator Reed, that $150,000,000 under 
the act of 1000 is a special fund.

Senator R eed. It is; and any man who wants to can take the green
backs and have them redeemed and get it, and in that way it can be 
defeated. Banks could take the gold certificates and take that fund 
up, and, as far as I see, there would be practically nothing left ex
cept this 5 per cent fund. However, that is a matter which can be 
easily fixed in the bill, and I am calling attention to it because I 
think it is a matter that should be considered.

Senator S h a f r o t ii . Under the bill as it is, it is redeemable in gold 
or lawful money, which contemplates that these bills, if the banks 
are short of gold, will be redeemed in lawful money, and that as they 
find their way into other banks or come into the National Treasury 
for redemption that only 5 per cent will be necessary to redeem them 
all in gold—all that come in.

Senator N elson . That has been the theory w-e have acted upon, 
but it has not been sufficient.

Senator S h af r o t ii. No; it is still 10 per cent.
Senator R eed. T o redeem?
Senator S h a f r o t h . Yes; and the experience with national-bank 

notes------
Senator R eed (interposing). Ten per cent there and 33 per cent at 

the banks might do it.
Senator S h a f r o t h . Ten per cent there would do it, without any 

gold in the banks at all.
Senator N elson . Here is the point: I f  we require the banks to 

keep 10 per cent, we will always have a supply of gold in the 
country.
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Senator S h a f r o t h . I  suppose it is impossible to prevent gold from 
going out of the country if it is demanded in a foreign country and 
if the demand there is worse than in our own.

Senator R eed. When it is taken away it stops the issuance of paper 
to that extent.

Senator N elson . It would put up the rate of interest at once and 
call it back.

(Thereupon, at 4.50 o’clock p. m., the committee adjourned, to 
meet at 10 o’clock a. m. to-morrow, Friday. October 10, 1913.)

F R ID A Y , OCTOBER 10, 1913.

C om m ittee  on B a n k in g  an d  C u r r en cy ,
U nited  S tates S e n a t e ,

Washington, D. C.
The committee assembled at 10.10 o’clock a. m.
Present: Senators Owen (chairman), Hitchcock, O’Gorman, Reed, 

Pomerene, Nelson, Bristow, and Weeks.
The C h a ir m a n . We will hear first, this morning, from Mr. Daw

son. of Iowa.

STATEMENT OF A. F. DAWSON, PRESIDENT FIRST NATI0NAI 
BANK, DAVENPORT, IOWA.

Senator P om erene . Will you give us some particulars about your 
bank, as to the capital stock, deposits, and so forth ?

Mr. D a w so n . The capital stock of the bank of which I am presi
dent is $200,000; its surplus is $200,000, and its deposits are about 
two and a half million.

I want to say to the committee at the very start that I did not 
come here to discuss this matter from the standpoint of the individual 
bank with which I happen to be connected. I think I can say to the 
committee at the very beginning, without regard to what this com
mittee does in the way of legislation, that the bank with which I am 
connected will become a member ox your new system. There are 
certain sentimental as well as other reasons which make that state
ment possible. The First National Bank of Davenport, Iowa, was 
the first national bank in operation in the United States. The bank 
which first began operations under the system 50 years ago is the 
bank with which I happen to be connected at this time. Having 
been the first one to go into the present system, we are going to be 
the last one to ever go out of the system, no matter what changes may 
take place in the meantime.

I came here to represent, primarily, the small country banker. 
Ours is a country bank. But it is not that class of banks that I ex
pect to represent in what I have to say to the committee. I want to 
speak for the banks in Iowa, the banks of $25,000 capital, and of 
$50,000 capital, and of $100,000 capital.

As soon as it was announced that we were to come to Washington— 
and I cite this only as an evidence of the interest which our people 
have taken in this legislation—I was called up by the chairman of 
the group organization in the group in which we reside, Mr. Wyman,
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the president, stating that they had been considering the advisability 
of sending someone here to represent the 118 banks in the group of 
the Iowa State Bankers’ Association. So he insisted on sending on 
to me my credentials and asking me to represent the banks of that 
group before the committee. And the same thing was true with 
regard to the Davenport Clearing House. We have in Davenport 
eight banks represented in the clearing-house association, with total 
deposits of about $30,000,000. Along with the Commercial Club of 
Davenport, representing 1,100 of the business men of that city, they 
asked me to take a letter showing that I was authorized, along with 
Judge French, who spoke yesterday, to speak for the business inter
ests of that city.

It seems to me that the country banker is entitled to very great 
consideration in the matter of the formation of the new system. I 
regard him as the backbone of the system which we have now. And 
I ought to say at the outset that I have great respect and great admi
ration for the system which we have now, and the average national 
banker in Iowa and in the Middle West, and I think it is true of the 
whole country, the average man who is now connected with a national 
bank feels a pride in the system that we have at this time. He appre
ciates that for 50 years it has been serving a very useful purpose in 
the country; that it has been of material assistance to the Govern
ment in a great many ways, both at its inception and during the 50 
years that it has been in operation.

The bank with which I am connected, at its very inception, in 
addition to the purchase of bonds to secure the circulation, sold over 
its counter during the Civil War several million of bonds direct to 
the investors out in that western community. So that we regard the 
national banks as having been more or less of a prominent prop to the 
national credit from the time of its establishment down to the pres
ent day.

I  had some familiartiy with the act of 1900, the gold-standard act, 
under which the national banks became subscribers, practically in 
whole, of the issue of 2 per cent bonds called the consols of 1930. I 
happened at that time to be associated with the gentleman who wrote 
that refunding provision. Senator Allison, of this body. Some of you 
who were here at that time may remember that the Secretary of the 
Treasury, then a distinguished Illinois gentleman, thought that it 
was utterly impossible for the Government of the United States to 
float its debt at the 2 per cent rate. That was from 1 to 1  ̂ per cent 
less than any of the nations of the world were able to float their obli
gations at that time. And yet the author of the refunding pro
vision was wise enough to see that there was a market for those 
bonds at 2 per cent, that the national banks were virtually obliged to 
take these new consols of 1930, no matter what rate of interest they 
carried.

Senator N e l s o n . Therefore they were really the instrumentality 
of saving us from 1 cent to a cent and a half a year interest ?

Mr. D a w s o n . Yes, sir. The members of the committee are, per
haps, familiar with the fact that some of the mathematicians of the 
Treasury Department at the time of that refunding transaction pre
pared a public document, which was a document of the Treasury De
partment not of Congress, which sets forth in dollars and cents the
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exact saving to the Federal Government by reason of the refunding 
transaction of 1900.

Senator N elson . Mr. Chairman, I wish you would take steps to 
get that document for the members of the commitee.

Mr. D a w so n . Y ou will find that in that document it is made plain 
that by that transaction the Government of the United States saved 
or made a profit of upward of $17,000,000. Those are some of the 
things that are matters of pride to men who are in the national 
banking system. They have felt that as they went along they have 
not only served the communities well in which they have been located, 
but they have had that connection with the Federal Government that 
gives them some dignity and some standing.

Senator W ee k s . Mr. Dawson, would it not be fair to add, in that 
connection, that if  the refunding was done on a 1 per cent lower basis 
than could otherwise have been the case the Government has been 
saving 1 per cent interest on those 2 per cent bonds every year since 
that time?

Mr. D a w so n . All these 13 years.
Senator W e ek s . Which means a saving of about $100,000,000.
Mr. D a w so n . Then there is one other large fact in connection with 

the national banking system that should entitle them to the friendly 
consideration, it seems to me, of the Congress o f the United States, 
and that is found in a statement of the report of the Comptroller of 
the Currency last year. In examining that report you ought at least 
£o observe the statement he made, and I put it down so that I might 
have it accurate. He said:

The national banks have paid into the Government in taxes more than 
$198,000,000, or more than thirteen times the amount appropriated by the Gov
ernment for the business of the currency bureau during its entire existence.

In other words, Congress, during the existence of the national- 
banking system has appropriated $15,000,000 and the national banks 
have paid in in taxes $198,000,000, making $183,000,000 and odd of 
taxes which the banks have paid to the Federal Government. But I 
think there is no difference of opinion among men who have respect 
and admiration for this system; there is no difference of opinion 
among students of this question that it is a defective system.

Senator R eed. Y ou are not laboring under the impression that this 
committee or Congress is inclined to make any war on the national 
banks, are you?

Mr. D a w so n . Not at all. And yet I find among the bankers out 
in the country the feeling, after reading some of the provisions of this 
bill—I would not say that they are punitive in their character and 
any of its provisions—at the same time some of them feel that the 
provisions are not as liberal as the banks are fairly entitled to have.

Senator R eed. I thought we were trying to do so, to help save the 
banks from the disasters which occasionally fall upon them, instead 
of having any desire to punish them, and in that connection, while it 
is almost irrelevant to the issue, it strikes me that if both sides ap
proach this question in that spirit, instead of passing denunciatory 
resolutions and calling people various names, complimentary or 
otherwise, we would be much nearer a solution.

Mr. D a w so n . I agree with you thoroughly in that last statement, 
and while men may get together in conventions and do certain things,

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



BANKING AND CURRENCY. 2085

I think what this committee wants to know is the sober opinion of the 
men back at home, and I think I can say to you with perfect frank
ness and with entire truth, that the people of the country are consid
ering this matter in a calm manner and from a nonpartisan stand
point. I think they are approaching it with the hope of a solution, 
and that it will be the best solution we can have at this time. I am 
sure that is the attitude of most of the bankers out in our country.

O f course, bankers are no different from any other class of men, 
but if a man is a successful banker he is at least broad-minded enough 
to see and appreciate that his only hope of success lies in the success 
of his community. It is along that path that his success lies. He 
can not hope for any advantage that is going to accrue to him at the 
expense of his community, and the things which will build up and 
best serve the community in which he is located is what is going to be 
best for him.

This system that we have now, there is general concurrence that it 
is a fair-weather system; when times are all right it operates to the 
satisfaction of nearly everyone; it handles the business of the country 
effectively.

So, as Senator Reed has said, I conceive it to be the duty of this 
committee—and in what I have to say I am only endeavoring to con
tribute a few observations in that direction—to create a system that 
will not break down in the days of financial stress and of financial 
stringency. This one has broken down four times since it was put 
into operation. My study of it leads me to believe that the first three 
times that it broke down we did not know what was the matter 
with us.

Senator N elson . T o what three times do you refer?
Mr. D a w so n . First, in 1884.
Senator N elson . N o ; 1873 was the first panic growing out of the 

Jay Cooke failure; that was the first and most unnecessary up to that 
time.

Mr. D a w so n . The four that I have in mind, Senator, are the four 
times in most recent history when the banks were obliged to suspend 
specie payments. Of course, 1873 came before the resumption act. 
That was in 1884, and then again in 1890, in 1893, and in 1907. 
Those first three disturbances or breakdowns of the system, as you 
will remember, were complicated with commercial and political con
ditions.

Senator N elson . Yes; and economic cinditions.
Mr. D a w so n . So that the public was not enabled to see clearly 

that that breakdown was not the fault of the system. But when 
the disturbance of 1907 came along that made it clear to the busi
ness interests generally and to students generally just what the 
defects were in the present system. And, as I see it now, there is 
practical concurrence as to what the defects are. They all fall, it 
seems to me, under two heads, one the lack of elasticity and the 
other the reserve requirements, with no opportunity to unify the 
reserve.

So it is along those two lines that the banks of the country and the 
business men of the country are expecting relief. And at that 
point may I offer an explanation why there has not appeared before
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this committee more business men instead of the men appearing 
here being practically all bankers?

Those of you who live in the smaller communities, or who have 
knowledge of conditions in the smaller communities, know that the 
business man in that community regards the banker as the credit 
merchant of the community. When he wants credit for the con
duct of his business, he goes to the banker, and when it comes to con
sidering a system whereby the business man can obtain his credit 
he has not the time nor the disposition to go into that. He naturally 
looks to the banker to provide or to at least look out and see that 
a system is in vogue under which the banker can supply the business 
man with his needs as he goes along.

There being now a practical concurrence, it seems to me, as to the 
defects of the present system, I have great hopes that Congress will 
apply the remedy. When we are able to diagnose a case, then the 
application of the remedy becomes much more simple.

For many years nobody could agree on what the trouble was with 
the present system, bankers or legislators, or anybody else. I remem
ber that for many years it was a common saying in the House of 
Representatives that the Committee on Banking and Currency— 
that no two of the members of that committee could agree on any
thing.

But now the time seems to me propitious for the creation of a 
system that will measure up to the present needs of business and com
merce throughout the United States. Being in substantial agree
ment upon the fundamentals, upon the fact that what we need in a 
system now is one that will introduce this element of elasticity and 
one that will provide for the mobilization and the unification of the 
reserves of the country; being in agreement upon that point, I think 
there is a very strong feeling among the people in my section of the 
country that the fundamental purposes of this bill are sound and 
good.

Now, there is not such a concurrence in regard to the details of the 
manner in which these principles are sought to be applied in this bill. 
But as to the fundamentals I believe the people are of the opinion 
that those fundamentals in the bill as it now stands are sound, and 
that they are the basis for a bill that will handle the business of the 
country successfully and efficiently.

Senator R eed. Do you think that is also the opinion of the bankers 
of your State? You said that was the opinion of the people. Do you 
think that is also the opinion of the bankers?

Mr. D a w so n . I think it is. I have been in rather close contact with 
many of the bankers in my State. I have discussed the subject be
fore group meetings and before State conventions of bankers. They 
have passed resolutions time and time again in concurrence as to 
what we need at the present time. And I am going to put that sum
mary, with the consent of the committee, into the record.

The C h a ir m a n . We will be glad to have it.
Mr. D a w s o n . I do not care to burden you by reading it, although 

it is very short. It is my idea of what a currency system ought to be.
Senator B ristow . Y ou say that is your idea?
Mr. D a w s o n . It is my idea, and I believe it thoroughly represents 

the ideas of the bankers in our section.
The C h a ir m a n . I think you had better read it.
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Mr. D a w s o n . It says, to summarize: What the country stands in 
need of is a banking and currency system, embracing these salient 
features.

That will give that element of elasticity to the currency which will 
respond to the varying needs of business at different seasons of the 
year, and as carefully safeguarded against inflation as against 
stringency.

The association of all banks into a national system, rather than one 
of scattered units, to obtain unity and cooperation in sustaining the 
commercial and public credit, but which should be absolutely secure 
against political domination or the control of concentrated wealth 
and which must preserve the individual independence of each bank.

Our people are very strong on that point.
The unification and mobilization of bank reserves, so that they can 

be concentrated and made available wherever most needed in times 
of trouble, and the machinery to strengthen bank reserves or increase 
their loaning power when necessary to avert danger.

To these three principal features there should be other additions 
to provide an acceptable standard for commercial paper and a well- 
organized market for the same, to secure more uniformity in discount 
rates in all parts of the country, permission to American banks to do 
business in foreign countries, and an agency which can deal effectively 
with the course of foreign exchange and the international movements 
of gold.

Now, it seems to me that the underlying purpose of this bill goes 
directly to those three fundamental necessities of the present situa
tion, and I undertake to say that there is substantial agreement 
among all the bankers of our State as to the soundness and as to the 
necessity for those three things. Time and again at the State con
vention of the bankers’ association there have been passed resolutions 
along those very lines.

The C h a i r m a n . Your statement seems to be very clear, and I 
believe really is pretty nearly in accord with the views of the mem
bers of this committee. I f  it is not, I will be very glad to hear to 
that effect from any member of the committee.

Senator H it c h c o c k . It is the most succinct statement I have 
heard. I am especially pleased to hear you emphasize what you said 
in regard to the maintenance of the independence of the banks.

Mr. D a w s o n . That is vital.
The C h a i r m a n . That is the very basis o f  the system.
Senator H it c h c o c k . I have been afraid that this bill did not pro

vide for that; did not guarantee to the individual bank the things 
which it ought to have as a matter of right, but left it too much to 
the discretion of men intrusted with power.

Mr. D a w so n . The integrity of the independent banker, it seems to 
me, is vital to the influence and advancement of our country as a 
whole. The branch banking system, it seems to me, would do more 
to retard the progress of our country out in our section. As it is 
now, an independent bank is owned by the people of the community, 
the stockholders all live in the community, and the little cashier who 
runs that country bank has at heart the welfare and upbuilding of 
that community. I f  it was simply a branch of a great institution 
in Chicago or New York, they would simply be skimming these 
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communities instead of building them up. So that the question of 
the integrity and independence is a vital question.

Senator H itch co ck . It is the only way to maintain competition 
between them. I f  you do not have competition between them you 
do not have facilities which you need.

Mr. D a w s o n . Y ou do not when you do not build up the com
munity.

Senator R eed. Y ou do not retain in the community the wealth 
which the community creates.

Mr. D a w so n . That is true, also. The profits would go to some 
concern outside.

Senator N elson . These big banks, Mr. Dawson, do not appreciate 
how much those little country banks do in a community. I have 
seen poor fellows come in and get money, mortgaging their last cow, 
and they could not get it from these big banks.

Mr. D a w so n . No; nor could they obtain it if the man who was 
running that bank was a representative or a clerk sent out from New 
York to run that bank.

The C h a ir m a n . That is really the basis of the American system, 
distinguishing it from the system of other nations ?

Mr. D a w s o n . Unquestionably; and that must be preserved in any 
system in the future, in my opinion.

Senator R eed. I think we all agree to that. I think the most in
teresting question you will have to discuss would be whether this 
system does preserve the independence of the individual bankers.

Senator H itch co ck . I want to say to Mr. Dawson, as one member 
of this committee, that the question that most troubles me is the very 
question as to whether the banks’ independence is preserved under 
this bill, and I  make that suggestion in the hope that when you reach 
that topic you will discuss it fully.

Mr. D a w s o n . I will be very giad to. There is practical concur
rence, in my opinion, among the bankers of the West as to the value 
of the rediscount machinery which is created in this bill. Of the two 
defects—nonelasticity and reserve requirements—the one relating to 
reserves is of vastly greater importance than the one relating to 
elasticity. That is vital in time of stress. They have seen in the 
past a condition arise—a condition over which they had no control, 
a condition for which they were in no way responsible, the smaller 
banks of the West—they have seen a condition arise where this sys
tem of ours would break down and not perform the natural func
tions for which it was created.

Senator N elson . Their reserves would be tied up?
Mr. D a w so n . Yes; when they could not get money that belonged 

to them.
The C h a ir m a n . They had less additional accommodation.
Mr. D a w so n . Yes, sir; so that I believe this reserve matter is o f 

vastly greater importance than the element regarding elasticity.
You know how it works now. The banks are all put into a scram

ble the minute any trouble appears. Each one becomes a competitor 
of every other bank in its struggle to mass a sufficient amount of re
serves to take care of any trouble which may come to its doors. This 
rediscount provision will unquestionably enable the country, as a 
whole, to increase the reserves when it is necessary to increase them. 
Under the present system, in the days of disturbance and panic banks
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are not only embarrassed with respect to their reserve requirements* 
but they are obliged to slam the door in the face of the borrower at 
the time when he needs it the most.

Now, it is well understood that losses growing out of such con
ditions fall with greatest severity upon those who are least able to 
bear them. When hard times come it is the men of limited resources 
who are hit the hardest.

I think the interest of the general public, the interest of the farmer 
and the wage earner, in this legislation is much greater than the 
banker’s.

The C h a ir m a n . There is no doubt about that.
Mr. D a w so n . Because the banker can trim his sails to the breeze; 

he can adjust his operations to the conditions as they exist.
The C h a ir m a n . He can force the sale of collateral and ruin the 

borrower, and is obliged to do it at times in order to save himself? 
is he not ?

Mr. D a w so n . That is true; to sacrifice it. But what is the small 
business man going to do who is fairly entitled to credit? I f  he is 
unable to use his credit he goes to the wall. There is no escape for 
the wage earner if he is thrown out of a job. Nor is there for the 
farmer if there is a tremendous slump in the value of his products, 
by reason of a financial panic, such as occurred in 1907. There is 
no escape for him.

So this question of reserves is really the vital question. I f  banks 
are enabled to replenish their reserves in time of need—if you pleasey 
if they are permitted to use their reserves in time of need, for the 
purpose for which the reserves were created—they can undoubtedly 
do much to allay fear and to allay panics. As it is, men get scared, 
they are filled with fear; and fear is the stuff of which a panic is 
made.

Senator N elson . Excuse me for breaking in, but I think it becomes 
necessary: Is not that one beauty of the system here, that the reserves 
put in the reserve bank can be utilized, as it never could under the old 
system ?

Mr. D a w so n . Yes; and now it is scattered all through 25,000 little 
banks in the United States.

The C h a ir m a n . Y ou regard that as a good feature o f this b ill?
Mr. D a w so n . The mobilization feature in this bill?
The C h a ir m a n . Yes.
Mr. D a w so n . Yes; I do. I  am going to suggest some changes in 

the manner in which you propose to mobilize them.
The C h a ir m a n . I hope you do so, when you get to that point.
Mr. D a w so n . Yes. As it is now, some one, it seems to me, put it 

very forcefully: I f  you had a water system in your town, whereby 
each citizen had a cistern of water, only to be used to put a fire out 
on his own premises and could not be used to put out a fire on his 
neighbors’ premises, and a fire breaks out, his neighbors could render 
him no assistance. There is no mechanism in this present system 
whereby to induce cooperation and unity in the 25,000 banks.

Senator P om erene . In the present law, you mean?
Mr. D a w so n . Yes.
Senator H itch co ck . O f course, now, you are quoting from th© 

Aldrich report. Do you approve of the Aldrich report ?
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Mr. D a w s o n . I was not aware I was quoting from that. I have 
read that report. You refer to the report of the National Monetary 
Commission ?

Senator H itch co ck . Yes. That was the illustration used there, 
and I  wanted to know if you approved of it.

The C h a ir m a n . It has been used many times; it is an old simile.
Mr. D a w s o n . I would not want to make a blanket approval of all 

the things in that report.
Senator N elson . I think the president of the National City Bank, 

yesterday or the day before, used a term I do not know as I  have 
heard before, but it was a very good one. He spoke about “ piping ” 
the reserves from one regional reserve bank to another, as I recall it. 
I  think that was a new phrase, and a very apt and effective one.

Senator S h a f r o t h . Oh, they have been using that a good deal— 
“ reservoir.”

Senator N elson . Oh, no; he said “ piping” the reserves from one 
bank to the other.

Mr. D a w so n . I recall some one in the House used that phrase in 
connection with this bill.

I  do not think I shall inflict my individual views on this committee 
with regard to the character of the notes you have provided for in 
this bill. I do not believe the people of the United States care very 
much about the different schools 01 financial thought with regard to 
the bank notes.

Senator N elson . That is, you mean whether they are the mere 
promise of the banks or the mere promise of the Government.

Mr. D a w so n . Yes.
Senator N e l s o n . Or whether they are legal tender or not.
Mr. D a w s o n . Yes. The main thing that the average citizen of the 

United States wants to know when he receives a piece o f paper money 
is that it is just as good as gold. That is the condition that prevails 
to-day. He does not care; he does not look to see whether it is a note 
of a national bank, a greenback, a silver certificate, or a gold certifi
cate. He knows one is just as good as the other and can be exchanged 
for gold. So that in this new currency you create all that he wants 
to know is that it is sound; it has the assets behind it. A  true bank 
note should embrace these three principles—security, convertability, 
and elasticity. That is my conception of the three fundamental prin
ciples of a bank note.

I f  you provide a note that he feels is sound and upon which he 
believes he can get the gold any time he wants it, I do not think he is 
going to care much whether it is a bank note or whether it is a Gov
ernment obligation. So far as I myself am concerned, I do not agree 
to the principles which underlie the note that is created in this bill. 
I can. not find anything like it in any of the systems of the world. 
It seems to me like a departure from what has generally been re
garded as a scientific bank note. It is issued with the assets o f banks 
primarily, along with other security, behind it. Then the Govern
ment steps in and makes it a direct obligation of theirs. It seems 
to combine the three principles that divide the bank notes of the 
world into the classes wThere they are now.

Senator H itch co ck . After all, is it not only another way of put
ting Government credit behind the paper? The Government credit 
is already behind the national-bank notes in the shape of bonds.
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Mr. D a w so n . The systems of the world are based on one of three 
principles, as I understand it. They are the currency principle, the 
banking principle, and the bond-secured principle. The banking 
principle holds that the total assets of the bank are the proper secur
ity for its note issues. The currency principle is that of issuing notes 
against a reserve; and, of course, the bond-secured principle is the 
one we have with the national-bank note, where long-time bonds, 
good bonds, are the basis for the note issues. This new money which 
the bill provides combines the banking principle and the currency 
principle in that it puts behind it not only the total assets of the 
bank, but also puts behind it a gold reserve of 334 per cent, besides 
also dollar for dollar of commercial paper. So that it seems to me 
that the question of doubt will never arise in the mind of the average 
person who takes one of these notes as to its security.

The C h a ir m a n . I f  the bank were to fail, and if the 2 per cent 
bonds were to go down to 75, do you think the notes of such a bank 
would ever reach a discount?

Mr. D a w so n . I can see where a condition of that sort might 
lead to------

The C h a ir m a n  (interposing). Does not our statute at present com
pel the United States to maintain at parity the national-bank notes 
and the other forms of notes issued by the Government?

Mr. D a w so n . That is true.
Senator N elson . Not the national-bank notes?
The C h a ir m a n . Yes; I think so, Senator.
Senator N elson . Not directly?
Senator S h a f r o t h . It says “ all forms of money.”
The C h a ir m a n . Yes; all forms of money.
Mr. D a w so n . Y ou can trade one for the other and get gold.
The C h a ir m a n . What I am calling attention to is that the United 

States, in addition to these bonds, is putting its credit behind the 
national-bank notes. Therefore, the national-bank note, at present, 
has not only the bonds and the credit of the individual bank but also 
the credit of the United States, as such, behind it ; and for that reason 
no citizen need examine a national-bank note to ascertain whether 
there is a possibility of a discount on it.

Mr. D a w so n . I think this new currency will have the same virtue, 
only in an added degree, I would say.

The C h a ir m a n . I only refer to that to show there was a precedent.
Senator S h af r o t ii. Mr. Dawson, these notes are issued or made 

redeemable in gold or lawful money, and I want to see whether you 
can subscribe to my view on that.

Mr. D a w so n . I shall be very glad to have your view.
Senator S h a f r o t h . My view is this, that where a currency of this 

kind is redeemable in lawful money, and the lawful money redeem
able at the Treasury in gold, it presents a strain on gold where there 
is a run on the gold reserve. In other words, it is like the national- 
bank notes in that respect. The national-bank notes are redeemable 
in lawful money. A man who holds $1,000 in national-bank notes 
can go to the bank and say, “ Give me lawful money for this ” ; and 
they can give him a greenback. I f  it is in these regional banks that are 
to act with the Government they take that, if there is an apparent 
run, and lock it up in the vault, and say, “ We will stop that run to
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that extent.” The man then takes the greenback, and takes it down 
to the Treasury of the United States, or presents it there, and says, 
“ Give me gold for it.” The Treasury says, “ We don’t want this 
endless chain going on, and we want this run stopped, and we will 
put this away.” By that process the Government has redeemed 
$2,000 of notes by $1,000 of gold; whereas if that money is redeem
able in every instance in gold the result will be $1,000 in gold will 
redeem only $1,000 in notes. Is not that sound?

Mr. D aw son. I am not quite able to see how $1,000 has performed 
a double function—a double duty.

Senator S h a f r o t h . The note circulates just like the national-bank 
note circulates. Nobody, because he knows he can get gold for it, 
hesitates to take it.

Mr. D a w so n . Certainly not.
Senator S h a f r o t h . And if a man took $1,000 of regional bank 

currency to a national bank and said “ I  want you to give me gold, 
or give me lawful money,” and the bank gives him greenbacks. And 
so, being allied with the Government, it does not want this run on the 
Treasury, and it will say “ We will lock this up,” that $1,000 they 
have taken in and for which they have given you $1,000 in lawful 
money. So that $1,000 is locked up there and can not get into cir
culation again, and won’t make a run on the Treasury for gold. The 
man takes down to the Treasury of the United States the greenbacks 
or United States notes, or lawful money or legal tender, and presents 
it to the United States Government, and the United States Govern
ment gives gold for it. The Treasury says “ We will lock that up if 
there is a run on us,” and we always have in the Treasury a good 
many millions of legal tender on hand and do not issue it, notwith
standing there may be provisions in the law it should be issued.

Mr. D a w so n . The law requires it to be reissued.
Senator S h a f r o t h . And it means in time of normal conditions. 

Thereby you have gotten $2,000 of currency that is ultimately re
deemable in gold and have redeemed it by $1,000 in gold in the 
United States Treasury.

Now, why does not that relieve the strain on gold if there is a 
run on gold? Of course it does not make any difference if there is 
no run on gold.

Mr. D a w s o n . My own opinion is that any man who has a piece of 
paper money is entitled to exchange that for gold whenever he wants 
to, and your thought of impounding these notes after they have been 
redeemed in gold only emphasizes what has been in my mind in 
regard to this particular currency. Your statement of facts pre
supposes that there is a danger of dragging an endless chain through 
the Treasury of the United States under such conditions. We all 
saw how that worked during Cleveland’s second term.

Senator N elson . I  want to call your attention, Mr. Dawson, how, 
at the time of Cleveland’s second term, there was a firm of Jews in 
New York—whether they operated on their own account or others I 
do not know—who made a bus* ness of going to the Government with 
greenbacks and drawing out the gold and shipipng it to Europe. 
There was a shipment regularly every week. I recall that very well. 
They used those greenbacks to draw out the actual gold, and the 
more you have of that in this bill the more you equip that kind of 
men, who want to get more for gold when it is at a premium, to call
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on the Treasury for gold—the more you put in the hands of those 
men paper that is payable in gold.

Senator S h af r o t h . Unless you lock it up.
Mr. D a w so n . Certainly. But eventually the currency of the 

United States becomes the currency in these regional banks. That 
is, they are to displace the national-bank notes, and they are to be 
issued for seasonal expansion, etc. I f  it only displaces the national- 
bank notes and supplies this seasonal deficiency, there would be 
$1,000,000,000 of that outstanding, not taking into account any 
natural increase in the necessities as time goes on.

Senator P om erene . I want to remind the committee that every 
one of them is violating the rule which was formally adopted here 
some days ago. And, with all due respect, it seems to me it is going 
to be more satisfactory both to the committee as a whole and to the 
witnesses as well should they be permitted to complete their state
ment first and let the examination or cross-examination come after
wards.

Senator S h a f r o t h . I thought he was through his statement.
Senator R eed. I have always regarded it as a great impoliteness, 

Mr. Chairman, for any other member of the committee to interrogate 
the witness. [Laughter.]

Mr. D a w so n . So far as I am concerned I am perfectly willing to 
be interrupted at any time and answer any questions which the mem
bers of the committee may desire to ask.

The C h a ir m a n . That is the rule of the committee, Mr. Dawson. 
Had you completed your statement?

Mr. D a w so n . N o, sir.
The C h a ir m a n . Then we will permit you to proceed.
Mr. D a w so n . I have been at both ends of the congressional inter

rogation point, and it does not matter to me when it appears.
So much for the character of the currency provided in this bill.
The fear that is lurking in my mind is that you are creating there 

a species of greenbacks by making it a direct obligation of the Gov
ernment, and imposing on the Government the necessity for re
demption in gold, or, at least, giving permission to the note holder 
to take it to the Treasury and ask for its redemption in gold; that 
you are adding to the system of credit money in the United States 
another billion of notes which might at some future time, either in 
time of war or even in time of peace wThen the receipts of the Gov
ernment should happen to be less than its expenditures, embarrass 
the Government. My fear is that there will be a billion dollars of 
these new notes, which we might call a denatured or modified green
back, if you please. My fear is that there will be a billion dollars 
which can be dragged through the Treasury, the same as $346,000,000 
were dragged through during the second administration of Cleve
land. So I have not been able to see why it was necessary to super
impose—I think the security which is behind these notes is ample— 
why you should superimpose the credit of the Government—why you 
should make it a direct obligation of the Government. That is not a 
true bank note. A true bank note is an obligation of the bank, based 
on the assets of the bank.

I f  there is any increase in the note issue it should be increased 
with due regard to the increase and decrease of business. That 
question of elasticity is another question that is one of great im
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portance. It seems to me that this certainty of elasticity is not quite 
sufficiently provided for in this bill. I may be wrong; it may be 
in here some place where I have not discovered it, but it ought to 
be so clear and so plain no one could misunderstand it, or no two 
men might differ in regard to it. We all understand that at certain 
seasons of the year there is necessity for an expansion of credit 
currency, or at least an expansion of credit. Just how much this 
is, men differ about, but substantially it is about $200,000,000. We 
want the machinery whereby that additional currency can be obtained 
when it is needed; but it is just as important, in my opinion, to have 
the machinery so adjusted that when the need of that has passed, 
that additional currency will not become a permanent part of the 
circulation of the country. It wants to expand and contract, and 
the question of the contraction is just as important as the question of 
the expansion.

Now, I assume that the purpose of this bill is to do that very 
thing; that is, to create a currency that is based on the business of 
the country and which, therefore, expands and contracts with the 
business of the country. That is why you base it on short-time 
commercial paper. It seems to me there should be no doubt left at 
all that the commercial paper that is deposited with the regional 
reserve bank, as collateral for those notes—that when this collateral 
is paid off, that then the amount of notes or the same amount of 
some other sort of money ought to be taken out of the permanent 
circulation of the United States.

That can be done, it seems to me, with one provision, and while 
it is not in the bill, it may be implied, and that is this: That the 
parity should be maintained between the collateral held by the 
regional reserve bank and the amount of these notes outstanding 
that were issued against that collateral. For instance, suppose the 
First National Bank of Davenport should take to the regional 
reserve bank $100,000 of its bills receivable and deposit them as 
collateral and receive $100,000 of these Government notes provided 
in this bill. When those commercial notes are paid, those bills 
receivable are paid, and the circulation ought to be reduced by that 
amount, unquestionably. So, it seems to me, the principle can be 
established in here, without any chance of wavering one way or 
the other, if a provision is included whereby the parity will be 
maintained between the collateral held by the regional reserve bank 
and the amount of notes which they have issued against that col
lateral.

Senator R eed. By parity you mean equality in amount ?
Mr. D a w s o n . Yes; one should go up and down with the other.
Senator N elson . Let me ask you a question for information right 

at that point. I want to clear my mind on it. You mean that would 
be reached by retiring the note when it is finally presented to the 
issuing regional bank for redemption?

Senator W eek s . Where is the watchdog? [Laughter.]
Senator N elson . Well, I wanted this step cleared up as I went 

along, f Laughter.]
The C h a ir m a n . The witness will proceed.
Senator H itc h c o c k . I move a special watchdog be set over the 

member from Minnesota.
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The C h a ir m a n . The members will hereafter observe the rule 
which the committee has adopted, not to interrupt the witness.

Senator R eed. There is an obvious difference between an interrup
tion and a question that is asked for the purpose of elucidating some 
point which a witness presents. [Laughter.]

The C h a ir m a n . Well, Mr. Dawson, we will proceed.
Mr. D a w so n . I want to say, Mr. Chairman, so far as the witness 

is concerned. I am perfectly willing to be interrupted at any time.
Senator N elson . I will withdraw my question.
Mr. D a w so n . I say there ought to be in this bill an exact state

ment of policy with regard to the maintenance of equality in amount 
of the collateral and the outstanding notes. The country will nat
urally assume that that is the policy of this bill, and yet there is no 
positive statement that it is the case.

One other question with relation to this bill, and one in which the 
smaller country bank feels a proportionate interest with the larger 
banks, perhaps in a lesser degree, is the one of organization and con
trol. With regard to the manner in which the new system is to be 
organized and the control which is to be provided for it, my own 
opinion is that some changes could wisely be made. It seems to me it 
would be wise to initiate this system with a less number of regional 
reserve banks than 12. There are many reasons that commend that to 
my mind. I think the system should start out with about 5 and with 
power reposed in the Federal reserve board, if you please, to in
crease that number as the system gets into operation.

This is a rather violent change from what we have now, and vio
lent changes in currency or financial matters are not in accord with 
the spirit which guides or which controls financial transactions. The 
more conservative we can be in anything relating to so complex and 
so sensitive a subject as the finances and business of this great Nation 
of ours the better it is going to be, especially after we have deter
mined in our own minds the end which it is sought to attain. The 
best way, in my opinion, to attain that end is by a most gradual 
process. So if I had my way T would start this system with five 
reserve banks, with power in the reserve board to increase them as 
necessity for it arose. With 12 banks, under the terms of the law, 
each bank subscribing 10 per cent of its capital, if all of the national 
banks of the United States were to come in, you might have regional 
reserve banks which would be smaller in capital than some of its 
constituent members, and that, it does not seem to me, would com
port with the dignity of a great Federal bank—for instance, a Fed
eral bank in the city of New York that in itself was smaller in capital 
than one of the members of the association.

Senator R eed. Would that be the case in New York?
Mr. D a w s o n . I have not gone into the exact figures of it, but it 

might. Of course, it would depend upon howT the regions were ar
ranged. It might occur in Chicago, where one bank has a capital of 
over $30,000,000. That is one reason why we should start with a 
lesser number. Then if any considerable portion of the banks did 
not come into the new system, if 1 out of 5 of the national banks 
decline to enter the new system, then it would be impossible to 
organize 12 Government banks, each one with a capital of not less 
than $5,000,000. Therefore my thought would be to start with five,
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and then extend gradually as the needs of the country develop, and 
as we gather experience and knowledge of the workings of the new 
system, which is a wide departure from what we have now. So much 
for the question of organization.

On the question of control, I was glad that the committee agreed 
with me in the fundamentals I laid down at the beginning of the 
hearing, that a system which would meet the needs o f the people of 
the United States ought to be free, on the one hand, from any possible 
political control, and on the other from its domination by the con
centrated wealth of the United States. In the question of the 
make-up of this central board there is a feeling among the bankers 
and many of the business men that there is a possibility of political 
considerations entering into it. That, it seems to me, can be obviated. 
The question of Government control is one, I think, that is fairly ac
cepted by the banks and the people of the United States. We have 
been moving on, in the last few years, and I think there is a consensus 
of opinion, at least among the people, if there is not among certain 
classes of bankers, that there is no objection to Government control 
o f this system. Some complain, and, indeed, attempt to draw a dis
tinction between control and actual management, but Government 
supervision is generally accepted by all the people. So that there is 
no question in anybody’s mind on that, but they do want, if the Gov
ernment is going to control, to have machinery which will make it 
absolutely certain it will be divorced from politics. Politics and 
banking do not mix at all, and I speak with some knowledge of the 
subject, because I have been in both.

Senator H itch co ck . You finally preferred banking?
Mr. D a w s o n . I find it much more comfortable to be in a bank 

to-day in Iowa than to be iji public life in Washington now, being a 
Republican. [Laughter.]

The bill proposes to put on three members of the President’s official 
family. I can not see any justification for that. My view is that 
these seven men will have in their hands greater financial responsi
bility than any seven men in the world. It will require the undi
vided time and attention of the best men you can obtain i;n the 
United States to master the broad questions that will have to be 
handled by that board, to say nothing of the other almost autocratic 
powers which they exercise. So that it seems to me a Cabinet officer 
sitting as a member of that board must, in the very nature of things, 
be, to a large extent, a figurehead. I would except, however, the 
Secretary of the Treasury. I believe he should be a member of that 
board on account of the intimate connection between the Treasury 
Department and the finances of the United States. But I have not 
been able to understand why it is necessary to put on that board not 
only the Secretary of the Treasury, but the Comptroller of the Cur
rency, who is a subordinate of the Secretary of the Treasury. You 
put on one man who is subordinate to the other, and in ordinary 
affairs that would simply mean that the superior officer would have 
two votes instead of one.

Nor can I see the reason for including the Secretary of Agriculture 
on that board, who has his hands full in the problems that are con
fronting him, the problems he has to solve in American agriculture, 
the great basic industry of our whole Nation. His advice would be
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valuable, in my opinion, but instead of being on that board in an ac
tive executive capacity, if you want his advice, create the machinery 
that would enable you to obtain it, or enable him to act with the 
board in an advisory capacity. But as I see the duties of this board 
in the future, no man who has to perform the multitudinous duties of 
a department of the Government, or a Cabinet office, is going to 
have time to perform efficiently the services on thi,s board. So I can 
not agree i,t is wise to put on either the Secretary of Agriculture or 
the Comptroller of the Currency. Of the other four members of 
that committee I want to discuss this in a practical way. The bill 
proposes to make their terms two, four, six, and eight years. That 
makes the terms of the members of this board, five out of seven, coin
cident with the term of a President. Every presidential term that 
comes along (and I want to state right here that I have no fear of 
anything in that direction under this administration; but no man can 
tell what the future holds in store for us), as the bill is drawn now, 
that President would have the appointment at the very beginning of 
his administration of five of these seven members. There is the 
machinery there, if any President sought to use it, whereby he could 
easily have control of this board from the very beginning of his 
administration.

Senator S h a f r o t h . Four, you mean, do you not?
Mr. D a w so n . As it stands now he would appoint three members 

of his official family—the Secretary of Agriculture, the Secretary of 
the Treasury, and the Comptroller of the Currency.

Senator S h af r o t h . And one member immediately of the other 
board ?

Mr. D a w so n . Yes; one member. That would be four of the seven, 
instead of five of the seven. I think that it should be so arranged, 
and I believe that it is the purpose of the framers of this bill, so as to 
have that board stand on the same high plane that the Supreme Court 
of the United States stands on or that the Interstate Commerce 
Commission stands on, and if that is so, would it not be wise to take 
out of the hands of the President, whoever he is, as he comes along 
down the years—take out of his hands the power, in his first term— 
to absolutely control the majority of the members of that board?

Senator R eed. The first term? You know, there will not be but 
one term.

Mr. D a w so n . Well, one party will take care of that all right. 
[Laughter.]

Senator S h afr o th . Where is the watchman ? [Laughter.]
Mr. D a w so n . Then there is no doubt but what it is a source of 

great complaint, and it is a question in which there is a principle 
involved, whether or not the men, a class of men, if you please, that 
are selected to put all of the capital in this institution are to be de
nied any representation at all in its control. That is a pretty big 
question; that is a pretty broad question. I should say that if the 
Government supplied the capital to this bank, or if the people gen
erally supplied the capital to this bank------

Senator B ristow  (interposing). Voluntarily.
Mr. D a w s o x . Yes; then the Government should select the men for 

the control and management of it. But this bill picks out a limited 
class of citizens of the United States, the stockholders in the national
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banks scattered over the country, and requires them to pay a pro
portion of their capital to make up the capital stock o f  this bank, 
and yet it denies them any representation on the controlling board. 
Now, my thought is, and I am sure it is in exact accord with the 
thought of the committee, that that board should be made the most 
efficient board possible. And I believe it would produce an element 
of efficiency in that board, and I believe it would make it stronger, 
and I believe it would be better for the commercial interests and the 
business interests of the country and the successful operation of this 
new system, if the banks select a minority representation on that 
board—if they select two members, if you please.

Senator N elson . Out of seven ?
Mr. D a w so n . Yes; out of seven. I would not select those men 

and permit them to have active connections with any bank, of course. 
I would stipulate that these men should sever all active banking con
nections. But by permitting the stockholders to select two members 
of this board, a minority representation on this board, it will mini
mize the opportunity for political control of the board and would ob
viate a feeling of injustice that does prevail to a considerable extent 
among the men who supply the capital for the institution.

But the real test of this system, gentlemen, is whether the banks 
are going to come in. I do not care how perfect a system may be 
devised around a committee table or anywhere else, if you can not 
put it into operation of course it is useless. So that the principal 
question, and the question from which I want to speak, is that prac
tical question of whether the banks—all of the national banks and a 
majority of the other banks, if you please—whether they are going 
to come into the system as it stands in the bill now before you. We 
have in the national-banking system now about 7,500 banks, and 7,000 
of those banks, as you know, are the country banks. I maintain 
that the small bank is the backbone of the national-banking system, 
and if you create a system here that is only going to take the banks 
in the reserve cities and central reserve cities, then you have de
stroyed the system we have now instead of giving us a greater 
system.

Now, it may be well, in order to understand what I have to say, 
for me to call attention to the percentage of banks of various size 
in the present national-bank system—of these 7,000 country banks. 
Banks with a capital of less than $50,000 comprise almost one-third 
of the system—and wThen I say less than $50,000, that means banks 
of $25,000 and $40,000 capital. They comprise 32.34 per cent of the 
national banks o f the United States.

Senator W ee k s . In number?
Mr. D a w so n . In number. The banks of more than $50,000 and 

less than $100,000 capital comprise 31.38 per cent. Banks of 
$100,000—and out in the county-seat towns of Iowa a great many of 
the national banks have $100,000 capital; that is, a strictly country 
national bank in the truest sense of that term. The banks of $100,000 
and less than $250,000 comprise 27.12 per cent more. Therefore all 
the banks o f less than $250,000 capital make up almost 91 per cent of 
the national banks of the United States, while those of a capital of 
$250,000 and up comprise only 9.26 per cent. My conception is that 
those little banks must be in the new system if we are to have some
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thing as good as, to say nothing of being greater, than the system 
we have now.

Now, I have my own idea of what a great national banking and 
currency system should be. I expressed it somewhat briefly at the 
beginning of my statement. It has always seemed to me a source 
of some humiliation as an American to contemplate that here is the 
United States possessing the greatest banking power of any nation 
in the world and yet helpless to exercise that power. It hurts my 
pride to contemplate the fact that we have a foreign trade of $3,000,- 
000,000 a year, going and coming, and yet that trade is not financed 
under an American system of banking and currency.

The value of the merchandise exported and impbrted is not ex
pressed in dollars and cents, as it ought to be; it is expressed in 
pounds and pence. I can see no reason why the United States should 
not have a system that would enable us to take our proper place 
among the financial powers of the world. You have all been engaged 
in reading the views of foreign writers on financial subjects, and you 
find running through them constantly a spirit of derision and con
tempt for the system as it is in the United States. And it is fairly 
well merited, gentlemen, when you stop to consider it from the 
broader aspects of the national and international sides of it.

Another thing that is rather humiliating to Americans is that in 
the panic of 1907, you remember, we were obliged to send abroad for 
gold. We imported from Europe a considerable amount of gold to 
allay the panic of 1907.

Senator N e l s o n . Nearly $100,000,000.
Mr. D a w s o n . Nearly $100,000,000. How did we get that gold? 

O f course, we had no machinery under our system whereby we could 
induce that gold to come here. We had simply to take our securities 
to the foreign markets and dump them in the foreign bourses for what 
they would bring.

Senator N e l s o n . I want to correct you, if I may. We obtained that 
gold—and I have Mr. Vanderlip’s authority for it—on American bills 
of lading for American products—wheat, cotton, etc.—in that in
stance, and not on finance bills. It was obtained strictly on commer
cial bills.

Mr. D a w s o n . Which makes it all the worse, it seems to me, from 
the standpoint from which I am speaking. We obtained that $100,- 
000,000 of gold finally from Europe. Most of it came from England, 
and the humiliating part was that right here in the Treasury of the 
United States at that very moment was twelve times as much gold as 
England possesses in her entire system.

Here was the United States, with the greatest gold supply of any 
nation in the world, with the greatest banking power of any nation 
in the world, and yet sitting helpless among the nations of the world 
so far as cutting any figure in international finance is concerned, not 
to say our own foreign trade.

So it seems to me what we ought to have here is a system that will 
bring together—that will knit together, if  you please—not only these 
national banks, but all the banks of the United States—bring in the
25,000 banks and associate them together in such a way that the 
United States can exercise this great banking power.

In my judgment such a system can never be constructed on compul
sory membership. I do not believe you can ever hope to attain the
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kind of system that I think the United States ought to have by com
pelling banks to go into it. It seems to me that the broad view would 
contemplate a system such that all would delight to go into it, because 
the small banker wants to be a part of these great movements. He 
would be glad to become a part without destroying his independence 
of activity in his own community; he would be delighted, I think, to 
become a part of such a system. He would have a better appreciation 
of his citizenship.

We started out with a national banking system and 20 years ago 
it was the paramount system in the United States; it was the com
manding system. The figures show—it was really only 19 years ago, 
in 1894—that there were more national banks in the United States 
than there were State banks. I have the figures before me. In 1894 
there were 3,770 national banks and 3,705 State banks. In 1912 
there were—these figures were taken from the report of the comp
troller and consequently they are for 1912—there were 7,372 national 
banks and 17,823 State banks.

Senator N elson . That included trust companies, did it not? I 
think so.

Mr. D a w so n . Of which there are not a very large number. Here 
are the deposits. In 1912 the deposits of the national banks were 
$5,825,000,000, while the deposits of the State banks amounted to 
$11,198,000,000. Of the banking power between the State and the 
national banks—and when I speak of banking power my understand
ing of it is that power represented by the capital, the surplus, the 
undivided profits, the circulation, and the deposits of the bank. That 
represents banking power, as I understand the term.

Senator N elson . You include the deposits in that?
Mr. D a w s o n . Capital, surplus, deposits, and circulation; those four 

items. The national banks possess $8,500,000,000 of banking power 
in the United States and the State banks $14,000,000,000 of banking 
power.

Senator B ristow . Have you those comparisons for 1894 also? You 
gave figures for 1894 and 1912 as to the number of banks. Have you 
the corresponding figures------

Mr. D a w so n . On the deposits? No; I have not those, Senator; 
but my recollection is—and it is fairly clear—that in the year 1900 
the national banks possessed above 50 per cent o f the deposits and 
the State banks below 50 per cent; that is, that 12 ypars ago the na
tional banks held more than half the deposits.

Senator W ee k s . Mr. Dawson, will you, in looking over your figures,, 
be sure you are making a proper comparison of deposits in 1912? 
The deposits which you have quoted there are the individual deposits 
in national banks, and I suspect that the deposits of the State banks 
are the total deposits, are they not ?

Mr. D a w so n . N o ; the comparison is on the same character o f 
deposits. I wanted to eliminate bank deposits, because I did not 
want to bring into this any element of the pyramiding of deposits 
that we have under the present system.

Senator N elson . Will you file your tables with your remarks?
Mr. D a w so n . Thank you; I will do so.
The parting of the ways came about 18 years ago when the State 

banks began to draw away from the national banks, and the national- 
bank system became the system of lesser importance.
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Senator B ristow . Would it be possible without too much trouble 
for you to give the figures for 1894 and make the comparison on the 
same basis in the tables you submit ?

Mr. D a w s o n . Very little trouble. You want a comparison of the 
deposits in those two years and a comparison of banking power in 
those two years?

Senator B ristow . Yes.
Mr. D a w so n . These are the figures: In 1894 national banks held 

$1,742,000,000 of individual deposits, and all other banks $2,973,- 
000,000. Now, what was the reason the State banks drew away from 
the national banks? You will find in one of the reports of the Na
tional Monetary Commission a chart showing how they have gone up 
and down. It is a very interesting chart, and it shows that from that 
time, in 1894, the State banks have increased more rapidly than the 
national banks. Why is that so? It seems to me it is for just one 
great reason, and that is that the State banks are enjoying greater 
privileges than the national banks are enjoying.

That leads us up to the question whether or not the Congress of 
the United States wants to give to the people of the United States a 
well-rounded banking system or a system that is only going to serve 
one portion of the country? Should we have a system simply to 
serve the commerce of the United States, simply to serve the business 
of the United States, and let agriculture and labor take the incidental 
benefits that result? Or should we have a system, and have the peo
ple of the Nation a right to expect that Congress will create a system, 
that will not only take care of business but which will also serve the 
needs of the wage earner, the farmer, and all of the people ?

My conception of a bank, I confess, may not be in accord with the 
committee’s conception of a bank. I have not been in the banking 
business very long—about three years. On leaving the House of 
Representatives I entered the bank without any previous banking ex
perience. We had a fine old bank out there. In the spring of 1911 
that bank had deposits of $1,500,000.

Senator N elson . What was the capital?
Mr. D a w s o n . $200,000 and a surplus of $200,000. It had been in 

operation for 50 years on the same corner in the same city. But it 
had grown to be to what seemed to me to be a rich man’s bank. Its 
facilities were not being as widely enjoyed by all classes of people as 
it seemed they should be.

My conception of a national bank is that it should serve every class 
of people—just like the post office does; that it ought to be a place 
not only where the business man would come, but where the man who 
wanted to deposit his savings would come. They are a class of peo
ple that should be encouraged to visit the national bank. And so 
that has been the policy that has been pursued by that particular 
bank from that time until this. That is what gives the national 
banker an opportunity to make his bank greater—the adoption of 
a broad policy of service. The denosits of that bank have increased 
almost a million dollars since the spring of 1911.

Senator R eed. H ow much of that is country banks?
Mr. D a w so n . H ow  much of that increase?
Senator R eed. Yes.
Mr. D a w so n . Very little. We have made no effort to extend our 

business in that direction very greatly, for reasons which I shall be
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glad to explain in connection with this phase of the subject relating 
to privileges of banks.

The State banks have outrun the national banks because they have 
enjoyed greater privileges, and it seems to me that in drafting this 
bill the fact ought not to be lost sight of that the national bank out 
in the average town of Iowa or Missouri is competing with the State 
bank. They are in the same block or just around the corner. The 
banker has only one object to attain aside from the making of money, 
and that is service to the community, and he hopes to make his 
money through that service. I f  he finds he can serve his community 
better under a State charter than under a national charter, of course 
there is no room for argument as to what he is going to do. So you 
must apply the supreme test to this b ill: Will the country banker go 
into it ? He will go into it if you will fairly equalize his privileges 
with those of his competitors.

Senator N elson . Will the committee allow me to ask a question at 
this point ?

Senator R eed. Certainly.
Senator H itc h c o c k . The present chairman has no objection, but 

refers it to the attention of the Senator from Ohio, who is the watch
dog of order.

Senator N elson . I take it consent is given. [Laughter.] How 
would it do to say that the national banks in any given State should 
have the same privileges for doing local business as State banks have 
in that State? Would not that be a sufficient inducement?

Mr. D a w s o n . Yes, it would; but that would not square with my 
idea of what ought to be done. That would make a Federal law 
contingent upon a State law, and I can not subscribe to that.

Senator R eed. And some States have practically no banking law.
Mr. D a w so n . What would meet my ideas in the matter would be 

to ascertain what is the sound practice generally throughout the 
country and accord them those privileges that would square with 
some banking practices. I think there are some loose banking laws 
throughout the United States. We do not want a national law that 
is loose anywhere, in any State or Territory of the Union.

Now, let us get down to the actual, practical questions that con
front the cashier in a bank in a town o f  3,000 people out in Iowa or 
Missouri or Ohio or Colorado or any other State. Lfet us take a 
bank of $50,000 capital—and, as I pointed oat, 90 per cent of your 
present national-banking system is made up of these smaller banks.

Senator N elson . I understand there are 2,000 of the $25,000 banks.
Mr. D a w so n . I have not the numbers.
Senator N elson . I wish you would put that in your table.
Mr. D a w s o n . The number of banks of the various capitalizations?
Senator N elson . Yes; of the $25,000 banks.
Mr. D a w so n . I find the exact number of $25,000 national banks is 

2,004. The average $25,000 bank consists of one man, so far as the 
actual operations of the institution are concerned. The cashier per
forms that service. He is bookkeeper, janitor, and cashier; he is 
receiving teller and paying teller, and he performs all the duties of 
conducting the bank. It is up to him how much his institution is

foing to earn. The men who have subscribed the stock for that little 
ank have put their money in it with the expectation of getting some 

return upon it. It rests "upon the shoulders of the cashier whether
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that bank is safe and whether that bank is profitable. So you must 
take into account his present condition and in what respect this new 
bill would curtail his present sources of revenue.

The first thing that confronts him is the fact that he must sub
scribe one-fifth of his capital stock to this new institution. It should 
be remembered that the capital stock in that $25,000 bank—and I 
think we should take him into account, because Congress encouraged 
him to incorporate. In 1900 Congress reduced the limit to $25,000 
as the capital on which a national bank could be organized. Con
gress then adopted the policy of encouraging him and carrying the 
privileges of the national system down to more people than it ever 
reached before. He is confronted with the fact that he must take 
one-fifth of the capital that these farmers and business men in his 
community have gotten together there. He must subscribe one-fifth 
of that to an institution away off somewhere else. He sees that 10 
per cent of his capital at least which has been gathered together for 
business in that community must be taken out of that community 
and sent to another place, and at a low rate of interest for him, 5 
per cent. That is a little disturbing to him, though I think the least 
disturbing of anything there is in the bill. I do not think the aver- 
age country banker would have any objection to subscribing 10 per 
cent of his capital stock. I would make it 10 per cent instead of 20, 
I think, because if you can get a large percentage of all the banks 
to go in at 10 per cent you will have ample capital in your new insti
tution.

Senator O ’G o r m a n . May I ask a question there? I f  there be no 
objection, I understand the rule is waived.

Mr. D a w so n . The witness is entirely willing to waive the rule at 
anv time.

Senator O ’G o r m a n . It is an important matter. I do not know who 
adopted this rule. I was not here when it was adopted, and I there
fore feel at liberty to disregard it.

Senator P o m erene . This will be no precedent.
Senator O ’G o r m a n . There has been fear expressed from time to 

time that if this 12-region feature of the bill were retained in some 
of the regions a sufficiently large number of the national banks would 
not come in to make up the required capital of $5,000,000.

Mr. D a w so n . I expressed that same fear to the committee shortly 
before you arrived.

Senator O ’G o r m a n . Very good. Now, what is your view regarding 
the possible modification of the bill in that respect bv permitting the 
reserve board to invite individual subscriptions to the stock from the 
citizens residing within those regions after a certain period, if there 
be a deficit in the $5,000,000 contributions from the banks?

Mr. D a w so n . My opinion. Senator, is that if certain changes are 
made in this bill there would be no question that the necessary capi
tal will be subscribed to these regional banks of rediscount. It seems 
to me that, without any great change in the fundamentals of this 
bill and only some changes in detail it will be made sufficiently at
tractive, not only to the national banks, but to State banks as well, 
that they would be pleased to come into it. I f  they did not, I could 
see no reason why you should not go on and take the next step— 
provide the capital in some other way.

S. Doc. 232. 63-1 —vol 3------ 12
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Senator O ’G o r m a n . Then, whether we have a system providing 
for one bank of reserve and rediscount in Washington, or whether 
we have a system of four or five regional banks plus the reserve 
board, or whether we attempt to carry out this system which con
templates 12 regional banks, you think that the power might be 
confided to the reserve board to invite contributions to the capital 
from the people of the country after a.certain period in the event 
of the requisite capital not being provided by the national banks?

Mr. D a w so n . I could see no objection to that. I think if you re
duce this capital stock subscription to 10 per cent------

Senator O ’G orm an  (interposing). To payments of 5 per cent each?
Mr. D a w so n . T o payments of 5 per cent each; and then increase 

the dividend rate and, possibly, make it 6 per cent—I think that is 
a very small matter, so far as the average bank is concerned, although 
he is in the habit of obtaining 6 and 7 per cent on his money—after 
you have built the surplus of this new bank up to your required 20 
per cent; 6 per cent would then only be 5 per cent on the book value 
of the stock.

Senator O ’G o r m a n . D o I understand you to express the opinion 
that if the contribution from the national banks should be reduced 
to 10 per cent instead of 20 per cent, and the 10 per cent to come in 
in two payments of 5 per cent each, sufficient would be subscribed by 
the national banks to make up the required capital in each regional 
bank?

Mr. D a w so n . Well, I could not answer that question directly, Sena
tor, because T do not know what the regions are to be.

Senator O ’G o r m a n . I have reference in this question to the 12 re
gional banks. Of course, as I see it; this particular element of danger 
and uncertainty would be completely eliminated if we had but a 
single reserve bank where the contributions from the country would 
come. The danger would be more or less minimized if we had four 
or five regional banks.

Mr. D a w so n . I advocated that a moment ago.
Senator O ’G o r m a n . But with 12 banks there must necessarily be 

some uncertainty as to whether all of them can secure, in the manner 
indicated in this bill, the required capital of $5,000,000.

Mr. D a w so n . I feel greatly honored to find that my views and 
yours are almost in accord on this particular subject. I expressed 
them to the committee a few moments ago, but I think it was perhaps 
during your absence from the table.

Senator N elson . Will you allow me to interrupt? It seems to me 
that there has been a confounding here of the subscription. The sub
scription is 20 per cent, but the payment within the 60 days is not to 
be more than 10 per cent. It is only a matter for call; the balance 
is------

Mr. D aw so n  (interposing). It seems to me this way: Suppose the 
bill should go through in its present form, which is not entirely sat
isfactory. Suppose the call should be made for the first 10 per cent 
under the provisions of the bill. The very situation arises that the 
Senator from New York has just called attention to—enough of the 
banks stay out so you can not organize each of these 12 regional 
banks. Then, of course, the Federal reserve board would call for the 
other 10 at once. They have that power; there is no limitation as 
to when they may call for it. So the average manager of the small
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bank, for whom I am undertaking to speak, sees before him all the 
time that he will at once have to take 10 per cent of his capital------

Senator R eed (interposing). Do you think they would hesitate to 
ante in the first instance if they did not know what the limit was 
going to be?

Senator, P om erene . Y ou are talking about a subject we do not 
know anything about. I insist on the regular order.

Senator R eed. It seems to me that the Senator protests rather 
quickly. [Laughter.]

Mr. D a w so n . The average country banker objects to this in that 
way, particularly when it comes to him somewhat in the nature of 
an act of violence. lie  does not relish the idea of the Federal 
Government saying to him, “ You must do this; you must take one- 
tenth of your capital out o f your community and invest it in this 
institution, and you must later take another 10 per cent and invest 
that.” So I say the feature of the subscription is somewhat objec
tionable to the smaller banker at this time.

But a subject of more concern than that is the shifting of his 
reserves. That means more to him in the way of financial returns 
than the difference in interest on his stock subscription to the regional 
bank.

As I recall the terms of the bill, the country banker does not have 
60 days as the central reserve city banker has. He has to produce 
instantly, and he must shift 3 per cent of his total deposits from their 
present location over to the regional reserve bank.

Now, it may seem like an anomaly, but it is true nevertheless in 
actual banking practice, that those reserves to-day are a part of active 
checking accounts, and so it is entirely exact to say that the reserves 
of the country national banks are now in the active channels of busi
ness. It seems like a contradiction in terms that a reserve should be 
part of the regular currents of everyday business, and yet I shall 
endeavor to explain how that is so.

The First National Bank, of Davenport, Iowa, is required to keep 
its reserve in either Chicago, St. Louis, New York, or some other 
reserve city. Along with the question of reserves, there is the question 
of daily exchange. I asked the boys in the bank to figure up how 
active our Now York and Chicago accounts were. Most of the 
financial relations o f 4 our portion of Iowa are in the direction of 
Chicago, rather than in the direction of St. Louis, although we have 
considerable business in that direction also. I found that our Chicago 
balance turned over every 2 days in the matter of exchange. In 
other words, we were wTriting a sufficient number of drafts on Chi
cago banks every two days to wipe out our balance there, and that 
balance was larger than the reserve which we were required by law 
to carry.

Senator H ttchcock . What methods do you adopt to restore that 
balance? What proportion is in currency?

Mr. D a w so n . There is no currency; they are items of credit.
Senator H itc h c o c k . N o currency?
Mr. D aw son. N o currency at all; we never ship currency to 

Chicago.
Our New York account shows the activity of the relations be

tween the mid-West and the financial metropolis. Our New York 
account turns over once in every three days. We sell enough New
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York exchange every three clays to wipe out the balances we carry 
in New York.

Senator R eed. Y ou would have to have that much money there, 
whether you had a reserve or not ?

Mr. D a w s o n . Very nearly so, unless there would be some change 
in the existing practices in the world of banking.

So, when you reduce the reserve requirements of the country banks 
from 15 to 12 per cent. I do not think it is fair to say that the 3 per 
cent reduction is immediately available, and that he can take it from 
where it is and put it in the regional reserve bank without embarrass
ment to him and without disturbing business as it is carried on to-day. 
I  say the average country banker would not do it. He would not 
feel safe in taking that 3 per cent by which you reduce his reserve 
requirements------

Senator O ’G orm an  (interposing). Do you think that is a safe re
duction—from 15 to 12—for the country bank reserve ?

Mr. D a w s o n . With the provisions embodied in this bill, I  should 
say yes.

Senator O ’G o r m a n . D o you think the country bankers would not 
consider it safe to avail themselves of the reduction in the reserve?

Mr. D a w s o n . The country banker possesses some caution atid 
some conservatism—a considerable amount. I do not think he would 
want to reduce his balances, either in New York or in Chicago, until 
he saw how this bill was going to operate. He must put this money 
up at once. He is not going to change the experience of years over
night. He is going to be cautious and await the developments in the 
new system.

So, in my judgment the average country banker in Iowa, if he is 
required to send that 3 per cent instantly away to the regional re
serve bank, will have to do one of two things—he will either have to 
go out and borrow that money or he will have to contract credits or 
call some loans to get it.

Senator S h a f r o t h . Why can he not borrow from the reserve bank 
immediately ?

Mr. D a w so n . I regard that as a very important matter, Senator, 
and yet I can not find in this bill where the machinery for rediscount 
is going to be ready to be put in operation the minute you call upon 
the country banker for that subscriptions

Senator H itch co ck . H ow  soon afterwards do you think it will be 
ready for operation, from your study of the bill? You say you think 
the machinery for rediscount wouid not be ready at the time the 
country banker is required to shift his reserves, and I agree with you; 
but I have been unable to figure out how soon afterwards it would 
be ready.

Mr. D a w so n . I do not know. It seems to me that what should be 
done would be to have that machinery of rediscount all ready before 
the shifting of reserves began.

Senator R eed. Why not shift it in the form of good notes? Why 
not let your bank take down $100,000 of good paper and deposit 
that instead of cash ?

Mr. D a w s o n . Make it a simultaneous transaction?
Senator R eed. Instead of taking your money dow~n and then put

ting up your note and collateral notes from your bank, and then 
borrowing back the money you had taken down with you, why not
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deposit in the.first instance part of your securities with the guaranty 
of your bank, and let that stand at once as your contribution and 
your rediscount ?

Mr. D a w so n . That w-ould be going straight to your destination 
without any of the circumlocution that seems to be in this machinery 
as it stands.

Senator R eed. Would that help that difficulty?
Mr. D a w so n . It seems to me it would, in part, but it would not 

provide the gold reserve required by the regional banks.
Senator B ristow . Nevertheless, unless you utilized the money you 

now have with your reserve agents, you would have to curtail your 
business just to that amount. You would not have to force contrac
tion, but you turn over these securities and the regional bank collects 
them, so that you take out of your community that much credi,t, do 
you not?

Mr. D a w s o n . Well, I would not say you take out that much credit. 
You can yet bring the level back through a rediscount.

Senator H itch co ck . A  reserve bank is required to keep a reserve 
of 33  ̂ per cent. I f  the reserves were paid in commercial paper how 
would it affect the gold reserve?

Senator S h a f r o t h . Y ou do not hold any reserve against capital. 
You can loan that to the full extent. I am talking about a proposi
tion of turning the reserves into commercial paper. The reserves 
count as deposits. Where would the gold reserves come from?

Mr. D a w s o n . Of course that is essential. That is vital. These 
regional reserve banks should have this gold reserve against its note 
issues.

Senator N elson . It would not give them any money; it would 
simply gi,ve them commercial paper.

Senator S h af r o t h . Yes; it would. They would issue this paper, 
and if they would issue the paper immediately, it would give them 
paper currency.

Senator B ristow . Where w’ould they get the gold ?
Senator R eed. That is easily provided because any bank—I was 

not trying to suggest a perfected system, but the idea I was trying 
to meet was the one that there would be an interval when the bank 
would be obliged to carry that money down, and let it remain idle, 
and they get it back at some future time in the way of rediscount.

Now, leaving out for the moment the gold-reserve proposition. We 
would, by the suggestion which I made, accomplish by one act that 
which is contemplated shall be accomplished under the bill by two 
acts.

Senator P om erene . And a delay.
Senator R eed. Involving a necessary delay, because under the pres

ent proposition a bank would send down a million dollars of money 
and deposit it with the Federal reserve board, and if it were short o f 
money it would bring down the necessary million dollars of notes, 
and, guaranteeing those notes, deposit them and borrow back the 
$1,000,000 it had put in.

Now, if that is to be the ultimate result it might as well, in the first 
instance, bring down the notes, and, guaranteeing them, turn them in 
and use that as its contribution. Now, of course the 33  ̂ per cent 
of gold required on deposits would necessitate that the banks bring
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down enough gold, if  the plan should be worked out by which the 
bank making this transaction should contribute a certain amount of 
gold, and that would have to remain in the vaults. Further than 
that, after all is said and done, what has been claimed for this system 
is that it does enable the banks to use this capital, and if they use it 
they might as well do it in one transaction as in two. 1 only made 
the suggestion to see whether it would agree with the facts.

Senator N elson . I think this hardship, so-called, is unduly ac
centuated, for the reason that this bill relieves them of 3 per cent of 
their reserves.

Senator S h a f r o t h . According to this system, only 1 per cent would 
have to be put up immediately.

Senator R eed. I want to say in this connection that the suggestion 
which I made first came to me in conversation with Senator Pom
erene. I f  there is any virtue in it the credit should go to him and 
not to me.

Senator N elson . O f course, the reduction which the bill makes of 
reserves of country banks from 15 to 12 per cent after the bill gets 
in operation would take care of that 3 per cent which they must put 
over at once; but, Senator, in my judgment the average country 
banker would not feel that he could take 3 per cent out of his balance 
that he has now in the channels of trade and business and put it 
into a regional reserve bank without some disturbance to the 
machinery.

Now, let us see what it would mean to a State. Iowa is a purely 
agricultural State, with no city of more than 100,000 people. We 
have 340 national banks in Iowa.

Senator H itch co ck . Will you permit me to interrupt you there? 
Mr. Cannon was scheduled for this morning, and he tells me that he 
would like to get back to New York to-night. There will be some 
time required for your cross-examination, and I wanted to ask 
whether it is important for you to get away to-night ?

Mr. D a w so n . It is not absolutely essential, although 1 had hoped 
to start West this evening at about 6 o’clock. I am almost through, 
so far as my general statement is concerned.

Senator H itch co ck . Well, we will sit until 1 o’clock, anyway, and 
1 think you can probably finish your general statement by that time, 
and then we can let Mr. Cannon go on immediately following recess.

Mr. D a w so n . It would be entirely agreeable to me, however, to 
give way for Mr. Cannon at this time, if that is the committee’s 
pleasure.

Senator H itch co ck . Very well, then; we will hear you until you 
complete your general statement.

Mr. D a w so n . As I said, we have in the State of Iowa 340 national 
banks. They have a capital of $23,000,000. The national-banking 
system is not as powerful out there as we would like to see it. The 
10 per cent of capital-stock subscription for us would be $2,300,000. 
The deposits in the country national banks of Iowa are $121,000,000, 
and 3 per cent of that must go over. That would be $3,630,000. So 
that the total would be almost $6,000,000, or*$5,930,000, which would 
be Iowa’s contribution to the Federal reserve banks the next day 
after it went into operation—approximately $6,000,000.

Senator R eed. From all the banks, or from the national banks?
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Mr. D a w so n . The national banks only; I am speaking of the coun
try national banks.

Then the reserve cities, of which we have four in Iowa, would have 
to make their additional contribution of 3 per cent in 60 days. They 
have 60 days more in which to gather together their 3 per cent on 
the $41,000,000 which they hold, which would be $1,230,000. But the 
country bankers in Iowa must produce $6,000,000 at once and put 
it into this system and those national bankers in the reserve cities in 
Iowa, 60 days thereafter, must produce $1,230,000 more.

Senator R eed. Are you not mistaken about that? [Reading:]
Every national bank located within a given district shall be required to sub

scribe to the capital stock of the Federal reserve bank of that district a sum 
equal to 20 per cent of the capital stock of such national bank, fully paid and 
unimpaired, one-fourth of such subscription to be paid in cash and one-fourth 
within GO days after said subscription is made. The remainder of the subscrip
tion, or any part thereof, shall become a liability of the member bank, subject 
to call and payment thereof whenever necessary to meat the obligations of the 
Federal reserve bank under such terms and in accordance with such regula
tions as the board of directors of said Federal reserve bank may prescribe.

Mr. D a w so n . They pay in 5 per cent of the capital at once; but 
the payments with regard to the reserves were stated correctly.

Senator S h a f r o t h . Here is another provision in regard to that 
matter:
and for a period of 14 months from the date aforesaid at least three-twelfths, 
and thereafter at least five-twelfths, of such reserve shall consist of a credit 
balance with the reserve bank of its district—
that gives them 14 months in which to put in this 3 per cent.

The C h a ir m a n . What section is that?
Senator S h a f r o t h . Section 20. [Reading:]
Five-twelfths of such reserve shall consist of money which national banks 

may under existing law count as legal reserve, held actually in the bank’s own 
vaults; and for a period of 14 months from the date aforesaid at least three- 
twelfths, and thereafter five-twelfths, of such reserve shall consist of a credit 
balance with the Federal reserve bank of its district.

Mr. D a w so n . Certainly; he must at once put 3 per cent with the 
Federal reserve, and the remainder of the 12 per cent may for 36 
months consist of balances due from national banks in reserve or 
central reserve cities.

Senator S h a f r o t h . It gives them 14 months to get that in the 
Federal reserve bank.

Senator B ristow . That is the second payment.
Senator S h a f r o t h . Five per cent—that is cash—and then 3 per 

cent, and thereafter five-twelfths of such reserve shall consist of a 
credit balance with the Federal reserve bank of the district.

Senator N elson . What it means is this, that during 14 months he 
must maintain 3 per cent.

Mr. D a w so n . Certainly; and then raise it to 5 per cent.
Senator N elson . And then, after that, it must be 5.
Mr. D a w so n . N o w , in my judgment, the country banks in Iowa------
Senator S h a f r o t h . He does not have to put it in until a year.
Mr. D a w so n . The country national banks in Iowa could not take 

$6,000,000 right out of the everyday transactions of their banks and 
put it in this regional reserve bank without some disturbance of 
credits in that State.
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Senator O ’G o r m a n . It would be a contraction of credits?
Mr. D a w s o n . Yes.
Senator O ’G o r m a n . Would that not be a continuous contraction 

of credit for the year?
Mr. D a w so n . Gradual.
Senator O ’G o r m a n . Diverting it from commercial activities?
Mr. D a w so n . Yes; it would undoubtedly be some curtailment of 

credit.
Senator H itc h c o c k . What w7ould the effect of the curtailment of 

credit be on business in Iowa ?
Mr. D a w s o n . Of course there is no telling. It would not hurt us 

so much out there. Iowa is practically financially independent of the 
rest of the country.

Senator R eed. I f  you had to divert $6,000,000 in the State of Iowa 
from actual business that would mean a contraction of credit of 
about $48,000,000?

Mr. D a w s o n . It would mean that------
Senator R eed (interposing). Now, if that was done, the only way 

you could do it would be to either go closer to the danger line in your 
reserves or to begin to gradually make loans as generously as you 
had before?

ill*. D aw so n . Yes.
Senator R eed. There would be a gradual pinching in the financial 

condition.
Senator P om erene . The very thing that a banker would do would 

be to go to that bank and borrow it back again.
Senator S h a f r o t h . The reserve banks?
Senator P om erene . Yes.
Senator R eed. I am thinking now of the illustration on that same 

occasion of the bank getting ready for a year in advance to make its 
contribution.

Senator P om erene . There is not any necessity for the contraction 
of the currency to that extent, with the privilege of borrowing it 
back.

Senator R eed. Provided, you mean, you could make the loan back 
immediately.

Mr. D a w so n . And provided, also, you had the collateral to get the 
loans.

Senator N elson . I wTant to call your attention, Senators, to the 
discrimination here and ask you to turn to the bill on page 36, line 23, 
where it says, “ and for a period of 14 months from the date afore
said, at least three-twelfths ” ; that is, the country bank. Now, turn to 
the next page, where it says, “ after 60 days from the date aforesaid, 
and for a period of one year.” Now, in order to put them on an equal 
footing, you ought to have the words “ after 60 days ” in line 23 on 
page 36. In one case it reads “ after 60 days from the date of afore
said, and for a period of one year, at least three-eighteenths and per
manently thereafter at least five-eighteenths.” Now, in the other 
case, on page 36, it says, and for a period of 14 months from the 
date aforesaid at least three-twelfths.” In order to make that exactly 
fair and equal you ought to have the same wording, “ after 60 days 
from the date aforesaid, and for a period of 14 months.”

Mr. D a w s o n . That emphasizes------
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Senator N elson (interposing). It is clear that there is a discrimi
nation.

Senator H itch co ck . Is that not due to the fact that the reserve 
banks hold deposits in banks and the country banks take those de
posits out, and for that reason an additional limit is given the reserve 
banks? Is that not the logic of the situation?

Mr. D a w s o n . That is one viewpoint, and yet, take it from the 
viewpoint of ihe banks the reserve requirements of this bill bear with 
greater severity on the country banker than they do upon the reserve 
city banker, because he has GO days. Of course he is going to lose 
some of his country-bank deposits.

Senator H itciico ck . When the country banker draws upon his re
serves he calls upon the reserve city banker, and the reserve city banks 
will have to carry the burden of the reserve city bank as well as the 
country bank, and I think there is logic in giving him more time for 
that reason.

Mr. D a w s o n . I think so, and that is one reason why you have re
duced his reserve from 25 to 18 per cent, the central reserve city 
bank; the bill reduces the reserve from 25 to 18 per cent.

Senator H itch co ck . When does that reduction occur for the re
serve city bank?

Mr. D a w s o n . From 25 to 18 per cent?
Senator H itch co ck . Yes.
Mr. D a w so n . When it gets in full operation.
Senator N elson . It has a period of 60 days.
Mr. D a w so n . From what?
Senator N elson (reading) :
If a reserve city bank as defined by existing law it shall hold and maintain 

for a period of 60 days from the date fixed by the Secretary of the Treasury 
as hereinbefore provided, a reserve equal to 20 per cent of the aggregate 
amount of its deposits, not including savings deposits hereinafter provided for, 
and permanently thereafter 18 per cent.

Senator H itch co ck . Does that mean 60 days after the new system 
is in operation?

Senator N elson . From the date fixed by the Secretary of the 
Treasury; from the time the bank goes into operation, I suppose.

Senator H itch co ck . Then the reserve city bank gets no reduction 
in reserves until two months after the new system is in operation ?

Mr. D a w so n . From 25 to 20 the first thing; 5 per cent of it in
stantly ; and 2 more in 60 days.

I want to draw this down one step further. I want to draw it 
down to the condition of the little bank itself, and what it is going 
to do to it. E have taken a bank of $50,000 capital and $500,000 
deposits. That is a bank like the First National Bank of Maquoketa, 
Iowa, or the First National Bank of Marengo, Iowa—county seat 
town—an average county seat town in the middle western country. 
What is the bill going to mean to such a banker? You want him to 
go into the system. He must at once subscribe 20 per cent of his 
capital and pay 10 per cent of it, one half at once and the other half 
in 60 days. Then he must shift to this new bank 3 per cent of his 
deposits, so that his initial contribution for the reserve bank would 
be $20,000. And eventually, if he were called on for the other stock 
subscription, and carried to the regional bank the balance of his 7
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per cent of reserves, or even call it 6, then he would have in the 
regional bank $40,000. That $20,000 at the start is a pretty large 
sum of money on $50,000 capital. In a bank of $50,000 the largest line 
of credit he can give to any individual is $5,000. That is the biggest 
note he will have in his portfolio, and there will be comparatively 
few of them in towns of that size. So that he must produce $20,000 
out of this $50,000 bank in order to comply with the initial require
ments.

Senator N elson . But $15,000 comes by way of transfer from his 
reserves. It is a shifting of reserves.

Mr. D a w s o n . Yes, sir: and I have felt, Senators------
Senator N elson  (interposing). It is not a direct contribution; it 

is just a shifting of reserves to that extent from other reserve places 
to this central bank.

Mr. D a w s o n . But my opinion is, Senator— and that opinion is 
based on what I know of actual banking transactions in the country— 
that at the beginning the country banker would not shift his balances 
which he has now, because he feels that the balances which he main
tains now are none too much to take care of his needs for exchange. 
At least he could not shift them until he begins to see how this new 
plan works. You are going to change somewhat the currents of 
business. He is going to be very slow to take any step which will 
endanger his business until he finds out how it works.

Senator N elson . He can sell his exchange on the regional reserve 
bank instead of these other banks ?

Mr. D a w so n . I want to discuss that when I reach the point. So a 
country bank of $50,000 capital, with half a million dollars of de
posits, will have to put up $20,000. That would not be so serious for 
him if you had the machinery for rediscounting ready to put in op
eration as soon as he sent that up there, and it would not be so serious 
if he had the class of paper that would be eligible for rediscount un
der this bill. Those are the two things that confront the country 
banker. In that connection I desire to say that I have met many 
smaller bankers of Iowa, and among them there is a considerable 
unanimity of opinion that the banks of $50,000 and $100,000 capital 
in Iowa, or any other State for that matter, will not have the kind of 
paper that will be eligible to rediscount under the terms of this bill. 
O f course, the standard of the paper is not fixed in the b ill; that is, 
the exact standard. That is to be left to the discretion of the Fed
eral reserve board. The average country banker does not know just 
what the standard is going to be, what requirements are going to be 
exacted by the reserve board; and, as a matter of fact, in reading the 
testimony before this committee I have seen no witness who seemed 
to be entirely clear in his mind as to just what the standard that 
would be eligible for rediscount by the regional reserve banks 
would be.

Senator H itc h c o c k . D o you think that is to be fixed by the Federal 
board ?

Mr. D a w so n . In part, and in part fixed by statute.
Senator H itch co ck . Would not the Federal regional reserve banks 

pass upon that question ?
Mr. D a w so n . They may also. That only emphasizes what I  was 

trying to say, that there is a great deal of doubt in men’s minds as to 
how the lines are going to be drawn.
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Senator H itch co ck . Y ou think it should be expressed more clearly 
in the bill ?

Mr. D aavson. I think it should be.
Senator Reed. Y ou say they are not likely to have this class of 

paper ?
Mr. D a w s o n . Yes, sir.
Senator R eed. Assuming that, that might be commercial paper, as 

a 60 or 90 day note signed by two people, and I think that is just 
where we are. I do not think anybody can place that.

Mr. D a w so n . That is on an actual business transaction ?
Senator R eed. I am leaving that out, because I do not think any 

board can go back of a piece of paper that is presented. You have 
that class of paper, do you not ?

Senator N elson . The difficulty which comes, Mr. Dawson, with the 
paper of these country banks is not so much the question of time as it 
is the quality of the paper; that is, commercial paper in the strict 
sense, as understood by some. The bulk of their paper is not commer
cial paper?

Mr. D a w so n . N o.
Senator N elson . It is not paper that they say will liquidate itself?
That is one of the radical troubles.
Mr. D a w so n . But I think the committee understands pretty thor

oughly that a great majority of the paper held by the average coun
try bank is paper that matures when the farmer produces his crop. 
It matures at a certain time of the year. It may be based on cattle 
or other things, but it is only liquidated when the community has 
produced agricultural wealth. In other seasons there would be very 
little eligible.

Senator R eed. I f  that kind of paper wTas excluded from the bene
fits of this bill and certain other paper had all the benefits of the 
bill, would that not necessarily result in an additional interest charge 
and a discrimination against that class of paper which is longer in 
time and which is to be liquidated by the farmer marketing his cat
tle, and things of that sort?

Mr. D a w so n . That would be m y view.
Senator H itch co ck . Have you any figures showing what percent

age of the farmers’ paper is actually liquidated and what per cent is 
renewed ?

Mr. D a w so n . No; I have no figures on that point.
Senator H itch co ck . Why is it that there is not a wider variation 

in the amount of loans as reported in the bank reports ?
Mr. D a w so n . During the other portions of the year the way the 

country banker loans out his money is in small notes, which under no 
circumstances could he use as collateral with a regional reserve bank. 
Then there is an additional embarrassment to the country banker. 
There is a question whether or not------

Senator P om erene  (interposing). You say under no circumstances 
could he use that. Why?

Mr. D aw so n . I could conceive of no practical way whereby a 
country banker could; we will say he wanted a rediscount of $10*000 
or $5,000; say he wanted a rediscount of $5,000. He takes his port
folio and he gathers up notes of $25, $50, $60, or $75, small notes. It 
does not seem to me it would be practicable for him to rediscount a 
bunch of such small notes as these.
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Senator P o m e r e n e . There is nothing in the bill preventing it; 
nothing saying that that could not be received.

Senator B ristow . It is not a commercial transaction in any sense; 
it is simply a personal loan.

Mr. D a w s o n . Then if the bank were to send those small notes to 
a bank outside of their own institution they would lose customers by 
it. The average man in the little towns does not want his note out
side the hands of the banker from whom he obtains the loan. He 
does not want it sent to Chicago. He may want to come in and pay 
it. I f  the man came in and he wTent to the banker from whom he got 
the money and said he wanted to pay the note and the banker said 
“ I have your note at the regional reserve bank as collateral,” the 
next morning that particular customer would be over at the State 
bank doing business and not with the national bank.

I think this 3 per cent of reserve which you propose to shift from 
its present place to the regional banks, if you do that a little more 
gradually, take 1 per cent in the first three months and the next in 
quarterly periods, you would get it all over there in the same period 
of time, practically which you have in the bill, but it would be so 
gradual as to permit the banks to readjust themselves.

Senator H itch co ck . But you would not send it over there by the 
lime the regional reserve bank had any use for it.

Mr. D a w so n . But these things are not of the largest concern to 
the country banker. They are not the things that are going to keep 
him out or put him in. The present every-day question with the 
country national banker is the question of the equality of opportunity, 
or the equality of privileges with the man with whom he is in direct 
competition. That is the vital question with him every day. I f  he 
is to be invited into a system or to remain in a national system he 
went in with certain privileges, and the only real privilege he 
had under that system is to be taken away from him, and he is to 
etand in this new system deprived of any advantage he ever did have, 
and denied those additional privileges that he has all these years 
had reason to expect from the Congress of the United States, then I 
can not see, and no one could see, any excuse for his going into that 
system. He will go into the State bank system. The question of the 
equality of privilege and equality of opportunity or the equalization 
of the privileges of the national banks is a most important proposi
tion, and goes to the section of the bill in relation to the farm loans 
and savings department.

Senator B ristow . I am more interested in Mr. Dawson’s analysis 
of this bill, probably, than anybody else, or at least as much as any
body else, because he is dealing with the very things which touch my 
constituents, and I would like him to be here just as long as he can 
stay. I f  we are to hear Mr. Cannon, I think we may have to ask 
Mr. Dawson, if  he can, to stay over.

Mr. D a w so n . I should be very glad to give way at any moment to 
Mr. Cannon.

Senator H itch co ck . I think you had better proceed.
Mr. D a w s o n . This question of farm loans and the savings-bank 

provision is a vital question.
Senator B ristow . That is going to take a good deal of time.
Senator N elson . Tell us about the farm loans.
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Mr. D a w so n . The provision of this bill is of no practical benefit 
to the national banks in the Middle West, where there are the highest 
class of farm-mortgage loans, and where agriculture is in the highest 
state of development, and where the loans there are regarded as the 
choicest security which a bank can obtain for a loan—a farm mort
gage not to exceed 50 per cent of the value of highly improved farms 
of that section of the country. It is the best security any bank can 
lay its hands on. It is not the custom to make loans of that character 
for 1 year. The country bank will make them for 5 or 10 years. 
With the provision in here that they may only be made for 1 year, 
no one would ever approach a national bank on the subject of try
ing to negotiate a farm mortgage with that 1-year provision. He 
would do business with the State bank.

There were certain reasons when the national banking law was 
enacted why farm mortgages should not be taken by national banks. 
At that time there was a question as to its security, and there was 
a question as to its liquidity—its power to be converted, the power to 
.^quidate it. The class of those securities is very much higher now 
than it was then. The security upon the loan is improved.

Senator N elson . And they can be easily liquidated?
Mr. D a w so n . There is a fairly well organized market for the 

farm mortgage. The great insurance companies are now seeking 
first-class mortgages on highly improved real estate. There is a 
broader market now.

Senator R e e d .  A s a practical question, if your bank had a $10,000 
mortgage on a good farm in the State of Iowa, running for five 
years, and drawing a reasonable rate of interest, would you have any 
difficulty in getting that money in one or two days’ time; I mean 
the money on that mortgage?

Mr. D a w so n . Not under ordinary times. I can see, of course, that 
in the face of a panic you might not be able to do that.

Senator R eed. In the face of a panic we could not get our money 
out of the banks.

Mr. D a w so n . I f  the machinery of this bill works as its authors 
think it will work, we are going* to be panic proof by the rediscount 
feature of it. Certainly there is no choicer security than this par
ticular kind of mortgage that you described.

Senator N elson . I have known runs on banks to be stopped by the 
tender of mortgages over the counter instead of cash.

Mr. D a w so n . There is some difference of opinion among men as 
to just what the provisions of this bill mean with regard to farm 
loans. I have had men who have analyzed it say that the provision 
on page 44, speaking of loans on farm lands, and putting limitations 
on them, of which the country banker complains, that that is simply 
applied to the commercial departments of any national bank any
where, whereas, in the very next section of the bill, section 27, relat
ing to the savings department, you gave to that department the power 
to loan on real estate, without the limitations. Whether or not the 
limitations in the preceding section would apply to that, I am not 
sure.

Senator N elson . Would it not be a better limitation, instead of 
limiting it upon the capital, to gauge it by the time deposits?
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Mr. D a w s o n . That would be my solution of it, and I want to make 
my suggestion jointly with relation to farm loans and the savings 
department. The savings department provision in this bill is very 
objectionable to national banks who now have a savings department 
and small country banks.

Senator N elson . They are all practically doing a savings-bank 
business now?

Mr. D a w so n . Very nearly, and under the demands of this bill 
it would actually compel them to go out of the savings-department 
business in a large measure.

Senator R eed. Why? That is what we want to know. Tell us 
why, so that we may know how to remedy it, if we agree with you.

Mr. D a w so n . In the first place—I only refer to that now because 
I want to try to get through by 1 o’clock so than Mr. Cannon can go 
on. Would it be just as agreeable for me to answer that later on?

Senator R eed. Yes; but do not forget it.
Mr. D a w s o n . Country banks do not like this segregation of capital, 

segregation of assets, segregation of cash. It is absurd, and we 
come to a $25,000 bank where everything goes into one window, and 
everything is done by one man. He would be the subject of derision 
in that community if he were compelled to run two banks—segregate 
his capital into savings business and commercial business. That 
would be the case in a $25,000 bank out in Nebraska and Kansas, and 
in Iowa also.

Senator N elson . It would be.
Mr. D a w so n . My general suggestion with regard to the savings 

department and the f  arm-loan department is this: The national banks 
have been encouraged to open savings departments. A savings de
partment in our bank was started about a year before I went there; 
that is, in 1910. I have inquired into the circumstances under which 
they started that department in that bank. They wrote the comp
troller and asked him for the regulations respecting the establishment 
of a savings department in a national bank. They received a letter 
from him, and it was on the basis of that correspondence that they 
proceeded to establish their savings department.

Senator R eed. The comptroller gave permission?
Mr. D a w s o n . He did not deny us. I will put the letter into the 

record if desired. It is practically the same reason he gave in his last 
annual report.

It seems to me that it could be done with perfect safety, to permit a 
national bank to accept savings deposits and then loan a percentage 
of its savings deposits on first-class farm mortgages.

I know the complaint is made you do not want to confuse invest
ment banking and commercial banking, but there is not a State bank 
in the State of Iowa, with 1,300 State banks and BOO national 
banks—there is not a.bank in that entire State but what is doing in
vestment banking and commercial banking all through one window, 
and it is done safely. It is serving the interests of those little com
munities, and their security—the security of the State bank out in 
our country—is as good as the national bank. They are just as 
well conducted, and they are serving the people in a wider capacity.

Senator R eed. And thoroughly inspected ?
Mr. D a w s o n . I think their inspection is not quite as rigid as the 

national-bank inspection.

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



BANKING a n d  c u r r e n c y . 2117

Senator B r istow . In our State I think it is better.
Mr. D a w s o n . That may be so.
Senator R e e d . The State government of Kansas has always been 

understood to be superior to any other government.
Senator N elson . Except the government of Minnesota. [Laugh- 

ter.]
Mr. D a w so n . I know the question has been asked this committee 

by some of the large bankers, What situation the national banks would 
be in if at one window you are paying out demand deposits and at 
another window you are enforcing the 60-day rule ? It seemed like a 
question that ~ had no answer. But yet it has an answer. There is 
a difference between a demand deposit and a time deposit. There is 
a difference in the contract between the depositor with the bank. 
The man who comes in with a savings deposit—a time deposit, if 
you please—says to Mr. Banker, “ I want to leave this here a certain 
length of time, a considerable length of time. I will leave it here, 
say, three months or seven months,” or he need not specify. Mr. 
Banker says, “ Very well. I f  this is a time deposit, we can afford to 
pay you interest on that in consideration of your allowing it to 
remain here. We will pay you 3 per cent interest on it.”

Senator N elson . And give you a certificate.
Mr. D a w so n . One or the other. He may be either given a certifi

cate or it may be entered in his pass book. There is a contract be
tween the depositor and a banker on a time deposit. That is not true 
bet wen the banker and the man who comes in to make a demand 
deposit. The business man who comes in and lays down his deposit, 
he says to the banker, “ I want you to take care of this for me, but 
I expect you to pay it to me the minute I want it. I am not going 
to leave it here any specified length of time; you can not count on 
that.55 Our banker says, “ I can not afford to pay you any interest 
on that.55 There is not the same contract. Now, if there is a differ
ent contract between the depositor and the banker on those different 
classes of accounts, then there should be a way by which they could 
be handled differently and with entire justice to all concerned.

Senator N elson . And safety.
Mr. D a w s o n . And with safety as well. So I  can not see why a 

country national bank should not be given the privilege under proper 
restrictions, of course, to do a commercial business and this invest
ment banking.

Senator N elson . And, as a matter of fact, are not the bulk of those 
deposits in the small country banks time deposits?

Mr. D a w so n . They are. I have a letter here from one of the coun
try banks on that very subject which I hope will be of service to 
the committee.

Senator H itch co ck . What size bank would you limit that to ?
Mr. D a w s o n . I do not believe I would limit any national bank. 

Let it be a national bank up in New York or Chicago, I do not care. 
I f  it is necessary in serving the interests of their community to have 
a savings department if they wanted one, I  would give them the 
same privilege as a bank in the smaller town.

Senator N elson . I will tell you, Mr. Dawson, what they do. They 
organize a loan and trust company as an appendix and work 
together.
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Mr. D.u\ ’son. Yes. Within a radius of 50 miles from where I 
live and I think I can count 10 or a dozen national banks, in their en
deavor to meet the needs of the community where they are situated, 
have been obliged to take out a State charter and run the two banks 
together. There are many national banks operating as a savings 
bank under the lawrs of the State of Iowa, with the same stockholders 
and the same directors as the national bank.

Senator N elson . Y ou will find, if you want to prove it, a trust 
company in the country with small branches in the national banks.

Mr. D a w s o n . The country banks have been obliged to resort to 
that expedient in order to serve the needs of their communities.

Senator R e e d . Yes; and do not some trust companies organize to 
get hold of the stock and control of the national banks?

Mr. D a w s o n . I am not familiar with that. Now, that is about all 
the notations I have here with respect to my statement, except one 
thing, the refunding of the 2 per cent bonds. The country bank is 
very vitally interested in that question, of wThat you are going to do 
with the 2 per cent bonds.

Senator N elson . And for this reason, he has taken out circula
tion more up to his capital than the city bank.

Mr. D awtson . Indeed he has.
Senator R eed. Suppose he may keep that circulation.
Mr. D a w s o n . I think he would be satisfied with that provision.
Senator R eed. We only propose to retire one-twentieth of it each 

year, and suppose that proposition of retirement was put in the alter
native, that the Government could retire it and substitute for it a 
certain other kinds of money, in which event they could take up his 
bonds; would they then have any objection?

Mr. D a w s o n . No; I think not.
Senator R eed. All he wants is to be certain he is going to get 100 

cents on the dollar for every 2 per cent bond which he paid 100 cents 
on the dollar for?

Mr. D a w s o n . Yes; and some paid more; but par is all they could 
expect.

Senator R eed. And as long as he held the 2 per cent bonds, that he 
be allowed to have the circulation privilege?

Mr. D a w so n . That is the contract under which he took the 2 per 
cent bonds at par.

Senator R eed. And therefore the Government of the United States 
ought to make its obligation good, and if it cancels the arrangement, 
it ought to put the man back in status quo ?

Mr. D a w s o n . That is all; and that is all the average country 
banker asks.

Senator R eed. I think so, too.
Mr. D a w s o n . The way the bill stands now, the country banker is 

in fear if  he does not come into the system, then the 2 per cent bonds 
will go down to the level they would have without the circulation 
privilege. He bought those bonds under a contract, whether implied 
or otherwise, with the Government that he should have the circula
tion privilege, and if the circulation privilege is taken away and no

{>rovision made for maintaining them at par he is going to suffer a 
OSS.
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Senator R eed. Suppose we provide that the circulation privilege 
should continue as to those banks coming into the system, and not as 
to the others. Would that have some tendency to get them in?

Mr. D a w s o n . I am not quite sure that I caught the question, 
Senator.

Senator R eed. Well, I will think that over myself. It sounds a 
little like coercion.

Mr. D a w s o n . What they are concerned about is what is going to 
happen; that is, they are a little bit fearful this system is not going 
to be constructed so that it will be to their advantage to come in. I f  
that should prove to be the case, and they do not care to come into 
this new system, then they want to know what is going to become of 
the 2 per cent bonds if they do not come in.

Senator H it c h c o c k . Suppose the profits of the reserve bank should 
be invested in the 2 per cent bonds from time to time?

Mr. D a w so n . That would take care of it in the course of time. 
I do not think it is entirely satisfactory with this provision in the 
bill, which says they shall be redeemed at the end of the 20 years, 
because they understand the present Congress can not bind a Con
gress 20 years from now.

Senator H it c h c o c k . I mean profits over the dividend which is 
provided for on the stock.

Mr. D a w so n . In the form of a sinking fund. Now, Mr. Chair
man, that completes, in a general way, the statement I wish to make 
in regard to this bill.

Senator B ristow . I wanted to ask you, Mr. Dawson, about sav
ings banks.

Mr. D a w so n . I should be very glad to conclude this afternoon if 
I could.

Senator B ristow . Y ou have a savings bank department in your 
bank?

Mr. D a w so n . Yes, sir; established three years ago.
Senator B r is t o w . What do you do with the money you take in in 

your savings-bank department?
Mr. D a w so n . Y ou mean in the w ay o f investing it?
Senator B ristow . Yes.
Mr. D a w so n . It is invested the same as the other demand funds 

of the bank.
Senator B ristow . That is, it is handled in commercial business 

the same as any other deposits?
Mr. D aw son. T o be sure. We have increased somewhat what we 

call the secondary reserve of the bank by reason of these deposits. 
The secondary reserve of a national bank in actual operation being 
the purchase of bonds— State bonds, municipal bonds, and some 
other investment bonds—which are held in the vaults of the bank 
and which we can convert into cash practically at any time to meet 
the demands of depositors. The First National Bank of Davenport 
carried $252,000 worth of such bonds, and carries them to-day in its 
vaults, while our total deposit liabilities are $2,500,000—about 10 
per cent of our total deposit liability.

Senator B ristow . What per cent o f your deposits are through your 
savings-bank department ?
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Mr. D a w s o n . Of this $2,500,000 of total deposits, a little over 
$700,000 is sayings deposits that have accumulated there in three 
years.

Senator B ristow . A savings bank would loan that on investments, 
would it not?

Mr. D a w s o n . Yes, sir.
Senator B ristow . This being a commercial bank, you are presumed 

to loan that on commercial paper? You are carrying these bonds. 
You are permitted to carry bonds, are you-----

Mr. D a w so n . Under the national banking act? I  understand so. 
We have never been criticized by the comptroller for that.

Senator B ristow . Why should you not carry real estate mort
gages as well as municipal bonds?

Mr. D a w s o n . Of course we are prevented by law from doing it 
now.

Senator B ristow . Is there any reason why you should not ?
Mr. D a w so n . I can see no reason why a first-mortgage farm loan 

on an improved Iowa farm would not be just as good, if not superior, 
as a security, to a municipal bond or a timber bond or a railroad bond 
or any other class of bonds that the bank invests in.

Senator B ristow . Isn’t it just as liquid?
Mr. D a w so n . I would not say that it was quite as liquid. I  have 

found, on making inquiry in the East with a view of locating a 
market for first-mortgage real estate loans, that a good many in
vestors in the East have not forgotten an unpleasant experience they 
had in the western country a good many years ago. They do not 
seem to appreciate the transition that has occurred out there in the 
Middle West with regard to values of real estate. It is true that 
there is a large market for first-mortgage real estate loans on the 
part of the insurance companies, who purchase them in very large 
quantities and on the part o f the investor. Any Iowa savings bank 
or a State bank which loans on real estate, may not only sell the 
mortgages to investors, but they also issue a debenture bond on them, 
and those are very much prized by investors. They pay a rate o f 
5 per cent as against the savings-bank rate o f 4 per cent. O f course 
a national bank is prohibited from entering the field at all.

Senator B ristow . Have you many savings banks in Iowa ?
Mr. D a w s o n . A great many. The commercial banks in Iowa are 

called savings banks, outside of the national banks. Take the city 
of Davenport, a city of 45,000 people; it has upward of $30,000,000 
of deposits, a very creditable line of deposits considering the popula
tion of the city. There are two national banks there. There are four 
savings banks, which are as large or larger than the national banks. 
These savings banks are doing a commercial business, doing a savings 
business, and doing a bank business; that is, receiving deposits o f 
country banks, State and others. Only one of these four has gone 
into the country bank field very extensively. That is the German 
Savings Bank, which holds the largest deposits of any bank in Iowa.

Senator H itch co ck . Has Davenport any deposits from country 
banks ?

Mr. D a w s o n . Oh, yes.
Senator H itch co ck . What do they amount to ?
Mr. D a w s o n . I should say about $3,000,000, all told. The eastern 

idea of a savings bank, of course, is entirely different from our idea
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of a savings bank. This is a stock savings bank, organized under 
State laws, permitted to do a commercial business, a savings-bank 
business, or any other class of banking; permitted also to exercise the 
functions of a trust company, to act in a fiduciary capacity, to act as 
administrator, and all that sort of thing.

So that under this liberal State law this German Savings Bank 
has grown up in the town of Davenport with the largest deposits of 
any town in the State of Iowa. They have upward of $6,000,000 of 
bank deposits of banks round about, most o f them State banks.

Senator W ee k s . Do you not think, then, it is a misnomer to call 
such a bank a savings bank?

Mr. D a w so n . It is, from the New England point of view, and I 
think it is a misnomer.

Senator W ee k s . Of course, wTe do not expect other States to be as 
progressive as Massachusetts in such matters.

Mr. D a w so n . We have none of the mutual savings banks in the 
West.

Senator B ristow . N o w , the testimony that has been given here is 
to the effect that a savings bank could not possibly desire to become a 
member of this system, because the nature of its business is such that 
it would be of no use to it. Do you think the savings banks in Iowa 
would want to come into this ?

Mr. D a w so n . These four savings banks that I speak of that we 
are in direct competition with are all engaged in commercial busi
ness. They handle a very considerable line of commercial accounts 
for manufacturers, merchants, etc. Their necessity for rediscount
ing at certain times of the year is identical with ours. When we are 
compelled to borrow money to take care of our commercial customers 
I have observed from their statements that they are practically in 
the same condition. They are usually borrowing when we are, so the 
necessity for their rediscounting is practically the same as ours. 
That is the way matters run in Iowa as between a national bank and 
the so-called savings banks.

Senator P om erene . What is the legal reserve under the Iowa law ?
Mr. D a w s o n . It varies. It is 5 per cent on savings deposits, and 

from that up to 20.
Senator P om erene . On commercial deposits, you mean?
Mr. D a w s o n . Yes, sir.
Senator B ristow . H ow  do these savings banks that are doing that 

kind of business—do they segregate their deposits?
Mr. D awtson . Not at all.
Senator B ristow . H ow  do they fix the reserves then ?
Mr. D a w so n . The State law specifies—of course, in the actual 

transaction of the business of the bank there is a set of books kept 
for savings deposits and a set for checking accounts. The law pre
scribes that on the savings accounts they shall carry a reserve o f a 
certain per cent, 5 per cent. On these other classes of accounts the 
law provides a different reserve, so it is a mere matter of mathematics 
what the reserve is that they shall have at any time.

Senator B ristow . Mr. Dawson, out there in Iowa, as I understand, 
the change in our present system which you want is something which 
will make the currency more elastic and mobilize the reserves; those 
two matters?

Mr. D a w so n . Yes; those are the fundamentals, it seems to me.
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Senator B ristow . N o w , if that could be done by the establishment 
of a Federal reserve bank, a local bank owned by private subscrip
tion; let it be managed by this Federal board directly; let it have 
branches out through the country; make it a bank of issue, a bank of 
rediscount, and a bank of reserve, so that these reserves that are 
required in the bill will be deposited in this Federal bank. Then 
when you wanted to rediscount any paper you could rediscount it; 
when you wanted currency you could get it in a manner similar to 
that by which you would obtain it through the regional bank. Would 
that perform all the functions which you need out there?

Mr. D a w s o n . I  think it would. I  think that would perform the 
functions mainly.

Senator B ristow . Would that be more satisfactory to the com
munity—they would not have to put up any stock unless they wanted 
to------

Mr. D aw so n  (interposing). Yes; but I do not think that disturbs 
them much. That is not the main objection to this bill.

Senator B ristow . The main objection as I understood you just 
before you finished this mornijig—what was the main objection?

Mr. D a w so n . I started with the foundation that if this system is 
to be a success the country banks must go into it. I f  the country 
banks do go into it they should not be penalized; they should not 
have taken from them any considerable portion of the earnings which 
are now reserved under the national banking act. Then, in addition 
to that, that now is the opportune time for the Congress of the 
United States to equalize the privileges of the national banks. Those 
of you who have been in Congress for many years know that it has 
been under discussion; it has been recommended repeatedly by comp
trollers of the currency; it has been recommended repeatedly by 
Presidents; that the national law needed some amendment. It is 
50 years old, and 50 years have wrought a tremendous change in the 
handling of this business, and yet there that old law stands. The 
men who are running the national banks feel that thei,r hands have 
been tied, and they feel that now is the time for the Congress of the 
United States to unshackle them.

Senator H itch cock . The law of England and the law of France 
are much older.

Mr. D a w so n . Yes; but they are hardly comparable to this.
Just before I left I took occasion to write out to a few intelligent 

national bankers that I knew well and personally, the banks of 
$50,000 and $100,000 capital, men that had given some thought to 
this, as I supposed. I asked them how they thought this bill would 
affect their banks and their communities. I received one answer that 
seemed to cover the ground most thoroughly, and I  am going to 
take the liberty of reading it to the committee if you care to hear it. 
This is from the cashier of the Washington National Bank of Wash
ington, Iowa, a town of perhaps 4,000 or 5,000 people.

This from the Washington National Bank, Washington, Iowa. 
October 2, 1913. Capital, $100,000; deposits, $1,000,000.
Mr. A. F. D a w s o n ,

President First 'National Bank, Davenport, Iowa.
D e a r  Sir: I have your favor of September 30 requesting by early mail our 

views on the pending currency bill as it would affect our bank and our com
munity. While we believe that some currency legislation is needed and that in
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the main this bill will create more healthy conditions and prevent money strin
gencies such as we have experienced in the past, we feel that if the bill is 
passed in its present condition it will do our bank and our community more 
harm than good.

We believe in the idea of Government supervision and regional banks, but 
do not like the idea of being forced to subscribe from 10 to 20 per cent of the 
amount of our capital or else forfeit our charter. In fact, I am free to confess 
that if the bill goes throught in its present form it is very likely that we would 
be forced, in justice to our stockholders, to forfeit our national charter and 
become a State bank, much as we would regret to do so.

Inasmuch as the bill promises that our income from the stock subscribed 
will in no case exceed 5 per cent, and also that we would not be allowed any 
interest for reserve carried with them, this would in itself cost us from $1,500 
to $2,000 a year. The loss of exchange charges on checks would also be an item 
of some consequence to us.

The savings feature of the bill would work a great hardship on us and give 
the local State banks a big advantage. At present 70 per cent of our deposits 
are in time certificates and savings accounts, and in order to hold these we would 
be forced to become a State bank.

The farm-loan feature of the bill would have no advantage to us, inasmuch as 
none of our farmer customers would consider mortgage loans maturing in one 
year.

While the rediscounting feature of the bill may work to the advantage of the 
larger banks, it will amount to nothing to us, as we carry practically no paper 
which we could rediscount. The majority of our notes are made for a period 
of six months and are made by our farmer customers and our merchants, and 
they expect to take care of their obligations as they sell their farm produce or 
turn their stock of goods, and we could not with safety rediscount such notes 
as this without serious trouble to ourselves and loss of customers to the bank.

We are greatly in hopes that the objectionable features of the bill, which can 
not help but result in great hardship for small banks like ours, will be elimi
nated, and that a bill will be passed which will be generally acceptable to the 
national banks.

I personally am very glad to know that you have been asked to go to Wash
ington and appear before the Banking and Currency Committee of the Senate. 
I believe you are in every way the right person to handle this matter for us, and 
I feel that you will accomplish great good.

Very truly, yours,
W . F. W il s o n , Cashier.

This from the First National Bank, Brooklyn, Iowa; capital stock, 
$50,000:

With our deposits of $450,000 and the capital we would have to invest in the 
Federal bank, I figure that we would have a loss of $1,000 a year, as follows:

Our reserve, counting on the reduction to 7 per cent of deposits, would average 
$32,000. This now brings us 2\ per cent interest, which we would lose, or $800. 
As we are getting an average of 7 per cent on loans, there would be a loss of 2 
per cent on the $10,000 capital we put in, or $200. This would make the $1,000 
loss right in sight, and there is another loss which many do not take into consid
eration. In drawing out the $32,000 from our reserve banks it would make our 
deposits so low that we would have to borrow money to replace it, or lessen our 
loans, in order to have sufficient funds to draw drafts on and handle our foreign 
checks.

To sum up my views, as the bill now looks to us, I think that there will be an 
application for another State bank.

I would say that we might have about $20,000 of rediscount paper in our bills 
receivable.

This from the First National Bank, Maquoketa, Iowa; capital, 
$50,000; deposits, $650,000:

I think it would be much better for the ordinary country bank if the time 
limit of acceptable paper was 6 months instead of 90 days.

It seems to me that the Federal bank should pay 2 per cent interest on the 
reserve required to be kept with them— the same rate as banks get now from 
reserve agents. If they pay no interest on this fund, it places national banks at

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



2124 BANKING a n d  c u r r e n c y .

a disadvantage with State banks, and would certainly deter State banks from 
becoming members.

I am strongly in favor of allowing country banks to loan a part of their time 
deposits on real estate security, but to limit the time to one year would prac
tically prohibit any such loans being made here.

With these exceptions, I am rather favorable to the bill.
Senator R eed. I should like to ask a question right there: I f  he 

does not have 90-day paper and does have 6-months’ paper that he 
could use, I understand then how he might want a bill which permits 
him to cash 6-months’ paper. But he adds a clause there that they 
could not discount this paper. I  take it that their customers would 
leave them. That is what that clause means. Then he is in a posi
tion where he has nothing and can not get anything. He says: 
“  First, I have not any 90-day paper; and, secondly, I have 6-months5 
paper, but I would not dare use it; and, third, the clause that permits 
the use of real-estate loans is of no value.”

How are you going to help a man situated that way ?
Mr. D a w s o n . It seems to me very easily.
Senator R eed. N o w , how? I  mean, with reference to this one 

feature of getting notes?
Mr. D a w so n . How are you going to make it attractive to him ?
Senator R eed. Yes; on that one feature. How are you going to 

permit him to discount when he has not anything he dare discount?
Mr. D a w s o n . One reason why he dare not discount it: in my opin

ion, is the present prejudice among his customers against having 
notes sent out of town, or out of his bank. With a proper system in 
the United States, based on rediscounts, it would only be a question 
o f time before the views of the people in that regard would change. 
That would be a matter of educating his customers. He could not do 
it the first day or the first month, but in time the prejudice his cus
tomers Imve in that particular would be eliminated, in my judgment.

Senator R eed. I can grasp your idea from that answer.
Mr. D a w so n . There is this that the committee might take home 

with them. I offer this as a possible solution. I f  there was put into 
a regional reserve bank every month a certain volume of paper of 
the country banks for rediscount, and if that paper was 6-months’ 
paper, then some part of it would be maturing every month, would it 
not, and would that not be just as liquid as your 30-day paper?

Senator R eed. But it would not be, according to the idea of some 
bankers here, of this character, namely, that it would all pay itself 
off quickly, if they had to have the money.

Mr. D a w so n . N o w , I agree that it would not be wise to issue cur
rency on that class of paper entirely; but would it endanger the 
liquidity of the entire mass, or a certain small percentage of it which 
was liquidating itself each month, as the months rolled by, say 60 
instead of 90 day paper?

Senator R eed. Y ou would advocate or suggest, then, that a certain 
percentage of this paper be allowed?

Mr. D a w so n . That is the thought I would like to leave with the 
committee. I  do not recommend it, but it seems to me it is worth 
considering.

Senator P om erene . In that connection I would like to ask you this 
question: You are familiar with the country banks in Iowa, gener
ally; do they loan substantially the same amount each month?
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Mr. D a w s o n . No; they do not. I f  they did, then they would have 
in their own vaults a certain amount which would mature every 90 
days; but that is not the way the business of the country is handled ?

Senator P om erene . That is what I am trying to get. When do 
they borrow the most money ?

Mr. D a w s o n . I f  it is in a country where they are feeding cattle, 
and that is a considerable industry in Minnesota and Nebraska.

Senator P om erene . I am speaking of Iowa.
Mr. D a w s o n . I am speaking of Iowa also. Most of the cattle loans 

are made in the spring or summer, and they are liquidated when the 
cattle are sent to market.

Senator B r istow . I f  they are corn fed, it would be in January or 
February.

Mr. D a w s o n . The cattle would be marketed in the winter.
Senator P om erene . The farmers borrow for other purposes than 

for the buying of cattle, do they not ?
Mr. D a w s o n . Not unless it is a permanent loan. Then they put 

that, in the form of a real estate mortgage.
Senator Pom erene, D o they not deal in hogs and horses ?
Mr. D a w s o n . Oh, to be sure.
Senator P om erene . They do not do that at any particular season 

of the year?
Mr. D a w so n . It is largely a seasonal business.
Senator P om erene . I know, but the seasons for hogs and cattle is 

not the same. Hogs are usually marketed within six or eight months 
from the time they are pigs.

Mr. D a w s o n . In Iowa we do not borrow any money to go and buy 
pigs. We raise them ourselves out there. We do not have loans baseS 
on the basis of pork on the hoof. We do not buy pigs and then fat
ten them and sell them. We raise them.

Senator R eed. Mr. Dawson, have you any other suggestions that 
you think would make it easier for the country bank to come in— 
that is. the country bank of the character you have been describing?

Mr. D a w so n . I f  I were to sum it all up as to my opinion of what 
would make this sufficiently attractive for the country banker to make 
him wish to remain in the national system, and I believe it would also 
be attractive enough to create a desire on the part of the city banks to 
come into the system, I would adopt some suggestion that has been 
made as to the subscription to the capital stock, perhaps reduce that 
one-half, and make it 6 per cent. The shifting of reserves I would 
make a little more gradual, and instead of shifting 3 per cent at the 
very start I would move that gradually. As I understand, this 
regional bank is not to be run for profit primarily. The country 
banker can not understand why this bank should pay the Govern
ment 2 per cent or more* on its deposits and not pay him anything 
on his deposits when he is supplying the capital as well. There may 
be some good reason why the country banker—who impounds his 
reserve over in this bank, and those reserves are used by the regional 
banks as a basis for credit—why he should not receive 3 per cent 
from the regional bank the same as he is receiving now.

Senator R eed. On that point, because I am so favorably impressed 
with your remarks—and I do not say that as flattery—I want to 
give you an idea to take home on this question of the capital of this 
bank. Every banker who has come here has talked about the banks
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furnishing all the capital for these regional banks. Let us see i f  
they do. One requirement of this bill, in section 16, is that the Gov
ernment of the United States must put every single penny it has. 
except the 5 per cent reserve, in this bank and except also the moneys 
held as special deposits, all of which, as we know, can be speedily 
drained into a bank.

Mr. D a w so n . But that is deposits rather than the capital, Senator. 
I  have endeavored to state that accurately.

Senator R eed. It deposits it, and immediately after it has deposited 
it it begins earning money and the banks get the benefit of it.

Now, the provision of the bill is that before the Government takes 
down a single penny from its contribution the banks shall get 5 per 
cent, and it may ultimately be 6 per cent, on their capital. The next 
proposition is that the Government furnishes the credit and backs up 
all of this paper that is to be issued by the banks, and if it does not 
furnish its credit it creates and loans the power at least. Now, it 
looks to me like a copartnership in which the Government was con- 
trbuting most of the capital and the banks the experience. I  hope 
it will not result as those copartnerships generally do.

Mr. D a w s o n . I was only seeking to state the proposition accu
rately. There is no desire in my mind to minimize the benefits that 
are to come to the banks from the Government. But it is still an 
accurate statement when I say that the banks supply all the capital 
stock of this new bank. The Government supplies deposits; it is 
not capital stock. While it is used for the benefit of the system, 
still it seems to me I am accurate in my statement.

Senator R eed. Y ou are accurate technically, but I  am talking 
about this matter, treating this matter as a matter of equity. Now, 
I want to call your attention to another thing. When these banks 
are put in operation they are supposed to perform certain very im
portant functions for the various banks coming in. Then I call your 
attention to the fact that they constitute and are a method of insur
ance of banks against failure.

Mr. D a w so n . That is a great feature.
Senator R eed. And taking all those things into consideration is 

there anything wrong in asking the banks to contribute some part 
of the insurance?

Mr. D a w so n . Not at all.
Senator R eed. So I  do not think the banks ought to treat this as 

though they were going into their pockets, creating an institution 
and running it at their own expense, the Government contributing 
nothing, and the Government demanding a share of the profits. I 
think you ought to get that out of your head. I do not think you 
yourself have that idea very strong.

Mr. D a w s o n . No; I have not. But you take a little banker in the 
country who is now deriving from these reserves, we will say, $1,500 
income; that is one and a half per cent on his capital stock. You 
take that away from him by force, as it were, as he thinks, and he 
don’t like it.

Senator R eed. I  understand that. At the same time when we talk 
about force I want to give you another idea. The national-bank 
system has utterly broken down two or three times within a few 
years, comparatively speaking. When that happened every national
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bank was subjected to the forfeiture of its charter because it could 
not perform the functions it was required to perform under the law. 
But when the Government comes in to aid them in avoiding that 
thing the Government ought not to be treated as coercing them be
cause it says you must do this thing now which is necessary now to 
avoid danger, but it ought to be treated as a friend, coming in to aid 
a system, and I want to say, while I am talking, that the whole atti
tude of every man I have heard express himself on this committee 
or in the Senate has been one of trying to avoid these dangers and 
assist the banks and at the same time be just to the country, and I 
make that remark because there has been so much adverse criticism 
of Congress and everybody connected with it.

Mr. D a w so n . The public generally throughout the country does 
not share that spirit of criticizing. The impression prevails out in 
our country that Congress is making an effort, in the best of good 
faith, to solve this problem, not in the interest of the bankers, but in 
the interest of the transaction—the orderly transaction of the business 
of the whole country, because when it does break down, the burden 
falls on the people and not on the banks.

Senator R eed. They come in for part of it. Let me ask you this— 
and by asking this I am by no means committing myself to the theory, 
but every man who has appeared here, and indeed it must be a patent 
fact to all the people, has asserted that if the bill is passed, permitting 
State banks and trust companies to come in and retain their powers, 
that the national banks would naturally go into one of those organ
izations.

Mr. D a w so n . G o around a comer to come in.
Senator R eed. N o w , the national banks will have a right of circu

lation based upon these 2 per cent bonds, and the bonds are now in 
trouble in the market because of conditions we need not go into. I f  
the Government of the United States was to permit this bank circu
lation to stand unimpaired, at least for the present, and if the Gov
ernment of the United States was to not tax that circulation, would 
that not be a strong inducement to national banks to stay in the 
system ?

Mr. D a w so n . Yes; they would have all that they have now. I can 
see no reason why a national bank------

Senator R eed (interposing). They would have more than they 
have now.

Mr. D a w so n . A s I was going to say, they would have in addition 
to that this broad discount market which you provide for.

Senator R eed. D o you see any real reason for the retirement of the 
national-bank notes?

Mr. D a w s o n . There is an academic reason.
Senator R eed. Let us consider it from a practical standpoint; I  

am not much of an academician.
Mr. D a w so n . No; I am not either. I can see no practical reason 

for their immediate retirement except that I have a feeling that the 
national debt ought to be paid off some time. I would like to see the 
national debt paid off, and I would like to see us begin on it to
morrow.

Senator R eed. H ow  does the retirement of this $700,000,000 neces
sarily involve the question of the payment of the debt ?
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Mr. D a w s o n . It depends on how long we are going to remain out.
Senator R eed. I f  you have to have any money to pay the debt 

with, would it not be better to retire some of the other bonds ?
Mr. D a w so n . The others all draw a higher rate of interest; it 

would be good business for the Government to retire these.
Senator R eed. I s there any economic reason ? I  mean is there any 

weakness in the banking system of such a character to the substan
tial arising out of these bank notes?

Mr. D a w so n . I f  you can create a system here that will introduce 
this element of elasticity; that is, provide that at certain seasons of 
the year you can get currency to meet the needs, and when the needs 
are over they would be retired—if you could do that, and if you make 
the system panic proof by providing a broad rediscount market, so 
that in the face of a panic the bank can use the reserves for the pur
poses for which they were created and can replenish those reserves 
by the rediscounting of paper in their own portfolios, I  can see no 
possibility of breakdown for purely financial reasons.

Senator R eed. What would you say to a provision to this effect, 
that after the banks had received their 5 per cent interest upon their 
stock contributions that a portion of the profits, i f  there were profits, 
should be set aside in a fund held by the Government for the pur
pose of liquidating the deposits of any national bank the doors of 
which were closed?

Mr. D a w so n . That had failed? That works very well in other 
countries. It works very well in Canada—too well up there, in 
fact. In Canada as soon as a bank fails the notes of the failed bank 
go to a premium.

Senator R eed. We do not want to do that. I f  every man who 
puts his money in a bank knew if the bank closed its doors there 
would be a Government officer there to pay his deposits within two 
or three days, would that not have a tendency to stop runs upon 
banks ?

Mr. D a w so n . Yes; I  think that would have a tendency to increase 
confidence, and it is all based on confidence, after all, gentlemen.

Senator R eed. I s it not, in your opinion, an entirely practical 
thing to put some provision of the kind I have indicated in this 
biH?

Mr. D a w so n . I can see no objection to it, and I can see many vir
tues in it.

Senator R eed. There is one other matter to which I  wanted to call 
your attention.

Mr. D a w so n . Y ou asked a question a moment ago which I  did 
not quite finish answering. You asked how we could liberalize this, 
whether it would be agreeable to the country banks. I  started to 
give you my opinion as to how it could be made entirely agreeable to 
the country banks. My first suggestion was the stock subscriptions, 
and then the reserve requirements. The third, which is of still more 
importance, is to equalize their privileges with those with whom they 
are competing.

Senator P om erene . These banks, you mean?
Mr. D a w so n . Yes, sir.
Senator R eed. Y ou refer to the profits o f the national banks?
Mr. D a w s o n . I refer to their privileges and opportunities to serve 

their communities.
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Senator P om erene . I wish you would submit to us in concrete form 
what your views are along that line as to how that should be done; 
what profits should be given the national banks which they do not 
now have; what restrictions, if any, should be placed upon the 
State banks which may come in?

Mr. D a w so n . I would be very glad to do that.
Senator B ristow . I would like, Mr. Dawson, if you will—we have 

asked a number of witnesses here to prepare amendments to the 
bill—and I w ôuld like you, if you will, to prepare amendments cover
ing what you think are necessarily important and let us have a 
sample of a bill.

Mr. D a w so n . I shall be very glad to do that. I assume these 
amendments are to be used by the committee in executive session. 
I hardly feel myself competent to draft a bill.

Senator R eed. I think you are competent, at least, to make sug
gestions.

Mr. D a w so n . I would be very glad to put in writing any sugges
tions that the committee might wish.

Senator R eed. There is another matter I  want to draw your atten
tion to. This morning when you were testifying you stated, as 
nearly as I can recollect, that it wTas desirable for the banks in ordi
nary times to use the reserves which they would place in the reserve 
banks; that one of the benefits of this bill was that it would be 
possible in ordinary times to use these reserves and make them work. 
Of course, at the end of 36 months all the reserves required to be 
kept will be in these banks.

Mr. D a w so n . In one place or the other.
Senator R eed. N o w , if the banks use those reserves, which, of 

course, can only be used by way of discount in ordinary times, then 
they have nothing left to draw upon in extraordinary times except 
the currency issue, have they?

Mr. D aw son. No, sir.
Senator Reed. D o you not think it would be very wise if those 

reserves were not all used in ordinary times?
Mr. D a w s o n . I do not quite follow your suggestion. As I under

stand it, under the operations of this bill—and we will say it is in 
full operation—5 per cent of the reserves can be carried in the vaults 
in cash, 5 per cent of the reserves must be carried in the Federal 
reserve bank, and the other 2 per cent can be carried in either one 
place or the other. I do not understand that a member bank can 
encroach upon that 5 per cent that they have deposited in the Federal 
reserve bank at any time any more than we can under present 
conditions.

A  national bank is not permitted to go below its legal reserve. 
That 5 per cent you have put into the Federal reserve bank, it seems 
to me, is impounded there. It is taken out of the channels of business. 
The member bank will not be permitted to use that. I f  he redis
counts with the regional reserve bank, it will be on funds above that 
amount; it will be on his balance above 5 per cent.

Senator Pom erene. I s it your understanding that imder this bill, 
if a bank should have a run upon it, or something of that character, 
and the depositors are demanding their money, they could not get this 
5 per cent out of the regional reserve bank?
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Mr. D a w s o n . No; I think they could. That would be an emer
gency.

Senator P om erene . They could not loan it or anything of that 
kind, but they could use it for the purpose of paying the depositors 
just the same as national banks do now?

Mr. D a w s o n . Sure; there is no need of mobilization, if you can 
not use them in an emergency.

Senator N elson . Do you not recall Yanderlip said yesterday that 
it was well for the regional reserve banks to conserve their reserve 
as much as possible and hold them in ordinary times when there was 
no demand, even letting them run up to 70 or 80 per cent in order 
to have a big fund in case of emergency ? Do you not recall that ?

Mr. D a w s o n . I did not hear that.
Senator N elson . Y ou do not agree with that?
Mr. D a w s o n . I think that what you need to get into these regional 

reserve banks—all the capital that you need in those banks is suffi
cient to take care of the ordinary emergency that would arise. The 
history of the past I think indicates to us how much of an expansion 
would be necessary to take care of the ordinary financial disturbance 
that comes along. It seems to me that if the regional banks were in 
a position whereby they could extend credit to the amount of 
$200,000,000 at any time, that would allay any panic that might be in 
its incipient stages. When the country understands that a law is on 
the statute books that can cope with any panic which may come along 
the panic is not coming along.

Senator N elson . D o you not think it is idle to talk about the point 
that this 5 per cent is left in the banks? Your idea is that this 5 
per cent should be constantly in use, and your grievance is that this 
amount is not in use, and that it is tied up there and does not draw 
interest.

Mr. D a w so n . N o ; that 5 per cent constitutes the insurance which 
the bank has against panics. The 5 per cent is reserve.

Senator N elson . Is not that fund—what other fund outside of the 
bills it issues upon commercial paper, what other funds has the 
regional bank except its capital and its 5 per cent on the deposits. 
Is not that the fund that would really help to maintain this gold 
ieserve?

Mr. D a w so n . Yes, sir.
Senator N elson . Then is it not idle to complain because this 5 

per cent is idle in the bank? Your idea is that it should be constantly 
out in the shape of discount paper?

Mr. D a w so n . N o ; it is idle in comparison with the function it is 
performing. My conception of an act is one that will—if you must 
make a change from present conditions to other conditions that are 
better, it is better to do that gradually rather than to do it violently.

Senator N elson . D o you now know, Mr. Dawson, that one of the 
most faulty things of the present reserve system is first of the reserve 
and the necessary payment of interest, the payment of 2 per cent 
interest, which has piled up money in the big banks of New York? 
They have all that money sent in from the country banks, and the 
temptation has been the 2 per cent interest, and the New York banks 
could not let that money lie idle, and so they invested it in call loans, 
and when a panic comes, as the panic of 1907 did, this kind of loans 
were not liquidated.
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Mr. D a w so n . I agree with you absolutely on that.
Senator N elson . The best part of this whole bill is the reserve 

system, first in limiting the amount as it does, wiping out the ob
jectionable features of the reserve and stopping the payment of in
terest.

Mr. D a w so n . There has been some change in actual practice since 
the panic of 1907. I agree with you about the panic of 1907. It 
taught a lesson to the bankers out West. It was a sad and costly les
son, but they learned it. Since that panic they are not keeping those 
large balances in New York which they used to keep there. They 
are keeping those surplus balances in the little banks around about. 
Instead of sending them to New York they are keeping them in 
Omaha, Kansas City, or St. Louis, or Minneapolis, or St. Paul? or 
Denver, or even in the banks in cities of 15,000 or 20,000 population, 
and the smallest country banker will carry his balances there. He 
gets 2 per cent interest up there.

Senator N elson . D o you not recognize that the reserve system pro
vided for in this bill is much superior to the present system?

Mr. D a w so n . I think it is.
Senator N elson . And would prove a great blessing to the country?
Mr. D a w so n . I think in shifting it to where it is now and where it 

is expected to be, that shifting process should be gradual.
Senator N elson . It is gradual.
Mr. D a w so n . And in writing a law that is going to reduce the in

come of a bank, as it is now, that should be made as gradual as possi
ble, if you are going to take away his income.

Mr. Chairman, Mr. William W. Baldwin, one of my colleagues on 
the committee representing the Iowa bankers was compelled to leave 
the city early this afternoon, and asked me to read his statement.

The C h a ir m a n . Y ou m ay do so.
Mr. D a w so n . The statement is as follows:

STATEMENT OF W. W. BALDWIN, OF BURLINGTON, IOWA.

My name is William W. Baldwin; residence, Burlington, Iowa; 
occupation, attorney at law and vice president of the Chicago, Bur
lington & Quincy Railroad Co.

I am not a banker nor bank director, nor stockholder in any bank, 
and never have been. My interest i;n this subject is solely as a citizen 
in business, who has had some very keen experiences under the exist
ing inefficient and menacing banking system, as demonstrated when
ever its efficiency has been put to real tests.

The people of the country have been led to expect, and they do 
expect, the present Congress to provide at least the beginnings of a 
better financial system.

There could not be a more opportune time for undertaking this 
reform. General business is good, and no such threatening condi
tions confront us as led to the makeshift Vreeland law.

Both Houses of Congress and the President are of the same party, 
my party—the Congress by good majorities—and the administration 
is pledged and the party is pledged, as strong as words can pledge 
men, to provide an adequate currency system.

Best of all, there is a strong healthy sentiment among the people 
upon the subject; a process of education has been going on for three
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years and the minds of the best students and the best bankers have 
been interested in the question.

This demand for a reform of the currency is not, according to my 
view, a banker’s demand. The bankers can get along without it. 
The widespread losses that were part of the experience of 1907 were 
not the losses of bankers so much as the losses of their customers. 
The banks are prosperous enough now; they are making money 
enough; there are no strong financial reasons for them to demand 
this legislation that I can see. What is the fundamental difficulty, 
and what are the remedies which the reform should seek to provide ?

The fundamental trouble is that while we have a splendid collec
tion of strong money-making banks, managed by shrewd and re
sourceful bankers, their strength, their resources, thei;r reserves, and 
their ability to meet conditions of stress and bad weather are scat
tered units, and our power to provide currency to the people in an 
emergency is pitiably weak.

In 1907 factories and merchants and railroad companies in Iowa 
in numberless cases could not get their own money, which they had 
deposited in their own banks, with which to meet their own pay rolls.

We understand the general purpose of this bill, by a safe and sane 
process, to be to combine, to unify, to mobilize the credit strength 
of all the banks, and to provide machinery through which may be 
issued in any time of stress an adequate supply of bank-note cur
rency based upon their credit strength as represented in their assets, 
and absolutely secured by ample reserves and redeemable in gold.

Nobody wants a loose law; nobody wants it in the interest of bank
ers primarily. But the misfortune of no law at all would be less 
than a law which the banks can not and will not accept. Where 
shall we be, in that contingency, with the Vreeland act expiring in 
June? •

What features proposed may tend to prevent the banks from co
operating to make the system a success?

One is the fear of a political control in the central board.
It seems to me impossible that you will enact a law for combining 

thus the entire banking resources of the country, under the control of 
a central board or governing power, and not give to the banks which 
provide the capital some adequate representation of this governing 
board. This is necessary for real efficiency. You will urgently need 
the talent and the experience and the self-interest of practical bank
ers to make this thing a success, and a frank avowal o f this need 
would help to incline the banks to cooperate, it seems to my mind, 
and would please the business public which does not look with favor 
upon either political or bureaucratic control in business affairs.

In the prosperous city where I live the national banks are not the 
principal banks, but are the savings banks, which under State law 
exercise banking privileges, except the issuing o f currency.

Besides  ̂they act as trustees and loan upon real estate. Taking the 
West throughout, especially outside of cities, I have no doubt that the 
banks not chartered as national banks are the more important and 
more profitable to their owners.

It is going to be a comparatively easy matter for national banks 
to refuse to accept your law and slide over into State banks, and then 
what will become of your law?
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Another cause for distrust has been the fear that this bill will do 
injustice to the banks in the matter of their 2 per cent bonds.

Then there is the requirement that the smaller banks tie up too 
large a percentage of their capital and are allowed too small a profit 
compared to what they can earn as State banks.

As one wishing to see this law, modified and improved, put into 
successful operation before next June, I sincerely hope you can con
sent to such changes as will make it to the interest not only of the 
small national banks but of State banks as well, to enter the system.

What to yield and how to yield on important measures such as this 
are the trials and tests of statesmanship.

Better far make this measure so attractive and workable that all 
banks will desire to cooperate than any feature of coercion.

Regarding a proper basis for a paper currency to meet the demands 
of business, I heartily indorse the view that a currency issued by the 
banks, with proper safeguards and based upon the assets and re
sources and credit of the associated banks, can be made equally safe 
and be a sounder and better currency than bond-secured issues.

(The witness filed the following paper, which he read before the 
Contemporary Club February 29, 1912:)

C u r r e n c y  R efo r m .

When Congress, by the act of May 30, 1908, created the National Monetary 
Commission and directed it to “ inquire into and report at the earliest date 
practicable what changes are necessary or desirable in the monetary system 
of the United States or in the laws relating to banking and currency,” it gave 
recognition to the fact that one of the greatest needs of the times is an intelli
gent and comprehensive reform of the banking and currency laws of the Nation* 
My own opinion is that, of greater importance to the continued prosperity and 
development of the country than either tariff or trust legislation, is the creation 
of a monetary system that will measure up to the demands of modern business 
and which will automatically adjust itself to the needs of trade and commerce 
in its seasons of variation.

There is much that deserves to be said in commendation of the present system 
of banking and currency. The banks of the country, both national and State, 
are sound, honestly conducted and capably managed, and the almost universal 
public confidence in them is well merited. What is true of the integrity and 
stability of the banks applies with equal force to the currency. Our consid
eration of the subject, however, does not go to the banks or the currency per se, 
but rather to the system.

The national banking system, created in the midst of the Civil War, gave 
the country a uniform and stable national currency to take the place of non
descript and worthless State-bank notes, which had resulted in such heavy losses 
and infinite vexation to business. It was a source of strength to the Union 
in providing a market for large quantities of Government bonds, which were 
bought by the banks to secure their note issues. It has been a permanent 
prop to the national credit, enabling the Government in 1900 to float its obliga
tions at a rate at least 1 per cent less than any country in the world. In that 
year the 3 and 4 per cent bonds were funded into bonds bearing only 2 per cent 
interest, and this was possible largely because the national banks were vir
tually compelled to take the new twos as a basis for circulation.

But since that system was established almost 50 years ago there has been such 
a tremendous advance in business that we have outgrown it, and it is inadequate 
to meet the needs of to-day. It is hardly to be expected that the vast and com
plex business of the twentieth century can be handled properly with a credit 
organization created about the middle of the nineteenth century. The present 
system performs its functions well under normal conditions of trade and com
merce, but it fails completely when any unusual demand is made upon it. 
We can not be satisfied with a fair-weather system. Would anyone patronize 
a trans-Atlantic liner that could make the trip only in good weather, but which 
would be certain to go to the bottom if a storm arose? Is not the United
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States, which boasts of its commercial enterprise and supremacy, entitled to 
the same immunity from financial disturbances and panics that is enjoyed by 
all the other great commercial nations of the earth?

What is the matter with the present system? It is not in the soundness of 
the currency, because every dollar of it is as good as gold, and this virtue must 
be maintained in any change which is contemplated. No man stops to examine 
the paper money he receives to see whether he is getting a gold certificate, a 
silver certificate, a greenback, or a national-bank note. He knows that one 
is as good as the other, and all of them as good as gold. Neither does the 
fault lie in the quantity. We have a circulation in the United States of more 
than three and one-half billion dollars— more money than that of England and 
Germany combined. It is well for a thorough understanding of this question 
to recall that this immense stock of money consists, in round numbers, of 
$350,000,000 of greenbacks, $740,000,000 of national-bank notes, $1,800,000,000 
of gold in the form of coin and gold certificates, and $740,000,000 of silver, also 
in the form of coin and silver certificates. Let us keep in mind also that na
tional-bank notes comprise less than one-fifth of the circulating medium, and 
that they are the only part of our currency that can be expanded or contracted 
to meet the varying needs of business at different seasons of the year. We 
should remember also that the business of this great Nation, which amounts 
annualy to the staggering total of $450,000,000,000, is largely transacted with 
credit instead of money. Only about 5 per cent of it is done with money; the 
other 95 per cent with credits in one form or another.

The trouble with the system is in its organization. Nowhere in it is there 
any reserve power with which to meet an emergency, and as a result it fails 
completely when any unusual demand is made upon it. No less than four 
times during the past three decades has the system failed under severe financial 
strain. The panic of May, 1884, though of brief duration, was attended by a 
suspension of cash payments and the issue of clearing-house loan certificates, 
as was also the case in 1890. The panic of 1893 was still more severe, not 
only resulting in suspension of cash payments, but currency actually went to a 
premium. But in each of these instances the situation was complicated by 
abnormal commercial and political conditions which obscured in large measure 
the elements of weakness in our credit organization. But the crisis of 1907, 
which was wholly financial, rather than industrial or commercial, has enabled 
us to measure the shortcomings of the present system, and has directed pub
lic attention to the pressing need for a remedy that will protect the country 
from these recurring disturbances, with their enormous losses to every line of 
industry.

The country has suffered incalculable losses from these failures of our bank
ing and currency system to perform its natural functions, and these losses fall 
with the greatest severity upon the wage earner and the producer. It is axi
omatic that people of limited means suffer more in hard times than those of 
large resources. In every one of these instances where there has been a 
paralysis of credit operations, with the resulting lack of confidence, business is 
halted, commerce retarded, and production curtailed, with the consequent re
duction in employment and wages, and a tremendous shrinkage in values.

The panic of 1907 came upon the country almost without warning. The 
underlying conditions of trade and industry were never more sound, and the 
country was enjoying a high degree of prosperity. We had harvested an 
enormous agricultural crop, factories were busy, labor fully employed at good 
wages, and business generally was at high tide. It seems almost incredible 
that with such conditions prevailing throughout the Nation one or two inci
dents in a single city could precipitate such widespread disaster and losses. 
And yet a gamble in copper stocks and the exposure of the crookedness of one 
New York banker created such alarm in that city as to precipitate a run on 
the banks which could not be stopped until the banks of the metropolis were 
forced to suspend cash payments and resort to the use of clearing-house cer
tificates. It does not speak well for our present system when nation-wide 
prosperity can be halted by unrest or alarm in a single locality, and yet it is 
wholly within the truth to say that the panic of 1907 would not have occurred 
at all if our monetary system had been what it should be.

A careful study of that disastrous experience has resulted in a general agree
ment as to the defects of the present system, which may be summarized thus:

(1) Lack of elasticity in the currency supply.— It is well understood that at 
certain seasons of the year, particularly at crop-moving time, a considerable in
crease in the volume of currency and credit is required. The annual production
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on the farms exceeds $9,000,000,000, and a large percentage of this is marketed 
within a few months. It has been found by experience that an expansion of the 
currency approximating $200,000,000 is necessary to meet this annual need under 
normal production. A satisfactory system would provide for such expansion 
when needed and a reduction when the necessity had passed. What is the pres
ent machinery for meeting this requirement?

With a fixed supply of gold, silver, and greenbacks, the only part of our cur
rency that can be expanded or contracted is the issue of national-bank notes. 
These notes being based on United States bonds, it is impossible to increase their 
issue by $200,000,000, because the total amount of such bonds with the circula
tion privilege not now owned and used by the banks does not exceed that sum. 
Then, again, any increase in the volume of these notes must result from the 
individual action of 7,000 national banks, scattered from one end of the country 
to the other, with no machinery for concerted action to meet more than a local 
situation. Besides, the market price of these bonds is an important factor in 
determining the action of banks in increasing or reducing circulation. It is too 
much to expect that a bank will purchase bonds to secure circulation if the price 
of bonds is such that their money could be more profitably employed in other 
channels. Experience has proved that under this plan the measure of the public 
need is not always met by the personal profit to each bank in this regard.

It ought to be stated, in passing, that the so-called emergency currency act of 
1908 made temporary provision for elasticity of the currency. It permits the 
formation of national currency associations which may deposit in the Treasury 
securities other than Government bonds and receive currency up to 75 per cent 
of their cash value under certain restrictions and conditions. Several such asso
ciations are now in existence, and one of the large vaults in the Treasury is 
filled with currency printed under the terms of this act, which can be supplied 
on short notice to such associations should an emergency arise. But this is only 
a temporary measure, which expires by limitation June 30, 1914.

(2) Lack of effective cooperation among the banks.—We have already seen 
how the absence of coordination among the national banks makes it difficult to 
secure that unity so necessary to expand or contract the volume of bank notes 
so as to maintain efficient credit conditions nationally. And of course the banks 
under State laws, which equal the national banks in total capital and greatly 
exceed them in number, are practically helpless to render effective aid in this 
direction. The banking power of the United States is estimated at over 
$21,000,000,000; it is equal to the combined banking power of Great Britain, 
France, and Germany. What a powerful factor it would be in any situation 
which might arise if all the banks of the United States, both National and State,, 
were organized in an association which would secure unity and cooperation, 
especially in times of stress. United they would be able to cope wtih any emer
gency; divided into scattered units, as they now are, they are helpless and in
effective. There is a total lack of cooperation among banks outside the clearing
house cities, and even these clearing-house associations have never been able to 
prevent the suspension of cash payments in times of panic.

As it is now, in time of stress the law of self-preservation puts each indi
vidual bank into a scramble with every other bank in the matter of reserves. 
Under the present rigid laws, as soon as alarm is felt each bank immediately 
begins to strengthen its reserves. Cash is drawn from every available source 
and locked up in the vaults, many times in excess of their needs or require
ments, in order that each may prepare itself to weather the storm. So we 
will find that the defects of inelasticity and lack of unity are insignificant in 
comparison with the fundamental defect of the present laws relating to bank 
reserves. With the business of the country resting so largely on credit trans
actions and bank loans, with bank loans dependent on reserve requirements, 
the present laws relating to bank reserves operate to aggravate and intensify 
conditions in times of financial stress. The most vital defect in our present 
system is:

(3) The rigid and obsolete laws regarding bank reserves.— Banks are re
quired to hold a cash reserve in proportion to their deposit liabilities. There 
is no difference of opinion as to the wisdom of a bank keeping a portion of its 
assets in liquid form so that its demand obligations may be met promptly. 
Every competent banker will do this, law or no law. Under the present law 
national banks in reserve and central reserve cities are required to hold a re
serve equal to 25 per cent of their deposits. National banks in all other places 
must carry a reserve of 15 per cent, two-thirds of which may be kept on deposit
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in banks of reserve cities. State and savings banks in our State must keep 8 
to 20 per cent of reserve.

The reserve must be held in “ lawful money,” which consists of all forms of 
legal-tender money. It is important to keep in mind that the law makes each 
individual bank responsible for obtaining and holding fast to its proportion of 
lawful money.

The present reserve requirements are ‘defective in at least five important 
particulars.

(a) The cash reserves are scattered among 25,000 widely separated banks, 
with no provision whereby they can be mobilized to allay or cope with danger. 
When signs of trouble appear each bank strives to amass the cash reserve 
necessary for its individual protection. To do this it draws funds standing to 
its credit in other banks, thus weakening the reserves of those banks. If con
fidence is being shaken, every banker has visions of a run on his institution by 
alarmed depositors, and he becomes a competitor of every other bank in an 
eager struggle to secure cash enough to withstand it. A more effective panic 
breeder than this could hardly be devised, when if these reserves were properly 
controlled and mobilized, as they are in other countries, they could be made 
effective to prevent trouble. Concentrated, they would afford protection to a ll; 
scattered as they are, they prove useless.

(&) It is impossible to determine by law how large a reserve any bank should 
carry. This, can only be determined by experience. It varies in different banks 
and depends largely upon the character of its deposits. A reserve that might 
be ample for a bank at Walcott might be altogether too small for a bank ip 
Davenport, while a proper reserve for a Davenport bank would be wholly in
adequate for a bank in New York which is subject to heavy withdrawals from 
correspondent banks. In other countries the reserve requirements are not 
arbitrarily fixed by law, but are determined by the judgment of managers of 
banks.

(c) The present law prohibits a bank from using its reserve in time of stress. 
The very purpose of a reserve is to provide a resource in times of stringency 
and yet the national-bank law— and most of the State laws are patterned after 
it— prevents their use for the purposes for which they were created. The in- 
exorable legal reserve must be maintained, and when the ratio of reserves to 
deposits is reached, no more loans can be made. Our reserve law has taught 
the public to believe that a bank is in peril if its cash reserve falls below the 
legal limit; hence it dare not intrench upon its reserve at any time. In times 
of panic inestimable losses would be prevented if the banks had power to make 
loans and grant extensions of credit. Under the operation of present reserve 
requirements the lending power of the bank is paralyzed, and instead the bank 
must curtail credits and compel payment of loans falling due. In the great 
commercial countries of Europe when an emergency arises the banks increase 
their loans and at the same time pay out their reserves, thus avoiding panics. 
Here, as some one has said, “ We slam the door in the face of the borrower just 
when he is in the greatest need.”

(d ) There is no provision in the law for replenishing the reserves. When 
reserves become depleted in the United States, our banks have been able to 
find relief only through the slow, clumsy, and expensive practice of drawing 
gold from Europe. This is accomplished by throwing securities into the Euro
pean bourses and selling them for the best cash prices obtainable. In 1907 we 
drew $100,000,000 in gold from Europe in this way, most of which came from 
England. It is a sad commentary on our system that England could relieve us 
from her limited gold reserve, when there was locked up in the Treasury at 
Washington seven times as much gold as she possessed.

(e ) They have caused a dangerous concentration of risks in the central reserve 
cities, particularly in New York. The operation of the law has resulted in 
making New York City banks the depositories of a large part of the reserve** 
of banks throughout the country. These banks pay 2 per cent interest on such 
deposits, and in the spring and summer large sums of idle money from the 
interior piles up in New York. In order to pay this interest the New York 
banks must loan this money, and this is done largely to stock speculators. 
There is nothing else they can do with it. As a result speculation is stimu
lated and prices inflated. When the time comes that the country banks need 
their funds to move the crops, the New York banks have difficulty in calling 
their loans without bringing on a stock-market panic. We have already seen 
that the stability of the whole country is so dependent upon the stability of 
New York banks that a flurry there precipitated the panic of 1907.
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To summarize: What the country stands in need of is a banking and cur
rency system embracing these salient features:

That will give that element of elasticity to the currency which will respond 
to the varying needs of business at different seasons of the year, and as care
fully safeguarded against inflation as against stringency.

The association of all banks into a national system, rather than one o f scat
tered units, to obtain unity and cooperation in sustaining the commercial and 
public credit, but which should be absolutely secure against political domina
tion or the control of concentrated wealth, and which must preserve the indi
vidual independence of each bank.

The unification and mobilization of bank reserves, so that they can be con
centrated and made available wherever most needed in times of trouble, and 
the machinery to strengthen bank reserves or increase their loaning power when 
necessary to avert danger.

To these three principal features there should be other additions to provide 
an acceptable standard for commercial paper and a well-organized market for 
the same, to secure more uniformity in discount rates in all parts of the country, 
permission to American banks to do business in foreign countries* and an agency 
which can deal effectively with the course of foreign exchange and the inter
national movements of gold.

Senator W e e k s .  Mr. Chairman, I have here a letter from the 
First National Bank of Gardner, Mass., which I  would like to have 
inserted in the record.

The C h a i r m a n . Without objection, that will be done.
(The letter referred to is as follows:)

[Amasa B. Bryant, president; C. Leslie Bent, vice president; Frederic S. Pope, cashier;
Marcus N. Wright, assistant cashier.]

F ir s t  N a t io n a l  B a n e , 
Gardner, Mass., September 30, 1913.

Hon. Jo h n  W . W e e k s ,
Washington, D. C.

D ea r  S ir  : In common, I imagine, with most of the bankers in the couhtry, 
I am watching with great concern the progress of the currency bill now before 
the Senate.

I notice that great stress is being placed upon the opinions of country bankers 
and it is being urged that this measure will surely redound to their advantage.

I can not expect to add anything to what has already been said regarding 
the theoretical possibilities of the bill. I would like merely to set forth just 
about how it will affect us in this institution. Assuming that the measure 
goes through in practically its present form there would be required of us 
in the form of subscription to the stock of the new bank and for credit balance 
therein approximately $70,000. I can not see why we would not be obliged 
to maintain our present reserve accounts with approximately the same balances 
as now. The only manner in which this sum—considerable for us—could be 
raised would be by a contraction of our loans. For several years we have 
found it difficult to supply our local demand and if we are forced to consider 
an addition of $70,000 I see but one thing to do, namely, to withdraw from 
the national banking system even though such action entails a serious loss oa 
our Government bonds.

The rediscount feature of the new bill would hardly work in our case because 
it is too cumbersome and because the vast majority of our paper is not bills 
receivable, but loans made for the accommodation of our customers. If we are 
to retain our business we must keep all such paper in our own hands until 
maturity and not sell it to other institutions to provide for our temporary needs.

This view of the currency bill can not be considered a partisan one inasmuch 
as three of the four officers of this bank voted for Mr. Wilson at the fkll election 
and the one who did not is not now in the service of the institution.

I believe that it should be the duty of all banks to enter into any feasible 
scheme looking toward the improvement in our currency and banking system 
and I trust that the efforts of yourself and others similarly minded will avail 
to secure such amendments to the pending measure as will make it advanta
geous to all the national banks of the country.

Yours, very truly, A. B, B r y a n t , President.
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AFTER RECESS.

The C h a ir m a n . Mr. Cannon, we will be glad to hear you now, 
and I  will be glad to have you state your banking connections so 
that our reporter will have them.

STATEMENT OF JAMES G. CANNON, PRESIDENT OF THE FIFTH 
NATIONAL BANK, OF NEW YORK, N. Y.

Mr. C a n n o n . I am president of the Fifth National Bank, of New 
York.

The C h a ir m a n . What is its capital?
Mr. C a n n o n . Its capital is $5,000,000; surplus, $5,000,000, and un

divided profits about $1,000,000.
The C h a ir m a n . And its deposits?
Mr. C a n n o n . Its deposits are about $30,000,000. It is not one 

of the largest institutions in New York, but it is a fairly good- 
sized one.

The C h a ir m a n . H ow  many years have you been in the banking 
business ?

Mr. C a n n o n . Since I  was 17 years old.
The C h a ir m a n . Y ou were Comptroller of the Currency at one 

time?
Mr. C a n n o n . N o ; that was my brother.
The C h a ir m a n . That was your brother?
Mr. C a n n o n . Yes; I  have always been in the banking business in 

New York.
The C h a ir m a n . Y ou have made a special study of this question 

of banking reform, have you not ?
Mr. C a n n o n . I have tried to for many years, and also tried to 

make a study of this bill during the past summer.
The C h airm an . Y ou have been a lecturer on this subject?
Mr. C a n n o n . Oh, yes; I have been at it a good many years.
The C h a ir m a n . We will be glad to have you proceed in your own 

way to comment on the bill, and the committee will not interrupt 
you until you have concluded.

Mr. C a n n o n . I have only made a few notes. They are not very 
numerous, and as I  go along I shall be glad to endeavor to answer 
any questions the committee may desire to ask.

The C h a ir m a n . The committee has thought it better to wait until 
the witness concludes before interrupting with questions, because 
otherwise you will not conclude.

Mr. C a n n o n . I see. That is right. I  want to say this, Mr. Chair
man and gentlemen: I believe we are nearer solving the big question 
of currency reform than we have been for 20 years. I realize how 
easy it is to criticize and tear down, and how difficult it is to create, 
and I feel that those who have brought this bill forward to its pres
ent state are entitled to be warmly congratulated on what they have 
accomplished to date. I  do not regard this as a political measure 
myself, but as a question entirely above politics, affecting, as it does, 
the welfare of the people o f the entire country. I f  it were a political 
question, I  might not be able to say anything in favor of the bill, as 
I  am one of those that are not fortunate enough to be numbered 
among the majority party, having been for life a consistent old-line 
Republican. And I recognize another thing, too, in connection with
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this bill. I  recognize that legislation is more or less a matter o f com
promise, and I hope that this bill, which has received such a fine 
start, can be adjusted so that it will become a law.

I have gone over the bill carefully, and I want to make a few sug
gestions. I do not know whether they will be worth anything to you, 
but, such as they are, I will be glad to give them.

The C h a ir m a n . The committee will be very glad to hear your 
suggestions and your reasons for them.

Mr. C a n n o n . The storm center of the bill has been the opposition 
to the Federal reserve board. Now, I am not one of those who oppose 
giving authority in banking matters to officials named by the Presi
dent and confirmed by the Senate. I believe the President of the 
United States and the Senate can be trusted to exercise this power 
for the country’s welfare and the country’s good, and this is the sys
tem applied to the choice of all Federal officers all over the country. 
But I do feel that the men who are to manage the financial affairs 
should be selected with a special view to their qualifications, and I 
believe it is most desirable, in making a choice, that there should be 
no opportunity for objection and suspicion that it is governed by any 
political equation. I  have been some in politics myself, and hap
pened to be treasurer of the Republican national committee during 
the first McKinley administration, and I speak in this way for that 
reason. Accordingly, I feel that the provision in this bill making 
certain Cabinet officers and the Comptroller of the Currency mem
bers of this reserve board should be omitted, and that the entire 
board should be nominated by the President—seven members—and 
the nominations to be submitted to the confirmation of the Senate.

I have no disrespect for Cabinet officers, nor does it detract from 
their position to say in their position political considerations enter 
always. Moreover, I believe they should not be members of this 
board, for the reason that the performance of their duties as Cabinet 
officers will not permit them to give to the duties of the reserve board 
the necessary time and attention for their proper performance.

Gentlemen, it is not going to be any small job for any body of 
men, no matter who they are, to change our entire banking system 
in this country and organize these regional-reserve banks as you 
have laid them out. It is going to take the very best energy and the 
very best brains in at least seven men, working night and day, to 
put such a system as you have outlined here into the hands of the 
people, without any jar, without any friction, or without anything 
o f that kind.

The bill calls for three members, two members of the Cabinet and 
the Comptroller of the Currency, as ex officio members. I  have been 
an ex officio member of a great many committees and gave mighty 
little time to those committees myself, and I believe the Secretary 
of the Treasury, the Comptroller of the Currency, and the Secretary 
of Agriculture—we may not always have as good a Secretary of 
Agriculture as we have now in years to come—can secure all the 
information they want with reference to anything that is to be 
done in this reserve association without being members ex officio. 
And I think the provision with respect to the composition of the 
reserve board is defective in another particular. I  would like to 
see, where now only one of the members is to be experienced in
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banking, there should be provided that three of the members shall 
’be so experienced, but all to be appointed by the President by and 
with the advice and consent of the Senate and subject to your 
confirmation.

I  merely offer this suggestion, perhaps, to meet some of the criti
cisms directed at this section of the bill. It seems to me that that 
might help and do away, perhaps, with some of the objections which 
have been made. I may be mistaken, and I may be taking a some
what radical ground myself when I state I am not at all alarmed at 
the method to be employed in selecting these seven men, so far as I  
am concerned—my own personal view.

Now, for a moment, in regard to the bank-note issues. My posi
tion in the matter o f the issue of notes of this character I do not 
think can be better stated than in the language I  used in an address 
on this very subject immediately after the panic o f 1907 at Columbia 
University. I  then made this statement:

I venture the prediction that the people of this country will never permit its 
circulating medium to be monopolized by one institution, no matter how good it 
may be, tout they will always demand a circulating medium issued by the 
Government or under careful Government supervision and control.

The proposed Federal notes would appear to have most o f the 
qualities o f our present national bank notes. As I understand it, no 
notes could be issued except under regulations of the Federal reserve 
bank, the ultimate security back of the notes being a 33£ per cent 
reserve in gold and lawful money and short-time commercial paper 
selected by the bank and approved by a Government agent, and 
further that it is a first lien on all the assets of the issuing bank.

There appears to be a great controversy raging around this section 
o f  the law. In my opinion, it can be met by making these notes 
redeemable in gold and guaranteed by the United States Government 
in such a manner that the Government could never be embarrassed 
when csllled upon to redeem them. As I said to some of you gentle
men to-day at noon, everybody has a different opinion, and all o f 
the bankers have a different idea of currency reform. These notes 
that conqie into the hands of the people, whenever you pay them at 
the national bank to-day, have the United States of America upon 
them. The silver certificate has it. They all have United States of 
America on them. I think it will be with very great difficulty, to my 
mind, in putting out a lot of these reserve bank notes and having 
them acceptable to the people. You pay them out to the darkies in 
South Carolina in the cotton fields, or you pay them out in Maine 
to the potato diggers up there, and they will look at them for 
United States of America, and they will feel the United States of 
America is responsible—that is, the Government is responsible for 
every dollar of money which they have in their hands which they 
receive for their pay.

And I f feel this, possibly, might meet the exigency here, because 
I  believe that they should be guaranteed by the United States Gov
ernment, but in such a manner that the Government would not be 
embarrassed and called upon to redeem them.

Senator H it c h c o c k . Y ou mean they should be notes of the reserve 
banks?

Mr. C a n n o n . Guaranteed by the Government. My bank is across 
the street from the subtreasury in New York, and I saw the trouble
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in Cleveland's administration, when they presented legal tender for 
gold across the street at one window and paid it out at another, and 
that endless chain of getting gold at the Treasury, and the troubles 
we had there.

But it seems to me all the objections could be met here on both 
sides if you make them notes of the bank guaranteed by the Govern
ment and fix it in such a way that when the Government is called 
upon to redeem them there can be no question of embarrassment to 
the United States Government. That would be my idea in regard 
to that.

Another thing, a possible thing to do—I do riot know whether it 
could be—that is, the rate which is to be charged to the Federal 
reserve banks applying for these notes should be distinctly named in 
the act, the charge being graded according to the length of time the 
notes are kept outstanding. Now, I say that for this reason: This 
would enable the bank, if it applied to the Federal reserve bank, 
and enable the mercantile community, whose notes these notes dis
count, which they put up as an obligation for these, to gauge some
what what it is going to cost them for the circulation they have taken 
out. Under the present act it can not be less than one-half of 1 per 
cent, but they never would know exactly where they stood as to the 
cost of this bank-note issue. I think you would be performing a 
service, therefore, to the mercantile community and the customers 
of the banks, as well as the banks themselves, if, in some way—I do 
not know whether it can be done or not—you could arrange so that 
it can know the cost to them if they keep it out for 30 days, 60 days, 
90 days, 4 months, or whatever time it was, so that they could gauge 
their arrangements to the cost of their money which they are going 
to put in goods, merchandise and things of that kind, which those 
notes are put up for, or to meet their pay rolls—whatever use it is. 
I think it would be a help to the bank and the mercantile community, 
who are the borrowers, to gauge the cost to them of these reserve 
notes.

This whole section—I have made a considerable study of it—seems 
somewhat ambiguous, and I believe it can be rewritten with some 
advantage to the act, as I read it, and I have read it very carefully 
a great many times. I  may be w r̂ong about it, but these are two or 
three suggestions I have to make in that connection.

As to the number of regional reserve banks, the act provides for 12. 
Some people, I understand, have advocated many more and others 
have advocated less. In my opinion it would be very much easier 
to adjust the relations between these reserve banks if you start them 
with six or seven and increase the number from time to time as seems 
desirable, just as you have provided for in the act. You are organiz
ing here an enormous business enterprise, which will require extreme 
care in its handling at the outset, so as not to disturb seriously the 
business interests of this country. You have got to go forward with 
the utmost care—the utmost thought and extreme care. An expe
rienced business man who starts out on a great enterprise would not 
go too rapidly, but would create new branches of his business as 
necessity for them developed. And I believe this act would be more 
sure of meeting success, from a business standpoint if you start out 
with a less number of reserve banks and add to them as necessity 
arises, allowing them to be increased as occasion may justify. My
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reason for having a smaller number is that it is desirable for confi
dence and getting together an adjustment between the managers o f 
these banks, so that they can be operated along similar lines in all 
parts of the country. I have had an analysis made here—I have been 
at work on it all summer with a very careful auditor—which you 
gentlemen have probably seen and read, showing the capital these 
banks of deposit are likely to have and the transfers that are likely 
to be made to them, and it is going to be a very serious piece o f 
business.

Senator N elson . Have you that statement here?
Mr. C a n n o n . Yes.
Senator N elson . I wish you would have it incorporated in the 

record, Mr. Chairman.
The C h a ir m a n . That may be incorporated in the record as an 

exhibit.
Mr. C a n n o n . I will be very glad to do so. It is going to be a 

serious business to change the entire banking system of the country 
and the entire methods of doing the banking business, and if we 
spread out too far, all over the country, the managers of the different 
banks can not get together and consult. They are all in the same 
business and ought to consult together as to the methods to be pur
sued in handling commercial paper. In fact, this would give an 
opportunity for doing a splendid piece of work along banking lines, 
and of course there are a great many reasons which I will advance 
in connection with it, but I  feel, as a business reason, looking at it 
from a business standpoint, if  you can start out with five or six you 
will be apt to be more successful in handling the proposition than if 
you get it away out of reach, where it is difficult to get men who are 
thoroughly familiar with a great project of this kind to handle it in 
accord. Of course, as I say, other people have given other reasons. 
That would be one of my reasons for thinking you might be able to 
reduce the number, the same as any prudent business man, as I said 
a moment ago, starting out a great business all over the country, 
would start it gradually and then expand as his business expanded. 
Then, as time went on, you would be able to increase the number.

Senator H itch co ck . Have you any special reason in mind for sug
gesting five or six rather than three or four ?

Mr. C an n on . N o. Just about half of the number. Three or four 
or five or six. My only object is that in starting this thing you want 
to make it a success, and you want to do everything in your power to 
make it a success. Three or four would answer just as well; but 
whatever you do, do it so it will not disturb the business interests of 
the country.

In the transfer of the very large amount of funds, which is bound 
to be transferred from the reserve cities into these new regional 
banks, it should be done with as little friction as possible all the way 
through. In New York City (I  happen to have my table here, which 
I  was looking over)------

Senator N elson (interposing). Let that go into the record, too.
Mr. C a n n o n . Yes; I  will let that table go in. I  was just going to 

give the figures. My figures show that the central reserve banks, 
when this transfer is made from the money which the banks have 
with them to the Federal reserve banks, they will be required pretty
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nearly to borrow $225,000,000 from the Federal reserve banks in 
making this transfer.

Senator H itch co ck . That is, banks in central reserve cities?
Mr. C a n n o n . Banks in central reserve cities; yes.
Senator H itch co ck . H ow  about banks in reserve cities?
Mr. C a n n o n . Reserve cities? Let me see.
Senator H itch co ck . Y ou mean they will have to do that in order 

to avoid contracting loans ?
Mr. Ca n n o n . In order to avoid contracting loans; yes. I  think 

the reserve cities will not be as much. I think the bulk of it will fall 
on New York. I have figured out here—my impression is—that New 
York alone in making this transfer, at the end of three years (I have 
a table here, but I will not bother you to read it, because it is full of 
figures), we have now in New York, due to national banks, net, on 
June 4, $390,000,000.

Senator N elson . Of bank deposits?
Mr. C a n n o n . O f bank deposits; yes. Now, of course, if you trans

fer that to your Federal reserve association, you are obliged to keep 
this reserve yourself, and your reserve falls in a certain proportion, 
and therefore you will not have to borrow all of it—I beg jrour pardon, 
I was looking at the wrong table. In New York City we had 
$262,000,000 on June 4, net deposits. I  figure that New York City 
would be obliged to borrow from the Federal reserve association at 
the end of the three years, if they took down their deposits and trans
ferred them, about $137,000,000. That is, we will be required to 
borrow that to take care of the existing deposits to be transferred 
over to the Federal reserve association.

Senator H itch co ck . Could not you provide to get money by call
ing loans?

Mr. C a n n o n . It could be done in various ways, but my own 
thought is a large amount of it would be reborrowed from the Fed
eral reserve association. O f course, gentlemen, the whole thing is 
predicated on something new in American banking. That is, the 
banks are allowed to borrow. Heretofore, the banks throughout the 
country felt a little adverse to borrowing. They felt it was a kind 
of a sin to borrow. The time has come, however, when we are going 
to change over. It would depend largely on the bank’s situation, 
whether it would call in loans or would borrow; but I assumed it 
would not call in anything and had the figures drawn up that way. 
I assumed it would borrow direct from the Federal reserve asso
ciation, and I  figured that New York would have to borrow $137,- 
000,000.

Senator O ’G o r m a n . I think, Mr. Cannon, that this new departure, 
having these regional banks as banks of rediscount, has been likened 
to a pawnshop, where a bank can go with its paper and get accom
modation.

Mr. C a n n o n . Well, of course, that is just a rough way of putting 
it, but we might say that. That is a joke more than anything else.

Senator O ’G o r m a n . Y ou do not mean the question was a joke?
Mr. C a n n o n . N o. What we needed for a long time in our bank

ing business in the whole country is some place where we can run, 
when our deposits begin to recede, and there comes along a time 
for active use for money. And then, on the other handv when the
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deposits recede, with no place to take paper and rediscount it, we 
have got immediately to call in the loans o f the borrower.

Senator H itch co ck . What would they pay for rediscount?
Mr. C a n n o n . I take it for granted the rediscount—of course, 

you could not state what the rate would be, bx\t I  take it the rate for 
rediscount for paper bearing the indorsement of a New York bank, 
rediscounted at the Federal reserve association, would be very much 
less in New York than we are charging our customers.

Senator H itch co ck . Less than the call-loan rate ?
Mr. C a n n o n . No; it would not be less than the call-loan rate. As 

far as the call-loan rate, I venture to state the call-loan market 
would disappear; we would not be obliged to keep out so much as yre 
do now on the call-loan rate.

Senator N elson . And would not that be a blessing, if you did not 
have to loan so much on stock collaterals ?

Mr. C a n n o n . I would like to see the money I have on call loans 
on time just now, as far as that is concerned.

Senator B ristow . Mr. Cannon, you say you think the rediscount 
rate would be very much less than their paper bears ?

Mr. Ca n n o n . I think it would, because the risk of the Federal 
reserve bank, with the indorsement of a strong national bank, would 
be A l. It would not only have the obligation of the borrower, but 
the indorsement of the bank.

Senator B ristow . T o illustrate, say the paper bore a rate o f 5 
per cent and you discount it for 3.

Mr. C a n n o n . I do not know what the rate would be.
Senator B ristow . T o illustrate, say the rate was 3.
Mr. C a n n o n . It would be entirely according to the money market. 

I would not gauge the rate except according to the money market, 
myself. That rate, for prime commercial paper, varies in the market. 
That is to say, you will always have certain communities that will get 
a lower rate than other communities. You would consider the banks, 
in discounting notes. A  bank in. New York, with a strong capital 
and surplus behind it—paper with its indorsement—would be con
sidered prime commercial paper. Of course, the rate ,of interest 
would be fixed by the board of governors.

Senator B ristow . I f  you could borrow money from the Govern
ment at, say, 3 per cent, and loan it at 5, you would want to do all 
the business you could, at that rate, would you not?

Mr. C a n n o n . You would want to do all you prudently could.
Senator B ristow . That would be the only limitation?
Mr. C a n n o n . You see, you do not get any security. The mercan

tile business of the country is done on single-name paper; it is not 
done upon security. The merchant who buys goods does not give 
an indorsed note, as he used to in the old-fashioned days. It is done 
on a single-name basis. He buys goods, and, on the 10th of October, 
for instance, which is the settlement day for the dry-goods people, 
he comes to us and says, “ I would like to borrow $200,000 or 
$300,000.” He has nothing to give except his own plain note, with
out a dollar of collateral behind it. We have to take the risk. We 
take the risk of loaning this merchant $200,000 or $300,000 on his 
own promise to pay. It is his own note, payable to our order, with 
nothing behind it.
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Senator H itch co ck . Can you do that now, in national banks?
Mr. C a n n o n . Oh, yes; it is done very largely. The whole busi

ness of the country is done on single-name commercial paper.
Of course in the States—I am not speaking outside of the national 

bank—it may be different. The large mercantile interests insist 
upon borrowing on single-name commercial paper, and we are 
obliged to assume that risk. The small bank does not have the same 
risk. We have it, and wre are obliged to assume that risk. We have 
got to look to the merchant’s responsibility, business capacity, and the 
nature of his business; and we take, in the banking business, a very 
large risk in handling single-name commercial paper.

Senator B ristow . N o w , Mr. Cannon, do you not think if the 
banks of the country can loan money at 5 or 6 per cent, and then dis
count it at a much less rate at the Government bank, and get cur
rency, the tendency will be to hunt for all of the loans you can get, 
on which you think you will not lose ?

Mr. C a n n o n . Oh, no ; the prudent banker would not go to that ex
tent at all. I do not think so, sir. N o; there is prudence in banking 
the same as there is in any other line of business. He could not 
afford to do that, because the ultimate result would be the Govern
ment bank would fall back upon your bank, and you would lose in 
case that paper was not good.

Senator B ristow . A s I say, it must be well secured by the responsi
bility of the borrower.

Mr. C a n n o n . I know; but I do not think you would find them 
around hunting up all sorts of paper.

Senator S h a f r o t h . D o you think it is contemplated by this act 
that notes of merchants shall be taken as rediscount paper?

Mr. C a n n o n . I think so.
Senator S h a f r o t h . Commercial paper, as we have had it explained 

to us, is a matter in course of expanding.
Mr. C a n n o n . That is what a merchant does with his money to-day.
Senator S h a f r o t h . Yes; but generally in the form of drafts.
Mr. C a n n o n . No; not at all. Never in the form of drafts at all. 

All the business of the country is done on single-name paper.
Senator S h a f r o t h . The business of the country is done on single

name paper?
Mr. C a n n o n . On single-name paper, and the 10th o f October is 

the great pay day for the dry-goods people of the country.
Senator S h a f r o t h . It means the transaction in process of execu

tion, and that is the way it has been explained to us here—if I sell 
to you 1,000 bushels of wheat and I draw a draft on you, you accept 
it and tell me to take it to your bank and it will cash it ; that is the 
paper which is in the course of the transaction in business. Now 
how do you make the note that you get from the merchant as a trans
action in business?

Mr. C a n n o n . Absolutely. He comes in to us and says, “ I have 
got to pay various jobbing people around New York.” Your bill 
expressly provides for it. He comes in to me and says, “ I have got 
to pay the jobbers I bought my goods from on the 10th of October 
$500,000, and those goods are on my shelves now.” That is business; 
he has got the goods. He says, “ I have got to borrow $500,000, and 
I want to borrow $250,000 from you, and I am going over to the
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Bank o f Commerce and borrow $250,000. That money is to be used 
in payment of goods on the 10th of October, and I  have received 
the merchandise.”

Senator S h a f r o t h . H ow  is that bank going to determine who 
the transaction is with ? The man is going to have a promissory note.

Mr. C a n n o n . He is going to have a promissory note.
Senator S h a f r o t h . H ow  would you distinguish that transaction 

from the transaction of a man who goes on the exchange and buys 
stock?

Mr. C a n n o n . Because we do not loan to that class of men on 
single-name paper.

Senator S h a f r o t h . Then the reserve bank will simply have to 
take your representation?

Mr. C a n n o n . The national banks who are members o f the reserve 
association—the officers of that association, who are conversant with 
the business of the neighborhood where that reserve association is 
located, will know and can easily find out. It is a matter o f com
mon knowledge in the banking business that it can easily be ascer
tained whether paper they rediscount is all right, and if they find 
they have paper of that kind they can turn it back at any time if it 
was not properly received.

Senator B ristow . I do not think I  would criticize that necessarily, 
because I think an enlargement is better than a curtailment. In fact, 
in the whole country if the banks relied on drafts drawn there would 
not be enough drawn to transact the business of the country.

Mr. Ca n n o n . The business of the country is not done that way. 
That is the old-fashioned way, where the merchant came down to 
New York and went to the dry-goods district, or to the hardware 
district, or somewhere else and bought a bill of goods for $10,000 
and turned around and gave his note, and then the dry-goods man 
indorsed the note and put it in his bank. That is not the method now. 
All good men have credit, and use their credit, and they will borrow 
from the banks and pay their bills until they make their collections.

Senator S h af r o t h . Y ou think the paper he gives will come within 
the definition of this bill ?

Mr. C a n n o n . Oh, I do. I  feel that is where the helpfulness in this 
bill is going to come in, it seems to me, in handling that matter.

Senator H itc h c o c k . D o you believe that the reserve bank in New 
York should be permitted to charge a lower rate on discounts to the 
New York banks than other reserve banks charge to their member 
banks?

Mr. C an n on . A s I was saying at the outset, I  think that is a matter 
that is to be adjusted. I  do not believe you can establish the rate in 
any law you work out. I  am not speaking especially of New York, 
Chicago, St. Louis, or anywhere else, but the flow of money will al
ways affect the Federal reserve banks, and the rate for discounts will 
be according to the amount of money which they have on hand. Or, 
if  money is very tight and they desire to have the loans paid off, they 
will put up the rate of discount.

Senator H itc h c o c k . Y ou emphasize the New York banks. Do you 
mean by reason of their great resources they should have a lower rate 
o f discount?

Mr. C a n n o n . No; I  am only speaking in a general way.
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Senator H itch co ck . Y ou would not have any discrimination be
tween them?

Mr. Ca n n o n . None whatever between them or the Chicago banks 
and any other banks. The ebb and flow of money in and out o f the 
reserve banks would justify the change of rate. You may have to 
raise your rate to bring the money in or lower it in order to put the 
money out. You want to use it; you do not want to keep it in. I  
suppose that is one of the reasons why in this bill you have provided 
that one Federal reserve bank can discount for another, to keep the 
equilibrium between the two.

The C h a ir m a n . Y ou think that necessary?
Mr. C a n n o n . Oh, I think so; in fact, I do not see how you can run 

it without that, because one would grab all there was in sight and 
there would be a scramble------

Senator H itch cock  (interposing). Will you describe the process 
by which one reserve bank would be able to gather funds to that 
extent ?

Mr. Ca n n o n . It could simply raise the rate to such an extent that 
the banks would not borrow anything from them. The money would 
return right in.

Senator H itch co ck . It would simply accumulate------
Mr. C a n n o n  (interposing). Accumulate their resources.
Senator H itch co ck . And reduce their profits?
Mr. C a n n o n . Reduce their profits and reduce the amount of bills 

discounted on hand.
Senator H itc h c o c k . What would they have to gain by that?
Mr. C a n n o n . I do not know that they would have anything to 

gain by that, but they would simply feel they were not restrained by 
anybody else.

At the time of the panic in 1907 a gentleman came in to see me. He 
said, 44 Now, if you will only lend me $10,000 I will have all my 
deposits in the bank in cash.” [Laughter.] He went away very 
much discouraged because I would not give him the $10,000 in cash 
and enable him to go back up into the country and arrange to have 
all his deposits in cash.

Senator H itciico ck . In this case, however, the reserve bank has the 
reserves of its member banks impounded. It can not withdraw them, 
so there is no danger of any run so far as they are concerned. And I 
can not see any motive on the part of a reserve bank, with that se
curity on the one side and ability to secure currency on the other, to 
accumulate reserves in any manner.

Mr. C a n n o n . It would only be in the question of management. I 
am looking at the question of human nature.

Senator H itc h c o c k . As it is now, the bank in the reserve city is 
forced to scramble for money, because they may be withdrawn in 
whole or in part, and it has no resources------

Mr. C a n n o n  (interposing). Outside of this.
Senator H itciico ck . And if those are renewed, what possible mo

tive would a reserve bank have to pile up a surplus?
Mr. C a n n o n . I should think only the object of scrambling for 

everything, as has been done in the past. That is why I say you want 
a balance of power to stop that practice that would arise in various 
sections of the country.
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Senator B ristow . Mr. Cannon, following up Senator Hitchcock’s 
suggestion, the country banks that have their reserves deposited in 
this Federal reserve bank can not withdraw them. They can be taken 
otrt o f yotir bank now and put some place else, but this regional bank 
faces an entirely different proposition. They can not take them out; 
tHey can Hot be withdrawn.

Mr. C a n n o n . Well, they keep very much less, do they not, under 
the bill?

Senator B ristow . Yes; but that is a fixed quantity that can not be 
taken out.

Mr. C a n n o n . I know, but thev are obliged always to keep a fixed 
reserve.

The C h a ir m a n . But that is available for your depositors, is it not?
Mr. C a n n o n . Oh, it is available for the depositors, but you have 

a fixed reserve. Is not that available for their depositors in the 
Federal reserve bank?

Senator H itch co ck . We think not; we think a bank is not allowed 
to reduce its reserve.

Senator S h a f r o t h . But it can go and deposit paper-----
Senator H itch cock  (interposing). Under the present law a coun

try bank can take out all of its reserve and keep it in its own vaults, 
but under this bill it can not take out any more than would leave its 
reserve equal to a certain per cent. It is impounded permanently and 
inaccessible.

Mr. C a n n o n . I do not read the law so; I may be mistaken about it.
Senator H itch co ck . I wish you.would just refer to that section 

and see if you put any other construction on it.
Mr. C a n n o n . You have to have the utilization of your reserves for 

the payment of depositors, either for drawing it out or issuing cur
rency against it.

Senator B ristow . A s I understand, there is 5 per cent left in the 
reserve bank, 5 per cent in its own vaults, and 2 per cent optional. 
But 5 per cent can not be withdrawn; it is there, and the country 
bank can not take it away.

Mr. C an n on . I s there not a process for getting currency out on 
that in some way?

Senator B ristow . That is to lie with the bank as to whether they 
will lend that money, but its reserve can not be disturbed.

The C h a ir m a n . That is not the intention of the draft.
Mr. C a n n o n . I do not read the bill so.
The C h a ir m a n . I do not think anybody would approve that. The 

reserves are required to be 12 per cent, 8 per cent to be kept either in 
their own vaults or with the Federal reserve bank in that district.

Mr. C a n n o n . That is what I thought; I  thought your reserve pro
visions were very good. O f course, that says “ a period of 36 months 
from and after the date fixed.” I do not read that clause to mean 
that they are not able to draw that out.

Senator B ristow . That is to be kept there as a balance.
Mr. C a n n o n . I know, but you can fluctuate your balance up and 

down as much as you like.
Senator H it c h c o c k . Yes; you can under the present law.
Mr. C a n n o n . I should say you could here; I do not see where that 

specifically states that.
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Senator B r is t o w . I f  five-twelfths of it is kept there as a balance, 
when that is drawn out it is not there.

Mr. C a n n o n . But everybody has to make his reserve good now
adays. I f  these country banks pay it out over the counter the law 
compels them to restrict their loans or call in loans.

Senator N e l s o n . Suppose the bank had it in its own vault; it would 
still be of no use. You would have to keep it there.

Senator O ’G o r m a n . It would be available for the use of depositors 
in certain contingencies.

Mr. C a n n o n . Yes.
Senator N e l s o n . The only difference is that part of the reserve is 

kept in the bank’s own vault, and a part in this reserve bank, but 
neither can be utilized directly. There must always be that fixed 
amount, and whether you take that 5 per cent from the regional bank 
and require it all to be put in the particular bank does not make any 
difference. It is still, in a sense, idle money. But in the regional 
reserve bank it can not be made the basis of any issue; there is the 
value of it. It operates there as a part of the capital of the bank. 
That and the stock subscription together, those two items, constitute 
the capital of the bank.

The C h a i r m a n . The inquiry if the Senator from Kansas was 
whether or not this reserve put into the reserve bank was objection
able for any reason. He construes the bill to leave it impounded 
there so as to be available for any purpose. Now, it comes under the 
rule of section 5191 of the national banking act, which provides that 
these reserves may be used for deposits but not for loans, and if it 
goes below that for any purpose it is to be made good within a limited 
number of days. I f  that is ambiguous it ought to be corrected.

Senator S h a f r o t h . Section 22 seems to me to clear that up—
The Federal reserve board may notify any Federal reserve bank whose lawful 

reserve may be below the amount required to be kept on hand, to make good 
such reserve; and if such bank shall fail for 30 days thereafter so to make good 
its lawful reserve, the Federal reserve board may appoint a receiver to wind up 
the business of said bank.

Senator N e l s o n . That is covered by the present national-bank 
law.

Senator H it c h c o c k . That verifies what I say, that it is impounded 
there, and if checks come in against it the reserve bank notifies the 
member bank and it must make it good.

Mr. C a n n o n . Does it not have to make it good now? Suppose 
they overdraw their account with us and it is down to their re
reserve. We are not reducing their reserve------

Senator H it c h c o c k  (interposing). As the law is now, any bank 
can pay out its reserve to its depositors until it gets down to the 
last dollar, if it is still solvent. But, under this law, the minute 
its reserves, by reason of the payment of checks or drafts, drops 
below the legal reserve the reserve bank notifies the member bank 
to make it good.

Senator S h a f r o t h . Yes; but these reserves that are put in by the 
member bank being, say, $300,000, the bank has a right to lend out 
or to in any manner utilize in commerce two-thirds of it, according 
to this first paragraph of section 22.
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Senator H itch co ck . There is no question about that. The ques
tion is whether a member bank is bound, under the law, to keep a 
certain proportion of its reserve impounded permanently.

Mr. C a n n o n . Not for use, you mean?
Senator H itch co ck . Yes.
Mr. C a n n o n . T o pay its depositors?
Senator H itch co ck . Yes.
Mr. C a n n o n . I do not read it that way.
Senator H itch co ck . The Senator from Colorado has just read 

the paragraph which gives the reserve bank the right to order the 
member bank to make that reserve good or be dissolved.

Mr. Ca n n o n . That is a quotation from the national banking act 
to-day.

Senator H itch co ck . That only applies when a bank is insolvent.
Mr. Ca n n o n . Oh, no.
Senator N elson . N o ; under the national banking act to-day the 

moment the reserves fall below the legal requirement the Comptroller 
of the Currency notifies the bank, and it is not allowed to make any 
loans------

Senator H itch cock  (interposing). That only stops it from mak
ing loans. It does not dissolve the bank. It only stops it from 
making loans until the reserve is restored.

Senator N elson . And if it is not restored in 30 days the bank goes 
out.

Senator H itch co ck . Not if it is still solvent,
Senator S h a f r o t h . That depends upon whether the Comptroller of 

the Currency gives the notice. He can let it run for six months.
Senator H it c h c o c k . This reserve bank is not allowed to let it 

run. It must notify the bank and the member bank must make it 
good. That verifies what I have said, that the reserve is impounded.

Senator N elson . N o more impounded than it is to-day under our 
national banking system.

Mr. C a n n o n . N o w , in regard to these stock subscriptions, this 
seems to be a storm center of the discussion. Why could you not 
continue this provision just as it is, and add a clause providing that 
within three years the member banks would be at liberty to dispose, 
if they so desired, of at least 75 per cent of such stock as they held, 
the purchasers to be approved by the board of directors, or the execu
tive committee of the Federal reserve bank, before any transfer 
could be made? It could be provided that the stock so disposed of 
should not have any voting power. The stock should show plainly 
on its face that such transfers could only be effected with the ap
proval of the Federal reserve bank.

This would seem to meet the objections raised by many country 
banks, as well as the large city banks, that section 19 would cause 
them to lock up a large sum of money in unavailable assets. The 
passing on stockholders by boards of directors is not an unheard o f  
thing. The stock of the Federal reserve bank would certainly make 
a splendid investment for any individual. I think that would re
move many of the objections to this section, and certainly cause the 
bankers to be more contented with their investment.

Now, it may be out of order to make that suggestion, but it oc
curred to me that it might be done. We have in New York a situa
tion that is somewhat similar. Our clearing-house building in New
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York was built by a a clearing-house building company. The stock 
o f that clearing-house building company is owned by the banks who 
are members of the association. The building was put up. The 
stock carries a fixed rate of interest, and we are not allowed to sell 
it to anyone else at all, to any individual or outside person; we can 
only turn the stock back into the clearing-house association, or they 
can redeem it from us. There is something akin to that in that 
section.

I simply make that suggestion as perhaps meeting some of the 
objections that have been made to the stock subscription matter.

Senator W ee k s . Of course, you recognize, Mr. Cannon, the neces
sity of keeping this stock from being accumulated in the hands of 
any particular interest ?

Mr. C a n n o n . Oh; surely.
Senator W e e k s . One way of doing that would be to require that 

the member banks, as a condition of membership, should own a cer
tain percentage of this stock as required in this bill. But if any of 
that stock is going to the public in any form, some method of re
stricted transfers must be provided which would prevent its falling 
into the hands of a set of individuals.

Mr. Ca n n o n . Yes; it would have no voting power------
Senator W eeks (interposing). Do you think it is wise to deny 

voting power?
Mr. C a n n o n . Lots of preferred stocks now have no voting power.
Senator W eeks , Not very many.
Mr. C a n n o n . Quite a good many. Yes; there are quite a good 

many preferred stocks without any voting power.
Senator W ee k s . There may be quite a good many; I do not recall 

any.
Mr. C a n n o n . A good many industrial preferred, stocks. The 

thought I suggested was that the purchases would have to be ap
proved by the board of directors or the executive committee of the 
Federal reserve bank before the transfer could be made. I simply 
throw that out as a suggestion that might, perhaps, be helpful. I do 
not know whether it would be at all useful in any way. Now, in the 
matter of the retirement of circulation based on the 2 per cent bonds, 
I  have no remedy for that and I have thought over it a great deal. 
The way I feel about it is that the Government can afford to treat 
the banks with these 2 per cent bonds very liberally. They came to 
the assistance of the Government when this bond issue was put out, 
taking them over, and some remedy should be devised to provide 
against the great loss which would be entailed on the banks and the 
large amount of money which would necessarily be locked up. I con
fess that is a subject for solution, and I presume that your committee 
has, in its combined wisdom, some plans devised to protect the Gov
ernment and do some justice to the banking community, which I sup
pose the sponsors for the bill always desired to do.

We need banks in handling Government bonds. We need them as 
the years go by. At times they become buyers of Government bonds, 
and there ought to be some way provided whereby this loss which 
is hanging over them on account of the 2 per cent bonds could be done 
away with.

Senator W e e k s . Do you see any objection to applying the surplus 
earnings of the regional banks to the retirement of the national debt 
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and making other provisions which would, in a term of years, entirely 
eliminate our national debt?

Mr. C a n n o n . Not a bit. Your earnings are going to be large.
Senator W eek s . H ow  large do you estimate they w ill be?
Mr. C a n n o n . I have the figures here if you will allow me a mo

ment to look them up.
Senator N elson . If we allow them 6 per cent on their stock would 

it not be wise to have all the residue of the revenue go to the Federal 
Government ?

Mr. Ca n n o n . Yes, sir.
Senator N elson . And provide a sinking fund?
Mr. C a n n o n . I would do that. I think it would be better to do 

that anyway than to attempt to divide the residue in the way you 
have it in the bill, because then you are trying hard all the time to 
push your earnings.

The C h a ir m a n . Y ou mean these banks should not be mere money
making banks; they ought to be public-utility banks ?

Mr. C a n n o n . Yes; and at the same time safe.
The C h a ir m a n . Did you answer Senator Weeks’ question?
Mr. C a n n o n . I am looking up the figures; I have them somewhere 

here. I had this estimate made of the Federal reserve bank in New 
York, running over a period of three years, using 4 per cent for 
loans and 3 per cent for investments, taking a very low figure, and 
providing for 2 per cent interest on the general fund. I think the 
Government should, perhaps, forego that 2 per cent interest if it were 
necessary to do so. I also took the tax on notes at one-half of 1 per 
cent. On that basis I would figure the gross income the first year to 
be $6,123,100, the second year, $6,815,000, and the third year, $6,885,- 
200 gross. I figure the expenses of interest and taxes and the expense 
of maintaining the Federal reserve bank in New York at about 
$300,000 a year.

Senator P o m e r e e . What do you make the capital stock and proba
ble holdings of depositors ?

Mr. C a n n o n . The capital stock, with 10 per cent paid in the first 
year, I figure would be about $19,500,000. The general fund that 
New York would be entitled to transfer from the Government de
posits to that general fund in New York—you will apportion it 
throughout the country, according to the bill—would be about $75,- 
000,000. The required deposits of subscribing banks would be about 
$51,000,000, and then I put an arbitrary note issue or deposit of credit 
at $100,000,000. So they would have approximately the first year 
about $246,000,000 to use, the second year about $280,000,000, and the 
third year about $284,000,000 to use.

Senator W eek s . What do you mean by the general fund?
Mr. C a n n o n . The Government deposits. You would put all your 

Government deposits, Senator, according to this bill, into a pot and 
apportion it out.

Senator W ee k s . Are you figuring the reserve bank would pay 
interest on that?

Mr. C a n n o n . I am; yes, sir. I figured here in my expenses 
$1,500,000 from New York alone.

Senator W ee k s . Why do you do that ?
Mr. C a n n o n . I really do not know why you should.

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



BACKING AND CURRENCY. 2153

The C h a ir m a n . It would not be necessary if all the surplus went 
back to the United States Government.

Mr. C a n n o n . No; if  all the surplus went to the Government it 
would not be necessary. On that basis I  would figure the net income 
for the first year—of course, this is only approximate—at about 
$3,823,100, with a dividend at 5 per cent of $995,400. The available 
surplus the first year would be $2,827,700. The second year the net 
income would be $4,515,000. Deducting the dividend of 5 per cent, 
the surplus would be $3,519,600 net. The third year the net income 
would be about $4,585,200, and with the dividend out the surplus 
would be about $3,589,800 net.

Now, if you do not pay the Government interest, the New York 
Federal reserve bank alone ought to show a net profit to the Govern- 
ment, before putting on 6 per cent interest on these certificates, of 
pretty close to $5,500,000.

Senator N elson . Is not your table there based on the assumption 
that all these funds are out and actively at work ?

Mr. Ca n n o n . No; that is on a proportional amount.
The C h a ir m a n . I should like to have that statement go in the 

record.
Mr. Ca n n o n . With great pleasure.
(The statement referred to is as follows:)

Tentative income and expense, Federal reserve bank of New York.

First year.

$4,000,000 
2,123,100

Second
year.

$4,000,000
2,815,000

Third
year.

Income:
Loans at 4 per cent................................................................................. !
Investments at 3 per cent......................................................................1

$4,000,000
2,885,200

Total...................................................................................................... 6,123,100 6.815.000

1.500.000
500.000

300.000

6,885,200

Expense:
Interest on general fund, 2 per cent..................................................... 1,500,000

500.000

300.000

1,500,000
500.000

300.000

Tax on notes one-half of 1 per cent......................................................
Salary of Federal reserve agent, proportion of expenses of Federal 

reserve board, salaries of clerks, stationery, and sundries, but 
no rent....................................................................................................

Total....................................................................................................... 2,300,000 2,300,000 2,300,000

Net income....................................................................................................... 3,823,100 
995,400

4,515,000
995,400

4,585,200
995,400Dividend on stock, 5 per cent......................................................................

Available for surplus...................................................................................... 2,827,700 3,519,600 3,589,800

Mr. C a n n o n . I think that plan would be about the right thing. 
I f  New York could earn for the Government over and above the 6 
per cent interest on these certificates, say, $4,000,000, why, you would 
have a very substantial fund, Senator, every year for the retire
ment of the twos and the retirement of the Government debt.

The C h a ir m a n . Y ou assume the bank would carry part of these 
twos in its own vault and have them so they might be issued as one- 
year notes?

Mr. C a n n o n . That could be done.
The C h a ir m a n . Would not that make a quick asset that would 

serve for a reserve?
Mr. Ca n n o n . Something of that kind might be done. I have 

thought about a great many plans, but I have not given the matter
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as careful study as I might. I should expect that something should 
be done. I think the country banks would appreciate that being- 
done for them. And we want the banks; the Government wants the 
banks. We have to put out Government issues again, and we want 
them to stand behind the Government always.

The C h a i r m a n . I think there is perfect unanimity of opinion 
about the Government protecting its obligations, as well as the banks 
protecting those twos.

Mr. C a n n o n . Now, in the matter of the savings bank departments, 
that has been another storm center. We have now the postal sav
ings bank law, and it seems to me it would be hardly necessary for 
this section to appear in the law with reference to savings bank de
partments. While, no doubt, in the minds of the framers of the 
act this is put in looking forward to the new savings bank depart
ments which may be established in the national banks, its effect has 
been disturbing to the old savings bank departments which they have 
had so many years. I f  this section should remain in the act, should 
it not be made to apply only to such departments as may be estab
lished under the act ? Then you would have no trouble with the pres
ent savings bank departments I believe that would help very ma
terially in discussing that question. It seems so to me. I \hink the 
country bankers would feel very much better about it.

Now, there is on  ̂ other thing in the act that I want to commend 
heartily, and that is with respect to domestic exchange facilities. I 
think this method of permitting the Federal reserve banks to handle 
the domestic exchange problem is going to solve one of the greatest 
banking problems you have in the country to-day. It certainly is 
one that a great many bankers have been working on for a great 
many years.

I have always been from the start a consistent advocate of taxing 
these things out of existence; I thought it was my duty, and I intro
duced in the Cleveland convention of the American Bankers’ Asso
ciation a great many years ago a resolution which made it the duty 
of every banker to charge on country checks. I spent six months as 
a member of the committee of the New York Clearing House Asso
ciation last year studying this subject, and I want to say, Senator 
Weeks, that I think Boston has us all beaten to a frazzle.

I have changed my attitude in regard to this country-check propo
sition. I  believe the country check is here to stay; it is a part of the 
business of this country. It is a part of its circulating medium to a 
certain extent, and the thing to do with it is to collect it as soon as 
possible at the least expense to the banks. In this bill, I  think, you 
provide that, and I think that will be a great boon to the merchants 
and manufacturers—in fact, to the whole country—when that thing 
is once organized. I  think our friends in the country banks do not 
quite clearly understand the situation. I understand they feel the 
exchange part of their business is very large. Well, the exchange on 
checks is not very large. The exchange they get in the country banks 
is more on drafts—grain drafts, cotton drafts, and odd things which 
naturally would not go into the Federal reserve bank. The Federal 
reserve bank would not undertake to collect those things.

Senator W e e k s . When you speak of exchange, do you mean earn
ings?
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Mr. Ca n n o n . I mean the amount deducted from a check drawn on 
a bank. That is where many of us are at sea. I do not believe the 
earnings of the country banks themselves, if they took them out from 
the aggregate amount of money they received for handling checks, 
would be very large.

The C h a ir m a n . Will you explain how those cotton drafts are 
handled ?

Mr. Ca n n o n . Yes. Cotton drafts are handled in the South in a 
different way. There they come in, and, as I understand it, the buyer 
goes around and buys a lot of cotton. He then goes to the bank, and 
often attaches bills of lading to that draft, and asks the bank to ad
vance the money so that he may pay for it on the following day. The 
bank sends that draft on to their New York correspondent to collect 
for them. The bank in the South makes a very substantial charge for 
doing that business, and they call that exchange.

The C h a ir m a n . That will not be denied by this bill.
Mr. C a n n o n . That will not be denied by this bill at all. In fact, 

in this bill you do not deny to the country bank for one minute the 
privilege they had of charging the Federal reserve bank if they sent 
any items to it. You do not deny that to the member; he has a per
fect right to charge.

Senator H itc h c o c k . Mr. Cannon, I have before me a statement of 
a small national bank in the South, with a capital of $100,000, sur
plus of $66,000, and deposits of $618,000. This bank estimates its loss 
xrom exchanges at about $4,300, which has to come out of its earnings 
i f  the terms of this bill are lived up to, and I am sure that its ex
changes are upon checks.

Mr. C a n n o n . They are upon cotton drafts? They are not upon 
drafts for merchandise of any character? They are entirely upon 
checks ?

Senator H itch co ck . I  am not able to say, but I believe they are. 
Mr. Ca n n o n . I  wish you would look into that. I  have before me a 

report of our committee on inland exchange, which we had a lot 
of------

The C h a ir m a n  (interposing). You may put that in the record. 
(The report referred to is as follows:)

R eport of t h e  C o m m it t e e  o n  I n l a n d  E x c h a n g e  to t h e  C l e a r in g  H o u se  
C o m m it t e e , N ovem ber  4, 1912.

N e w  Y o r k , November J+, 1812. 
To the Clearing House Committee, New York Clearing House Association.

G e n t l e m e n  : Your subcommittee on inland exchange, appointed in accordance 
with the terms of the following resolution:
“ Whereas there were adopted on the 3d day of April, 1899, rules and regula

tions of this association regarding collections outside of the city of New York, 
which, with the exception of special interpretations put upon certain clauses 
of the same by the clearing house commttee, have never been altered or 
amended. In view of the fact that the volume of collections during the past 
IB years has increased very largely, and also the fact that since those rules 
and regulations were established there have been various methods pursued in 
the handling of collections by the different clearing house associations 
throughout the country, it would seem as if the time had arrived when a care
ful investigation should again be made of this matter: Therefore, be it 
“ Resolved, That a special committee of five be appointed by the chairman for 

the purpose of making a thorough investigation of the subject of inland exchange 
and collections, and the methods pursued by other clearing house associations, and
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to report to this committee such changes in the rules or regulations of the New 
York Clearing House Association as in its judgment may be deemed best; 
and be it further

“Resolved, That this committee be authorized to invite to appear before it 
managers of other associations and members of this association for the pur
pose of procuring any necessary information, and that any expenses incurred by 
the committee shall be borne by the clearing house association,’’ 
which was adopted by the clearing house committee on April ! ,  1912, begs to 
submit herewith a r6sum6 of its activities, which began as soon as practicable 
after its appointment, and continued without intermission until quite recently.

Your committee approached this investigation with an entirely unprejudiced 
mind and has maintained an attitude of strict impartiality throughout. It has 
given careful consideration to the facts it has gathered and feels that it is now 
in a position to report its conclusions and the findings upon which these conclu
sions are based.

Under its direction two forms were prepared. A copy of one of these forms 
was sent to each bank and trust company member of the New York Clearing 
House Association, the purpose being to place the committee in possession of 
information with respect to what, if any, changes they felt should be made in 
our existing rules and regulations affecting the collection of country checks.

In furtherance of your committee’s desire to receive as many different points 
of view as possible on this most important subject, it met frequently at the 
clearing house during the spring and summer months for the purpose of discuss
ing it in a frank and unbiased way with the president, or such officer as he 
elected to represent him, of each clearing house institution.

The second form prepared under the committee’s supervision was designed for 
use in conveying to it certain information for statistical purposes, in respect of 
the amount, source of receipt, disposition and cost of collection, as well as time 
consumed in collecting foreign items received by each individual institution 
during the month of May, 1912. A copy of this form was handed to each 
member’s representative at the time he appeared before the committee, with 
a careful explanation of its purpose and confidential nature.
The figures compiled from the data contained in these reports 

indicate that the gross income of the members of the clearing 
house association from collection of exchange during the
year 1911 was___________________________________________________ $2.139. 551. 00

Exchange cost-------------------------------------------------------- $1,176,162.00
Proportionate share of postage, rent, stationery,

and salaries for 1911____________________________ 569, 461. 78
Estimated loss of interest on interest-bearing ac

counts where immediate credit is given for for
eign checks, based upon figures submitted by 
eight of the largest institutions in the clearing
house___________________________________________  296, 460. 00

------------------------ 2, 042, 083. 78

Net income_________________________________________________  97,467. 22
It should be borne in mind that this net income is the result of handling 

a volume of business based on the figures gathered for the year 1911 of approxi
mately $4,859,187,900, and when distributed between the 64 active members 
of the clearing house association represents an annual increment of income to 
each of only about $1,500.

The figures gathered by your committee for the month of May, 1912, show 
a daily average amount of foreign checks received of $16,284,346.

As to the discretionary and charge points, this volume was distributed as 
follows:
Discretionary points_________________________________________________ $11, 404, 363
One-tenth points____________________________________________________  3,938,198
One-fourth points___________________________________________________  865, 785

It will be observed from these figures that of our daily volume of out-of-town 
business for May, 1912, 71 per cent was on the discretionary points, 24 per 
cent was on the one-tenth points, and only 5 per cent was on the one-fourth 
points.

The daily average amount of cash items outstanding during the same period 
was $68,215,328, indicating that the average time consumed in the collection 
of our country checks was 4.19 days.
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Your committee also procured from the members of the clearing house asso
ciation the data with reference to the average daily outstandings of cash 
items during the year 1911 which amounted to $67,866,658. Considerable labor 
was involved to the banks in providing this information, but as a medium for 
comparison with the same figures for May, 1912, which, as previously stated, 
totaled $68,215,328, the committee was enabled to confirm its impressions that 
the month of May, upon which its principal figures were based, was an excel
lent average month.

The succeeding table shows the average daily amount, the average time con
sumed, and the average cost of collecting checks on the discretionary points, 
and also on a number of the other more important nondiscretionary cities of 
the United States :

City. Average
amount.

Average
time. Average cost.

Philadelphia...........
Boston......................
Baltimore................
Newark....................
Albany.....................
Providence..............
Troy..........................
Jersey City..............
Hoboken..................
New York City___
Greater New York.
Chicago....................
Pittsburgh...............
Cleveland.................
St. Louis..................
Buffalo.....................
Cincinnati...............
Washington.............
Hartford..................
Kansas City............
Minneapolis.............
St. Paul...................
Atlanta....................
New Orleans...........
Omaha......................
Denver.....................
Seattle......................
San Francisco.........
Los Angeles.............
One-tenth points... 
One-fourth points..

174,177 
874,831
958.796 
943,321 
889,410 
351,282 
110,280 
370,781 
134,240 
068,025 
847,883 
417,320
132.797 
135,622 
109,470
96,850 
79,588 
71,374 
57,872 
42,719 
30,861 
23,615 
25,229 
20,838 
19,309 
19,786 
34,095 
50,745 
27,967

Days.
3.514
3.523
3.243
4.047 
4.117 
4.188 
3.935 
3.657 
3.63 
3.885 
4.053 
4.739
3.95 
1.341
4.787 
4.143 
4.178
2.95 
4.705 
5.31 
5.02 
4.923 
5.196 
6.941
5.787
6.47 
8.928 
9 404 
8.937 
4.177 
7.000

2 banks, $0,340 per M (49 par, 13 not reporting).
4 banks, $0,069 per M (47 par, 13 not reporting). 
21 banks, $0.36 per M (28 par, 15 not reporting).
1 bank, $0.29 per M (48 par, 15 not reporting).
2 banks, $0,208 per M (47 par, 15 not reporting).
3 banks, $0,156 per M (46 par, 15 not reporting).
5 banks, $0,363 per M (39 par, 20 not reporting).
2 banks, $0.18 per M (46 par, 16 not reporting).
1 bank, $0.01 per M (46 par, 17 not reporting). 
No cost (42 par, 22 not reporting).
2 banks, $0,107 per M (40 par, 22 not reporting). 
34 banks, $0.54 per M (13 par, 17 not reporting). 
24 banks, $0,768 per M (22 par, 18 not reporting).
37 banks, $0,618 per M (9 par, 18 not reporting).
38 banks, $0,788 per M (8 par, 18 not reporting). 
20 banks, $0,616 per M (23 par, 21 not reporting). 
41 banks, $0,631 per M (6 par, 17 not reporting).
37 banks, $0.60 per M (9 par, 18 not reporting). 
15 banks, $0.62 per M (32 par, 17 not reporting).
38 banks, $0.91 per M (6 par, 20 not reporting).
40 banks, $1.14 per M (5 par, 19 not reporting).
39 banks, $1.18 per M (5 par, 20 not reporting).
37 banks, $1.06 per M (6 par, 21 not reporting).
32 banks, $1.16 per M (12 par, 20 not reporting).
39 banks, $1.11 per M (6 par, 19 not reporting).
41 banks, $1.15 per M (4 par, 19 not reporting).
40 banks, $1.36 per M (4 par, 20 not reporting).
39 banks, $0.87 per M (6 par, 19 not reporting).
40 banks, $1.10 per M (4 par, 20 not reporting).
44 banks, $0,609 per M (20 banks not reporting). 
44 banks, $1.40 per M (1 par, 19 not reporting).

Subsequent to the appointment of this committee on inland exchange by the 
clearing-house committee of the New York Clearing House Association, the 
bankers’ associations of New York, New Jersey, Connecticut, and Massachu
setts took similar action. These committees in due course communicated to 
your committee their desire to discuss this subject fully with it. Their requests 
were gladly granted, and at appointed times your committee has had the pleas
ure of entertaining the representatives of each of these associations.

In view of the foregoing r£sum§ of the scope and detail of the work of your 
committee and of the facts thus ascertained, and because your committee is con
vinced that the operation of the present rules and regulations of the New York 
Clearing House Association in respect of charges on inland exchange, results in 
barely making good to the banks and trust companies making their exchanges 
through the clearing house, their actual outlay in handling such business, in
cluding the amounts of exchange charged on or deducted from return remit
tances, without substantial return for the enormous volume of the business thus 
undertaken and its risks, your committee feels itself compelled in the interest 
of the conservative business methods -which are required in good banking, 
respectfully to recommend that the main body of the existing rules and regula
tions of the New York Clearing House Association, regarding collections outside 
of the city of New York, shall remain unchanged.

In the judgment of your committee, however, within certain restricted terri
tories, and for reasons which are in each instance peculiar to the areas involved, 
the rules should be modified with advantage alike to ourselves and to the inland 
banks and business interests affected by them.
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After a careful consideration of all the questions involved, it furthermore 
respectfully recommends that all banks and trust companies in the States of 
Massachusetts, Rhode Island, Connecticut, New Jersey, and New York, which 
will engage themselves in writing to the manager of the New York clearing 
house, over the signature of the president, cashier, or treasurer to remit to 
the members of the New York Clearing House Association at par, in New York 
funds, on the day of receipt, the charge shall in all cases be discretionary with 
the collecting bank.

It is not proposed that the foregoing recommendations shall in any way dis- 
turb the relations now existing between our members and the banks located in 
the present discretionary cities.

In the opinion of your committee this proposed modification of the rule re
specting discretionary places so as to include the entire region mentioned, 
provided the local banks themselves in any community wish it, rather than 
extending the privilege of a few specially designated cities or towns in that ter
ritory, will, if adopted, do much toward relieving the irritation and dissatisfac
tion which have heretofore existed among many near-by banks not situated 
in a discretionary city. This proposal affords opportunity to the banks in each 
locality to determine for themselves and for their customers whether or not 
they wish to enjoy the benefits and share the burdens of a discretionary or 
free collection point.

All of which is respectfully submitted.
(Signed) Ja m e s  G. Ca n n o n ,

W a lt e r  E . F r e w ,
J o s e p h  T . T a l b e r t ,
E d w a r d  T o w n s e n d ,
J o h n  W . P l a t t e n , 

Committee on Inland Exchange.

Senator H itc h c o c k . We had before us the other day a witness 
who said that the earnings of small banks in Mississippi in the ex
change of checks amounted to over $600,000 a year, which the banks 
of Mississippi would lose.

Mr. C a n n o n . I think that must include drafts.
Senator N elson . I understood him to include both checks and 

drafts. I think, if you will look up his remarks in the record, you 
will find that to be so. And that gentleman w7ho appeared with the 
Chicago delegation, too; I understood in both cases, they included 
checks and drafts.

Senator S h a f r o t h . He said his own losses would be $20,000.
Mr. C a n n o n . It could not possibly be that. They could not possi

bly charge that much on checks drawn upon them. Now, the gentle
man also forgets, I think, that under this act they are going to be able 
to secure a very much larger amount of business in their own neigh
borhood than they had before, and a good many other things will 
accrue to their interest that they have not thought of probably.

I am very much interested in that statement because all the investi
gations we have made over a period of years I have never seen any
thing like that. What are his deposits ?

Senator H itch co ck . $618,000.
Mr. C a n n o n . And how large a city is it ?
Senator H itch co ck . It is a small town, the town of Bessemer.
Mr. C a n n o n . From my investigations which I have made over a 

period of years, I  do not believe that the exchange on checks will be 
much. But I think the general good to the country from being able 
to have these Federal reserve association act, as you might say, as 
clearing houses for this entire matter, will certainly be to the great 
good of the mercantile interests and banking interests of the country, 
as far as I can see.
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Senator H itch co ck . The population of the town I spoke of is 
10,800.

Mr. C a n n o n . I do not believe that could be on checks then. I think 
a large amount of that would be on time deposits, which do not draw 
checks. Will you kindly have that analyzed as a personal matter 
and let me know ?

Senator H itch co ck . But other witnesses who came from other 
States, I remember, were very positive that the losses to country 
banks would be a large proportion of their total earnings if they 
lost these collection charges.

Mr. C a n n o n . There is nothing in the act; they can charge just the 
same, if they want to. The amendment to the House bill specifically 
states that they can charge, if they want to, the Federal reserve bank 
for collecting those checks.

Senator H itch cock . Suppose they undertake to charge the Federal 
Leserve bank. What would they do?

Mr. C a n n o n . They would stand the charge, I suppose.
Senator H itch cock . They would charge the member bank?
Mr. C a n n o n . N o ; they could not do that, because you would have 

taken them for nothing. That wTould be a part of the business of the 
bank.

Senator B ristow . H ow much could they charge?
Mr. C a n n o n . H ow  much could who charge?
Senator B ristow . Why, the country bank.
Mr. C a n n o n . That would vary according to the town.
Senator B ristow . H ow much could it charge the Federal reserve 

bank, if it could charge?
Mr. C a n n o n . It can only, according to the act, make a reasonable 

cliarge; that is, it would be according to whether their exchange is 
at a premium or at a discount, what the situation was, and the time 
of the year in which the checks were drawn.

Senator H itch co ck . These charges made by small country banks, 
I  understand, are not so much for exchange; they are really such a 
charge as a lawyer would make for making such a collection.

Mr. C a n n o n . This must be on drafts; it would not be on checks, 
because a check is drawn absolutely on a country bank, and we send 
it directly to them nowT, and they remit to us, deducting 5 cents or 
3 cents, and some deduct only the postage.

Senator H itc h c o c k . I s it not a fact that many of them deduct 
a tenth of 1 per cent ?

Mr. C a n n o n . Yes.
Senator H it c h c o c k . And one-quarter of 1 per cent?
Mr. C a n n o n . I will read you the figures we gathered through 

our committee from the New York banks during the month of May, 
1912. The daily average amount of these foreign checks we re
ceived then was $16,000,000; on points where no charge was made at 
all there was $11,400,000. On quarter points it was only $365,000, 
which is very small in proportion.

Senator B ristow . N o w , to get this clearly in my mind, suppose I, 
living at Salina, Kans., pay a bill that I may have in Chicago for 
$1,000 by sending to my Chicago creditor a check for $1,000------

Mr. C a n n o n  (interposing). On your local bank ?
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Senator B ristow . On my local bank. That settles my account 
with him. I am given credit for that $1,000. Now, that comes back 
to the bank where my account is, and is charged to me. What charge 
is made on that check in that process?

Mr. C a n n o n . Y ou can not tell. There may not be any charge. It 
may be a question of reciprocal balances. It may be something that 
nobody knows except your bank and the Chicago bank.

Senator B ristow . What interest has the local bank in that check?
Mr. C a n n o n . All the interest he has is to pay it and charge it to 

your account.
Senator B ristow . So he gets nothing out of that?
Mr. C a n n o n . Well, you draw your check to-day, for instance, 

and send it to Chicago, on Salina, Kans. Now, if you are out there 
in Salina, Kans., you may go in there and draw that money and 
send it to Chicago and he gets the use of that money a longer time 
than he would ordinarily.

Senator B ristow . N o w , the Chicago banker might charge my 
creditor for the collection of that check, or he might not.

Mr. C a n k o n . Or he might not.
Senator B ristow . N o w , a man at Plainville, Kans., owes me $100, 

we will say, and he sends me a check and I deposit that in my local 
bank. Now. the local bank may charge me for the collection of 
that------

Mr. C a n n o n  (interposing). According to your balance in the bank. 
I f  your balance is a good balance, and you only put in these out-of- 
town checks once in awhile it would not charge you a cent, because 
your balance would be ample to cover any exchange charge there 
might be.

Senator B ristow . The interchange of these checks is what you call 
domestic exchange?

Mr. C a n n o n . Yes, sir; that is it—checks.
Senator B ristow . N o w , in some communities they charge for these 

collections, and in others they do not ?
Mr. C a n n o n . But gradually extending throughout the country is 

the Boston system. As I said a moment ago to Senator Weeks, we 
take off our hat to Boston, because they originated the Boston system 
of exchanging these checks without charge. Kansas City has a plan 
now which is gradually being extended to collections throughout the 
country. So these checks pass quickly from the maker of the check 
back to their redemption without any charge and they pass as the 
circulating medium of the country to a great extent.

Senator B ristow . T o carry this illustration further, suppose my 
creditor at Chicago deposited that check with the Chicago bank that 
is a member of this national organization. That bank would not 
charge him?

Mr. Ca n n o n . It would not charge him; no, sir.
Senator B ristow . Because the Federal reserve bank would not 

charge him anything?
Mr. C a n n o n . It would not charge him anything; that is it. And 

you can see that the merchantile interests would be greatly benefited 
by that all over the country.

Senator W e ek s . Can you see any objection to transferring that 
business to the Federal reserve banks, unless it is the possibility of 
preventing all loss in earnings accruing to the country banks?
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Mr. C a n n o n . I  can not see any at all. I think it is an advantage 
to the country generally.

Senator W eek s . What do you enumerate as the advantages?
Mr. C a n n o n . The advantages?
Senator W eek s . Yes.
Mr. C a n n o n . I would enumerate the quick returns, the same as 

we have in the clearing house to-day. We have this large volume of 
business throughout the country, and these entries would be made, 
as I look at it—the transfers would be made upon the books of the 
Federal reserve banks. I feel that the amount of money that would 
be saved to all concerned would be very considerable.

Senator H itch co ck . Would it amount to an expansion of credits?
Mr. C a n n o n . N o, sir; it would amount to a quick payment.
Senator I I it c it c o c k . Let me take an illustration. Suppose Sena

tor Bristow’s check, to which reference has been made, is in the 
hands of a Chicago merchant, and that is deposited in the bank to 
its credit on that day instead of waiting four or five days. Would 
they not receive that much additional credit?

Mr. C a n n o n . N ow  it extends credit in more ways than one. What 
would happen to the Senator’s check would be that that bank in Chicago 
would say that I do not want to send that check out to Salina, Kans., 
and so I will send that to Kiowa. So the bank in Chicago sends that 
to Kiowa and gets a credit of $1,000 at Kiowa, and the banker at 
Kiowa says “ I will send that to Uncle John Mulvane, at Topeka 
and so he sends that to Uncle John, and Uncle John sends it to 
Salina to see whether the Senator’s check is good. And there is 
where the expansion of credit is now.

Senator W e ek s . Uncle John would not have to do that; he knows 
it is good. [Laughter.]

Senator ITitch co ck . Is that done now?
Mr. C a n n o n . Yes; it is constantly done now. We do that in our 

own bank. We have checks we send to points up in Connecticut, 
and the bank in Connecticut sends them to another bank in Albany, 
N. Y., and they come back to us from Albany. We had one like that 
the other day. Under this scheme everything would be handled di
rectly and quickly and with greater safety to everybody.

Senator B ristow . Tell me why the bank at Chicago would send it 
to Decatur.

Mr. C a n n o n . Because they think probably they may get an ac
count out of Decatur. There are all sorts of by-arrangements. The 
bank at Decatur thinks they will send it to Uncle John, because they 
want to do something with him. That thing is coming up constantly 
in all sorts of ways.

Senator B ristow . In the meantime has the person who deposited 
the check originally still got a credit?

Mr. Ca n n o n . Oh, yes; but they never know for a long time whether 
it has been paid. Those checks go all around, and finally it comes 
back to the bank in which it was originally deposited.

Senator W eek s . As a matter of fact, if that merchant in New 
York, instead of Chicago, deposited Senator Bristow’s check with 
you and you were paying him interest on his deposit, you would not 
pay him on that check until it had been collected?

Mr. C a n n o n . We would not now. We would deduct so much 
from his interest account. Under this scheme he would not be a
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loser, because it would be done very quickly. We do not pay mer
cantile accounts any interest in our house. Many banks do, how- 
ever.

Senator W ee k s . Many banks pay interest on certain kinds of in
dividual accounts.

Mr. C a n n o n . Yes.
Senator H itc h c o c k . Would it not be a balance that could be 

checked against?
Mr. C a n n o n . According to whether the account was good, bad, or 

indifferent, depending upon the depositor.
Senator H itch co ck . I f  the depositor is a man of good credit it 

would increase his credit with you ?
Mr. C a n n o n . Yes.
Senator H itch co ck . He might put out 100 checks of that sort 

and his credit would be increased ?
Mr. C a n n o n . Yes. I believe this will be very helpful in doing 

away with these notes current all over the country, having these 
Federal reserve banks acting as clearing houses in this matter. I  do 
not know that I have been very helpful to you, but such suggestions 
as I have had I have been very glad to give to you.

Senator O ’G o r m a n . What is your idea, generally, of this pro
posed change in our currency system ?

Mr. C a n n o n . H ow  is that?
Senator O ’G o r m a n . What is your idea generally regarding the 

proposed changes in our currency system?
Mr. C a n n o n . I think if you can make some of these changes in 

your bill, and make it so it will be acceptable to a large number of 
people, I think it will be very advantageous to the country, with 
these changes incorporated in.

Senator W eek s . What is the relative importance of the mobiliza
tion of reserves and the elasticity of currency; which do you regard 
as the more important? •

Mr. C a n n o n . I would have to differentiate between them. I 
think they are both quite important.

Senator W e e k s . England has mobilization of resources and prac
tically not an elastic currency.

Mr. C a n n o n . Our country is large, scattered over such a tre
mendous district; we do our business in such an entirely different 
way from what they do their business over there that I do not be
lieve you can take England as an example.

Senator N e l s o n .  They do their business on bills of exchange in 
drafts; we do ours on promissory notes.

Mr. C a n n o n . That is true.
Senator P om erene . I want to ask you a question right there. In 

the earlier part of your statement, in speaking about having these 
notes guaranteed by the Government, you used an expression some
thing like this, that you would fix the notes so as not to embarrass 
the Government in their redemption. What did you have in mind ?

Mr. C a n n o n . T o make those redeemable in gold you must have 
some arrangement whereby they could not in any way embarrass the 
Government by a great amount of them coming in upon the G ov
ernment, as was the case in Mr. Cleveland’s time.

Senator P om erene . H ow  would you do it ?
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Mr. C a n n o n . I am not clear in my own mind about that. It is 
a very difficult question. The question is whether they shall be 
redeemed in Washington------

Senator B r is t o w . Suppose— these notes are not good for reserves, 
and of course they will accumulate in New York, just like national 
bank notes.

Mr. C a n n o n . Where will they accumulate?
Senator B r is t o w . In the banks at New York.
Mr. C a n n o n . Outside those who are not members?
Senator B r is t o w . In the general transaction of business, will not 

this money which can not be used for reserves in the banks finally 
get back to the place of redemption, just like national bank notes do?

Mr. C a n n o n . That is what the act provides for—prompt redemp
tion of the notes.

Senator B r is t o w . They will come to the Treasury Department, 
large amounts of them, would they not, in the operation of business, 
just like the national bank notes do now?

Mr. C a n n o n . I do not believe they would under this act: because, 
you see. here we would be members of the Federal reserve bank, and 
we would deposit those notes immediately in our own Federal reserve 
banks.

Senator N e l s o n . They must be sent to the bank which issues them.
Mr. C a n n o n . Yes. The amended section provides what shall be 

done with them. They are to be sent to the bank upon which they 
are issued, not to be paid out again.

Senator B r is t o w . Does it say not to be paid out again ?
Senator N e l s o n . I call your attention to line 6 on page 31 of the 

bill, where it says:
Whenever Federal reserve notes issued through one Federal reserve bank shall 

be received by another Federal reserve bank they shall be returned for redemp
tion to the Federal reserve bank through which they were originally issued, or 
shall be charged off against Government deposits and returned to the Treasury 
of the United States, or shall be presented to the said Treasury for redemption.

Mr. C a n n o n . T h a t  is i t ;  yes.
Senator N e l s o n . But the question is, if they are presented to the 

issuing bank—that was the question submitted yesterday.
Mr. C a n n o n . Y ou do not think that is quite clear in the act?
Senator N e l s o n . I f  they are presented to the issuing bank for re

demption and the issuing bank redeems them, what becomes of them? 
Are thev retired, or can they be put into circulation again ?

Mr. C a n n o n . That is not clearly stated here.
Senator N e l so n . Ought it not to be clearly stated?
Mr. C a n n o n . I think it should.
Senator N e l s o n . And inasmuch as they are based upon this asset 

currency ought they not to retire the notes, if they come back, after 
they have been redeemed by the bank?

Mr. C a n n o n . I do not see why they should not.
Senator N e l s o n . That is, the bank ought not to have the right to 

issue that note again? It has gone its rounds. It was issued on com
mercial paper with that reserve. It has performed its functions and 
come back and been redeemed. I f  the bank issued it again without 
having additional paper for security, there is no security back of it, 
nothing but the redemption fund. Ought it not to be retired?

Mr. C a n n o n . I should think so.
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Senator H itc h c o c k . Senator Nelson, the bank has security up for 
that loan; it has segregated a certain amount of that loan which is 
not yet due.

Senator N e l s o n . I know, but it has paid gold for it.
Senator H itch co ck . The accident of its coming back is like the 

accident of another deposit made in the bank.
Mr. C a n n o n . The bank pays a tax upon it until it comes back.
Senator W e e k s . What have you to say about paying a tax on cir

culation?
Senator N e l s o n . I want to get clear on your opinion as to that 

one point. Ought that note to be retired after it has gone the round 
and been redeemed ?

Mr. C a n n o n . I believe it should.
Senator N elson . Redeemed by the issuing bank?
Mr. C a n n o n . Redeemed by the issuing bank and a tax paid on it 

until it comes back.
Senator N elson . N o w , ought not the regional reserve banks that 

issue this currency provide this gold reserve, this 33J per cent gold 
reserve, instead of the Government ?

Mr. C a n n o n . I think so; generally; yes.
Senator N elson . They ought to provide it?
Mr. C a n n o n . Sure.
Senator N elson . And relieve the Government entirely of the 

burden ?
Mr. C a n n o n . That is what I say.
Senator N elson . Would it not be wise to require, instead of 5 per 

cent in gold for that reserve, that they should deposit 10 per cent ?
Mr. C a n n o n .  Y o u  mean for the redemption fund?
Senator N elson . Yes.
Mr. C a n n o n . I  do not believe that redemption fund would do; I 

would have the whole 33-J per cent, too.
Senator N elson . In the vaults of the Government?
Mr. C a n n o n . N o ; 5 per cent in the Government vaults and the 

other 28 per cent in the banks.
Senator N elson . Would it not be better to have 10 per cent of 

that gold reserve?
Mr. C a n n o n . I do not believe so, Senator. Because the history 

of the past in redemption of national-bank notes would show that. 
I  do not know what the average has been.

Senator N e l s o n . D o you not think that redemption ought to be 
in gold and not in lawful money?

Mr. C a n n o n . That is what I said.
Senator S iia f r o t h . Y ou say you desire that the Government 

should be saved from any run upon its Treasury?
Mr. C a n n o n . Yes.
Senator S h a f r o t h . Does not the system of having the United 

States notes redeemable in gold and this currency issued under this 
bill redeemable in lawful money have a tendency to relieve this in 
this way: I f  I am a holder of $1,000 of this currency and I take it 
to the reserve bank, and the reserve bank says, “  I can not give you 
gold, but I can give you lawful money,” and then it says, “ I f  there 
is going to be a run for gold we will just simply hold this and keep 
it in the vault.” The man gets his $1,000 in United States notes and 
goes to Washington, and he says, “ I want my gold” ; and the Gov
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ernment says, “ I f  there is going to be a run on this thing we will 
hold this United States note.”  Now, by the process of putting out 
$1,000 in gold you have practically retired $2,000 of notes that are 
ultimately redeemable in gold, and by reason of one of them being 
redeemable in lawful money there has been a redemption of $2,000 
of obligations; and does not that save the Government ?

Mr. C a n n o n . No; I think you have injured the standard of the 
Government.

Senator S iia f r o t ii . The national-bank notes are not redeemable 
in gold.

Mr. Canno k . No; they are not redeemable in gold.
Senator S h a f r o t ii . And the person having these notes goes to the 

bank and says, “ I want legal tender,’’ and he sends the legal tender to 
the United States Government and gets this gold. All the functions 
of the parity of the money are complied with. Now, if you have the 
other system, you are going to make a great drain on the gold of the 
country, and 1 think that provision allowing the bankers to pay in 
lawful money simply narrows the gold reserve it is necessary to 
keep in Washington. We have $150,000,000, which supports a cur
rency of $356,000 in United States notes and, on top of that, 
$750,000,000 of bank notes, and it is done by $150,000,000, and if you 
make those notes so redeemable you would have to keep something 
like $250,000,000 in gold in addition to the $150,000,000 now there in 
order to redeem $356,000,000 of greenbacks, and that makes a greater 
drain and demand upon gold for that purpose. Inasmuch as the 
blanket is a little short, it seems to me it would induce much more 
criticism.

Mr. C a n n o n . I think the credit of the country is at stake in this 
matter.

Senator S iia f r o t ii . One objection made to that was that the for
eign countries would be discouraged, but these notes are not sup
posed to go to foreign countries.

Mr. C a n n o n . I think in establishing any new system you want to 
lake great pains to see that we never let down on anything we have 
already, and I think it would be a great mistake------

Senator S h a f r o t ii  (interposing). The national-bank notes are not 
redeemable in gold?

Mr. C a n n o n . These notes ought to be. You would get a better 
note out of it in that way.

Senator Sir \f r o t ii . I f  you have 12 distinct districts in the United 
States, each one competing for gold, and you are going to have 12 
competing points, and thus it will require a good deal more to redeem 
these obligations than if one is payable in lawful money and that law
ful money is redeemable in gold.

Mr. C a n n o n . That is what I said; I hope you would not have 12.
Senator P o m e r e n e . Mr. Cannon, several witnesses have discussed 

before us the propriety of giving additional charter powers to the 
national banks in order to induce them to come into this scheme, and 
also, perhaps, to curtail some of the powers now enjoyed by State 
banks which might come in. I would like to have your views on that.

Mr. C a n n o n . I had not given that point any thought. It is a new 
thought to me. I have not even heard it mentioned. I should think 
that might require considerable thought, because the State banks and 
the national banks are so intertwined together that it might be difficult
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to act. Your idea is to make this more attractive and give the na
tional banks new powers?

Senator P om erene . Yes; and not to discriminate between the two 
classes of banks. I can understand why a State bank with certain 
powers might desire to come in here and get additional powers, and if 
it came in and enjoyed all the powers the national bank would now have 
it might discourage the national banks from going into the scheme.

Mr. Ca n n o n . That is important, and it is quite a big thought, and 
I would not care to answer the question until I had given it some 
consideration.

Senator P om erene . I would be pleased if you would send us the 
result of your thought on that matter.

Mr. C a n n o n . I would be very glad to think it over and communi
cate with you about it.

Senator P om erene . N o w , another matter. There has been con
siderable difference of opinion as to whether or not a sufficient num
ber of banks might come into this scheme to organize the number of 
regional banks which may be determined upon. Of course, we under
stand it is to some extent problematical. Would there be any objec
tion to providing, for instance, that these banks should have a given 
length of time within which to subscribe, and if a sufficient number 
did not come in to organize the requisite number of regional banks, 
then to open up the stock books to the public and permit the public to 
subscribe ?

Mr. C a n n o n . I should be a little afraid of that.
Senator P om erene . For what reason?
Mr. C a n n o n . I think these banks would come in. I would prefer 

something of the kind which I outlined and laid before you here. I f  
the banks felt that by their coming in they were not going to be tied 
up, if they were able to sell their stocks to people who were acceptable 
as stockholders to the directors in a Federal reserve bank and sell it 
for investment where it could be watched; otherwise you would get a 
miscellaneous lot of stockholders, and the stock would be thrown upon 
the street, and it ŵ ould see-saw up and down, and like everything else 
of that kind, you would have more or less speculation in it all the 
time, and it does not strike me as a good thing to do. I would rather 
remove in some way the conditions which these banks have in that” 
matter in coming in and get them to come in and take the stock and 
throw it open to the public.

Senator P om erene . The fact is that some banks may object to it, 
because in their judgment it ties up a certain amount of their funds?

Mr. C a n n o n . I think you could work out a plan which will meet 
that objection by permitting the sale of that stock at the proper time 
to investors, who would not have a vote, and who would not have a 
right of transfer, except, as I said, to people who were approved by 
the board.

Senator P om erene . Y ou were speaking about the call loans in New 
York. What portion of the loans are call loans?

Mr. C a n n o n . We had the annual meeting of the clearing house on 
Tuesday. The clearing house sent out just before thi$ meeting to 
20 banks, members of the association who have $20,000,000 and over 
of deposits.

Senator P o m erene . Each bank?
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Mr. Ca n n o n . Each bank; and they asked each bank a question as 
to how much they were loaning out on call for out-of-town customers, 
and how much they were loaning out themselves on call loans. In 
round figures these 20 banks were loaning out for their own custom
ers $175,000,000, for theij* out-of-town customers. For themselves 
they were loaning $265,000,000. That was out of a total of loans and 
discounts of $1,226,000,000 that those banks reported.

Senator P om erene . A  little over one-third of the loans are call 
loans ?

Mr. C a n n o n . Yes.
Senator W e e k s . Is that right? Were they loans for themselves?
Mr. Ca n n o n . For out-of-town banks.
Senator W ee k s . Would they be loaning for themselves $1,200,- 

000,000?
Mr. C a n n o n . Let me see if those figures are right. They were 

loaning for themselves $265,000,000.
Senator W ee k s . What was their total loan ?
Mr. Ca n n o n . The total amount was $1,226,000,000. I can tell 

very quickly whether that total is correct. I  think the clearing
house people added into that total what they were loaning to the 
out-of-town banks. The total in the New York banks was $1,324,- 
000,000, of which they were loaning on call $265,000,000. I  may 
possibly be mistaken in saying that was all money. It may have 
been what was loaned out to Wall Street, on what I understood was 
call money—$85,000,000 and $1,324,000,000—and they were loaning 
for their out-of-town correspondents $175,000,000.

Senator W ee k s . Does that include foreign banks?
Mr. Ca n n o n . I  think it does; I  think it must include foreign 

banks as well.
Senator W e ek s . I s it not true that the Canadian banks loan in 

New York from $25,000,000 to $50,000,000 all the time?
Mr. Ca n n o n . But they loan through bankers.
Senator W e e k s . They do not use very many local bankers?
Mr. C a n n o n . Quite a good many. They lend money to their 

bankers, but we do not keep track of it.
Senator W e e k s . Y ou are giving the figures here, as I  understand 

it, for 20 national banks?
Mr. Ca n n o n . Twenty banks which are members of the clearing

house association, who have deposits of $20,000,000.
Senator W e e k s . There are some 66 banks in the city ?
Mr. C a n n o n . Yes.
Senator W e e k s . And would the other banks have about the same 

proportion of call loans?
Mr. C a n n o n . I do not know. The Fifth Avenue Bank, of which 

I  am a director, I think has $2,000,000 or $3,000,000. I  do not know 
what that proportion would be.

Senator W eek s . Is this about the average proportion ?
Mr. Ca n n o n . I should think that would be about the average 

proportion.
Senator W ee k s . Now, from your experience as a banker, what, in 

your judgment, would be the proper discount rates to start with 
if this regional bank was organized?

Mr. C a n n o n . I could not tell you. You are a practical banker.
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Senator W e ek s . I  have not any idea on the subject.
Mr. C a n n o n . All that I can sajr—all that I did in my calculations 

was to take 4 and 3 per cent. I  just took it as a rough calculation. 
It would depend upon the state of the money market. It would 
depend upon what changes are being made in the banking system; 
whether money would be very active or anything of that kind. It 
will be very difficult to tell until after the thing was settled down 
for a year or so.

Senator W ee k s . Have you any preference as between four or six 
banks over one?

Mr. C a n n o n . Of course, I  would like to have one bank, but we 
can not have it.

Senator W e ek s . What makes you say that?
Mr. C a n n o n . Politically it is impossible ever to have a single 

central bank in this country.
Senator W e e k s . Y ou think, from the economical standpoint, it 

would be better to have one than any additional number?
Mr. C a n n o n . Well, I  would have to answer that yes and no. 

Some ways it would be an advantage and some ways it would not.
. Senator W e e k s . What would be the disadvantage, from an eco

nomic standpoint, that would arise in having one rather than four ?
Mr. C a n n o n . I think the centralization in one place; I  do not 

know that you would serve the whole country as well.
Senator W ee k s . Are you not going to serve the country through 

branches anyway, whether you have 1 or 10 ?
Mr. C a n n o n . To an extent only. The central reserve banks are 

going to be o f very great service to the country at large.
Senator W ee k s . Undoubtedly; each of these Federal banks is go

ing to have numerous branches.
Mr. C a n n o n . Yes.
Senator W ee k s . Would it be any advantage to have branches ex

tend from four rather than from one?
Mr. C a n n o n . I do not know, Senator Weeks; I  would not like to 

say on that.
Senator W eek s . I f  it were possible to provide for 1 bank instead 

of 12, you would prefer it?
Mr. C a n n o n . One instead of 12? Yes.
Senator W eek s . I f  it were possible to provide one rather than six, 

would you prefer it?
Mr. C a n n o n . I do not know. I should want to consider that very 

carefully.
Senator W ee k s . Y ou referred to issuing circulation. My recol

lection is that in the early nineties, when people drew money out of 
the banks for hoarding purposes, they to a considerable extent asked 
for gold or gold certificates, and that in 1907 they asked for circula
tion, without much regard for what it was. Is that your experience ?

Mr. C a n n o n . I  think you are right; yes.
Senator W ee k s . I s that not due to the fact that in the meantime 

we had established a gold standard and people knew that they could 
get redeemed whatever circulation they may have in gold ?

Mr. C a n n o n . The pepple in the country know we are on a gold 
standard.

Senator W e ek s . I f  we issue these notes, in whatever form they may 
be, and make provision for their redemption in gold, do you not think
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the people would take them without any regard to whether they were 
bank notes or some other kind of notes?

Mr. C a n n o n . It would make a difference if they had the name of 
the United States Government on them.

Senator W ee k s . Mr. Cannon, you know that in the panic of 1907 
in several places there were large quantities of clearing-house cer
tificates issued?

Mr. CANNr r̂. Oh, yes.
Senator W ee k s . And they went into circulation ?
Mr. C a n n o n . Yes
Senator W eek s . They were used for pay rolls, and there never was 

an instance where anybody refused to take them.
Mr. C a n n o n . I do not know about that. When they issued those 

checks in Chicago they had to call all the employees in and show them 
a check and tell them that the checks were perfectly good. When 
they issued the checks in Pittsburgh they had to put them in four 
different languages to get those fellows to take them.

Senator W eek s . Quite likely.
Mr. C a n n o n . There was trouble also in Harrisburg. I have here 

a picture of the Harrisburg certificate, which says it may be deposited 
and will not be paid in cash.

Senator W eek s . I made considerable effort to look into that at one 
time, and I could not find any instance where those certificates had 
not passed current without any serious question.

Mr. C a n n o n . The employers had to take a lot of them.
Senator W eek s . Undoubtedly.
Mr. C a n n o n . They had to get their m«n together and explain them.
Senatox' W eeks . Yes.
Mr. C a n n o n . They had to get their men together and explain the 

certificates.
Senator W eeks . Undoubtedly they explained to their employees 

what they were doing. But was there any instance where the em
ployees refused to take them?

Mr. Ca n n o n . I think they had a hard time in a good many cases. 
I think you will find in Chicago and in Pittsburgh they had a pretty 
hard time with those certificates. I do not believe you could pay out 
a note of a regional reserve bank and have it circulate freely among 
certain classes without the guaranty of the Government.

Senator W eek s . I do not believe anybody would know or care what 
they had if they had a note and felt sure that it could be redeemed 
on presentation.

Senator P om erene . This is a case where bankers seem to differ.
Mr. C a n n o n . Oh, yes; on various points.
Senator W e e k s . What do you mean by prime commercial paper?
Mr. C a n n o n . Notes.
Senator W eek s . The reason I ask that question is that we have got 

to define it, and we have got to define it with great definiteness, I  
think. Otherwise we are going to have paper purchased as commer
cial paper which really is not commercial paper. I would like your 
definition of what you would call prime commercial bills.

Mr. C a n n o n . I should say, Senator, prime commercial bills would 
be notes issued for money either at a bank or other commercial 
house, which money is to be used in the handling of legitimate mer
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cantile business. Notes issued in the ordinary course. I do not know 
as you could specify the line of business.

Senator W e ek s . I do not think you have gotten that definite 
enough to be of any use to us. I wish you would think that over and 
let us know what your conclusion is.

Mr. C a n n o n . I will be glad to do that and give you a definition.
Senator B ristowt. Mr. Cannon, what do you regard as the defects 

in our present system?
Mr. C a n n o n . I should hate to start in and go through all the 

things. I think our currency is not elastic enough. That is only 
one thing.

Senator B ristow . What else?
Mr. C a n n o n . I would not want to enumerate them in full. There 

are a great number.
Senator B ristow . We have only heard two objections that I re

member—that is, with regard to the inelasticity of the currency and 
to the inability to mobilize reserves. Those two terms have been 
used, but I have not heard any other objection to it, any other prac
tical objections. There have been some theoretical objections. You 
think there are many other defects?

Mr. C a n n o n . I think I could point out some others to you. I will 
be very glad to do so.

Senator B ristow . What I was getting at was what were the defects 
that had to be cured, and I had supposed those were the two principal 
defects we are seeking to remedy.

Mr. C a n n o n . Those are the two, but I think there are a good many 
others.

Senator B ristow . Others that this bill seeks to remedy ?
Mr. Ca n n o n . Others that this bill seeks to remedy; yes. I will 

be very glad to include them.
Senator B ristow . I am interested to know what they are, because 

I have not heard any others, except some theoretical objections to 
basing currency on debts, but that is the whole proposition, so that 
that could not be suggested as a defect that is to be remedied. You 
said that you would prefer a single bank, but it was politically im
possible to get it. What made you say it was politically impossible?

Mr. C a n n o n . I do not think the people of the country would favor 
a single bank.

Senator B ristow . Why do they not favor a single bank?
Mr. C a n n o n . I think they think there would be too much concentra

tion in the hands of the men who are running the single bank.
Senator B ristow . Y ou think they would believe there would be 

too much concentration in the hands of the men who were managing 
the single bank. Would that place any greater power, to have 1 
bank in the hands of this Federal board, than we are placing in it 
now, over the 12?

Mr. C a n n o n . I do not think it would.
Senator B ristow . Is not the objection which the people have to 

one central bank, not to the system but to the ownership and control 
of the bank?

Mr. C a n n o n . I know there is an objection. What is in their own 
minds I  could not answer.

Senator B ristow . The objection which I have understood—and I 
am as much opposed to it as any one; I am one of the people as far
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as that is concerned—I am opposed to any central bank that is owned 
by the banks, controlled by the banks, and managed by them, because 
I think it would result in one set of financiers, or a combination of 
a few interests getting control, more than they have now, of the 
banking system of the country and the credit business of the country. 
Do you not think that is the cause of the prejudice against the central 
bank?

Mr. C a n n o n . I could not answer that. I know a prejudice exists. 
I would not want to say whether that was the cause unless I was 
pretty clear in my own mind about it.

Senator B ristow . What objection other than the power that would 
be centered in the management of this bank do you see against the 
central bank?

Mr. C a n n o n . I do not see any objection further than that, except, 
as I said a moment ago. whether one bank could serve the whole 
country. The vast area of this country is all I have ever had in my 
mind. Of course you could start branches, but whether the one in
stitution could serve the whole country------

Senator B ristow . I believe that 1 bank located in one city could 
not serve the purposes of this country. It is a big country, and it 
is proposed here to create 12 and then establish branches in the cities. 
It is not proposed here that 1 bank shall serve a twelfth of the 
country, because, as has been pointed out by witnesses, we have had 
before us in the northwest part of the country, with a regional bank 
at St. Paul or Minneapolis, it would have to take in, in order to get 
the required capital, a territory 600 miles wide and 1,400 miles long. 
I do not believe anybody would suggest that 1 reserve bank serv
ing a territory reaching from St. Paul to the Pacific Ocean would 
be enough to serve the region up there without branches. Now, if 
the 12 banks are to establish branches, and the purpose of organiz
ing this association is to mobilize the reserves, could not they be 
more efficiently mobilized if we had 1 with branches than 12 with 
branches ?

Mr. C a n n o n . I have no dou bt it could.
Senator B ristow . Then, if the same powers that are placed in the 

hands of this board over the 12 were given the board in the man
agement of the 1, would it not simplify the mechanical operation of 
the institution?

Mr. C a n n o n . I f  it could serve the country, if that 1 bank could 
serve the country?

Senator B ristow . Yes; by the establishment of these various 
branches?

Mr. C a n n o n . Yes; if that service could be done. As I said a mo
ment ago, I want to think about that pretty carefully, to see if it 
can. Of course, as I stated at the beginning, the act provides for 
12, and I thought it should be less than that number, because of the 
necessity for not having any disturbance when you are making this 
great change.

Senator B ristow . I think we will agree it will be better to have it 
that way if it can be done successfully. I was going to suggest the 
possibility of the concentration of control under the present system. 
I think it is just as easy for the great interests that we are trying to 
render as harmless as possible and the monopolization of certain
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credits—or not just as easy, but I think it is entirely possible— for 
them to get control of these regional banks organized as they are. 
And the thing which a good many regard as the most desirable fea
ture in this legislation is to break up what they call the Money Trust; 
and the bill may fail in that respect, and those influences would con
trol a Federal board. Although they might do it, it is not probable; 
but they will control the local boards that control the regional banks. 
Do you believe—or have you given that phase any consideration—do 
you believe it would be as easy for these interests to get control and 
dominate the credits of the country if we had the Federal bank 
managed by a Federal board?

Mr. C a n n o n . I have not given any consideration to that at all.
Senator B ristow . Y ou have not?
Mr. C a n n o n . No.
Senator B ristow . There is another feature of this I would like to 

invite your attention to. A  country bank under the present law has 
a 15 per cent reserve requirement. It keeps 6 per cent of it in its 
vaults, and has the 9 per cent—we will say 3 per cent in St. Louis, 
3 per cent in Chicago, and 3 per cent in New York. In the handling 
of its business, it may check out the entire reserve in one city and 
increase it in another the same day. It might be convenient for it to 
carry, for a day, in the handling of its business, a reserve of 33 per 
cent—6 per cent in Chicago, and practically check out its balance at 
St. Louis, or the same between Chicago and New York. So that, as 
a matter o f fact, in the practical operation o f its business, it utilizes 
these reserves. That is a fact, is it not, and that under this system 
that will be impossible?

Mr. C a n n o n . I do not know. After I heard your discussion here 
1 did not suppose it would be impossible. I  thought you were going 
to be able to utilize the reserves in the Federal reserve banks.

Senator B ristow . Y ou could not check them out. It could not use 
it for transfer from one city to the other, as it does now, to suit its 
convenience. They are there, and it can not take them out of that 
bank and check them to Chicago, or some other place, where it does 
business.

Mr. Ca n n o n . Perhaps I do not get your clear meaning on this 
point. Will you repeat that once more? Do you mean to say their 
reserves are changed from one city to another?

Senator B ristow . Yes; from day to day. The reserve require
ments, for instance, in one city, varies very greatly, and it can use 
its entire reserve on deposit in one city one day if, in the operation 
of its business, it becomes convenient to do so, while it increases the 
amount of that reserve in another city; and then in another city it 
might check out, and so on, if it is a usable fund, where it is divided 
up between three or four cities.

Mr. C a n n o n . Does that reserve which you speak of—is that what 
you mean in the items they are sending from one bank to the other? 
Are they to be in transit, or to be actually on deposit? In my opin
ion, in the running of a national bank, for instance, they have a lot 
of checks coming on New York to-day, and they separate them to
day and charge them off. They are not counted as reserve, notwith
standing the fact they will not reach New York for two or three days.

Senator B ristow . I supposed they were; that is my understanding, 
at least.

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



BANKING AND CURRENCY. 2173

Mr. C a n n o n . I am not familiar with that practice, at all. I under
stand a reserve must be in a bank before they can count it as reserve. 
They can not count items in transit as reserve.

Senator N elson . I do not believe they can.
Senator S h a f r o t h . I f  they can not, I do not see what advantage 

it is to have them shift around in other banks?
Senator B ristow . I think they do.
Mr. C a n n o n . For instance, if a bank in New York City received 

to-day a lot of checks on Chicago and St. Louis, you think it could 
send them out in the mail to-night, and charge them up to this bank, 
and charge them to reserve whether they have arrived or not?

Senator B ristow . Yes: I  think so.
Mr. C a n n o n . I f  may be possible, Senator; but I do not know.
Senator B ristow . We will clear up that point before we get 

through. I understood it was a fact.
Mr. C a n n o n . I would like to know about that.
Senator N elson . At any rate, Senator Bristow, you claim it was 

only a momentary change. They still have to keep it. It is only 
while those checks are in transit; that is all.

Senator B ristow . But they use it.
Senator N elson . They use it for that time.
Senator B ristow . Yes.
Mr. C a n n o n . I do not believe they can count checks in transit as 

reserve. I do not understand you can count it as a reserve on any- 
J1 ' J M get the money back on it. I do not belive the country

Senator N elson . I think you are right.
Mr. C a n n o n . Because those checks and shifting matters of that 

kind are mere matters of detail in the bank, all the time. I do not 
believe that is reserve in the bank, Senator. Will you look that up 
and let me know ? I would not want to answer the question until I 
knew about that.

Senator B ristow . N o w , I suppose you are like all these other com
mercial bankers: You do not believe real estate mortgages ought to 
be used as the basis for currency ?

Mr. C a n n o n . Oh, no; I do not think so.
Senator B ristow . Why not?
Mr. C a n n o n . I do not see how you would turn them into a fund 

for redeeming that currency; how you could redeem currency issued 
on a real estate mortgage. Of course, you would have to sell it; 
there are times when it would pile up on your hands. They are long- 
period loans are they not?

Senator B ristow . Do you expect this currency to be redeemed by 
the maturing securities that are deposited for it?

Mr. C a n n o n . A good deal of it would be paid off when their notes 
are paid off.

Senator B ristow . D o you not expect other notes would be sub-

Mr. C a n n o n . Oh, at times, certainly. But you want to keep your 
source pure and clean and have it the very best there is. Of course, 
I am not saying anything about real estate mortgages, because I am 
a firm believer in real estate mortgages, farm mortgages, and things 
of that kind.

stituted ?
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Senator B ristow . We will take a bank, speaking about the region 
with which I am familiar, at Salina, Kans. As you define it, it 
would have some commercial paper—that is, the notes, the one- 
name notes, as a rule ?

Air. C a n n o n . Or two-name notes of merchants in Salina, Kans.
Senator B ristow . The merchants in Salina, Kans., do not get 

two-name notes.
Mr. C a n n o n . Well, one-name notes. The merchants in Salina, 

Kans., I have been there, and they are a good crowd.
Senator B ristow . The two-name paper is not as good, as a rule, 

as the one-name paper?
Mr. C an n on . That is right.
Senator B ristow . Because when you ask for the second name, it 

is an indication you are afraid of the first ?
Senator S h a fr o th . And because people have quit going security 

on notes?
Mr. C a n n o n . It is out of fashion in this country to indorse notes 

now.
Senator B ristow . And it ought to be.
Mr. C a n n o n . Yes; that is right.
Senator B ristow . They take the paper of various individuals, 

many of them leading farmers there, the people of that community, 
and they take it to the Federal bank for discount. It is discounted. 
They get some of this money. Now, when that bank collects in and 
the pressure is over it takes up these notes. They do not have to take 
up those notes with the security that it deposited there.

Mr. C a n n o n . Oh, not always; no.
Senator B ristow . Then what is the purpose of that security? It 

is for the purpose of making the Government securer or the regional 
bank securer in the issue of that paper, is it not?

Mr. C a n n o n . Yes.
Senator B ristow . I f  that security is abandoned and the bank is a 

commercial bank, why is not a real-estate mortgage, which is better 
than those notes, as far as security goes, just as good a basis for that 
as anything else?

Mr. C a n n o n . I do not think there should be anything except a 
liquid security behind these notes.

Senator B ristow . The commercial bank has what is called liquid 
security. Do you believe that the notes, the circulating medium of 
the country, should be based upon commercial business only ?

Mr. C a n n o n . I s not that what you say in the act here ?
Senator B ristow . The act may say that, but that is not what 

I  say.
Mr. C an n on . Yes.
Senator B ristow . Why should not an investment security have 

as much consideration at the hands of the Government in making a 
currency law as a commercial security?

Mr. C a n n o n . Because I suppose it is not liquid, and these are 
inclined to be liquid and take care of themselves.

Senator B ristow . But, as a matter of fact, they do not do it. You 
are a practical man; you know that the banker at Salina, Kans., 
does not enforce the payment of those notes. I  know it mighty well, 
when they are due. They may be given for 90 days, but very often,
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because it is not convenient, they are given for 6 months, and some
times they will be paid and sometimes they will be increased.

Mr. C a n n o n . Like the fellow who said 44 I f  you want to have a 
winter go fast, you want to give a six months’ note.” Is that the 
idea? [Laughter.]

Senator B ristow . I think that is very good; yes. Those notes are 
to be renewed; the bankers know they are to be renewed. This year 
out in our country they are all renewed; they have to be renewed. 
Now, I can not understand why a note that has a mortgage security, 
upon which there can not be a loss, for there never was a man in the 
section of the country where I live who lost money on a farm mort
gage if he knew enough to keep it—or if he took the farm, he would 
be a good deal better off, because he could make money on it.

Mr. Ca n n o n . That is the point. They do not take farm mort
gages, because they might have to take the security, the real estate 
back of it, and it could not handle the real estate.

Senator B r is t o w . Suppose it was the local bank?
Mr. C a n n o n . Suppose something happened that the local bank 

could not redeem those notes?
Senator B ihstow . D o you not think to have a farm mortgage 

would be better rather than your note that sometimes the people 
can not pay at all ?

Mr. C a n n o n . You would not want to get the bank loaded up with 
a lot of real estate ?

Senator B ristow . Would it not be better than to load up with the 
notes of merchants ?

Mr. C a n n o n . I do not think it should be either way; I do not think 
it should load up with either thing.

Senator B ristow . I f  something happens to the bank, if some of the 
notes would not be paid, if  there is a catastrophe in that community, 
why is the paper which is not as good preferred over paper that is 
better—has better security? That is what I want to know.

Mr. C a n n o n . Because, as I have just said, you are likely to have 
to foreclose on the security that is behind those notes, and you are 
liable to have a lot of real estate on your hands, and it is not a 
liquid asset.

Senator B ristow . Y ou think it is better to have a liquid asset, 
then, even if the man could not pay it?

Mr. C a n n o n . A s I said, in the first place, I  have no objection to 
either, but I would not be in favor of making real-estate notes the 
basis for circulation, or real-estate mortgages.

Senator N elson . It might have five years to run ?
Mr. C a n n o n . Yes.
The C h a ir m a n . Mr. Cannon, I was requested to ask you about 

one point affected by this bill whether, in your opinion, the United 
States should retire the national-bank notes, and, if so, why?

Mr. C a n n o n . Y ou mean as secured by the twos?
The C h a ir m a n . Yes.
Mr. Ca n n o n . Well, that would depend upon whether the issue of 

bank notes under this Federal reserve scheme would become too re
dundant at any time. It would seem better to get those old bank 
notes out of the way, so as not to have, finally, to go out and get that
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cleared up, and have the bank notes of the country issued through 
these Federal reserve banks. That would be my reason for doing it.

Senator N elson . Then it would be better to have one kind of 
currency ?

Mr. C a n n o n . Yes; it would be better to have one kind of currency. 
And you are liable to have a redundancy of currency if you are going 
to keep the old paper outstanding—you are liable to have the Fed
eral bank currency on top of it. I should say yes it would be a good 
thing to retire the old bank notes, if it can be done without loss on 
the old 2 per cent bonds.

Senator B ristow . H ow  would you retire it without loss on the 2 
per cent bonds?

Mr. Ca n n o n . I do not know; I have no remedy for that. As T 
say, I have not given that consideration.

Senator B ristow7. Y ou do not believe they ought to be retired and 
these bonds thrown on the market, and let the banks get what they 
could ?

Mr. C an n on . No. I have stated here I have no remedy to suggest. 
I  think the committee might suggest something that would meet the 
situation.

Senator P om erene . Mr. Cannon, there seems to be a good deal of 
objection to some provisions of this bill on the part of the small 
country banker. I mean those with a capitalization of $25,000 or 
$50,000.

Mr. C a n n o n . Yes.
Senator P om erene . And that objection is made for this reason, 

that they handle very little so-called commercial paper, as ordinarily 
understood. They have paper that runs for six months or nine 
months. Now, can you suggest any amendment to this bill which 
would recognize the different methods of doing business as between, 
for instance, a city bank like yours and one of these country banks 
which would, at the same time, give him the privilege of discount, 
etc., provided for in this bill?

Mr. C a n n o n . I suppose by that time the notes have matured, as a 
rule, because they are all the time maturing where they have a lot of 
paper. That is the thing; they have a lot of paper that is short of 
time.

Senator P om erene . I f  that is true, it would avoid the objection 
largely. But they contend, for instance, in the wheat-growing belt 
that the borrowing is done at one time, and the notes are redeemed, 
say, late in the fall, when the crop is harvested ?

Mr. C a n n o n . I do not know enough about interior country banks 
to go into that. But here is a country banker, we will say, who has 
six-months paper. That will become 90-day paper within a very 
short time. Every banker has part of his paper coming out of his 
portfolio all the time. You have 90-day paper right ahead of you all 
the time, besides your four, five, and six months paper; and I should 
think that would work out itself in the ordinary course of events.

Senator P om erene . That is certainly true where the industries of 
the community are diversified, but it seems to be contended that is not 
the case; for instance, with the wheat-growing belt.

Senator N elson . I f  you will allow me to interrupt you, on that 
point------

Senator P om erene  (interposing). Yes.
Senator N elson . For instance, in our country, which is largely a 

wheat-growing country, the notes are usually given early in the
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spring. The farmer has been unable to pay all of his debts out of 
the last year’s crop. The merchant is crowding him; the agricultural 
implement dealer or his help is crowding him. In the spring he gives 
a six months’ note payable in the fall. The strain for currency for 
moving our crops does not come until in September and October, and 
by that time that paper is a 90-day paper.

Mr. Ca n n o n . That is what I had m mind.
Senator N elso n . So that it can be utilized in that way. I can see 

how that can be covered in that way.
Senator P om erene . That avoids the objection that has been raised 

here by many of our western friends.
Mr. C an n on . Yes; I should think that would cover the occasion. 

Well, gentlemen, am I to be relieved from further questions?
Senator N elson . Suppose where they issue notes that are given for 

a year the strain did not come until the last part of the year, the 
farmers generally give a note payable just after they are thrashing, 
and when they commence to haul wheat to the railroad station and to 
the elevator.

Mr. C an n on . Yes.
Senator N elson . By that time this year note has only 90 days or 

less to run. Now, then, they have harvested and thrashed and are 
ready to haul the grain out, so that the banker could get that money 
in time to move that crop ?

Mr. C a n n o n . That is the very idea.
Senator P o m e r e n e . And the demand is made on New York, for 

instance, later in the season ?
Mr. C an n on . Yes.
Senator P om erene . But that only covers a period of two or three 

months I take it ?
Mr. C a n n o n . Just about 60 days.
Senator Pom erene. So that these small western banks could go to 

the regional bank and get their accommodations?
Senator B r is t o w . They have got to carry it, however, for three 

months or six months, while the city bank does not have to carry 
it a day, unless it wants to.

Mr. C a n n o n . Oh, we take six-months notes, lots of them. We 
give credit for six months. We have a large amount of commercial 
paper sold on the market which is six-months paper. There is very 
little four-months paper sold on the open market. Every good 
banker provides his pocketbook and portfolio with paper which he 
keeps ahead of him all the time; and most of the paper sold on the 
market in New York, and most of the paper sold in Chicago, and 
most all the notes we get from merchants, except in special cases, 
runs from four to six months’ time. And, as I said a moment ago, he 
will always have in his portfolio ample paper maturing this month, 
next month, and the next month. Every banker ought to do that, 
and if he is a careful banker he will keep the maturity of his paper 
shifting all the time, so that he will get paper maturing all down the 
line.

Senator P om erene . I wanted to direct your attention to the cotton 
section. Is it not true that the larger banks m the cotton States 
make their principal pressure upon New York for loans within 90 
days of the time that the cotton crop begins to mature?

Mr. C a n n o n . Yes; I should say so.
Senator P om erene . So that they then must have been able to have 

carried the situation in their section themselves from their supply of
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money until within about 90 days, and must then call upon their cor
respondents to help ?

Mr. C a n n o n . That is right. And I think as soon as that provision 
is thoroughly known it can be handled.

Senator S h a f r o t h . Mr. Cannon, I want to ask you what you think 
of this scheme or proposition for the retirement of the national-bank 
notes in a separate bill which I introduced?

Mr. C a n n o n . I  have not seen the bill.
Senator S h a f r o t h . I will read it to you and see what you think 

about it:
That as gold certificates are received into the Treasury or any subtreasury of 

the United States they shall be canceled and the gold represented by such cer
tificates transferred to the reserve fund in the Division of Redemption of the 
Treasury, and in lieu of such canceled gold certificates there shall be issued 
United States notes of like denominations, redeemable in gold coin at the Treas
ury or any subtreasury or mint of the United States which may be designated 
by order of the Secretary of the Treasury, which notes shall be a legal tender 
in payment of all debts, public and private, within the United States and its 
possessions. And there shall also be issued at the same time a like amount of 
such United States notes for substitution for all national-bank notes and for 
the cancellation of the bonds of the United States securing the same until all of 
said national-bank notes are retired.

S ec . 2. That upon the request of any national bank the Secretary of the Treas
ury is authorized, at his discretion, to assume the redemption of its national- 
bank notes, to pay to such national bank in cash the difference between the 
amount due at that date on the United States bonds securing said notes and said 
notes, and to cancel said bonds. When national-bank notes, assumed as afore
said, shall be received into the Treasury or any subtreasury of the United States 
they shall be canceled and retired, and in lieu thereof United States notes au
thorized by this act to the same amount and like denominations shall be issued, 
paid out, and kept in circulation.

Si.c. 3. That as the United States notes heretofore issued are received into the 
Treasury or any Subtreasury the Secretary of the Treasury is directed to cancel 
the same and issue in lieu thereof United States notes authorized by this act, 
and to transfer to the redemption fund herein created a proper proportion of the 
$150,000,000 of gold now held to redeem the same

S ec . 4. That a gold reserve of 50 per cent of all United States notes issued 
and put in circulation under the provisions of this act shall be maintained in 
the reserve fund of the Division of Redemption of the Treasury for the purpose 
of redeeming the same, and the Secretary of the Treasury is authorized for 
that purpose to purchase gold and exercise all of the powers granted to him by 
section 2 of the act of Congress entitled “An act to define and fix the standard 
of values, to maintain the parity of all forms of money issued or coined by the 
United States, to refund the public debt, and for other purposes,” approved 
March 14, 1900, and he is further authorized by general orders to require all 
national banks to keep in their vaults as their lawful money reserve such kinds 
of United States money as he may deem to the best interest of the Government.

Mr. C a n n o n . Good gracious! You do not ask me to pass on that 
right off the bat?

Senator S h a f r o t h . Perhaps not. The only thing is, it is a scheme 
by which the money would be uniform. The gold reserve would be 
increased, and it would be so self-acting nobody would discover it 
while it was going on, and at the same time it would be sounder 
money than our greenback is now.

Mr. C a n n o n . T will read that with very great pleasure.
Senator S h a f r o t h . It would save the Government $14,000,000 in 

interest, which it pays now on 2 per cent bonds, and it would obviate 
the necessity of the issuing of the 3 per cents that were spoken of.

Mr. C a n n o n . I will take that with me and read it with great 
pleasure.

Mr. Chairman, is that all you want of me to-day?
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Senator P om erene . There are a couple of matters we will hear 
from Mr. Cannon on later.

Senator W eek s . I f  Mr. Cannon has any tables or other matter 
which he might have referred to or did refer to; I would suggest that 
he put those tables in the record.

The C h a ir m a n . There are one or two questions I wanted to ask you. 
We should be glad to have placed in the record the tables which you 
have read.

Mr. C a n n o n . I will have some copies made and send them to you, 
with great pleasure.

(The tables referred to by the witness follow:)
Condensed summary of reports as of June k, 1913, and changes that will be 

made under the Federal reserve act.

COUNTRY BANKS.

Items. June 4, 1913. 60 days. 14 months. 36 months. Thereafter.

Loans, discounts, and over
drafts...................................

United States bonds and
premiums.............................

Federal reserve bank stock.
Other investments...............
Due from Federal reserve

banks....................................
Due from approved agents

(net)....................................
Exchanges, cash items, and 

bills of other national
banks....................................

Minor coin.. ..................
Specie and ledger tender.......
5 per cent fund......................
Due from United States 

Treasurer.............................

Total resources.......

12. Capital......................................
13. Surplus and undivided

profits..............................
14. National bank notes out

standing .............................
15. Due to national and State

banks and trust companies

16. Individual deposits and
dividends unpaid...............

17. United States deposits, pos
tal savings, and United 
States disbursing officers...

18. Bills rediscounted and pay
able, reserves, and other 
liabilities.............................

Total liabilities.

MEMORANDA.

Net deposits subject to reserve..
Total reserve required.................
Cash reserve required..................
Cash on hand (specie and legals). 
Cash in excess of requirements.. 
On deposit in Federal reserve 

banks:
Required.................................
Optional..................................

On deposit with approved re
serve agents................................

Held by approved reserve

$3,202,437I
545,195; 

" 77i’812

482,508

66,751
2,447

255,059
23,332

1,573

5,362,114

610,053

516,953

481,089

101,290

3,543,036

33,582

76,111

5,362,114

3,609,584 
15% 541,438 
f  207,242 

266,059 
58,817

Excess with approved reserve
agents........................................

Redemption fund.........................

310,863

482,508

171,645 
23,332

$3,202,437

545,195
61,005

771,812

482,508

66,751
2,447

205,054
23,332

1,573

$3,202,437

545,195
61,005

771,812

107,280

367,900

66,751
2,447

178,800
23,332

1,573

$3,202,437

545,195
61,005

771,812

178,800

296,380

66,751
2,447

178,800
23,332

1,573

5,362,114 5,328,532 5,328,532

610,053

516,953

481,089

101,290

3,543,036

33,582

76,111

610,053

516,953

481,089

101,290 

3,543,

76,111

610,053

516,953

481,089

101,290

3,543,036

76,111

5,362,114

3,609,584 
15% 541,438 
5% 180,479 

205,054 
24,575

5,328,532

3,576,002 
12% 429,120 
5% 178,800

178,800

5,328,532

3,576,002 
12% 429,120 
5% 178,800

178,800

$3,202,437

545,195
61,005

771,812

250,320

224,860

66,751
2,447

178,800
23,332

1,573

5,328,532

610,053

516,953

481,089

101,290

3,543,036

76,111

5,328,532

3,576,002 
12% 429,120 
5% 178,800

178,800

3% 107,280 5% 178,800 5% 178,800 
2% 71,520

10% 360,959

482,508 

121,549

4% 143,040 

367,900

224,860

2% 71,520 

296,380

224,860

224.860

224.860
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Condensed summary of reports as of June 4, 1913, etc.— Continued. 
RESERVE CITY BANKS.

Items. June 4,1913.
I

60 days, j  14 months. 36 months. Thereafter.

1. Loans, discounts, and over
drafts..................................... $1,643,502

203,033

I

$1,643,502

204,033
26,422

308,714

$1,643,502

204,033
26,422

308,714

55,838

156,360

100,054
869

167,516
8,091

3,312

$1,643,502

204,033
26,422

308,714

91,777

96,991

100,054
869

165,199
8,091

3,312

$1,643,502

204,033
26,422

308,714

162,882

2,457

100,054
869

162,881
8,091

3,312

2. United States bonds and 
prftmiiims________________

3. Federal reserve bank stock...
4. Other investments.................
5. Due from Federal reserve

hank_______________

308,714

6. Due from approved agents 
(net)....................................... 233,783

100,054
869

242,296
8,091

3,312

231

100,054
869

215,874
8,091

3,312

7. Exchanges, cash items, and 
bills of other national 
hanks. _ ________

8. Minor coin................................
9. Specie and legal tender.........

10. 5 per cent fund........................
11. Due from United States 

Treasurer..............................

Total resources.................... 2,744,654 2,744,654 2,674,711 2,648,964 2,623,217

12. Capital....................................... 264,217

251,428

161,903
217,612

352,175

1,436,124

28,684

32,511

264,217

251,428

161,903
217,612

352,175

1,436,124

28,684

32,511

264,217

251,428

161,903
176,353

352,175

1,436,124

264,217

251,428

161,903 
150,606

352,175

1,436,124

264,217

251,428

161,903
124,859

352,175

1,436,124

13. Surplus and undivided 
profits....................................

14. National-bank notes out
standing ................................

15. Due to national banks (net). 
15a Due to State banks and

trust companies (net)........
16. Individual deposits and

dividends unpaid...............
17. United States deposits,

postal savings, and United 
States disbursing officers..

18. Bills rediscounted and pay
able, reserves, and other 
liabilities............................... 1 32,511 32,511 32,511

Total liabilities................... 1 2,744,654 2,744,654 2,674,711 2,648,964 2,623,217

MEMORANDA.

Net deposits subject to reserve.. 
Total reserve required.................

j  ' ■  —  

1,931,229 
25% 482,807 
Wo 237,358

1,931,229 
20% 386,246 
10% 193.123

1,851,286 
18% 335,031 
9% 167.516

1,835,539 
18% 330,397 
9% 165,199

1,809,792 
18% 325,763 
9% 162,881Cash reserve required..................

Cash reserve optional................... ' . . . . . . . ........ . . .
Cash on hand (specie and legal). 
Cash in excess of requirements.. 
On deposit in Federal reserve 

bank, required..........................

242,296
4,938

215,974
22,651

! 167,516
I ........................

165,199 162,881

1
j  3% 55,838
I

5% 91,777 5% 90,490 

72,392
On deposit in Federal reserve 

bank, optional ......................
On deposit with approved re

serve agents................................
Held by approved reserve 

agents..........................................

|% 237,358 

233,783
1
l 3,575 
! 8,091
1

1
10% 193,123 | 6% 111,677 

233,783 156,360 

40,660 ! 44,683

4% 73,421 

96,528 

22,974

2.457

2.457
Excess with approved reserve

agents..........................................
Redemption fund......................... 1

CENTRAL RESERVE BANKS.

1. Loans, discounts, and over
drafts.....................................

2. United States bonds and
premiums.............................

3. Federal reserve bank stock..
4. Other investments.................
5. Due from Federal reserve

banks ...................................

$1,316,095

89,874

250,284

$1,316,095

89,874
18,265

250,284

$1,316,095

89,874
18,265

250,284

42,315

$1,316,095

89,874
18,265

250,284

65,268

$1,316,095

89,874
18,265

250,284

58,253
6. Due from approved reserve 

agents (net)..........................
7. Exchanges, cash items, and 

bills of other national 
banks..................................... 179,386 179,386 179,386 179,386 179,38
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Condensed summary of reports as of June h  1913, etc.— Continued. 

CENTRAL RESERVE BANKS— Continued.

Items.

8. Minor coin................................
9. Specie and legal tender.........

10. 5 per cent fund.......................
11. Due from United States

Treasurer..............................

Total resources.

12. Capital......................................
13. Surplus and undivided prof-

14. National bank notes out
standing................................

15. Due to national banks (net).. 
15a. Due to State banks and

trust companies (net)........
16. Individual deposits and div

idends unpaid.....................
17. United States deposits, pos

tal savings, and Umted 
States disbursing officers..  

Bills rediscounted and paya
ble, reserves, and other
liabilities...............................

19. Rediscounts due to Federal 
reserve bank........................

June 4,1913.

18.

Total liabilities...............

MEMORANDA.

Net deposits subject to reserve..
Total reserve required.................
Cash reserve required..................
Cash reserve optional...................
Cash on hand (specie and legals). 
Cash in excess of requirements.. 
On deposit in Federal reserve 

banks:
Required.................................
Optional..................................

Redemption fund.........................

$264 
405,628 

3,972

4,752

2,250,255

182,650

220,367

79,133 
390,180

379,398

975,831

6,120

16,576

2,250,255

1,567,391 
25% 391,848 
25% 387,876

405,628 
17,752

3,972

60 days.

$264 
387,363 

3,972

4,752

14 months.

2,250,255

182,650

220,367

79,133 
390,180

378,398

975,831

6,120

16,576

$264
211,575

3,972

4,752

2,116,782

2,250,255

20%10%
10%

1,561,271 
■* 312,254

156.127
156.127
387,363
75,109

182,650

220,367

79,133 
239,408

378,398

975,831

16,576 

23,419

36 months.

$264
.69,696

3,972

4,752

2,097,856

182,650

220,367

79,133 
134,266

378,398

975,831

Thereafter.

16,576

109,635

2,116,782

1,410,499 
18% 253,890 
9% 126,945 
6% 84,630 

211,575

2,097,856

1,305,357 
, 234,964 
, 117,482 
, 52,214 

169,696

$264
151,456

3,972

4,752

2,072,601

182,650

220,367

79,133 
6,041

378,398

975,831

16,576

224,687

2,072,601

1,165,050 
18% 209,709 
9% 104,854 
4% 46,602 

151,456

3% 42,315 65,268 5% 58,25!

NEW YORK CITY BANKS.

1.
2.
3.
4.
5.
6.

7.

8. u
i6!ii.

12.
13.

15.
15a.

Loans, discounts, and over
drafts .......................................

United States bonds and pre
miums .....................................

Federal reserve bank stock..
Other investments................. j
Due from Federal reserve !
banks.......................................j

Due from approved reserve
agents (net)............................
Exchange, cash items, and 
bills of other national banks.

Minor coin............................... j
Specie and legal tender___ i
5 per cent fund........................ !
Due from United States s 

Treasurer.............................. i

$887,137 

53,227 

2i6,880

Total resources.

Capital......................................
Surplus and undivided

profits...................................
National-bank notes out

standing ...............................
Due to national banks (net). 

Due to State banks and
trust companies (net)___

Individual deposits and div
idends unpaid.....................

United ' States deposits, 
postal savings, and United 
States disbursing officers..

150,851
142

292,518
2,477

3,171

1,606,403

119,700

176,442

48,013
262,345

280,471

705,113

3,586

1887,137

53,227 
11,970 

210,880
!

$887,137

53,227 I 
11,970 

210,880 j

29,596 !

$887,137 J

53,227 
11,970 

210,880

45,791

156,851
142

280,548
2,477

3,171

1,606,403

119,700

176,442

48,013
262,345

280,471

705,113

3,586

156,851 ;
142 i 

147,979 
2,477

3,171

1,503,430

156,851
142

119,058
2,477

3,171

1,490,704

119,700

176,442 !

48,013 | 
160,966 jI
280,471 

705,113

119,700

176,442 |

48,013 I 
90,268 jI

280,471 | 

705,113 |

$887,137

53,227
11,970

210,880

41,075

156,851
142

106,794
2,477

3,171

1,473,724

119,700

176,442

48,013
4,074

280,471

705,113
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Condensed summary of reports as of June 4, 1913, etc.— Continued.
NEW YORK CITY BANKS— Continued.

Items. June 4,1913. 60 days. 14 months. 36 months. Thereafter.

18. Bills rediscounted and pay
able, reserves, and other 
liabilities............................... $10,733 1$0,733 $10,733

1,992

$10,733

59,964

$10,733

137,326
19. Rediscounts—due to Fed

eral reserve banks...............

Total liabilities................... 1,606,403 1,606,403 1,503,430 1,490,704 1,473,724

MEMORANDA.

Net deposits subject to reserve. 
Total reserve required.................

1,091,493
272,876

270,399

1,091,493
218,298

109.149
109.149 
280,548
62,250

986,528
177,575

88,787
59,192

147,979

915,830
164,849

82,425
36,633

119,058

821,488
147,869

73,934
32,860

106,794

Cash reserve:
Required.................................
Optional...................................

Cash on hand (specie and legals). 
Cash in excess of requirements.. 
On deposit in Federal reserve 

bank:
Required.................................

292,518
22,119

29,596 45,791 41,075
Optional...................................

Redemption fund.......................... 2,477

Tentative balance sheet Federal reserve bank of New York.

First year. Second
year. Third year.

ASSETS.

Cash reserve required on deposits..............................................................
Cash reserve required on note liability.....................................................
Rediscounts....................................................................................................

$42,298,000
33.334.000 

100,000,000
70.770.000

$53,830,000
33.334.000 

100,000,000
93.834.000

$55,000,000
33,334,00Q

100,000,000
96,174,000Investments....................................................................................................

Total...................................................................................................... 246,402,000 270,998,000 284,508,000

LIABILITIES.
Capital 10 per cent paid in.......................................................................... 19.508.000 

75,000,000
51.894.000 

100,000,000

19.508.000 
75,000,000
86.490.000 

100,000,000

19,508,000
75.000.000
90.000.000 

100,000,000

General fund1.............................................................................................. .•
Required deposit of subscribing banks....................................................
Note issue or deposit credit arbitrary......................................................

246,402,000 280,998,000- 284,508,000

1 If the general fund is distributed on the basis of capital New York would get about 18.5 per cent or 
$55,500,000. I have arbitrarily raised this figure to $75,000,000 assuming that New York would be favored 
to that extent because of the larger amount of work it would be called upon to do as fiscal agent.

The C h a i r m a n . I wanted to ask you what you would think of 
allowing the stock subscriptions by the proposed member banks to 
be lowered to this point: Six per cent against the amount of the 
capital stock and the surplus with one-half paid in? That would 
make above $51,000,000 for the whole national-bank system, which 
would be about half the present requirement.

Mr. C a n n o n . That is to say, your regional fund would be about 
half the size?

The C h a i r m a n . N o ; their reserves would be about the same and 
the Government deposits would be about the same, but the capital 
would be about one-half.

Mr. C a n n o n . It had looked that up a little bit------
The C h a i r m a n  (interposing). The total capital stock of the na

tional banks is $1,056,000,000 and the reserves are $720,000,000. 
Three per cent of that would be something over $50,000,000.

Mr. C a n n o n . Your idea is that the regional banks would have a 
capital of $50,000,000?
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BANKING AND CURRENCY. 2183

Senator N e l s o n . Would you mean to have 3 per cent paid in cash 
and 3 per cent------

The C h a i r m a n  (interposing). Subject to call.
Senator N e l s o n . In 60 days?
The C h a i r m a n . Oh, no; 3 per cent paid in in cash during such 

period of time as may be convenient and 3 per cent subject to call.
Senator N e l s o n . So the amount would be only 6 per cent instead 

of 20 per cent?
The C h a i r m a n . Yes; I thought perhaps that would be more agree

able to the banks.
# Mr. C a n n o n . Could they still handle the business and at the same 

time come in competition with the large banks ?
The C h a i r m a n . They would not be in competition with the large 

banks, because they have the opportunity to issue currency, which 
the large banks have not.

Mr. C a n n o n . For instance, the First National Bank of New York 
has a total capital with undivided profits of $31,600,000; the National 
Bank of Commerce, $41,200,000; the National City Bank, $51,500,- 
000; National Park Bank, $15,000,000; Continental Commercial, $30,- 
600,000; St. Louis Bank of Commerce, $12,700,000. I just noted 
those down as the sizes of the other large banks of the country.

The C h a i r m a n . The total of the system would be $720,000,000, 
with $1,056,000,000 of capital. That would make somewhere near 
$1,800,000,000 of total capital, surplus, and undivided profits.

Mr. C a n n o n . Y ou think that would be more likely to meet with 
the approval of the national banks than having such a large contri
bution? As far as we are concerned, we would like that. We would 
have to put up under this bill $1,000,000. I f  you could finance the 
system on that basis I think it would be acceptable to the banks.

Senator N e l s o n . Would you include the surplus, too?
The C h a i r m a n . Oh, yes; the surplus, too.
Mr. C a n n o n . We would certainly look with favor upon that if 

it would finance the system properly.
Senator N e l s o n . Your capital and surplus is how much?
Mr. C a n n o n . $10,000,000.
The C h a i r m a n . I understand you would be content with the 

present requirements?
Mr. C a n n o n . This would certainly be very much better. We 

would be content if we could get out of it some way at the proper 
time.

The C h a i r m a n . Y ou w ou ld  prefer this?
Mr. C a n n o n . Yes, sir; I would, if it would finance the system 

properly.
The C h a i r m a n . A good many of the country banks have been 

rather timid at the idea of subscribing an amount equal to 20 per 
cent, whereas I think they would not mind at all subscribing an 
amount equal to 6 per cent of their capital and surplus. Some of 
the banks which have a large surplus would be getting corresponding 
benefits in excess of what others would get, and it seemed to me it 
might be more equitable to arrange it on capital and surplus. You 
think, that being smaller, it would not seem------

Mr. C a n n o n  (interposing). It would not seem quite as if you were 
putting your hand in their pockets too much.

The C h a i r m a n . I just thought I would ask you what you thought 
o f it.
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2184 BANKING AND CURRENCY.

Mr. C a n n o n . I should think that would meet with the approval 
of the banks.

Senator N e l s o n . But the regional bank in New York ought to 
have a bigger capital than any of the local banks.

Mr. C a n n o n . It would not anyway under the present scheme.
Senator N e l s o n . It would depend upon what territory you took 

in. I  mean, counting the capital and the deposit account.
Mr. C a n n o n . Oh, yes.
The C h a i r m a n . What would you think of allowing the banks the 

privilege of placing with the Federal reserve bank the amount which 
now they are compelled by this bill to keep in their own vaults, leav
ing it optional with them to leave it with the Federal reserve bank 
or not, as they please ?

Mr. C a n n o n . Would not that weaken your reserve system a little 
bit? I am afraid that would weaken your reserve system.

The C h a i r m a n . Why?
Mr. C a n n o n . Here is a bank that is some distance off from your 

Federal reserve bank. Something comes up in that town, some man 
drops dead, and you have a run on the bank. I f  all the reserve is off 
at the Federal reserve bank you might have difficulty in handling 
that crowd. They ought to have a substantial amount in their own 
vaults.

The C h a i r m a n . They would exercise their option as to that. I f  
they were far removed from the reserve bank they would carry more 
money, but if they were in the same city they would do as they pleased 
about it. They themselves would consult their own convenience------

Mr. C a n n o n . I should be afraid it might weaken your reserve.
Senator N e l s o n . And then, Senator, as long as they do not get any 

interest on their deposit with the Federal reserve bank, what is the 
object of putting it there?

The C h a i r m a n . The object would be that you would have a larger 
gold reserve, and therefore a greater power in the Federal reserve 
bank.

Mr. C a n n o n . Y ou  want to consider a little bit the effect it would 
have upon the general reserves. How could you give that privilege 
to a bank in a city where the Federal reserve bank is situated and 
not give it to all the banks ?

The C h a i r m a n . It is not proposed to give it to all the banks, but 
those in one city would exercise that right.

Mr. C a n n o n . Would not they consider that a kind of favoritism? 
They can not do as they please, because they might please to put it 
in and could not.

The C h a i r m a n . I f  the city banks should put this money in, it 
would give the reserve bank greater power to accommodate other 
banks.

Mr. C a n n o n . I should want to give further consideration to that.
Senator W e e k s . You do not think any country banker would de

posit any such large percentage of reserve with a reserve bank that 
he would be embarrassed in his daily business?

Mr. C a n n o n . It does not seem to me that he would, but you can 
not tell what bankers would do.

The C h a i r m a n . We are very much obliged to you, Mr. Cannon.^
Mr. C a n n o n . Not at all, sir. I  hope I have been of some service.
(Senator Reed presented the table facing this page for insertion 

in the record.)
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Statement sJmving money in circulation from 1860 to 191$.

Year.

1860..
1861.. 
1862..
1863..
1864..
1865..
1866..
1867..
1868..
1869..
1870..
1871..
1872..
1873..
1874..
1875..
1876..
1877..
1878..
1879..
1880.. 
1881.. 
1882..
1883..
1884..
1885..
1886..
1887..
1888..
1889..
1890..
1891..
1892..
1893..
1894..
1895..
1896..
1897..
1898..
1899..
1900..
1901..
1902..
1903..
1904..
1905..
1906..
1907..
1908..
1909..
1910..
1911..
1912..

Gold in cir
culation.

$228,304,775 
246,400,000 
309,697,744 
570,394,038 
644,641,478 
689,971,860 
648,591,701 
637,126,128 
655,886,198 
640,573,364 
651,284,427 
693,616,114 
716,548,708 
728,799,412 
751,083,051 
729,101,947 
702,609,388 
697,314,883 
704,132,634 
110,505,362 
225,695,779 
315,312,877 
358,251,325 
344,653,495 
340,624,203 
341,668,411
358.219.575 
376,540,681 
391,114,033 
376,481,568 
374,258,923 
407,319,163 
408,568,824 
408,535,663 
495,976,730 
479,637,961 
454,905,064 
517,589,688 
657,950,463 
679,738,050 
610,806,472 
629,790,765 
632,394,289 
617,266,739
645.817.576 
651,063,589 
668,655,075 
561,697,371 
613,244,810 
599,337,698 
590,877,993 
589,295,538 
610,724,154

United 
States notes 
in circula

tion.

$72,865,665 
312,481,418 
415,115,990 
378,916,742 
327,792,305 
319,437,702 
328,571,665 
314,702,094 
324,962,638 
343,068,970 
346,168,680 
348,464,145 
371,421,452 
349,686,335 
331,447,378 
337,899,344 
320,905,895 
301,644,112 
327,895,457 
328,126,924 
325,255,427 
323,242,177 
318,687,214 
331,218,637 
323,812,699
326.667.219 
300,000,040 
316,439,191 
334,688,977 
343,207,360 
309,559,904 
319,059,426 
266,589,602 
263,648,985 
224,249,868 
245,954,622 
284,569,022 
308,351,842 
313,971,545 
330,045,406 
334,291,722 
334,248,567 
333,759,425 
332,420,697
335.940.220 
342,270,055 
339,396,322 
340,118,267 
334,787,870 
338,989,122 
337,697,321

Average 
gold value 
of United 

States 
notes.1

88.3
68.9
49.2
63.6
71
72.4
71.6
75.2
87
89.5
89
87.9
89.9
87
89.8
94.4
99.2 

100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 . 
100 
100 
100 
100 
100 
100 
100 
100 
100

Gold certifi
cates in 

circulation.

None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.

$15,279,820
7,963,900
5,759,520
5,029,020

59,807,370
71,146,640

126,729,730
76,044,375
91,225,437

121,094,650
117,130,229
130,830,859
120,063,069
141.093.619 
92,642,189 
66,339,849 
48,381,309 
42,198,119 
37,285,339 
35,811,589 
32,655,919

200,733,019
247,036,359
306,399,009
377,258,559
465,655,099
485,210,749
516,561,849
600,072,299
782.976.619 
615,005,449 
802,754,199
943.435.618
943.435.618

Silver in circulation.

Standard 
silver dollars.

$1,209,251
81,036,439
20,110,557
29,342,412
32,403,820
35,651,450
40,690,200
39,086,969
52,668,623
55,548,721
55,527,396
54,457,299
56,278,749
58,826,179
56,817,462
56,929,673
52,564,662
51,986,043
52,116,904
51,940,281
58,482,966
61,481,426

•65,889,346
66,921,323
68,747,349
72,391,240
71,313,826
73,584,336
77,001,368
81,710,444
76,328,657
71,987,900
72,432,514
72,446,049
70,399,574

Subsidiary
silver.

P
1(2)

i
ioo
8y>
s)$53,918,322

61,346,584
48,511,788
46,839,364
46,379,949
46,474,299
45,660,808
43,702,921
46,173,990
48.583.865 
50,362,314 
51,477,164 
54,032,587 
58,219,220 
63,293,704
65.469.866 
58,510,957 
60,350,014 
60,204,451 
59,616,409 
64,056,920 
69,065,824 
76,160,988 
79,235,214 
85,721,228 
92,726,694 
95,528,343

101,437,707 
111,509,624 
121,777,401 
124,178,165 
132,331,798 
135,583,731 
139,421,723 
145,034,198

Silver certifi
cates in 

circulation.

None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
None.
$7,080

414,480
5,789,569

39,110,729
54,506,090
72,620,686
96,427,011

101,530,946
88,116,225

142,118,017
200,759,657
257,155,565
297.556.238 
307,235,966 
326,693,465 
326,823,848 
326,990,726 
319,622,941 
330,657,191 
357,849,312 
390,126,510 
402,136,617 
408,465,574 
429,643,556 
446,559,662 
454,733,013 
461,138,698 
454,864,708 
471,520,054 
470,211,225 
465,287,705 
477,717,324
487.597.238 
453,543,696 
469,224,400

National 
bank notes 

in circulation.

Total cir
culation 

per capita 
of national 
banknotes.

Capital of na
tional banks.

; i

Surplus of na
tional banks.

I
! Individual de- 
1 posits of 
national banks.

Number 
of na
tional 
banks.

Popula
tion.

Total cir
culation 

per capita.
Year.

31,443,321
32.064.000
32.704.000
33.365.000

$13.85
13.98
10.23
17.84

1860
1861
1862
1863$7,188,393.00 $i28,030.26$8,497,681.84 66

$31,235,270 $0.09 86,782,802.00 2,010,286.10 122,166,536.40 508 34,046,000 19.67 1864
146,406,725 4.12 393,157,206.00 38,713,380.72 500,910,873.22 1,513 34,748,000 20.58 1865
276,116,170 7.77 415,472,369.00 53,359,277.64 564,616,777.64 1,664 35,469,000 18.99 1866
286,889,020 7.92 420,073,415.00 66,695,589.01 540,797,837.51 1,642 36,211,000 18.29 1867
295,151,410 7.98 420,634,511.00 77,995,761.40 580,940,820.85 1,643 36,973,000 18.42 1868
292,876,157 7.76 426,399,151.00 86,165,335.32 511,400,196.63 1,617 37,756,000 17.63 1869
289,719,714 7.51 435,356,004.00 94,705,740.34 507,368,618.67 1,648 38,558,371 17.51 1870
314,132,781 7.94 460,225,866.00 301,573,153.62 596,586,487.54 1,790 39,555,000 18.17 1871
332,276,164 8.18 482,606,252.00 111,410,248.98 598,114,679.26 1,940 40,596,000 18.27 1872
340,880,078 8.22 490,266,611.00 120,961,267.91 540,510,602.78 1,976 41,677,000 18.09 1873
340,265,544 7.97 495,802,481.00 130,485,641.37 682,846,607.45 2,027 42,796,000 18.13 1874
340,546,545 7.74 505,485,865.00 133,085,422.30 618,517,245.74 2,086 43,951,000 17.16 1875
316,120,702 7.00 497,482,016.00 131,390,664.67 619,350,223.06 2,082 45,137,000 16.12 1876
301,289,025 6.49 ! 477,128,771.00 121,618,455.32 604,512,514.52 2,074 46,353,000 15.58 1877
311,724,361 6.13 464,874,996.00 116,402,118.84 598,805,775.56 2,055 47,598,000 15.32 1878
321,404,996 6.16 454,498,515.00 115,429,031.93 755,459,996.01 2,052 48,866,000 16.75 1879
337,415,178 6.72 458,540,085.00 121,824,629.03 1,006,452,852.82 2,095 50,155,783 .9.41 1880
349,746,293 6.81 465,639,835.00 129,867,493.92 1,102,679,163.71 2,164 51,316,000 21.71 1881
352,464,788 6.73 484,883,492.00 135,930,969.31 1,066,901,719.85 2,308 52,495,000 22.37 1882
348,598,488 6.49 511,837,575.00 144,800,252.13 1,106,453,118.23 2,529 53,693,000 22.93 1883
330,689,893 6.00 524,089,065.00 146,867,119.06 987,649,055,68 2,664 54,911,000 22.65 1884
309,124,222 5.50 529,360,725.00 150,155,549.52 1,111,429,914.98 2732 56,148,000 23.03 1885
304,976,044 6.09 550,698,675.00 159,573,479.21 1,169,716,413.13 2875 57,404,000 21.78 1886
276,855,203 4.71 580,733,094.42 175,246,408.26 1,235,757,941.59 3070 58,680,000 22.45 1887
245,306,780 4.16 593,848,247.29 187,292,469.97 1,331,265,617.08 3150 59,974,000 22.88 1888
207,220,633 3.38 617,840,164.67 198,508,794.14 1,436,402,685.65 3326 61,289,000 22.52 1889
181,604,937 2.90 657,877,225.00 214,965,633.67 1,485,095,855.70 3573 62,622,250 22.82 1890
162,220,646 2.54 677,356,927.00 228,221,530.31 1,602,052,766.59 3692 63,844,000 23.45 1891
167,221,517 2.56 689,698,017.50 239,931,932.08 1,764,456,177.11 3784 65,086,000 24.60 1892
174,669,786 2.63 681,812,960.00 246,739,602.09 1,539,399,795.23 3787 66,349,000 24.06 1893
200,718,200 2.96 666,271,045.00 244,937,179.48 1,695,489,346.08 3737 67,632,000 24.56 1894
206,953,051 3.00 656,956,245.00 246,177,563.53 1,720,550,241.03 3,706 68,934,000 26.24 1895
215,168,122 3.06 ^47,186,395.00 247,399,567.15 1,639,688,393.60 3,661 70,254, QUO 21.44 1896
226,318,003 3.16 629,655,365.00 246,416,688.48 1,916,630,252.25 3,607 71,592,000 22.92 1897
222,990,987 3.05 620,516,245.00 246,695,552.28 2,225,269,813.21 3,590 72,947,000 25.19 1898
237,805,439 3.19 606,725,265.00 250,367,691.89 2,380,610,361.43 3,602 74,318,000 25.62 1899
300,115,111 3.93 632,353,405.00 262,387,647.59 2,623,997,521.88 3,942 76,303,387 26.93 1900
345,110,800 4.43 665,340,664.00 287,170,337.92 2,964,417,965.82 4,291 77,754,000 27.98 1901
345,476,516 4.36 714,616,353.00 335,763,730.38 3,152,878,796.65 4,666 79,117,000 28.43 1902
399,996,709 4.09 758,315,170.00 375,503,102.21 3,176,201,572.89 5,118 80,487,000 29.42 1903
433,027,835 5.29 776,089,401.00 399,961,534.15 3,707,706,530.93 5,477 81,867,000 30.77 1904
480,028,849 5.76 808,328,658.00 420,785,055.00 3,989,582,834.59 5,833 83,260,000 31.08 1905
548,001,238 6.48 847,514,653.00 504,548,213.62 4,289,773,899.28 6,199 83,662,000 32.32 1906
589,242,125 7.08 901,681,682.00 549,614,684.05 4,176,873,717.48 6,625 86,074,000 32.22 1907
631,648,680 7.44 921,019,383.66 568,159,292.92 4,720,284,640.40 6,865 87,496,000 34.72 1908
665,538,806 7.48 953,963,472.81 603,246,750.20 5,120,442,963.08 7,006 88,926,000 34.93 1909
683,659,535 7.56 1,004,288,107.37 652,462,489.68 5,304,788,306.45 7,204 90,363,000 34.33 1910
687,701,283 7.31 1,026,440,500.00 672,891,252.01 5,536,042,281.16 7,328 93,983,000 34.20 1911
705,142,259 7.37 1,046,012,580.00 701,021,452.71 5,891,670,007.00 7,397 95,656,000 34.34 1912

» Specie payments suspended 1862 to 1879.
* No figures available.

Total of all State banks June 14,1912, and all mutual savings banks, stock savings banks, private banks, loan and trust companies:
Capital.................................................................................................................................................................................................................................................$964,235,780.40
Surplus...............................................................................................................................................................................................................................................  870,684,492.80
In case all banks and trust companies in the United States and the island possessions of the United States would join the different Federal reserve banks and take out their 20 

per cent capital stock as provided in the act they would deposit in these.regional banks the sum of $402,049,672.09.
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(The chairman presented the following statistical table and re
quested that it be inserted in the record:)

BANKING AND CURRENCY. 2185

Aggregate resources and liabilities of national banks, 1908 to 1912.

Classification.
1908 (July 15). 1909 (Apr. 28). 1910 (June 30). 1911 (June 7). 1912 (June 14).

6,824 banks. 6,893 banks. 7,145 banks. 7,277 banks. 7,372 banks.

RESOURCES.

Loans on real es
tate....................... $57,070,962.46

1,939,431,702.85

2,966,608,204.24
24,584,055.22

740,167,972.67

156,612,965.93

351,371,083.96

$65,112,003.29

2,004,993,992.88

3,540,732,790.84 
23,397,257.78

754,744,891.34

176,284,278.64

361,221,071.31

' $74,831,997.28

: 2,135,767,904.39

3,743,304,530.18
19,849,391.65

783,497,976.72

210,426,073.39

384,321,275.41

Loans on other col
lateral security.. 

Other loans and 
discounts, ___ .

i $1,990,152,632.00

2,625,522,899.59
24,705,023.68

732,599,187.16

2 179,384,137.05

8 507,425,613.60

i $2,050,590,293.00

3,379,568,893.75
25,743,314.27

1 748,797,808.97

2 161,998,193.97

298,692,105.00

Overdrafts..............
U n i t e d  States 

bonds...................
State, county, and 

municipal bonds. 
Railroad b o n d s  

and stocks...........
Bank stocks...........
Bonds of other 

public-service 
corporations........ 148,643,966.78

208,165,517.21

1,232,556,106.45

215,966,786.14

338,383,768.51
926,776,902.82
62,593,847.89

153,025,132.00 

249,447,101.58

1,201,606,823.38

236,463,370.67

482,805,231.42
865,452,856.21
42,433,572.51

182.297.622.00

287.840.448.00

1,376,785,821.33

253,009,304.09

317.477.121.00 
998,061,441.05
41,090,650.76

195,707,108.25

287,328,544.09

1,424,091,680.31

266,625,008.70

295,215,400.32 
996,142,823.46 
44,654,163.00

O t h e r  s t ocks ,
bonds, etc............

Due from other 
b a n k s  a n d
bankers................

Real estate, furni
ture, etc...............

Checks and other 
cash items...........

153,305,600.23

1,104,458,684.94

198,279,190.33

271,464,243.39
889,213,394.43
37,553,793.69

Cash on hand.........
Other resources___

Total............. 8,714,064,400.09 9,368,883,843.13 9,896,624,696.73 10,383,048,694.31 10,861,763,877.15

LIABILITIES.

Capital stock..........
Surplus fund..........
Other undivided

profits..................
Dividends unpaid. 
Indi  vi  d ua l  de

posits...................
United States de

posits *.................
Due to other banks

and bankers.......
Other liabilities___

919,100,850.00 
564,045,022.8G

184,656,576.85 
2,849,822.39

4,374,551,208.33

130,266,023.63

1,822,853,669.00: 
715,741,227.09

933,979,903. CO 
587,132,286.31

207,944,821.08
1,130,750.07

4,826,060,384.38

70,401,818.99

2,036,753,287.47
705,480,591.83

989,567,114.00
644,857,482.82

216,546,125.10 
15,144,463.48

5,287,216,312.20

54,541,349.41

1,900,135,622.01 
788,616,227.71

1,019,633,152.25
671,946,796.68

241,554,106.09 
1,851,823.47

5,477,991,156.45

48,455,641.54

2,147,440,999.04
774,175,018.79

1,033,570,675.00
693,990,419.08

256,837,095.57 
1,622,560.16

5,825,461,163.36

58,945,980.66

2,178,163,418.11 
813,172,565.21

Total............. 8,714,064,400.09!3,368,883,843.13!9 ,896,624,696.73 10,383,048,694.31:10,861,763,877.15

1 Classification as of September call.
2 Includes State, etc., and railway bonds held by Treasurer of United States to secure public deposits
3 Includes bonds of other corporations.
< Includes deposits of United States disbursing officers.
N o t e .— F or consolidated statem ent of a ll b a n k s, see te x t of t h is  rep ort.
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Aggregate resources and liabilities of State banks from 1908 to 1912.

2186 BANKING AND CURRENCY.

Classification.
1908 1909 1910 1911 1912

11,220 banks. 11,319 banks. 12,166 banks. 12,864 banks. 13,381 banks.

RESOURCES.
Loans on real estate..........
Loans on other collateral

security............................
Other loans anddiscounts.
Overdrafts...........................
United States bonds.........
State, county, and munic

ipal bonds........................
Railroad bonds and stock 
Bank stocks........................

$188,352,185

127,270,669
2,090,944,681

29,447,901
2,888,514

3,729,479
2,698,260

184,385

492,935,533

549,297,603
136,146,988

71,251,438
308,736,342
28,754,507

$414,820,580.12

559,690,457.10 
1,112,841,061.34

34.316.574.20 
5,221,710.94

65.892.211.21 
75,036,949.01

$472,428,488.53

594,419,425.26
1,308,646,565.82

30,972,194.87
2,050.780.00

63,952,194.59 
69,343,008.35

$489,660,852.27

606,377,489.15 
1,311,054,107.83

32.322.218.37 
2,848,777.50

55,096,142.18
75.753.959.38

$572,934,870.29

563,942,284.11 
1,379,585,928.04 

32,860,093.94 
4,330,539.47

81,967,470.56
71,549,647.21

Bonds of other public 
service corporations 

Other stocks, bonds, etc.. 
Due from other banks and

bankers............................
Heal estate, furniture, etc. 
Checks and other cash

items.................................
Cash on hand......................
Other resources...................

Total..........................

LIABILITIES.
Capital stock......................
Surplus fund......................
Other undivided profits..
Dividends unpaid.............
Individual deposits...........
Due to other banks and

bankers............................
Other liabilities..................

*>' Total..........................

50,977,866.08
95,892,443.89

491,961,365.43
119,702,242.64

75,096,440.72 
227,039,134.90 
10,180,096.61

44,484,912.86
123.793.905.69

485,361,856.14
130,844,382.91

105,187,734.98 
240,580,836,12
22.892.480.69

52,742,087.88 
129,109,896.01

525,822,785.89 
135,115,589.73

77,855,345.68
236,662,497.38
17,364,546.20

53,609,977.26 
130,339,491.98

530,161,901.29 
138,428,757.38

77,752,380.52 
241,756,724.48 
18,550,760.18

4,032,638,485 3,338,669,134.19 3,694,958,766.81 3,747,786,296.35 3,897,770,826.71

502,513,303
217,112,085
86,503,972

682,749
2,937,129,598

207,432,987
81,263,791

416,059,900.00
152,639,305.36
91,213,767.57
1,039,492.86

2,466,958,665.76

158,958,549.87 
51,799,452.77

435.822.833.58 
187,571,005.45
65,678,941.67 
2,441,796.41 

2,727,926,986.03

129,768,527.09
145.748.676.58

452,944,684.44 
170,566,937.42 
92,785,739.26 
1,235,652.15 

2,777,566,835.81

144,578,103.41 
108,108,343.86

459,067,206.81
271,373,944.18

829,045.40
2,919,977,897.99

142,644,643.99
103,878,088.34

4,032,638,485 3,338,669,134.19 3,694,958,766.81 3,747,786,296.35 3,897,770,826.71

Aggregate resources and liabilities of savings banks (mutual and stock savings)
from 1901-8 to 1912.

Classification.
1907-8 1909 1910 1911 1912

1,453 banks. 1,703 banks. 1,759 banks. 1,884 banks. 1,922 banks.

RESOURCES.
Loans On real estate..........
Loans on other collateral

security............................
Other loans and discounts.
Overdrafts...........................
United States bonds.........
State, county, and munic

ipal bonds........................
Railroadbonds and stocks 
Bank stocks........................

$1,440,061,503

66,624,785
364,362,059

1,050,343
13,860,545

587,155,390
618,193,415
24,265,271

343,465,167

163,616,708
57,010,988

779,228 
43,483,533 
85,604,217

$1,620,131,445.62

232,893,152.92
177,977,493.04

2,266,509.26
43,566,428.18

710,159,543.86
769,980,508.90

$1,832,097,713.03

226,704,806.91 
233,707,955.82 

1,906,951.03 
32,082,745.00

743,463,260.89
783,704,137.70

$1,963,906,841.51

205,912,380.77 
243,857,140.37 

1,595,816.33 
13,226,534.10

779,927,236.80
792,998,933.33

$2,087,677,677.90

240,472,906.77
259,374,577.22

1,978,070.99
29,031,138.45

776,431,140.75
794,083,005.53

Bonds of other public 
service corporations , . 

Other stocks, bonds, etc. .  
Due from other banks and

bankers............................
Real estate, furniture, etc. 
Checks and other cash

items.................................
Cash on hand......................
Other resources..................

Total..........................

LIABILITIES.
Capital stock.......................
Surplus fund......................
Other undivided profits.. 
Dividends unpaid.............

Due to other banks and
bankers............................

Other liabilities..................

Total..........................

96,554,513.65
93,009,919.88

218,477,832.87 
68,123,675.81

3,944,728.46 
32,697,021.94 
2,927,330.95

120,134,242.69
117,727,439.77

214,327,121.92
73,955,091.77

5,397,201.49 
50,880,340.23 
45,782,436.65

101,139,974.97 
161,976,217.67

242,389,433.46
75,866,650.82

4,552,812.46 
42,408,336.78 
22,554,993.25

143,565,265.60
179,809,612.84

258,280,430.86
80,830,846.65

4,594,881.48
45,452,063.85
21,141,671.69

3,809,533,152 4,072,710,105.34 4,481,871,444.90 4,652,313,302.62 4,922,723,290.63

36,013,455 
244,711,801 
39,412,250

3,479, i92.89i

3,187,417
7,015,338

59,506,420.00
224,424,711.93
62,160,100.11

92,707.96
3,713,405,709.80

8,234,513.44
4,885,942.10

68,320,822.30 
276,229,027.77 
53,814,779.06 

364,639.25 
4,070,486,246.70

6,690,451.96
5,965,477.86

72,177,899.09
261,834,083.46
77,264,792.69

51,294.48
4,212,583,598.53

8,084,294.10
20,317,340.27

76,871,811.79 
280,036,025.43 
89,595,370.89 

262,835.16 
4,451,555,687.72

10,181,417.50 
14,220,142.14

3,809,533,152 4,072,710,105.34 4,481,871,444.90 4,652,313,302.62 4,922,723,290.63
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BANKING AND CURRENCY. 2187

Aggregate resources and liabilities of private banks from 1908 to 1912.

Classification.

RESOURCES.
Loans on real estate.....................
Loans on other collateral se

curity...........................................
Other loans and discounts..........
Overdrafts......................................
United States bonds....................
State, county, and municipal

bonds...........................................
Railroad bonds and stocks.........
Bank stocks...................................
Bonds of other public service

corporations................................
Other stocks, bonds, etc.............
Due from other banks and

bankers.......................................
Real estate, furniture, etc...........
Checks and other cash items___
Cash on hand................................
Other resources.............................

$19,610,740

7,521,699 
80,226,816 
1,796,144 

297,157

1,100,443
550,901
205,348

Total....................

LIABILITIES.

Capital stock..................................
Surplus fund.................................
Other undivided profits..............
Dividends unpaid........................
Individual deposits......................
Due to other banks and bankers. 
Other liabilities.............................

Total.

1908

1,007 banks.

$36,636,702.07

21,096,873.66 
103,569,194.24 

4,616,218.90 
609,219.30

3,228,802.32
1,213,577.66

5,821,879

27,298,378
6,448,497
1,529,589
8,497,540

636,349

161,541,480

21,122,836
5,556,239
3,475,238

35,160
126,673,158

1,561,453
3,117,396

161,541,480

1909

1,497 banks.

1,760,406.73
6,187,297.87

40,832,891.79
13,026,388.49
1,387,731.95

11,053,706.52
1,037,343.91

246,256,355.41

27.726.922.00
10.195.237.01 
5,533,006.44

62,003.43 
193,263,224.31 

3,404,236.54 
6,071,725.68

246,256,355.41

1910

934 banks.

$22,746,018.18

13,832,195.89
70,224,281.77
1,646,968.46

389,190.00

2,336,285.00 
584,460.18

$37,536,422.83

16,316,121.32
71,559,680.21
2,633,647.85

410,282.47

2,466,506.72
448,547.28

1,106,865.55
5,992,780.67

24,069,188.01 
7,482,500.61 

704,623.55 
6,764,890.90 
2,135,304.04

160,015,552.81

18,899,561.74
6,541,431.06
3,160,559.55

62,448.49
124,644,003.22

1,644,318.25
5,063,230.50

160,015,552.81

1911

1,116 banks.

$39,531,511.77

19,775,745.64 
68,106,577.60 
2,370,427.64 

422,117.74

2,436,189.39
1,412,833.27

1,418,865.04 
5,125,443.71

26,168,941.51 
9,621,350.43 
1,039,498.54 
7,189,327.84 

889,584.93

182,824,220.68

21,872,416.34 
7,329,974.38 
3,421,956.92 

189,643.09 
142,277,224.21 

1,583,296.84 
6,149,708.90

182,824,220.68

1912

1,110 banks.

1,986,671.33 
7,667,677.09

29,622,664.53
14,214,049.23

860,206.87
7,450,404.38
1,083,320.94

196,940,397.'

22,348,040.33 
9,333,680.83 
4,250,634.4§ 

74,638.22 
152,494,618.9® 

1,707,139.16 
6,731,645.52

196,940,397.42

Aggregate resources and liabilities of loan and trust companies from 1908 to
1912.

Classification.

RESOURCES.

Loans on real estate........
Loans on other collateral

security.......................... .
Other loans and discounts.
Overdrafts......................... .
United States bonds.........
State, county, and munic

ipal bonds........................
Railroad bonds and stocks
Bank stocks........................
Bonds of other public- 

service corporations.......
Other stocks, bonds, etc..
Due from other banks and

bankers............................
Real estate, furniture, etc. 
Checks and other cash

items.................................
Cash on hand.....................
Other resources..................

Total.

LIABILITIES.

Capital stock......................
Surplus fund......................
Other undivided profits...
Dividends unpaid.............
Individual deposits...........
Due to other banks and

bankers............................
Other liabilities.................

Total.

1908 1909 1910 1911 1912

842 compa
nies.

1,079 compa
nies.

1,091 compa
nies.

1,251 compa
nies.

1,410 compa
nies.

$153,727,485

821,341,681 
404,412,308 

860,744 
555,303

89,639,651 
29,576,311 
4,805,84?

$377,318,280.19

1,222,881,129.16 
460,550,859.39 

3,916,235.40 
3,222,380.20

155,647,931.87 
362,404,241.30

$369,161,435.56

1,230,282,986.02
655.016.724.24 
' 2,111,764.82

1,271,940.00

144.495.162.24 
312,518,321.28

$467,531,456. 44

1,289,452,721.54
668.650.649.78 

3,786,253.54 
"2,224,692.43

187,123,910.87
371.707.846.78

$526,509,702.69

1,279,983,539.16 
900,350,885.96 

4,397,620.37 
5,985,094.59

202,293,176.75 
380,190,967.79

168,589,933.84 
/  468,914,756.87 
\ 300,324,823.03

578,243,506.14 
127,216,448.81

19,129,908.47 
254,447,910.16 
34,641,394.69

159,294,782.36 
541,978,126.32 
382,683,343.96

467,643,271.31
125,486,325.05

26,374,390.56 
260,129,890.91 
80,379,723.21

212,593,716.76 
341,128,520.22

208,673,579.15 
421,996,627.13651,298,154

391,573,223
97,112,461

5,878,676
118,398,874
96,452,153

617,605,590.28 
143,081,102.71

21,763,736.38 
269,825,566.23 
68,635,104.75

605.669.597.26 
157,188,159.03

51,677,976.0®
282.151.463.26 
80,375,993.13

2,865,632,876 4,068,534,982.65 4,216,850,061.52 4,665,110,868.71 5,107,444,382.27

278,408,759
370,145,308
45,894,591

467,115
1,866,964,314

163,014,678
140,738,111

362,763,223.00 
351,699,101.89 
141,683,091.23 

985,990.44 
2,835,835,180.79

276,753,308.05
98,815,087.25

367,333,556.37 
432,718,233.98 
65,448,601.52 
2,842,956.53 

3,073,122,706.20

187,141,876.31 
88,242,130.61

385,782,933.44 
400,406,067.99 
138,464,384.81 

2,360,771.04 
3,295,855,895.27

319,368,254.43 
122,872,561.73

418,985,771.77 
424,313,939.08 
136,428,039.39 

850,048.81 
3,674,578,238.95

299,938,456.82
152,349,887.48

2,865,632,876 4,068,534,982.65 4,216,850,061.52 4,665,110,868. 71 5,107,444,382.27
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2188 BANKING AND CURRENCY.

Aggregate resources and liabilities of national and other reporting banks on or
about June SO, 1908 to 1912.

Classification.
1908 1909 1910 1911 1912

21,346 banks. 22,491 banks. 23,095 banks. 24,392 banks. 25,195 banks.

RESOURCES.

Loans on real es
tate ..................... $1,801,751,913.00

3,012,911,466.00

5.565.468.763.59 
57,860,155.68

750,200,706.16

2 861,009,108.05

1.158.444.501.60

i*2,505,977,970.46

3,975,993,315.69

4,821,546,812.25
69,699,592.98

792,787,711.29

1,091,541,455.19 

1,560,006,360.83

466,526,687.08

1*2,696,433,655.30

4,115,829,707.08

5,647,164,421.40
62,381,193.45

784,592,463.97

1,116,245,096.69

1,464,842,032.51

478,045,935.46

i$3,023,747,576.34

4,123,052,705.66

5,835,854,369.03 
63,735,193.87

773,455,177.84

1,200,898,075.21

1,602,130,358.08

550,192,266.65

i$3,301,485,759.93

4,239,942,380.07

6,350,722,499.00
61,455,604.59

823,266,866.97

1,273,554,050.84

1,631,544,479.26

603,542,601.59

Loans on ot /  r 
c o l l a t e n  
security..............

Other loans and
discounts..........

Overdrafts............
United S t a t e s

bonds.................
State,county, and 

m u n i c i p a l
bonds.................

Railroad bonds
and stocks.........

Bonds of other 
public - service 
corporations

Bank stocks......... 29,460,847.56

1,646,826,333.23

2,236,244,596.94

494,998,124.33

350,903,174.39 
1,368,329,683.43 

249,001,019.69

Other s t o c k s ,
bonds, etc..........

Due from other 
b a n k s  a n d  
bankers..............

703.580.001.88

2,562,071,702.68

544.035.541.89

437,892,578.11
1,452,014,676.34

111,380,014.05

979,644,571.67

2,393,008,260.76

574,231,671.01

620,469,182.00 
1,423,808,814.37 

193,623,517.10

925,180,526.51

2,788,772,572.47

616,693,997.78

422,688,514.06 
1,554,147,169.28 

150,534,879.89

1,026,975,383.45

2,847,992,843.93

657,299,660.36

430,101,255.82
1,572,953,479.43

165,805,908.94

Real estate, fur
niture, etc..........

Checks and other
cash items.........

Cash on hand 
Other resources...

Total........... 19,583,410,393.09 21,095,054,420.72 22,450,320,522.77 23,631,083,382.67 24,986,642,774.18

LIABILITIES.

Capital stock 
Surplus fund 
Other undivided

profits.................
C i r c u l a t i  on  

(national banks) 
Dividends unpaid 
I n d i v i d u a l  

deposits.............

1.757.159.203.00 
1,401,570,455.80

359,942,627.85

613,663,963.00 
94,034,846.39

12,784,511,169.33

130,266,023.63

2.198.050.204.00 
344,211,900. C9

1,800,036,368.00 
1,326,090,642.50

508,534,786.43

636,367,526.00
3,310,944.76

14,035,523,165.04

70,401,818.99

2,484,103,895.37 
230,685,273.63

1,879,943,887.99 
1,547,917,181.08

404,649,006.90

675,632,565.00 
20,856,304.16

15,283,396,254.35

54,541,349.41

2,225,380,795.62 
358,003,178.26

1,952,411,085.56
1,512,083,859.93

553,490,979. 77

681,740,513.00 
5,689,184.23

15,906,274,710.27

48,455,641.54

2,621,054,947.82 
349,882,460.55

2,010,843,505.70 
1,584,981,106.44

581,178,042.47

708,690,593.00
3,639,127.75

17,024,067,606.89

58,945,980.66

2,632,635,075.58 
381,661,735.69

United S t a t e s
deposits.............

Due to other 
b a n k s  a n d
bankers..............

Other liabilities...

Total........... 19,583,410,393.09 21,095,054,420.72 22,450,320,522. 77 23,631,083,382. 67 24,986,642,774.18

1 Includes mortgages owned. 2 Includes bonds of other corporations for national banks

Aggregate loans, resources, capital, and deposits for the fiscal years 1908 to 
1912, inclusive, of banks reporting to Comptroller of the Currency.

[In millions of dollars.]

Year.
Num
ber of 
banks.

Loans. Resources. Capital. Individual
deposits.

190 8 
190 9 
191 0 

21,346
22,491
23,095
24,392
25,195

$10,437.9
11,393.1
12,521.7
13,046.4
13,953.6

$19,583.4
21.035.0 
22,450.3
23.631.0 
24,986.6

$1,757.1
1,800.0
1,879.9
1,952.4
2,010.8

$12,784.5
14,035.5
15.283.3
15.906.3 
17,024.0

1911............................................................................
1912............................................................................
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BANKING AND CURRENCY. 2189

Summary of reports of condition from 25,195 banks in the United States and 
island possessions (including National, State, savings, and private banks and 
loan and trust companies), showing their condition at the close of business 
Jwie U , 1912.

R E S O U R C E S .
Loans and discounts:

Secured by real estate (including
mortgages owned)_______________ $3,301,485,759.93

Secured by collateral other than
real estate________________________  4, 239, 942, 380. 07

All other loans---------------------------------- 6, 350, 722,499.00
Overdrafts______________________________ 61,455,604.59

-------------------------------$13j 953) 606, 243. 59
Bonds, securities, etc., including pre

miums thereon:
United States bonds________________  $823, 266, 866. 97
State, county, and municipal bonds- 1,273, 554,050. 84
Railroad bonds_____________________ 1, 631, 544,479. 26
Bonds of other public-service cor

porations (including street and in-
terurban railways bonds)________  603, 542, 601. 59

Other bonds, stocks, warrants, etc__ 1,026, 975,383.45
-------------------------------$5. 358, 883,382.11

Banking house, furniture, and fixtures______________________ 550,326, 884.44
Other real estate owned____________________________________  106,972,775.92
Due from banks---------------------------------------------------------------------- 2, 847,992, 843.93
Checks and other cash items________________________________  55, 236, 223. 74
Exchanges for clearing house_______________________________ 374, 865,032. 08
Actual cash on hand:

Gold coin___________________________  238, 389, 386. 74
Gold certificates_____________________ 1643, 547, 090.00
Silver dollars_______________________  22, 957, 395.00
Silver certificates__________________  194, 374,169.00
Subsidiary and minor coins________  37, 738, 008. 29
Legal-tender notes_________________  253,122, 053.00
National-bank notes________________  108, 281, 687.00
Cash not classified_________________  74, 543, 690.40

------------------------------- 1, 572,953, 479.43
Other resources_____________________________________________  165, 805, 908. 94

Total resources_______________________________________ 24, 986, 642, 774.18

L I A B I L I T I E S .

Capital stock paid in________________________________________ $2,010, 843, 505. 70
Surplus_____________________________________________________  1, 584,981,106. 44
Undivided profits___________________________________________  581,178,042.47
National-bank circulation___________________________________  708, 690, 593. 00
Due to banks________________________________________________ 2, 632, 635, 075. 58
Dividends unpaid___________________________________________  3, 639,127. 75
Individual deposits subject to check

without notice________________________ $8, 323, 485, 623. 53
Saving deposits or deposits in interest

or savings department________________  6,496,192, 707. 60
Certificates of deposit____________________ 1,952, 784,093. 94
Certified checks_________________________  135, 241, 263. 20
Cashier’s checks outstanding____________ 116, 363,918. 62

------------------------------- 17, 024, 067, 606. 89
United States deposits_____________________________________  58, 945,980. 66
Notes and bills rediscounted-------------------------------------------------  21, 836, 346. 24
Bills payable, including certificates of deposit representing

money borrowed__________________________________________  127, 778,722. 66
Other liabilities_____________________________________________  232,046, 666. 79

Total liabilities_______________________________________ 24,986,642, 774.18

1 Includes $80,479,000 clearing-house certificates.
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[FroTi 1833 to 1872, insluaive, data' rom various sources; from 1873 compiled from reports obtained by the Comptroller of the Currency.]

[Amounts in millions of dollars.]

Principal items of resources and liabilities of State, savings, and private banks, loan and trust companies, and national banks, from 1863 to 1912.

Total 
cash in 
bank.

Capital.
Surplus

and
profits.

Circula-
tion.2

United
States

deposits.8

Individ
ual de
posits.

Due to 
banks.

Total
assets.

4 $205.5 $405.0 
311.5

$238.7 
163.3

$393.7 $100.5 $1,191.7

47.6 75.2 $4.2 189.1 119.4 27.4 252.3
199.4 397.0 54.5 131.5 $58.0 641.0 157.8 1,126.5
231.9 480.8 79.4 267.8 39.1 815.8 122.4 1,476.4
205.6 483.8 93.9 291.8 33.3 876.6 112.5 1,494.1
200.7 486.4 109.4 294.9 28.3 968.6 140.7 1,572.2
162.5 489.7 126.0 292.7 12.8 1,032.0 129.0 1,564.2
187.7 513.7 132.7 291.8 13.2 1,051.3 148.5 1,510.7
194.0 561.7 143.1 315.5 11.1 1,251.6 176.4 1,730.6
177.6 592.6 155.4 327.1 12.4 1,353.8 172.7 1,770.8
218.2 532.9 215.6 340.2 15.1 1,421.2 178.6 2,731.3
252.2 550.3 199.9 338.7 10.6 1,526.5 232.5 2,890.4
238.7 592.6 254.2 318.1 10.2 1,787.0 194.7 3,204.6
226.4 602.3 261.6 294.8 11.1 1,778.6 183.3 3,183.1
230.5 614.2 260.5 290.4 10.9 1,813.6 170.1 3,204.1
214.6 587.7 237.7 300.4 25.6 1,717.4 161.7 3,080.6
216.3 580.4 246.1 307.7 252.1 1,694.2 187.9 3,212.6
285.5 565.2 260.2 318.4 10.7 1,951.6 239.6 3,399.0
295.0 572.3 292.0 312.5 12.2 2,296.8 314.7 3,869.1
287.1 590.6 310.1 309.2 12.6 2,460.1 279.0 4,031.1
321.0 625.6 347.8 312.2 13.9 2,568.4 288.2 4,208.0
321.2 656.4 379.6 295.3 14.2 2,566.4 227.0 4,221.3
414.3 678.0 362.0 269.2 14.0 2,734.3 293.0 4,426.9
375.5 686.7 393.8 238.0 17.1 2,812.0 308.9 4,521.5
432.8 806.8 460.2 166.8 23.2 3,308.2 350.1 5,203.7
446.1 853.7 493.7 155.5 58.4 3,422.7 366.1 5,470.4
499.1 893.3 531.9 129.0 46.7 3,778.1 434.6 5,940.9
478.3 968.7 584.0 126.5 30.6 4,062.5 432.3 6,343.0
479.1 1,029.7 619.2 124.0 25.9 4,196.8 415.7 6,562.1
586.4 1,071.1 650.3 141.2 14.2 4,664.9 464.9 7,245.3
515.9 1,091.8 689.3 155.1 13.7 4,627.3 419.9 7,192.3
688.9 1,069.8 682.4 171.8 14.1 4,651.2 599.1 7,290.6
631.1 1,060.3 699.3 178.8 13.2 4,921.3 600.5 7,609.6
531.8 1,051.9 694.4 199.2 15.4 4,945.1 521.7 7,553.9
628,2 1,012.3 712.7 196.6 16.4 5,094.7 673.4 7,822.1

Year.
Number 
of banks 
report

ing.

Loans 
and dis
counts 
(includ
ing over
drafts).

Bonds,
stocks,

etc.

Due
from

banks
and

bankers.

Specie.
Paper
cur

rency.1

1863..

1865..
1866.. 
1867..

1870..
1871..
1872..
1873..
1874..
1875..
1876..
1877..
1878..
1879..
1880.. 
1881.. 
1882..
1883..
1884..
1885..
1886.. 
1887..

1890..
1891.. 
1892.

1894.
1895.
1896. 

07.

1,466 
* 1,089 

6 467 
1,960 
2,267 
2,279 
2,293
2.354
2.457 
2,796 
3,066

t 1,968 
i 1,893 

3,336 
3,448 
3,384 
3,229 
3,335
3.355 
3,427 
3,572 
3,835 
4,111 
4,350 
4,378 
6,179 
6,647 
7,203 
7,999 
8,641 
9,338 
9,492 
9,508 
9,818 
9,469
9.457

$648.6 $180.5 i6.9

70.7
362.4
550.4
588.5 
655.7
686.3
719.3
789.4
871.5

1.439.9
1.564.5
1.748.1
1.727.1
1.720.9
1.561.2 
1,507.4 
1,662.1
1.901.9
2.050.3
2.133.6
2.260.7
2.272.3 
2,456. 7
2.944.9
3.161.1
3.475.2 
3,842.1
3.965.9
4.336.6
4.368.6
4.085.0
4.268.8
4.251.1 
4,216.0

93.4
404.3
465.2
443.1
440.5
414.6
406.1
419.9
431.2
713.2
723.2
793.1
807.3
841.2
865.9

1.032.9
900.6
500.9

1.049.1
951.2

1.030.4 
952.0

1.031.1
999.9

1.112.1
1.111.9
1.158.0
1.042.5 
1,269.4
1.354.1
1.445.3
1.565.2
1.674.4
1.732.3

33.3
103.0
110.7
100.0
123.1
107.6
121.2
143.8
144.0
167.1
193.6
195.0
198.2
184.6
183.2
204.0
248.9
346.1
307.3
392.8
294.1
432.9 
349.8
632.1
439.1
513.7
531.3 
652.6
684.3
549.2 
705.1
714.4 
645.0
781.4

$46.1
50.7

12. 
11. 
20. 
18. 
31. 
19. 
24. 

8 27. 
8 22. 
8 19. 
8 25. 
8 21. 
8 29. 
8 42. 

8 100. 
8 129. 
8 112. 
8 116. 
8 110. 
8 179. 
8 152.
8 165. 

226.
9 221. 

221. 
217. 
262. 
210. 
283. 
246. 
251. 
297.

$190.0
219.3
194.5 
179.9
144.0
156.6
174.1
153.3

219.7 
277.6
256.4
261.8 
324.2 
305.0
405.5 
384.8
280.6 
330,5

>
tzj
Ww3O
>
O
oc!wwtel
o
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1898............................................... 9,485 4,652.2 1,859.7 924.9 40^.2 285.6 687.8 992.0 732.7 189.9 52.9 5,688.2 809.8 8,609.0
1899............................................... 9,732 5,177.6 2,179.0 1,203.1 449.1 274.2 723.3 973.6 761.1 199.4 76.3 6,768.7 1,046.4 9,904.9
1900............................................... 10,382 5,657.5 2,398.3 1,272.8 449.7 300.2 749.9 1,024.7 882.2 265.3 98.9 7,238.9 1,172.5 10,785.9
1901............................................... 11,406 6,425.2 2,821.2 1,448.0 479.0 328.5 807.5 1,076.1 955.6 319.0 99.1 8,460.6 1,333.0 12,357.5
1902............................................... 12,424 7,189.0 3,039.2 1,561.2 541.0 307.1 848.1 1,201.6 1,096.9 309.4 124.0 9,104.7 1,393.2 13,363.9
1903............................................... 13,684 7,738.9 3,400.1 1,570.6 478.2 379.0 857.2 1,321.9 1,273.4 359.2 147.3 9,553.6 1,475.9 14,303.1
1904............................................... 14,850 7,982.0 3,654.2 1,842.9 612.2 378.4 990.6 1,392.5 1,360.9 399.6 110.3 10,000.5 1,752.2 15,198.8
1905............................................... 16,410 9,027.2 3,987.9 1,981.9 617.3 376.8 994.1 1,463.2 1,439.5 445.4 75.3 11,350.7 1,904.3 16,918.2
1906............................................... 17,905 9,893.7 4,073.5 2,029.2 633.0 383.4 1,016.4 1,565.3 1,558.9 510.9 89.9 12,215.8 1,899.0 18,147.6
1907............................................... 19,746 10,763.9 4,377.1 2,135.6 719.5 394.2 1,113.7 1,690.8 1,645.0 547.9 180.7 13,099.6 2,875.4 19,645.0
1908............................................... 21,346 10,438.0 4,445.9 2,236.2 860.5 507.8 1,368.3 1,757.2 1,761.5 613.7 130.3 12,784.5 2,198.0 19,583.4
1909............................................... 22,491 11,373.2 4,614.4 2,562.0 1,044.6 407.4 1,452.0 1,800.0 1,834.6 636.3 70.4 14,035.5 2,484.1 21,095.0
1910................................................ 23,095 12,521.8 4,723.4 2,393.0 1,009.6 414.2 1,423.8 1,880.0 1,952.6 675.6 54.5 15,283.4 2,225.3 22,450.3
1911................................................ 24,392 13,046.4 5,051.9 2,788.8 1,110.7 443.4 1,554.2 1,952.4 2,065.6 681.7 48.5 15,906.3 2,621.1 23,631.1
1912................................................ 25,195 13,953.6 5,358.9 2,848.0 1,137.0 435.9 1,572.9 2,010.8 2,166.1 708.7 58.9 17,024.0 2,632.6 24,986.6

1 Includes cash not classified. « National banks.
2 Includes State bank circulation. 7 Number of national banks only; number of State and savings banks not reported.
3 Includes deposits of United States disbursing officers. 8 Specie in national banks; incomplete for State banks.
4 Specie funds and notes of other banks. 9 Includes coin certificates from 1889; specie for 1902 partially estimated.
6 From Homan’s Banker’s Almanac.

N o t e .— Since 1873 the Comptroller of the Currency has collected and published'statistics of State banks, but complete data for compiling these statistics for a number of years 
thereafter were available only for those States in whien the banks were required to report to some State official. For recent years the statistics are practically complete.

(Thereupon, at 5.45 o ’clock p. m., the committee adjourned to meet at 10.30 o’clock a. m. to-morrow, Saturday, 
October 11, 1913.)
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2192 BANKING AND CURRENCY.

SA T U R D A Y , OCTOBER 11, 1913.

U n it e d  S t a t e s  S e n a t e , 
C o m m it t e e  o n  B a n k i n g  a n d  C u r r e n c y ,

Washington, Z>. 0.
The committee met at 10.38 o’clock a. m.
Present: Senators Owen (chairman), Hitchcock, O’Gorman, Reed, 

Pomerene, Shafroth, Hollis, Nelson, Bristow, and Weeks.
The C h a i r m a n . Judge Montgomery, we will hear you now, if you 

please.

STATEMENT OF S. B. MONTGOMERY, OF ftUINCY, ILL.

Mr. M o n t g o m e r y . It was suggested that I should be called first, 
because I was appointed chairman of this committee and in view of 
the fact that I was president of the Illinois Bankers’ Association, 
and not because I  was expected to do much of the talking. This 
morning I dictated a little statement, and if it is not objectionable 
I  will just read it.

The C h a i r m a n . That will be all right.
Mr. M o n t g o m e r y . The committee appearing here was authorized 

at the meeting of the Illinois Bankers’ Association on October 26, 
1913. That convention was the largest ever held in Illinois. In 
fact, double as large as the largest State convention that was ever 
lield. There is no doubt that interest in the pending legislation in 
Congress is responsible for so large an attendance.

Senator S h a f r o t h . What date did you say it was ?
Mr. M o n t g o m e r y . October 26.
Senator S h a f r o t h . October?
Mr. M o n t g o m e r y . Oh, I  do not mean October; September 26.
Senator S h a f r o t h . I thought we had not arrived at that date.
M r . M o n t g o m e r y . No; as president of that association I was au

thorized to appoint this committee. In doing this I  thought it best 
to confine myself to down-State bankers. Those selected I  think 
represent the various sections and localities of the State and the 
different systems of banking. The resolution adopted at Chicago 
provided that we indorsed and approved the Chicago conference re
port, but that has largely been modified, and I think we are here 
not for the purpose of urging any part of that now. It is only the 
different items we think of interest to what we call ourselves— 
country bankers. The names of the members of this committee and 
their banks, and location of the same, are as follows: William George, 
president of the Old Second National Bank of Aurora; B. F. Harris, 
vice president of the First National Bank of Champaign (both ox 
these gentlemen are ex-presidents of the Illinois Bankers’ Associa
tion) ; John M . Crebs, president National Bank of Carmi; H. D. 
Sexton, president Southern Illinois National Bank; Ashe V. Cox, 
Xenia, president of Orchard City Bank (a private bank); William 
C. White, president Illinois National Bank, Peoria; and J. S. Ais- 
thorpe, president First Bank & Trust Co., Cairo, 111.

In reference to Mr. Crebs, I  want to say one word. He has been 
for a long time in the southeastern part of the State, and for a long 
time has been president of the State fair association, and is quite
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BANKING AND CURRENCY. 2193

well acquainted in the State. Mr. Harris is one of the ex-presidents 
o f the Illinois Bankers’ Association, and is right here by me, and he 
is just as big an apostle of the farmer.

The C h a ir m a n . Yes; I have had the pleasure of meeting Mr. 
Harris a number of times.

Mr. M ontgom ery . The organization in Illinois is made up of 10 
groups, covering the State, one in the city of Chicago and counties 
adjoining it, and nine others down State. I was only made chair
man of the committee because I happened to be president of the Illi
nois Bankers’ Association, and not on account of my fitness. I prac
ticed law a good part of my life and, besides, being a State banker, 
we are not so vitally interested at present, at least, as are the national 
banks.

You have heard this bill discussed from so many angles and by so 
many experts that I do not feel we should consume much of your 
time. We are not experts. I think the entire committee comes here 
with the feeling that your committee is working conscientiously and 
faithfully to make a banking and currency law that will be a credit 
and help to all the people, and that includes the bankers.

We are not here attempting or wishing to defeat this bill. We 
are favoring many parts of it, especially that which provides the 
banks a place to go for credit when they need it. That is the great
est need of the American banking system to-day. Under the present 
system at the first appearance of trouble we at once become selfish 
and try to strengthen ourselves at the expense of everyone else, and 
thus accentuate, precipitate, and bring on the very trouble we were 
fearing. It would appear that this bill if enacted into law would 
cure that trouble. At the same time we are compelled to say to you 
that there exists among country bankers a very widespread and 
almost universal sentiment unfavorable to some of the features of the 
proposed law.

For the past month I have talked with, I might say, hundreds of 
bankers, and while they are favorable to the law in the main, it is 
always with the qualification that it be modified iji many of its fea
tures. I shall mention only a few of these points and then ask other 
members of the committee who are real bankers to express their views 
to you.

First. There is a wish among country bankers that the amount they 
should be required to subscribe to the Federal reserve bank, should 
be reduced from 20 to 10 per cent, 5 per cent of the same to be paid in.

Second. Bankers have suggested that the Federal reserve board be 
composed of seven men to be appointed by the President. The sug
gestion I am about to make, I saw in the paper yesterday, Mr. Can
non has already made to the committee. As I say, bankers have sug
gested that the Federal reserve board be composed of seven men to 
be appointed by the President, but instead of the Secretary of the 
Treasury, the Secretary of Agriculture and the Comptroller of the 
Currency being members of the Federal reserve board, our suggestion 
is that they be left off, and that the President appoint three bankers 
to be selected by him.

I think that the Comptroller of the Currency would be very prop
erly one of this board, but he is so extremely busy it seems to me it 
would be hard for him to perform the duties that would be required.
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2194 BANKING AND CURRENCY.

Third. It seems unnecessary that there should be a requirement 
for 12 regional Federal reserve banks. It would be easier to put the 
law in operation with half that number.

Fourth. Another thing that would be popular with the bankers 
would be that the stock should pay 6 per cent cumulative instead of 5 
per cent cumulative interest.

Fifth. Another objection is the proposition to transfer items at 
par without exchange. Bankers would hope that this might be 
changed so that it would only be items “ drawn b y ” one member 
bank instead of “ drawn on ” member banks.

Sixth. The savings bank feature seems unnecessary. Many small 
country banks are in the habit of accepting savings and yet the 
business done does not develop very largely, and it would be ex
tremely burdensome to them to segregate their capital and their 
investments and be compelled to carry on this small savings part 
of their business separately.

Seventh. Bankers in our section do not understand the proposi
tion of allowing real estate loans to be made for a period of one 
year only. I  understand that is hardly sufficient to cover that 
feature and other legislation may follow it, and that it had refer
ence to some particular locality. No loans on real estate are made 
for one year in that section. The maturity is almost invariably 5 
or 10 years, and so for as that section is concerned it would be utterly 
useless. My colleagues on this committee will elaborate on these 
objections, and others of which they may speak.

The C h a ir m a n . I think most of those objections are recognized 
by the members of the committee as having force, and that the com
mittee will take some steps toward granting relief along the lines 
of those objections. I  will not go into the details about it, but I 
think that is really the attitude of the committee.

Mr. M ontgom ery . N o w , shall I  introduce the other speakers?
The C h a ir m a n . I f  you please.
Mr. M ontgom ery . Mr. Aisthorpe is the next speaker.

STATEMENT OF J. S. AISTHORPE, VICE-PRESIDENT OF THE ILLI
NOIS BANKERS’ ASSOCIATION, CAIRO, ILL.

Mr. A isthorpe . Gentlemen, I represent perhaps what is known as 
the country banker. While in some respects not occupying the 
position directly of the country banker, I  am in a small city sur
rounded by what are termed country banks. They object to the 
fact that this law really makes a clearing house through the reserve 
bank of country checks, as we term them.

The C h a ir m a n . Checks of your depositors, you mean?
Mr. A isth o rp e . Checks of our depositors—individual checks. 

Now, as you know, the country banker, or at least a large per cent of 
them; charge for remitting those checks.

The C h a ir m a n . That is, for remitting the proceeds of those 
checks ?

Mr. A isthorpe . Yes; the proceeds of those checks. And in some 
respects it is a burden upon them to do that.

The C h a ir m a n . It costs you money to run that business?
Mr. A isthorpe . Certainly.
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The C h a ir m a n . And you have to have men employed for that 
-express purpose ?

Mr. A isthorpe . Yes. This section is not quite understood, if it 
applies to individual checks; that is, depositors’ checks drawn on the 
member bank.

The C h a ir m a n . I  think that is a fair interpretation of it.
Mr. A isthorpe . They object to that check being collected at par 

or deposited at par and collected at par through the reserve or 
regional bank, whatever you may call it.

The C h a ir m a n . There is a net profit to the country bank on that 
business ?

Mr. A isthorpe . Yes.
The C h a ir m a n . And that net profit is what they wish to retain. 

That is right, is it not?
Mr. A isthorpe. Yes. I  do not know whether the committee really 

understands the fact that that is an item of profit to the small country 
bank, and it is one of the things they exist upon; while, taking it in 
my city, we kick against it all the time. We do not like the charges 
the way they do. At the same time it is fair that should be retained. 
It does not seem fair that the city banker, the large city banker, the 
reserve banks of the cities at the present time, should be allowed to 
deposit in the regional bank or the reserve bank those checks and re
ceive credit at par.

The C h a ir m a n . It was thought, I think, that the depositors of the 
country banks who remitted to their wholesale merchants, for in
stance, while they do not pay directly it is believed that the whole
salers in reality charge them more for their goods in order to meet 
any incidental expenses of that kind.

Mr. A isthorpe . I do not know whether they do that, because they 
take it for granted it can be collected at very little expense. The 
clearing houses in some of the reserve cities, o f course, have a fixed 
charge on collecting country checks of $1 a thousand. They do that; 
but the individual merchant, the wholesaler, or jobber in the town, or 
even a retail merchant, rather than go to a bank and buy his ex
change, or get a post-office order, or an express order, he will send 
his own individual check.

The C h a ir m a n . That is a thing that may be illustrated by the 
popular song, “ Everybody’s doing it.”  [Laughter.]

Mr. A isthorpe . Everybody’s doing it; that is true. And he does 
that not only because it does not cost him anything to do it, but it 
also gives him time to meet that check when it is presented at the 
bank. Now, if this law gives the right to the depositing bank that 
is a member of the reserve bank to deposit that check at par, then it 
will be sent to the member bank on whom it is drawn, and they will 
have to remit at par or, rather, it is charged to their account, which
ever way you put it.

The C h a ir m a n . That is the way it is to be done under this bill. 
They would not remit at all, but simply charge it to their account. 
And, in like manner, their checks would be credited to them.

Mr. A isthorpe . I presume it would be charged at the reserve bank 
as of the date of its receipt.

The C h a ir m a n . Oh, yes; there is no waiting. But in the same 
way the member bank would be given credit when it sent in its own 
checks on other banks.
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Mr. A isthorpe . That does not seem to be fair to the country banker. 
In the first place, it opens the gateway for check discounting.

The C h a ir m a n . The country bank, of course, would get credit 
immediately for all its checks sent in in the same way.

Mr. A isthorpe . Yes; but the country bank does not get as many 
checks in proportion as the large city banks do. O f course, ther£ are 
no jobbing houses in the country towns, and they do not have checks 
to handle at their end of the line like the banks in the towns where 
the large retail houses and wholesale houses are located. Therefore 
they would get no remuneration in that respect.

Senator N elson . I  want to call your attention to this phraseology 
in the bill on page 33. After referring to the other matter, it says:

Nothing herein contained to be construed as prohibiting member banks from 
making reasonable charges to cover actual expenses incurred in collecting and 
remitting funds for their patrons.

Mr. A isthorpe . Yes; that is true that it does contain that. But I 
take it for granted that will be largely in the control o f the managers 
o f the reserve bank as to what shall be done in that respect. I f  they 
say, “ Why, no; we credit you at par on any items you send to us, and 
therefore we charge you direct the items we send you,” it is a little 
bit misunderstood—the language there—and I think it should be 
made plain. My idea is, taking it from the small country bank, 
that its check—the bank’s check—drawn on another bank should be 
charged to him at par in the regional bank or the reserve bank, but 
his depositor’s checks should not be permitted to be charged to his 
account at all. In other words, I  think the committee should amend 
that section there and let it stop.

Senator N elson . You would distinguish between individual checks 
and bank checks ?

Mr. A isthorpe . And the bank’s checks; yes.
Senator N elson . The check of one bank on another would be 

within the rule?
Mr. A isthorpe . Yes; within the rule.
Senator N elson . And the individual check you would exclude?
Mr. A isthorpe . I would exclude that entirely. When you stop to 

think about it, gentlemen—for instance, take a retail man who buys 
a bill of goods in New Orleans. I  am in Cairo, 111., and he buys a 
bill o f goods from New Orleans. Now, instead of going into the 
bank and buying a New Orleans exchange he sends his own individual 
check.

Senator N elson . On his local bank.
Mr. A isthorpe . On his local bank. Now, that check is deposited 

in the regional bank in New Orleans and is deposited at par. That 
regional bank sends it, of course, to me as a member of the associa
tion—the reserve bank—and I have to remit at par or, rather, it is 
charged to my account. It is not a question of remitting, exactly; 
it is charged to my account. Now, the bank has made no profit and 
has had nothing to do with the transaction whatever.

The C h a ir m a n . It would save you from the expense of keeping 
these extra accounts.

Mr. A isthorpe . Y ou mean with the reserve agents in different 
cities?

The C h a ir m a n . Yes; keeping accounts with banks in different 
cities.
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Mr. A isthorpe . I take it for granted, as far as that is concerned* 
the bank will have to keep what we might call our individual ac
counts with another bank, even were this banking law in effect.

The C h a ir m a n . Doubtless they would keep accounts anyway for 
the purpose of obtaining rediscounts, in case they need it.

Mr. A isthorpe . Certainly. But here is the point: You are impos
ing on the bank at Cairo, through the transfer of funds at New 
Orleans, where the wholesaler there made a profit on his sale of goods 
to the merchant in my town—you are imposing that burden on the 
bank. It does not seem that burden ought to be imposed. Between 
the banks that is a different proposition.

The C h a ir m a n . The proposal is that your bank should be allowed 
to send all of its checks at par to the Federal reserve bank, and you 
would immediately get credit for those checks, and it would save you 
from carrying on the miscellaneous correspondence incident to send
ing checks to the various parts of the country for collection.

Mr. A isthorpe . That is true.
The C h a ir m a n . And save you time and expense, and you get im

mediate credit, which is a positive advantage. Another advantage 
is, as far as the exchange is concerned, you will not be compelled to 
carry accounts in banks in various parts of the country upon which 
your customers may desire exchange, but you can give them exchange 
on any part of the country by your own checks.

Mr. A isthorpe . I agree with you in that; but the volume of busi
ness which is transacted is so much larger against the country bank 
that the country bank can not remunerate itself from its end of the 
line.

The C h a ir m a n . Y ou mean to say the income and outgo do not 
balance eaeh other?

Mr. A isthorpe. The checks do not. In our country banks, you 
know, the farmer does not come in, as a rule, and deposit a check. 
He generally has the money, or if it is a check it is a local check in 
the part o f the town in which he lives.

Senator N e l s o n . Pardon me for interrupting you, but would it 
not be fair for the local bank to charge the local customer for it? 
The local customer instead of buying his draft, as he should do, to 
send to New Orleans gives his check.

Mr. A isthorpe . Yes; he ought to do that; I  admit that.
Senator N elson . It is up to him. Now, the store merchant in 

Cairo could go to the bank and buy New Orleans exchange instead 
of sending his check on the Cairo bank, and that is what he should do.

Mr. A isthorpe. That is what he ought to do, but what he don’t 
do and won’t do.

Senator N elson . I f  he neglects that he should bear that burden.
Mr. A isthorpe. Not the banks; that is what I am trying to 

eliminate.
Senator S h a f r o t h . But he does it that way in order to have a 

receipt right on the back of his check.
The C h a ir m a n . And it is so convenient to inclose a check in a 

letter, rather than to go out and buy a draft, and be bothered in that 
way, and that is why it has grown to be a universal custom. It has 
been estimated that there are 15,000,000 checks in circulation in this 
country daily in process of collection. It has become the habit o f 
the citizen, who consults his own convenience when he wants to pay
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an account in a distant place, to slip his own check in a letter and 
send it through the ifiail, and that saves his time.

Senator S h a f r o t h . Some times he has to wait in line in order to 
get a draft.

The C h a ir m a n . It is not convenient to him. It may take 15 or 20 
minutes, or it may take an hour to send his boy down to get a draft. 
It is a matter of convenience all around and obtains in the whole 
country.

Mr. A isthorpe . The wholesaler and jobber are benefited, and the 
banks have been trying to break up that practice.

The C h a ir m a n . The depositor is benefited, because it saves him 
the expense of sending a man down to the bank with his check to 
exchange for a bank check on that center to which he wants to remit, 
and he might send a boy down there and have to wait half an hour 
or an hour, and it may be necessary to do that, perhaps, three or four 
times a day, and he sends his own check as a matter of convenience.

Mr. A isthorpe . I admit what you say, that it is an accommodation 
to the customer in that respect, but the individual bank, with this 
method that the committee proposes here, is absolutely placing those 
checks at a premium, in a sense. That is, it is allowing the merchants 
to run their checks out, and the regional bank that is at the point where 
they are received—they will be deposited there by the bank which 
will get credit for them at par immediately, and they will be charged 
to the country bank against its account, before it has had an oppor
tunity to know whether that check is good or whether, really, any 
check has been drawn or not.

The C h a ir m a n . I think an item should be placed in this bill that 
would bar checks of .any persons who have sent through the bank 
a check that is not good at the time it was made. I  think there should 
be a barrier placed on that.

Mr. A isthorpe . I do not think individual checks ought to be 
charged to the account of the bank on which they are drawn at the 
time they are'deposited.

The C h a ir m a n . When they are drawn, of course, they go to the 
wholesaler, and then he underwrites that check, puts his name on it, 
and he is good for it. Then it goes to his bank and his bank under
writes it, and so there are two additional parties underwriting that 
check berore it goes to the reserve bank. Therefore there is no rea
sonable doubt about that check. Yet, there will occur a time when 
some check will be found wrongfully drawn, perhaps.

Senator N elson . I f  you will allow me, I do not think such a check 
as we have referred to, a check by a merchant in Cairo upon the local 
bank there, comes within the scope of this bill, if you will read it. I  
call your attention to the language—
It shall be the duty of every Federal reserve bank to receive on deposit, at par 
and without charge for exchange or collection, checks and drafts drawn upon 
any of its depositors or by any of its depositors upon any other depositor—
Now, the depositors of the regional bank are not individuals; they are 
the banks.
• The C h a ir m a n . And the checks drawn upon a depositor would be 
drawn upon a member bank.

Senator N elson . The depositors of the regional banks are only 
member banks, not individuals.
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The C h a ir m a n . That is right.
Senator N elson . Therefore this check that he describes would not 

come within the provisions of this bill—
It shall be the duty of every Federal reserve bank to receive on deposit, at par 
and without charge for exchange or collection, checks and drafts drawn upon 
any of its depositors.

Who are its depositors ? The member banks.
Mr. A isthorpe . I f  you stop right there, that is true.
Senator N elson . “ Or by any of its depositors upon any other de

positor.” I f  you make that clear, so as to apply to the member banks, 
there can not be any doubt about it.

Mr. A isth o rp e . No ; that is the point exactly, sir.
The C h a ir m a n . I f  you would read that checks and drafts drawn 

upon any of its “ depositors ” or “ member banks,” it would mean the 
same thing.

Senator N elson . “ Or by any of its depositors upon any other de
positor.”

Senator P om erene . That is, drawn by one member bank upon an
other bank.

Mr. A isthorpe. That is just the point I am trying to make.
Mr. M ontgom ery . That suggestion is in my paper there, just what 

the gentleman said, “ drawn by ” one member bank, instead of 
“  drawn on ” member banks.

The C h a ir m a n . Yes; but a check drawn upon any of its depositors 
means drawn upon any of its member banks, and does not mean any
thing but that.

Senator N elson . I do not think such checks as you describe here, 
checks drawn by your local merchant, on your local bank, would come 
within the scope of this bill at all.

The C h a ir m a n . I do not understand how you interpret it, Senator; 
I  think, however, we are depriving the witness of an opportunity to 
give his views.

Senator W ee k s . I was going to suggest that we might take this up 
among ourselves later.

Mr. A isthorpe. But here, Senator, it reads this way, “ checks and 
drafts drawn upon any of its depositors or by any of its depositors 
upon any other depositor.” There is too much there in the language. 
I  can be misconstrued. I f  you would eliminate all of this u depositor ” 
business, after you get down to “ it shall be the duty of every Federal 
reserve bank to receive on deposit, at par and without charge for ex
change or collection, checks and drafts drawn upon any of its de
positors,” and put a period in there, then you are applying it directly 
to the member banks of the reserve bank.

The C h a ir m a n . That is not the intention of the section; it is in
tended to cover private checks.

Mr. A is t h o r p e . I  am taking for granted it is.
The C hairm an . Y ou are objecting to that, and your reason is that 

it deprives the country bank of its revenue.
Mr. A ist h o r p e . That is true.
The C h a ir m a n . And the question is, How much revenue ?
Mr. A isthorpe. In my bank it does not make so much difference. 

I  am talking to you particularly for the small banks, where I know 
a large proportion of their income is derived from these charges.

The C h a ir m a n . Y ou mean their net income?
S. Doc. 232,63-1—vol 3------ 18

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



2200 BANKING AND CURRENCY.

Mr. A is t h o r p e . Net income, derived from the charges they make 
in remitting for checks drawn on them.

The C h a i r m a n . Could they charge their depositors for checks sent 
to outside parties, which come in that way, without causing un
friendly comment from their depositors?

Mr. A is t h o r p e . Yes, sir. That has been discussed a number of 
times among the bankers.

The C h a i r m a n . Could they not, through the banking associations* 
agree they would charge a depositor a reasonable fee for checks sent 
outside and which they collect for the Federal reserve bank?

Mr. A is t h o r p e . That was taken up in the Illinois Bankers’ Asso
ciation.

The C h a i r m a n . Would not that really be right?
Mr. A is t h o r p e . They could not get any concerted action on it 

at all.
The C h a i r m a n . Y ou have no such system?
Mr. A is t h o r p e . Yes; we tried.
The C h a i r m a n . Not an adequate system, because you would have 

to deal with so many clearing places, so many different clearing 
banks and reserve agents.

Mr. A is t h o r p e . The idea was to get a charge by all banks in the 
State on checks drawn on them that came through other sources.

The C h a i r m a n . It seems to me the country banks could easily, 
through group arrangements, agree to make a reasonable charge upon 
checks sent outside and collected at foreign points against the bank, 
that that could be easily obtained and would compensate them for 
their trouble in the matter, and of course return a reasonable profit.

Mr. A is t h o r p e . I f  you will just stop and think a moment, I  do 
not believe that could be enforced, for the reason it is a question left 
entirely in the hands of the reserve bank or the regional bank.

The C h a i r m a n . The local deposits of the member banks could be 
arranged by group arrangements.

Mr. A is t h o r p e . It says it shall not prohibit. It is just the same 
now.

The C h a i r m a n . Where two banks are in competition with one an
other, and the one gives free exchange and the other will not, o f  
course you have difficulty with the depositors. But if that is ad
justed by group arrangement, I should think it might be provided 
lor without violating the antitrust law.

Mr. A ist h o r p e . I will ask you this question: Why is it that these 
checks, these individual checks, should be handled at par, and that 
forced on the bank?

The C h a i r m a n . For economic conditions; for economy, to save in 
handling credit.

Mr. A is t h o r p e . That is simply between the bank.
The C h a i r m a n . I am not talking about clearing personal checks, 

but the matter of transferring more quickly and at less expense to 
the country, including the banks. I believe the banks have a right 
to charge their customers for sending checks out in that way. I  
think that would be a reasonable change to make.

Mr. A is t h o r p e . Would it be the intention of the committee in 
framing up this section that the reserve bank shall permit that to be 
done?
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The C h a i r m a n . Yes; that is obviously done in this, because excep
tion is made in here. I  think that is perfectly right, and I  think the 
country banks ought to have a right to do that if they want to. I do 
not see why it can not be adjusted by group arrangement.

Mr. A is t h o r p e . All I am asking for, gentlemen, is that I think you 
ought to stop at bank checks, bank drafts.

The C h a i r m a n . Yes; we have heard the argument, of course, and 
we understand and appreciate the point of view you have.

Senator W e e k s . Let me ask you this question: I f  there is going 
to be a great economic saving by the clearing of all checks—private 
checks and otherwise—through the reserve banks, could it be ar
ranged so that the country banks could, as they should, as the chair
man has stated, make a charge for collecting individual checks? Do 
you not think this committee ought to recommend some kind of legis
lation which would provide for that?

Mr. A is t h o r p e . That is true.
Senator W e e k s . Y ou and I agree, undoubtedly, that there is a 

great economic waste in the collections on domestic exchange in this 
country. I  recall a case some years ago which was brought to my 
attention, where a concern kept an account of $20,000 in a bank. 
The bank was paying interest on $10,000 of it, and $10,000 was a 
free deposit. They had not made a careful examination of the cost 
of collections on that account until one day somebody did make that 
investigation, and it was found that the firm only had an actual 
balance of $4,000, $16,000 being in the process of collection all the 
time. In other words, the bank had been paying interest on $6,000 
which was not in the bank at all, and the concern had no free balance 
at any time during the year. Now, that is occurring everywhere, all 
over the United States, and if some method can be developed to 
produce a more prompt collection agency and to prevent what is an 
abuse, in my judgment—that is, drawing a private check on a bank 
in Cairo to pay a bill in New Orleans and requiring that check to be 
sent to New Orleans and then sent back for collection to you and then 
sending it to a little bank of a town near Cairo—if that can be pre
vented it ought to be done.

Mr. A is t h o r p e . I agree with you on that absolutely; but I think 
you want to make it plain in that section, so that when it comes to 
the individual checks there shall be a charge, and let the reserve 
bank fix what that charge shall be.

Senator S h a f r o t h . Mr. Weeks, I do not understand why there 
would not be a balance there of $20,000, because when the individual 
check is given it does not come back to be charged on the debit side 
of the account until after it reaches there, and the bank, in the mean
time, has had the full use of that money.

Senator W e e k s . I do not think we ought to take this witness’s time 
to discuss it; but let us suppose you deposited five checks of $4,000 
each in your bank. One is to pay a bill in Boston, one is to pay a bill 
in San Francisco, another in New Orleans, and another in Atlanta, 
and the other is local. Those four checks that are going to foreign 
places are going to be in process of collection several days.

Senator S h a f r o t h . Yes; but my balance remains at the bank all 
the time.

Senator W e e k s . But, as far as your checks are concerned, you have 
not $20;000 in the bank.
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Senator S h a f r o t h . The bank gets the benefit of the $20,000. It 
does not know what my books show.

Senator W eek s . Yes; but those checks are outstanding against 
your account.

Senator S h a f r o t h . That is true; but that money remains in the 
bank until the checks come in.

Senator W ee k s . I  do not think we should discuss that now, but we 
ought to let the witness proceed.

Mr. A isthorpe . Y ou are charging up the individual checks of the 
member bank to the reserve bank. Suppose, now, a customer of mine 
has drawn a check of $25,000. I am not advised of it at all. His ac
count is good for it. He sends that check to Cleveland, Ohio, in some 
transaction. That check is deposited in the reserve or regional bank, 
and the regional bank charges it to my account and sends it down to 
me. I  have not had any notice of the check at all, but my balance 
has been reduced. I  won’t know of that check, and I  may have to 
remit in some way or other to make that balance good. Suppose that 
is all I  have in excess of the reserve requirements of the law, which 
says I  shall keep there a reserve balance?

The C h a ir m a n . The effect of that is that if he were to draw that 
check immediately on you you would have to remit earlier than you 
would under this arrangement, and therefore you get the benefit of 
the use of the money a few days longer, until you are notified to make 
good your deficit?

Mr. A isthorpe. I  do not think so; not in this present way.
Senator H itch co ck . The provision of the law is that a regional bank 

may notify a member bank to make good whenever its balance falls 
below the legal reserve. I f  it goes below the legal requirement all the 
reserve bank could do would be to notify the member bank to make 
good its deficit. As the chairman says, it seems to me it would not be 
m any worse plight than if the individual had come in to draw out 
the cash.

Mr. Aisthorpe, we are using up your time in discussing this mat
ter. I  think you ought to give some attention to this section, distin
guishing very clearly as to what it shall apply to. We will let the 
matter rest.

It is your view a bank should not be charged with a check drawn by 
one of its depositors; it should simply be sent out for collection ?

Mr. A isthorpe . Yes.
Mr. H arris. I think that Senator Weeks, as he expressed himself 

a few moments ago, expressed our view  ̂ and we are willing to take 
his statement and save the committee’s time by passing on.

Mr. M ontgom ery . I should like Mr. Harris to be heard next, if you 
please.

STATEMENT OF B. F. HARRIS, VICE PRESIDENT FIRST NATIONAL 
BANK, CHAMPAIGN, ILL.

Mr. H arris. Our chairman has told you that we are not experts, 
and I want to emphasize that in my case. I  am not a banking expert, 
but, as he said, I  have devoted most of my time to agriculture, espe
cially with respect to the banker’s relation to the subject.

Senator H itc h c o c k . Will you please state the size of your town 
and the size of your bank ?
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Mr. H arris. The town has a population of 15,000. The bank has 
a capital of $100,000, a surplus of $130,000, and deposits of about 
$1,300,000. It is the First National Bank.

Senator P om erene . Your position?
Mr. H arris. Vice president, although I  am not active in the bank 

in any way.
In the second place, I do not know of any way in which this bill 

as it passed the House would hurt or help our bank, unless it might 
affect our 2 per cents, of which we have $65,000. On the other hand, 
J want you to feel that anything I have to say is in no way influenced 
by the personal side, although the personal side has a right to come 
in, every man speaking for the effect the bill might have on him or 
his bank. So I want you to get my point of view as trying to be of 
service and understand that any comments I make are entirely with 
reference to the general public aspect of the bill.

Senator H itch co ck . The committee would like to know the effect 
this will have upon the bank, because the witness can testify to that, 
and can give the committee a clear idea.

Mr. H arris. Well, I was asked to talk on one or two points, more 
especially concerning control, and I think some time will be saved 
if you will let me run over that. I want to say for the bankers in 
general, so far as I can speak for them, that I believe the banker 
understands and appreciates better than anybody else the need, the 
urgent need, for this legislation. I have not seen any bankers who 
want to delay this legislation if there is any opportunity to get a 
bill along reasonable lines, and I think I can say I have not seen any 
banker who thinks that the bill as it passed the House is what it 
should be. Further than that, I believe every good banker and every 
good business man believes in supervision and regulation, but the 
further we go in that direction, especially toward more or less abso
lute control—which some have said comes within the definition of 
socialism—the more careful we should be.

That brings up the point on which I am supposed to talk. We 
are to have a Federal board of seven men. Only one of those men is 
supposed to know or is required to know anything about banking. 
It would seem to me, from the economic point of view, you ought to 
have experienced men on the board, and, further, that the bankers 
who contribute the capital and reserves to this bank ought to have 
a reasonable minority voice; in other words, three out of seven. 
There is an unfair reflection on the banker, which he resents, when 
the bill says, in effect, that the President, who has the selection of 
all these men, can not find, or is not to find, more than one man among 
the banking fraternity who is morally fit to fill the position. That is 
a thing that goes against the grain more than any other feature of 
the bill.

Senator H itch co ck . The bill, as I recall it, does not exclude 
bankers from his choice.

Mr. H arris . No ; it does not, but the inference is that he shall not; 
i<nd when you think of the possible political effect and all that, the 
President might not be inclined to go further than he is expected to 
go, because the people, to whom some of us u appeal,” would say that 
the President was favoring too many bankers.

Senator S h a f r o t h . Y ou know, there is not a banker on the board 
of directors of the Bank of England or the Bank of France?
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Mr. H arris. I have heard that statement made many times, but I  
think that is hardly correct in this respect, that several large banking 
houses are indirectly represented------

Senator S h afr o th  (interposing). Not check-paying houses; they 
are investment houses.

Mr. H arris. O f course, that is a matter of information.
Senator W eek s . Y ou would not imagine that anyone would advo- 

vate, and you would not advocate, I presume, that any man should be 
put on that board who continued to be actively connected with a 
bank?

Mr. H arris. Not for one moment.
Senator W eek s . I do not understand that anyone would advocate 

having a man connected with a private bank a member of that board.
Mr. H arris. He should have no banking connections in any way 

that would challenge his action.
Senator W eek s . What you are advocating is that the board shall 

have the benefit of the experience o f men who have been connected 
with the banking business?

Mr. H arris. I consider this absolutely necessary, to have at least a 
minority of the board—and, from a business standpoint, they should 
be the majority of the board—men of more or less wide financial ex
perience, because they are to exercise the greatest power that has ever 
been given, in my opinion, to any board.

Senator Pom erene. D o you imagine any President would put men 
on that board who were not able men, of wide experience?

Mr. H arris. I do not imagine that any man we elect President, in 
so far as his own ability or knowledge is concerned, would deliber
ately appoint any such men, but those accidents do happen. What I  
should say is this, three of the seven men the bill provides to be 
appointed by the President—the Secretary of the Treasury, the 
Comptroller of the Currency, and the Secretary of Agriculture— 
should be left off, because they have all they can do if  they run their 
departments as they should run them; and the bill should be so drawn 
that no President in his first term should appoint more than three 
of those seven men. This would prevent a change in practice with 
each presidential administration. I  should say that three out o f the 
seven men should be bankers, but not connected in any way with 
banking institutions.

Senator N elson . Either as stockholders or officers ?
Mr. H arris. Not in any way, nor in any measure.
Senator S h a f r o t h . I  think all four of them could be, under this 

bill.
Mr. H arris. I do not imagine, when the bill reads as it does, that 

any President would feel like going so far. I  do not think that 
President Wilson would, from the attitude he seems to hold and the 
expressions he has made on the subject. I  think, as President Wilson 
was quoted as saying the other day, that the power to control the 
credits of this country is the power to absolutely shape and control 
the direction in which all our industries and all our development, 
financially and commercially, shall go. That is what this tremendous 
power means; and, as I have said, it is a reflection upon the bankers 
that even when the President himself has the choice he is not sup
posed or required to select more than one man of banking experience,
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and the rest are merely political appointees. It seems to me that the 
mobilization of credit is the one thing that we should have upper
most, and that we should reduce the number of banks from 12 to 
not more than 5 and 3 would be better.

Then our people feel that the subscription to the stock should be 
reduced from 20 per cent to 10 per cent------

Senator H itcHcock (interposing). Why do you feel that, Mr. 
Harris? Will you state your reason?

Mr. H arris. When I say our people feel that, I  am telling you 
what they tell me, without having all their reasons at hand.

Senator H itc h c o c k . Is it because you would estimate the higher 
amount too heavy a drain on the banks ?

Mr. H arris. Yes. I think when a bank is compelled to tie up, 
in the first instance, at 5 per cent interest, 10 per cent of its capital, 
subject to a demand for another 10 per cent, and then tie up at least 
5 per cent, and possibly 7 per cent of its reserves without interest, 
that infringes on the earning capacity of the bank. Now, that does 
not apply in my case, because in the case of my bank we do not use 
rediscounts; we probably would not use them under the new bill. 
Our circumstances and conservative practices are such that we would 
not. On the other hand, we keep about 12 to 15 per cent cash on 
hand, and we keep about 20 to 25 per cent with our reserve banks. 
In other words, we have from 40 to 45 per cent cash and exchange.

Senator H itch co ck . What benefits would you get out of the bill?
Mr. H arris. N o benefit, as I  said when I  began. As a matter of 

fact, in the last few years I consider we have been at a great disad
vantage in being a national bank. We have 42 banks in our county, 
which is an agricultural county, and the State banks take mortgages 
and may do many things that we may not do. And I will say to you 
frankly that, for a number of reasons, I  think we should become a 
State bank; and under the House bill, even if we should have to take 
a loss on our 2 per cents, we would reorganize as a State bank. You 
might provide that the member banks could pay for their regional- 
bank stock with 2 per cent Government bonds.

Senator S h a f r o t h . This bill is presumed to give you a reservoir 
from which you may draw, so you do not have to keep as large a 
reserve. That being true, it would release to you 18 per cent------

Mr. H arris. I understand the purpose of the bill, but we do not 
release now half of what we could release.

Senator S h a f r o t h . That is because you have not got this reservoir, 
but if you had this reservoir to draw upon you could release it.

Mr. H arris. My bank is more conservative, perhaps, than it ought 
to be, because we like to be on the safe side. I know there is the 
danger, under some conditions, of a little too much expansion.

Senator S h a f r o t h . I f  that 18 per cent, which you have been in the 
habit of using, were released so you could use it, it would be a great 
thing, would it not?

Mr. H arris. Yes; for banks and the people generally; but why 
am I compelled under the bill to go into this whether I want to or 
not? The State banks have the privilege of going in or not as they 
please. I  think that is one of the worst and most un-American 
features of the bill.

Senator W eek s . Don’t you think that legislation which will 
promote commerce and create stability in banking and in business
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generally ought to be encouraged, even if the personal equation does 
not seem to be benefited ?

Mr. H arris. Yes, sir; I  do. That is my whole attitude. I  am not 
speaking from the personal point of view, because the general in
terest is the banker’s interest.

Senator W e e k s . Of course, we can not make any progress in this 
world without seeming to affect individual and personal interests.

Mr. H arris. Exactly.
Senator W ee k s . That must be taken into consideration. But i f  

it is going to be of marked benefit to the whole country and the 
commerce of the country, without wantonly endangering private and 
vested interests, you would agree that we ought to take some action, 
I  think.

Mr. H arris. There is no question about it. There is no direct 
way of arriving at the percentage, but I  think you would be amazed 
to find how few national banks would go into the scheme on the 
basis of the bill as it passed the House.

Senator H it c h c o c k . H ow  many national banks have you in 
Illinois?

Mr. H arris. We have about 600. We have about 1,800 banks of 
all kinds, and they are almost equally divided. There is a larger 
percentage of State banks than private and national banks. Statis
tics we have gathered show that in Illinois, outside of Chicago, 65 
per cent of bank stockholders are farmers directly or indirectly in
terested in farming.

Senator H itch co ck . Have you any estimate of the number o f 
national banks that would denationalize if the bill should be passed 
as it came from the House ?

Mr. H arris. It is mere guesswork, but I  should imagine that the 
proportion would be very large.

Senator H itch co ck . H a lf  o f them?
Mr. H arris. Yes; 80 per cent of them; perhaps 90 per cent.
Senator H itc h c o c k . D o you think any State banks would come 

into the organization?
Mr. H arris. I have not seen any State banks that would come in.
Senator W ee k s . Were you present at the Boston meeting?
Mr. H arris. Yes, sir.
Senator W ee k s . Were you present at the meeting of the country 

bankers?
Mr. H arris. I was.
Senator W e e k s . D o you think the country bankers were embar

rassed by the influence of others in the conclusion which they 
came to ?

Mr. H arris. Not in the slightest. It was a splendidly attended 
meeting. I  do not think any city banker embarrasses any country 
banker, or that the country bankers are affected by the views of the 
city bankers.

Senator W e e k s . D o you not think it is a reflection upon the char
acter and ability of country bankers to assume even that their action 
in such matters would be influenced by anyone ?

Mr. H arris. I  do, most emphatically, and I think the several state
ments that have been made with reference to that very point are un
fair, to say the least. I was in the meeting and I  made only one sug
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gestion—that the bankers be polled on this subject—because I  
thought in that way Congress would get information that it needs 
and that it could not get otherwise with reference to the percentage of 
banks that would come in. But I am as sure of the statement I made 
as I am of anything undetermined, that the percentage of national 
banks and State banks that would come in would be so small you 
would not accomplish anything at all. And even if all national 
banks came in, you would have only 30 or 35 per cent of the total 
banking resources o f the country at that, and any system which pro
poses to make a successful currency system is not a success if  you 
can only get one-third of the banking fraternity into it.

Senator H it c h c o c k . D o you personally indorse the recommenda
tions made by this bankers’ convention in Boston?

Mr. H a r r is . I personally indorse the recommendations and the 
action they took. And, personally, I think the recommendations 
made at the Chicago conference, at which I was present, were ad
mirable and remarkably conciliatory, considering all the facts in the 
case.

Senator H it c h c o c k . Will you distinguish between the two ?
Mr. H a r r is . The Chicago conference, if I keep the details fairly 

well in mind—I have not read the action of either conference lately— 
comprehend practically the action of the country bankers in Boston, 
but went further and referred to other matters in the bill. The 
country bankers in Boston had this viewpoint; I did not go into the 
little meeting of the men that issued the call. Their feeling was 
that they must only state before this committee the things that di
rectly concern the country bank or that would affect it on its personal 
side. They said, “ We do not like the way in which this control is 
affected; we do not like the compulsory feature, but we are not going 
to go into that. In order to save time, we will just refer to four or 
five points,” which you have seen in their resolution.

Senator H it c h c o c k . Y ou were present at this meeting?
Mr. H a r r is . I w as.
Senator H it c h c o c k . Of the 2,000 estimated to be present, what 

number do you think objected to the conclusions?
Mr. H a r r is . I do not think any of them, and I can give you the 

test of that. I  was present at the best-attended session of the con
vention, the best-attended session I have ever seen of an American 
bankers’ meeting, when the whole matter was subdivided into five 
resolutions, and on four of those there was not even a dissenting vote.

Senator H it c h c o c k . Have you a copy of the resolutions here?
Mr. H a r r is . The general purport of that resolution was to indorse 

the Chicago conference. Mr. O’Neil had a resolution; Mr. Hill 
had a resolution—there was only one dissenting voice on any of 
those, and that was from Mr. McRae, of Arkansas.

Senator H it c h c o c k . Was there any attempt to railroad resolu
tions through?

Mr. H a r r is . On the contrary, Mr. George M. Reynolds and several 
other prominent members of the association came forward on the 
platform and said that every man who had a word to say, especially 
those opposed to the action, should be given ample opportunity to 
speak; and this received large applause, and to help that matter along
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they adjourned for luncheon before voting on the resolution and 
had an hour’s recess, and afterwards every man who wanted to say 
a word had an ppportunity to say it.

Senator H itc h c o c k . What was the purpose of that recess ?
Mr. H arris. They took a recess from half past 1 to half past 2. 

They had not had luncheon, and the whole purpose, as stated, was to 
stop any idle talk that they were trying to railroad the matter 
through. Mr. McRae made statements that the facts did not justify, 
and there were cries from the house of “ No,” and hissing and “ Ques
tion,” because Mr. McRae was not fair in his statements.

Senator H itch co ck . Was Mr. McRae given a fair hearing?
Mr. H arris. Yes; Mr. McRae was invited to the platform and 

talked for 15 or 20 minutes, and once or twice when he said he was 
through and the crowd said, “ Good,” that started him off again. 
The chairman said, “ Mr. McRae, you. may have all the time you 
please.”

Senator H itc h c o c k . Did he have any sympathizers?
Mr. H arris. He voted by himself. He called for a division on the 

resolutions. He said, “ I have the right to call for a division on 
this resolution; it can really be divided into five parts.” So he called 
for the question on the five different features.

Senator H itch co ck . A  viva voce vote?
Mr. M ontgom ery. Finally it was by a rising vote.
Mr. H arris. They first had a viva voce vote, and then they had 

a rising vote, too.
Senator H itch co ck . H ow  many voted against the resolution ?
Mr. H arris. Only Mr. McRae, of Arkansas.
Senator H itc h c o c k . Out of 2,000 people?
Mr. H arris. There were probably 2,500 or 3,000 at the convention; 

the 2,000 were at the separate country bankers’ meeting Monday.
Senator H itch co ck . The committee wanted to talk with some one 

who had personally been at the convention.
Mr. H arris. That committee, I  understand, is to be here Monday.
Senator R eed. I have not heard all the testimony, but I am curious 

about one matter. Is it true that the bankers applauded the state
ment that Congress was being run by Socialists, etc. ?

Mr. H arris. No; the statement was not made in that way. I f  
I  can repeat the language correctly, Mr. Hepburn made this state
ment ; he defined very briefly what socialism was, and said, “  I f  this 
definition is correct, then this bill approaches socialism.” You can 
find the exact language.

Senator R eed. Y ou spoke in innuendo, and gently insinuated that 
m ost o f the people down here were cranks?

Mr. H arris. No; he read this statement, which you may get, and 
you may draw your own inference. But he defined socialism and 
then said that this bill amounted to socialism.

Senator W e e k s . What inference did you draw from his statement?
Mr. H arris. Well, having told you how I  feel—that I  believe 

thoroughly in supervision and regulation for every form of public 
or quasi-public business whatever it may be—I do feel that the bill as 
passed in the House is just what Mr. Hepburn said it was. And yet 
that bill would not affect me in my individual banking business; but, 
as a whole, taking the make-up of the board, the fact that the Presi

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



BANKING AND CURRENCY. 2209

dent, in one administration could control that whole board by ap
pointment------

Senator R eed (interposing). Let me ask your view on this ques
tion------

Mr. H arris (interposing). I will say to you this is not a political 
matter. In reaching my conclusions I should remove myself from 
the banking field, just as I believe you gentlemen should remove 
yourselves from the political field------

Senator N elson  (interposing). Allow me to make a suggestion at 
this point, which, I think, would clear up this matter a little. So
cialism is divided into what they call state socialism and private or 
personal socialism. State socialism is simply where the State under
takes to do a thing that many people believe ought to be done by 
private parties. For instance, we are doing a lot of Government 
work here in this country that comes under the head of state social
ism. The Post Office Department, the Interstate Commerce Com
mission, and the meat inspection, the pure-food law, all come under 
the head of state socialism, and that was the great fad of Bismarck. 
He was a state socialist, but socialism in its odious sense is not state 
socialism; it is that other species of socialism.

Mr. H arris. Mr. Hepburn, I think, had the state socialism sense 
in mind.

Senator N elson . The work done by the Government, which I  have 
referred to, is what I would call state socialism, and in that sense it 
is not an odious term, as it is when used in the other sense.

Senator R eed. I do not know in what sense he used it. I  find 
that bankers, like other people, have their limitations.

Mr. H arris. There is no question about it.
Senator R eed. A  banker, not more than other people, and I am 

inclined to think not less, and they sometimes go off at a tangent.
I want to suggest two or three things to you, because you are a 

banker.
Mr. H arris. One moment, please. I  would like to be here as long 

as you want me, but I am only one member of our committee, and I 
do not want to take up any unnecessary time.

Senator R eed. I  am taking the time, not you.
Mr. H arris. I  am glad to be at your service.
Senator R eed. That the board under this bill does not possess in 

any particular, or in all particulars together, as much power as the 
Secretary of the Treasury now exercises as one man.

Mr. H arris. Personally I  do not object to control—or, rather, 
supervision and regulation, though it is control in this bill—but I  do 
object, as I said, perhaps before you came in, to the way in which the 
board is constituted.

Senator R eed. The general board. I  am calling your attention 
just to this one thought, that there is a more arbitrary power vested 
to-day in the Secretary of the Treasury than is vested in this board 
by this bill.

Mr. H arris. Without being familiar with all the details, there can 
be no question, it seems to me, but that you are wrong in that, be
cause the Secretary of the Treasury can not control credits, can not 
control rates of interest, and all that sort of thing. It would be a 
very easy matter, Senator, it seems to me, for a President from the 
West or a President from the South, for instance, as we saw it re
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cently. There was a great demand for more money when Secretary 
McAdoo------

Senator R eed (interposing). You are talking about the bill?
Mr. H arris. I  am talking about what the board can do. You say 

that the Secretary of the Treasury has more power to-day, more arbi
trary power, than the board would have ?

Senator R eed. Yes; that is, more than this board will have when 
this committee gets through with this bill.

Mr. H arris. That is an unknown quantity. I f  this committee------
Senator R eed (interposing). What I  mean is this: This bill per

mits certain things that are not now permitted to any department o f 
the Government. The question of how the bill will come out of this 
committee, whether there will be legal restrictions placed upon the 
whole matter, is a question; but I am speaking now just about this 
exercise of arbitrary power that the Secretary of the Treasury has 
under the Aldrich-Vreeland Act. He can issue $500,000,000 worth 
of currency or he can refuse to issue it. He is vested with the arbi
trary power, in the case of a panic, to sit here and let the country 
suffer under it, or he is vested with the power, o f course, upon appli
cation and in conformity with the measure, of issuing this vast sum 
of money. I  am only suggesting this; I do not say it in the way of 
antagonism.

Mr. H arris. I understand that. There is not any antagonism, sir, 
from either of us.

Senator R eed. This charge of so-called socialism, of which our 
friend spoke with the same temperance of expression that some people 
use when they call bankers scalawags and pickpockets and tilings of 
that sort, is not true, and let me say to you and all other bankers that 
abuse of the character that Mr. Hepburn indulges in very seldom con
vinces a man.

Mr. H arris. I f  I  get the sentiment of the bankers correctly, the 
only hope the bankers have is in this committee, and if I  did not 
believe that this committee was going to do what I  think they are 
going to do after they have had information from all parts of the 
country, I  would not take my time and pay my expenses to come down 
here and talk to you. I think the only hope is in this committee.

Senator P om erene . Y ou have spoken here of the position of the 
bankers generally. Have you not been impressed with the idea that 
the bankers themselves can not agree among themselves as to what 
ought to be done ?

Mr. H arris. N o ; I have not been so impressed. You have a 
splendid example that they are agreed by the action that was taken 
at the Chicago conference.

Senator P om erene . Have you kept in touch with the hearings be
fore this committee? We had such men as Mr. Vanderlip and Mr. 
Cannon, who both said the bankers could not agree among them
selves as to what should be done.

Mr. H arris. We have that with the tariff and with every other mat
ter of large importance, and some men come here representing 
interests of one kind or another, and some with a selfish idea. I  do 
not think that means anything because the real thing you want to 
get is not what Mr. Vanderlip or Mr. Cannon or I may tell you, 
but what you get from a conference like the Chicago conference,
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which comes down to specific recommendations from all sections and 
from all classes of bankers.

Senator S h a f r o t h . What do you think of the action of the State 
Bankers’ Association of Virginia, which indorsed this bill the other 
day, passing resolutions indorsing it, and then two or three weeks 
afterwards condemned it?

Mr. H arris. I was present at the Virginia bankers’ convention, 
and addressed that convention, and Senator Owen made the first 
public address that was made after the bill was introduced into the 
House. The Virginia bankers’ convention was held before the bill 
was passed. It was held at the time the bill was introduced by the 
House committee.

Senator S h a f r o t h . That was the first convention?
Mr. H arris. The Virginia bankers have only had one convention 

this year that I know anything about.
Senator S h a f r o t h . Was there a reversal of former action?
Mr. H arris. Probably, and very properly so, I  should say, for the 

reason that the bill had just been introduced, and the convention 
had had no opportunity to consider it aside from comments made to 
them by Senator Owen. Senator Owen made his talk before the 
bankers and it was made plain that Senator Owen was a Virginian, 
and that Congressman Glass was a Virginian, and President Wilson 
was a Virginian.

Senator W e e k s . That the authors of the bill were Virginians?
Mr. H arris. Yes; that Congressman Glass, Senator Owen, and 

President Wilson were all Virginians, and it would therefore be a 
very proper compliment to indorse the action because originating 
from Virginians.

Senator S h a f r o t h . The present bill is very much more favorable 
to the bankers than the first one.

Senator Reed. D o you think that the fact which you mentioned 
a while ago in reference to the nativity of the gentlemen you named 
carried the day—that sentiment?

Mr. H arris. Yes. I tell you, Senator, you can go into a large 
gathering of people, where everything goes along smoothly and 
nicely and in good spirit, and you can get resolutions of that sort 
passed.

Senator R e e d . That is what I think about your convention in 
Boston. I think that is the way it was run.

Mr. H arris. N o ; the banker went there, having in mind the dis
cussion of the bill and having looked into and studied the provisions 
of the bill and the effects of the bill. The bankers at the Virginia 
convention knew nothing about the bill until they received knowledge 
at first hand and for the first time, as Senator Owen presented it, 
and his address created a favorable impression.

Senator P om erene . Did he misrepresent anything?
Mr. H arris. Not that I know of. I  told the Senator that I  had 

heard a good many progressive talks, but that he had made the most 
progressive talk I had heard, because he referred to the initiative, 
referendum, and recall and other progressive principles, and that it 
was a first-class progressive talk, and he impressed his audience.

Senator P om erene . I am referring to his discussion of the bank
ing and currency matter. Did any of them take issue with any of 
his proposals, so far as the banking question was concerned?
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Mr. H arris. It was not much of an argument; they were trying 
to get information. I  suppose an hour and a half was used in in
terrogating him.

Senator R eed. After all that they passed a resolution favoring 
the bill, and about three weeks afterwards they took it all back.

Mr. H arris. That would not be wrong. Do you not sometimes 
change your mind?

Senator S eed . That is why I have been suggesting these things to 
you, because I believe you will change your mind; that this bill, 
while it may have some imperfections, which we are trying to dis
cover, was not passed upon as a final proposition by this convention, 
in which one of the prominent men characterized Congress as a pack 
o f Socialists.

Mr. H a rris . D o not put it that way. I do not think Mr. Hep
burn’s statement permits that conclusion.

Senator H itch co ck . I think what Mr. Hepburn said, Senator 
Heed, was that the bill was socialistic, and gave as a reason for that 
statement that it took 10 per cent o f the capital away from some 
banks and put it under the control of others, and if they could take 
10 per cent they could take 30 per cent or 40 per cent or take it all, 
and that, therefore, it amounted to a socialistic measure. I  do not 
think he referred to Members of Congress as being socialistic, but to 
the measure as being directed toward socialism.

Mr. H arris. I think you should read Mr. Hepburn’s statement in 
justice to yourself and Mr. Hepburn, and the worst impression 
that you may get from reading an account o f the proceedings, I think, 
would be more from what Mr. Hill, of Connecticut, said. He did not 
represent anybody, simply speaking individually. He offered a reso-* 
lution, which was voted on, and that was an entirely separate matter.

Senator R eed . I s that Mr. James J. Hill, of the Great Northern 
Railroad ?

Mr. H arris. No; Mr. Hill, o f Connecticut, a former Member of 
the House, who was on the Banking and Currency Committee of the 
House for many years.

Senator R eed. I just wanted to get you convinced that the Mem
bers of Congress were not such a bad lot. That sort of talk about 
Congress is exactly on a par with the talk of the man who says 
the bankers are the enemies of the public and all that sort of stuff. 
We are trying to act on a different basis from that.

Mr. H arris. I am satisfied of that.
Senator P om erene . After that Chicago meeting the papers an

nounced that it was the sense at least of some of the bankers that 
this bill should be so amended as that the action of the reserve board 
would be subject to a veto by the bankers. Did you see that?

Mr. H arris. No; I did not see that.
Senator P om erene . Y ou saw a statement in the papers?
Mr. H arris. Oh, yes. There was so much in the papers------
Senator P om erene  (interposing). Did it occur?
Mr. H arris. No; it did not. Mr. Reynolds had made a sugges

tion and, I think, he has made it to your committee, that there should 
be an advisory committee. I think that has been passed up. I do 
not think that is necessary, taking the seven men and giving them 
the power you have given them now, but make a change as sug
gested, in the selection of the seven men.
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Senator P o m e r e n e . Does that feeling prevail that there should be 
a power of veto for the bankers?

Mr. H a r r is . I do not think so.
Senator P o m e r e n e . I should hope not, in this Republic.
Mr. H a r r is . I  do not believe it. I belong to the banking fra

ternity, but, more than that, I  belong to the agricultural fraternity. 
Eighty per cent of my worldly goods is in agriculture, and I  have 
been devoting my time to this agricultural work among the bankers,, 
getting the bankers interested in these welfare matters. I  think 
the bankers are just as selfish and just as unselfish as any other class 
of men, it’s not a question of the business, but of human nature.

Senator N e l s o n . I would like to hear the substance of the resolu
tion that was adopted.

Senator H it c h c o c k . Yes; I think that would be desirable. Could 
you not give us the substance of the resolutions of the Boston con
ference ?

Mr. H a r r is . The Boston conference simply indorsed the action o f 
the Chicago conference. Mr. Hepburn in his report told the story 
of his committees, and made this reference to socialism. This was 
simply his report.

Senator P o m e r e n e . Was that all?
Mr. H a r r is . That was all there was to it. Mr. Hill had an indi

vidual resolution of his own.
Senator N e l s o n . What I was after, if you will allow, Mr. Chair

man, I want to know what the country bankers’ resolution was.
Mr. H a r r is . Senator Reed has the resolutions there. You will 

have the whole committee here on Monday.
Senator O ’Gorman. Mr. Harris, I am going to ask you a ques

tion------
Mr. H arr is  (interposing). Mr. Crampton reminds me that the 

American Bankers’ Association is not going to send a committee 
down here. They simply indorsed the action of the Chicago con
ference.

Senator O’Gorman. A s I  understand, you have been a ̂ banker in 
Illinois ?

Mr. H a r r is . Yes.
Senator O ’Gorman. And you have been a banker for some years?
Mr. H a r r is . Yes, sir.
Senator O ’Gorman. Y ou have been active in a movement ter 

encourage the development of agriculture?
Mr. H ar r is . And roads and education, and so forth.
Senator O ’Gorman. It has been stated from time to time that the* 

attitude of the country bankers regarding the pending legislation 
have been dictated by the so-called money power of New York and 
Chicago and St. Louis. I would like to know whether that is true 
or not.

Mr. H a r r is . Well, I resent that personally, and I resent it on the 
part of the country bankers. I  think that any suggestion toward 
dictation by the city bankers would be resented even if what they 
stated had some merit. I  think it is entirely unfounded. There are 
so many large city banks competing for country bank business that 
the country banker has many opportunities to do the dictating him
self.
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Senator O ’G o r m a n . Y o u  state that claim is entirely unfounded 
and groundless, and based on invention and ignorance?

Mr. H a r r is . Without any question, and the two meetings at Bos
ton, the meeting of the country bankers and then the general meeting, 
where every voice indorsed the Chicago conference, would refute 
that.

Senator O ’G o r m a n . A witnss came before us about a week ago, 
who was the president of the bankers’ association of the State of 
Wisconsin, and he stated, in substance, that everything done at the 
Chicago conference was the result of a program enforced upon the 
conference by influential bankers from the large cities.

Mr. H a r r is .  I could not find terms strong enough to resent that.
Senator N e ls o n . Was not that man present at Boston?
Mr. H a r r is . Yes; he was one of those present at Boston. I  heard 

him at Chicago and at Boston. I believe it was Mr. Moehlenpah. 
Mr. Moehlenpah does not know what he is talking about. Mr. 
Frame, in his own State of Wisconsin, is the only person I know of 
who conducted a canvass of the situation, and only found three or 
four bankers in the State who would come in under the House bill.

Senator O ’G o r m a n . That is not an answer to my question. My 
inquiry is why those who like to indulge iji inflated speech say that this 
■agitatipn by the bankers who are anxious to see salutary and wise 
banking and currency measures adopted is the result of a conspiracy, 
and every time the word “ conspiracy ” is used by these gentlemen 
you can imagine it is in large capitals. What have you to say in 
regard to that?

Mr. H a r r is . If I am not misunderstood, I have to say to that 
charge that it seems to me that when any interest—and every interest 
has a right to have its day-----

Senator O ’G o r m a n  (interposing). Undoubtedly.
Mr. H a r r is . When any interest takes action or comes down here 

we get the “ Stop thief ” or the “ Wolf ” cry. I read in the Post yes
terday a statement credited to the chairman of this committee, in 
which he said.*

I think this Boston meeting had for its obvious purpose to work up opposition 
to this bill and either to force the bankers’ views or to delay or to defeat this 
bill.

That is not so, for one moment. The bankers, better than anybody 
else, know the urgent need, more important than any other legislation 
that can take place, for legislation on the matter of currency. They 
are willing to make many personal sacrifices, both financial and in 
principle, to get some workable bill on the books before this Congress 
adjourns, if possible.

Senator O ’G o r m a n . But they tremble at the prospect of a danger
ous and unscientific system being imposed upon the people of the 
country ?

Mr. H a r r is .  They do.
Senator O ’G o r m a n . That is all I  care to ask.
Senator W e e k s . Y o u  stated y ou  were present at both the Boston 

and Chicago meetings?
Mr. H a r r is . I was not present during the last half day at Chicago. 

There was a two-day session there. There has been a strong attempt 
on the part of some bankers—bankers like Mr. Reynolds—to go to the
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extreme to prevent pronounced opposition to this bill wherever they 
could, and yet, as citizens, maintain their property rights, at the same 
time leaving out of the question the fact that they were bankers.

Mr. A ist h o r p e . I attended that Chicago conference and I can assure 
you there was not anything there at all in the shape of the influence 
of the large bankers. Everybody had a right to discuss the sections 
as they were taken up, and to discuss them fully. I want to disabuse 
the minds of the members of this committee of the idea that there 
was any preconcerted program to get certain resolutions passed.

Senator R eed . Could you tell us why it was that all the leading 
members of that committee happened to be men who believed in the 
central banks, privately owned and controlled, issuing the currency 
of the country. How did it happen that the leading spirits on that 
committee were men of that class?

Mr. A ist h o r p e . I do not understand that was the way. Probably 
they were put on there because they are prominent bankers of the 
United States.

Senator R eed . Bankers generally are not committed to that theory, 
are they?

Mr. A is t h o r p e . The general attendance there was not of that 
class of bankers.

Senator R eed . I say bankers generally are not committed to the 
theory of a central bank privately controlled and owned.

Mr. H a r r is . Not at all. That was not even discussed.
Senator H it c h c o c k . Who is your next witness, Mr. Montgomery?
Mr. M o n t g o m e r y . Mr. Sexton will be our next witness.

STATEMENT OF HENRY D. SAXTON, PRESIDENT SOUTHERN 
ILLINOIS NATIONAL BANK, EAST ST. LOUIS, ILL.

Senator H it c h c o c k . Will you state your name and banking con
nections?

Mr. S e x t o n . Henry D. Sexton, president of the Southern Illinois 
National Bank, at East St. Louis, 111.

Senator H it c h c o c k . What is the population of East St. Louis?
Mr. S e x t o n . About 75.000 population, a very large and growing 

city in that State, largely built up through industrial developments. 
I believe the way the town is growing we are satisfied it is going to 
be one of the industrial centers of the country. It is the second city 
now in the State of Illinois in population.

T have discussed the question, and I want to make a statement as 
to the position of country bankers on that question.

Under the national bank law in recent years we have had a great 
number of verv small country banks established, particularly in 
southern Illinois. Now, a large part of their revenue is derived from 
the exchange from their checks which they give to their customers 
and forward to St. Louis and Chicago in payment of their bills. I f  
they would draw their personal checks their customers in Cincinnati 
or Chicago will not take them and charge for the collection of that 
check, and they prefer to make the payment that way instead of to 
the merchant in the other city. In addition to that, because they get 
their accommodations there, a lot of them feel that your proposed 
method of collection or payment through the regional reserve bank is 
going to affect their own power.

S. Doe. 232, 63-1— vol 3------ 19

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



2216 BANKING AND CURRENCY.

Senator P om erene . Y ou mean that is general throughout the sec
tion?

Mr. S e x t o n . The majority o f those I have spoken to feel that way 
about it.

Senator P om erene . I mean general; that they send exchange rather 
than send individual checks?

Mr. S e x t o n . Naturally so, because the bank is after that little fee, 
and naturally they serve the man who favors them.

Senator O ’G o r m a n . D o they appreciate the benefits that will come 
to them under this system?

Mr. S e x t o n . The banker feels that the local fellow can send his 
check to the merchant in the other city; he deposits it in the reserve 
bank, and the reserve bank pays it without cost, and he avoids that 
cost, and in that way he will not go to his local banker and get his 
exchange.

Senator P om erene . At the same time, the other man goes and buys 
his exchange?

Mr. S e x t o n . He won’t do that, then.
Senator P om erene . Y ou say he does it now?
Mr. S e x t o n . He does it now; yes.
Senator P om erene . And the bank is out that deposit ?
Mr. S e x t o n . We are out that fee.
Senator P om erene . And the deposit also?
Mr. S e x to n . We will always be out the deposit.
Senator P om erene . I f  a check is sent from East St. Louis to Cin

cinnati, it takes one day to go and another day to come back, and the 
bank has not the use of that money.

Mr. S e x t o n . It would be the same with a draft. A  draft is drawn 
upon a Cincinnati bank, and the Cincinnati bank is paying him in
terest until they pay it.

Senator N elson . Say I have an account with this gentleman here, 
in his bank, and I want to remit to New York, and give my check to 
him for $1,000, on my account, and he draws a draft on New York 
and forwards it and charges me a moderate fee for that draft. That 
is the modus operandi, is it not?

Mr. S e x to n . Yes, sir.
Senator N elson . And that charge varies according to the state 

of exchange?
Mr. Se x t o n . That is right.
Senator O ’G o r m a n . Apart from the inconvenience that the country 

bank may experience, do you not think this proposed change is an 
improvement on the existing practice ?

Mr. S e x t o n . It is, to the larger fellows.
Senator O ’G o r m a n . Will it not be a benefit to the people who sup

port the bank?
Mr. S e x to n . Not if the little fellow can not make money enough 

to allow him to continue in his business at a profit, if that profit 
is necessary for him to continue in business------

Senator O ’G o r m a n  (interposing). As a matter o f fact, do you not 
think that when a banker is vitally dependent upon the income de
rived from this practice, that there is little excuse for this bank 
being in business at all ?

Mr. S e x t o n . I would not go into business if I  could the day after, 
but there are a lot of men in such places who will.
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Senator H it c h c o c k . What places?
Mr. S e x t o n . Banks of $25,000 capital.
Senator H it c h c o c k . I mean the size of the town.
Mr. S e x t o n . The smaller towns.
Senator H it c h c o c k . Of about what population?
Mr. S e x t o n . About 1,000 people and under.
Senator H it c h c o c k . They need banking facilities of some kind?
Mr. S e x t o n . I do not think so, because personally I am selfish 

enough to think the less country banks there are of that kind the more 
in the larger cities. We do not get active accounts, we get inactive 
accounts in many of those localities.

Senator H it c h c o c k . Where would the people in such a town go if  
they had no bank? Would they just keep their cash and have no 
place of safety for it?

Mr. S e x t o n . Yes; if they had no bank.
Senator H it c h c o c k . They would have to keep it in stockings?
Mr. S e x t o n . Yes; I guess they would.
Senator H it c h c o c k . That is the practice in Europe, and that is 

one reason why I justify the country bank in making these charges.
Mr. S e x t o n . That does not apply to my bank. My bank has a 

capital of $150,000, and we have about $2,000,000 deposits. We are 
practically a suburban bank in a big city, because East St. Louis is, 
I  might say, the manufacturing district of the city of St. Louis.

Senator P o m e r e n e . Eight across the river?
Mr. S e x t o n . Yes.
Senator N e l s o n . I think, as a rule, if a merchant keeps an account 

of any consequence with a local bank, and has occasion to buy a 
moderate-sized draft, they never charge him anything.

Mr. S e x t o n . That is practically the case in these places where there 
is only one bank.

Senator N e l s o n . Where they have a monopoly?
Mr. S e x t o n . Where a man does not interfere with another man’s 

profits. You will find it to be the case in a great many towns. I  
simply made that statement because you are endeavoring under this 
bill to ask these gentlemen to come in and become members of those 
regional reserve banks, and that is one of the objections that they 
are making at this time. I submit it for your consideration, as a 
member of this committee, and as representing those men. That is 
the reason for my statement.

Senator N e l s o n . Here is one thing I want to suggest. As Senator 
O’Gorman has said, this would be a great saving to the public at 
large. Is there not anything we could do for those banks to com
pensate them for this in some way, and give them some advantage 
that they have not now?

Mr. S e x t o n . I am not prepared to answer that now.
Senator H it c h c o c k . I f  they remain under the State banking sys

tem they can still continue to make their charges.
Mr. S e x t o n . They can make any charges they want.
Senator S h a f r o t h . State banks would lose their customers when 

the national banks would clear free?
Mr. S e x t o n . Not in all instances. You are taking away the earn

ing power, and it is up to you gentlemen to determine whether or 
not it is going to induce these men to come in. There are twice as 
many State banks in our section as national banks.
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Senator H it c h c o c k . Do you recommend that the provision be 
changed ?

Mr. S e x t o n . No; I do not do that. I am not prepared to say that. 
I do think it ought to be modified in some way so as not to destroy 
these little banks or to prevent them from becoming members of the 
regional bank. '

Senator H it c h c o c k . What is the charge for a Chicago draft ?
Mr. M o n t g o m e r y . It depends upon what territory a man is lo

cated in. The average in Illinois is between 75 cents and $1 a thou
sand. Some make a practice of charging 10 cents an item on small 
items, but the average in Illinois will be from 75 cents to $1 a thou
sand. As it gets to the more southern points the rate is higher.

Senator O ’G o r m a n . Has not this practice led to some exactions 
©n a draft coming through banks that have exposed the system to 
severe criticism?

Mr. M o n t g o m e r y . Here and there there are banks that do make 
excessive charges, but it is not general, and those bad features are 
being reached now to some extent, so that the inordinate charges do 
not prevail so much as they did even three or four years ago.

Senator R eed . Y ou understand that this system will lead to the 
absolute taking away of the profits from exchange?

Mr. M o n t g o m e r y . I am not clear as to the exact meaning of that 
clause.

Senator R eed . Would there not be still a considerable amount of 
local exchange; I mean local in the sense that it would not go to one 
of these large regional reserve banks, but would go directly from 
©ne bank to another, or within a radius of 100 miles ?

Mr. M o n t g o m e r y . The practice is------
Senator H it c h c o c k  (interposing). Do you always sell on Chicago? 

You have been a banker for a number of years. Are you not a 
banker ?

M r . M o n t g o m e r y . No; I am  not a banker.
Senator H it c h c o c k . I f  I wanted a draft, of course, I might say 

I  wanted Chicago or New York exchange, but are there not a lot 
o f checks passing from bank to bank that would not necessarily go 
through the regional bank, upon which these banks would still be 
enabled to make a collection ? That is what I am trying to get at.

Mr. S e x t o n . Every bank is going to shoot it into a reserve bank 
wnless you make a clearing house out of it. so that you get that credit. 
Take our bank. Our bank will have to keep a good deal of money 
in the regional bank to take care of the checks that will flow in 
ihere that now go to the St. Louis clearing house, which we check 
up before 2 o’clock every day.

Senator R eed . Y ou mean to say, then, that in the case of the notes 
you have this system will just simply absorb all the exchange business, 
by which I mean the checks. What I had in mind was whether there 
would not be a source of income still on checks that would be gath
ered in by these smaller banks, checks that would not go through 
this method of clearing and out of which they could still get a reve
nue under this bill ?

Mr. S e x t o n . I do not see how. Suppose the customer has a check 
and the regional bank does not pay it, it would go back to the bank 
and the bank would send it to the other fellow to make a collection.
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I f  you send it to the other fellow he makes you a charge, which you 
must charge your customer.

Senator R eed . Take this sort of a case, and I am asking the ques
tion because there have been a number of bankers before us who have 
said that if this bill passes they will lose the money they make on 
exchange, and the question with me is whether they would lose. I  
am not very familiar with the actual workings of a bank. Suppose 
a man in a small town, say 50 or 100 miles from your city, having a 
bank in his own town, was to send a check to a merchant in your 
town to pay a bill, and he would bring that down and deposit it in 
your bank. Do you think under this bill you would invariably send 
this check to the regional bank?

Mr. S e x t o n . Yes, certainly; because we get a credit there and 
that takes care of the checks that come in against me.

Senator R eed . Y ou could not do that as against a nonmember 
bank?

Mr. S e x t o n . That is just the question I was going to ask this com
mittee. I am not clear, after reading that section—and bankers I 
have talked with are not clear upon it—whether or not I could send 
a check through them on a nonmember bank.

Senator R eed . I f  the nonmember bank was not entitled to this 
benefit there would still remain to the country bank a profit on that 
business ?

Mr. S e x t o n . Sure.
Senator R eed . The tendency, then, would be to turn all that kind 

of business he possibly could into the nonmember banks?
Mr. S e x t o n . I think it would. We would send them------
Senator R eed (interposing). I wish some practical banker like, 

yourself would think about that with reference to this bill. I would 
like to know if there is not a source of profit left.

Senator S h a f r o t h . Let me ask you a question. Suppose there was 
a regional bank in Chicago and St. Louis, and the check was drawn 
on some bank in St. Louis. You would not send that to Chicago 
through the reserve bank, would you? You would have it cleared by 
the clearing house ?

Mr. S e x t o n . The clearing house ?
Senator S h a f r o t h . In St. Louis.
Mr. S e x to n . No.
Senator S h a f r o t h . What would you do?
Mr. S e x t o n . I would send it to Chicago, because that is where my 

checks are going to come against my account.
Senator S h a f r o t h . Notwithstanding St. Louis is just across the 

river, you would send it to Chicago ?
Mr. S e x t o n . I would have to, because I have a balance there and 

my checks would go there. Because there is no charge on them, all 
the other banks would forward them there to get a credit and avoid 
the charge.

Senator S h a f r o t h . Would that dissolve the clearing houses?
Mr. S e x t o n . It looks that to me, to a large extent.
Senator R eed . Y ou now clear through St. Louis?
Mr. S e x t o n . We have to, in order to protect our customers. We 

are not members of the St. Louis clearing house; we can not be under 
their present rules, because we are outside the State, but they permit
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their members to clear them through banks located as we are, and we 
have made a clearing arrangement with the St. Louis clearing house 
by which we can clear our checks.

Senator R eed. I think Senator Shafroth must be right in regard 
to local clearings. I can not imagine banks in Kansas City, which 
now meet aiid in two hours settle their balances for the day through 
their clearing house, sending those checks to St. Louis to be cleared.

Senator O ’G o r m a n . Except for the reason suggested by the wit
ness, that the local bank will find it necessary to keep money in the 
reserve bank to meet checks coming in.

Senator R eed. I know; but they can not afford to hold off their 
daily settlements to adjust them.

Mr. S e x to n . They will not do that.
Mr. W h it e . May I interpose a word there? I do not think this 

would interfere at all with the local clearing houses.
Senator R eed. I do not, either.
Mr. W h it e . The checks between Kansas City banks would be 

cleared between the Kansas City banks.
Senator S h a f r o t h . Oh, yes. But how about the Wichita and To

peka banks?
Mr. W h it e . Those drafts and checks would go outside. I  want to 

make this statement in reference to the number of regional reserve 
banks. I  gather from my talks with other bankers in our neighbor
hood that they feel that the less regional reserve banks you have the 
better, realizing that there must be five or six, or something like that, 
covering the entire country, for this reason: That it will leave this 
rediscounting between the regional banks; one will not rediscount for 
the other. That seems to be an objection on the part of a great many, 
which will be removed to a great extent.

Senator R eed. I want to spend a minute on that. Let us see about 
that. Most bankers have said that 1 central bank would be an ideal 
thing—just 1 bank instead of 12. That is a combination of all these 
powers and all this capital into one place. Then they say if you are 
going to divide it, do it as little as possible; have 4 and not over 
5. I f  you have 12, they say you have got too many, and you have 
weakened yourself, and yet the way we propose to tie those 12 banks 
together and make each mutually of help to the other is practically 
welding them into one system under one central control; but they 
object. I  can not see the logic of that. It seems to me, if it is right 
to have a central bank with innumerable branches in the way which 
has been spoken of, or to have 12 regional banks, and yet to have a 
means by which each must aid the other, you are illogical when you 
say that the one central bank when it is all under one power, that is 
a good thing, but if you have 12 banks, each mutually helpful to the 
other, that is a bad thing.

Mr. S e x t o n . My statement is—I want to say my opinion is, you 
lessen the need of aid with fewer banks. You have got to take care 
of certain territory, because the people in the different territory need 
aid at different times.

Senator R eed. That is very true. Suppose you had a central bank 
with 12 branches in the country.

Senator N elson . Or 24.
Senator R eed. Yes; or 24. Here is the heart and center—the cen

tral bank. It has a branch out here in St. Paul. I f  St. Paul wants
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money, St. Paul, through its branch, calls on the central bank for 
some aid. And if you have one in New Orleans, New Orleans calls 
for some aid.

Mr. S e x t o n . Yes; I say that would be an ideal system.
Senator R eed. N o w , suppose you had 12 banks with 12 separate 

organizations and an arrangement by which a central board could 
direct funds to be sent from one point to another. Has not that in 
it the same elements as the central bank ?

Mr. S e x t o n . The branches are different from these regional banks, 
in my opinion. They would not have the same power as a central 
bank. It is simply to receive applications, make examinations of 
securities, and things of that kind. You are dividing up this power 
into 12 different places. My opinion is now you will need in the 
neighborhood of 5. And in addition to that, I want to say this: You 
are going to lessen the expense of i t ; you are going to minimize------

Senator R eed (interposing). I  do not know whether you are or 
not.

Mr. S e x t o n . That is my opinion about it.
Senator R eed. The power, after all, to direct where the money goes 

is the same power. I f  you have a central bank with innumerable 
branches, these seven men sitting there as the board of directors say 
where the money shall go. I f  you have 12 regional banks and those 
regional banks have rather broad powers themselves, but this central 
board can direct the money to be sent from one to the other, they are 
doing exactly the same thing there as they would if they had a 
branch-bank system. Now, it seems to me that brings us down to the 
question whether the organization of a regional bank is a sound one, 
and not the question of numbers; and yet there has been constant talk 
about the numbers.

Senator P om erene . This thought was presented here the other 
day, that there ought not to be more than a night’s distance from 
any member bank to the regional bank in that region, because if they 
did need accommodations they would need them. Ought not that to 
be considered when you are determining the number of regional 
banks ?

Mr. Se x t o n . No; for this reason: When this act goes into effect, 
my opinion is, it is going to restore financial confidence in this coun
try; it is going to wipe out just that very thing you are speaking of. 
It is going to establish confidence in the financial situation in this 
country.

Senator P om erene . I am glad to hear you say that.
Mr. Se x t o n . I make that at a person statement. I  do not think 

you are going to have the need of all these regional banks; and, in 
addition to that, for the very same reason I want to say to you that I 
believe that 5 per cent paid in with 5 per cent on call is going to give 
your regional reserve board all the money they will need.

Senator R eed. Y ou think the central idea of this bill is all right, 
but you want to suggest changes in the way of working it out?

Mr. Se x t o n . I want to say this to you now. This is personal. I  
am, like every other banker, in favor of this currency proposition— 
what I might call this asset currency. But this banking system, 
starting with clearing houses, collecting checks, and all that sort of 
thing—I think the banks could arrange that among the groups much
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better, and they ought to do it. There is not any question that that 
ought to be done. It ought to be done without any law to compel 
them to do it. But you are establishing banks of discount, and things 
of that kind.

Senator P o m e r e n e . Are you in love with the present system of re
serves we have in this country ?

Mr. S e x t o n . Absolutely not.
Senator S h a f r o t h . Don’t you think this opportunity to go to a 

central bank and cash your paper in case of a run would be of ines
timable advantage to every member bank?

Mr. S e x t o n . Not to every member bank. I will say this: You will 
find that unless they change a great number of their present loans, 
they won’t have that kind of paper. They can get enough, however.

Senator R eed . Let us see how that works out------
Mr. S e x t o n  (interposing). That can be taken care of. You can 

exchange paper with any bank that has it.
Senator R eed . Suppose your bank has $100,000 of absolutely good 

paper------
Mr. S e x t o n  (interposing). I have good bonds------
Senator R eed  (interposing). And as long as the bank over in St. 

Louis with which you do business has paper of the kind required, 
and it can go down to the regional bank and get all the money it 
needs, it will take care of you, won’t it ?

Mr. S e x t o n . Surely, there is no question about that.
There is one other thing I should like to say a few words about, and 

that is the question of savings banks. The question of savings in 
this bill is not understood at all. As the clause in the present bill 
refers to bankers, it is not well understood by the bankers. You 
see, they are conducting a business to-day so entirely different from 
that, I do not know what is going to happen to them. It is going 
to disturb their investments and everything of that kind. The 
majority of those investments are too old; they are not the kind 
mentioned in the bill. I would much prefer to see that eliminated 
from the bill. It does not, however, apply to me.

Senator R eed . Suppose the bill gave you the right to establish a 
savings bank upon broad and generous lines, and you were given 
the option to exercise it or not. You would not object to that ? You 
are a national bank ?

Mr. S e x t o n . Yes; sir; and I am also connected with a savings 
bank, which is a State bank.

Senator R eed . Y ou do not object to the savings-bank proposition 
being incorporated if it is optional with you to have it or not to have 
it as a national bank?

Mr. S e x t o n . No; because it does not affect me; but how is it going 
to affect the man who has a savings department in his bank now ?

Senator R eed . I f  there were broad principles laid down, as broad 
as they can safely be made, he would not have any objection, would 
he?

Mr. S e x t o n . Speaking of an amendment ?
Senator R eed . That is what we are here for, to see whether it 

needs amendment.
M r . S e x t o n . I n  m y  opin ion  it does.
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Senator R eed . Is there anybody here that can give us complete 
information about what is necessary to put into this bill in order to 
make the savings-bank feature workable and safe?

Mr. S e x t o n . I think Judge Montgomery, the president of our 
State association, who is president of the largest savings bank in our 
State, outside of Chicago, is eminently qualified. Whether or not 
he is prepared to do that I do not know.

FURTHER STATEMENT OF S. B. MONTGOMERY.

Senator H it c h c o c k . Judge Montgomery, have you already been 
on the stand ?

Mr. M o n t g o m e r y . Yes, sir.
Senator H it c h c o c k . Senator Reed wanted to ask some questions 

about how the law should be amended in order to make the bill ac
ceptable. Did you refer to that in your statement?

Mr. M o n t g o m e r y . I did not make a statement at all; I handed 
a written statement to the chairman of the committee. I just said 
with reference to that that a great many small country banks have 
some savings. They attempt to get deposits, and they do get them, 
but they do not get enough to justify the segregation. I think I 
said that in my paper; I have forgotten now.

Senator P o m e r e n e . Did you in your paper suggest what changes 
you thought should be made ?

Mr. M o n t g o m e r y . I suggested that the savings-bank section be left 
out altogether.

Senator H it c h c o c k . Where would that leave the national banks 
that now have savings departments ?

Senator N e l s o n . It would leave them just as they are.
Mr. M o n t g o m e r y . I was just about to answer that. They have 

been taking savings right along.
Senator H it c h c o c k . H o w  do they invest them ?
Mr. M o n t g o m e r y . As they please.
Senator H it c h c o c k . There is no limit?
Mr. M o n t g o m e r y . No, sir.
Senator P o m e r e n e . The most of them carry the same reserves 

against their savings accounts now as they do against others.
Senator R eed . Are they not proceeding in violation of law now ?
Mr. M o n t g o m e r y . Ours is a State bank. There is nothing against 

it in our law. I have always felt that it was simply winked at.
Senator R eed . Nothing ought to be winked at in a great financial 

system.
Mr. M o n t g o m e r y . I do not know ; I may be wrong--------
Senator R eed  (interposing). Now let us assume that we are going 

to try to create a system here that will invite into it your State bank. 
You have a State bank, you say?

Mr. M o n t g o m e r y . Yes, sir.
Senator R eed . And you have a trust department ?
Mr. M o n t g o m e r y . Yes, sir.
Senator R eed . And a savings department?
Mr. M o n t g o m e r y . Yes, sir.
Senator R eed . N o w , if we were to try and make this bill so that 

your bank could come in, and all similar banks in the State of Illinois,
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and so that you could legitimately carry on this business under this 
system and a national bank could have the same privileges, what 
would be necessary to write into this bill to accomplish that ?

Mr. M ontgom ery . That is a pretty hard question.
Senator R eed. That is the question we have to solve, and you peo

ple are here to help us.
Mr. M ontgom ery . Y ou mean you are going to solve the problem 

o f how to make this law so satisfactory that a State bank will come 
into the system ?

Senator R eed. We want to make it so that all banks can come in 
that desire to come in.

Mr. M ontgom ery . That brings up all the objections that are 
mentioned. I mentioned, I think, seven in my paper.

Senator R eed. Y ou mentioned objections to this bill. What I  
want is suggestions as to what ought to go into the bill.

Mr. M ontgom ery . We have a capital of $1,000,000. I f  we have to 
put up 10 per cent and subscribe another 10 per cent to this organi
zation, it will take $100,000 from us, in the first place, and I have not 
yet seen anything in the bill that tells how we will ever get it back. 
We subscribe another 10 per cent, and I do not know whether we 
would have to pay that or not. We have not much regulation in 
our State with reference to reserves. We carry a good reserve al
ways, and we carry a great many demand loans, so as to keep our
selves safe. But we are not now under anything like as rigid laws 
as we' would be under this system.

Senator R eed. And therefore you would hesitate to come in ?
Mr. M ontgom ery . We are running as we please, very much.
Senator R eed. Y ou do not think that is a wise thing to do in a 

banking system ? You do not think that a banker ought to be allowed 
to do just as he pleases?

Mr. M ontgom ery . I do not think I  should say we are running as 
we please; that is too broad.

Senator H itch co ck . Y ou are running according to your judg
ment?

Mr. M ontgom ery . We are running according to our judgment and. 
according to the law of the State of Illinois.

Senator R eed. But that law is------
Mr. M ontgom ery  (interposing). That is a very liberal law.
Senator R eed. I do not speak for anybody but myself, but I should 

like to know what suggestions the State bankers have to make by 
way of amendment to this bill which would enable them to come into 
the system with all their various departments and continue to pros
per and at the same time have the system safe. Now, some of you 
practical gentlemen ought to be able to tell us, and if you are not pre
pared to do it now, Judge, I wish you would write it out in the form 
of suggested amendments and send it to us within the next 8 or 10 
days at least.

Mr. M ontgom ery . Well, I  should be glad to write anything I  can 
that will help. I  am as anxious to see this law made satisfactory and 
adopted as anybody.

Senator S h a f r o t h . Mr. Montgomery, this amount that is called 
for here is identically the same as that provided by the Aldrich bill, 
which seemed to be very satisfactory to the bankers, was it not—10 
per cent in cash on a subscription of 20 per cent?
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Mr. M ontgom ery . I confess I do not remember. I am afraid we 
are trespassing on your time. Mr. White wanted to say something, 
I think.

STATEMENT OF WILLIAM C. WHITE, PRESIDENT ILLINOIS NA
TIONAL BANK, PEORIA, ILL.

Senator H it c h c o c k . Where do you live, Mr. White ?
Mr. W h it e . Peoria.
Senator H it c h c o c k . Your bank?
Mr. W h it e . The Illinois National Bank.
Senator H it c h c o c k . What is your capital ?
Mr. W h it e . $200,000.
Senator P o m e r e n e . Will you give the surplus and your deposits ?
Mr. W h i t e . We have a surplus and undivided profits of $130,000 

and deposits of about $2,000,000.
I just want to say a word in regard to this matter of a savings 

department. We have about $400,000 of savings in our savings de
partment. We are a commercial bank. Our funds are largely loaned 
out to local business houses, jobbers, and manufacturers.

I think there is a matter of principle involved there that possibly 
you gentlemen have not thought of. I think the logical place for a 
man to keep his savings deposits is in a bank that furnishes money 
to the concern by which he is employed.

Senator H itc h c o c k . Y ou do it by time certificates of deposit?
Mr. W h it e . We have savings books and certificates of deposit 

both.
Senator H itch co ck . Are the savings deposits withdrawable on 

demand ?
Mr. W h it e . Yes.
Senator H it c h c o c k . Does the State law permit you to require that 

a notice shall be given?
Mr. W h it e . We are a national bank. I do not know just what the 

State law is. We have followed the regular savings bank’s books, 
that we can give a notice------

Senator H it c h c o c k  (interposing). That is by individual arrange
ment with the depositor?

Mr. W h i t e . Yes. The idea I mean to convey is this: Say there 
were a thousand men working for one of the Peoria manufacturers. 
I f  we are restricted to their deposits we have to loan those possibly 
on real estate or some investment designated by this bill. We might 
possibly find it hard to take care of the manufacturer that employs 
these men. I think there ought to be a good deal of latitude and 
room for discretion on the part of the bank officers in loaning those 
funds and not just be restricted to some narrow investment.

Senator R eed. There ought to be some restriction, ought there not, 
to insure safety?

Mr. W h it e . Possibly some restriction, but I would not know what 
percentage to say, or anything of that sort.

Senator R eed. Y ou recognize the fact that there are two things 
every banker has to consider, I take it; one is, he wants to make 
money, and the other is that his bank must be regarded as sound and 
be kept sound in order for him to be successful in making money.

Mr. W h it e . That is very essential.
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Senator R eed . And the whole system, as a system, must be pro
tected so that the confidence of the people will not be shaken in the 
system and thus a run produced.

Mr. W h i t e . It is largely a matter of confidence.
Senator R eed . Taking these two things into consideration, what 

suggestions have you to make as to amendments to this bill which will 
make it a better bill along those lines?

Mr. W h i t e . Well, I really think the matter of investment of sav
ings funds ought to be left largely to the executive officers of the 
banks.

Senator H it c h c o c k . What do you mean by “ largely” ?
Mr. W h i t e . Altogether, in  fact.
Senator H it c h c o c k . Altogether. What reserve do you think 

ought to be kept against those deposits?
Senator N e l s o n . N o w , Mr. Chairman [Senator Hitchcock], if you 

will allow me, I want to see the witness on that point. I think I can 
clear the matter up. As a matter of fact, these national banks are not 
doing a savings-bank business in the full sense of the term. The only 
part of the savings-bank business they do is to pay interest on time 
deposits of their depositors, either by book or by certificate of deposit. 
When it comes to the matter of reserves and the investment of this 
money it is not segregated from the other moneys of the bank, but is 
subject to all the conditions of the national-bank law. They can no 
more invest those savings deposits in other securities than they can 
their commercial deposits. It is only to that extent the national 
banks have been doing a savings business. It has grown up of itself. 
Depositors come in and say, “ We want to deposit this and we want 
to get interest on it.” This interest is paid either on certificates of 
deposit or upon books, as you say. After the money comes in it is 
kept with the other money of the bank, and is invested in just the 
same manner as its other money. It is only to that extent they are 
doing a savings business. Is not that correct?

Mr. W h i t e . That is right.
Senator R eed . I understand, Senator, that this bill proposes to 

legalize that form of business, and, secondly, to enlarge it and to 
make it a true savings-bank department, and give it the power to take 
the money not only on time deposits but give them whatever other 
advantages there are.

Senator N e l s o n . The point here is? Senator Reed, that the bill pro
poses to create a full-fledged savings bank, and the limitations under 
that are distinguished from the other. In the first place, they only 
require a reserve of 5 per cent. In the next place, they can invest 
the money they get in almost any kind of security—in stocks and 
bonds, real-estate mortgages, and permanent investments—instead of 
using it for commercial and trade purposes. That is the trouble. 
You can see in the small country town how difficult it is to keep up 
such an institution as a part of a national bank.

Senator H it c h c o c k . N o w , I would like to ask the witness this 
question: Suppose they have the alternative—suppose the law per
mitted you to have a savings-bank department on a reserve of only 
5 per cent, but limited your investment strictly to savings-bank busi
ness. Suppose it also permitted you to do a savings-bank business 
on the present commercial basis that you are now doing it on, pro
vided you kept the legal reserve.
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Which alternative would you take?
Mr. W h i t e . I would take the one allowing us to make the invest

ments in a commercial way.
Senator H it c h c o c k . Then what you object to is being compelled 

to go into the savings investment, practically ?
Mr. W h i t e . Yes; to segregate it as a separate fu n d .
Senator H it c h c o c k . Rather than do that, you would prefer to keep  

a larger reserve?
Mr. W h i t e . To keep a larger reserve; yes.
Senator P o m e r e n e . That is due, I take it, to the fact that it is what 

your community requires?
Mr. W h i t e . That is the commercial business generally which the 

banks are doing.
Senator R eed . Then you would be content if this bill provided, in  

express terms, that any national bank could receive time deposits and 
pay interest thereon, provided further it may, if it so desires, estab
lish a savings-bank department, in which event it shall have certain 
rights and privileges but shall not have to keep its funds segregated.

Mr. W h i t e . Yes; without having to segregate its funds.
Senator R eed . And you would go on as you now are. But if you 

undertake to establish a separate department and have an oppor
tunity to do all of the savings-bank business, then you recognize 
the justice of the savings-department provision?

Mr. W h i t e . Oh, yes.
Senator R eed . So, if it were left optional, and you  had all the  

rights you have been heretofore exercising and had it legalized, you 
would be content?

Mr. W h i t e . We would be content.
Senator N e l s o n . Y ou would prefer that system?
Mr. W h i t e . Yes; if you do not segregate the funds.
Senator H it c h c o c k . Do you call it a savings department?
Mr. W h i t e . A savings department of the national bank.
Senator H it c h c o c k . Is there any value to you in calling it a 

savings department?
Mr. W h i t e . Yes.
Senator H it c h c o c k . Would you still want that privilege and 

maintain a commercial reserve?
Mr. W h i t e . Yes.
Senator P o m e r e n e . It attracts the small depositor?
Mr. W h i t e . Yes.
Senator B r is t o w . Do you not think it would be desirable to have 

permission to lend a certain percentage of those funds on real estate, 
if you desired?

Mr. W h i t e . I think it would be a good provision for national 
banks. That is what we have been waiting for all these years, to 
have some provision for making loans on real estate.

Senator N e l s o n . And measured by the percentage that the time 
deposits run to the percentage of commercial, would not that be 
fairer?

Mr. W h i t e . Yes; that would be fairer. I think it ought to be left 
largely in the discretion of the bank officials.

Mr. H ar r is . Mr. Chairman, may I say just a word on that ques
tion ? It seems to me that the purposed permitting of these savings

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



2228 BANKING AND CURRENCY.

departments is another thing that helps to defeat the purpose you 
want to accomplish. In other words, the whole purpose is to mobilize 
everything you can. The minute you begin to segregate, then you 
help to defeat the purpose you have in mind.

Another thought is this, that this is a currency measure, and the 
provision for making 12 months’ farm loans represents a savings- 
bank feature.

Would it not be expedient to consider leaving both of these features 
out of the bill and then go ahead and modify the national-bank act, 
and, as I understand you will perhaps do, later give the banks all 
the powers you think they ought to have? But let this bill stand 
purely as a currency measure without the savings measure or any
thing of that kind. The national-bank act must be modernized, 
because we will not have any national banks in this country unless it 
is, aside from this bill, one way or the other.

Senator R eed . In view of the national banks saying they do not 
want to come into this system, anyway, what some of us have in mind 
is trying to make a bill that will take care of the national banks, the 
State banks, and the loan and trust companies, and the idea now is 
to create a system which will. I do not much like the idea of divid
ing the load, because sometimes it is hard to get the load through 
Congress even if you take it there at once and have everybody 
pushing.

Mr. H arris. The fact that most of the national banks have a feel
ing that they will have to segregate their savings capital might be 
another reason why they would not want to come in.

Senator R eed. That is just why I suggested leaving that in the 
alternative in the bill.

Senator N elson . I want to add just one word, and that is this: 
The deposits of these small country banks of $25,000, etc., in farm
ing communities—practically one-half to two-thirds of their deposits 
are time deposits paying interest. They are practically savings de
posits. Now, I live in a town where we have three Banks, one of 
$60,000, one of $100,000 capital, both national banks, and a State 
bank with $50,000 capital. The average amount of deposits of 
those three banks is about $1,000,000, and one-half to two-thirds of 
the deposits in both the National and State banks are time deposits— 
deposits of the farmers, on which they get interest. They are practi
cally savings deposits. But when the moneys come into the bank 
they are treated like all the other funds of the bank and used for the 
same purposes. Is not that practically true ?

Mr. W h it e . That is the condition.
Senator N elson . And if you segregate those savings deposits in 

the little country banks the commercial end of it will be the small 
end, and there will not be anything left of it.

Mr. M ontgom ery . There is a provision here that the capital thus 
set apart for uses of the savings department aforesaid shall in no 
case be less than $15,000, or than a sum equal to 20 per cent of 
the paid-up capital and surplus of the said national bank. Now, I 
do not know exactly what that means. Does it mean 20 per cent of 
the capital of $25,000 banks?

Senator H itch co ck . Capital and surplus, it says.
Mr. M o n t g o m e r y . Assume it has no surplus, for the sake of the 

argument.
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Senator R eed. That language is very vague and ought to be 
changed.

Mr. W h it e . It is very vague, and I do not know what it means. 
I  do not know whether it means $5,000 or $15,000.

Senator H itch co ck . Have you any others who desire to make 
statements ?

Mr. M ontgom ery . Mr. Crebs is the only other speaker.
Senator H itch co ck . Please state your name and place of business.

STATEMENT OF JOHN N. CREBS, OF CARMI, ILL.

The C h a ir m a n . H ow large is Carmi ?
Mr. C rebs. It is a town of 3,000 inhabitants.
Senator H itch co ck . What bank are you connected with?
Mr. C rebs. The national bank.
Senator H itch co ck . And what is the size of your bank?
Mr. Crebs. $40,000 capital.
Senator H itch co ck . I s it the only national bank there?
Mr. C rebs. No; there is the First National.
Senator S h af r o t h . What are the deposits and surplus?
Mr. C rebs. Surplus $10,000 and deposits now about $200,000.
Senator H itch co ck . Proceed.
Mr. C rebs. Judge Montgomery asked me to say a word about the 

amount that the national banks were expected to contribute toward 
the capital stock of the reserve banks. I told him I believed I was 
better able to speak on that than any other subject, possibly because 
it is the smallest part of the whole matter.

I have heard, in talking with those I have met in our section, more 
on this point than any other, and I am convinced, in my own mind, 
that it would be better for the banks—I do not want to put it that we 
are only interested in what is better for the banks, but I can not help 
but beiieve you would get more banks interested if the amount 
required was 10 per cent instead of 20.

Senator N elson . The subscription?
Mr. C rebs. Yes; the subscription;
Senator N elson . Five cash and five subject to call?
Mr. C rebs. Yes.
Senator H itch co ck . I want to ask you a question there: Suppose 

the small country banks were permitted to pay their part of the 
capital in 2 per cent United States bonds instead of cash, and retire 
their currency to that extent?

Mr. C rebs. On first thought, it seems to me, as that now stands 
under the present arrangement, they might fall over themselves to 
get in. [Laughter.]

Senator N elson . I guess they would.
Senator R eed. N o w , let me ask you a question. Suppose the bill 

was amended so that the forced retirement of national-bank notes 
was striken out and suppose the tax upon the national-bank circula
tion was cut down, then you would want to hang on to those bonds, 
would you not?

Mr. C rebs. Well, I can not answer that, because I am not familiar 
enough with the situation. It is not a big enough matter with us.

Senator H itch co ck . H ow  many United States bonds have you 
for circulation purposes?
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Mr. C rebs. $40,000.
Senator H itch co ck . The full amount of your capital ?
Mr. C rebs. Yes.
Senator H itch co ck . Y ou issue the full amount of your currency, 

then, I suppose?
Mr. C rebs. Yes.
Senator R eed. H ow  much tax did you pay on those last year; do 

you remember?
Mr. Crebs. N o, sir; I do not remember.
Senator S h a f r o t h . $200.
Mr. C rebs. I presume it would be.
Senator H itch co ck . Y ou think, then, that more banks would want 

to come in if they were permitted to subscribe 10 per cent of their 
capital ?

Mr. C rebs. I think so, for the reason the small banks think it is 
taking too much of their capital away from them to enable them to 
feel satisfied in coming into the regional bank.

Senator P om erene . H ow  old is your bank?
Mr. C rebs. About 15 years.
Senator P om erene . What advantages do you have now in being a 

national bank from what you would have if you surrendered your 
charter and reincorporated under the State laws ?

Mr. C rebs. The main advantage I see is the fact o f being a na
tional bank—the name.

Senator N elson . And the circulation privilege at present?
Mr. C rebs. I can not feel myself that there is for the individual 

bank an advantage in that. It is an advantage in a general way to 
the many banks collectively, but to the individual small bank I do 
not see where it is an advantage, except raising the total amount of 
the figures of the bank for advertising purposes.

Senator B ristow . Y ou think you do not make much money on 
your circulation?

Mr. C rebs. I do not know how we do.
Senator N elson . What rate of interest do you get where you aref
Mr. C rebs. Six per cent is the prevailing rate.
Senator N elson . Y ou would have more advantages under the State 

law, then—that is, if you became a State bank?
Mr. C rebs. The stronger the bank the more the advantage it would 

be, Senator, because of the privilege of loaning as a State bank that 
you do not enjoy as a national bank.

Senator B ristow . D o you have all your funds in demand there 
that you can supply?

Mr. C rebs. Indeed we do, always.
Senator N elson . What class of people are your borrowers?
Mr. C rebs. Farmers, altogether. It is an agricultural district.
Senator N elson . Your loans are on farm paper?
Mr. C rebs. Yes; altogether.
Senator B ristow . What time do you usually make your notes?
Mr. C rebs. We try to make them on short time—90 days; but with 

us it makes no difference. When we loan our money we have to wait 
until the farmer gets ready to pay it back.

Senator B ristow . Y ou renew your loans?
Mr. C rebs. Yes.
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Senator R e ed . H o w  would Mr. Farmer like it for you to take his  
note and discount it with another bank, and when he comes in to 
settle for you to say it is in another bank ?

Mr. C rebs. I presume you have reference to the reserve bank. 
Conditions are changing so rapidly that it would make no difference 
whatever.

Senator R eed. Provided you took care of his loan when he wanted 
to renew it ?

Mr. C rebs. Yes.
Senator R eed. What dividend did you make last year—what do 

you generally make?
Mr. C rebs. We generally make about 10 per cent.
Senator R eed. Are you laying aside any surplus ?
Mr. C rebs. We organized our bank for $25,000, and have ac

cumulated $10,000 and had an extra $15,000 surplus earnings.
Senator H itch co ck . In how many years?
Mr. C rebs. Just since the act enabling banks to organize at 

$25,000.
Senator R eed. You have $25,000 capital now?
Mr. C rebs. No; $40,000.
Senator R eed. And you made the extra $15,000 out of earnings, 

did you ?
Mr. C rebs. Yes. I do not think we should take this bank of mine 

as a general rule, however, because it was a family affair. We have 
made good earnings and paid a good deal out for. clerk hire.

Senator R eed. Y ou pay pretty liberal salaries to yourselves?
Mr. C rebs. Well; no, sir--------
Senator R eed (interposing). There is no objection to that. I am 

just trying to get at the facts. It being a sort of a family affair, 
you in that respect have not gotten down to cold business, but have 
a family consideration introduced into it.

Mr. Crebs. T h at is true.
Senator Reed. So that your bank has done pretty well ?
Mr. C rebs. It has, yes; and will continue to do well, too, we ex

pect.
Senator R eed. Did you suspend payments in 1907 for the time 

being—limit the payments?
M r. C rebs. N o, sir.
Senator R eed. Y ou went right along?
Mr. C rebs. Yes.
Senator R eed. I find a great many of the smaller banks did that. 

They did in my county. The big fellow is the man you are afraid 
of, are you not, in this equation?

Mr. C rebs. I am not afraid of him. I think it is all right.
Senator N elson . Y ou do not want to assume, Senator Reed, that 

we little fellows in the country are afraid of the big fellows of the 
city ?

Senator R eed. I mean afraid he will make the disturbance, make 
the trouble. I do not mean afraid of them personally.

Mr. C rebs. No; I am not afraid of them.
Senator R eed. But really, seriously speaking, you recognize there 

is a danger from our banking system at present that ought to be 
obviated, coming from various causes and culminating in a shortage 
of currency at times through business fear ?
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Mr. C rebs. Yes.
Senator R eed. And feel that that ought to be obviated?
Mr. Crebs. Indeed, I  do. I  gladly welcome the prospect we have 

before us.
Senator N elson . Could you get your reserve in 1907 ? Could you 

draw on other banks freely ?
Mr. C rebs. We were advised we could in the event we needed it.
Senator R eed. Y ou deposit principally in Chicago, I  suppose?
Mr. C rebs. Chicago and St. Louis.
Senator H itch co ck . I f  there are no further questions, you may 

be excused.
Mr. M ontgom ery . Gentlemen, we want to thank you for our 

treatment here.
Senator N elson . We want to thank you for coming; you have 

helped the committee.
Senator H itch co ck . The committee will now stand adjourned 

antil Monday morning at 11 o’clock.
(Thereupon, at 1 o’clock p m., the committee adjourned until 

Monday, October 13,1913, at 11 o’clock am .)

M ONDAY, OCTOBER 13, 1913.

C om m ittee  on  B a n k in g  an d  C u r r en c y ,
U nited  S tates Se n a t e ,

Washington, D . G.
The committee assembled at 11 o’clock a. m.
Present: Senators Owen (chairman), Hitchcock, O’Gorman, Reed, 

Pomerene, Shafroth, Hollis, Nelson, Bristow, and Weeks.
The C h a ir m a n . Mr. Scudder, we will give you an opportunity to 

appear now.

STATEMENT 0E S. D. SCUDDER, VICE PRESIDENT RICHMOND 
TRUST & SAVINGS CO., RICHMOND, VA.

Mr. S cudder. Mr. Chairman and Senators, I  had the pleasure and 
privilege of attending the country bankers’ conference on Monday 
at Boston, and I believe that their action was most sane and safe.

Senator R eed. Just a moment, Mr. Scudder.
Senator O ’G o r m a n . Will you state your residence, occupation, and 

the bank with which you are connected ?
Mr. S cudder. My name is S. D. Scudder, vice president Richmond 

Trust & Savings Co., Richmond, Va.
Senator O ’G o r m a n . Have you been connected with that bank for 

many years?
Mr. S cudder. I have been in the banking business about 20 years.
Senator O ’G o r m a n . What is the capital of your bank?
Mr. S cudder. $1,000,000.
Senator O ’G o r m a n . And surplus?
Mr. S cudder. We have only recently established. We have about 

$50,000 surplus. We established the bank about eight months ago.
Senator W eek s . Y ou were selected as chairman of this delegation?
Mr. Scudder. N o, sir. Senator Owen simply asked me to come 

before you, having been the only one who stood up and voted “ no ” 
in the convention at Boston on the resolutions of the committee.
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Senator W eek s . You are not representing the------
Mr. S cudder (interposing). No; I am not representing the coun

try bankers. The rule established at the country bankers’ confer
ence on Monday excluded any participation on my part, because 
the capital of our bank is $1,000,000, and the rule established or pro
mulgated by the chairman of that conference was that no bank hav
ing over $250,000 should have any say before the country bankers’ 
conference.

Senator R eed . How long have you been in the banking business 
yourself?

Mr. Scudder. Between 20 and 25 years.
Senator R eed. Before you became connected with this bank what 

class of bank were you with ?
Mr. S cudder. My first job was in the Bank of Montreal. Although 

an American, I had the privilege of being in the Bank of Montreal, 
Canada, and from there I went to Minnesota and established a little 
bank.

Senator N elson . At what place ?
Mr. S cudder. At Sleepy Eye, Minn.—the State Bank at Sleepy 

Eye.
Senator R eed. I didn’t suppose there was any such town in Min

nesota.
Mr. S cudder. Yes; a good, vigorous town.
Senator N elson . It is a good, lively town.
The C h a ir m a n . I think we had better come to the point.
Mr. S cudder. I was simply answering the question.
The C h a ir m a n . I know that; I was admonishing the committee 

as well as the witness.
Senator O ’G o r m a n . I do not think it is fair to say, Mr. Chairman, 

that time is being wasted. The Senator from Missouri asked a ques
tion that I think is very pertinent and enables us to place an appro
priate value on the views of this witness. I think it is well for us to 
allow him to continue his experience in Sleepy Eye.

Senator W eek s . It seems to me anything that would dispel an 
illusion as to the character of Sleepy Eye had better be given. 
[Laughter.]

Senator N elson . It is a good, lively town of 2,500 people.
Senator O ’G o r m a n . What were your activities after you left that 

place ?
Mr. S cudder. My health became poor and I had to go to Texas. I  

was given up by the doctors. I went to Texas and became a rough 
rider. I got in the mortgage-banking business, representing the 
Scottish-American Mortgage Co., of Edinburgh, for the State o f 
Texas. I  loaned a great deal of money throughout Texas on ranches 
and farms for the Scottish-American Mortgage Co. I also got in 
the insurance business, and was appointed sole agent of the Scottish- 
American Mortgage Co. and the manager for Texas of the Germania 
Fire Insurance Co., of New York. In a few years they added other 
territory, so that I finally became their manager for the Southern 
States, with headquarters at New Orleans. After that they moved me 
to New York and I managed the Southern States for the Germania 
Fire Insurance Co. from New York. An offer then came to me from 
the Trust Co. of America, then the North American Trust Co., to be
come its treasurer.
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Senator O ’G o r m a n . When was that?
Mr. S cudder. In 1900. The North American Trust Co.
Senator N elson . Of New York?
Mr. S cudder. Of New York.
In 1904, I think it was, the Trust Co. of America amalgamated 

with the North American Trust Co. and I was elected the treasurer 
o f the amalgamated company. I served as treasurer for the Trust 
Co. of America something like five or six years, and then became in
terested in a little bank called the Jefferson Bank of New York. 
That was merged with the Century Bank. While vice president of 
the Century Bank I was called to Richmond and undertook the for
mation and management of the Richmond Trust Co.

Senator O ’G o r m a n . Y ou were connected with the Century Bank 
at One hundred and fourth Street and Broadway ?

Mr. S cudder. Yes, sir; I was vice president of that bank.
It was at the general convention of the Boston bankers that I be

came the insurgent. ‘I  will read you a short synopsis of the reason 
for my vote there.

I am in sympathy with some of the suggestions made by the asso
ciation’s currency commission and believe they would be adopted by 
the administration if presented in the spirit of fairness and real help
fulness. But I was not willing to lend myself to any action that will 
cut the very heart out of the bill now before Congress ‘and thus 
destroy the honest efforts which are being made in Washington to 
reform our financial system. I refer particularly to the entire 
change asked for by the bankers’ committee as to the proposed note 
issue. When all is said and done, the whole question noŵ  really 
resolves itself into whether this Government shall issue and control 
the currency or whether the banks shall do it. Please forget for a 
moment the question as to whether it shall be a Federal reserve bank, 
with a main institution located at Washington, on the idea that this 
“headquarters institution ” shall serve only the 5, 7, or 12 “ artery 
Federal banks” throughout the country, and not have any direct 
dealings whatever with the local banks or the general public, or 
whether it will be the establishment of 5, 7, or 12 Federal banks, 
without any “ headquarters bank,” but with simply a controlling 
u Federal board” in Washington. There really is very little differ
ence between these two plans, although I am inclined to believe the 
former would prove the more practical.

A condition and not a theory confronts us, and we as bankers are 
blind if we do not reckon with it. The same condition here as it is 
carried on in Canada and European countries makes it also impos
sible to seriously consider any permanent currency issue by our banks 
unless such issue is practically guaranteed and entirely controlled 
by our Government, as is the case at present. In Canada seven or 
eight large banks do all the business, each having its branches scat
tered all over that country. Is there any community, large or small, 
in the United States which would support such a system? You know 
very well that any “ branch” of the largest bank in New York city 
would find itself outwitted by competition at every turn by an inde
pendent local banker or bank in any given spot in the United States. 
I f  you omit that part of the committee’s report referring to the note 
i$sue, which the committee desires the banks to undertake instead of
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the Government, you will stand a good chance to be heard at Wash
ington regarding the other recommendations submitted by the com
mittee; but if you leave it in the administration—and remember the 
people are back of this administration—will understand that the gage 
of battle has been cast and your action may result in producing a 
more drastic measure than should be passed.

u Come, let us reason together ” should be the slogan of this con
vention, and not “ Come on and fight.” We are partners in the great 
business of this country, and the only way any partnership can ever 
permanently succeed is when both sides are conciliatory and willing 
to give and take. In adopting the entire report of the bankers’ cur
rency committee we will place ourselves in the same category as the 
man who wanted to argue religion, but who started out with the 
hypothesis that there was no God. There can be no arguing with 
such a man and there will be no arguing with us if you demand what 
the people have said they will not have. The people of this country 
have, through their representatives, settled the two fundamental 
principles of currency reform. In no uncertain voice have they 
stated, first, that they shall be no central bank in the United States 
governed by the bankers themselves, and, second, that the Govern
ment shall make the note issue. Even if you do not agree with my 
argument that we can not do as Canada and other foreign countries 
do in respect to our note issues, wouldn’t it be wise to take our cue 
from what we know to be the sentiment of the people of the United 
States and act diplomatically at this time? Why should we commit 
an unfriendly act against the people? To do so just at this psycho
logical moment will put us out of the line of consideration. We 
bankers represent the investors of bank stocks; but the Government 
at Washington represents the people of this country who have cre
ated the investor. I f  the people want their Government to issue 
the currency, the investor should bow to this decision and cooperate 
to the end that the past friendly relations may continue and redound 
to mutual advantage.

I shall be glad to answer any questions, Senator.
Senator H itch co ck . Y ou think the Government should issue cur

rency. Why should not that currency be issued direct to individual 
banks entitled to it rather than create this great machinery which is 
going to revolutionize our banking system?

Mr. S cudder . Because I believe, Senator, that if the banks issued 
the currency, even though the Government controlled it through a 
Federal board, that a condition is more likely conceivable—an ad
verse condition—against that currency than if the Government issued 
it. I for one would rather have the obligation of all of the people 
than have the obligation of part of the people. And if the banks 
issued the currency it would be an obligation of part of the people, 
no matter how strong the bank may be nor by whom controlled.

Senator H itch co ck . I think you misunderstood me. I say if the 
Government of the United States issued the currency------

Mr. S cudder  (interposing). As its own obligation?
Senator H itch co ck . Yes. Why should it not issue it direct to in

dividual banks where they need it and when they need it instead of 
creating all this machinery which is going to revolutionize our bank
ing system?
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Mr. S cudder. I  have no objection to your plan if it is the Govern
ment’s obligation.

Senator H itc h c o c k . N o w , then, I understand you advocate Gov
ernment obligation?

Mr. S cudder. I  do.
Senator H itch co ck . I f  the Government under any system is to 

issue its obligations so as to wipe out $700,000,000 of national-bank 
notes, and had in addition some elastic currency, the total o f which 
may amount to a billion dollars------

Mr. S cudder (interposing). Emergency currency?
Senator H itch co ck . Yes. Do you think it is safe for the Govern

ment to do that without providing a reserve fund in the Treasury to 
meet any possible demand?

Mr. S cudder. No; I should say a reserve fund is absolutely neces
sary.

Senator H itch co ck . There is no reserve fund provided for in this 
bill.

Mr. S cudder. I think there ought to Jbe a reserve fund.
Senator H itch co ck . Then, you criticize it on that account?
Mr. S cudder. Yes, sir.
Senator N elson . Suppose the Government were to issue this cur

rency as suggested by Senator Hitchcock, what would become o f all 
these bank reserves? How would they be gathered together and 
utilized for the benefit of the system ? Could that be done under the 
Government ?

Mr. S cudder. Yes, sir; that is all provided for in the bill.
Senator N elson . It is? I don’t so understand it. It is the banks 

that are to do this------
Mr. S cudder  (interposing). No; but it is the banks—as I  under

stand the Senator’s question, the Government working through the 
banks under this system.

Senator H itc h c o c k . N o.
Senator N e lso n . No. The Senator’s question was to do away with 

the banks; have the Government issue the currency direct without 
the intervention of the banks.

Mr. S cudder. And without having the system o f Federal bank 
reserves?

Senator H itch co ck . Without all that machinery.
Mr. S cudder. I misunderstood you, then.
Senator H it c h c o c k . Will you state why you think that is not 

desirable or possible?
Mr. S cudder. Y ou have to have a banking system; you have to 

have a method through which you can reach all the people in all the 
sections of the country.

Senator H itch co ck . Well, could you not do that much better by 
50 subtreasuries than you can possibly do it by 12 or 3 or 5 regional 
banks ?

Mr. S cudder. The question had not occurred to me. I  had not 
given it a thought. You mean abolish entirely the system o f reserve 
banks?

Senator H itc h c o c k . Don’t abolish anything; you haven’t created 
it yet.

Mr. S cudder. I  mean the principle.
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Senator H itch co ck . Drop that revolutionary idea and extend the 
operations of the Treasury through 40 additional subtreasuries at 
which the individual bank could apply for a limited amount o f cur
rency when it needs it, upon the deposit of security, giving the Gov
ernment also a first lien upon all of the assets of the individual bank.

Mr. S cudder. Well, that is a new thought to me.
Senator H itch co ck . That allows the banks to have all their re

serves; it takes no capital away from any of them, and gives them 
this Treasury facility in addition------

Mr. S cudder. With a proper reserve?
Senator H itch co ck . With the Government providing a reserve 

procured by the sale of bonds, the banks to pay a rate of interest 
which will much more than pay the interest on the bonds, and in 
addition will pile up a fund for, possibly, the protection against 
losses, or possibly for the guarantee of bank deposits.

Mr. S cudder. I would not care to offhand give an opinion upon 
that. I am reminded of what Jefferson said. Jefferson believed 
that the people would always take the obligations of the Govern
ment. You remember he makes the remark that in times of great 
distress or great national disaster it will be found that the simple 
Treasury notes will be accepted by the people on faith.

Senator O ’G o r m a n . That is part of the plan suggested by Senator 
Hitchcock. You are asked now your judgment on it, and I under
stand you have not any opinion to express?

Mr. S cudder. I have not, except the general opinion that the peo
ple would accept such an issue. I have not had time enough to 
think about the general working of such a plan.

Senator N e l s o n . What are the fundamental and radical things that 
are sought to be accomplished by this legislation? Have you any 
idea what they are?

Mr. S cudder. I think the mobilization of the reserves of the 
country and the utilization of those reserves, especially in times of 
panic, and, secondly—well, I should say general currency reform 
would cover what is in that.

Senator N elson . H ow  could the Government of the United States, 
unless it went into the banking business to some extent, gather to
gether the reserves and utilize them in the manner you indicate?

Mr. S cudder. In the manner that Senator Hitchcock indicated?
Senator N elson . N o ; in the outline proposed in the bill.
Mr. S cudder. I consider that the present bill before Congress 

covers entirely the question of the mobilization of the reserves of the 
country.

Senator N elson . Could the Government do that business without, 
to some extent, going into the banking business?

Mr. S cudder. I should not say so.
Senator N elson . Then, if you leave this matter to the Government, 

it would only leave it with the naked power to issue currency and 
then supply gold reserves?

Mr. S cudder. That is Senator Hitchcock’s suggestion.
Senator R eed. Let me suggest to you this thought—and I do not 

know that you are prepared to speak upon it now. I have heard a 
good deal here about the mobilization of reserves. It is one of these 
phrases that sound well, and it implies that there is no use now made
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of the reserves of the bank. This bill provides for a bank holding in 
its own vaults a certain portion of its reserves, the balance ultimately 
to go into the reserve bank. Of course, every bank under any sys
tem will have some reserve that it does not invade. Now, is it not a 
fact that these reserves which are now redeposited in other banks are 
utilized every day by the banks almost to the same extent that they 
would utilize their ordinary balances deposited with other banks ?

Mr. Scudder. The great trouble with the reserves of this country 
is that when they are needed they are not available, because they 
are pyramided; they are piled up.

Senator R eed. I understand, but are they not now utilized day by 
day by the banks in this way: You are required, we will say, to 
have a reserve of $200,000, and you have $100,000 in your vaults and 
$100,000 deposited in New York. As a matter of fact, if you, were 
not required to keep any reserve at all you would have to keep about 
that same $100,000 in New York for the purpose of doing business, 
would you not ?

Mr. S cudder. Perhaps not to the extent that is now required. I 
think the requirements now are much too high.

Senator R eed. Would not the banks be required to keep substan
tially as much in New York if there were no reserve requirement 
as they do now?

Mr. S cudder. I should not think as much; no. I think our insti
tution keeps more in New York than it would keep if it were not 
required to keep these large reserves.

Senator R eed. But you are a State bank. The Federal law does 
not make you keep anything in New York.

Mr. S cudder. No; except only the general feeling------
Senator R eed (interposing). And the State law does not require 

you to keep anything in New York?
Mr. S cudder. No; it does not.
Senator R eed. Then it is entirely voluntary on your part?
Mr. Scudder. I know it is, but it is regulated by the feeling of 

others and what others do. Naturally, I can not publish a statement 
of my institution and be below the others in my reserve. I  should 
be discredited at once if I should do so.

I say that more than is necessary is required now under the pres
ent reserve system of the country, considering the system we hare. 
Considering the system we have, I think we have a proper reserve 
requirement, but I believe there is where this bill is going to brirg 
more relief to this country.

Senator R eed. By cutting down this reserve ?
Mr. S cudder. By cutting down the reserve and making it possible 

to utilize it.
Senator R eed. I  am just raising the question whether you do i«ot 

utilize it. Now, there have been one or two bankers here who have 
frankly stated that they kept their reserves in New York, Chicago, 
and St. Louis, and that they maintained that reserve, and yet they 
use it day by day, turning it over every few days.

Senator W e ek s . A s frequently as every 48 hours.
Senator R eed. I just suggest that to you.
Senator W e ek s . Mr. Scudder, you are treating this question of the 

issuing of circulation as a practical proposition rather than an eco
nomic proposition, are you not?
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Mr. S cudder. No; I am trying to look at it from the economic 
standpoint as well.

Senator W eek s . Then you believe that as an economic proposition 
the Government should issue circulation, do you ?

Mr. S cudder. Under this b ill; yes, sir.
Senator W e ek s . Y ou seem to criticize the convention in Boston for 

having advocated something else. What this committee wants is for 
the convention in Boston and all the witnesses to state their criticisms 
or approbation just exactly as they feel, and if the convention in 
Boston believed that it was economically sound and wise to issue bank 
notes instead of Government notes it followed exactly the right course 
in saying so. It is for this committee to decide whether that course 
is practical and wise.

Mr. S cudder. Surely.
Senator W e e k s . But we need the opinion of everybody, and all 

kinds of opinions, and then we will take that up and try to get it 
into shape in the form of a practicable bill. So I do not thinli the 
convention in Boston is to be criticized because it seemed to pass 
resolutions which are opposed to what some one wants—the adminis
tration or anybody else.

Mr. S cudder. Oh, no; I was simply explaining my vote------
Senator W e ek s . Your views?
Mr. S cudder. And m y views.
The C h a ir m a n . The Chair wishes to remind the committee that 

we have a large number of gentlemen who expect to be heard to-day.
Senator W ee k s . Mr. Chairman, if the committee did not expect 

to ask this witness questions, he ought not to have been put on, be
cause frequently we get a great deal more out of the questions we ask 
than from the statements of the witness himself.

The C h a ir m a n . The Chair has discharged his duty to the com
mittee when he reminds the committee of the facts.

Senator H itch co ck . Are the members of this committee able to 
stay over until to-morrow?

Senator W eek s . This gentleman is not a member of the committee. 
Here are a large number of gentlemen who have come here as a com
mittee to appear before the Senate committee. They were put down 
to be heard this morning.

The C h a ir m a n . The gentleman was allotted 10 minutes, he having 
said he could finish in 10 minutes, and now he has used a half hour. 
I  merely remind the committee of the facts.

Senator W ee k s . Y ou know, Mr. Chairman, perfectly well that no 
witness can get through until the members of the committee get 
through asking questions.

The C h a ir m a n . And they will not get through until they are re
minded of the exigencies of the situation, which the Chair is trying 
to do.

Senator B ristow . I should like to know whether I understand the 
witness correctly or not. I understood you, Mr. Scudder, in your 
written statement to say that if we had a central bank governed by 
the same rules that these regional banks are to be governed by, with 
money issued by the Government and the bank controlled by the 
Government, as it will be under‘ this bill, and if that Government 
bank had branches, that would be a better system than to have the 
various heads, such as the regional bank------
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Mr. Scudder (interposing). I  said that in following out the prac
tical workings of the bill now before Congress instead of having a 
simple board at Washington if  the Federal board were a part of the 
system it would be more practicable.

Senator B ristow . I f  this Federal board were in control of a bank 
located here, and these 12 branches of the bank, it would be a more 
practicable system?

Mr. S cudder. I do not know that you would call them branches. 
They would all be on an equal footing, only that the headquarters at 
Washington would be the controlling interest. It would have the 
controlling board located at Washington.

Senator B ristow*. Of course, they could not be on an equal footing 
with the controlling board at Washington any more than the con
trolling board of a regional bank could be on an equal footing with 
them. O f course, that would not be practicable, and the controlling 
board at Washington would not have authority over it. The im
pression I got from your statement was that if we could have a cen
tral board in control of the central bank here, and let the reserves be 
mobilized under the control of that one institution and then scattered 
through the country when required, through its agencies it would be 
a more practicable system.

Mr. S cudder. I am inclined to believe it would.
Senator S h a f r o t h . The three benefits, that I understand you 

believe this bill will confer on banks, will be the lowering of the 
reserve requirement; the mobilization of the reserves in some bank 
which is close to the individual banks that join the system; and, 
third, the right to take 30, 60, and 90 day paper to this bank and 
have currency issued upon the same?

Mr. S cudder . Yes, sir.
Senator O ’G o r m a n . I did not understand the witness to allude 

to that before.
Senator S h a f r o t h . He did; yes.
Senator W eek s . Are you in favor of the bill as it passed the 

House ?
Mr. S cudder. Yes, sir; with certain amendments that would not 

destroy the underlying principle.
Senator W ee k s . What amendments do you suggest?
Mr. S cudder. Well, I should say I believe the capitalization re

quired from the different banks is a little high. I  believe that 6 
per cent of the capital and surplus would be a better plan than 20 
per cent of the capital.

Senator O ’G o r m a n . Do you think it would be possible to get the 
required capital from each regional bank if you had the stock 
requirement fixed at 6 per cent instead of 20?

Mr. S cudder. I have not figured it out by districts. That is a 
matter to be figured. It figures out in the whole United States, I  
believe, all right. But you have to take each district, and you do 
not know where the districts are.

Senator O ’G o r m a n . Y ou have not made that calculation?
Mr. S cudder. No; it is impossible, because you do not know where 

the districts are.
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I  believe that 6 per cent of the earnings would be small enough 
instead of 5. I  think it is reasonable, and I think the people would 
support such a proposition.

I think in the clause which reads:
The manager of the Federal reserve board, subject to the supervision of the 

Secretary of the Treasury and Federal reserve board, shall be the active execu
tive officer of the Federal reserve board.

I  suppose that would probably mean the comptroller in the Secre
tary’s department.

The C h a ir m a n . The suggestion has been made to the Chair that the 
majority of these gentlemen desire to leave this afternoon. Does 
the committee wish to continue with this witness?

Senator O ’G o r m a n . I think we ought to let this witness take as 
much time as we need to ascertain what his views are regarding this 
legislation, and when he gets through we will hear some representa
tive of the visiting bankers from Boston and ascertain what their 
program is. Personally I should have preferred to have listened to 
a representative of the visiting bankers from Boston first.

Mr. S cudder. May I make a suggestion, Mr. Chairman? I am 
perfectly willing to come back to the committee later if they wish.

Senator O ’G o r m a n . I move that we conclude the examination of 
the witness now before the committee.

(The motion was agreed to.)
The C h a ir m a n . The witness will proceed.
Senator N elson . Y ou had better go on and state the other curative 

propositions which you have. In what other respects would you im
prove the bill?

Mr. S cudder. In regard to the exchange proposition^ it seems to me 
that the country bankers have asked a reasonable consideration of 
this proposition and that there ought to be some method by which 
.at least the items which are long in transit and difficult to collect— 
that the bankers should be reimbursed for them, perhaps on the 
basis of a time calculation, at 6 per cent interest on their money. 
I f  a simple clause were put in, that the Federal board is authorized 
to promulgate equitable rates and rules, that would cover the point.

Senator R eed. In other words, you would amend this bill so that, 
as to the collection of exchange and the regulation of exchange 
charges, the Federal reserve board should be empowered to make 
such rules and regulations as in its judgment would be equitable and 
just?

Mr. S cudder. Yes, sir.
Senator R eed. Leaving the details, not to the bill, but to the board?
Mr. S cudder. To the board. I think that could be very safely 

done, because it is a detail o f the management of the business.
Senator R eed. Will you draw an amendment of that kind and 

hand it to the committee, that would state your views ?
Mr. S cudder. I shall be very glad to do so. That is all, gentlemen.
Senator O ’G o r m a n . I should like to ask one question. Your bank 

is a State bank?
Mr. S cudder. Yes, sir; a trust company.
Senator O ’G o r m a n . Y ou are not compelled to enter this system?
Mr. S cudder. No, sir.
Senator O ’G o r m a n . Will you enter the system ?
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Mr. S cudder. Well, I think that is a matter I would leave to my 
stockholders. Personally I should be inclined to enter the system if 
there were reasonable amendments to the bill.

Senator O ’G o r m a n . Y ou believe there are amendments necessary 
to satisfy you as to the wisdom of passing this bill ?

Mr. S cudder. I thijik so.
Senator O ’G o r m a n . D o you think a State institution ought to be 

permitted to enter into this system and enjoy those advantages------
Mr. S cudder (interposing). I certaijily do.
Senator O ’G o r m a n . One moment [continuing]. And yet possess 

opportunities for the development of their business beyond those 
opportunities possessed by the national banks?

Mr. S cudder. N o, sir; I  do not. I  believe that all should be put 
on an equal footing, except as to fiduciary business.

Senator O ’G o r m a n . D o you believe that the State banks and the 
State trust companies should have their State functions curtailed, 
and be restricted to the business that the Congress permits national 
banks to engage in?

Mr. S cudder. No; I do not. But, as I understood it, the national 
banks are given privileges which they had not before.

Senator O ’G o r m a n . Oh, yes; and they have other priyileges, but 
the question is------

Mr. S cudder (interposing). I  am in favor of doing that rather 
than curtailing any rights given us by our own State.

Senator O ’G o r m a n . Y ou can take it as a fair assumption that the 
Congress will not confer upon national banks all the powers now pos
sessed by State banks, and it has been suggested that if the State 
banks are permitted to come into this system their powers ought to 
be more or less uniform with the powers exercised by the national 
banks, and there should be a curtailment with respect to the functions 
of State banks, and at the same tijne some gradual enlargement per
haps of the functions of the national banks. I am asking your view 
with respect to that proposal.

Mr. S cudder. My view is rather an inclination toward your latter 
statement, that the national banks should be given other functions.

Senator O ’G o r m a n . Yes; and the State banks’ functions reduced 
so as to conform to the enlarged functions bestowed upon the national 
banks ?

Mr. S cudder. In what way reduced, for instance? What is in 
your mind, Senator?

Senator O ’G o r m a n . Y ou know that your State banks and State 
trust companies can now do much banking business that a national 
bank can not do?

Mr. S cudder. Yes; we can loan on real estate. Take that one 
point. I  believe in an enlargement of the national banking system.

Senator O ’G o r m a n . And you would act as trustee and executor ?
Mr. S cudder. That I  am not so sure about; I  do not know that 

they will want it.
Senator O ’G o r m a n . I do not know whether you have that power 

or not.
Mr. S cudder. I know we have that power.
Senator O ’G o r m a n . But the national banks do not possess it ?
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Mr. S cudder . The national banks do not possess it and I do not 
think they want it, but I have not studied it from the national bank’s 
standpoint.

Senator O ’G o r m a n . Would you be willing to have your trust com
pany in Eichmond enter this system if the operations of the trust 
company were confined to the business that national banks are per
mitted to engage in?

Mr. S cudder . I f  we were to come in under any such condition as 
that I would proceed to organize something that would take care 
of the business that now is taken care of, which would under those 
conditions be curtailed. I would not like to see it done.

Senator O ’G o r m a n . D o you know whether or not the restrictions 
that are contained in the proposed bill regarding the character of 
paper that might be rediscounted in the regional reserve banks will 
be likely to confer any substantial benefit upon the country banker?

Mr. S cud der . In other countries------
Senator N e lso n  (interposing). No; confine yourself to America.
Mr. S cud der . Yes; I will. In other countries the initiator of the 

transaction draws on his customer for the purchase price of his 
goods, and that becomes at once a commercial transaction, just like 
a check. I would like to see that occur in this country, the system 
of two-name paper. That would help the country banker immensely, 
because all the grain sold, all the cotton sold, could be turned into a 
country-bank transaction.

Senator O ’G o r m a n . Have you heard the objections urged by 
country bankers with respect to the character of the paper to which 
they would be confined for the purpose of rediscounting at the re
gional reserve bank?

Mr. S cudder . Yes; but country banks in Minnesota loan a great 
deal on real estate, and under the provisions of the bill we could not 
use that paper in rediscounting.

Senator O ’G o r m a n . Can you tell us to what extent, if at all, the 
country bank would be benefited by going into this system ?

Senator N e l s o n . Small country banks, like the bank at Sleepy 
Eye, for instance.

Mr. S cud der . I do not know that a country bank, under the pres
ent wording of the bill, would have very much paper to offer for 
rediscount.

Senator O ’G o r m a n . The country bank, as well as all other banks, 
would be restricted to 90 days’ paper?

Mr. Scud der . Yes.
Senator O ’G o r m a n . For rediscount?
Mr. S cud der . Yes.
Senator O ’G o r m a n . D o you think that should be increased?
Mr. S cudder . I think some provision should be made.
Senator O ’G o r m a n . T o what extent?
Senator N e l s o n . Six or nine months’ paper?
Mr. S cudder . I think, in order to carry over the crop, nine months’ 

time is necessary.
Senator O ’G o r m a n . Would you object to having it increased so 

that it would mature in a year?
Mr. S cud der. N o, sir; I would not, up to a certain limit.
Senator O ’G o r m a n . What would be the limit you would suggest 

on that?
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Mr. Scudder. I had not thought that over, but there ought to be 
some reasonable limit on that class of paper. *

Senator O ’G o r m a n . Does it occur to you that if  we had paper ex
tending nine months it would affect the elasticity of the currency ?

Mr. S cudder. Yes; in case of the existing volume it would.
Senator O ’G o r m a n . Then you would permit it, but you would 

reduce the volume?
Mr. S cudder. Oh, yes; restrict the volume.
Senator O ’G o r m a n . T o what extent would you reduce it?
Mr. S cudder. I am not prepared to say.
Senator O ’G o r m a n . Have you considered the subject?
Mr. S cudder. I have not, from the standpoint that you mention.
Senator O ’G o r m a n . In a word, you think this bill contains some 

commendable features ?
Mr. S cudder. Some very commendable features.
Senator O ’G o r m a n . But you think the bill as pending before us re

quires some change ?
Mr. S cudder. I think it is a little raw; yes, sir.
Senator O ’G o r m a n . A  little raw?
Mr. S cudder. Yes, sir.
Senator N elson . That is the opinion of a good many bankers, I 

believe.
Senator B ristow . I understand you to say that national banks 

should be permitted to loan on real estate?
Mr. S cudder. Yes, sir; some provision should be made for that.
Senator B ristow . T o what extent?
Mr. S cudder. That is a proposition, as I told Senator O’Gorman, 

which I have not considered, and I am not prepared to say.
Senator B ristow . A s to how much?
Mr. S cudder. I am not prepared to say about that.
Senator B ristow . D o you think a good real-estate mortgage, con

servatively made, would be as good a security for rediscount as a 
commercial note?

Mr. Scudder. I do, sir.
Senator O ’G o r m a n . As I understand, you say you were a delegate 

at this Boston convention ?
Mr. S cudder. Yes, sir.
Senator O ’G o r m a n . H o w  many attended?
Mr. S cudder. I should think about 3,500 or 4,000.
Senator O ’G o r m a n . They came from all parts of the country ?
Mr. S cudder. Yes, sir.
Senator O ’G o r m a n . Did you know, personally, a number of those 

who were present ?
Mr. S cudder. Yes, sir.
Senator O ’G o r m a n . D o you know the general reason why they 

assembled ?
Mr. S cudder. Yes, sir.
Senator O ’G o r m a n . What was it ?
Mr. S cudder. It was to proceed with our annual business. We 

have an annual meeting, and have had one for 25 or 30 years. I  have 
attended them for nearly 20 years.

Senator O ’G o r m a n . D o you know why they took up the consider
ation of the pending currency legislation?
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Mr. S cud der . Yes. A  committee was appointed some time ago—a 
committee of bankers—to consider this question and to report to 
this convention.

Sen ator O ’G o r m a n . A s I  un derstand it , you  were perhaps the only  
delegate w h o  voted  “  no ”  on som e proposition  reg ard in g  th is b ill ?

Mr. S cudder. Yes, sir; on the general proposition to adopt the 
entire report o f the committee, I seemed to be the only one who stood 
up and was counted. I know there were others who spoke against it.

Senator O ’G o r m a n . Did you see any evidence of a conspiracy at 
this convention ?

Mr. S cudder. No; no conspiracy.
Senator O ’G o r m a n . T o defeat or control this legislation ?
Mr. S cudder. I felt that during the morning session there was a 

very friendly feeling to anybody who wanted to speak on the subject, 
but that there was considerable pandemonium there. Those who 
endeavored to speak in favor of the committee’s report were listened 
to, but when they came to the opposition, there were interruptions 
and catcalls and great confusion, and the temper of the meeting in 
the morning, anyway, was—and I think everyone who was there will 
bear me out in the statement—that the temper of the meeting was 
very hostile to any suggestion that did not include the adoption of the 
committee’s report. I rather left in disgust, at lunch time.

Senator O 'G o r m a n . Notwithstanding the fact that you represented 
the minority element there—and perhaps a very small minority—did 
you see anything to create a doubt in your mind as to the earnest
ness or patriotism that was animating the membership of the con
vention ?

Mr. S cudder. No; I got the impression that the leaders were rather 
trying to rush things through.

Senator O ’G o r m a n . That is not so objectionable, sometimes.
Mr. S cudder. And to override anybody who would dare to get 

upon his feet.
Senator N elson . Did you get the impression that they were not 

acting in good faith ?
Mr. S cudder. Oh, no; I think not. I  think there was good faith. 

They simply were anxious to get the committee report adopted.
Senator N elson . Did you see any signs of conspiracy on the part 

of the money power ?
Mr. S cudder. I think there was no conspiracy.
Senator W e e k s . Did it occur to you that possibly the leaders in 

the convention were following the leaders in very high authority in 
trying to rush things through?

Mr. S cudder. Perhaps so.
Senator W eek s . Senator O’Gorman has just suggested a question 

to me. I f  my recollection does not fail me, I have seen in the press 
a statement that the Virginia Bankers’ Association—do you belong 
to it?

Mr. S cudder. Yes, sir.
Senator W e ek s . That the Virginia Bankers’ Association had at 

two different meetings passed resolutions which seemed to be antago
nistic. At first there were resolutions passed which advocated the 
general principles of this bill, and at a second meeting resolutions in
dorsing the currency report adopted at the Chicago conference. Do
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you know the reason for taking that action, or action which seems to 
be unfriendly to the first resolution?

Mr. S cudder. Well, I think that a large number of the Virginia 
bankers were for more conservative action, but somehow the radical 
element got into the saddle and carried the point. I myself did not 
get a notice to attend the Virginia bankers’ convention, although I 
understand my failure to get a notice was a mistake, an omission. I 
do not know whether anybody else was omitted, but I did not get a 
notice to go to the meeting.

Senator W eek s . Are you representing the Virginia Bankers’ Asso
ciation here to-day?

Mr. S cudder. N o, sir; I am not.
Mr. G eorge W. R ogers. Mr. Chairman, are you ready to hear the 

country bankers now?
Senator H itch co ck . H ow  many representatives have you who de

sire to speak?
Mr. R ogers. Four or five.
Senator H itch co ck . Have you any estimate as to the length of 

time you will require?
Mr. R ogers. Probably about 15 minutes each.
Senator H itch co ck . The Senate has a session at 12 o’clock to-day, 

and it is almost 12 o’clock now, and I do not know whether it is worth 
while to go on now to hear your representatives. We can adjourn 
now to go to the Senate and hear you later.

Mr. R ogers. Senator Hitchcock, we have an appointment with the 
President at half past 2 o’clock. Our time up to the time when it 
would be necessary for us to leave here in order to get to the White 
House at half past 2 o’clock is in the hands of the committee, but we 
feet that inasmuch as the President said he would receive us at half 
past 2 o’clock we should be there.

Senator H itch co ck . Y ou could come back here at 3 o’clock?
Mr. R ogers. Probably so; yes, sir.
Senator W eeks . I move that the committee take a recess now and 

reconvene 30 minutes after the Senate adjourns, with the hope that 
these gentlemen will be here at that time.

Senator H itch co ck . I think we might adjourn until half past 1 
o’clock and hear some of these gentlemen, and then if they do not get 
through they could go to the White House and we could go on with 
somebody else and hear these gentlemen when they return.

Senator O ’G o r m a n . I desire to express the hope that all the visit
ing bankers from the Boston convention will remain here, even 
though it may inconvenience them a little. I hope they will all stay 
until they are heard, even though they may have to stay over until 
to-morrow.

Senator N elson . I feel that way too.
Senator H itch co ck . We want to hear all the gentlemen who are 

here to be heard.
(Thereupon, at 11.45 o’clock a. m., the committee took a recess until

1.30 o’clock p. m.)
a f t e r  recess .

Senator H itch co ck . Gentlemen, in view of the fact that the Sen
ate is in session and some of the members of the committee are en
gaged there, and in view of the further fact that the members of
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the delegation representing the country bankers have an engagement 
at the White House at 2.30, the committee will take a further recess 
until 3.30 o’clock this afternoon.

(Thereupon, at 1.40 o’clock p. m., the committee took a recess until
3.30 o’clock p. m.)

The committee reassembled pursuant to the taking of recess.
Senator O ’G o r m a n . Gentlemen, we will now resume the hearing. 

Who is the first speaker?

STATEMENT OF GEORGE W. ROGERS, OF THE BANK OF COMMERCE,
LITTLE ROCK, ARK.

Mr. R ogers. I am the first speaker, if you please, Senator.
I appear as the chairman of the committee of country bankers. 

There has been so much discussion in regard to this meeting of the 
country bankers at Boston that I believe it only fair to the country 
bankers and to the members of this committee to make a statement 
in regard to how this meeting was organized, the purposes of the 
meeting, and what it tried to accomplish. It has been questioned that 
the members of the conference were sincere; that the so-called coun
try bankers were acting on their own initiative and in their own in
terests. I wish to assure the members of the committee that we have 
not been instructed or directed by anybody except ourselves.

The movement was started by Mr. Foote in Mississippi and Mr. 
Tilton in Alabama and myself in Arkansas to try to arouse the senti
ment of southern bankers as to how this bill would affect their inter
ests, and for some time we were quite active. We wrote a number of 
letters and sent many letters and a great many telegrams. We had 
agreed on a meeting in Boston, which had been called by Mr. Tilton. 
About that time I received a letter from Mr. Gordon Jones, of Den
ver, Colo., suggesting a meeting of the western bankers and asking if
I would join in that meeting. I wired him I would be glad to do so. 
We met in Boston on Sunday and agreed that it would not be prac
ticable to have two meetings of country bankers. On Sunday night 
we met at dinner, and we discussed this matter from about 7 until
II o’clock. We wanted to arrive at some common • ground that we 
all could agree upon. I believe that we did. I believe everyone at 
that meeting was in hearty accord with the resolutions that were 
offered. Mr. Tilton and myself drew a cdpy of the resolution which 
was offered at the meeting on Monday.

That was the largest meeting of bankers I had ever attended at 
that time. It was held in the ballroom of the Copley Plaza Hotel. 
We did not attempt to have chairs, because the crowd was so great 
that we could not sit them m that way. About a third of the room 
was occupied by chairs, and the balance of the gentlemen stood.

The meeting was called to order by Mr. Gordon Jones, of Denver. 
We thought it very proper that Mr. Jones should call this meeting 
to order on account of the active interest he had taken. Mr. Gordon 
Jones- is president of the United States National Bank of Denver, 
situated in a reserve city, and he is also president of seven or eight 
country banks in Colorado; but I understand his interests in the 
country banks are much larger than his interests in the city banks.
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Mr. Jones is the only gentleman connected with the movement who 
had any connection whatsoever with a reserve or central reserve bank.

The meeting, after being called to order, elected ex-Gov. Bailey, 
of Kansas, as its chairman. After a little discussion Mr. McRae, 
of Arkansas, offered a motion to approve the great fundamental 
principles of the bill as it passed the House and spoke upon that at 
some length. He said that the object of the meeting was not to go 
into details. The Senate committee did not want details, did not 
want suggestions in regard to the details of the bill, he said, but the 
meeting should, in his opinion, approve the great fundamental 
principles of the bill and let the Senate committee work out the 
details.

Unfortunately I could not agree with Mr. McKae, and I told the 
meeting that if we approved the great fundamental principles of 
the bill we would not do anything, and we might as well not have a 
meeting; that anything to us was fundamental which materially 
affected our business.

I offered the following resolutions:
A banking and currency bill is now pending in the Congress. Its speedy 

passage into law is desirable. Any new financial system adequate to the needs 
of the Nation must be one that country bankers, National and State, can sup
port with justice to themselves as bodies corporate, and with justice to their 
customers.

Country banks, as distinguished from the banks in the fiscal centers, repre
sent in number about 75 per cent of all the banks in the United States. They 
bear the burden of national prosperity in proportion to their numbers—legis
lation hostile to the welfare of American citizens, whether farmers, wage 
earners, or business men. A satisfactory banking system has long been needed 
by the people. Legislation upon this subject has already been too long delayed. 
The efforts of administration leaders at Washington to pass this statute at a 
special session is to be commended. Recognizing these facts, and having had 
no opportunity to go on record concerning this legislation, a large number of 
country bankers present at Boston, attending the convention of the American 
Bankers’ Association, held a meeting on the 6th day of October, 1913, and the 
following resolutions were presented and adopted:

First. That Government bonds have been purchased by country bankers at a 
price that would bo unjustified except for circulation and depository privileges 
that attach to them. These bonds are now selling under par. The good faith 
of the Nation and its credit must remain unimpaired. If national bank notes 
are to be retired there should be exchanged for these bonds a new security that 
will sell upon its own merits at 100 cents on the dollar in the markets of the 
world, and banks desiring to liquidate their circulation should be given the right 
to have their bonds retired at not less than their face value.

Senator R eed. Let me interrupt you a moment. “ Banks desiring 
to liquidate their circulation should be given the right to have their 
bonds retired at not less than their face value ” is the concluding 
sentence ?

Mr. R ogers. Yes, sir.
Senator R eed. Y ou mean by that that i f  a national bank decides to  

refuse to come into this system then special provision should be made 
in order to let it out without any loss?

Mr. R ogers. Yes, sir.
Senator R eed. That is the meaning of that phrase ?
Mr. R ogers. Yes, sir; that was the understanding of the commit

tee ; that was their intention in wording it that way.
Senator R eed. In other words, if Congress now, making an honest 

endeavor to take out of our currency and banking system the great 
elements of danger which at times have imperiled the entire banking
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system, and national banks thereupon desire to withdraw, we ought 
to make it as easy for them as possible?

Mr. R ogers. Senator, I am not a national banker.
Senator R eed. That is the thought?
Mr. R ogers. Just a minute; if you will allow me to answer in my 

own way I will answer your question. I am not a national banker; 
I have no bonds to make a profit or a loss on, and I believe that inas
much as the Government has existed for more than 100 years, and its 
promises to pay have always been worth 100 cents on a dollar, they 
should always be worth 100 cents on the dollar.

Senator Reed. So do I, and so does every member of this com
mittee. I  want to put the proposition to you and to everybody else 
who is here.

There is a sort of contract between the Government and the 
national bank?

Mr. R ogers. Yes, sir.
Senator R eed. The Government says, Take these bonds and we will 

allow you to issue currency upon them. The banks took them. I f  
the Government now was to repeal the circulation privilege, it 
would seem, if they decided that was what ought to be done, un
doubtedly the Government ought to take care of these bonds.

But there was another part of that contract, and that was that 
this national bank—and speaking broadly this national-banking 
system—should perform the functions of banks, keep their doors 
open, receive deposits, and pay out to depositors. We found out,, 
either from the imperfections of the system or the way the banks 
have operated under it, that the system several times has broken 
down, and notably in 1907, at a time when the country was in an 
exceedingly prosperous condition, substantially all of the national 
banks of the cities, and indeed all the banks of large cities and 
nearly all the rest, practically closed their doors to their customers; 
that is to say, they stopped paying out on demand.

Mr. R ogers. Paying cash; paying current money.
Senator R eed. Paying cash. When they issued anything else but 

cash they violated the spirit if not the letter of the statute. So that 
it has been found that the banks are unable to carry out their part 
of this contract.

Now comes the Government, undertaking to modify this system 
so that the banks can carry out their part of the contract. Do you 
think the same reason applies for aiding them to defeat the purposes 
of the Government that would, in the first illustration that I gave, 
where the Government was simply going to take away their circula
tion privilege?

Mr. R ogers. N o, sir; but if the Government writes into this con
tract something that the banks can live under------

Senator R eed (interposing). Oh, yes; certainly.
Mr. R ogers. They should take care of the bonds.
Senator R eed. Yes; certainly, if  we write something into this 

contract that the banker can live under, the national------
Mr. R ogers (interposing). No, sir; if you write into this contract 

something that the individual banks can not exist under, the Gov
ernment ought to take care of that proposition.
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Senator R eed . As long as the Government allows the banks to 
keep this money in circulation it has given the banks all it originally 
agreed to, hasn’t it?

Mr. R ogers. No, sir.
Senator R eed. Let me state it differently. The bonds were taken 

by the banks with the understanding that they would be used as a 
basis for circulation. As long as the Government does not interfere 
with that right the Government has kept its part of the obligation, 
has it not?

Mr. R ogers. I do not think so. I f  the Government writes some
thing else into the national banking act which makes it unprofitable 
or impossible for the banks to continue in successful operation, I think 
they should fulfill their part of the contract and not penalize these 
banks.

Senator R eed. That is true. We will agree to that. Then your 
complaint is not—you have no complaint under this first subdivision, 
provided this plan is so worked out that a bank can live and make a 
reasonable profit?

Mr. R ogers. None whatever; no, sir.
Senator R eed. This, then, is dependent------
Mr. R ogers (interposing). Upon the other provisions of the bill.
Senator R eed. Very well. I  have interrupted you too long.
Mr. R ogers. The second paragraph of the resolutions is in rela

tion to the segregation of the savings-bank deposits.
Second. That any unnecessary restrictions placed upon the acceptance and 

investment of savings deposits is unwise. The prosperity of the people depends 
much upon the profitable use of their earnings. Country banks have always 
encouraged thrift on the part of their customers and others resident in their 
respective localities. Many millions of savings deposits have thus been created. 
In rural communities there is no need for separate savings banks. Banks 
doing a commercial business are now satisfactorily caring for this business. 
These deposits are safely loaned out at home. There is rarely any local market 
for bonds of any character. To require country banks to invest savings deposits 
in any one class of securities, to forbid their use for local farming and business 
needs, to divert this money from local to foreign purposes, will seriously cripple 
the credit of their customers and result in the very disaster which it is the aim 
of this legislation to prevent. Segregation of savings deposits, the setting aside 
of separate capital, the creation of two banks under the same management and 
under one roof, will place a burden upon country banks which they can not bear, 
and will deny to their patrons facilities which they require and now enjoy.

Senator R eed. D o you apply that to national banks, or do you mean 
to apply that to State banks which may desire to come in?

Mr. R ogers. Both.
Senator R eed. The national bank at present has no right to have a 

savings-bank business, has it?
Mr. R ogers. But they have.
Senator R eed. They are doing it in violation of law, are they not?
Mr. R ogers. That is a question for the comptroller, I believe, and 

not for me to answer. But they do do a savings-bank business right 
now.

Senator R eed. Do you mean by that—when you say they do a 
Bavings-bank business—do you mean that they receive money upon 
time deposits, paying interest upon them, or do you mean that they 
go farther than that and do a regular savings-bank business ?

Mr. R ogers. I am speaking of the one I am familiar with in my 
home town. They do a regular savings-bank business. They issue
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a pass book, and in that pass book they require a notice o f w ith
drawal. They do not segregate their capital or their funds; they 
mingle them.

Senator R eed. I f  they are doing that all illegally now, they would 
not have any just complaint if they were given, in this bill, a limited 
right to do that which they now do without any right whatever, 
would they ?

Mr. R ogers. Well, if it required them to invest in. securities that 
were not local. We think that this money owned at home should be 
used at home.

Senator R eed. Undoubtedly, but if a bank is proceeding, ultra 
vires, in violation of law, and has no right to maintain a savings- 
bank department at all, this bill gives them a right and limits that 
right; if the bill does that, it is at least a step in the direction of 
what the bankers want, although it may not go as far as you think 
it ought.

Mr. Rogers. We would prefer a law that could be lived up to and 
would not have to be winked at.

Senator R eed. I am inclined to give it to you, and I was just ask
ing you the question.

Mr. R ogers. I say the gentlemen who will follow me will speak on 
these four different subjects which were mentioned in these resolu
tions, and each one of them has prepared himself to discuss his own 
special subject.

Senator P o m e r e n e . Will you mention their names?
Mr. R ogers. Mr. Gordon Jones, of Denver, will speak on the first 

paragraph, Mr. McLane Tilton, jr., of Alabama, will speak on the 
segregation of deposits, and Mr. George Woodruff, of Joliet, 111., 
will speak on the third section, and Mr. David Barry, of Pennsyl
vania, will speak on the fourth section in regard to the reserves.

I want to say for Mr. Woodruff that he is thoroughly competent 
to deal with the subject which has been assigned to him. He comes 
here with a long experience, and with actual facts and figures. He 
does a very large business of this nature, which last year amounted 
to more than $90,000,000. He has with him the exact figures taken 
from his books.

I made a statement when I was before the committee on a previous 
occasion that the overhead cost, if the country clearing-house system 
was put into effect, would eat up all the profits of the bill. I  be
lieve, from the figures which Mr. Woodruff will present to you that 
you will agree with me,

Section 3 of the resolutions is in regard to the matter of exchange.
That section 17 of the bill should be so amended in so far as it refers to 

matters pertaining to exchange. We suggest that section 17, page 33, be 
amended by eliminating the*last word on line 15, the first five words on line 16, 
the balance of the section after the eighteenth line, leaving the last paragraph 
of section 17 to read as follows:

“ It shall be the duty of every Federal reserve bank to receive on deposit at 
par and without charge for exchange or collections checks and drafts drawn by 
any of its depositors upon any other depositor and checks and drafts drawn 
by any depositor in any other Federal reserve bank upon funds to the credit 
of said depositor in said reserve bank last mentioned.”

Senator S h a f r o t h .  D o you strike out the word “ other ” in line 18?
Senator H i t c h c o c k . What is the first word stricken out ?
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Mr. R ogers. The word “ upon,” in line 15, and then the five words, 
and then everything after line 19.

Senator S h a f r o t h . Y ou omitted to read the word “ other,” and I 
thought you left the word “ other ” in.

Mr. R ogers. The remainder of section 3 is:
Exchange profits represent a large part of the total net earnings of country 

banks. It is a proper 'charge for a fair service rendered. The bill as now 
drawn will decrease the net earnings of the average country bank by not less 
than 25 per cent and many of them much more. This gain will not go into the 
pockets of the business men of America, but will be enjoyed solely by the banks 
*>f the collection centers which are now making satisfactory profits. The result 
of this section will be to take income from banks that can least afford the loss 
and give this money to banks that are already earning satisfactory profits.

In addition to the above the bill provides a radical change in the method of 
handling country items. It provides that they shall be cleared and not col
lected. To accomplish this it would require that the small country banks keep 
in the Federal reserve banks an amount in excess of their legal reserve suffi
cient to care for their clearings from two to six days, depending entirely upon 
the distance and time they are from the bank acting as such clearing house.

Senator R eed. Y ou say there is one man who is going to discuss 
that section?

Mr. R ogers. Yes, sir. I would like to make the statement that it 
was the contention of the committee that the member banks could 
issue their checks on another member bank, and those would be 
cleared at par by a similar process and charged to the account; that 
it would eliminate entirely the enormous volume of individual checks 
on various banks. These checks so cleared would undoubtedly be 
good; if they were not good, the reserve, the first lien on the assets, 
and other things would protect the Federal reserve bank. Mr. 
Woodruff will speak at length with regard to the amount of returned 
items, etc.

Section 4 of the resolutions says:
That whatever percentage of reserves is agreed upon should carry with it 

the right to keep not less than one-third of such reserve with approved reserve 
agents in fiscal centers. The reduction of reserve from 15 to 12 per cent is no 
real advantage to the country bank. Very few country banks can do business 
without having a larger amount of funds either- in vault or with near-by con
nections. These connections must be maintained after the passage of this law. 
The money so held by them should be counted as a part of country-bank 
reserve.

(5) That the above matters include only those features that country bankers 
are especially concerned with. There are others of equal importance which con
cern the larger banks in the fiscal .centers. With these subjects we do not pro
pose to express an opinion, but we believe that unless this bill is amended so as 
to meet the objections and recommendations made herein that very few country 
banks, either State or National, can afford to become members of the new Fed
eral system. This means that the great majority of country national banks 
must surrender their charters or retire from business.

The exchange and savings sections of the bill so reduce our earnings that most 
country banks will show net operating losses instead of the reasonable profits 
we now enjoy. We desire to do our full duty to the country, but our duty to 
stockholders and customers must not be disregarded. We desire to become mem
bers of the Federal system and assist in making it the success it ought to be and 
can be made. We earnestly call upon the Congress to consider this resolution as 
a formal expression of opinion on the part of country bankers who realize the 
seriousness of the situation that now confronts them. And, finally, we ask for 
the committee that will present these resolutions to the Hon. Robert L. Owen, 
chairman, and the Committee on Banking and Currency of the United States 
Senate for an opportunity to be fully heard in the premises.
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We discussed quite freely the attitude of the gentlemen who would 
speak, in the event that they were questioned in regard to matters not 
in the resolutions proper, and it was the consensus of opinion that 
they should answer any questions to the fullest extent of their ability. 
But when they give an opinion on any matter that is not covered by 
the resolutions they ask that it be considered as their individual and 
personal opinion and not as their opinion as the representative of the 
committee. We feel that we have no right, as members of the com
mittee, to exceed the authority given us by the meeting in Boston.

Senator R eed. You think that if the things that are recommended 
in those resolutions are done, with the exception of the first proposi
tion in regard to bonds, and if that was made by framing this bill so 
that all banks could properly come in and not be dragged to ruin or 
injured seriously that the country banks represented by this commit
tee, some 2,000 in number, would then be content?

Mr. R ogers. I believe so.
Senator R eed. Generally speaking, they favor a bill drawn along 

the lines of this bill, but they object to certain details?
Mr. R ogers. Yes, sir. Those details they consider vital. I f  the 

suggestions made here meet with the approval of this committee and 
finally become a law, I believe that a very large number, a majority, 
o f the country banks, both State and National, that are large enough 
to come .into the system would do so.

Senator H itch co ck . Mr. Rogers, country banks generally redis
count paper at certain seasons of the year now?

Mr. R ogers. In my section; yes, sir.
Senator H itc h c o c k . Does that not take place all over the coun

try, from information which you have ?
Mr. R ogers. I believe so. I am only thoroughly familiar with my 

part of the country. I know that is the fact in some parts of the 
country. Practically every bank in my part of the country discounts 
at those times.

Senator H itch co ck . Will you explain your idea of the advantage 
it is to a country bank to come into this new system, when the country 
bank already has the rediscount privilege by using its city corre
spondents ?

Mr. R ogers. Well, at other times—as the Senator from Missouri 
says, the big city banks run out, and the little fellows want to feel 
that the big banks to which they go—the retailer wants to feel that 
the wholesaler can carry him, if necessary.

Senator H itch co ck . N o w , would not that be provided for if  the 
big fellow in the cities joined the association and the country banker 
stays out?

Mr. R ogers. I believe so.
Senator H itc h c o c k . So that it is not necessary for the country 

banker to come in in order to get rediscounts?
M r. R ogers. N o, sir; it is not now, but m y personal opinion is 

that a bill should be fram ed not only for times o f panic but for times 
o f prosperity, to take care o f the banks in both times.

Senator H itc h c o c k . D o you think that the country banks would 
rediscount more under such a system as we propose than they do at 
the present time?

Mr. R ogers. No: I do not.
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Senator H it c h c o c k . Do you think they would get lower rates o f 
interest on the discounts?

Mr. R ogers. N o; I do not; only to a very small extent. The differ
ence in the rate of interest would be very small.

Senator P om erene . Where do you do your rediscounting ?
Mr. R ogers. New York and St. Louis.
Senator R eed. Have you filed a copy of those resolutions?
Mr. R ogers. Yes, sir.
Senator P om erene . Did you have any trouble in 1907 ?
Mr. R ogers. No, sir; in 1907 I borrowed all the money I wanted to. 

Fortunately I was paying off discounts instead of borowing at the 
time. But I received from the banks of New York that I did business 
with cash at par to an amount three times the amount of my balance 
at the time they put the lid on. That is the only time I ever shipped 
any money out of New York. I only shipped money to New York 
twice in the 25 years that I have been in the banking business. Once 
was in 1903, when I had the money, and they had been so good to me. 
I thought they needed it, and I sent what I had to them. And once* 
afterwards, I got hold of a lot of $10,000 bills, and I shipped them 
there, because I needed exchange.

Senator H itch co ck . A  lot of $10,000 bills? [Laughter.]
Mr. R ogers. Well, it was a lot for me. I had 25 or 30, and it was 

a lot of them for me.
Senator H itch co ck . It would be for most any of us.
Mr. R ogers. Yes, sir.
Senator S h a f r o t h . Mr. Rogers, one of the objects of this bill in 

establishing 12 regional banks is to have a reserve bank close to a 
given territory in which it is included. Do you not think that the 
right of the bank to keep these reserves there in a place which is 
rather close to it, together with the power to get money from that 
bank in times of stress, would relieve the country bank from keep
ing large reservese?

Mr. R ogers. N o, sir.
Senator S h af r o t h . It would not keep large reserves if  it could get 

plenty of money at any time, would it ?
Mr. R ogers. Banking business is a little peculiar business, and it 

has been expressed in an Irish way, “ that the bank only made its 
money by loaning it, and that a bank that loaned all its money never 
made any money; the bank that always had plenty of money on hand 
always made plenty of money.” That is on the theory that the public 
knows what is going on inside of the bank. I do not know how, but 
they do. And when they know a bank runs along and keeps plenty 
o f cash one hand, and can take care of its customers under any cir
cumstances, the customers go to them.

Senator S h a f r o t h . Don’t you think the customers knowing the 
country bank had joined this department and knowing this reserve 
bank could give this country bank money at any time would make 
such a confidence in them that it would make money for them ?

Mr. R ogers. No, sir; Senator, I do not for this reason: I f  the bank 
kept continually going there and continually borrowing their limitr 
it would be an invitation for parties to work the country bank by 
making it borrow and borrow and reborrow so that they could use 
the funds in their various interests. Instead of using a bank for the
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handling of a commercial transaction, it would be used more to sup
ply fixed capital for business. That I do not think is a good thing.

Senator S h a f r o t h . That would bring more income to the bank, 
would it not. It would have more money out, more money at inter
est, if they used the bank for that purpose; and it would increase the 
earnings of the bank, would it not, by having that much more in
terest ?

Mr. R ogers. Senator, if you will just pardon me, and the stenog
rapher will not listen for a minute, I will tell you. Once upon a time 
there was a bullfrog, and it was out in the field, and he met coming 
back another frog who said he saw such a great big thing he came 
away. The bullfrog said, “ What was it ? ” and the other frog said. 
44 It was a bull.” The bullfrog said, 44 Was it bigger than I am? 
The other frog said, 44 Yes; it was heap bigger than you,” and the 
bullfrog commenced to swell up, and he said. 44 Bigger than that ? ” 
And the other frog said, 44 Yes; bigger than that.” The bullfrog 
swelled up some more, and he said, 44 Bigger than that?” 44 Yes; 
bigger than that; ” and the bullfrog swelled up four or five times, and 
finally he busted.

Now, that is the way with a bank that is trying to borrow itself 
rich. [Laughter.]

Senator S h a fr o th . A s a matter of fact, the inspections which are 
made by the department are intended to remedy that, are they not?

Mr. R ogers. They can not; I do not believe it is possible.
Senator S h a f r o t h . You do not think regulation can prevent bank 

failures ?
Mr. R ogers. Yes; I  do believe that it does.
Senator O ’G o r m a n . We will now hear Mr. Jones.
Senator B ristow . I  would just like to ask one question.
Senator O ’G o r m a n . Senator Bristow would like to ask you a ques

tion.
Senator B ristow . Mr. Rogers, unfortunately, I could not be present 

when you were here before, because I was detained in the Senate, 
and I would like to inquire how you use these reserves. I  under
stood you to say you would have to carry the reserves anyway, that 
you have now", in order to handle the business properly, even if this 
new association were formed. You now have your reserves where?

Mr. R ogers. New York, Chicago, St. Louis, Kansas City, New Or
leans, and Memphis.

Senator B ristow . Y ou have them in those five places?
Mr. R ogers. Yes.
Senator B ristow . H ow  much do you keep in those reserve cities ?
Mr. R ogers. That fluctuates very widely, according to the seasons 

of the year and the character of the business that is moving at that 
time. In the active cotton-moving season, we try to keep the larger 
part of our money in St. Louis. We sell them our domestic cotton 
bills, and we ship them money against it. I f  we have a draft of Mas
sachusetts drawn on three days’ sight, it would take us about nine 
days—from seven to nine days—to turn that into money and get it 
to our credit in New York. Instead of that we sell that in St. Louis 
and it makes that fund immediately available there. That is part 
of it. Then, again, we have a good many cotton concerns doing 
business with us that draw their drafts against the St. Louis office
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and we discount that exchange and give them the money on it, and 
allow them to use it.

Senator B ristow . About how much do you have in your reserves 
as a rule ? What would be your legal requirements ?

Mr. R ogers. In our State at the present time the banks are organ
ized under the general incorporation act. They have to make a 
statement to the county court once each year. There is no provision 
in regard to reserves and no limitation on loans. Fortunately our 
new banking law will go into effect on the 1st of January, and I 
think we will then have an excellent law. That will provide 15 per 
cent reserve for country banks, and a minimum of 20 per cent reserve 
for any bank that desires to act as reserve agent for another bank. 
Our reserve runs anywhere from 25 to 45 per cent.

S en ator B ristow . Y ou h ave been carry in g  a reserve w ith ou t the  
la w  requiring  you  to ?

Mr. R ogers. Yes.
Senator B ristow . Simply as a matter of business?
Mr. R ogers. Yes.
Senator B ristow . From 25 to 45 per cent?
Mr. R ogers. Yes, sir.
Senator Reed. Senator, won’t you ask if he had this reserve bank 

at New Orleans if he could not do the same thing with them, or i f  
he had it at St. Louis?

Senator B ristow . Senator Reed has suggested if you had a reserve 
bank at New Orleans or St. Louis, that is contemplated in this bill, 
what exchange would that provide for you so as to relieve you from 
carrying this amount of reserve elsewhere?

Mr. R ogers. We would have to have some account elsewhere to 
handle these cotton bills, for instance. They have now in the bill 
a provision which would enable these Federal reserve banks to han
dle the individual checks. They do not provide for handling do
mestic bills of exchange, which is the very much larger portion of our 
business at certain seasons of the year.

Senator H itch co ck . Does it not provide that reserve banks can buy 
those bills of exchange?

Mr. R ogers. Foreign, not domestic.
Senator H itch co ck . They can buy of member banks, can they not?
Mr. R ogers. That would put them into the collection business, and 

I did not understand that was there. I  do not think so.
Senator R eed. Would it be, then, an advantage to your bank, if it 

became a member of this system, if it could take these bills of ex
change for cotton to this bank and gets its money ?

Mr. R ogers. N o ; because they are presented immediately on receipt 
by the central reserve city bank, or the bank we send them to, and 
collected that day.

Senator R eed. From you?
Mr. R ogers. No; from the drawee.
Senator R eed. N o w , let me understand. You advance $100,000 

to a cotton dealer.
Mr. R ogers. Senator, if  you will just permit me------
Senator R eed (interposing). Yes; just explain it to us.
Mr. R ogers. I had one account I made no loans to whatever. I  

allowed them to check during the day, and prior to the close of busi
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ness they deposited their drafts in round sums 011 the St. Louis 
office. Those drafts ran all the way from $10,000, which was the 
minimum in one month, to $163,000, which was the maximum. They 
were discounting the drafts; that is, paying the money out the day 
the drafts were deposited with us. We had already advanced the 
funds. We forwarded those to our St. Louis correspondent and he 
collected them that day and put the money to our credit. We made 
a charge for that service of $1 a thousand. For that $1 a thousand 
we had to keep in shape at all times to take care of that business. 
It costs from 27 to 30 cents a thousand to ship that money from St. 
Louis to Little Rock. This cotton concern figured for a long time 
whether it would be more profitable to ship the money down at 27 
cents a thousand than to pay us $1 a thousand. But when they went 
into the proposition they found they would lose a large amount 
of money by doing so. They would have to advance the money at 
least one day in advance of its payment, whereas they paid it in the 
St. Louis office the day after the payment. At 6 per cent interest 
that two days was 33  ̂ cents, which, added to the 27 cents, made 60 
cents right there. Then they would have the disadvantage of the 
mail being late sometimes or the draft coming on Saturday, and they 
would have to hold it over until Monday, and they figured that was 
65 to 70 cents a thousand. So, if they could not tell each day what 
the requirements were, they would have to carry a large amount of 
cash on hand themselves, and they figured that while the cost of the 
transportation of money was only 27 cents a thousand, it was much 
cheaper to them to pay us $1 a thousand exchange.

Senator R eed. I still do not understand why you could not do that 
business, why you could not have those bills of exchange paid right 
into the reserve bank, instead of, as you are doing now, paying them 
into the bank of your correspondent.

Mr. R ogers. Senator, I believe I can tell you in straight English 
what is way down deep in the heart of the country banks and what 
makes them afraid of this.

Senator R eed. That is what we want to know.
Mr. R ogers. Yes. They are afraid of being dependent only upon 

this one concern they would have to go to for their money. This 
man—and he has got to be human; he has got to be able to exercise 
some judgment as to whether this collateral there is good or not 
good—if for any reason whatsoever he should have a grouch against 
the bank, or any reason—if he does not feel well, or for any other 
reason you don’t get the money, the bank that goes to him is busted. 
Now, if one bank does not let you have it, presupposing that you are 
good, you can go across the street or go over on the other corner and 
say, “ Here is my average balance; here is my security; here is what 
I want,” and if the average balance justifies the loan asked for and the 
security is good, if one man does not take it others will. But, to get 
back to this proposition, you are absolutely dependent for the ex
istence of your concern on the judgment or approval of one man.

Senator R eed. But you still could take your bill of exchange and 
go to an outside bank. This is not going to wipe out the banks of 
St. Louis; they will still be there.

Mr. R ogers. But you are switching the question.
Senator R eed. I am trying not to.
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Mr. R ogers. I am talking about loan deposits. That is my under
standing of the question you were asking. I f  you can not keep a 
balance with the bank that will justify them in giving you accommo
dations, they are under no obligations to you whatever; but if you 
do keep an account with the bank, you have a right to call on them to 
take care of you when you need the accommodation. And all well- 
managed'banks recognize that right and live up to it.

Senator P om erene . Let me suggest right there: Under this bill the 
country banks would have to keep in the regional banks 5 per cent. 
The other 2 it can place where it chooses. Now, you said, as I re
call your testimony, that you kept reserves, perhaps, from 30 to 45 
per cent?

Mr. R ogers. At times, yes. Down as low as 20, up as high as 45.
Senator P om erene . I f  you are only pledged under the terms of 

this bill to keep 5 per cent in the regional bank, you still have a very 
substantial amount of reserve which you heretofore kept, and you 
would be free to place it wherever you chose. You could still have 
the same banking connections outside of the regional-reserve bank 
that you would have had heretofore, under those circumstances.

Mr. R ogers. That is as far as I am concerned; but all the banks 
in our country do not carry that large reserve. I  am speaking for 
the bank that carries approximately the legal reserve carried by 
national banks. The 2 per cent of their deposits would not be large 
enough if kept in a reserve bank to pay for the trouble of handling 
the account. The account would be unprofitable to the city bank. 
Therefore they can not keep them.

Senator B ristow . Mr. Rogers, if a system could be devised here, 
whereby we could have the Federal reserve bank stock owned by the 
public, and that should be a bank of discount and a bank of issue and 
a bank of reserve, and it should establish branches wherever they 
were needed, something like the reserve cities now, and under the 
law any banking institution in the country that was creditable, that 
presented proper securities could get its discounts at this reserve 
bank, do you think that would relieve the situation so far as cur
rency and bank business is concerned ?

Mr. R ogers. Y ou are asking me a mighty big question. All I  have 
testified to so far was about something I was familiar with. You 
are now getting a proposition that is too big for me. I would rather 
you would not ask me to answer that question, as what I have spoken 
of so far was where I knew what I was talking about.

Senator R eed. Let me ask you: You say you have not told us 
anything but what you knew about. What about that frog story? 
Do you vouch for that, of your own personal knowledge?

Mr. R ogers. Yes; I was there the day it happened. [Laughter.] 
I  think, Senator, if in the wisdom of this Congress they should see 
their way clear to divide the reserve, allowing approximately a mini
mum of one-third cash, a minimum of one-third with the Federal 
reserve bank and the balance with approved reserve agents, that it 
would meet the wishes of a great many, and it would eliminate some 
harsh features,and would produce a great amount of good.

Senator O ’G o r m a n . I f  we make provision for regional banks, will 
there be any need for other reserve agents?

Mr. R ogers. That is another question. I am just answering from 
my particular end of the business, and the friends of mine where I
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am familiar with their business. There might not be a thing for the 
reserve agents to the extent that it is going to borrow, but it will 
enable them to transact their business in the usual, ordinary, and 
customary way and to handle the general line of business and carry 
a portion of those items that, of necessity, would go to a privately 
owned bank as their reserve.

Senator O ’G o r m a n . These regional banks are intended to perform 
every function now discharged by central reserve and reserve city 
banks.

Mr. R ogers. I think it is a mistake.
Senator O ’G o r m a n . Why can’t you continue the deposit system? 

All the Government deposits will be in the regional banks instead of 
the central reserve banks, as at the present time.

Mr. R ogers. Yes; but the Government deposits are a very small 
part of the business of these great central reserve and reserve city 
banks.

Senator O ’G o r m a n . We will hear from Mr. Jones now.
Senator H it c h c o c k . One question, if you please, Mr. Chairman 

[Senator O’Gorman].
Mr. Rogers, if you should go to a regional reserve bank and ask for 

a discount of some paper, and the reserve bank should decline, for any 
reason, good or bad, to discount it for you, you would like to have 
another harbor of refuge, would you not?

Mr. R ogers. I certainly would. That is what I have been trying to 
explain.

Senator H it c h c o c k . And a bank in which you keep a line of de
posits, should you ask them for an accommodation, would feel under 
obligations to give consideration to your wishes?

Mr. R ogers. They would be under obligations, because if they did 
not grant the accommodations they would know I had something to 
take away from them to offer as an inducement to another bank.

Senator H it c h c o c k . That is vall.
Senator O ’G o r m a n . Mr. Jones we will hear you now. Please 

state your full name, residence, and banking connections, and how 
long you have been in the banking business.

STATEMENT OF GORDON JONES, PRESIDENT OF THE UNITED 
STATES NATIONAL BANK, OF DENVER, COLO.

Mr. J ones . My name is Gordon Jones; my residence is Denver, 
Colo. I  have been in the banking business since 1887, and as to my 
present banking connections I am president of the United States 
National Bank of Denver; president of five country national banks 
of Colorado, one of which has a capital of $50,000 and the other four 
a capital of $25,000 each, and of two small State banks of Colorado.

Senator O ’G o r m a n . N o w , will you state your views in regard to 
the pending bill or that part of it to which you care to address your
self ?

Mr. J ones . I am glad that our chairman, Mr. Rogers, explained 
away that I was no Jonah on this committee, by reason of being 
connected with a reserve city bank and my participation in this call 
of conference, which was absolutely voluntary on account of the 
country banking interests which I hold. This call was brought about
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by correspondence with country banks scattered through some 18 
States of the West and South.

Senator S h afr o th . I would like to have you also say, Mr. Jones, 
that you attended the conference over in Europe last summer where 
the question of country deposits and country banking was discussed.

Mr. J ones. Yes; I was a member of the American commission that 
visited Europe this last summer representing our State of Colorado, 
and I was honored with the position of vice chairman of the finance 
committee, which was the largest and most important committee of 
the European commission.

Senator H itch co ck . That was investigating the question of rural 
credits ?

Mr. J ones . Rural credits; yes, sir. I am to undertake particularly 
to present to you the views of the country bankers upon section 1 
o f their Boston resolutions and I have been delegated by them to do 
so. First, I will present the contention of the country banks regard
ing the needed good faith of the Government on its own behalf and 
in order to protect the small banks. At the outset it might be well 
to ask, who is the country banker ? One of the banks in which I am 
interested is a bank in which the most active officer has no stock. He 
has none because sickness and distress of a financial nature has caused 
him to invest most of his means in the recovery of his own health 
and to protect a small growing family. He is recognized as being a 
most careful and conservative banker.

Now, in speaking of the country bank, in speaking of the officers 
of that bank, he would naturally be referred to as the country 
banker. But the country bank is not only the man who sits behind 
the counter; it is the stockholders and directors. And the stock
holders and directors of the country banks are the local farmers, 
the merchants, women, and often widows of some farmer who has 
died, or children of the deceased stockholders. Now, any legislation 
that affects the country banks, ̂ or the one we are pleased to term 
“ the country banker ” because he is holding his office, affects the 
stockholder, who is the farmer, the merchant, or the widow, or minors.

Any measure that is enacted, we feel, of itself should be sufficiently 
attractive to induce banks to join, just as was the enactment of the 
national banking act in the early sixties, which offered sufficient 
inducements to banks to come into the national system.

I will lay down another proposition: Any measure that, intention
ally or otherwise, requires the meeting of additional requirements 
other than originally provided at the time of granting charters, which 
would prove oppressive to the small banks, would not be attractive, 
so far as the small bank is concerned. We are impressed with the 
fact that you desire to give us a fair, just, and workable measure.

In 1900 the Government refunded its 3, 4, and 5 per cent bonds 
with 2 per cents. In order to establish a market for such bonds, it 
granted national banks the full circulation privilege and reduced the 
tax on such circulation from 1 per cent to one-half per cent, provided 
they were secured by 2 per cent bonds. The banks furnished the 
market. This was as near a contract as can be entered into between 
a sovereignty and the people. Although the people can not enforce 
it, we do not feel the Government can honorably evade it. The 
country banks now find themselves the owners of several hundred
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millions of dollars of these bonds which are declining in market 
value on account of the threatened removal of the circulation privi
lege and the placing of the twos on an investment basis. We com
mend that portion of the bill which provides for retiring the twos 
at a fixed date, or giving the national banks the privilege of exchang
ing them for threes in installments, if they elect so to do. We do not 
feel this will keep faith, however, with the bank that prefers to sur
render its charter, or those whose charters expire before the maturity 
of the bonds, or the date set for their redemption. In this connection
I will touch on reasons why some banks would feel obliged to sur
render their charters of necessity, which would necessitate the sale of 
their bonds. There are some small banks to whom to belong to the 
Federal reserve bank would be no real benefit to them or their com
munities, but might prove a detriment to both for the reason they 
would be required to take from their community a portion of their 
loanable funds and invest it in the stock of a large Federal bank 
located in some fiscal center and, at the same time, redeposit 5 per 
cent of its own deposits in that Federal bank, neither being available 
for use except in the liquidation of the country bank. While the 5 
per cent deposit to be carried with the Federal reserve bank is termed 
a reserve, in fact it is but an investment without interest. This 
point as to reserve, however, will be elaborated upon by another 
speaker who will follow me.

Now, the only real benefit the small bank may have is the privilege 
of borrowing from the Federal reserve bank. There are many small 
country banks that do not have the character of assets that will be 
available, but the membership of such banks is not necessary to the 
success of this act. That is a fact I should like to impress upon you, 
that the success of this measure does not depend at all on the mem
bership of these small banks that do not feel they can afford to do so.

For such banks we submit there should be some provision for 
returning to the banks 100 cents on the dollar, which the Government 
originally received for their 2 per cent bonds. In fact, the Gov
ernment received a premium, and the banks have already suffered 
the loss of this premium, though with some banks it has been com
pensated for by profits on their circulation by reason of the length 
of time they have been operating, but with others it has not been 
compensated for.

Some such banks hold these Government twos, securing their 
Government deposits as well. In any plan that contemplates the 
withdrawal of these deposits provision should be made for redeeming 
such 2 per cent bonds in cash or exchanging a security for them that 
is worth 100 cents on the dollar in the markets of the world, in order 
that the banks surrendering the deposits may do so without reducing 
their available loanable funds needed at home and suffer no financial 
loss in the transaction. Unless these provisions are made, what will 
be the effect on the banks and on the Government? Such banks as 
feel obliged to liquidate will have to market the 2 per cent bonds in 
order to get the cash with which to retire their circulation, for the 
small bank can not afford to hold a 2 per cent investment. Such 
banks as feel they can not afford to join the Federal reserve bank 
therefore stand to lose the difference between what they paid for 
the bonds and what they will sell for on an investment basis, and
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such banks as hold Government deposits secured by twos stand to 
lose an additional amount.

This is serious, and already some of our stockholders are figuring 
this out; and I know of cases where stock is being offered for sale 
on account of this threatened depreciation. Just before I left Colo
rado one banker had been offered stock in his bank at $50 a share 
less—on account of this possible depreciation—than he hp,d paid for 
some of the stock last January, and he would not buy it because he 
did not know what he would be buying, owing to this uncertainty.

We beg of you, therefore, to make proper provision for refunding 
such twos outstanding as are surrendered by member banks in order 
to give up their Government deposits, and by such banks as do not 
feel they can afford to join and who therefore must not only surren
der their Government deposits where held but must retire their circu
lation as well. I believe it will be well for us to keep in mind that in 
the refunding of the 3, 4, and 5 per cent bonds in 1900 the Govern
ment found a market for its 2 per cent bonds with the national banks, 
and that the Government made about $16,000,000 by the transaction, 
and has profited by a material reduction in the rate of interest since. 
The effect on the Government—unless it protected these bonds from 
liquidating banks that do not feel they could afford to join—would 
be to see its good credit impaired; its bonds, long selling at par and 
better, would soon be on the toboggan slide. What figure they will 
reach, unless we have an early indication of what will be done in the 
disposition of these bonds, no one can tell. In this connection, we 
might call to mind that 2| per cent English consols are selling at 72 
on an investment basis. Should our 2 per cents decline to 60 on an 
investment basis, a small bank with $25,000 of these bonds would lose 
$10,000. Other banks in proportion. That money is the money of 
local stockholders—farmers, country merchants, women, trustee
ships, and minors.

Therefore we urge an amendment to the bill, as speedily as possi
ble, that will assure us and the nations of the world that this Govern
ment will keep faith with the purchaser of its securities, in order 
that the uneasiness now being felt will subside and that the market 
on such bonds may be restored to par or better. And we believe if 
you can devise some plan to protect these bonds on a par basis they 
will immediately go back to par and the Government will continue 
its a:ood credit. I f this is not done and the bonds continue to decline, 
will we be required, as bankers, to charge down the book value of 
such bonds, or will we be required to put up additional security in 
order that the solvency and liquidity of our present national-bank 
notes may be maintained?

In brief, gentlemen, we are asking that the Government keep faith 
and maintain its credit. I f  that is done, our small national banks, 
whose stockholders would prefer to liquidate, can do so without im
pairment of their investment, and will only have to meet the addi
tional expenses incident to conversion under a State system.

In other words, we beg, for the small banker who accepts the death 
penalty, that you enact no law that will render his estate insolvent. 
At the same time I would not imply that I believe there would be any 
considerable number of national banks to go into liquidation rather 
than join the association, but we do feel that if  there is only one 
small bailk that can not afford to join provision should be made for
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that one. With an attractive measure, a great many banks will ulti
mately grow to proportions to justify their joining.

Here is another aspect of this optional feature of the bill that we 
would like you to consider. A  bank that to-day may not feel it can 
afford to join may in a few years, if it may continue its national char
ter, grow to such proportions that it will want to join and can afford 
to join. The larger the bank the greater the need for the facilities to 
be afforded by the Federal reserve bank and the more apt the bank is 
to have the class of securities that are to be accepted by the reserve 
bank; and there are‘few of our country banks in the West that to-day 
have the character of securities described and required in obtaining 
accommodations from the Federal reserve bank, more particularly on 
account of the time limit. Therefore many banks that at the outset 
could not afford to join would undoubtedly ultimately want to do so 
before their charters expired.

In talking upon the disposal of the Government 2 per cent bonds,
1 have been obliged to elaborate somewhat, and I thank you for 
your patience and your courtesy.

In conclusion I would add that it has occured to us that there are 
two or three ways to accomplish what we are asking regarding the 
disposal of the bonds. The first is the optional feature removing 
the tax or reducing the tax further on the circulating of such banks 
as come in under the system, raising the tax, if necessary, on the 
banks that do not come into the system if they continue their circula
tion. In other words, let us find something that invites the banks to 
come in, and make it as attractive as I suggested at the beginning, 
as the national bank act made it for banks to join the present national 
banking system.

I f  the optional feature be not considered permit the member banks 
to continue circulation and the Government pay par for the bonds 
from liquidating banks not joining; or, third, require the Federal 
reserve bank in the locality of the bank liquidating to take over the
2 per cent bonds on a par basis from the bank liquidating, and assume 
the circulating privilege. There would then pass from the small 
bank that can not afford to continue under the national bank system 
the circulation privilege, and give its advantages to the combined 
banks in the locality that can afford to go in the Federal reserve sys
tem.

I thank you, gentlemen.
Senator S h a f r o t h . Mr. Jones, what do you think of the provision 

in the bill for the substitution of 3 per cents for 2 per cents ?
Mr. J ones. I f  I understand the provision correctly—and before 

committing myself I would like to know that I do understand it cor
rectly—it now provides, does it not, Mr. Chairman, that at the ex
piration of 20 years all national banks are to be paid par for the 2 per 
cent bonds, or the 2 per cent bonds are to be redeemed at par ?

Senator H itch co ck . That is the provision.
Mr. J o n e s. And the bank does not have to accept the exchange in

3 per cent bonds meanwhile unless it so elects ?
Senator H itch co ck . That is right.
Mr. J o n e s . We have no objection to find to that. We should like 

to know that the 3 per cent bond, however, would be marketable at 
par. Now, there may be large city banks that can afford to accept
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the exchange, but you won’t find a country bank that would exercise 
that privilege unless it could immediately sell its 3 per cent bonds on 
a par basis; and if it can sell its 3 per cent bonds on a par basis, why 
should the Government ask small banks to market their bonds for it ? 
In other words, each small bank accepting 5 per cent of its circulation 
each year will have to turn around and market this small amount of 
bonds.

Senator S h a f r o t h . Y ou would prefer that the Government pay 
these bonds at par to the banks instead of issuing the 3 per cents, 
would you?

Mr. J ones. I think it would be keeping better faith.
Senator S h a f r o t h . These bonds, I understand, do not mature until 

1930, and then they do not mature as against the Government at that 
time, but, nevertheless, the Government can pay them after that time. 
Consequently, the bonds not maturing, the Government could not 
force the banks to take cash for their 2 per cent bonds without their 
consent. Now, do you think that if the Government were to offer to 
pay these bonds in cash the banks would be willing to take it ?

Mr. J ones. I can only answer for myself and those whom I have 
heard express themselves. I believe, gentlemen, we would be glad 
to-day to surrender our bonds and get cash for them and withdraw 
our circulation. I believe that would be pretty nearly the consensus 
of opinion, but I am not stating that as a fact. However, we should 
like to continue the circulation privilege, because there is a little 
benefit in it, but we do not know what we may be up against later.

Senator R eed. Let me say a word to you. I am only speaking for 
one member of this committee, but I believe I know this committee 
and I do not think this committee has the slightest idea of doing any
thing to break faith with any man that has an honest contract with 
the Government or to repudiate any obligation at all.

Mr. J ones. I assure you there is not any such impression in the 
minds of our committee to-day.

Senator R eed. I know you are not impugning our motive, but I 
am speaking with reference to this constant impression that some
thing is about to be done to ruin these 2 per cent bonds and leave 
you, to use an expression that my friend from Arkansas will under
stand, “ holding the sack” on the bonds. I do not think you need 
waste much time with the committee on that, except to suggest a 
means by which we could work the problem out.

Senator N elson . There was one suggestion you made there, the 
last of the three plans you suggested, that the regional banks take 
over the 2 per cent bonds and issue circulation on them. There is 
something in that idea. That was a part of your theory, was it not?

Mr. J ones. Yes; and to explain that------
Senator N elson (interposing). Could they not do that gradually?
Mr. J ones. Yes; but what about the bank going out of business?
Senator N elson . I f  they would take them off your hands at par 

gradually and, as they took them off, issue circulation on them, you 
would still be allowed to remain with the balance of your bonds and 
gradually work them off------

Mr. J ones (interposing). Why would it be necessary to take them 
gradually ?

Senator N elson . We would not want to change our whole credit 
at one leap.
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Mr. J ones. The regional bank would be out nothing. They buy 
these bonds. I f  they amount to $200,000,000 they buy them for 
$200,000,000 and issue the currency immediately for $200,000,000.

Senator N elson . We would get just the same kind of credit in 
effect that we have to-day, so far as that is concerned?

Mr. J ones. Yes. sir.
Senator N elson . The theory of this bill is that the banks will 

gradually retire their own bonds and circulation, giving them 20 
years for it, and consequently this new currency will take the place 
of the retired national-bank currency. That is the theory on which 
the bill is based; do you not so understand it ?

Mr. J ones. Yes; but would it not work out just the same if the 
Federal reserve bank carried the circulation?

Senator N elson . N o ; if you shifted it bodily over from one to the 
other you would get the same condition you have now, only you 
would have it grouped in these regional banks instead of the little 
banks.

Mr. J ones. I predict that every member bank will continue its 
circulation rather than accept 3 per cent bonds. What is the dif
ference whether they continue their circulation or the Federal reserve 
bank continues a like amount? For the sake of argument say that 
all the banks will come in. Would the condition be any different 
whatever if the regional bank takes over the circulation?

Senator N elson . The regional bank could discount paper and issue 
currency on it, and that is what the little banks could not do. There 
is the difference.

Senator P o m erene . Your position seems to be that you want all 
these banks to have the privilege of going in or staying out as they 
see fit?

Mr. J ones. That is one of the alternatives we have put up to you.
Senator P om erene . But that does not answer my question directly. 

You want the privilege of staying out or going in as you see fit?
Mr. J ones. Yes. sir.
Senator R eed. Then, you would like to have the Government fix a 

place where you could go and get money whenever you wanted to, 
and not have to contribute much to it and just have it voluntary?

Mr. J ones. We are talking for the country banker. I do not think 
the country bank would have to apply to the regional reserve bank 
for money.

Senator R eed. Well, he is in the banking business, is he not? And 
when we have the conditions as they are nowT he is liable to suffer 
by reason of a general financial stringency or a panic. That is a 
danger that hovers over you all the time.

Mr. J ones. Quite true.
Senator R eed. Now, do you not think it is worth your while to 

help obviate that?
Mr. J ones. Y ou will find sufficient banks that will, with needed 

modifications, voluntarily join to make it a success, without requir
ing the little bank that could not afford to do so to come in. That 
is the fellow we are appealing for. I can analyze the statements of 
many small country banks and show you that they can not afford 
to come join.

Senator H itch co ck . H ow  many national banks have you in Colo
rado, Mr. Jones?
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Mr. J ones . I am very poor at remembering figures. Senator 
Shafroth, do you recall? We have discussed that often among our
selves.

Senator S h af r o t h . No; I do not remember.
Senator H itch co ck . What per cent do you think would come into 

the new system, if they could stay out without serious loss on their 
bonds ?

Mr. J ones . I do not believe I could undertake to answer that. I 
think all of our large banks will come in. I would say, gentlemen, 
that our Denver bank stands ready to come in under that measure 
with proper modifications. But I do not think some of the little 
country banks can afford to come in.

Senator R e e d . Suppose we were to make a third classification. 
We already have the provision for the reserve city banks maintain
ing a certain reserve, and then a less reserve for what is called 
country banks. Suppose there were a third classification made of 
the country bank or trust company with only $25,000 of capital 
and a smaller reserve required from them. Would that be of any 
help?

Senator N elson . And a smaller subscription to the capital stock.
Mr. J ones. Y ou mean, to graduate the requirements?
Senator R eed. Yes; we now have two steps, and my suggestion is 

to make a third step.
Mr. J ones. Y ou are asking m y individual opinion?
Senator R eed. Yes.
Mr. J ones. I think every concession you can make that makes it 

easier and more inviting for the banks to join without feeling that 
they have to come in to save their charters, the more they will come 
in and cooperate to the fullest extent.

Senator S h a e r o t h . Mr. Jones, the report of the Comptroller of the 
Currency for 1912 gives the number of national banks in Colorado as 
126. There are probably six or eight more now.

Senator H itch co ck . Can you tell the number of State banks in 
Colorado, approximately?

Mr. J ones. We had more national banks than State banks up to a 
short time ago, but Gov. Shafroth assisted to get a mighty good bill 
through which united State bank organizations under a safer system, 
and the State banks are growing in numbers.

Senator N elson . What proportion of your national banks do you 
think are the small banks of $25,000 capital ? Are there as many of 
them as of the banks of great capital ?

Mr. J ones. There are a great many. In a growing country they 
start with small capital.

Senator N elson . I want to follow up the suggestion of Senator 
Reed; I think he was on the right track. Suppose we had these 
little banks, and, instead of requiring them to subscribe and pay in 
10 per cent of their capital, require them to pay only 5 per cent, and 
only pay in 3 per cent of their deposits instead of 5. Would not that 
help a great deal?

Mr. J ones. Y ou would have more members.
Senator N elson . And that would make it much easier. They 

would only have to contribute one-half of their capital stock; all the 
other big banks have to. They would only contribute three-fifths, 
or you might make it 2  ̂ per cent, say. That would put them on
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“ easy street ” as compared to this. Instead of paying in 10 per cent 
of their capital they would pay in 5 per cent, and instead of 5 per 
cent of their deposits, say 3 per cent. That would make a big differ
ence?

Mr. J ones . Quite a difference.
Senator R eed. They must ultimately put in 12 per cent of their 

deposits, or else hold it in their own vaults.
Senator N elson . They can hold the balance in their own vaults.
Senator R eed. The Senator has gone more into detail. I  should 

like to know what you think about that.
Senator N elson . Would not that be a great help to them?
Mr. J ones. Undoubtedly.
Senator R eed. N o w , suppose we just draw this bill in this form, 

gentlemen: We require the reserves that are now provided in this 
bill from banks that go in, perhaps adopting the suggestion that 
Senator Nelson and I have been suggesting as to smaller banks, but 
as to banks that do not go in we require them to keep the same amount 
of reserves as they have now.

Mr. J ones. You are getting at something that is fairer.
Senator Reed . And maybe stop them pyramiding by putting it 

in other banks.
Mr. J ones. I f  you mean to make it more inviting to those that 

come in, that is along my idea.
Senator R eed. Y ou banks have got to get in a safe position. I  do 

not mean you gentlemen individually, but the banking system must 
be gotten in a safe position, if we can put it there. Congress owes that 
duty to the country and owes that duty to the banks. Now, there is 
a system here outlined; we are trying to perfect it. The first thing it 
does, it reduces materially the amount of reserves that banks are now 
required to carry. And there may be a further reduction------

Mr. J ones (interposing). In theory; we do not believe it will in 
practice.

Senator R eed. I mean it reduces it as far as putting it into these 
banks is concerned. As far as the amount they are required to keep 
in their own vaults is concerned, there is a reduction. You may have 
to keep it some place else. There may be further possible reduc
tions.

Now, suppose we enact this law as favorable as we can make it, 
and then were to provide that as to any national bank not coming 
into the system it should maintain the same reserves which it is now 
required under the law to maintain, and that when a reserve was 
deposited in some other bank that other bank could not redeposit it 
but would be obliged to hold it so as to stop pyramiding. How would 
that strike you?

Mr. J ones. D o you think it would be possible to follow the deposit?
Senator R eed. Oh; very easy. You simply specify in the bill that 

the bank puts $100,000 into another bank and counts it as reserve, 
and that other bank has to hold that money and can not redeposit it, 
counting it again.

Mr. J ones. Senator Reed, I  spent a few years as State bank exam
iner in your State, and I do not believe I could follow that deposit 
and find out whether the bank was living up to the requirement or 
not.
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Senator R eed. I think that is a very small matter of bookkeeping, 
if  I understand it.

Mr. J ones. I do not think it would be. I do not believe you would 
ever be able to find out where that specific deposit went.

Senator R eed. Let me give you an example. I do not want to take 
up your time and the time of the committee in arguing it. Let us 
say there are 100 country banks depositing their balances with the 
First National Bank in Denver. The bank examiner and the comp
troller know what their aggregate deposits are and everybody knows 
the amount of reserves which they must have on hand in their own 
vault or in the vault of the First National Bank of Denver. They 
know the amount of deposits that the First National Bank of Denver 
has received from this bank and the amounts received from other 
banks. It seems to me it would be very easy, then, to ascertain 
whether the First National Bank of Denver had taken these moneys 
and deposited them some place else, only holding a reserve and treat
ing them as an ordinary deposit.

Mr. J ones. In other words, the bank may not loan it at all.
Senator R eed. N o, sir; it must have it in cash.
Mr. J ones. The bank would not receive the deposit, then?
Senator R eed. Exactly; that is what I am talking about. O f 

course I think I state this rather dully. I can see it better than I can 
say it. Of course we all understand that if I put a million dollars 
in your bank and the law requires you to hold as a reserve 25 per 
cent of it 12J per cent in your own vaults that that cash has got to be 
actually in your vaults and 12  ̂ per cent in the vaults of another 
bank. I f  that other bank then takes that other 12| per cent and pro
ceeds to loan it out or to redeposit it, it is, in fact, no longer a 
cash reserve. It has ceased to be a cash reserve, and hence we have 
what we call the pyramiding of reserves. Since that can be stopped— 
and you do not question but what that can be stopped ?

Mr. J ones . I do not question but what you can stop almost any 
bank practice by law.

Senator R eed. The bank would rather keep the entire 25 per cent 
in its own vaults?

Mr. J ones. Undoubtedly.
Senator B ristow . Why so, if they have this money? Suppose 

there was a bank which had $20,000,000 deposits and it keeps 
$4,000,000 or $5,000,000 there; o f course that would be within the 
law.

Senator R eed. Y ou do not seem to catch my thought, Senator. 
The bank—that is, the second bank—is required to hold 12J per cent 
of the other’s deposits in its own vaults.

Senator N elson . Less 5 per cent of circulation.
Senator R eed. Well, I  am leaving that out for the present. It 

thereupon treats that money as an ordinary deposit, holding its own
reserve against it. , * , i i i

Now we could very easily provide by law that when a bank de
posited’ with another bank a part of its reserve that that reserve 
should no more be used in that other bank than if it held it in its 
own vault. I  was asking the question how a bank would like to have 
this pyramiding stopped and be allowed to stay in or out, as they 
pleased, because I think you all agree that pyramiding is a dangerous
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Mr. J o n e s . Would you allow the first bank receiving the deposits 
from the country bank the use of it at all, or prohibit them from 
using it?

Senator R eed . I do not see how you allow them to use it, because 
if they loan it out it would no longer be a cash reserve.

Senator H itch co ck . Senator Reed, would you allow them to keep 
a reserve of 25 per cent in cash to get that, the way some banks can 
now? You would not have them keep all the cash there.

Senator R eed . I simply say it is—I was going to say—a farce; 
it is nearly a farce to talk about a reserve of 25 per cent—cash re
serve, for instance—when you take 12J per cent and put it in 
another bank and that bank loans it out or redeposits it. It may 
be redeposited half a dozen times, so that in the end if trouble comes 
that 12J per cent has been passed from bank to bank and ceases to 
really be a reserve within the meaning of the law.

Senator S h a f r o t h . I think Mr. Jones is in error——
Senator H itch cock  (interposing). I think Senator Reed has 

misstated his own proposition.
Senator R eed. Perhaps.
Senator H itch co ck . I think what you meant was to stop the bank 

from sending to New York a part of the deposits which it had 
received from the country bank, and you would permit that bank to 
keep them all in cash, but loan out a safe proportion of them to its 
customers.

Senator R eed . That would be a modification and could be adopted 
under particular circumstances.

Senator H itch cock . In this bill you allow a Federal reserve bank 
to loan 66f per cent and keep 33  ̂per cent reserve.

Senator R eed . I am talking about a plan by which these banks 
can come in or stay out, if we provide what we think is1 a safe system. 
That is what we are trying to do.

Mr. J o n e s . Make it what I  have said. Make it attractive for the 
banks to come in, but do not penalize the banks who do not come in.

Senator N elson . Suppose we cut the tax of a half of 1 per cent in 
two? Would that not help the bonds a little? Suppose we made 
it a quarter of 1 per cent, just nominal; would that not relieve the 
banks of a good deal of a burden ?

Mr. J ones. We beg of you to let it be known definitely, as quickly 
as you can reach a conclusion, what you decide to do about these 
bonds in order to prevent their further decline.

Senator N e l s o n . We are trying to do that, but you can see how 
difficult it is. They want us to go at railroad speed, but we are 
using deliberation and trying to get a good bill, and we are con
stantly prodded because we are not rapid enough.

Mr. J ones. We are not very large bankers, but we want to give 
you the benefit of what experience we have.

Senator N e l s o n . Y ou  do not want us to go at railroad speed and 
give you a bad bill ?

Mr. J o n e s . No; w e do not.
Senator R eed . I f we had accepted some advice that has been given 

us this bill would have been out of the way some time ago, and you 
gentlemen would not have had half a chance; you would not have 
been here to-day.
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Mr. J ones . Senators, anything else in regard to reserves it might 
be well to take up with the gentleman to whom has been especially 
designated this subject who is to follow me, but anything bearing 
on the protection of the bonds I.will be very glad to answer.

Senator B ristow . Y ou referred to one matter about which I  desire 
to ask you some questions. You said that the small banks, the 
country banks proper, could not afford to come into this; that the 
country banker could not afford the loss on his bonds, etc.; but that 
it was somewhat different with the banks in the cities like Denver— 
these reserve cities.

Senator N elson . Big banks.
Senator B ristow . The big banks. What advantage, under the 

proposed system, has the big bank over the little bank?
Mr. J ones. The large bank feels more keenly the need of relying 

upon such a system as you are providing. The small banks have 
not the security, in the first place, to a great extent, so that they 
can come to the regional bank under the definition as it stands now 
and get help upon that security. They can get it from our city 
banks. We hold live-stock loans as collateral in our bank which 
represent money loaned by country banks over the West, which 
have a year to mature. It sometimes takes a year or more to mature 
live stock from the time the farmer begins the process. Sometimes 
he has to carry the loan over for another year. Such are liquid 
at the expiration of the time, for the live stock is marketable. Such 
country bank will always live in the hope that there will be no need 
of calling upon the Federal reserve bank for 9 months after it makes 
a 12-months’ loan, in order to get them within the 90-day period.

When the little banks send such paper to us we make them a 90- 
day loan collateralized by this paper, but the 90-day paper is in 
turn secured by the longer term paper. We can discount that 90- 
day paper with the reserve bank. The small country banker is the 
man we are pleading for. He is the man who is likely to suffer.

Senator B ristow . I agree with you. I am not an expert, but I  
think the heaviest burden in this arrangement falls on the small 
man. Unfortunately that is his lot in life in most things, and this 
is no exception to that, and he is the fellow who is here asking for a 
hearing and for justice, and it is not any malign influence which is 
operating upon us. I want that to be distinctly understood. I 
think every member of this committee is trying to devise some wTay 
of relieving the banking situation of the defects that we all admit 
it has, and we are trying to do it in a way to help the country most.

Now, why should we retire the 2 per cent bonds anyway? Why 
not let the general banking circulation go on just as it has before and 
provide for elasticity outside of that?

Mr. J ones. I would ask why.
Senator B ristow . That would not disturb the whole situation 

nearly so much as this proposition would—this proposition to get rid 
of the national-bank circulation.

Mr. J ones . That does not take care of the bonds of the banks 
retiring from business.

Senator B ristow . Of course, that is true, but if  you maintain the 
circulation as it is and let the banks run on just as they are now 
and not change materially this implied contract that we have with 
them, and then provide means by which banks can rediscount when
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they desire and get additional currency on their assets somewhat 
similar to this, would not that relieve the entire situation ? That is, 
if your bank in Denver, when there was stress, could take your 
assets to the subtreasury and get money on them and relieve what
ever pressing necessity might exist, if there was any call, usual or 
unusual, and let them be quickly retired under certain provisions, 
would not that------

Mr. J ones (interposing). Without enacting this Federal reserve 
act?

Senator B ristow . Without creating this complicated machinery 
and disturbing the entire banking system, which has grown up here 
in half a century.

Mr. J ones. That injects an entirely new thought which is outside 
the Federal reserve act. That means the Government issuing money 
direct to the banks.

Senator B ristow . The Government does it now, except it is cre
ating an agency here for the purpose of issuing this money through 
that agency. Why not utilize the agency that now exists and issue 
it upon the same kind of collateral and the same security? What 
is the use of this complicated machinery in order to accomplish that 
purpose ?

Senator N elson . In other words, what the Senator means is that 
instead of walking up to Uncle Sam’s counter with Government 
bonds, you walk up with your commercial paper and say you want 
notes for it.

Mr. J ones . I understand what he means. His proposition is for
eign to the matter which this committee has had under considera
tion, and foreign to the proposed system which I have studied.

Senator B ristow . It is an additional facility to that which now 
exists to provide a means by which a bank when it needs help can 
surely get it if it has proper assets.

Mr. J ones. I think it is worthy of consideration. It has been sug
gested before. I heard the suggestion several years ago.

Senator B ristow . That is not my idea. It is Senator Hitchcock’s 
idea. He has been bringing it out here for almost a month.

Then there is another suggestion on which I would like your view. 
There has been a suggestion made by Senator O’Gorman that we 
create one Federal reserve bank instead of 12.

Senator N elson . Under the control of the Government.
Senator B ristow . Under the control of the Government, managed 

by a board appointed by the President, similar to the present pro
vision in this bill, and have it a bank of discount, a bank of issue, and 
a bank of reserve.

Senator H itch co ck . The hour of 6 has arrived.
Senator N elson . Mr. Chairman, before we adjourn I should like 

to submit a matter to the committee. I have received a letter from 
Minnesota stating that a delegation of country bankers want to come 
down here and asking if they can get a hearing. I want to know 
what to say to them.

Senator H itch co ck . If they arrive between the 22d and the 25th 
they can be heard.

Senator N elson . Very well; then I can write them to come between 
the 22d and the 25th.
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Senator H it c h c o c k . I think we ought to know pretty soon when 
they expect to be here so we can put the date down.

Senator N e l s o n . I  will wire them in the morning. I ask the con
sent of the committee to invite them to come.

Senator R eed . I make a motion to that effect.
(The motion was duly agreed to.)
Senator S h a f r o t h . I think you had better make the invitation for 

the 22d.
Senator H it c h c o c k . The 22d  is fu ll.
Senator N e l s o n . Very well; I  will make it for the 23d.
Senator B r is t o w . Will Mr. Jones be here to-morrow? There are 

some more questions I should like to ask him.
Senator H it c h c o c k . This delegation will be heard further to

morrow morning if desired; and they will be followed by two gentle
men from New York, Mr. Perkins, of Albany, and Mr. Treman, of 
Ithaca; and there are several Kansas bankers here.

Mr. J o n e s . At what hour shall I be here to-morrow ?
Senator H it c h c o c k . At 10.30, please.
(Thereupon at 6.03 o’clock p. m. the committee stood adjourned 

to meet to-morrow, Tuesday, October 14, 1913, at 10.30 o’clock a. m.)

TUESD AY, OCTOBER 14, 1913.

C o m m it t e e  o n  B a n k i n g  a n d  C u r r e n c y ,
U n it e d  S t a t e s  S e n a t e ,

Washington, D . G.
The committee assembled at 10.30 o’clock a. m.
Present: Senators Reed (presiding), Hitchcock, O’Gorman, Pom- 

«erene, Shafroth, Hollis, Nelson, Bristow, and Weeks.

STATEMENT OF GORDON JONES— Resumed.
Senator R eed . I s there any member of the committee who desires 

to ask Mr. Jones further questions?
Senator B r is t o w . I  was asking Mr. Jones last night when we ad

journed about the advisability of having one central reserve bank, 
governed by a board similar to that created in this bill, which should 
be a bank of discount, a bank of issue, and a bank of reserve.

Senator N e l s o n . A bank run by the Government under absolute 
Government control.

Senator B r is t o w . Yes; under Government control.
Senator N e l s o n . And a central bank--------
Senator B ristow '. With branches to take care of the different lo

calities of the country. What would you think of that kind of a 
system ?

Mr. J o n e s . A  Government bank without the banks owning the 
stock ?

Senator B r is t o w . Two suggestions have been made: One would be 
by popular subscription, like the Bank of France, and another only 
the banks to subscribe.

Mr. J o n e s . That is a matter that would entirely change the scope 
and plan of the present measure. I  did not feel competent to talk 
upon the present measure until after about a month’s study of the
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bill. I would not feel like giving an offhand reply to another plan 
unless I had gone into it carefully.

Senator B ristow . Suppose the same stock provisions that are pro
vided for in this bill should be provided for in a bank such as I have 
indicated, a central reserve bank controlled by the Government, and 
the stock owned by the banks, just as under this bill.

Mr. J ones . Ownership without representation?
Senator B ristow . Yes; just exactly as this is.
Mr. J ones. I do not think any plan for a bank as proposed with

out proper representation from the ownership of the bank would be 
feasible or would work out satisfactorily either to Government or the 
people.

Senator B rtstow. I f  the Government should establish a central re
serve bank with branches, and the subscriptions to the stock be volun
tary by any citizen who desired to subscribe, and the Government, 
through that bank, would perform all the functions that are desired 
for the relief of the banking institutions of the country—let them 
have money, discount their paper, etc.------

Senator N elson . Issue bills.
Senator B ristow . And issue bills, and let it be voluntary with the 

banks as to whether they subscribe to the stock or not; and whether 
they did subscribe or not, if they had good paper and were reputable 
banking institutions, they would have the facilities which the bank 
afforded—what would you think of a plan of that kind ?

Mr. J ones. That wTould mean an entire reconstruction of the bill, 
would it not ?

Senator B ristow . Yes.
Senator N elson . Not in its fundamentals.
Senator B ristow . Not in the principles of the mobilizing of re

serves and making the currency elastic, which are the only thing? 
which have been asked for.

Mr. J ones . Requiring the banks to maintain balances with it?
Senator B ristow . Yes; any bank that desires help would, of course, 

maintain a balance. It would be a bank of reserve.
Mr. J ones . A plan might be worked out along that line that would 

be feasible. It is very easy, theoretically, to devise something that 
would not be practicable.

Senator B ristow . Are you familiar with the Bank of France?
Senator R eed. I would like to interrupt for a moment to call the 

attention of the committee to a matter which I think ought to be 
settled, because I think an answer should be given one way or the 
other. I have a letter here, which was just handed to me by Senator 
Owen’s clerk, from the Chamber of Commerce of the United States, 
Riggs Building, Washington, D. C., dated October 14, 1913, and 
addressed to Hon. Robert L. Owen, etc. It states that the report of 
the chamber’s committee on banking and currency has been approved 
by a large majority of the constituent members by referendum vote  ̂
and requests that the chamber be given an opportunity to be heard by 
the committee. The letter is signed by Elliott H. Goodwin, general 
secretary.

The question, of course, is whether we will hear them; and if so, 
when can we hear them.

Senator H itch co ck . I move that we put them down for Thursday.
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Senator R eed. I f  there is no objection to hearing these gentleman 
on that date, that will be the arrangement of the day.

Senator B ristow . N o w , Mr. Jones, I want to inquire a little fur
ther of you. What are the deposits of your Denver bank?

Mr. J ones . My bank in Denver?
Senator B ristow . Yes.
Mr. J ones . $6,000,000 deposits.
Senator B ristow . And what is the amount of your stock?
Mr. J ones $400,000, with surplus and undivided profits of a like 

amount.
Senator B ristow . In the panic of 1907 did you use clearing-house 

certificates in Denver or did you pay out the money ?
Mr. J ones. Some of the banks put out certificates and others did 

not.
Senator B ristow . Did you use certificates?
Mr. J ones. N o.
Senator B ristow . Did you limit your payments or did you pay 

your depositors whatever they called for? Was there a limit on the 
amount?

Mr. J ones. There was a limit.
Senator B ristow . There was a lim it?
Mr. J ones. A limit as to the cash payments for 10 days.
Senator B ristow . Yes. How much of cash would you have had to 

have not put any limit—just to have paid out whatever anyone 
wanted? How much additional money would you have needed, in 
your opinion?

Mr. J ones . I can not answer that, because I do not know if we 
had not put on the lid what would have been demanded of us. But 
I do not believe any bank in Denver would have had to have had any 
additional amount to have met all the demands on them. In other 
words, I  am sure the putting on of the lid was unnecessary.

Senator B ristow . I f  the banks of Denver could have gone to a sub
treasury and secured the amount of their capital stock in cash at any 
time they wanted it, would there have been any uneasiness on the 
part of the banks as to their ability to have met their demands?

Mr. J ones. None whatever.
Senator B ristow . None whatever?
Mr. J ones. Or of the people, either.
Senator B ristow . Would not that be a very simple way, then, to 

meet an emergency?
Mr. J ones. It would be a very delightful way, if we could go to 

the Treasury and get cash as fast as we want it.
Senator B ristow . Of course that takes for granted you would give 

security to get it?
Mr. J ones. Yes; and we would have it.
Senator B ristow . Y ou would have it?
Mr. J ones. Provided the Government machinery would not be too 

cumbersome and could give it to us as readily and conveniently as 
our correspondents do when we have need.

Senator B ristow . Can you see any dangers in a system of that 
kind ?

Mr. J ones . Offhand I can not see but what something could not 
be devised along that line; but it would mean an entire reconstruction, 
would it not, of the present bill?
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Senator B ristow . It would require some quite radical amendments 
to it, yes; but there seems to be an impression on the part of some 
of the gentlemen who come before us that it won’t do to suggest any
thing that would be a very radical departure from the bill. I think 
I voice at least the views of some of the members of the committee 
when I say we would like suggestions of all kinds that might be of 
use to us, regardless of whether they are in conflict with the bill or 
in harmony with it.

Mr. J ones. May I  offer a suggestion right there, then--------
Senator B ristow . Yes; I will be glad to have it.
Mr. J ones (continuing). Which your questioning has led up to. 

I think the present bill is entirely too cumbersome. I think the 
machinery is too elaborate to make it workable, especially for the 
small bank, in whose interests we are here to-day. In other words, 
it may require borrowing on behalf of the banks to keep it going. 
You have such a large machinery, requiring immense office buildings, 
absorption of exchange, salaries, and other expenses to operate the 
regional bank that to make it a success the banks might be compelled 
to borrow. That would be contrary ô the ideas of conservative 
banking. We have all been educated that banks should borrow for 
emergency only or to meet temporary demands. This bill contem
plates a large amount of deposits will be carried by banks called 
reserves. These will not be reserves in fact, but merely permanent 
investments, as I said yesterday afternoon, without interest. We can 
not draw it out except in case of liquidation. The banks and the 
Government deposit large amounts, and in order to keep the machin
ery going it may become necessary to reloan to the banks. The banks 
do not want to borrow except for emergencies.

Senator B ristow . If you retire the national-bank currency, the 
banks have got to borrow or there will be a stringency in the cur
rency, because the currency would depend on the borrowing of the 
banks.

Mr. J ones . The banks would not have to borrow if they could sell 
their bonds and retire their note circulation.

Senator B ristow . But, then, would not that result in a contraction 
of the currency if they took $750,000,000 of the national-bank notes 
out of circulation?

Mr. J ones . Would it be necessary for the banks to borrow from 
the Federal reserve banks in order to take out currency ?

Senator B ristow . There is not any other way to get currency out.
Mr. J ones. We could build up our balances with them and demand 

it in currency, couldn’t we ?
Senator B ristow . No; the basis of the currency is 90-day paper; 

that is the only basis for currency that this bill contemplates.
Mr. J ones . Could the Federal reserve banks under section 15 make 

loans to commercial interests?
Senator N elson . N o ; only to banks.
Mr. J ones . I think you will find—-—
Senator B ristow . It can discount paper.
Mr. J ones . I think you will find this section would permit them 

to do so.
Senator B ristow . That is one of the controverted questions, as to 

whether these regional banks are going into the open market.
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Senator H itch co ck . It is agreed, I think, that the only purpose 
for which a regional bank can go into the market and buy paper is 
to establish the rate of discount which it has made—to force the 
other banks to loan money at the rate it has established.

Mr. J ones . H ow  is that, Senator?
Senator H itch co ck . I say the only purpose for which the reserve 

bank can go into the market and make loans or buy commercial paper 
is to establish the interest rate which it has created; that is, to force 
the other banks to loan at the rate which it establishes.

Mr. J ones . I f  it does do that, then it can issue currency against that 
paper ?

Senator H itch co ck . Yes.
Mr. J ones. Then it will not be necessary for banks to borrow in 

order for the Federal reserve banks to have assets against which cur
rency can be issued ?

Senator R eed. N o ; this is what the Senator from Kansas means: 
That if the $700,000,000 of national-bank notes are retired there 
would then be a shortage in currency, and the banks, in order to get 
money, would have to deposit their 90-day paper and call upon the 
Government to issue currency against it. That was the suggestion 
of the Senator from Kansas.

Senator B ristow . There is no other way of getting currency. But 
Mr. Jones suggests that these Federal reserve banks could buy com
mercial paper and issue currency for it.

Mr. J ones. Yes; in order to meet the withdrawal of deposits that 
may be built up, in excess of the 5 per cent reserve fund, for the 
express purpose of demanding the currency. There would be no 
other way to credit deposits.

Senator R eed. I should think that would be a very bad sort of 
deal.

Mr. J ones. I am expressing myself in a personal way. We were 
not delegated to talk about that, however, as representatives of the 
country banks.

Senator H itch co ck . They all agreed it should not be allowed to 
go into the market and buy paper except possibly to establish the 
interest rate.

Mr. J ones. Your bill does not say so; if they could buy it they 
would come in competition with the banks.

Senator W eek s . Mr. Jones, this is not our bill; it is a bill that 
has been sent to us which we are investigating.

Mr. J ones . That is the reason we are appealing to you to get it in 
shape so it may be workable.

Senator B ristow . Mr. Jones, how much balance do you carry in 
your reserve cities and in what cities do you have your reserve in 
fact ?

Mr. J ones . The United States National Bank of Denver keeps 
about 20 per cent of its deposits in New York, St. Louis, and Chi
cago, divided between the three central reserve cities.

Senator R eld. H ow much in your bank as a reserve ?
Mr. J ones. Usually nearly 15 per cent, and about 10 per cent more 

scattered in other parts of the country, necessitated on account of col
lections, like at San Francisco and Kansas City.

Senator N elson . That is your exchange business?
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Mr. J ones . No; necessitated on account of items we handle that 
are cleared through those points.

Senator H itch co ck . It that an average amount?
Mr. J ones . I should say that is nearly so.
Senator H itch co ck . What is the total ?
Mr. J ones. We generally keep 45 to 50 per cent reserve. In 1907 

we closed the panic, what was called the panic, with nearly 58 per 
cent reserve—not legal; reserve but cash and all balances due from 
banks.

Senator B ristow . I f  these regional banks should be established^ 
provided for in this bill, Colorado might be attached to San Fran
cisco or it might be St. Louis. In the event it was, or to New Orleans^ 
have you ever figured as to what effect it would have upon Denver 
in the transferring of the reserves of the banks that are kept in Den
ver now to the regional reserve banks ?

Mr. J ones. I believe that will be gone into by another member of 
our delegation who has studied that matter and who is to follow me.

Senator B ristow . I f  that is the case I won’t ask that now.
Mr. J ones. I do not like to anticipate him. There are one or two 

matters I would like to add to what I said yesterday covering one 
or two questions asked me, with your indulgence. Answering the 
Senator from Missouri, I think he was questioning as to whether it 
would be possible to devise some plan to prevent the pyramiding of 
deposits by prohibiting the bank receiving the deposits from the 
first bank—where it originated—from reusing it. After giving the 
matter some little study last night, I am confident there is not enough 
cash in the country to provide sufficient reserves if such deposits were 
to be held in cash by reserve or central reserve banks.

Senator N elson . Without using them?
Mr. J ones. Yes; without using them, if such banks were required 

to hold such deposits in cash it would contract the currency beyond 
conception and it would be wasteful and add to our present hoarding 
system.

Senator R eed. At the same time, you recognize the fact that the 
pyramiding of reserves impairs the actual utility of the reserves as 
a reserve, do you not ?

Mr. J ones. Not when things are working smoothly.
Senator R eed. Nothing is the trouble when everything is working 

smoothly. That implies the absence of trouble, the very statement 
of it.

Mr. J ones. That is true. I made the remark a moment ago we are 
building up a big machinery to keep going all the time when we do 
not need it. And, to be frank with you, I do not believe there is any 
need of arguing whether the dividends should be 5 per cent or 6 per 
cent. It might be wiser to figure as to the amount of assessments 
that may be necessary to keep it going. I do not think under the 
present plan there would be much dividends for us to quibble over, 
unless you provide for the Federal reserve banks doing a general 
banking business. That I would regret very much to see.

Senator H itch co ck . Where you said a moment ago a bank would 
not be able to operate profitably and successfully, except by borrow
ing or rediscounting------

Mr. J ones (interposing). A bank would not?
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Senator H itch co ck . I understood you to say that under the system 
which this bill proposes to establish a bank would be compelled to 
rediscount paper in order to operate profitably.

Mr. J ones. I said it might be necessary for the member banks to 
become continual borrowers of the Federal reserve banks in order 
that those banks might operate profitably.

Senator H itc h c o c k . Oh, you are speaking of the reserve banks ?
Mr. J ones. Yes, sir.
Senator H itch co ck . I s it also true that in order that the reserve 

bank might earn a dividend it would be required to adopt such a 
policy as would procure currency from the Treasury? It could not 
operate simply by the reserve deposits with it, could it, at a profit ?

Mr. J ones. I thought that was the plan—that it should operate 
Upon the deposits of the Government and the deposits of the banks 
and its own capital stock.

Senator H itch co ck . Let us see: The law provides that it must 
keep a reserve of one-third of all the money deposited with it. That 
means that it can only lend out two-thirds of its deposits; do you 
think that it would be able to operate at a profit when it only had 
two-thirds of its deposits to lend and only had the demand for those 
deposits at certain seasons of the year when banks required discounts?

Mr. J ones. We are getting into a very deep phase of the subject, 
and I am confident the bankers of the large cities are more competent 
to answer that than we of the country. I have been under the im
pression that the bank, to make a success, must loan its loanable 
funds. To whom is it to loan its loanable funds? The intention, as 
has been stated, is to reloan it to the banks. We object to our banks 
becoming chronic borrowers, but they might have to become chronic 
borrowers to make this a success as planned now with the great 
machinery built up, unless the Federal reserve banks enter the field 
as competitors of the existing banks.

Senator N e l s o n . Aside from that if they can not do a general 
banking business, their whole discount business will simply be limited 
to the demand for note issue, won’t it?

Mr. J ones. It seems to me------
Senator H itch cock  (interposing). Before you go into that, let me 

ask you this question: Besides being a stockholder in many country 
banks you are a city banker, are you?

Mr. J ones. I am so considered.
Senator H itc h c o c k . In Denver. Now, can you give the committee 

any idea of the cost of handling the business of the country banks? 
You have a lot of country bank depositors, have you not?

Mr. J ones . Yes. The cost depends on how we handle the business, 
as to whether we are allowed to charge their account with the items 
we receive on their town or whether we must send them as funds 
in transit and upon the interest paid on their balances, and as to the 
average balance they carry and as to what items they send us, and 
as to the territory they cover, whether within a limited area or 
scattered over a large area.

Senator H itch co ck . Under the terms of this bill the reserve bank 
must credit the checks upon deposits.

Mr. J ones . The gentleman to follow me has been delegated to go 
into that feature.
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Senator H itch co ck . Is he going into the necessity for doing that?
Mr. J ones. Yes; he has analyzed it for you.
Senator H it c h c o c k . As I understand this proposition, the reserve 

bank becomes a clearing house for hundreds of banks and will be com
pelled to maintain a great force to handle the business of those re
serve banks; but if you are going to have somebody go into that I 
would be glad to hear them.

Mr. J ones. Adding to the suggestion made yesterday that the 
Federal reserve banks should take over the 2 per cent bonds of non- 
members or of such banks that prefer to give up their charters rather 
than become members under the terms of the bill we would submit 
that the Federal reserve banks should certainly take over the 2 per 
cent bonds held by the banks that are now securing Government 
deposits, because the Government deposits are to be transferred from 
the banks to the Federal reserve banks. This we would like to im
press upon you, and to give you an illustration I will use my own 
case: A  few" months ago I was notified that our bank was designated 
a regular United States depository. We received a deposit under the 
prevailing rules that had been established for years.

Senator N elson . H ow  much was the deposit ?
Mr. J ones. $50,000 was the amount we received, which I  believe 

was with interest at a nominal amount or without interest maybe.
Senator N elson . One and a half?
Mr. J ones . Not at that time. We were asked to send down Gov

ernment bonds as security. Feeling we always wanted to help main
tain the market on twos, as we have always taken a pride in the 
fact that our Government was floating a 2 per cent bond, we author
ized the purchase of 2 per cent bonds. They were purchased, we 
paying 101  ̂ for them. They were deposited with the Secretary of 
the Treasury as security for our deposit. Within a short time there
after we received notice that a new rule had been established and we 
would have to pay 2 per cent on the deposit. Gentlemen, we are 
paying 2 per cent on that deposit to-day, and the 2 per cent bonds 
for which we paid a premium are with the Government as security. 
Nowt, there are many other banks which hold Government deposits 
on which they are paying 2 per cent, and many of which paid a 
larger premium on the 2 per cents than we did. Now, these deposits 
are to be removed to the Federal reserve banks, and in justice we 
ask that the Federal reserve banks take these bonds on a par basis.

Senator H itch co ck . Can you state what amount of 2 per cent 
bonds are now held by the national banks to secure deposits?

Mr. J ones. I have not the information at hand.
Now, adding to the suggestion I made on behalf of the country 

bankers yesterday to endeavor to devise some plan that does not 
penalize the bank that does not feel it can afford to come in and to 
make it as inviting as possible in order to build up that which the 
country needs more than the banks, for the banks do not need relief 
as much as the country needs it. We can protect ourselves, as has 
been demonstrated, by contracting. The public always suffers more, 
because we see the trouble and accentuate it and do get in shape to 
protect ourselves better than the borrowing public can. I under
stand, by reading history, that at one time even religion was en
deavored to be forced by coercion and not made attractive, and it 
was never successful until it was made inviting and voluntary to the
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people. Now, I believe if something could be devised by which it 
was made inviting and voluntary we could build up a system which 
all would be glad to join.

Senator P o m e r e n e . Do you think there is an analogy between the 
banking system and religion in this country ?

Mr. J o n e s . There may be an analogy between religion and any
thing else that is good for the people.

Senator N e l s o n . Unless you assume that money is the root of all 
evil. [Laughter.]

Mr. J o n e s . Another thing, gentlemen. We country bankers never 
expect to have reprepresentation on the board, but we do believe that 
there has been provided a sufficient banking representation on the 
board. Now, I am speaking personally; not for the country bankers 
at all. One of my reasons for it is we do not feel the machinery 
will work smoothly without there are more men of approved bank
ing experience on the Federal board. We know what it is to go up 
against theoretical and technical banking. I f  a good bank wants to 
borrow from its correspondent on account of sudden need, it can 
wire that correspondent it is sending sufficient securities to cover, 
and the bank can get credit before the securities are received.

Senator N e l s o n . But do not overlook how smoothly this bill 
passed the House without the aid of bankers.

Mr. J o n e s  (continuing). And we have asked, for the purpose of 
protecting our capital stock there, that we be given more liberal 
representation.

Senator N e l s o n . Don’t you see how easy that could be done with
out the aid of the bankers ? I mean the passing of the bill.

(No answer.)
Senator W e e k s . Mr. Jones, do I understand you to say your 

Denver bank had 58 per cent of deposits in reserve at the end 01 the 
panic ?

Mr. J o n e s . Yes. But since I said that it has occurred to me it 
might have been 52 per cent.

Senator W e e k s . 52 per cent.
Mr. J o n e s . Above 50 per cent.
Senator W e e k s . How much did you have at the beginning of the 

panic ?
Mr. J o n e s . In speaking of reserve, I  meant what we had in our 

vaults and scattered over the country—actual reserve. We call it not 
legal. We probably had 40 per cent.

Senator W e e k s . You increased your reserve 12 per cent?
Mr. J o n e s . Yes; I th in k  so.
Senator W e e k s . Where did you get it?
Mr. J o n e s . Commercial paper that was paid. We are quite a com

mercial paper buying bank and the maturity of our commercial 
paper which was credited to our accounts with our eastern corre
spondents provided funds greater than demands upon us.

Senator W e e k s . Then you did not reloan ?
Mr. J o n e s . We did not deny loans or renewals to local customers. 

A  loan that came to us from a regular bank correspondent or from a 
local depositor—we did not deny them, because we knew our ground 
on account of having so much commercial paper.

Senator W e e k s . You did not renew your loans that were bought?
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Mr. J ones. We were not asked to renew outside commercial paper— 
we protected our own community.

Senator W e e k s . I would like to call the committee’s attention to 
what happened in 1907. Here is a bank that certainly increased its 
reserve more than 12 per cent. Now, the New York banks at the 
beginning of the panic had $300,000,000 in reserves. I f  all the 
country banks of the country had increased their reserves 12 per 
cent, it would have taken more than $300,000,000 to have done it. In 
other words, the New York banks would not have had any reserve 
left if every country bank had increased their reserve as much as 
did this country bank.

Mr. J o n e s . I beg your pardon; you do not understand the way 
our reserves were increased. Our balances increased in New York 
through the maturity of our commercial paper payable there.

Senator W e e k s . I understand how you increased your reserve.
Mr. Jo n e s . Our cash in vaults may not have increased.
Senator W e e k s . That does not make any difference. The reserve 

was increased 12 per cent by your bank. Somebody had to loan those 
people who had paper maturing.

Mr. J o n e s . That is true.
Senator P o m e r e n e . I f  every bank had increased its reserve to that 

extent, how much money would have been out in the hands of the 
public—the pockets of the public?

Mr. J o n e s . H o w  is th at?
Senator P o m e r e n e . I say, to change the question a little, if  every 

bank had increased its reserve 12 per cent during that panic, how 
much would there have been out in actual use ?

Mr. J o n e s . We did not increase our cash reserve. Our cash reserve 
may have been reduced, but our general reserve with other banks was 
increased by reason of the maturity of outside paper.

Senator N e l s o n . D o you not know what they did with it? They 
probably held it?

Mr. J o n e s . They probably used it for the protection of their ow n  
communities.

Senator S h a f r o t h . The table was presented here by which it was 
shown that the New York banks did not have as much reserve in the 
panic of 1907 as the country banks. Very few banks has as much 
reserve as the witness’s bank.

Senator R eed . Mr. Woodruff, w ill you take the stand?
We will now hear from Mr. Woodruff.

STATEMENT OF GEORGE WOODRUFF, PRESIDENT FIRST NA
TIONAL BANK, JOLIET, ILL.

Senator R eed . Mr. Woodruff, you appear as one of the representa
tives of this committee of country bankers ?

Mr. W o o druff . Yes, sir.
Senator R eed . Where is your bank?
Mr. W oo druff . My bank is the First National Bank of Joliet, 111.
Senator R eed . What is the capital ?
Mr. W oo d ru ff . $200,000.
Senator R eed . And the surplus?
Mr. W o o druff . $150,000.
S en ator R eed . H o w  lo n g  h ave you  been in  the b an k in g  business?
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Mr. W o o d r u ff . Ever since I  was 5 years old.
Senator R eed . That is still a little indefinite, but I  take it you have 

been in some 12 or 15 years, at least. [Laughter.]
Mr. W o o d ru ff . About 27 years.
Senator R e ed . Y ou have been in the banking business practically 

all your life?
Mr. W o o d r u ff . I have been in the banking business practically all 

my life ; yes, sir. My father was in the banking business before me, 
and when I was a little boy he put me in the business. I would spend 
my vacations in the bank, and go to school at the same time. I  have 
been actively engaged as an officer of the bank for 10 years.

Senator R eed . I believe you have one particular thing you desire 
to discuss, and I will thank you to go ahead with that now.

Mr. W o o d r u ff . N o w , gentlemen of the committee, the committee 
appointed by the country bankers have asked me to talk to you a few 
minutes about the exchange section of the bill. So it seemed to me 
it might be a good scheme for me to take it up briefly from five 
different standpoints, and then I will be very glad to answer any 
questions that I can. I desire to take it up first from the stand
point of the reserve bank itself, then from the standpoint o f the 
city bank, then from the standpoint of the country bank, and then 
discuss the principle involved, and then suggest the changes that the 
country bankers desire made in the bill.

Now, from the standpoint o f the Federal reserve bank itself. We 
have read the law over, and it seems, from the wording of the law, 
that the reserve banks will be compelled under this act to accept at 
par checks drawn by individual depositors upon any member bank, 
and also the checks drawn by any member bank, which we will call 
drafts, because that is what we call those checks drawn by one bank 
against any other bank, and then in addition, of course, the bank 
drafts of any bank upon any other Federal reserve association. So 
there are three classes of checks or drafts involved in that provision. 
From the standpoint of the Federal reserve bank, if  it should attempt 
to handle the personal checks, I  believe it would be a very expensive 
proposition.

In the first place, it would probably involve the taking over o f 
much of the so-called transit business by the Federal reserve bank 
from the member banks. Of course that business would consist only 
o f checks or transit items upon member banks, but that might be a 
very large amount o f business.

The reason the bankers asked me to talk was because I am a coun
try banker, and therefore interested from the standpoint o f the 
country banker, and also because I  happened to clear a great many 
o f these items which come to country banks in my State. There are 
about 200 country banks who send their business to me, and we 
cooperate, and we make a small profit in handling the business.

We handle this out-of-town business through what we call a transit 
department.

Now it is necessary for us to also have an analysis department, 
because if we did not have some way of knowing whether we would 
lose money or make money we would run our business at a loss. 
Every bank which opens an account with my bank—and it is also 
true of reserve center banks—is listed in our analysis department, 
and at the end o f each month we have an analysis o f all the business
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we have handled for that bank. We figure the profits we have made 
out of the handling of that business, and at the end of the month 
we know how much we have made or lost.

In that connection I have the figures which I  sent for the other 
night, when the members of the committee asked me if I  would talk 
to you. I  have the figures from our analysis department covering 
this year’s operations, in which we have handled 799,420 individual 
checks. That is the number of checks.

Senator H itch co ck . What time is that?
Mr. W oodruff. From January 1.
Senator H itch co ck . There were 799,420 checks?
Mr. W oodruff. Yes; down to the last of August.
Senator H itch co ck . H ow  many months is that?
Mr. W oodruff. Eight months, amounting in the aggregate to 

$29,900,000. I find that that cost me for overhead expenses, $12,600, 
which means 42 cents a thousand for overhead expenses. Overhead 
expense means the cost of the clerical help, stationery, postage, and 
all of the expenses inside of the bank.

Senator H itch co ck . Y ou mean 42 cents per thousand checks?
Mr. W oodruff. No, sir; per $1,000. That does not figure rent or 

the expenses of the salaries of the overhead officers. The salaries of 
the officers directly in charge of the out-of-town department are 
figured in, but the other officers, the general officers of the bank, are 
not figured in in figuring the overhead charge of the transit depart
ment. Neither is the rent.

Senator R eed. Y ou mean the president and the cashier; those 
officers of the bank which you have anyway ?

Mr. W oodruff. They are not figured in. We had one vice presi
dent whose salary was figured in. An assistant cashier does the work 
now and gives his exclusive time to this department.

Senator R eed. The only thing you charge as overhead charge, as 
far as salaries are concerned, are the salaries of those men who ac
tually devote all their time to handling this particular branch of the 
business? Am I right in that?

Mr. W oodruff. Yes, sir.
Senator R eed. That is $12,600?
Mr. W oodruff. Yes, sir. Since I  have been president of the bank 

I have divided the bank into departments, and we have some degree 
of segregation. We have our savings department and our commercial 
department and our out-of-town department very well segregated, 
although we do not segregate the investments, and consequently we 
can divide our overhead expenses very accurately.

We find the cost of collecting that amount of business, which in
volves exchange charges and the loss of time in the mails would be 
about $28,300, and I would estimate that to be about 94 cents.

Senator H itch co ck . 94 cents per what?
Mr. W oodruff. Per $1,000.
Senator B ristow . What were the items of expense? This last 

item------
Mr. W oodruff  (interposing). The last item covers the exchange 

charges plus the loss of time in the mails.
Senator B ristow . That is the interest on the money while it is in 

transit ?
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Mr. W oo druff . Yes. We figure $1,000 to be worth 14 cents per 
day, that is, at 5 per cent interest. I f  you come into our bank and 
cash a check on some bank that is five days away, we give you the 
$1,000, as we would do whenever a man comes in and we know him. 
We usually do not quibble about a matter like $1,000 if the man is 
good, and we absorb the little loss. I f  he were a stranger we would 
not do that.

It takes five days to get that back in cash. We have given him 
cash for it. There would be a loss on those five days of 70 cents. 
That is carefully figured in our analysis department. We figure how 
long it is going to take to get that check back from actual experi
ence, and when it comes back we know how much time we lost in 
collecting it; that is, we know how much money we lost, because 
otherwise we could have loaned that amount at 5 "per cent. We fig
ure a flat rate of 5 per cent. Sometimes we get more and sometimes 
less. We find a charge of 94 cents per $1,000 is our average cost.

Senator N e l s o n . Exchange and interest?
Mr. W o o d r u ff . Yes, sir; that is, interest and exchange.
Senator R e ed . H o w  much is the exchange ?
Mr. W o o druff . We would allow about one-third as exchange and 

about two-thirds for loss of interest, because of time lost in the mails. 
That gives you, roughly, a little idea of our experience from actual 
business in handling a small amount of this business, and you can 
easily figure what a central reserve bank would have to consider in 
handling a sum amounting to hundreds of millions of dollars. It 
would amount to a tremendous expense, and in addition to that it 
would be a tremendous undertaking to organize transit departments 
that could even handle the business physically. We find that the 
banks of this country, many of them, which have built up transit 
departments have started them in a small way. Even in our little 
bank down in the country, if we had to develop a transit department 
and would have our volume of business suddenly thrown upon us, it 
would necessitate very much loss to us, particularly from the stand
point of the organization of the department; it would take a long 
time to get that department organized.

Senator H it c h c o c k . Y ou are clearing for about 200 State banks?
Mr. W o o d ru ff . Yes; some State, some national, and some private 

banks.
Senator H it c h c o c k . All of Illinois?
Mr. W o o druff . Practically all.
Senator H it c h c o c k . D o you handle all the checks that they send 

out?
Mr. W o o druff . Yes, sir.
Senator H it c h c o c k . And all the drafts made on them ?
Mr. W o o druff . We would if we received any. You know there is 

a difference between checks and drafts. A  check is looked upon as 
a personal check, a check which an individual draws against his 
bank; and a draft we call a bank draft, which means that one bank 
has drawn its draft against another bank.

Senator H i t c h c o c k . I want to know what you actually receive. 
Suppose a bank in my town received a check from one of the Illinois 
banks, would that go through your hands?

Mr. W o o d ru ff . I f  the bank in your town had an account with me 
and was using my bank as a clearing center.
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Senator H it c h c o c k . Suppose it had only an account with Chicago ?
Mr. W o o druff . It would not come near me.
Senator H it c h c o c k . You do not get all the checks on Illinois 

banks ?
Mr. W o o druff . Of course not.
Senator H it c h c o c k . The reserve bank located in Chicago would 

get all the checks?
Mr. W oo druff . Yes; all the checks upon its members, because the 

law does not allow it to take any other checks. The transit depart
ments would remain as they always have, because there would be such 
a vast amount of checks that would not go through the Federal re
serve bank anyway. They would divide all their transit business and 
then dump in the Federal reserve bank all checks drawn upon mem
bers of the reserve bank.

Senator H it c h c o c k . Have you any estimate of what that business 
would amount to, if a reserve bank were located in Chicago and had, 
say, 1,000 country members?

Mr. W oo druff . Of course, that would be a very hard thing to esti
mate, because there is no way of determining how much transit busi
ness is now handled in Chicago. I  think, however, that I can give 
you a formula that you could use to estimate that. I find that my 
deposits from country banks amount to about a million and a half; 
sometimes a little more and sometimes a little less. I find that we 
clear every month a little better than twice that amount of items. I f  
you use that as a general rule, you will get somewhere near the truth.

The average reserve city bank probably handles about twice as 
much per month in out-of-town items as is held in bank balances. Of 
course that might not be true with many banks. Many banks might 
have dormant balances and not be handling so many of the items. 
Then in large city banks the local deposits would make the items 
much greater in number. However, in our bank the monthly items 
will average about twice the amount of the bank balances. That is 
about the only estimate that could be made. I think that is about as 
near as you could get to it.

Senator H it c h c o c k . I f  the countrv balances in Chicago were 
$75,000,000?

Mr. W o o druff . In such a case we would figure that there is prac
tically in the neighborhood of $150,000,000 of transit business passing 
through the Chicago banks.

Senator H it c h c o c k . That would be on the basis on which you are 
doing business?

Mr. W oo druff . Yes, sir.
Senator H it c h c o c k . This reserve bank would naturally handle not 

only Illinois checks but outside checks, and therefore would it not 
handle a much larger proportionate volume of business than you 
handle ?

Mr. W oo druff . I doubt it. The Federal reserve bank only handles 
checks on its members, which would mean only the member banks 
inside of that reserve district.

Senator H it c h c o c k . Suppose it did handle in the same proportion, 
which would be $150,000,000 a month, what would the overhead 
charge on that be, on the same basis as yours?
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Mr. W oo druff . My overhead cost: taking the average all through, 
is less than the overhead cost of the average collecting bank; that is, 
42 cents per $1,000.

Senator H it c h c o c k . What would that be on $150,000,000; that is, 
in eight months ? What would it be on $150,000,000? That would be 
$68,000 per month, would it not?

Mr. W oo d ru ff . That is the way I  estimate it.
Senator H it c h c o c k . What would the cost of collection, exchange, 

and interest be?
Mr. W oo druff . 94 cents per $1,000 is my experience in Joliet.
Senator H it c h c o c k . That would be about $130,000 on $150,000,000 ?
Mr. W oo d ru ff . O f course, this $150,000,000 that we are estimating 

on is, as I have explained, a very rough estimate, but it is the nearest 
we can get.

Senator R e ed . In making those figures you ought to take out the 
one-third you pay for exchange, because, I  take it, the regional banks 
would not have to pay exchange.

Mr. W oo d ru ff . We will discuss that in a moment. Answering 
Senator Hitchcock, I  think that amount would be $141,000. That is 
the way I  figure it.

Senator H it c h c o c k . Then that would be a total of $204,000 a 
month that would be the cost o f operating a reserve bank in Chicago, 
as far as the handling of checks and exchange is concerned ?

Mr. W oo d r u ff . Only provided we have that $150,000,000 a month. 
O f course I feel that, as a matter of fact, the Federal reserve bank in 
Chicago would handle more than that amount of these items. 
Whether it would or not, I can not say. The bankers of Chicago 
could give you more definite information on that point.

Another thing you must remember, the reserve bank will not take 
all the business. It will only take the items on member banks within 
the reserve district, and that makes a difference.

Senator H it c h c o c k . What proportion of the total cost of operat
ing a reserve bank would be represented by this $200,000 a month? 
What additional cost of operating can you estimate?

Mr. W oo druff . I do not quite understand what you mean.
Senator H it c h c o c k . Would this $200,000 a month represent all the 

cost of operating a reserve bank ?
Mr. W oo druff . Oh, no. That $204,000 a month which you are 

estimating would merely represent the cost of handling $150,000,000 
of checks per month. O f course, that department is entirely separate 
from the general expense of operating a Federal reserve bank. I am 
only discussing the exchange section.

Senator H it c h c o c k . Y ou are not in a position to make an estimate 
except on that exchange section; to estimate what additional monthly 
cost there would be in operating such a reserve bank?

Mr. W oo druff . That would be impossible, because you do not know 
how many employees you would have to have and how much space 
you would have to have, and things of that kind. O f course, you 
would have to have a large amount of space to have a transit depart
ment which could handle this business. It is impossible to say how 
much it would cost to operate the bank. Other bankers could give 
you a better estimate as to their exact cost on that large business.

Senator R ee d . Y ou  are not estimating the cost for clerk hire alone 
$200,000 a month ?
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Mr. W oodruff. For all the expense of handling $150,000,000 of 
checks. I f  you will pardon me for suggesting, suppose I go ahead 
and come back to that, and take the next point now.

Senator P om erene . I want to ask you one question right there. 
You stated awhile ago that if a customer presented his check for 
$1,000 and it would require five days to collect that check, and you 
gave him the money, the cost would be 14 cents a day, as I recollect 
your statement?

Mr. W oodruff. That is 5 per cent on $1,000 for one day.
Senator P om erene . For instance, if I deposited $1,000 in your 

bank and issued checks on it, and it required five days for the return 
of those checks to vour bank for payment, you do not take into con
sideration the profits you would have on the $1,000 during those five 
days ?

Mr. W oodruff. No, sir.
Senator W e ek s . How much of the cost is for postage ?
Mr. W oodruff. That is a thing I can not tell you, because I have 

not the detail figures. I have them at home, but I have not them 
here, and I would not like to guess on that.

Senator S h a f r o t h . Does not the gain which a bank makes on 
checks drawn by its own depositors, and which would take five days 
to come back to be cashed by you—does not the gain which the bank 
makes on that about offset the loss which it makes by advancing 
money on checks coming in?

Mr. W oodruff. In my case, it would not compensate in any way.
Senator S h a f r o t h . H ow  about the average bank? Would it not 

be about that way in the average bank not having a special clearing 
department like yours?

Mr. W oodruff. Well, I doubt that very much. O f course, it is im
possible for a bank to know what checks are outstanding, and you 
must remember also that many banks pay interest on these accounts.

For instance, if you deposit $1,000 with me and then you send out 
a check for $1,000 that takes five days to get back—and five days is 
not the average time; it is merely the time I took in that example. 
Suppose it did take five days to get back. Perhaps you are getting 2 
per cent on your balance during that time.

Senator S h a f r o t h . So the loss would only be the difference be
tween 5 and 2 per cent?

Mr. W oodruff. I doubt very much whether the outstanding checks 
in the mail would compensate the banks. The bank feels it is en
titled to the balance which a man puts in. There is a very prevalent 
habit on the part of individuals to draw checks before they put the 
money in the banks. A  man may figure it is going to take five days 
to get the check back, and he may not put the money in the bank until 
four days after he draws it.

Suppose I just go along and discuss these other things, and we 
will have the subject in mind better.

Gentlemen, I feel that from the standpoint of the Federal reserve 
bank, this will be a very expensive proposition, and will be very em
barrassing for the bank to handle. It will be hard to build up the 
organization.

I  understand by this bill that the framers of the bill feel that the 
reserve banks will accept these individual checks at par and will
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compel its depositors to cash them at par, allowing no exchange 
charge, and that instead of sending them for collection, that they 
will immediately charge them against the account of the depositor. 
It does not say that in the bill, and personally I have wondered what 
right the Federal reserve bank is going to have to do that. But it 
seems to be the general impression that the bank will have the power 
to do that under this b ill; that when it gets the check drawn against 
the bank out in the country it will immediately charge that check 
against the balance that is due to that bank in the country, and then 
it will send it on to that bank in the country which can not collect 
any exchange. O f course the check is not drawn on the Federal 
reserve bank; it is drawn on the country bank, and I can not see 
what right the reserve bank would have to charge it against the 
account of the country bank. The impression seems to be that the 
framers of the bill feel confident that the bank can do that.

Senator R eed . Suppose a man drew a check on his bank in Spring
field, 111., and deposited that check with your bank in Joliet, and your 
bank accepted it and then sent it to the reserve bank in Chicago, 
and the reserve bank in Chicago would credit your account with that 
check and charge that check to the Springfield bank’s balance. That 
is your idea ?

Mr. W oo druff . Yes, sir.
Senator R eed . And the check might go to the Springfield bank 

and come back, in which event the reserve bank would have to hold 
you responsible?

Mr. W oo druff . Yes, sir.
Senator R eed . And get the money back. Is there any other ob

jection to the system except that in regard to the cost?
Mr. W oo druff . Oh, yes. I am coming to the others.
Senator R eed . I mean to that particular transaction; would there 

be any other trouble in the way?
Mr. W oo druff . I can not understand under this bill what right 

the Federal reserve bank would have to charge that to the account 
o f the Springfield bank. The check is not against the reserve bank, 
and I can not see how it can be presented for payment without being 
presented at the counter of the Springfield bank. Many reserve 
city banks at this time try to do that with their correspondents. 
We have had reserve city banks try to do this, but we refuse to allow 
them to charge checks against our account, because the checks are 
payable at our counter, and consequently they must send them to 
us and we will remit for them.

Senator O ’G o r m a n . What would be the personal advantage to 
you under the present system in meeting these checks at your counter 
rather than have them charged against you by the reserve bank?

Mr. W o o druff . Now, I was going to explain that under another 
head.

Senator O ’G o r m a n . Does it not mean that you really have the use 
of the money a little longer time?

Mr. W oo druff . Yes, sir.
Senator O ’G o r m a n . That is the only advantage?
Mr. W o o druff . No, sir.
Senator O ’G o r m a n . What other advantage is there?
Mr. W oo d ru ff . I f  the reserve city bank, in the example I have just 

given, charges the check against us and then sends it down to us, we
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never know what our balance is in the reserve city bank. We may 
have $50,000 on deposit and our books show $50,000 to our credit in 
the reserve city bank, and we are carrying that as a reserve; and 
yet, to-day that reserve city bank, many miles away, may have 
$60,000 worth of checks come in to it drawn against us. They imme
diately debit our account and our account is consequently $10,000 
overdrawn, and yet on our books we have $50,000 in cash in that 
bank. We get a telegram stating that our account is overdrawn; and 
such a case has actually happened with us. We had an account on 
our books showing that we had $50,000 in the reserve city bank. 
Four days afterwards we get in the items that have come through 
and a notice showing that they have debited so much money against 
out account without our knowledge. The correspondent bank has 
had trouble with our overdraft. Perhaps some of those checks are 
not even good checks, and we have to send them back again to the 
reserve center, in which case our money has been used and our reserve 
has been depleted without even our knowledge by checks that were 
worthless.

Senator H it c h c o c k . And then you may possibly have to send cur
rency on and pay the express charges on the currency sent to that 
reserve center; instead of paying the money over your counter, you 
may be compelled to do that ?

Mr. W o o druff . That might perhaps be. Of course, we might have 
to ship currency in order to make our balance good. We sometimes 
have to do that, although usually we horse trade with another bank, 
and as a matter of fact very seldom ship currency. That happens 
to be our position in Joliet, because we are near Chicago. Now, 
gentlemen, I desire to discuss this from the standpoint of the city 
bank. That is the second point I have in mind.

We find it would be very profitable for the city bank, because the 
city bank now has a large transit department handling this business, 
It would hand over a part of this business to the Federal reserve 
bank and have it credited at once and would save the loss in the mail 
and also the exchange which it now pays, and, in addition, it would 
save a large amount of overhead expense, because it would merely 
record the items and send them to the reserve bank in one package. 
From the standpoint of the city banker it would be a very good 
proposition, and the city bankers could make money out of thir 
provision.

From the standpoint of the country banker—nearly all that I said 
a moment ago in reply to the questions of the Senators applies to the 
country banker. The country bank would have these items charged 
against its account without its knowledge, as I have explained. Then, 
it would be compelled to take these items at par if I understand the 
intention of the framers of the bill correctly. At the present time 
the country banks get exchange for this. There are two different 
kinds of exchange, and I think that sometimes we get those two dif
ferent kinds of exchange mixed up. There is an exchange a banker 
charges his correspondents on checks drawn against him, and there 
is also the exchange that a bank charges people who come in to cash 
checks on some other bank. There is a difference between the two 
kinds of exchange. Perhaps I can illustrate that better by an ex
ample.
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Suppose a man comes into my bank in Joliet and he says, “ I  have 
a check on San Francisco for $1,000 that I want to deposit,” and I 
say, “ All right; I am very glad to accept that on deposit,” and he 
puts it in. I figure that my loss on that will be 10 days, and it costs 
me 14 cents a day, and that is therefore worth $1.40 and that is only 
provided I  do not have to pay any charges in San Francisco. Per
haps I say to him, “ That will cost you $1.50 in exchange.” In most 
small towns competition makes it impossible to make that charge, 
and consequently we absorb that charge. In other towns, where 
the banks have done that and have found that it ate up their profits, 
they had to make a clearing-house arrangement, and therefore we 
find the much-talked about clearing-house agreements in the reserve 
centers. But in my town, suppose competition does not compel 
me to absorb that charge, and I say to that man, “ It will cost you 
$1.50 a thousand.” That is what is known as charging the customer 
exchange, and that is provided for by the section on page 33 of this 
bill which says that nothing in this bill shall be construed to forbid 
that. That is now the kind of exchange that is practiced by the re
serve centers through clearing-house agreements.

That check goes to San Francisco and I get the money back in 10 
days, and if I get it at par, all right, and consequently we feel we 
have a right to make that charge.

The other kind of exchange would be where a man would come into 
my bank—let us follow out the same example. I send that check to 
San Francisco. When the San Francisco banker gets that he says, 
“ Well, I have got to remit down there to Woodruff this $1,000, and 
New York exchange is at a premium, and I have to send him eastern 
exchange. He has got to get his money East.” He says, “ I  have got 
to be out a 2-cent stamp and I have got to send him this eastern draft, 
and consequently I feel I ought to be entitled to an exchange charge.” 
Therefore he charges me. we will say, $1 for doing it, or maybe 10 
cents. Those charges vary in all kinds of ways. He makes that 
charge and he remits to me. That is the other kind of exchange, 
and that is the exchange the country banker is interested in. When 
you send checks for collection on the country banker he wants to 
charge an exchange for them when he remits outside, because they 
are payable at his counter. I f  a man walks into the bank and gets 
cash, that is all right. I f  a man sends in by mail and the banker 
has to send the money by draft, he wants to charge a little something 
for doing that work.

Senator H it c h c o c k . What is the ordinary charge?
Mr. W oo druff . The transit business is a horse-trade business. In 

my transit business I have very many different kinds of charges, and 
it would take a long time to explain them all to you. We have in 
our transit department an alphabetical index of all banks we remit 
to. On each card there is a letter or figure, and the man in charge of 
that department commits those to memory. They might be X  Y, and 
that might mean 5 cents a letter. Perhaps some banker down the 
State is friendly with us, and we say here suppose you take our 
business down there. You do not care; it will come from somewhere 
else anyhow. Suppose you take it and charge us 5 cents a letter, no 
matter how much comes down; you only have to draw one draft, 
anyhow. He says will you do the same for me, and we say yes,
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and we practice a little cooperation, and maybe we will make a 
charge of 5 cents a letter. It may be that the letters X  Y  mean that.

And then, perhaps the letter M means 10 cents a letter, and per
haps the letters A  B mean 10 cents a thousand or maybe a dollar a 
thousand. A  dollar a thousand is looked upon as a standard, al
though in some parts of the country it is as high as $2.50 a thousand. 
But there is a minimum charge. A  man will say, for instance, I  
will take your business at $1 a thousand, with a minimum charge of 
10 cents. A  dollar a thousand means 10 cents a hundred. Suppose 
a $10 check comes in, and he charges 10 cents on that; of course that 
would figure at the rate of $10 a thousand.

Senator S h a f r o t h . What do you think of fixing a maximum that 
they can make?

Mr. W oo druff . I f  you will forgive me for suggesting, I would 
like to discuss that a little farther along.

Now, I was discussing this from the standpoint of the country 
banker. Have I made myself clear in regard to the different kinds 
o f exchange?

Senator S h a f r o t h . It is clear to m e.
Mr. W o o druff . The country banker feels that he ought to get paid 

for that work, if that check is not presented at his counter. He 
feels that the item ought not to be charged against his account with
out his knowing something about it. He feels that he ought to get 
a little money for this business because everybody else does. The 
express companies do not send money for nothing; the telegraph 
companies do not send it for nothing; and the United States Gov
ernment makes the largest charge of all for its post-office money 
orders. The Government can not afford to send that money and 
remit it to different places for nothing, and the country banker feels 
that the principle involved is much the same.

Senator S h a f r o t h . It costs money to handle money through the 
Post Office Department, and do you not think this system, when it 
is organized, will be such that the business can be done without any 
expense ?

Mr. W o o d r u ff . I regret that I can not say that I believe that to 
be true. I  will touch upon that a little farther down, Senator.

Now, I want to take up the question of the principles involved. 
You know here again we find two subdivisions of this question that 
we want to try to get clearly in mind.

Now, there is a difference between facilitating exchange and cash
ing personal checks. I  tried at the start to make that difference 
plain, by calling bank checks “ drafts,” because usually in the par
lance of banking we call them bank drafts. The checks that are 
drawn by banks, that are the checks of the bank itself and signed by 
one of its officers, we call bank drafts, and checks that are simply 
signed by individual depositors we call individual checks, and that 
separates the two classes.

Now, there are two principles involved here: First, the facilitation 
of exchange. That means that in this country we should make it 
easy to transmit sums of money from one place to another. That 
we all want, and that ought to be done, and that is a thing that is 
hard to do now. We have domestic exchange premiums and dis
counts to-day, and sometimes they are very burdensome. We ought 
to facilitate exchange.
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Then the other thing is the cashing or rather the clearing o f per
sonal checks. That is a thing tl ât I  doubt very much should be 
done. The difference is just this: I f  we leave in this bill the pro
vision in regard to personal checks, we help to encourage in this 
country the flotation of a large number of personal checks. Bankers 
differ upon that, but we believe that to be wrong in principle. We 
believe personal checks were designed for the use of the community 
where the maker is fairly well known, where conditions are under
stood, and where the check will get right back to the bank. They 
were never supposed to be floating around over large areas, encour
aging what we call the “ kiting ” o f checks, a thing that causes many 
losses and a very bad situation in the banking business. I f  we encour
age the sending out of these personal checks a man who has no money 
in the bank can pay a bill five or six days away with a personal check 
and never bother about putting any money in the bank until the check 
comes back. You realize that in the meantime, under this bill, a 
very bad situation might be created.

A  man who had perhaps $10 in the bank would draw a check for 
$1,000, and would send it to some place, say, three days away. It 
would come to the reserve bank, and the reserve bank would charge 
that to the account of the bank upon which it was drawn. The 
bank would therefore be out that $1,000 immediately, but the check 
would not come back to the bank for three days, and perhaps the man 
who gave the check in the first place would not bother about putting 
in the $1,000 until the three days had elapsed, and the bank would 
be out the use of the money for three days.

Senator R eed . And the man that drew the check would be out of 
the country?

Mr. W o o druff . That occasionally happens. We hate to acknowl
edge it, but it sometimes does happen.

Senator R eed . Y ou think that is facilitating fraud?
Mr. W oo d ru ff . That facilitates transportation to Canada, sir.
Now, we do not believe we should encourage that sort of thing. 

We believe we should discourage these little personal checks as much 
as we can, and limit them to small areas. We will get around that 
by facilitating exchange, and now we get to the thing we should have. 
Instead of allowing the very little fellow who happens to have a bank 
account to draw checks and send them all over the face o f the earth, 
as this would tend to encourage him to do, and as is largely done 
now, suppose we provide what is already provided in this bill, that 
bank drafts of member banks, drawn against any other member 
banks, shall be received at par, and that bank drafts drawn by any 
bank against any Federal reserve bank shall be received at par. 
That would make it possible for any bank draft to be received prac
tically every place at par.

Now, let us see how that would work. Suppose that John Smith, 
who is a little merchant in my town of Joliet, has no money in the 
bank, and he pays a bill down in Kokomo, Ind., with a personal 
check. All the bad things I have been telling you about may happen 
under that arrangement. Suppose we can say to John Smith, “ Now. 
those checks do not go through the Federal reserve bank at par, and 
consequently there is a good deal of difficulty in connection with 
them when they are sent away from home.” He will be discouraged 
from using those checks for long-distance payments, and furthermore
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the people down in Kokomo will write and tell him they do not want 
a personal check; they want a draft provided these drafts are easy 
to get and are par at every place. That is what we want, and this 
law amended as we suggest would make that so.

Now, suppose he does the other thing, that this law is drawn as 
suggested by our committee, and he is encouraged in every way to 
give a bank draft. Well, John Smith comes down to my bank, and 
he says,66 Mr. Woodruff, I want to remit $1,000 down to Kokomo, and 
I want a bank draft.” I can give him my bank draft, signed by my 
cashier, upon any other bank that happens to be a member of my 
reserve district, and it will go at par; or I can give him a draft 
against the Federal reserve bank, and that, of course, would go at 
par any place in America. We sometimes use New York exchange 
now; usually use New York exchange for doing that. New York 
exchange goes all over America, just as I figure these drafts on Fed
eral reserve banks would go all over America, but the trouble with 
that New York exchange is that there is oftentimes a heavy charge 
for those New York drafts, because New York exchange is at a big 
premium, for instance, at certain seasons in Texas.

Under the arrangement which we propose the exchange would 
never cost much because the reserve bank would always be near at 
hand, and everybody will know that those bank drafts are accepted at 
par, and consequently I do not think there is going to be much chance 
to make any charge to John Smith.

Senator R eed . Would you object to the bill providing that a bank 
could issue drafts without charge?

Mr. W oo d ru ff . I think that is a very good suggestion, personally. 
I do not believe that the country bankers as a whole would approve 
that. I am being very frank with you on this subject. I  think prob
ably many country bankers would want to make some small charge, 
because they think they should make a little out of that business.

Senator R eed . Let me ask you another question on that point. 
That necessity for a small charge is felt most keenly by the very 
small country bankers is it not?

Mr. W oo d r u ff . Yes, sir.
Senator R eed . That is, a bank that is confined to a little local com

munity, and is one of those banks that somebody described here as a 
“ one-man bank ? ”

Mr. W o o druff . Yes, sir.
Senator R eed . Where one man is cashier, janitor, bookkeeper, and 

everything else?
Mr. W oo druff . We have lots of those.
Senator R eed . Where a small income becomes material, and yet it 

is a very good thing in a community, I  take it, especially in these 
little towns that have only one bank ?

Mr. W o o druff . Yes, sir.
Senator R eed . N o w , would the banks object if, as to that class o f  

banks, the very small banks, there was permission given for a maxi
mum charge, which would be very low, for the issuing of drafts, and 
the other classes of banks required to furnish the drafts free?

Mr. W o o druff . Personally, and I speak only for myself, I  would 
have no objection to that. But remember; do not get the two kinds 
of exchange confused. Remember this is a charge for drafts that are
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issued to customers, and we are coming back to this other kind of 
exchange in a minute.

Senator B r is t o w . Mr. Woodruff, before you leave that let me say 
I am afraid you do not appreciate fully how convenient it is for a 
business man, we will say at Salina, Kans., who has a bill due on the 
1st day of November at Chicago, to draw his check on the 31st day 
o f October and mail it, and depend on his collections on the 1st to 
replenish his account in the local bank.

Mr. W o o druff . Senator, I  certainly appreciate how convenient 
that is. We have that to contend with all the time. He sometimes 
does not get in his collections to replenish his account, and that is the 
trouble.

Senator S h a f r o t h . That is wrong; he ought not to do that.
Mr. W o o druff . That is one of the difficulties we have to contend 

with.
Senator N e l s o n . But, Mr. Woodruff, take the case you put. The 

man, instead of coming to you wî th his check, or drawing his check 
to remit to his customer at Kokomo—if, instead of that, you would 
encourage him to buy a draft from you and you charge nothing for 
that draft, you would not gain anything by the operation? Your 
bank would not gain anything?

Mr. W o o d r u f f .  N o, sir.
Senator N e l s o n . If, instead of sending a check on your bank to 

that customer, he came into your bank and bought a draft from you 
and you charged him nothing for it, you would be making nothing?

Mr. W o o druff . That is perfectly true.
Senator S h a f r o t h . Y ou  would have the use of the money a little 

longer.
Mr. W o o druff . Perhaps a day, until our draft could get into the 

reserve bank. There is no doubt that I  personally would make more 
money by lettijig them draw their checks if  I  can keep them from 
skinning me in the meantime.

Senator N e ls o n . So there would not be any saving in that opera
tion?

Mr. W o o druff . Not for the banker.
Senator N e l s o n . Suppose you furnished the draft at cost ?
Mr. W o o d r u f f .  A s a matter o f fact we never charge for a draft to 

a customer over the counter, because we consider it good business to 
encourage them to do business that way. And, by making these 
drafts go at par, as would be done by this bill as amended in accord
ance with the suggestion of this committee, we feel it would not be 
necessary to limit the charge, because it would be known that a bank 
draft drawn against any member bank or drawn against the Federal 
reserve bank was free, and I  think competition would curb any 
charges. For competitive reasons it would be impossible to make 
them. For competitive reasons we never make a charge for a New 
York draft; it is good business to encourage people to come into our 
bank.

Senator S h a f r o t h . What percentage of the checks drawn on your 
account would you regard as having been drawn on the kiting prin
ciple?

Mr. W oo d r u ff . That is a very hard thing to answer. We have 
every day in the volume of business we handle a number of checks that 
come back. To come back to the first principle I  spoke about—the
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Federal reserve bank—you must remember that the clerical department 
necessary to handle the hundreds of returned checks that would come 
back because of insufficient funds, because of improper indorsements, 
because of wrong signatures, because of not being signed, because of 
being dated ahead—that the hundreds and thousands of those checks 
that would have to be credited back to the bank would involve, o f 
course, a very large clerical force, and many chances for error.

Senator O ’Gorman. Will you permit a question right there? Have 
you any idea what is the average amount of checks cleared through 
the New York Clearing House in a month?

Mr. W o o d r u f f .  No, sir; that is a thing we tried to get at on the 
start—where I estimated $150,000,000. It is hard to get at, but I 
think you could get it from the officers of those reserve centers them
selves.

Senator O’Gorman. Y ou have no doubt, I  assume, that it exceeds 
$150,000,000 a month?

Mr. W oo druff . I feel that there is no doubt that it does.
Senator O’Gorman. D o you know whether the clerical force of the 

clearing house there finds any difficulty in disposing of that business?
Mr. W o o druff . The clearing house: Senator, never sees those items. 

They are handled through transit departments. They never go to 
the clearing house. Clearing houses never touch out-of-town indi
vidual checks.

Senator O ’Gorman. I have reference to the value of the business 
represented by the checks that actually are cleared in the New York 
clearing house.

Mr. W o o druff . That is a thing you can easily get from the reports 
o f the New York clearing house, but it does not refer to this question 
in any way. There is no exchange involved there whatever. Those 
are local checks.

Senator O’Gorman. And consequently the item of expense would 
not be comparable?

Mr. W oo druff . It could not be compared in any way, sir.
Senator N e l s o n . I do not understand that the New York clearing 

house clears out-of-town checks.
Mr. W o o d r u f f .  N o, sir; that is the point I  make.
Senator S h a f r o t h . Every other town does that has a clearing 

house, does it not?
Mr. W o o d r u f f .  N o town in America.
Senator S h a f r o t h . Y ou mean the checks that come through the 

Denver banks from outside are not collected in the Denver clearing 
house ?

' Mr. W oo druff . Only the checks on Denver. There is just one ex
ception to that, and that is in connection with what they call the 
out-of-town clearing department operated in Boston. That has been 
very successful, and I will try to remember to speak about that in a 
minute.

Senator S h a f r o t h . Are there any statistics as to the amount of 
out-of-town checks that come into these various clearing houses ?

Mr. W oodruff . Out-of-town checks do not come into the clearing 
houses, sir; they are handled in the individual banks. When you 
spoke a little while ago, Senator, of $150,000,000 a month, you based 
that on $75,000,000 bank deposits in the city of Chicago. ITou realize,
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of course, that the city of Chicago has a very much larger amount of 
bank balances than that. I want to make that clear.

Senator H it c h c o c k . I estimated that it would be $150,000,000 a 
month for 1,000 banks, in proportion to the 200 banks for which you 
clear.

Mr. W o o druff . I understand. That will give you a very rough 
estimate, because those banks keep fairly small balances compared 
with the balances they would keep in Chicago.

Senator H it c h c o c k . Y ou think that the $150,000,000 a month 
would not be a sufficiently high estimate ?

Mr. W o o druff . I  simply can not estimate it, because I just simply 
do not know, and I am getting at it in such a rough way that I  want 
to impress upon you that it is not an accurate estimate. You can 
get estimates by communicating with the manager of the Chicago or 
New York Clearing House. I  can only tell you that that is an esti
mate based on my actual experience in Joilet, and that might not 
refer to New York or Chicago.

Senator H it c h c o c k . Y ou do feel, however, that 42 cents per $1,000 
and 94 cents per $1,000 for the cost of collecting interest and exchange 
would be about right?

Mr. W o o druff . Yes, sir.
Senator H it c h c o c k . Regardless of the size of the Chicago con

cerns ?
Mr. W o o druff . I think so.
Senator N e l s o n . What is the total of the two together ?
Senator H it c h c o c k . The total of 42 and 94? It is $1.36.
Senator R eed . From which, of course, ought to be deducted any 

part which is now included as exchange, which would be unnecessary 
to pay under this bill, because this is supposed to de away with the 
exchange charge.

Mr. W o o druff . Yes, sir.
Senator H it c h c o c k . Let us see if it will do away with the exchange 

charge. Would it not be necessary occasionally------
Mr. W oo druff . Will you let me take that up in just a minute, 

Senator ? I  want to take up these matters in logical order, if  I can.
You remember we were talking about the principles involved and 

we figured it would be a good scheme to facilitate exchange; that a 
man would go down to the bank and pay his bills with a draft instead 
of sending his personal check, and you, Senator, suggested that it 
might, perhaps, be more convenient to send a check the other way, 
and I called your attention to the fact that oftentimes they did 
find it more convenient.

In addition to that, there comes the question of right and wrong, 
and the easier way to do things. This same fellow, John Smith, 
can come down to my bank, for instance, and get a draft for nothing, 
and that settles the whole transaction. He has to have the money 
.when he comes down, and we know therefore there is no check kiting. 
He gets the draft. The draft is sent to Kokoma, charged against our 
account in the nearby Federal reserve bank, and the transaction is 
finished. The only trouble John Smith had was that he had to walk 
down to my bank, maybe five blocks. Is it not better to allow John 
Smith to walk five blocks down to my bank and get a draft than to 
let him send a check down to Kokoma and then, figuratively, make 
those fellows walk all the way from Kokoma to Joilet? Actually
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they do it by mail, but figuratively, they walk from Kokomo to my 
bank to get exchange on that check.

Senator B r is t o w . That system has grown up through the consent 
and acquiescence and cooperation of the banks. And the business 
men—very creditable business men—will figure at times that if they 
owe a bill at a distant city they will take advantage of this accom
modation, and the house with which they are dealing in the city 
understands it, and the bank with which that house has its account 
understands it. The system may be used by those that are fraudu
lently inclined at times, but don’t you think that it has been useful 
and convenient and that you would be depriving a great many busi
ness men of a facility which their bank had been perfectly willing for 
them to exercise and of which it has never made any complaint ?

Mr. W oo druff . Senator, any change in this plan will cost me con
siderable money, but nevertheless I tell you that I consider the sys
tem wrong. That system has been built up by the competition of the 
bankers and with the acquiescence of the bankers, but we do it be
cause we are in competition.

Senator B r is t o w . Don’t you think you ought to stand a little com
petition as well as the merchant who has to stand it ?

Mr. W o o druff . Yes; but that is not the point involved. We have 
plenty of competition, as has been brought out by the fact that we 
are competing so strongly we allow people to do this. But I con
sider the principle wrong. Out of it grows the discontent with the 
clearing-house rules. The banks, for competitive reasons, were com
pelled to go into this, and then they were forced to make these clear- 
ing-house agreements in order to protect themselves from loss.

Senator B r is t o w . We are very proud, at least some of us are, of the 
banking system we have in this country. It is a great, democratic 
banking system. There are thousands of independent banks, and it 
is a competitive system. In most of the towns the banks are intense 
competitors for business, and that is one of the things that some of 
us believe ought to be maintained. That is why many of us look 
with suspicion at some of the provisions in this bill.

Mr. W o o druff . I can only answer your question by saying I feel 
this provision is wrong in principle, Senator, and my reasons I have 
already tried to explain.

Senator S h a f r o t h . The principal virtue, I think, in a man giving 
a check to pay a bill is that when he gets it back he has the signature 
of the man on the back of it. That is always in his possession, but 
if he has to go and trace it through drafts it is not so convenient.

Mr. W oo druff . It is not so convenient, but he can always get it.
Senator S h a f r o t h . Certainly, that is true.
Senator N e l s o n . His indorsement on the draft will be his receipt.
Senator S h a f r o t h . But the draft is not in his possession.
Senator N e l s o n . It goes back to the bank; it can be got from the 

bank that issued the draft.
Senator H it c h c o c k . I should like to ask a question right there. 

What is to prevent a trust company not in this new system using this 
facility through a member bank and thus getting its exchange free 
of any charge?

Mr. W o o d r u ff . There is nothing to prevent, sir.
Senator H it c h c o c k . A trust company, then, in Chicago could 

demand of a national bank there a check or a draft upon the reserve
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bank there, and when it got that check it could send it to San Fran
cisco where it would be worth par and the Chicago trust company 
would therefore pay nothing for its exchange, although it did not 
belong to the system.

Mr. W o o d ru ff . We would not object to that, because proper fa
cility of exchange is a good thing. What we would object to is the 
trust company in Chicago making an arrangement with a member 
bank and then dumping all its items for collection into that member 
bank and that member bank dumping them into the Federal reserve 
bank and the reserve bank being compelled to handle them for 
nothing.

Senator H it c h c o c k . H o w  can you stop that?
Mr. W o o d r u ff . By barring checks bearing the indorsement of a 

nonmember. Now, if  we leave the law as it is, let us see who gets 
hurt------

Senator H it c h c o c k  (interposing). You mean, as it is in the bill?
Mr. W o o druff . Yes, sir. Suppose we leave it as it is and see who 

gets hurt. John Smith, down in Joliet, draws his check, and he pays 
this bill down in Kokomo, and the Kokomo fellow goes and presents 
it at his bank—deposits it. Now, under this bill he might deposit it 
at par, while to-day perhaps there would be some exchange charge. 
I f  competition is keen there may be no charge anyhow. At any rate, 
he might gain a little bit there although this law allows the bank 
in Kokomo to charge—because it says nothing shall be construed to 
prohibit the bank from charging. At any rate, it is put into that 
bank. The bank at Kokomo turns it over to its Federal reserve bank.

It would be a better example if I say that John Smith in Jolieit 
draws his check in Joliet and sends it to Chicago, and the Chicago 
bank turns it into this Federal reserve bank. The Chicago bank may 
perhaps attempt to charge its customer exchange, because there is 
nothing in the law that will make it take that at par. It turns it 
into the Federal reserve bank and the reserve bank will have to take 
it for nothing. Consequently the Chicago bank gains, because the 
Chicago bank is relieved of the cost of handling the check. The 
Federal reserve bank immediately charges it against the country 
bank. That is, of course, a hardship upon me right away, because it 
is charged against me without my knowledge and is charged against 
me without allowing me any exchange. Therefore I am beat out of 
the exchange, and I have the item charged against me several days 
before I now have it charged against me. When it comes back down 
to Joliet, of course, I might add 10 cents to it, but the customer will 
not stand for that and consequently I am the man that loses.

No vv, suppose we made a charge, a minimum charge of $1 as some 
Senators suggested here a little whole ago. Then John Smith draws 
his check; it goes to Chicago; the Chicago firm deposits it in the Chi
cago bank, and they deposit in the Federal reserve bank, and every
thing is just the same. Then the Federal reserve bank sends it to me, 
and I charge them $1. That dollar has got to be absorbed by the 
Federal reserve bank. I would be better off, I  suppose, because I get 
my dollar, but the reserve bank would have to absorb that dollar.

Suppose the reserve bank should charge the dollar back against 
the depositing bank in Chicago.

The great trouble with that would be that the Chicago depositing 
bank would probably not deposit very many items in the Federal
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reserve bank under those conditions, because the banks that come into 
the reserve system are going to be the banks that now do not make a 
very large charge; they are going to be the larger banks, the national 
banks. Consequently, the Chicago bank would probably collect this 
for less than a dollar; once in a while they might get down to this 
one-third of 94 cents that I suggested. It could beat the price that 
the Federal reserve bank would be quoting. But the large charges 
are made by little banks in the country, oftentimes private banks, 
very seldom national banks, and almost sure not to be in this system 
at all. Consequently, if you charge the dollar back to the Chicago 
bank I do not believe this scheme would work at all.

That provides for both those contingencies, and when we get down 
to brass tacks, it seems to me the Federal reserve bank has got to do 
one of two things: They have to cut this question of individual checks 
entirely out—and remember, they never can handle all the individual 
checks; they can only handle those upon member banks. There are 
always going to be a lot of little private banks that are not members 
of this system; out in my State we have some 500 or 600 of them* 
Those checks that are hard to collect would never go to the Federal 
reserve bank, and we are never going to have a complete collecting 
bank or clearing house. The items will always have to be divided 
anyhow, and the Federal reserve bank, at best, could only take part.

Therefore, the best thing in our minds is for the Federal reserve 
bank not to handle personal checks at all, but to facilitate exchange 
so that a ihan can always go to a bank and get it. I f  a man wants, 
for convenience, to float his check, it seems to me best to leave the 
facilities as they are, and consequently there will always be a charge 
made against that to keep that business down.

Senator S h a f r o t h . H o w  would it do to have these drafts among 
banks collected free through the regional banks, as you suggested, 
and have the maximum charge apply to the other checks only?

Mr. W oo druff . What maximum charge?
Senator S h a f r o t h . $1 a thousand.
Mr. W oo druff . By whom?
Senator S h a f r o t h . By the collecting bank.
Mr. W o o druff . I have just tried to explain that that would not 

work; that no business would come through the Federal reserve 
bank if you allow the reserve bank to charge $1 a thousand.

Senator S h a f r o t h . N o w , as I understood, you wanted only the 
bank drafts to go through the regional bank ?

Mr. W o o druff . Yes, sir.
Senator S h a f r o t h . N o w , why can not there be a law which pro

vides that in all other transactions a charge of $1 may be made ?
Mr. W o o d r u ff . That is, to apply to all transactions outside of the 

Federal reserve bank entirely?
Senator S h a f r o t h . Yes.
Mr. W o o druff . I f  that could be made to hold, there would be no 

objection to that.
Senator S h a f r o t h . Take it as to the national banks.
Senator N e l s o n . There would be no necessity for that, for they 

could in every case go and buy a draft instead of sending a check.
Senator S h a f r o t h . Yes; but it is a very great inconvenience. A  

man often sends a check out after banking hours, or up here in the
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Senate Chamber. I always add 25 cents to the amount of the check; 
if  it is a $200 check, I  make it for $200.25.

Mr. W oodruff. The average man does not take that trouble, 
Senator.

Senator N elson . Y ou really pay exchange on that.
Senator S h a f r o t h . I  do, in order to avoid a kick.
Mr. W oodruff. N o w , gentlemen, i f  you will allow me to make 

just one or two more remarks, I think I am through. I  suggested 
that perhaps the best thing to do, in our minds, would be for the 
Federal reserve bank not to touch individual checks at all. I f  the 
Federal reserve bank must go into the collection of individual 
checks—and the country bankers, of course, are opposed to the 
reserve banks going into the business at all; but if they must go in— 
then the best thing they can do is to go in on the same lines as the 
present reserve city banks handle the business. They should put in 
a separate department to handle out-of-town business and take all 
checks at par, and handle the business just as it is handled now by 
the big banks, charging exchange, handling all business, member or 
nonmember; having an analysis department so they will know how 
much it costs them, and charge it back to their customers. That 
could be handled on the lines of the Boston clearing-house out-of- 
town department. They clear as cheaply as they can, and when they 
get the returns back they credit the member banks.

I f  these banks must go into this business, the only way it could be 
worked successfully would be to do that.

Now, as to the bill itself, we have suggested in our resolution that 
the bill should be amended on page 33.

Then I want to call your attention to one thing we have left in; 
that is on page 24, and it seems to me this clears the situation. You 
will find on page 24, under the head of “  rediscounts: ”

S ec . 14. That any Federal reserve bank may receive from any member bank 
deposits of current funds in lawful money, national bank notes, Federal reserve 
notes, or checks and drafts upon solvent banks, payable upon presentation; or, 
solely for exchange purposes, may receive from other Federal reserve banks 
deposits of current funds in lawful money, national bank notes, or checks and 
drafts upon solvent banks, payable upon presentation.

Now, suppose you leave that in, in case there should ever be any 
question. It would not do any harm to leave that in and after your 
Federal reserve bank is organized and after its officers and directors 
have taken this thing up, if they ever want to create a collection 
agency or clearing house they can always do it under this section.* 
They may accept checks and drafts; they can take whatever they 
please when the time comes.

But over here on page 33, where it says it shall be the duty of every 
Federal reserve bank to take these checks, that, we think, is a great 
error.

Senator N elson . I f  you strike out the word “ checks ” on page 33 
and leave it in on page 24, it would still leave it with the regional 
banks to do this business and charge for it.

Mr. W oodruff. They could do what they found it necessary to do 
when the time came. It is very hard for us to sit here and be sure 
we are all right. Maybe we are wrong, maybe I  am wrong, maybe 
the framers of the bill are wrong on that. It is easy for us to sit 
here and theorize on how we can handle this business, but, after all,
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the men that have to do that are the men who are running the banks 
after the banks are created. Leave it there, and when the banks are 
started if  the officers feel it necessary to do that they can do it------

Senator N elson  (interposing). And strike out the word “ check” 
on page 33.

Mr. W oodruff. On page 33, line 15, strike out the word “ upon,” 
the last word. And in line 16, strike out the first five words; also 
the balance of the section after line 19.

Senator N elson . H ow would it read then ?
Mr. W oodruff (reading):
It shall be the duty of every Federal reserve bank to receive on deposit, at par 

and without charge for exchange and collection, checks and drafts drawn by 
any of its depositors upon any other depositor and checks and drafts drawn by 
any depositor in any other Federal reserve bank upon funds to the credit of 
said depositor in said reserve bank last mentioned.

Senator P om erene . Y ou used the words “ checks” and “ drafts” 
interchangeably there, do you?

Mr. W oodruff. No, sir. I tell you, I am not authorized by our 
resolution to cut out that word “ checks.”

Senator P om erene . But you have clearly defined checks and drafts 
as we understand them, and now you leave the word “ checks” in. 
As I understand your statement here, you object to the collection of 
checks ?

Mr. W oodruff. Yes, sir.
Senator P om erene . Why do you leave that word in?
Mr. W oodruff. The only reason that word “ checks ” is left in is 

the fact that we say “ bank drafts.” That is merely banking par
lance. We do that for convenience among ourselves. It was thought 
that in some places in the country what we consider bank drafts 
might be referred to as bank checks. There is no difference if  it is 
drawn by the bank.

Senator N elson . You see, this is a check of one bank upon an
other, and it would be technically a draft, but this word is used 
here------

Mr. W oodruff (interposing). So that it would prevent any ques
tion.

Senator H itc h c o c k . But you do have what are known as cashier’s 
checks, payable to an individual in a town ?

Mr. W oodruff. Yes, sir.
Senator H itch co ck . And such a check should be received at par.
Mr. W oodruff. Yes, sir; but a cashier’s check does not come under 

this in any way. A  cashier’s check would not be drawn upon some 
other depositor. A  cashier’s check is used largely for little remit
tances within a town------

Senator H itch co ck  (interposing). Should not a cashier’s check 
be received at par?

Mr. W oodruff. Well, it would probably lead to some abuse.
Senator H itch co ck . No; suppose a man in your town is given a 

cashier’s check for $100 on your bank, and he sends it to Chicago and 
deposits it, and the Chicago bank deposits it in the reserve bank. 
Should not the reserve bank have the right to charge it against you 
at par?
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Mr. W oodruff. Y ou might put it in, but it would encourage me 
to issue nothing but cashier’s checks instead of drafts against the 
Federal reserve banks, because as long as T keep the cashier’s checks 
floating around I  would have the use of the money.

Senator H itch co ck . I  do not see that that would be kept floating 
around any longer than the draft would.

Mr. W oodruff. It might never be sent to the Federal reserve bank ; 
probably it would not. There is no reason, Senator, why a bank 
should use both of these things, for they have the same effect. In 
other words, if a bank wants to pay a bill there is no reason why it 
should draw a cashier’s check if  it is going to have the same effect 
as a check upon the Federal reserve bank.

Senator H itch co ck . I  may go into a bank and say, “ Give me a 
cashier’s check to the order of John Smith.” That is often done.

Mr. W oodruff. I can see no objection to putting that in------
Senator H itch cock  (interposing). I f  you leave the word in, that 

would include a cashier’s check.
Senator N elson . They have left it in.
Senator H itch co ck . They have? I did not understand so.
Mr. W oodruff. One of the members of the committee suggests 

that I reiterate the fact that most of the banks that make large 
exchange charges are small State and country banks that would 
not come into the system. I have already made that point. His point 
is that this rule, even if it were a good rule, would not affect the 
worst troubles.

That is all I  have to say. I  appreciate your kindness.
Senator B ristow . Just a minute. There is one part, Mr. Wood

ruff, o f your statement that I wanted to inquire a little further about* 
I understand you object to having checks drawn against your bank 
that may be deposited with your reserve bank in Chicago, for in
stance, charged to your account. You want it to come there and be 
collected. One of your objections is it depletes your reserve which 
your books show you have there and causes confusion. Now, does 
not that require your reserve banker in Chicago, where your account 
is, to carry you for that amount of money for the time that is re
quired by that check after it is presented to be sent down for 
collection ?

Mr. W oodruff. In case it is charged against us and overdraws our 
account it would.

Senator B ristow . Suppose it did not? Now, when a business man 
in Chicago receives a check in payment of a bill of a party in Joliet 
he takes that check on your bank and deposits it with his banker, 
who happens to be your reserve agent there, and that reserve-agent 
bank credits this customer of its with the amount, but it can not 
charge the amount to you until it sends it down to your bank, and 
you authorize it to make such a charge ?

Mr. W oodruff. Yes.
Senator B ristow . N ow  that bank is out of the use of that money 

until it gets your authority to charge you with it?
Mr. W oodruff. That bank is always foxy enough to take care of 

itself on that.
Senator B ristow . We are not talking about being foxy; we are 

talking about the facts.
Mr. W oodruff. Yes.
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Senator B ristow . What difference is there between that and the 
man who follows exactly the same principle and sends his check to 
Chicago, the dealer there deposits it, and it is sent back to the local 
bank—we will say to Joliet—and there it is charged up to the mer
chant’s account? Are you not objecting to doing for the merchant 
exactly what you are demanding that the reserve agent do for you ?

Mr. W oodruff. In the first place, the Chicago Bank— I did not 
mean that word “ foxy ” disrespectfully, Senator—the Chicago bank  ̂
when it credits its customer with that check that it sends down for 
collection to us, usually, if it is an interest account  ̂ does not pay the 
customer any interest on that check while outstanding. They very 
properly deduct from the interest account at the end of the month the 
items in transit. Now, in the analysis department, where they an
alyze practically every large account, wherever there are any of those 
outstanding checks, the analyzing department at the end of the 
month will tell them just what they lost by items being outstanding 
in the mail, what they lost by checks going from Chicago down to 
Joliet, and if the balance that the man kept in the bank would not be 
enough to make up that loss that the bank suffered and give a profit, 
then they will certainly make some new arrangement. Usually items 
of that kind may be credited three days after their receipt, or some
thing of that sort. That is how they protect themselves.

I do not quite understand the last part of your suggestion.
Senator B ristow . They protect themselves in that wray, as you say ? 

Now, if your account with your reserve agent was sufficient so that 
it cared to carry that account, and not credit your checks until it had 
authority from you, it would take your account just as it does now?

Mr. W oodruff. Yes.
Senator B ristow . And if your account there was not sufficient to 

justify them they would not take it any longer—they would refuse?
Mr. W oodruff. Yes.
Senator B ristow . That would be the same principle applying to 

you you say the bank would apply to the merchant ?
Mr. W oodruff. Yes.
Senator B ristow . My suggestion was that while you object to the 

merchant taking advantage of this time o f transit, you still demand 
that the bank give you the same advantage that you feel you ought 
not to give the merchant ?

Mr. W oodruff. I understand. That is, you mean if  a local depos
itor in our bank should have $1,000 in the bank and sent a check, and 
that check goes around the circle, we would get the use of the $1,000 
while that check is going around the circle; but if it was charged 
immediately, we would not get the use of it. Your point is well 
taken; there is no doubt we make a little additional profit there. The 
use of bank drafts as we advocate would be fair to everybody for the 
Federal reserve bank would get the use of the money while items were 
in transit. Then let us call attention to the other side. Many times 
the money is not on deposit with our bank.

Senator B ristow . I s not that a question for the bank to settle with 
the depositors, and not to be settled by law ?

Mr. W oodruff. It could hardly be done, just exactly as the Chicago 
bank does with the merchant.

Senator R eed. Senator Bristow, are you not overlooking this sit
uation? I can only get at it by an illustration. I  am addressing
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myself to you and Mr. Woodruff. Assuming that the merchant in 
San Francisco owes a merchant in New York City $10,000. As I  un
derstand, Mr. Woodruff, under this plan the merchant could draw a 
check upon his bank in San Francisco and send it to the New York 
merchant. The New York merchant would thereupon deposit that 
check in his bank, and it would that day go into the regional bank, 
and out o f this Government bank there would be paid to that mer
chant in New York $10,000. Then the check would be sent back to 
the regional bank in which San Francisco deposited, and there it 
would be charged against the account o f the San Francisco bank. All 
that would take some 7 or 8 days; maybe 9 or 10 days. The Govern
ment banks (we will call them that) would advance that money for 
all that period of time. In the meantime the merchant either did or 
did not have the money in his bank in San Francisco. I f  he did have 
it there, that local bank would have had the use of that money, but 
this Government bank would have had to have advanced the money 
for the use of the merchant in New York City. I f  he did not have it 
there, then his local bank would not have had the use of the money, 
but the merchant in New York would have had the use of the money, 
and this Government bank would have been advancing the money for 
several days on the transaction. Now, it seems to me that that is a 
questionable scheme.

Senator B ristow . I agree with Senator Reed, that I do not think 
these Government banks ought to have anything to do with that 
kind of business. I  think that is the business of the banks that are 
organized to handle the business of the country, and that they ought 
to do just as they do now.

Senator R eed. On the other hand, Senator, if you will pardon me, 
if this merchant desires to use the $10,000 and had $10,000 in New 
York of his own money, in some bank, he could check against it 
properly, because once the check went there that banker can pay it. 
Or, if he had the $10,000 in his own bank in San Francisco, he could 
buy a draft and send it on. Now he, in that case, of course, would be 
out the interest on his money during the time he was transmitting 
it, but as he owed the bill in New York, and as it was his duty to 
pay it in New York, there is no hardship imposed upon him when 
he has to pay the bill where he has contracted to pay it.

Senator B r is t o w . But, Senator Reed, Mr. Woodruff’s proposition 
is this, that the man could buy the draft just as you suggest and pay 
it just as you suggest, and not by check as I  suggested. But if  the 
merchant gave a check to his New York house in payment of this 
$10,000 account, and that New York house took the check and depos
ited it with the regional reserve bank, the regional reserve bank, 
under the bill, is authorized to charge the account of the San Fran~ 
cisco bank with the $10,000. But Mr. Woodruff is objecting to that, 
and says that must not be permitted until the San Francisco bank has 
authorized its account to be charged with that $10,000. Now, he is 
asking that his bank be permitted to have the use of that $10,000 
while it is in transit through the mail back to San Francisco, but that 
the merchant be deprived of the privilege now given him.

Senator R eed. The difference is that in the first instance the mer
chant bears the loss incident to the payment of the bill 3,000 miles 
from his home, but where he has contracted to pay it. In the other 
case the loss falls upon the regional bank. The regional bank, that
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has no interest in the transaction, is compelled to stand that loss, 
it seems to me. I may be wrong about it.

Senator B ristow . I can see the force of your suggestion so far 
as the regional bank is concerned, and the bank that deposits with 
the regional bank ought, then, to pay that bill. '

Mr. W oodruff. I  want to suggest, in connection with your last 
statement  ̂that there would be one serious objection to charging those 
items against the reserve balance, The bill, as I understand, provides 
that we must keep not less than a certain per cent of our reserve in 
the regional bank, and then I believe the bill also provides if we dis
obey any of the provisions of the bill we may be fined or sent to the 
penitentiary. Now, entirely unbeknown to us, a lot of those items 
may be charged to our account in the Federal reserve bank. Our 
reserve in the bank may therefore fall, without any action on our 
part, to a point below the point provided in the bill, and we may go 
to prison.

Senator O ’G o r m a n . D o you not think, right there, that the reserve 
board will make necessary rules and regulations and, among other 
things, provide that the regional bank will advise member banks 
daily, by wire, of the checks that have been charged up to their ac
counts ?

Mr. W oodruff. Senator, in that case we would be compelled to 
deposit by wire also in order to keep our account from being over
drawn. Another thing, the Federal reserve bank could not advise 
us until the close of business, because they would not know what 
checks might be presented, and then it would be too late for us to 
remit.

Senator W ee k s . You all agree that the methods of remitting are 
crude, cumbersome, and unscientific, do you not?

Mr. W oodruff. Yes.
Senator W ee k s . And we ought to take advantage of this legisla

tion to improve it?
Mr. W oodruff. Yes.
Senator W ee k s . And that the consensus of opinion is that if the 

reserve bank collects bank drafts and drafts on other reserve banks 
and lets individual checks alone that would be a reasonable solution 
of the question as far as this bill is concerned ?

Mr. W oodruff. We feel, Senator,, that the business of the country 
would eventually be transacted as it should be and the payments 
made with drafts on the regional banks.

Senator W eek s . That is, if charges were made on individual checks 
the custom would grow, and grow rapidly, to use cashiers’ checks 
or some form of bank draft or check to pay bills ?

Mr. W oodruff. Cashiers’ checks would not be used very much, in 
my opinion, but I do believe drafts against regional reserve banks 
would come to be the standard exchange in this country, a thing I 
feel should take place.

Senator B ristow . Mr. Woodruff, before you close, I do not want 
to be understood to be advocating that your accounts should be 
charged with the checks without first being submitted to you; but 
I do maintain if that rule is good for you it is good for the merchant. 
That is what I objected to. You change the system by law and put a 
burden on the merchant that the banks voluntarily have relieved
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them from, and still, by law, you preserve to yourself an advantage 
which you think you ought to have, and an advantage I  do not deny 
you ought to have.

Senator N elson . There is where you are mistaken, Senator; they 
have never relieved the reserve banks of that duty.

Senator B ristow . I  mean the merchants.
Senator N elson . They have always insisted, most o f the banks, 

that they should not charge them with those checks until they notified 
them.

Senator B ristow . I am not objecting to that; but I  do object to 
devising a plan here by which a merchant has got to buy a draft 
instead of using a check.

Senator H itch co ck . Mr. Chairman (Senator Reed), I  move that 
we take a recess to-day until 2 o’clock.

Senator R eed. Mr. Woodruff, Senator Shafroth desires to ask you 
a question.

Senator S h a f r o t h . I have been requested to ask you this question, 
Mr. Woodruff: I f  the reserve banks must handle individual checks, 
should not they be confined to checks originating in member banks, 
thereby eliminating all checks bearing the indorsement of nonmember 
banks?

Mr. W oodruff. In case you leave the law as it is that would un
questionably be a very great improvement.

Senator S h a f r o t h . That would have a tendency to have the non
member banks come into the system, would it not, and be an induce
ment for them, if their checks were included ?

Mr. W oodruff. I think it would be a very small inducement for 
country banks, Senator. For city banks it would be an inducement.

Senator S h a f r o t h . It would ?
Mr. W oodruff. Yes.
Senator R eed. It has been suggested that we have an executive ses

sion for a few minutes and then take a recess until 2 o’clock.
(Thereupon, at 12.50 o’clock p. m., the committee went into execu

tive session, at the conclusion of which a recess was taken until 2 
o’clock p. m.)

after  recess.

Senator R eed. We will now hear you, Mr. Tilton. I  want to make 
the suggestion that you come directly to the criticism of the bill 
which you have in mind, or any statement you have to make with 
reference to any particular matter that needs improvement. I  will 
ask you now to state your name, place of residence, and the bank 
with which you are connected.

STATEMENT OF M’LANE TILTON, JR., PRESIDENT OP THE PIEST 
NATIONAL BANK OP PELL CITY, ALA.

Mr. T il t o n . I live in Pell City, Ala.; I  am president of the First 
National Bank of Pell City; I  am president of the First National 
Bank of Lincoln and director in another national bank and three 
State banks; I  am also secretary of the Alabama Bankers’ Associa
tion.
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Senator R eed . What is the capital and surplus of the bank in which 
you are directly connected as president ?

Mr. T il t o n . Mr. Chairman, and gentlemen of the committee, I  
am here representing a typical country bank that has a capital, as 
have all these banks I have mentioned—six in number—of $25,000. 
The largest amount of surplus that any of them has is $7,000. 
The largest amount of deposits that any has is $160,000, and the 
smallest amount of deposits of any one of these banks is $30,000. 
1 believe, Mr. Chairman, that I am representing a class of banks that 
has not yet been heard before this committee and yet which represent,, 
in number, over 60 per cent of all the banks of the United States. 
And I further feel, Mr. Chairman, that we bear a portion of the 
burden of the national prosperity directly in ratio to our numbers 
rather than to our total resources.

You gentlemen have heard here from the country bankers on two 
subjects, and I am going to speak of the subject of the segregation of 
deposits, and go into a little more details than Mr. Woodruff did 
this morning on one feature of the exchange provision of this bill. 
Mr. Chairman, this is a matter of life and death with us. I heard 
Mr. McAdoo say yesterday that we should be generous; we should 
be patriotic. No one recognizes more than I do, and the country 
bankers as a whole, that legislation of this kind is peculiarly of a sort 
that calls for prudent compromise and unselfish concessions; but, 
Mr. Chairman, when we are called upon, as small country bankers 
to make concessions which send us out of business, I think the limit 
o f unselfishness has been exceeded.

It was my good fortune to be the country banker who called the 
meeting of the country bankers in Boston.

Senator R eed . I am going to interrupt you there: Was that call 
instigated in anyway, directly or indirectly, by anybody else?

Mr. T il t o n . I will answer that question—no, sir. It was con
ceived in my mind, and I did not speak to a human being, so far as 
I  am aware, before I sent out my call among the banks of America 
and the financial journals.

Senator R eed . Pardon me for asking these questions, but I  think 
it is necessary to do it, because of statements that have been made. 
Did you get letters, or were you advised in any way from any of the 
large bankers of New York or elsewhere, asking that opposition be 
stirred up to this bill ?

Mr. T il t o n . N o , sir. On the contrary, those city bankers who 
spoke to me told me not to call this meeting, because it would be a 
fizzle and I would be ashamed of the result.

Senator R eed . What city bankers did that?
Mr. T il t o n . I used the term “ city bankers.” I mean by that my 

close friends at home, the larger bankers in the immediate territory 
with which I discussed this matter. I could not recall their names 
offhand.

Mr. Chairman, self-preservation is the first law of nature, and when 
you have in this bill two sections, one the segregation of deposits, 
and the other the matter of exchange, neither of which is germane 
to the measure, and when the result of the operation of those two 
sections is to put out of business, in my humble judgment, fully 60 
per cent of the country national banks in America. I do not see how
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this committee, which voiced the sentiments it did yesterday, will 
think for one moment of doing that injustice.

Senator R eed. N o w , we are interested in your showing why the 
bill will do that.

Mr. T il t o n . I  will do so, sir. Permit me to say right here, how
ever, that the resolution that we adopted in Boston has been misun
derstood by a great many people. What we really did there was to 
try to decide upon as few things as possible which, if incorporated 
into this bill, would enable the small country banker to join the 
system and would enable the small national banker to retain his 
charter, and would induce the small State banker either to nationalize 
or to come in as a member by whatever provisions might be made.

For 50 years, Mr. Chairman, the financial legislation of this 
country has been drawn directly in the interests of the fiscal centers. 
I  am not reflecting upon any bank in any large city of which I am 
aware. Those people are my friends. During those 50 years a 
great number of small country banks have developed all over the 
United States. Nowhere have they developed more rapidly than 
in the cotton field and in the Far West. I believe that any financial 
system in this country would not be a success unless it is drawn so 
that these small country banks, of whom mine is one, can come into 
this system and enjoy a fair profit; and I believe it will be a vital 
error—a vital error—to so draw this bill that we must stay out and 
forfeit our charters.

Senator R eed. N o w , Mr. Tilton, those are matters we can handle. 
We want you to tell us what is the matter with this bill; how it is 
going to injure, and how we can remedy the trouble. You see this 
is a hearing and your talk is exceedingly interesting and I am not 
trying to stop it, except I want to get down to the facts, because we 
have more people to hear now than we are going to be able to hear.

Mr. T il t o n . I will come, then, right down to the facts. The two 
subjects assigned to me are the exchange feature and the segregation 
of deposits. I believe the exchange feature, unless amended in 
the manner suggested by these country-bank resolutions, will mean 
a loss of profits to the country banks which will average more than 
25 per cent of their net earnings. Speaking for my own bank, it 
will be possibly a little larger, and I believe that our net earnings 
from exchange are very much smaller than they are for the average 
bank in the cotton field and in the Western States.

There was something said here this morning about how checks are 
collected. This bill requires us to pay over two counters. The object 
of this legislation is to enable the bank to pay over one, and always 
be able to pay. Our checks as now drawn are presented to us over 
our own counter, either by the individual owning them or by the col
lecting bank which is acting as an agent for the person who owns 
them. Under the system you propose here, whereby the Government 
bank will undertake to collect checks drawn by depositors of member 
banks, you are forcing us to keep a cash balance to our credit at the 
reserve bank to take care of those checks as they come in, in addition 
to keeping necessary cash in our vault to take care o f them there if 
they are presented over our counter. In other words, Mr. Chairman, 
you are making us be prepared to pay in two places where we are 
now trying desperately hard always to be able to pay in one*
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Senator R eed . I understand you mean that you would have to 
have a certain reserve in the regional bank, and would also have to 
have a certain reserve in your own bank, and then you have to have 
a working surplus over the reserve in your bank, the legal reserve, and 
you say now that if these checks could be presented at the regional 
bank you would have to have a working surplus over and above your 
reserve there, in order that your reserve might be maintained intact?

Mr. T il t o n . Exactly. I mean this: My present correspondent 
in New York, the Hanover National Bank, has no authority to charge 
checks against me it may receive over its own counter. All it can 
do is to remit those checks to me, in Alabama. I f  the regional bank 
is located in New Orleans, for example, I  have got to be prepared 
over the counter of the regional bank in New Orleans, should the 
checks be presented there for payment, as well as be prepared to pay 
them over my own counter, should they come there. I do not know 
where they are coming.

Second, this section as now drawn will require us, for the reason 
just stated, to keep a sufficient sum in the regional bank over and above 
our necessary reserve requirements to meet the accumulation of checks 
during at least three days, if I  estimate correctly the average distance 
of the average territory for each of these twelve regional banks, and 
we could not do it.

Senator H itch co ck . It would be much harder on you than on the 
bank located nearer the regional bank ?

Mr. T il t o n . Very much so, sir. My bank, the best one I have, 
makes an earning of about $4,000 a year on $32,000 and surplus. We 
have averaged that during the last five years, only because we have 
had no losses of any nature or description. That represents about 
16 per cent on our capital, a little less than 16 per cent on the capital 
and surplus, and our net earnings during this period I have described 
have run less than $1,500 out of a total of $4,000. Therefore, the first 
effect of this section, if these checks are to be collected as the bill calls 
for, is to take from my bank at Pell City and from every other little 
country bank of $25,000 capital and more, through the cotton belt, 
at least one-third of its net earnings. I can not see how this commit- 
tee can consent to a provision not germane to the bill and which will 
have any such result upon 10,000 banks in the United States.

I want to correct a statement that was made this morning. It was 
stated here, or estimated, that Chicago possibly might handle 
$150,000,000 of country items in a single month. I have talked, just 
a moment ago, with the gentleman who is going to appear this even
ing from another committee, not ours. He comes from the city o f 
Albany, in a large collection center. He tells me his collection o f 
country-bank checks each month average over $4,000,000 a day, and 
there is another bank in that same city that does just as large a busi
ness. So when you come to estimate, Mr. Chairman, the amount of 
country checks Chicago handles, I have not the figures at my com
mand to state that volume. Albany does much more, almost double, 
what it was estimated that Chicago might do under this measure. 
There is not a business building in the city of New York, there is not 
one in the city of Chicago, which would be big enough, Mr. Chairman, 
to house the employees that would be required to transact that enor
mous amount of business.
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Who is going to profit where we lose? Who is going to get the 
$1,500 I am making and all these other country banks are making? 
The business men of America would not get it. They do not pay it 
now. The only people who are going to get it are the banks in the 
collection centers. The banks in the collection centers criticize these 
little banks for making this charge. But I notice none o f them 
turns down our account. Every bank in the city of Albany would 
be glad to have the account of any one of our banks, even though 
they say my rate o f 15 cents a hundred, or $1.50 a thousand, is ex
cessive. I f  it is excessive, and does not warrant them continuing to 
make collections for me and paying the exchange on checks of mine, 
I want to know why they do not quit doing business for me ?

Senator K eed. Why? You make a very interesting statement 
there, that the only banks that will profit by having exchanges at par 
are tne city banks------

Mr. T ilton  (interposing). They are mistaken about it, Mr. Chair
man.

Senator R eed (continuing). In collection centers. Now, tell us 
why and how that is.

Mr. T il t o n . I was invited to see the books of a national bank in a 
city of Alabama, whose name I am not permitted to give unless in
sisted upon, which estimated they paid to the country banks of north 
Alabama the sum of $60,000 per year for the collection of those 
checks.

Senator R eed. Did that bank lose the money ?
Mr. T il t o n . They made it up by the country bank balances that 

were kept there with them.
Senator R eed. Didn’t they charge the customer with anything?
Mr. T il t o n . N o, sir. They have no clearing-house rule in that 

city to which I  refer.
Senator R eed. Y ou know we are dealing with awful hard facts 

here, or trying too, at least, and we want to gel them just as they are.
Mr. T il t o n . I can explain just in a moment. In a great many 

banks outside of the State of Alabama, a great many banks within 
the State of Alabama, keep balances on deposit with that Birming
ham bank for the privilege of clearing their north Alabama items. 
They figure that the balances kept more than compensate them for the 
charge they have to pay for the country bank in the territory they 
clear for. In other words, they make a profit on the exchange by 
reason of the interest they are able to get out of the bank balances 
maintained with them.

Senator R eed. Would you, if you had a regional bank, not escape 
the burden of keeping those balances with the Birmingham bank?

Mr. T il t o n . Mr. Chairman, I do not want to escape that burden. 
The bankers of the large banks in my territory are my closest per
sonal and business friends. We can not do business without leaning 
on some man who is a little bigger and a little better than we are; a 
little stronger financially, and a little wiser mentally. He is the man 
who is our friend, and if we get in a hole, all we have to do is to call 
on him and he will respond. And that condition applies to every 
collection center in every State of our Union, so far as I am aware. 
I  would have to keep money in Birmingham because there are sev
eral days in the month where my cash withdrawals over the counter
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are more than twice our capital, and we would have a great time in 
getting that money from New Orleans, Atlanta, or Chattanooga.

Senator R eed. And now you call on Birmingham, do you ?
Mr. T il t o n . I get my cash from Birmingham; yes. Every coun

try bank, so far as I am aware, has a larger bank as close as possible 
to it where it can always look to get immediate shipments of cash.

Senator H itch co ck . It can telephone for it ?
Mr. T il t o n . Exactly.
Senator H itch co ck . And get it in how many hours ?
Mr. T il t o n . I can telephone and get it the next morning, or I can 

telephone and get it that afternoon. There are six trains daily.
Senator R eed. H ow  far are you from Birmingham ?
Mr. T il t o n . Thirty miles. Senator Owen, informally, yesterday, 

made the suggestion that we could charge our own customers this 
■exchange, and therefore lose nothing. Now, what would happen, my 
friends? When a customer of mine has drawn checks from our 
bank, at the end of the month, we make a debit charge to cover the 
trouble we have gone to to cover the exchange. The banks of Birming
ham would jump at such a charge as that and say,64 I f  you do business 
wi^h us we won’t make that charge,” and the consequence would be 
we would lose a great volume of our deposits, because in my home 
town, like in most country towns, the volume of business we enjoy 
from our own little cities is comparatively small with what we get 
within a 5 or 10 mile radius from the outside.

Senator N elson . From the farmers?
Mr. T il t o n . From the farmers; exactly so, sir. It would be im

possible for us to make that charge. And I want to comment briefly 
upon a matter presented here this morning by Senator Bristow. I 
agree fully with what the Senator said, but I do not believe that 1 
country bank in 10 will agree with the view expressed by the speaker, 
Mr. Woodruff, who at that time was not speaking upon a subject 
germane to our resolution. Ever since the banking business in this 
country has been established the cry has gone out to the people of our 
communities, “ Do business with us and pay your bills by check.” 
And if, as Mr. Woodruff suggested, every time a man within 5 miles 
of my town wanted to pay a bill in Birmingham or Cincinnati or 
Chicago he came to my bank to get a bank draft for it, I  would 
have as many clerks doing the business of writing checks as I have 
customers now drawing them. I could not begin to handle the 
business if our little bank should be run on that basis. It would take 
at least five more men to transact it.

Senator R eed. Y ou did not mean you would have to have as many 
clerks as customers?

Mr. T il t o n . I would qualify that. We would have to double our 
force; we would have to employ five more men at least to handle 
those checks, and it would be a great annoyance to us.

What is the remedy ? It is stated in this country bank resolution, 
“ Confine the operations of the Federal banks to only those checks 
drawn by its members, either, as was suggested by the Senator sitting 
on the left, drawn on itself, which would be in the nature of a 
cashier’s check, or upon the regional bank in its own territory, or 
upon any other regional bank with which it might maintain a bal
ance, or upon any other member bank drawing on it. The Government 
escapes the enormous burden and cost of handling this huge transit
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business, and the country bankers continue to enjoy 25 per cent of 
their net profits, and if they lose that many of them can not afford 
the loss or recoup it in any other way.

Senator R eed. I f  the country banks in the small towns were forced 
out of business, what effect would it have upon the small town of that 
community ?

Mr. T il t o n . I believe the country banker has been the greatest 
business developer in this country. I do not know whether or not 
the bank has built the little towns that have grown up, but I do 
know that there is not a little town in the United States that could 
have grown as they have grown without the benefits and facilities 
that its little home bank afforded. I can certainly say that as to one 
town, because that town I happened to build myself.

Senator H itc h c o c k . And you may add that one of the great ad
vantages the towns of America have over the country towns in Eu
rope is the fact that they have banking facilities which the small 
town in Europe has not.

Mr. T il t o n . Precisely.
Senator N elson . And are the great gatherers of deposits from the 

farmer in the little rural communities that the big banks could not 
get hold of. .

Mr. T il t o n . When I  went to building that city there was nothing 
there; it was a 600-acre abandoned farm. I went to present some 
letters of introduction to the bankers in Birmingham, who had 
passed that alleged town on the Southern Railway, and they looked 
at me in amazement at the idea that a bank there could be successful 
and yet, gentlemen, that bank there was successful and that town has 
grown until to-day we have 3,000 people in six years.

Senator N elson . And what are your deposits?
Mr. T il t o n . $169,000 at the last I  heard of it. Not a bit of that 

money was in circulation before we came there. That money, so far 
as I  am aware, except the new money that has come in there from the 
manufacturing industries that we have, was money that was hoarded 
away by the people.

Senator R eed. You think you rustled that money out of the stock
ings and bedticks ? I use that figuratively; I  do not mean literally.

Mr. T il t o n . To an enormous extent. These savings deposits are 
$80,000, and at least half was money in existence 10 years ago when 
the bank was organized, but had never seen the light of day until 
it passed over our counter, and I believe that can be said for every 
country bank in the United States.

Senator R eed. Who are the stockholders? I  do not mean the 
individuals; but you have stockholders in your bank?

Mr. T il t o n . Yes.
Senator R eed. Are they local people?
Mr. T il t o n . Yes.
Senator R eed. Any farmers?
Mr. T il t o n . Yes, sir.
Senator R eed. Any merchants?
Mr. T il t o n . Yes, sir; manufacturers, miners, and lumbermen.
Senator N elson . Interested in the business in your neighborhood?
Mr. T il t o n . Yes, sir; property owners.
Senator R eed. In other words, the local people, perhaps with some

body like yourself, who is acquainted with the bank-promoting en-

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



BANKING AND CURRENCY. 2313

terprise, the local people get together and take some of their earn
ings and savings and make a small bank; and then the people put 
their money into that bank and that stimulates business and puts 
money into circulation and sets it to work, and you think that is a 
good thing for a community and a number of those banks are a 
good thing for a State?

Mr. T i l t o n . Yes, sir; and I go further than that and say that 
when I went to Pell City to start this bank I spent 30 days trying 
to get some stockholders, and I could not get anybody who was 
willing to put his money into it, so I borrowed a little more than I 
had already borrowed and started a bank, and about a year or two 
after that the people were falling over themselves to buy that stock, 
and now they complain because they are not stockholders.

I want to say a word about the savings section. That is not ger
mane to a financial system of the United States. I do not see savings 
bank depositors of either State banks or National banks coming to 
this honorable committee clamoring for protection. Have they been 
here? They regard their savings in country National and State 
banks as important, and if they do not like us they can go to the 
Government post office and make deposits, because there are dozens 
of them in each county in the State. Why, then, encumber this bill 
with a provision that does not need to be there, when by omitting it 
you will encourage a great many banks to come in that would other
wise not do so.

A  member of the committee made a suggestion that the accept
ance of savings deposits upon the part of the national banks was 
unlawful. It is a mooted point. The Comptroller of the Currency 
has ruled that it was. I f  it is unlawful, and it is certainly desirable, 
then I think it should be made lawful.

Senator N e l s o n . They simply pay interest on the deposits, and 
that is what the great reserve banks have been doing, paying 2 per 
cent interest on bank deposits, and why the little country bank should 
not have as much right to pay interest on its deposits as the reserve 
banks I never could see. That is all there is to this savings depart
ment.

Mr. T il t o n . That is all there is, sir.
Senator N e l s o n . They are time deposits, and you pay your inter

est on them; otherwise you treat those funds just as the other funds 
of your bank, and require the same reserves as you do for the com
mercial deposits?

Mr. T il t o n . Precisely. The growth of the savings departments 
of the country banks has been, to my notion, the one great force be
hind the development of America. Country banks have always 
encouraged savings deposits. They are doing it to-day, and they 
want to be able to continue to do it. Under the cumbersome system 
that this bill provides you hamper them.

Mr. Chairman, you have in this provision created two banks under 
one roof. They are just as much two banks as if one was on one 
side of the street and the other on the other side of the street. But 
they are more than that. Two banks across the street from each 
other could be mutually helpful if they desired to be so. Under the 
provisions of this section you have created two banks, and have for
bidden one of them to do business with the other.
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Senator N elson . Or help the other?
Mr. T il t o n . Or help the other.
Senator R eed. Let me ask you a question right there. 'Fake this 

little bank of this little town you were speaking of, Pell City, a little 
town of 2,000 people. How many employees do you have in your 
bank?

Mr. T il t o n . Four.
Senator R eed. A cashier, and who else?
Mr. T il t o n . There is the executive officer, the cashier, assistant 

cashier, and bookkeeper or stenographer.
Senator R eed. Is that not rather more help than is ordinarily 

found in a bank of that size ?
Mr. T il t o n . No, sir.
Senator R eed. Somebody here told us about what he called a one- 

man bank, in which he said the cashier was the bookkeeper, paying 
teller, receiving teller, telephone girl, and janitor.

Senator N elson . That is the case with the little State bank; you 
know they can have State banks with $10,000 capital.

Mr. T il t o n . I have one of them, sir, and I have no bank where I  
can employ less than two people. The volume of business is grow
ing so much that it is absolutely essential to have one man ready to 
step into the shoes of another man in the event of sickness, or any
thing of that kind.

Senator R eed. I f  this bill was enacted and you had to segregate 
the savings-bank department, could this same force you have em
ployed now transact the business for both departments ?

Mr. T il t o n . No, sir.
Senator R eed. H ow  much do you figure it would cost you to run 

the other departments?
Mr. T il t o n . We would have to employ at least one other clerk at 

not less than $50 a month.
Senator R eed. That is, $600 a year?
Mr. T il t o n . Yes, sir. I  w ill come to that in a moment.
Senator R eed. Very well.
Mr. T il t o n . Banking in the country consists of taking money from 

people who have it------
Senator N elson  (interposing). Your deposits are not like city de

posits ; they are made up of money paid over the till to you ?
Mr. T il t o n . Precisely; and lending to those who are in temporary 

need of it. In every rural community, and I suppose in every other 
community, these two types of citizens exist. I f  under this bill as 
now drawn the Federal board is given power to withdraw those sav
ings deposits from one community and invest them in another com
munity, the first and worst thing that is done is the contraction of 
credit in that community. With us it would mean cutting it down 
one-third at least in the wintertime and one-half in the summertime.

Senator R eed. Why?
Mr. T il t o n . It would mean— because we would have to purchase 

the class o f securities demanded by the Federal board. And if the 
Federal board does not intend to name a different class of securities 
from that provided for, what is the use of giving them that privilege ?

Senator R eed. Y ou make the statement that it would take from 
one-half to one-third of your money, or it would result in that con
traction—I have forgotten which way you made your statement. I
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want you to tell us how that works out—not but a conclusion, but 
show us how it works out.

Mr. T i l t o n . On the 1st day of July my little bank at Pell City 
had, approximately, $75,000 of savings and $75,000 of commercial 
deposits. All of that money was invested locally—loaned to local 
manufacturers, miners, business men, merchants, and farmers. I f  the 
Federal board in its wisdom, or lack of wisdom, had ordered a 
few days before that, that in the segregation of our savings deposits 
we should be permitted to invest only in the following items: United 
States bonds, State bonds, county or municipal bonds, or in the bonds 
of certain railroads that have paid dividends regularly for a cer
tain number of years, it would have meant the transfer either then, 
or gradually, over a period of years, of that $75,000 that we had 
invested locally and in securities which are on the outside. And I 
want to say further that the average country-bank board of direc
tors can not tell what is a good bond and what is not. We thought 
the Frisco bonds were good, but we were disappointed.

Senator R eed . At the present time that $75,000 which you own on 
time deposits you loaned to A, B, and C right there in your own 
town and county ?

Mr. T il t o n . Yes, sir.
Senator N e l s o n . Just like your other deposits?
Mr. T il t o n . Yes, sir.
Senator N e l s o n . Just like your check deposits?
Mr. T il t o n . Yes, sir. The next point to which I wish to address 

myself is the loss of revenue that this would bring about. I f there 
was an enormous demand created for a certain class of stocks or 
bonds whereby there came into a market for these bonds country 
banks which had never before been buyers, in my judgment the net 
earnings on bonds at the price at which they could be bought would 
be materially reduced by reason of that demand. I think it would 
be safe to say that whereas now we can get a bond that will yield 
us, in some cases, as much as 5 per cent, that by reason of this in
creased demand the net returns on bonds would decline by reason of 
their increase in price. The result would be that country banks 
would get about 4 per cent on their savings deposits.

Senator N e l s o n . And you could not pay your depositors over 2?
Mr. T il t o n . Exactly, sir.
Senator N e l s o n . Instead of paying them 3 or 4?
Mr. T il t o n . We are paying them 4 now and lending them money 

in our communities at 6 and 8 per cent. We would figure that to 
the average country banks in the South where rates are too high— 
and I am speaking now of the entire cotton belt—I think the trans
fer of these funds from local loans would mean an average loss of 
interest of 4 per cent. In my own case it would mean a loss of in
terest on, say, $70,000. And 4 per cent of $70,000 is $2,800.

I have told you that under the provisions of this bill I am going 
to lose $1,500 in exchange, so that would be a total of $4,300, which 
is $300 more than we have ever earned during the last five years. 
And yet we are asked to be patriotic------

Senator O ’G o r m a n  (interposing). You do not consider this a 
perfect bill, then ?

Mr. T i l t o n .  N o, sir; it is not the holy and sacred thing that I 
thought it was going to be when I reached here. I  think it very
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Dearly corresponds to what a celebrated German historian said about 
the Constitution of the United States, that it was forced down the 
throats of a reluctant people by the stern necessities of the times.

Senator R eed . It was a pretty good thing when it got there, was 
it not?

Mr. T il t o n . Yes, sir.
Senator N e l s o n . Y ou  do not think this bill in its present form 

would have that effect, do you ?
Mr. T il t o n .* Well, no. These banks are forbidden to do business 

with each other; they are required to keep a separate cash reserve 
in their vaults. It says you can not mingle these moneys; that you 
are not permitted to take money from one department to pay an 
obligation in the other department. The result is, Mr. Chairman, 
that you might have $10,000 surplus cash in your savings department 
and a check of considerable size might be presented in your com
mercial department and you would have to dishonor it, and that 
means you are insolvent. I f  you were to use your savings-depart- 
ment cash to pay that, the bill says you are subject to a $5,000 fine 
or two years in the penitentiary.

Senator O ’G o r m a n . Take your choice?
Mr. T il t o n . Yes, sir.
Senator R eed . They do not give you your choice.
Mr. T il t o n . The suggestion of the country bankers in this con

nection is this: That the exchange feature be granted, so that the 
Federal bank will be relieved of the burden of collecting any othei’ 
checks except those drawn by members. The other suggestion as to 
the savings feature is that that entire section be stricken out. It 
is not germane to the measure. It has no business there, and it 
will force many national banks to give up their charters, and it will 
prevent hundreds of banks from coming into the system who would 
be glad to do so if they were given an opportunity.

Senator R eed . Let me see if I am right in one thing that comes to 
my mind now. I f  you take your bank which now has about half of 
its deposits—that is, of the deposits which it uses—in time certifi
cates and the other half in ordinary commercial checkable deposits, 
and you provide that the two funds must be segregated. O f course 
you would have to keep a sufficient balance on hand in the com
mercial half of your bank, so that you could be ready at all times to 
meet demands coming in over your counter, and that would have to 
be in excess of your legal reserve, would it not ?
' Mr. T il t o n . Yes, sir.

Sen ator R eed . N o w , y ou  w o u ld  have to  create the sam e kin d  o f  a  
fu n d  in  excess o f any le g a l reserve over in  the savin gs departm en t ?

Mr. T il t o n . Yes, sir.
Senator R eed . And you say you could not use the funds of one 

department in the other department even for a day ?
Mr. T il t o n . N o , sir.
Senator R eed . N o w , the great trouble with the banking business is 

the liability that you are under of having too many people suddenly 
demand their money, is it not ?

Mr. T il t o n . Yes, sir.
Senator R eed . Then is not the fact that you have a large part of 

your money invested in time securities, which you can justly refuse 
to pay, really an element of strength to a bank ?
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Mr. T il t o n . N o, sir.
Senator R eed. Y ou do not think it is?
Mr. T il t o n . N o, sir.
Senator R eed. I want to be sure you understand my question. I f  

all your money was subject to demand at once—if half of your money 
was held on time deposits that you could justly refuse to pay when 
demand was made before maturity—then is not that fact an element 
o f safety to you ?

Mr. T il t o n . Mr. Chairman, that is one of the banking propositions 
that reads very well, but no matter what the strain or stress was, and 
no matter what maturity there might be on a savings deposit, there 
is not one good bank in a hundred that can afford to decline payment 
on a savings account when it is demanded, even though it may not be 
lawfully due until six months thereafter.

Senator R eed. I thought it was a thing that they ought to be en
couraged to do—that the banks ought to be encouraged to do that 
sort of business, because it might be a very great element of safety in 
the hour of trouble; but you seem to take the other view.

Senator N elson . I will tell you what the facts are. They issue 
time certificates, say, for six months, with a statement that if left 
six months they will pay that much interest. But, as this gentleman 
says, whenever a man comes to get his cash, they always give it to 
him, whether the time is out or not, and all that that man loses is the 
interest.

Mr. T il t o n . Precisely.
Senator N elson . That is the way it is run.
Mr. T il t o n . And more than that, if a person came to your bank 

and wanted the money and you did not let him have it—suppose he 
offered the certificate of deposit on the savings bank as security for 
a loan for the unexpired period, you would not turn him down. I f  
you refuse to do that, or will not let him have the money, you will 
start a countryman from your front door who is going to rouse the 
neighborhood.

Senator H itch co ck . Y ou seem to hold rather emphatic views in 
regard to country banks.

Mr. T il t o n . I ought to have emphatic views; I have been through 
the mill.

Senator H itch co ck . Y ou did not get all your views in Boston, 
from the city banks, who are supposed to have intimidated you ?

Mr. T il t o n . I carried my views there and came back with them.
Senator H itch co ck . Did the other country bankers have equally 

as positive views as you have ?
Mr. T il t o n . Some of us considered these provisions much more 

important than any others.
Senator H itch co ck . Then the convention of the country bankers 

was the real thing, and the spontaneous expression of country-bank 
sentiment ?

Mr. T ilto n . Yes, sir.
Senator N elson . Tt was not an infection you got from the big city 

bankers ? [Laughter.]
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Mr. T il t o n . I issued the call, and I wrote the resolutions, and I 
had no conversations with any persons whatever before I issued the

Senator R eed. Who is supposed to represent the sinister influ
ence we have been reading about ?

Mr. T il t o n . We do not know anything about that sinister influ
ence.

I have tried to show, gentlemen, why the savings section should 
not be allowed to stand, and so we ask that it be stricken out. I f  
that is allowed to stand, we will have to face a loss in the matter o f 
exchange. Small country banks which represent over half of the 
total do not make excessive profits. Many of them eke out a bare 
existence. Every item of expense is pared to the last farthing, and 
official salaries, and I say it to my sorrow, are kept down below the 
amount to which we are entitled.

Senator N elson . They do not give any $20,000' salaries like the 
big city hanks?

Mr. T il t o n . The highest salary is $4,500 a year, and the lowest 
is $1,200 in the bank with which I am connected. There is not much 
opportunity to get rich out of that kind of a system.

Senator R eed. What does the cashier get as a yearly salary?
Mr. T il t o n . From $900 to $1,200.
Senator R eed. What does a clerk get?
Mr. T il t o n . From $50 to $75.
Senator R eed. A month ?
Mr. T il t o n . Yes, sir.
Senator R eed. And does the president of the bank draw a salary 

unless he is active?
Mr. T il t o n . N o, sir.
Senator R eed. And if he is active, what would lie be doing, acting 

as cashier, or what?
Mr. T il t o n . I do not know of any country bank president who 

gets more than $1,800.
j ^  rive them 30 days annual leave and 30

Mr. T il t o n . That depends on how much stock he has. [Laugh- 
ter.]

Senator R eed. In a word, the salaries are low and the expenses 
are kept low, and an institution run in that way, if  it does not make 
any bad loan, may make a little money?

Mr. T il t o n . Yes, sir
Senator R eed. And be of service to the community.
Mr. T il t o n . I want to say right there that a lack of profits in 

banking is the most dangerous factor in bank solvency that is ex
tant. You get a president or a cashier prodded by a board of d i
rectors, and they are in turn being pushed by dissatisfied stock
holders who are complaining of the earnings of their institution, 
because they are not getting their 6 or 8 per cent dividends and 4 
per cent surplus, and you put a bank official in that kind of a posi
tion, Mr.. Chairman, and you have started that bank on the road to 
ruin.

Senator N elson . He has to make risky loans, speculative loans, 
because of the higher interest?

call.
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Mr. T il t o n . Yes, sir. In conclusion, the country banker wants 
this bill to be a success. We are not looking upon it as a partisan 
measure. We believe it is something designed to benefit all the 
people. We believe it can be made a success with our cooperation, 
but we feel it is an injustice to attempt to pass any bill which the 
small country banker can not take part in. I do not care for the 
little $2,500 assessment in the stock of the Federal bank; I would not 
mind if it was $5,000. I would be gaining an additional friend on 
top of my nearby city connection. I could go to the Government 
bank, and as a matter of law demand that my commercial paper 
be changed into currency, whereas now I can only go to a nearby 
friend and ask it as a favor from him.

Senator H it c h c o c k . Suppose the reserve bank refuses to discount 
your paper ?

Mr. T il t o n . That is not what they are there for.
Senator H it c h c o c k . There is nothing in the bill to compel it.
Mr. T il t o n . I would not care to discuss that question. We would 

go around and buy a box of cartridges, I guess, and a gun. 
[Laughter.]

Senator R eed . We have been asking for practical suggestions. 
[Laughter.]

Mr. T il t o n . Mr. Chairman, and gentlemen of the committee, the 
national country bankers do not want to surrender their charters. 
You have not any right to force us to do so. We are proud to do 
business under the laws of the United States, and if the time ever 
comes when we must surrender that charter, and attempt to go back 
to the State charter, it is going to mean a very marked reduction in 
our business. How can a countryman understand why this has been 
done? You can get up on the housetop and talk for months as to 
the reason why the Government has passed the law which you can 
not do business under. It will drive our customers away, and you 
have no right to disregard the 4,000 or 5,000 country national banks 
and say that we are going to fix up something for the big banks in 
the fiscal centers, and let you stay out and surrender your charters, 
and use your name, and continue to rely upon the same people you 
have been relying upon.

Senator R eed . Y ou seem to be under the impression that the coun
try bankers had some kind of a right to be heard before they were 
legislated out of existence.

Mr. T il t o n . Yes, sir; we feel that way, quite deeply.
Senator O ’G o r m a n . Have you had any opportunity before these 

hearings to present your views regarding this pending legislation ?
Mr. T i l t o n .  N o, sir; this is our first opportunity.
Senator O ’G o r m a n . I am not speaking of you particularly, I am 

speaking of the country bankers.
Mr. T il t o n . This is the first time we have been represented by a 

committee. There may have been individual country bankers who 
have had an opportunity to be heard. I do not believe there has 
been a country banker who is truly a rural banker, as myself, who 
has had an opportunity to be heard; I mean a banker representing a 
bank with $25,000 capital and less. We are over half of the total 
number of country banks.

Senator H itch co ck . It is very evident that the country bankers 
have not been heard or this bill would have been amended.
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Senator R eed. Do you really think it is worth while for this com
mittee to take two or three days of our time in order to hear the 
country bankers? Do you think that would be a good expenditure 
o f time on the part of seven or eight men ?

Mr. T il t o n . Yes, sir.
Senator N elson . D o you think we are justified in having these 

hearings and listening to you gentlemen ?
Mr. T il t o n . Yes, sir.
Senator N elson . And taking into consideration the fact that it 

would seriously affect you ?
Mr. T il t o n . Yes, sir.
Senator N elson . Y ou think we are justified in that?
Mr. T il t o n . Yes, sir.
Senator N elson . I am glad to hear it.
Mr. T il t o n . I f  we are unable to go into the system, the small 

country banker might give up his charter. That is certain. I f  we 
are able to retain our charters and go into the system, I believe that 
most of the State banks will also do the same thing.

For one'I believe that the idea is rapidly growing that we should 
have but one banking system in the United States. And I feel that 
just as soon as the State banks see that they have an opportunity to 
come in under this bill and have a part in this new financial system 
they will be willing, without being forced to do it at once, to give up 
their State charters and do business as national banking institutions.

Now, Mr. Chairman and gentlemen, you have the choice before 
you. You have two sections in this bill, the only two we are con
cerned with. We expressed at Boston no opinion as to whether 
there should be 1 or 100 banks, whether there should be 3 or 30 men 
on the Federal board. We are not concerned with those things. I  
do not believe there is any chance for a Government bank to be 
located at Pell City, and I do not believe there is any chance for any 
of us ever getting on any of these boards. I f  we have a chance, we 
might be a little bit excited about that, too. The things which we 
have presented here now are the two things which will enable us to 
become a part of this system.

Senator R eed. Do you think there is any chance for some of you 
country bankers, you little men with the banks of $25,000 capital— 
I mean the capital is little, not that the men are little—to be on the 
board of directors of a regional bank?

Mr. T il t o n . I do not imagine so.
Senator R eed. Why not? You have the same vote.
Mr. T il t o n . I have not gone into that question.
Senator O ’G o r m a n . Perhaps if you organized them as you organ

ized the Boston convention you might accomplish something.
Mr. T il t o n . I would not undertake that. Here are two features 

o f this bill that are not germane to it. The bill might be perfect as 
it stands; it might do something that was miraculously inspired, and 
you could remove the two sections from it and it would do the bill 
absolutely no harm. You have the choice of keeping those two 
features in and keeping out from 7,000 to 12,000 banks. And from 
what I have heard and seen in this committee room since I have 
been here I am going back home absolutely certain that no injustice 
is going to be done to the country banker.
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Senator R eed . Suppose we make the changes that you gentlemen 
suggest, in substance; perhaps not the changes that you suggest, but 
give you substantially what you ask for, are you not coming into 
this system?

Mr. T il t o n . Yes, sir; on the run.
Senator R eed . That is what we want to know.
Well, who is the next witness? I believe Mr. Barry is the next 

witness.

STATEMENT OF DAVID BARRY, CASHIER OF THE FIRST 
NATIONAL BANK, JOHNSTOWN, PA.

Senator R eed . What is your topic, Mr. Barry?
Mr. B a r r y . Reserves.
Senator R eed . Where do you live, what is your bank, and what is 

your position?
Mr. B a r r y . My name is David Barry; I am cashier of the First 

National Bank, of Johnstown, Pa.
Senator R eed . What is the capital of that bank?
Mr. B a r r y . The bank was organized in 1863, and was the fifty- 

first national bank to be organized.
Senator R eed . What is the capital?
Mr. B a r r y . $400,000 capital.
Senator R eed . And the surplus?
Mr. B a r r y . $500,000 surplus; undivided profits, $70,000; deposits, 

$6,000,000; and our circulation is $209,000.
We have 190 stockholders, and all but about 50 shares of our stock 

is held in our community. I want to say at the start, Mr. Chairman, 
that in the panic of 1907, although we are located in a great manu
facturing center, where we have heavy pay rolls to meet, in the panic 
o f 1907 everything was paid on a cash basis.

Senator R e ed . Did you put any limit on your depositors?
Mr. B a r r y . None w hatever.
Senator R eed . H o w  many other national banks are there in your 

town?
Mr. B a r r y . I have those figures here. We have 3 national banks,

4 trust companies, and 4 State banks.
Senator R e ed . What is the population?
Mr. B a r r y . The municipality, I should say. has 60,000, but the im

mediate neighborhood would probably bring it up to 75,000.
Senator R eed . Y ou may proceed.
Mr. B a r r y . I am asked to speak on the question of reserves, as it 

concerns the country banks, and I will read the resolution adopted at 
the Boston meeting in regard to reserves:

Thai whatever percentage of reserves is agreed upon should carry with it the 
right to keep not less than one-third of such reserves with approved reserve 
agents in fiscal centers. The reduction of reserve from 15 to 12 per cent is no 
real advantage to the country bank. Very few country banks can do business 
without having a larger amount of funds either in vault or with near-by connec
tions. These connections must be maintained after the passage of this law. 
The money so held by them should be counted as a part of the country-bank 
reserves.

I f  you will permit me, Mr. Chairman, to refer to the proposed law 
as compared to the present law, I will say that the proposed law
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provides, when it goes into final operation, that the reserve to be held 
by country banks must be as follows:

Five per cent of our deposits must be held by the regional reserve 
bank, 5 per cent must be held at home, and 2 per cent may be kept at 
home or with the regional reserve bank, as we may prefer.

Senator P om erene . Yesterday in a question I* misstated the pro
visions of the bill, confusing the provisions of the bill with a sugges
tion which was made here. It is 5 per cent in the vaults, 5 per cent 
in regional reserve banks, and the other 2 per cent may be either one 
place or the other.

Mr. B arry . I f  you will turn to page 37------
Senator R eed (interposing). Either in the reserve bank or in their 

own vaults; but there is no option permitting you to keep that 2 per 
cent with any other bank?

Mr. B arr y . Oh, no. It is optional between our vault and the re
gional reserve bank, so far as the 2 per cent is concerned. Five per 
cent must be kept at home and 5 per cent must be with the regional 
reserve bank, and 2 per cent we may have either in our own vault or 
with the regional reserve bank.

Senator R eed. All right; there is, then, no dispute between us.
Mr. B arr y . The present law, which we are operating under now, 

requires that 15 per cent of our deposits be kept in reserve; not less 
than 6 at home and the other 9 entirely optional. It may be kept at 
home or with our approved reserve agents, as we see fit. Country 
banks, indeed, keep on hand for pay-roll purposes, as they do in our 
district, more than 5 per cent, sometimes 10 per cent, and sometimes 
15 per cent of their deposits, and we think that should be permitted to 
count as a part of the 7 per cent reserves, provided it is kept in law
ful money. Under the proposed law, cash on hand over 7 per cent 
would be counted as reserves, and yet if so counted we must take it 
out of our possession and send it away into the possession of the re
gional reserve bank, where we can not get it, and then it counts as 
reserves. Most of Pennsylvania, Ohio, New Jersey, New York^ In
diana, Illinois, Maryland, Virginia, and West Virginia, except one 
section, are deeply concerned over this provision of the bill. When 
I came here this morning several gentlemen from the far West and 
the South asked me to make particular mention of this feature, which 
was an important thought in my mind at the time. So it is not pecu
liar to our district.

We feel that the banks in the country should be permitted, as I 
said a moment ago, to count as reserve any lawful money they may 
hold in their vaults over and above 7 per cent, even though it reduces 
their balance with the Federal reserve bank below 5 per cent. We 
believe that to modify the law as we suggest would strengthen the 
bill and not weaken it, and we feel, too, there is no likelihood that 
any country bank will abuse this privilege because there is no in
centive.

Senator R eed. H ow  low would you allow them to have their re
serves in the Federal reserve bank?

Mr. B arr y . Without fixing any fixed limit, I  should think that 
reserve ought to be in every sense of the word a reserve for the 
country bank. You take, for instance, I am not referring particu
larly to ourselves, we are so large that the ordinary rules do not 
apply to us; but you take a bank with deposits of, say, $1,000,000.

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



BANKING AND CURRENCY. 2323

Under the law it must keep $120,000—$50,000 at home and $50,000 
with Federal reserve bank, and, we will assume, the other $20,000 
at home. That is $70,000. One of its depositors comes in and pro
ceeds to build up a great deposit account in order to make a pay roll 
the next week. So large have the deposits of the country bank in
creased for this particular purpose, that night, that the country 
banker must, under the terms of the law ship 5 per cent of those in
creased deposits to the regional reserve bank.

Senator N e l s o n . The 2 per cent optional will take care of it.
Mr. B a r r y . I  assume that 2 per cent is at home, because a pay

roll bank will need the 2 per cent at home, and a good deal more. 
I  assume it will keep that much at home, where they need it worse 
than in the regional reserve banks. Now, the depositor, having de
posited daily for 10 days in order to meet a pay roll, in order to 
have a large balance to meet his pay roll, comes in, we will 
say, on Saturday, and asks to have given him approximately 7 
per cent of the deposits, under these circumstances. That bank dare 
not temporarily use for even a day or two, as the case may be, any 
portion of its balance at a Federal reserve bank. I f  it is loaning 
close to its reserves, it must positively borrow money for one, two, 
or three days to meet this pay roll.

Senator N e l s o n . Suppose that money is in a bank in New York, 
and the bank uses it as they did in 1907; what will they do ?

Mr. B a r r y . We managed to get along.
Senator N e l s o n . Y ou managed to get along, but you got along 

without that reserve money.
Mr. B a r r y . Yes; but that is liable to happen to-day.
Senator N e l s o n . Was not that one of the causes of the panic, that 

the reserves had piled up in New York and they could not afford 
to pay 2 per cent interest on those deposits, was not that it?

Mr. B a r r y . It may be------
Senator N elso n  (interposing). And they invested it on call loans 

in the stock exchange, and when the panic came, those loans were 
the least liquid of all its assets.

Mr. B a r r y . I am------
Senator N e l so n  (interposing). You would simply be perpetuating 

a vicious system.
Mr. B a r r y . I am talking on quite a different subject. The point I 

raise is this: We have a large pay roll to make up.
Senator N e l s o n . Yes.
Mr. B a r r y . And we dare not take it all out of our vault, because 

if we do, we will run below our reserve there, and therefore we must 
keep a balance with other banks in order that we may get it quickly, 
because we dare not take it out o f the regional reserve bank, even 
temporarily.

Senator N e l s o n . Y ou can not take your reserves. I f  you should 
take your reserves you indirectly violate the law.

Mr. B a r r y . Under the old arrangement, Senator Nelson, we are re
quired to keep 15 per cent, and we were permitted to keep 9 per cent 
of that wherever we saw fit. Now we are denied that right, and the 
provision of the law that positively fixes 5 per cent to be kept at home 
and 5 per cent to be kept in the regional reserve bank compels us to
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keep a much heavier reserve at home in order to meet these pay-roll 
demands.

Senator B ristow . Let me see if I  understand you. Say that your 
deposits were $1,000,000. Then, under the present law, you would 
have to have $150,000 of reserves ?

Mr. B arry . Yes.
Senator B ristow . That $150,000 could be in other reserve banks or 

in your vaults?
Mr. B ar ry . No; 6 per cent is the minimum that you must have.
Senator N elson . But you can have 15 per cent, if  you want it?
Mr. B arr y . Yes.
Senator B ristow . And you may have all of it there. Under this 

proposed law you have got to have so much in your vault and 5 per 
cent in the Federal reserve bank?

Mr. B arry . Yes, sir.
Senator B ristow . N o w , you can not use that 5 per cent in any way; 

that has to be there ?
Mr. B arr y . It must be there.
Senator B ristow . So that you might have a large amount of cash 

at a certain time in the week at home, in fact, in excess of the 7 per 
cent, but nevertheless you could not count any part of that as a re
serve, because you have got to have 5 per cent of your deposits any
way in this bank ?

Mr. B arr y . Precisely. Let me illustrate that, Senator. We will 
assume the deposits are $1,000,000, and you have $49,000 with 
the regional reserve bank, and then $160,000 for pay-roll purposes.

Senator B ristow . You have to have $50,000 with the regional 
bank?

Mr. B arr y . I  am first supposing that for the moment you happen 
to get below the amount fixed by law. I f  your deposits are $1 ,̂000,000, 
and you have only $49,000 in the regional bank and send the other 
$1,000 home for pay-roll purposes you are below the law.

Senator P om erene . Let me ask you there, what actual reserves 
do you keep on the average ?

Mr. B arry . As I said a moment ago, I am not pleading for our
selves, because we carry such an excess of reserve that the law would 
not apply, but I am pleading for the country bankers in the great 
pay-roll centers. Our deposits of $6,300,000 we had protected, at our 
last statement, $605,000, and had from other banks $1,137,000. That 
is to say, we had $1,700,000------

Senator P om erene (interposing). What per cent would that be?
Mr. B a r r y . Ten per cent cash at home and 15 per cent with the 

reserve agent and 3 per cent scattered among our reciprocal friends.
Senator P om erene . Twenty-eight per cent, in other words?
Mr. B a r r y . Yes.
Senator P o m e r e n e . There is not anything in this bill which would 

prevent any banker from keeping in excess of the 12 per cent if he 
sees fit.

Mr. B arr y . Precisely; but 5 per cent he must keep with the re
gional reserve bank, which seriously hampers the smaller bank.

Senator N elson . But he can get a discount on that.
Mr. B arry . That will be a very slow process. You can not get 

it done by telephone, as Mr. Rogers suggested a moment ago.
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Senator N e l s o n . When a bank gets so its life or death depends 
on that 5 per cent the bank is hardly worth preserving.

Mr. B arry . Perfectly true, but the 5 per cent ought to be of some 
use to the bank, nevertheless.

Senator N elson . It can use it by discounting paper for it.
Mr. B ar r y . But the point is, there is no use the bank can make 

from day to day of those reserves as it can now.
Senator P om erene . So your opinion is that the reserve system now 

is entirely satisfactory?
Mr. B arry . Not at all.
Senator P om erene . Don’t you think the reserve provision in this* 

bill is an improvement?
Mr. B ar ry . Provided the 5 per cent is absolute------
Senator P omerene (interposing). You have 15 per cent now and 

part of it you must keep in your own vaults.
Mr. B a r r y . The rigidity of the present law is what we suggest be 

modified.
Senator N e l s o n . Y ou can keep 1 per cent more under this law than 

you are required to keep under the existing law.
Mr. B a r r y . One per cent less.
Senator N e l s o n . N o : you can keep 7 per cent in your vaults in

stead of 6.
Mr. B arry . But, as I say, in actual practice we do keep 10.
Senator P o m e r e n e . Is not the rigidity less in the proposed law 

than under the present law?
Mr. B arr y . Pardon me. There is no rigidity in your resources 

with your reserve agents now.
Senator P om erene . My question was as to the amount.
Mr. B&rry . The amount is smaller, I  admit.
Senator N elson . I f  you drew all your reserve out from your re

serve agent you would be violating the law.
Mr. B ar ry . Certainly, but nevertheless we would be using the re

serve.
Senator R eed . At the present time if a bank had deposits of 

$1,000,000 it would have to have some place, either in its own vaults 
or the vaults of other banks $150,000 reserve?

Mr. B arr y . Yes, sir.
Senator R eed. Now, if it carried that reserve, 6 per cent in its 

own vaults and 9 per cent in other banks which it could do, it could 
get accommodation from those other banks if it needed money sud
denly ?

Mr. B arr y . Yes, sir.
Senator N elson . Provided there was no panic.
Senator R eed. I am speaking about ordinary conditions. I f  it 

wanted to run its reserves down in these other banks it could do so 
provided at the same time it ran its reserves up in its own vaults ?

Mr. B ar ry . Precisely.
Senator R eed . I f  it wanted to run its reserve in its own vaults 

down clear to the 6 per cent it would do so, provided the aggregate 
in all the places was 15 per cent?

Mr. B ar ry . Precisely.
Senator R eed. N ow, under this proposed law it has to keep 5 per 

cent in the regional bank, and that 5 per cent in the regional bank is 
fixed?
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Mr. B arr y . Absolutely.
Senator R eed. And it has to keep 5 per cent in its own vaults, 

which is another fixed thing.
Mr. B arry . Yes.
Senator R eed. And when you approach the line of 5 per cent in 

their vaults you must stop, and the only leeway* that is left is 2 per 
cent. You can keep 2 per cent in excess in the regional bank or you 
can keep 2 per cent in excess in your own vaults ?

Mr. B ar ry . Yes, sir.
Senator R eed. So you have a leeway of 2 per cent, whereas under 

the old law you had an actual leeway of 9 per cent.
Mr. B ar r y . That is it.
Senator R eed. N o w , you claim that as it works out it would be 

something like this: You have $1,000,000 deposits normally, and 
normally you would have to have $60,000 in your own vaults, under 
this bill, and $50,000 in the regional bank, and 2 per cent—or 
$10,000—you could keep in your own vaults or in the regional bank 
as you pleased. You have $10,000 there you can move back and forth, 
and that is an advantage.

Mr. B arry . $20,000, if you please; it is the rigidity, it is the fixed 
investment, you may say------

Senator R eed (interposing). I understand. Now, a man comes in 
along about the first of the week, and he puts in $20,000, and per
haps later in the week he puts in $30,000 more. Now he has $50,000 
in your bank that he is going to use on Saturday night to pay his 
men off with. But the minute the $50,000 is put in your bank you 
must send 5 per cent of it, which is $2,500, to the regional bank. 
You have that much money you must send to the regional bank, and 
you can not possibly use it on Saturday night.

Mr. B ar r y . And you can not possibly get it until several days 
after you have got this amount of cash.

Senator R eed. That is the thing you object to ?
Mr. B arry . Yes, sir.
Senator R eed. And, Senator Nelson, I do not think that goes to 

the question of the solvency of the bank.
Mr. B arry . Not at all.
Senator N elson . We must legislate, to my mind, for periods of 

stress. In ordinarily good prosperous times, when everything moves 
easily, almost any system will do, and our legislation must be shaped 
to meet emergencies. The panic of 1907, if it disclosed anything, 
disclosed the fact that our system of bank reserves was a danger.

Senator R eed. Yes.
Senator N elson . And this gentleman takes exactly the stand that 

Mr. Reynolds took; and, to my mind, it amounts to this: That these 
large city banks want to still continue to hold these reserves that 
they have been able to hold under the present system.

Senator R eed. A s I understand, his position is not exactly that, 
He would like to have the privilege of running the reserve in the 
reserve bank down below 5 per cent, provided at the same time he 
could run the reserve up in his own bank enough to compensate it. 
Do you claim the right to put that reserve over in a third bank ?

Mr. B arr y . I believe the country bankers would agree with me 
that we would rather have the percentage of reserve increased back

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



BANKING AND CURRENCY. 2327

to 15 per cent, provided we were permitted to keep some with our 
present city banks, where we can get accommodation.

Senator N elson . And this 2 per cent interest.
Senator R e ed . Suppose that were not done and this bill were 

amended so that there should be never less than 3 per cent in the 
regional banks, and a total in the regional bank and in its vaults of 
not less than 12 per cent. Would that do you any good?

Mr. B arr y . That would help some.
Senator R eed. Of course, that is depleting the reserves in the 

regional bank and making it so there would not be much money there 
to run it with.

Mr. B arr y . Five per cent of $6,000,000,000 is a great deal of 
money; $300,000,000 added to the Government’s deposits make an 
enormous fund.

I f  you will permit me to go a little further, I will develop the 
question why we want to keep our reserves to some extent writh city 
reserve banks, and I will discuss another point or two along the way.

The question has been asked by a good many country bankers here 
whether the law will be construed in figuring these reserves that the 
reserves will be counted as the books of the regional reserve bank 
show or as the books of the country banks show. We believe that 
is a matter of sufficient importance to have it defined in the bill. That 
may not seem important until we study the question very closely. As 
Mr. Tilden stated here a while ago, and Mr. Woodruff before him, 
there is only one way that a bank of our size could be safe in obeying 
the law if 5 per cent is absolutely insisted upon and if the regional 
bank is permitted to charge against our balance of checks that come 
on us. There is only one way we can be safe, and that will be to 
keep nearly 10 per cent with the regional bank. I f  the reserves are 
figured according to our books, then we can keep pretty close to 5 per 
cent all the time and not much of an excess.

Senator R eed. Why is that ?
Mr. B ar ry . For instance, when we start in in the morning we do 

not know what our morning mail will contain. Our mail often brings 
in $150,000 worth of checks on us. I f  they came through the regional 
bank, and our reserve there is $300,000, our reserve is gone. But if 
it is figured according to our books and we can make that good the 
same night, that is an entirely different proposition.

Senator N elson . I have no doubt but that that rule would be 
adopted. I can not see how they could adopt any other rule.

Senator R eed. It is manifestly quite important.
Senator N elson . Besides, that brings us to another question here 

that one of the bankers suggested, and that is this question of net 
deposits. You will remember that one gentleman—I do not recall 
his name—said that in the gross deposits you should deduct matters 
in transit.

Senator B ristow . That was Mr. Vanderlip.
Senator N elson . So that if you deducted those matters in transit 

and took the net deposits you would not have this difficulty.
Mr. B arry . The next proposition is, coming back to the subject 

again, that I asked that our country banks be permitted to carry a 
portion of their reserves, provided, of course, the proper amount be 
carried in their vaults and a proper amount be carried in the Federal 
reserve bank. They ought also to be permitted to carry with city
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banks and count as reserve some of their balances. From its very 
nature, we doubt whether the regional reserve bank will ever become 
so intimate with the country bank as to give it the service the-country 
bank gets now. There is an old story about a city bank cashier in 
New York who was very much concerned because he could not match 
a piece of dress goods that a cashier in the West sent him, and, more 
recently, we all know the trouble that has been caused New York 
bank cashiers by requests for tickets for the ball games. It may be 
improper, but it shows the intimate relationship and friendship in a 
business as well as a personal way between the city bank and the 
country bank.

Take our case, and the case of all these banks in the great pay-roll 
centers. It may be interesting, perhaps, Senators, to know that our 
bank alone makes up and pays cut over its counters every month 
approximately $1,400,000 in actual cash, which is disbursed right 
there in our community, and that does not include the pay rolls of the 
Pennsylvania Railroad and the Baltimore & Ohio Railroad and sev
eral other very large pay rolls. I dare say the pay rolls in our com
munity will run close to $1,750,000 a month.

Senator N elson . Your town is where the great flood was some 
years ago?

Mr. B arr y . Yes.
Senator N elson . I can locate it now.
Mr. B a rry . A  long time ago we had an arrangement much less 

satisfactory than the present one. Our bank itself, for instance, 
constitutes itself a sort of reservoir for all our neighboring banks. 
When they get too much cash we have a gentlemen’s agreement that 
we will take it off their hands, because we have these enormous pay 
rolls to make up. And that, perhaps, may answer the question that 
may be in the minds of some of you, why we keep at home 10 per 
cent. The reason for that is that we have to make up these enormous 
pay rolls, so we relieve our neighbors of this cash. Nevertheless, 
we find ourselves at times, when unexpected pay roll demands come, 
that our cash at home is not quite as much as it should be. A  long
distance telephone message to Pittsburgh at 10 o’clock in the morn
ing will bring out what yve need in any amount. A  long-distance tele
phone message to Philadelphia to-day will bring the money out to
morrow. We do not believe we could get that service from the 
regional reserve bank; we know we could not, and that is one of the 
reasons why we ask that we be permitted to carry a portion of our 
reserves with our present city correspondents.

Senator O ’G o r m a n . What proportion do you suggest you should 
be permitted to carry with your present city correspondents ?

Mr. B arry . I  should say 3 per cent. Perhaps I should say, make 
it equal, half and half; I mean the same amount with the city 
correspondent as we carry with the Federal reserve bank.

Senator N elson . That would be 5.
Mr. B arry . Senator Reed suggested a moment ago 3; that we be 

permitted to reduce our depostis in the regional reserve bank to 3 
per cent, and keep 3 per cent with our correspondents.

Senator N elson . Suppose this fluctuating amount of 3 per cent— 
I  call it fluctuating because it may be in either one of two places—sup-
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pose that were placed with your big city banks. Now, instead of 
being fluctuating------

Mr. B a r r y  (interposing). That would not help us much, Senator, 
because the amount we require at home is often in excess of the 
7 per cent ŵ e are permitted to have.

Senator N e l s o n — . There would not be a great difference.
Mr. B a r r y . A s I said a moment ago, we would prefer the reserve 

to be continued at 15 per cent, kept in the way I suggest, and to 
have it 12 per cent and limited to two places.

Senator P o m e re n e . A s I understand your testimony, you said this 
question of reserves would not affect your individual bank very 
materially.

Mr. B a r r y . N o.
Senator P o m e r e n e . And you simply had some concern about the 

smaller banks?
Mr. B a r r y . Some, because I have talked to them.
Senator P o m e r e n e . On an average, what reserves do they carry?
Mr. B a r r y . They keep as close to the 15 per cent as they can.
Senator P o m e r e n e . I know that is the legal reserve, but are they 

somewhat in excess of the 15 per cent ?
Mr. B a r r y . Not to any great extent. As I say, they keep as close 

to it as they safely and comfortably can.
Senator N e l s o n . The country banks in my section, as a rule, keep 

a great deal more than the 6 per cent in their vaults.
Senator P o m e r e n e . Most of the country banks we have heard from 

thus far.
Senator B r is t o w . In the large cities, I think, we will find it some-. 

what different.
Mr. B a r r y . Here is a peculiar condition. A bank of our size, for 

instance, within 5 or 10 miles of Pittsburgh, will not keep the enor
mous reserve in the vault that we keep, because they can send a 
messenger down with a bag and he will bring it back on the street 
car in a few hours. We can not do that. The cost of shipment and 
all that sort of thing would more than make up the amount we have 
on deposit.

Senator R eed . Mr. Barry, how are you going to build up a central 
reserve bank system and a regional bank system that is going to be 
strong enough to withstand the pressure in the hour of adversity 
and sustain the banking system, unless it has some money on hand to 
do it with ?

Mr. B a r r y . Well, Senator, that is a very big question, but the 
thought that is in the mind of the country banker is this—if you 
will pardon me until I make some figures here. The Government 
proposes to take 10 per cent of our capital stock at once, and the 
Government also proposes to take 5 per cent of our deposits of $6,000,- 
000,000, which is $300,000,000. I do not know what the Govern
ment deposits will be, but I am told $150,000,000.

Senator N e l s o n . It wTill all depend on the revenues, you know.
Mr. B a r r y . Yes. The bank will start out with resources of $550,- 

000,000; and, since the statement of the Comptroller of the Currency 
made up on June 4,1913, showed that the total amount of rediscounts 
and borrowings of all the national banks in the United States
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amounted to only $73,000,000, the country banker is asking, Where 
is the neeid of starting out with $550,000,000 ?

Senator P o m e r e n e . Oh, well, you understand that under this pro
posed system rediscounts would not be as unpopular as they are now.

Mr. B a r r y . Senator, I  think you will find scattered throughout 
this country a very large number of banks, ours being one of them— 
I think, a majority of the banks—that look with considerable horror 
on the idea oi placing themselves in the position of borrowers.

Senator P o m e r e n e . That is because of an old system that has 
prevailed here for years.

Mr. B a r r y . Y ou will find a great many banks, too, that are so 
situated—they are fortunate, I admit—that they do not need to 
borrow, and no matter what provisions are made in the currency bill 
fo r  rediscount they will never avail themselves of the rediscount.

Senator R e ed . N o w , one trouble which we have to contend with, 
as I understand it, is this: That a bank takes its reserve, and, instead 
o f  keeping it in its own vaults where the law may require it to be 
kept, it deposits it in another bank. It may be deposited in a number 
o f  banks, pyramided, and then when the crash comes, by the failure 
o f  one bank the money may be tied up in a half a dozen banks. Now, 
you want to prohibit that system to some extent by forbidding de
positing in other banks, do you not ?

Mr. B a r r y . I think, Senator, that if the bill is passed than danger 
will be at an end, because we still have the regional bank to come to 
and to rediscount for our city banks and move our reserves. The 
country bank views the situation in this way: The city bank renders 
us a service which the regional reserve bank, under this bill, can not 
possibly render. Now, permit me to state a few transactions that 
come across our counter daily.

We have some large manufacturing establishments in Johnstown, 
and the practice was several years ago when we had an item from 
them to the Pacific coast to send it to Pittsburgh, and Pittsburgh, in 
a leisurely manner, would sent it to Chicago, and Chicago in turn 
would send it to San Francisco, and San Francisco, perhaps, would 
forward it to Seattle, and Seattle would- make returns back the 
whole way. Our arangement is now that we send that item out 
b y  special delivery, together with instructions to the bank at 
Seattle to collect and remit for our credit to the bank in San 
Francisco, the bank in San Francisco wiring us when they have the 
credit. Under ordinary circumstances that item is cleared up and 
placed to our credit with our reserve agent in San Francisco. Then, 
i f  our needs in the East require it, we will ask our San Francisco 
correspondent to make a transfer by wire to New York. These things 
I mention—such transactions as that—are absolutely necessary to 
the routine conduct of our business and the business of banks situ
ated as we are.

Senator N e l s o n . Are you satisfied with the present banking sys
tem?

M r . B a r r y . N o, sir.
Senator N e l s o n . What are the defects in it in your opinion?
Mr. B a r r y . The defects are, as Senator Reed said, first, the pyra

miding of reserves.
Senator N e l s o n . I s that all?
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Mr. B a r r y . Another is the rigidity of the currency.
Senator N e l s o n . Are not the two great things that w e are seeking  

to remedy and cover by legislation, first, to give us a more elastic  
currency; and, second, to gather together and conserve our reserves  
and utilize them, making a basis for credit and currency? Are not 
those the two leading purposes we ought to have in view?

Mr. B a r r y . I th in k  so.
Senator N e l s o n . Can we afford to take such a penny view of it 

and ignore those two central ideas?
Mr. B a r r y . In creating this legislation I think it would be well to  

bear in mind that banks such as ours in giving up the $300,000 or 
more to the regional bank must almost to that extent reduce their  
loans.

Senator N e l s o n . We are legislating for the welfare of the whole 
country; we can not legislate for any particular bank.

Mr. B a r r y . I am not asking that. I am speaking for the banks 
of this great section.

Senator N e l s o n . Here is one advantage. These reserve banks— 
1 or 12, whatever the number may be—can utilize these 5 per cent 
deposits, supposing they be discounting commercial paper.

Mr. B a r r y . Yes.
Senator N e l s o n . N o w , your bank could come to a reserve bank with 

commercial paper—and I take it you have such paper as this bill 
contemplate—and get that paper discounted and have bills issued 
for it. Now, in order to make your bills good, the bank must have  
a gold reserve of 33 per cent. That reserve, manifestly, must com e 
from its capital and 5 per cent of its deposits. Now, the best part o f this 
system is the fact you are not paying 5 per cent on your deposits. 
That is the great thing that is permitted, and you build up these re
serves. Don’t you know that?

Mr. B a r r y . T w o  per cent may be part of the attraction, but there  
are banks in the cities to-day that we would rather keep a free balance 
with and have the service they render than for other banks to pay 
us 2 or 3 per cent.

Senator N e l s o n . Y ou can keep everything you like outside of this
5 per cent.

Mr. B a r r y . I understand; but it is going to reduce country bank
ing loans by approximately that amount they put in the regional re
serve bank.

Senator N e l s o n . They can not give you emergency currency.
Mr. B a r r y . Pardon me, Senator, but I think they do give us in 

ordinary times------
Senator N el so n  (interposing). Clearing-house certificates or  

chips------
Mr. B a r r y  (interposing). No; during ordinary tim es they can and  

would serve us better.
Senator R eed . Mr. Barry, let us see if you are not overdrawing 

that—unintentionally, of course. The ordinary banker who is doing 
a conservative banking business does not think of running his bank 
down and keeping it down to the mere naked legal reserve, does he!

Mr. B a r r y . No, sir.
Senator R eed . He always has that legal reserve, a safety fund—I 

call it that for want of a better term—and he has to keep tnat saf&ty

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



2332 BANKING AND CURRENCY.

fund there because of the fact that if there were to be a sudden de
mand he might not be able at once to get money. Now, if  there is a 
place provided where with almost absolute certainty he can get 
money and get it within a few hours, he can then loan down nearer his 
legal reserve, can he not?

Mr. B a r r y . Yes.
Senator R eed . And therefore there would be some monejr realized 

in that way to compensate for the moneys that were carried away 
from the community and over to the regional bank. I want you to 
speak with great candor on this------

Mr. B a r r y  (interposing). That is true, Senator------
Senator R eed . I want from you gentlemen your candid, absolute 

judgment.
Mr. B a r r y . That is true, Senator; but, carrying out what Mr. 

Rogers said yesterday, there are thousands of banks like ours that 
would be very sorry to depart from the old practice of being very 
strong in cash and reserves.

Senator R eed . Y ou can still continue that, and you can still de
posit with outside banks, carry as much as you want to in the way 
o f balances, get as much interest as you want to, and have the ad
vantage of that, and still have the advantage of this other system. 
All that is required is a 12 per cent reserve in the aggregate. Now, 
I  have great sympathy with your argument that you ought to be able 
to count as your reserve the money in the regional bank, or the money 
in your own bank, without being required absolutely to keep a fixed 
amount in the reserve bank provided that system does not work to the 
depletion of the reserve banks’ moneys. I f  some plan could be de
vised whereby if you ran below for a day or two in the regional bank, 
making it up promptly, I would not see so much objection to that.

Mr. B a r r y . It is the rigidity of this fixed amount, this reserve in 
the regional bank------

Senator R eed  (interposing). I  am only suggesting this as a mere 
thought; I am not committing myself to it. Would it do you any 
good if the bill provided that for a period of not to exceed two days, 
or three days, or four days, you might at any time impair the reserve 
in the regional bank, provided you had an equivalent amount in your 
own vaults?

Mr. B a r r y . It would help quite a good deal. It is the rigidity of 
the reserve bank balance that the country banks object to.

Senator N e l s o n . Let me call your attention to this: Under the 
existing law banks in central reserve cities are absolutely required to 
keep 25 per cent in their vaults against the 5 per cent circulation. 
Now, that is a fixed item, is it not?

Mr. B a r r y . Yes.
Senator N e l s o n . The central reserve banks in the three great cen

tral reserve cities of this country must keep 25 per cent, and that 
is deader than a doornail, compared with the new reserve banks under 
this bill. Now, the reserve banks under the provisions of this bill 
can discount and loan money on that reserve, but the central reserve 
banks, with a 25 per cent limit, have no right under the law to util
ize that for any purpose. Now, the reserve banks can utilize the 5 
per cent for discount purposes, can they not ?

Mr. B a r r y . Yes.
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Senator N e l s o n . S o it is not as rigid as the 25 per cent in the cen
tral reserve banks.

Mr. B a r r y . That may be, but that does not help the country 
bankers.

Senator O ’G o r m a n . Have you concluded ?
Mr. B a r r y . Except on one point. Senator Nelson has suggested 

how easy it will be to get discounts from the regional bank. That is 
not my own view, but I am not speaking for myself. The country 
banker, the little fellow in the town of 2,000 population, is asking 
how in the world can he ever get close enough and what sort of ma
chinery the regional reserve bank will have. How can he possibly 
present his paper to the regional reserve bank and how will they have 
the machinery to decide whether or not it is good paper ? Compared 
with the city banker, he feels himself at a fearful disadvantage in 
getting accommodations.

Senator O ’G o r m a n . Would you prevent the country banker that 
you speak of sending his collateral to the regional bank with the 
request for the accommodation he desires, and in due course securing 
that accommodation perhaps the following day ?

Mr. B a r r y . None of us imagine for a minute it would be rendered 
the following day. We think it would be a week rather than a day.

Senator O ’G o r m a n . You think so?
Mr. B a r r y . Yes, sir.
Senator O ’G o r m a n . For what reason?
Mr. B a r r y . In the first place, here we are in Johnstown. The 

regional bank may be located in Philadelphia. Under no circum
stances can we expect an answer within two days; and if they take 
any time at all to investigate it it will be at least another day. Under 
the present arrangement, if you have your securities lying there, you 
telephone in, and, just as one of the other gentlemen said a while 
ago, a telephone message will temporarily consummate the trans
action.

Senator N e l s o n . Assuming the banks have the currency there?
Mr. B a r r y . Of course; that is 400 days out of 500, you might say.
Senator P o m e r e n e . Can you not assume that a bank situated, for 

instance, as yours is, or any other good solvent bank, if they were in 
dire need for money the next day they could go to that regional bank 
with the prime commercial paper, with the indorsement of the mem
ber bank on the paper, and get that accommodation without any 
difficulty ?

Mr. B a r r y . I doubt whether it would come with the same speed as 
it comes now from our city banks.

Senator P o m e r e n e . Y ou must be a doubting Thomas.
Senator B r is t o w . I think he knows what he is talking about.
Mr. B a r r y . I think, Senator, what we would prefer to do would 

be to send our paper to a bank in a city where the regional bank was 
located and ask them to attend to it for us. We think they would 
do it with lightning speed.

Senator W e e k s . Mr. Barry, before you leave the stand, you sug
gested a few moments ago you received various advantages from your 
relations with your reserve city banks. Can you enumerate those 
advantages ?
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Mr. B a r r y . Yes; I  have some of them here. We have here and 
there in every town a number of men with a surplus of money. They 
want to buy stocks and securities from time to time and they ask 
us to attend to it for them. We must ask our city correspondent to 
attend to it for us. We dare not ask the regional reserve bank; it 
is in another line of business.

Then, again, we have all sorts of strange collections with bills of 
lading attached, which the regional bank will hardly undertake.

Senator N e l s o n . That is the very kind of drafts that we want 
the regional banks to collect.

Mr. B a r r y . We have drafts sometimes that are not bills of ex
change in any sense of the word. We ask our city bank to go out 
with a verbal club and get that money. They do the most remarkable 
things for us. They are close to us as the man outside the counter is.

Senator W e e k s . Can you name any others?
Mr. B a r r y . If, for instance, we do not continue these balances 

with our city banks, and our customers ask us to buy and sell stocks 
for them and we are not able to do it, they will very soon transfer 
their balances to the city banks direct. That is about all.

Senator W e e k s . Do they O. K. the paper you buy?
Mr. B a r r y . Our particular bank does not buy any, but they do 

for a great many banks.

STATEMENT OF F. M. LAW, OF THE FIRST NATIONAL BANK,
BEAUMONT, TEX.

Senator O ’G o r m a n . Will you please state the capital and surplus 
of your bank?

Mr. L a w . The capital is $200,000, with a surplus of $300,000.
Senator O ’G o r m a n . And your deposits?
Mr. L a w . $1,800,000.
Mr. Chairman, I will make the concluding remarks on behalf of 

the committee representing the country bankers. Allow me to say 
at the outset that, as you perhaps know, the committee which is at
tending these hearings is composed of one representative from each 
State, appointed by the country bankers’ conference held in Boston, 
and I was appointed on that committee from the State of Texas. 
I particularly wanted to emphasize to this committee the fact— 
representing the country bankers, particularly of Texas—that ac
cording to the comptroller’s report of 1912 there are 515 national 
banks in the State of Texas and over 90 per cent of that number are 
country banks.

I wanted particularly to lay stress on the fact that the country 
banks, the country national bankers, of Texas are desirous, I think, 
almost unanimously, of entering this proposed system. We realize 
the need of it, and we believe that the Government is trying to 
formulate a bill that will provide the relief needed, provide for a 
more elastic currency, and provide for the mobilization and utiliza
tion of reserves.

But on behalf of the country banks of Texas allow me to say that 
we believe that the bill as it stands now will, perhaps, work some 
hardships upon us as country bankers that we can hardly afford to 
bear. They have been enumerated before you. In the first place, 
we believe that the loss that will be entailed to us on account of the
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depreciation in value of the Government bonds held against circula
tion and against deposits will be a hard loss for us to bear. The loss 
we will necessarily have to absorb on account of the proposed regu
lations in regard to exchange, will take away from us one of the 
principal sources of revenue of the country bank

Then, if the proposed segregation of savings deposits were carried 
into effect it would remove from us another source of income—one 
of the principle sources.

Then, in addition allow me to say that Texas, being primarily an 
agricultural State, and the banking business there being based largely 
on agriculture, we have conditions there that are different, perhaps, 
from conditions in some other centers of this country. Nearly all of 
the loans that the country banks make in my State are farm loans, 
either directly or indirectly. I do not mean by that real-estate loans, 
but advances made to the farmers for the purpose of harvesting their 
crops. We either loan directly to the farmer or the farn er has his 
dealings with the merchant who carries him, and we in turn carry 
the merchant. In either case the loans can not be liquidated until 
harvest time.

That leads me up to the point of saying that under the provision 
of the bill as it now stands not longer than 90-day maturities are 
eligible to rediscount from the member banks with the Federal 
reserve bank. In order for the Federal reserve bank to measure up 
to the fullest standard of usefulness to the country banks in any 
agricultural section it will be necessary, in our opinion, to lengthen 
the maturity of paper that can be rediscounted by the member banks 
with the Federal reserve bank.

I believe, after conferring with a large number of country bank
ers throughout my State and some from outside of Texas, that if 
a provision can be written into this bill enabling the lengthening of 
these maturities, even a percentage of them, to six months it will 
give us the relief sought for. And it is try purpose primarily in 
appearing before the committee to emphasize the fact that the coun
try bankers of Texas are in sympathy with the resolutions passed by 
the country bankers’ conference at Boston and to say that we feel 
that this bill as it now stands will work some hardships that we can 
ill afford to stand, but that these amendments which have been sug
gested, if they can be written into the bill, the country bankers, not 
only of Texas, but throughout the United States, will not only come 
into the proposed association, but will gladly come.

Senator P o m e r e n e . May I ask you a question, please, without in
terrupting you ?

Mr. L a w . Yes.
Senator P o m e r e n e . H o w  do your monthly loans compare one 

month with another, in amount?
Mr. L a w . They fluctuate quite a good deal.
Senator P o m e r e n e . In about what ratio?
Mr. L a w . Well, in the making of the crop our loans are, I would 

say, 50 per cent greater than they are for the harvest.
Senator P o m e r e n e . That is during what months, now, would you 

say, they are the largest ?
Mr. L a w . We begin to make advances to the farmer along in Jan

uary and February. Those advances are continuous as he plants his
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crop, as he cultivates, to the harvest time. We make further ad
vances until the crop is actually harvested and sold. We not only 
<lo this, but sometimes, and frequently, the banks are called upon to 
assist the farmer to hold his crop for more advantageous prices, even 
.after it is harvested.

Senator P o m e r e n e . The thought I wanted to develop, i f  it is true, 
is the fact that you have notes constantly maturing every month. Is 
not that a fact?

Mr. L a w . Yes, sir; a certain percentage of them.
Senator P o m e r e n e . A  very substantial amount?
Mr. L a w . A  great percentage of our loans, Senator, mature in the 

harvest time, in the fall. We make those loans for instance, in Feb
ruary, and they run until October.

Senator P o m e r e n e . And during what seasons of the year do you 
require additional accommodations; or do you require them ?

Mr. L a w . Yes, sir. It is during the seasons when we are making 
the heaviest advances to the farmers, generally along in July and 
August, when our resources are at the lowest ebb and the demand 
is greatest.

Senator N e l s o n . I f  the proportion of the paper to be discounted— 
say if 25 per cent of it would be 4-months’ paper, 25 per cent 6- 
months paper, and the balance 90-day paper, would not that help 
you out ? I  mean the maturity ?

Mr. L a w . That we could rediscount with the reserve bank?
Senator N e l s o n . Yes.
Mr. L a w . Yes, si,r.
Senator N e l s o n . Say 50 per cent of it was 90-day paper; 25 per 

<cent 4-months paper, and 25 per cent 6-months paper ?
Mr. L a w . That would help out a great deal.
Senator P o m e r e n e . What portion of your loans are six-months 

paper ?
Mr. L a w . I would say 50 per cent.
Senator P o m e r e n e . And the balance less than that ?
Mr. L a w . Perhaps 25 per cent is less than 25 per cent more.
Senator P o m e r e n e . That would be nine months, would it, or a 

year ?
Mr. L a w . Hardly any loan runs over six months, and we think the 

six months would measure up to the requirements, perhaps, because 
we would not rediscount any of this paper until part of the time had 
elapsed. Paper maturing in October we need not use for redis
count until April or May.

Senator P o m e r e n e . At any period of the year would the six- 
months paper that you have on hand exceed one-half of your total 
loans ?

Mr. L a w . I hardly think so, Senator. It would perhaps approxi
mate one-half at certain seasons of the year.

Senator P o m e r e n e . And the balance would be less than that—  
most of it ?

M r. L a w . Perhaps most of it would be less than that.
Senator R e ed . Without desiring to cut anyone off, there are some 

.New York bankers and Kansas bankers who have been here for
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several days; and I can say. I think, for the committee, that if there 
are any of the gentlemen who are here who desire to file any briefs 
or suggestions with the committee, we would be very glad to consider 
them. But in justice to those who have been waiting here I believe 
we must be rather brief. Have you any further suggestion ?

Mr. L a w . Nothing at all.
Senator W e e k s . You, of course were present at the Boston meet

ing?
Mr. L a w . Yes.
Senator W e e k s . Did you attend all of the conferences there?
Mr. L a w . Yes.
Senator W e e k s . And you were present at the meeting at which 

the resolutions which you come here to advocate were adopted ?
Mr. Law . Yes.
Senator W e e k s . I have in my hand here an extract from a Wash- 

ington evening paper relating to those resolutions, and I want to ask 
you about your opinion of the correctness of the statement made, and 
I  will read i t :

The hint is conveyed that the influence of the big bankers of New York is 
responsible for the apparent unanimity among bankers that really does not 
^xist, judging from hundreds of letters the President has from bankers in dif
ferent parts of the country giving the bill their approval. It is recognized by 
the administration, it was intimated in several quarters to-day, that the pres
sure of the ruling banks of New York is terrific among banks in other parts of 
the country dependent on these institutions, to a large extent, for favors and 
assistance. There is likely to be a quiet investigation, etc.

Now I know nothing about the correctness of this statement. 
There is not a solitary instance of a similar statement, and it is of 
considerable importance to this committee to know whether any 
terrific or other influence was used to persuade you country bankers, 
so called, to adopt the resolutions which you did adopt.

Mr. L a w . I would say, most emphatically not, Senator. My ob
servation, and I was present at all the conferences and all of the 
meetings, and at a good many informal conferences that were not 
held at any of the sessions—I found absolutely no evidence of any
thing of that kind.

Senator W e e k s . Did you see any such evidence manifest at the 
Boston convention, or any influence to have such resolutions as you 
adopted considered?

Mr. L a w . The first mention I  heard of it, Senator, was the dis
patches from Washington that news had reached Washington those 
sinister influences were at work.

Senator W e e k s . And you did not see or hear anything of it ?
Mr. L a w . N o , sir.
Senator R eed . N o w . gentlemen, I believe the commitee has heard 

representatives of the Boston meeting as far as you have desired. I f  
there are any further suggestions you have to make, we would be 
glad to have you send them to us in written form. We are not 
trying to cut you off, but I understand your wishes have been com
plied with.

Mr. Perkins, we will hear you now.

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



2338 BANKING AND CURRENCY.

STATEMENT OF JAMES H. PERKINS, PRESIDENT OF THE 
NATIONAL COMMERCIAL BANK, OF ALBANY, N. Y.

Senator O ’G o r m a n . Mr. Perkins, just state your full name and 
the bank with which you are connected.

Mr. P e r k in s . James H. Perkins, Albany, N. Y. The National 
Commercial Bank.

Senator O ’G o r m a n . Capitalized at what ?
Mr. P e r k in s . A  million dollars and a surplus of a million and a 

half.
Senator O ’G o r m a n . And deposits?
Mr. P e r k in s . About $25,000,000.
Senator O ’G o r m a n . I suppose that is one of the largest banks in 

the State, outside of the city of New York?
Mr. P e r k in s . Yes; the largest, except the Marine Bank at Buffalo, 

I  think. Mr. Treman and myself come here to represent the cur
rency committee of the New York State Bankers’ Association, Avhich 
committee has been at work on this bill for the last six weeks or two 
months, off and on, and to offer some suggestions that they wish 
offered on the bill, in the way of amendments.

In the first place, we recognize in the present banking system two 
great faults, one of which is the inelastic currency, and the other is 
the reserve system which has always broken down in time of stress. 
We believe the bill in its present form to a certain extent entirely 
obviates the one and to a certain extent obviates the other of those 
difficulties. An elastic currency, we believe, is provided for? and 
we are not going to make any suggestions upon that subject.

I will first take up the matter of reserves, which is the last matter 
the country banks have been talking about, and therefore, perhaps, 
it will work in better at this time than later. We are not inclined to 
agree with the proposition that has been put forward that the re
serves should be allowed to remain with their present reserve agents. 
We believe that the only money that should be reserve, if this new 
system goes through, is money that is held in the vault of the bank 
or that is held with the regional reserve bank. And although we 
believe that that will cause a great deal of upset during the transition 
period, we think that that has been somewhat obviated by the lower
ing of the reserve required. We do ask, however, that the period o f 
transition from the present system to the new system be made much 
more gradual than is contemplated in the bill. We represent, as you 
see, not only the larger banks of New York City but the country 
banks scattered throughout the State. There are about 800 banks 
in our association, 600 of whom are outside of the city of New York.

Senator P o m e r e n e . Y ou mean national banks?
Mr. P e r k in s . N o ; all kinds of banks, Senator. We feel that if  

the banks of the country, national banks of the country, are required 
immediately upon the organization of these new banks to deposit 
with the reserve agents 3 per cent of their deposits, and the capital 
that is required by the bill, it is going to cause a readjustment o f 
credit that will very seriouslv handicap the credit community o f the 
country. For instance, you take at one bank in Albany, with which 
I am more familiar than I would be with any other: We have 
$9,000,000 deposits from national banks that are kept with us as 
reserve deposits. We do not know whether that is their whole
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reserve, or not. It probably is not. But let us suppose that is, we 
will say, 5 per cent. I f  three-fifths of that money is suddenly taken 
out of our bank and placed in the reserve bank, that is going to 
cause a contraction in our credits, which will be hard to meet and 
which will be very hard on the community to whom we are loaning 
money. We recommend that that transition be carried on much more 
slowly; that instead of 3 per cent—we have not established any 
exact figure, but for instance, instead of 3 per cent being taken out at 
once, that 1 per cent be put into the Federal bank to start with.

Senator O ’G o r m a n . That is, the deposits?
Mr. P e r k in s . The deposits. And let that continue, we will say, 

for six months, or something of that kind, and then another 1 per 
cent be paid in, and that will continue for six months, and then 
another 1 per cent. I believe that one of the greatest menaces that 
the bill has is the contraction that will be made necessary by the 
change of the reserves. That is the point we are particularly anxious 
on, in that regard. We believe that the reserves should be in the 
reserve association; we do not ask that they be allowed to stay with 
us. That is my view, although it was a hard one to swallow.

Senator O ’G o r m a n . That is your view, although your bank has 
$25,000,000 of reserves on deposit now ?

M r . P e r k in s . Y e s .
Senator R eed . Would it help them if, instead of the bank being 

required to carry cash down to the reserve bank and put it in, and 
then carry over its notes and rediscount them and bring the money 
back, you were permitted under this bill, in lieu of cash or in lieu of 
a portion of this cash, to deposit approved securities as part of your 
reserve ?

Mr. P e r k in s . Yes. That would help, of course.
Senator O ’G o r m a n . I s not that permitted indirectly by the pro

visions of the pending bill ? Of course taking out of this considera
ble portion of your deposits would, if it was not compensated for in 
some other way, necessarily cause a serious contraction. But will that 
not be compensated for by your ability at once to secure the benefits of 
the rediscounts?

Mr. P e r k in s . I think so, in a certain way, Senator. But you see, 
the question is so large that it is not the desire of any banker to 
rediscount such an enormous amount of money as we have to to carry 
this thing out. Take in our bank, for instance: I f  we lost three or 
four millions we do not want to go with a capital of a million and 
borrow two or three million dollars, bang, right off the gun. Our 
people are not educated to seeing their banks borrow that way 
quickly. I believe the banks are going to become borrowers under 
this system, and it will be considered all right in time, but I think 
if you do it right off, quickly, it is going to create an uneasiness 
and disturbance in the community.

Senator O ’G o r m a n . H o w  much would you have to contribute?
Mr. P e r k in s . $100,000.
Senator O ’G o r m a n . What is the amount of your deposits?
Mr. P e r k in s . Of our deposits?
Senator O ’G o r m a n . Yes.
Mr. P e r k in s . Our deposits are $25,000,000. O f that $25,000,000 

$15,000,000 come to us because we are a reserve bank. $9,000,000 of 
that $15,000,000 are from national banks.
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Senator R eed . Under the bill as it is, how much money would 
you have to take over to this regional bank ?

Mr. P e r k in s . It is a pretty hard thing to tell, Senator, because 
we do not Imow iust what portion of this is bank reserves they have 
with us.

Senator R eed . Suppose your deposits remained as they do now; 
you would have to carry over, for your capital stock, how much 
money ?

Mr. P e r k in s . $100,000.
Senator R eed . H o w  much are your deposits—$25,000,0*00?
M r . P e r k in s . Yes.
Senator R eed . Then you would have two------
Mr. P e r k in s  (interposing). We would put in 3 per cent of that-
Senator R e ed . Three per cent now, but ultimately------
Mr. P e r k in s , (interposing). Five per cent.
Senator R eed . Which would be $1,000,000.
Mr. P e r k in s . $1,250,000.
Senator R eed . Of course, now, if these banks that now deposit 

with you are simply carrying reserves and there are $9,000,000 o f 
reserves with you, when this bill goes into effect, those reserves will 
go out of your bank?

Mr. P e r k in s . That is what we are afraid of. We are not afraid 
of what we have to contribute, or what we have to put in, but these 
reserves will be taken from us and put in the reserve bank. We 
think that should be by slow steps, in order to give us a chance to 
liquidate the business which we are carrying on and have been 
carrying on and building up for a great many years.

Senator N e l s o n . Y ou are required to pay 60 per cent of it within 
60 days?

Mr. P e r k in s . Yes.
Senator R e ed . I f  you had to circumscribe your loans $9,000,000, 

it would have a very serious effect upon the business of the country ?
Mr. P e r k in s . Over the whole State, yes.
Senator R eed . What is going to take the place of that? Assuming 

that that goes on all over the United States, not only in Albany, but 
in Buffalo and the whole country? Here is a fund that is now de
posited and redeposited and is actually working in the commerce 
of the country. Now, it is to be withdrawn, and part of it, at least, 
put into the regional bank. What is going to take the place of that 
under this bill?

Mr. P e r k in s . O f course, there is going to be a certain amount of 
money released, because smaller reserves are required under the bill. 
In the second place, there probably will be more money released be
cause this bill provides a way for getting money, and the banks will 
loan a little closer than they have been loaning. The only other 
way it can come about is through the banks becoming borrowers. 
Now, there is one thing that has not been gone into, I think, and that 
is the banks of New York State, if formed into a regional reserve 
bank, would make a very large one, and the largest one, probably, 
in the Union. It will probably do less borrowing than the banks 
of the other parts of the country. We act as a reserve agent for a 
great many of the country banks in New York State. Albany is a 
collection-reserve center. I do not believe that the money we loan
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to our corespondents, that all the three national banks in Albany loan 
to their correspondents, runs over a half a million dollars at a time.

Senator N e l s o n . That is, that they borrow of you ?
Mr. P e r k in s . That they borrow of us. They are not borrowers. 

I do not see anything in this bill that should make them borrowers. 
They haÂ e not any new burden to carry.

Senator O ’G o r m a n . The fact that they have additional oppor
tunity to secure money will not, necessarily, lead them to an expan
sion of their banking activity ?

Mr. P e r k in s . N o . The difficulty is as you suggest, Senator, that 
this money is all going to be piled into this great regional reserve 
bank, and I think it is going to be a very serious trouble to get that 
money out into use again—at any rate for a time. I think it is going 
to be a very slow process.

Senator N e l s o n . Three per cent must be paid in 60 days, and then 
you do not ultimately get to the end of the 5 per cent until the end 
of 36 months.

Mr. P e r k in s . No.
Senator N e l s o n . Suppose you take the 5 per cent; you do not 

object to that ultimate period?
Mr. P e r k in s . No.
Senator N e l s o n . Suppose you take the 5 per cent and distribute 

it more equitably in the three years.
Mr. P e r k in s . That was my idea, Senator, yes.
Senator N e l s o n . That is, so much within six months, so much 

within a year, so much within 18 months, so much within two years, 
so much within two years and a half, and finally 5 per cent by the 
end of the three years.

Mr. P e r k in s . That is my idea, Senator.
Senator N e l s o n . That is, divide the 5 per cent equitably within 

that period ?
Mr. P e r k in s . Yes.
Senator B r is t o w . That is what he suggested, Senator.
Senator P o m e r e n e . Into a half-dozen payments, instead of two 

or three ?
Mr. P e r k in s . I think it would be a very serious proposition. I  

think there would be a danger there.
Senator R eed . I f  you were starting a bank to-day— take your 

bank: You would take $1,000,000 for capital stock and pay it in 
and then you have $25,000,000 of deposits in your vaults. You 
would not know what to do with it, and it would take a number o f 
years to get into a position to utilize that $25,000,000 of deposits?

Mr. P e r k in s . Yes; and this bank is going to be so much bigger 
than ours; there is no comparison, Senator. It is going to be one of 
the biggest things we ever saw.

Senator R eed . And you think it ought to grow gradually; its 
resources ought to grow gradually in order that it can put them into* 
use gradually and the system, instead of being created in a night, 
ought to be created over a reasonable period of time ?

Mr. P e r k in s . Yes; I think three years is a proper time, but I  
think if it could be distributed over the three years it would be 
much safer. You see, 3 per cent is the larger part of your 5 per 
cent. It is the bulk of it.
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Senator N e l s o n . And you would distribute it within that period; 
that is what you suggest?

Mr. P e r k in s . Well, I think if the new bank gets its capital, as is 
provided by the bill, and gets 1 per cent of the deposits of its mem
ber banks------

Senator N e l s o n  (interposing). In what time?
Mr. P e r k in s . Immediately, and the Government deposits, as is 

provided by the bill, that that would keep it going from six to nine 
months, with all it could do to organize and get that thing into 
shape, and then you could put in another one per cent.

Senator N e l s o n . By the end of another six months?
Mr. P e r k in s . By the end of another six months, and another 1 

per cent at the end of that six months, and so on. I  think it would 
be a very easy thing to arrange it.

Senator R eed . H o w  would it do to leave it to the central board to 
make calls, sooner or later, as the business of the bank required? 
In other words, vesting them with about the same discretion that an 
ordinary board of directors wTould have in the management of a 
bank?

Mr. P e r k in s . The only objection to that, Senator, would be the 
uncertainty on the part of the member banks as to just wThen they 
would be called upon for the money.

Senator R e ed . Suppose they gave them 30 or 60 days’ notice \
Mr. P e r k in s . Yes; if they could only call it in limited amounts.
Senator N e l s o n . It would be much better to put it in the law.
Mr. P e r k in s . I think so, too, sir. The minute the law passed, if 

it did, you would go right to work to carry out a definite program.
Senator R e e d . Is there anything else you have to suggest?
Mr. P e r k in s . Yes. I  have two or three other things. We sug

gest that the regional reserve banks do not pay any interest on the 
Government deposit; that the rate of interest paid to subscribing 
banks be increased to 6 per cent.

Senator N e l s o n . Y ou  mean the dividends?
Mr. P e r k in s . Yes; the dividends. Excuse me. The dividends, to 

the member banks being increased to 6 per cent, and that the earn
ings above the 6 per cent and the surplus that is accumulated, or to 
be accumulated, to be paid to the Government. Our idea in that is 
this, that it is the very essence of this scheme that these banks be 
not money makers. That is not what they are for, as we understand 
it, and if all the money above a certain percentage that is made by 
the banks goes to the Government, you do not give any incentive to 
the management of the bank to make it a money-making institution. 
You leave it to perform its functions of regulating the rates of 
interest and regulating the flow of gold to this country and from this 
country and carrying out the functions for which it was created. 1 
think it is important also that the member banks be guaranteed their
6 per cent on their subscriptions, and I do not see why the Govern
ment should be paid interest on their deposits any more than any
body else should.

Senator O ’G o r m a n . Y ou have given a good reason. I f  we concluded 
all beyond the surplus should go to the Government, then it would 
be an idle thing to give the Government an interest rate which would 
dimply be taken out of that surplus.
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Mr. P e r k in s . Taking it out of one pocket and putting it in the 
other.

Senator P o m e r e n e . And your further theory is that the Govern
ment is not paid interest, or that if the dividends which the banks 
should get or the stockholders should get should be in excess of 6 
per cent it might be a temptation to give more attention to the 
earning power of the regional bank than the individual bank?

Mr. P e r k in s . I  th in k  so; yes.
Senator P o m e r e n e . One of our good friends this morning said 

that there would not be anything above 5 or 6 per cent.
Mr. P e r k in s . That depends on how the bill is framed.
Senator R e e d . Do you mean to say the Government ought to 

guarantee the 6 per cent?
Mr. P e r k in s . N o.
Senator R eed . Y ou did use that expression.
Mr. P e r k in s . I think the chances would be it would be cumulative.
Senator N e l s o n . It would be sufficient if it were cumulative?
Mr. P e r k in s . Yes.
Senator N e l s o n . So if it did not get it the one year it would get it 

the next?
Mr. P e r k in s . Yes.
Senator O ’G o r m a n . What is the next objection?
Mr. P e r k in s . The next objection is in regard to the collection 

o f country checks and items, which has been gone into pretty 
thoroughly here to-day. I  think, however, we all recognize—now, 
this is my business; I  anl one of those city collection banks that is 
supposed to make this great profit out of the collection business— 
and I think that everybody who is in touch with this business recog
nizes the fact that our present collection system is very unscientific. 
It is not adequate and it is not good. For instance, I  can give you 
a few examples. I know of a banker in Buffalo if you undertook to 
deposit a check there on Tonawanda, which is 10 miles away, they 
will charge you exchange for the collection of that.

Senator O ’G o r m a n . At what rate ?
Mr. P e r k in s . I  can not quote the rate on that. It will shij) it to 

Albany. We will ship it back to Tonawanda, who will keep it five 
or six days, or sometimes longer. They will charge us exchange 
and ship it back to us, and we ship it back to Buffalo again. They 
are two points within 10 miles of one another. That goes on all 
over this country, and, in fact, I  can not help but think that the 
country bankers weakened their position this morning when they 
said they make 25 per cent of their earnings out of their exchange 
charges.

I do not know whether you are entitled to make 25 per cent 
o f your earnings. I  think it is a thing you have got to be more 
careful about than any other provision in the bill, in a way, be
cause if the Government goes into the collection of these items they 
charge for exchange at par so that there will not be any dividends 
whatever. I  think the regional reserve banks should be allowed to 
act as clearing houses under rules and provisions prescribed by their 
directors or the Federal reserve board. I  think it would be a scien
tific way to handle that thing, to clear the items in the regional re
serve banks.
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Senator N e l s o n . It would be a tremendous expense.
Mr. P e r k in s . It would be a tremendous expense, and it has got 

to be paid out. They can not do it at par without charging for ex
change.

Our transit department costs us every year about $300,000 to 
operate it.

Senator O ’G o r m a n . The transit department ?
Mr. P e r k in s . The transit department. It costs us half a million 

dollars to operate the whole of the transit department, and that in
cludes the interest on the bank deposits. Take that out, and the cost 
of operation will run in excess of $300,000, that is for clerical hire, 
and the official force, postage, and interest that we lose during the 
time when the money is outstanding, and the exchange charges.

Senator P o m e r e n e . Can you tell us what your cost would be per 
thousand ?

Mr. P e r k in s . I  have it at home, but I can not give it to you now.
Senator R e ed . I wish you would send it to us.
Mr. P e r k in s . I will get the figures and send them to you, Senator.
My point is this: Do not make a compulsory thing in the act. 

Put it in the hands of the Federal reserve board or the regional 
boards to establish rules and regulations to regulate that collection 
business. The country banker deserves consideration. He can not 
remit at par without charging; he has to be taken care of in this 
thing, but it ought to be equitable.

Senator N e l s o n . What do you think of the suggestion made here 
that this clearing-house system be limited to checks and drafts of one 
bank upon another?

Mr. P e r k in s . I  think that is a good suggestion, coupled with the 
other suggestion which that same speaker made, that they may per
form the functions of clearing houses. That clause is in the bill. 
That leaves it in the hands of the Federal reserve board.

Senator N e l s o n . Y ou are familiar with the resolution that was 
adopted by the country bankers. What do you think of the provision 
that they adopted ?

Mr. P e r k in s . I  think that is a pretty good provision, although I  
do not altogether sympathize with their point of view in adopting it.

Senator N e l s o n . I f  you omit that provision on page 33 which they 
have indicated and leave the provision on page 24, would not that 
solve it ?

Mr. P e r k in s . I think it w ou ld .
Senator N e l s o n . Under the provision on page 24 the banks could 

receive those checks and it would be left with the Federal board to 
determine the charges.

Mr. P e r k in s . Yes; I  think so. I  think that would solve it. Per
sonally I would rather see it remain as it is, because that is our 
business.

Senator N e l s o n . And to the public at large it would be a great 
blessing; there is no doubt about that, but we can not afford to crucify 
the country bankers.

Mr. P e r k in s . No; I do not think to the public at large, either.
Now, we also believe that some further provisions should be made 

to take care of the Government 2 per cent bonds. We believe that it 
is the intention of Congress and everybody else in the country to pro
vide for those 2 per cent bonds, and we recognize it is one of the most
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difficult things to do, which you have got to consider in connection 
with this bill. It would not be a safe or proper situation to have the 
banks of the country holding those bonds on their books at par when 
the bonds are selling on the market at 90. It would not be a right 
and proper banking proposition.

I  think the best suggestion we have had from our committee— 
they have made two suggestions—one is that the Federal reserve bank 
should take over every year a proportion of these bonds at par, the 
bonds carrying with them the circulating privilege. That would 
take up the slack that will come from the banks that liquidate and 
reduce their net circulation, go into the State systems, and so forth.

The other suggestion is that the Government should pay off every 
year a certain number of these bonds at par, and I  think that probably 
is better. It acts as a sinking fund.

Senator P o m e r e n e . Looking at it from the standpoint of the 
success of the system, would it not somewhat embarrass the system if 
the regional banks were to take over these bonds ?

Mr. P e r k in s . Well, only that they would then be issuing two 
kinds of currency.

Senator N e l s o n . That would be the trouble, and we ought to get 
on one currency basis ultimately.

Mr. P e r k in s . I think so, too, Senator. I f  you bought the bonds 
at par, and they carry the circulating privilege, they do not cost 
you anything; you take it out of their money to pay for the bonds.

Senator P o m e r e n e . It might encourage some banks not to go into 
the system,

Mr. P e r k in s . Our suggestion has been that only a certain pro
portion of these be taken up every year, say, 5 per cent. I f  5 per 
cent are taken up every year it will only take up the slack in the 
bond market. In my opinion it will not enable any man to get out 
of the system, if he can only sell 5 per cent of his bonds. The sys
tem, we hope, at the end of five years will be working so that he will 
not want to get out of it.

Senator N e l s o n . Suppose we leave the dividend at 5 per cent, as it 
is, to the stockholders. Suppose we have interest paid on Govern
ment deposits, and then suppose all that the bank makes over the 5 
per cent dividend is devoted to taking up these 2 per cent bonds. In 
that way the Government would not have to advance anything it 
would get out of the profits of the banks. Why would not that be a 
good plan? I simply offer that as a suggestion.

Mr. P e r k in s . That might work out, Senator. I  think, however, a 
surplus should be accumulated for this regional reserve bank.

Senator N e l s o n . Yes; I mean after the surplus. Suppose they 
pay a moderate interest on the Government deposits, and suppose 
we leave the banks with 5 per cent dividends and leave all the other 
revenues of the regional banks to become a sinking fund for the 
taking up of the 2 per cent bonds, do you not believe that in the 
course of 20 years that would take them up without any outlay of 
money. I f  that would work well, this new system would pay its own 
way, and relieve you holders of the 2 per cent bonds and keep your 
bonds at par.

Mr. P e r k in s . Suppose, on the other hand, Senator, they do not 
earn any surplus above your requirements?
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Senator N e l s o n . Of course, that might be.
Senator O ’G o r m a n . In that contingency there could be subsequent 

legislation, providing for the 2 per cent bonds.
Mr. P e r k in s . Then it would continue for some years, because you 

have to roll up your surplus first.
Senator N e l s o n . Would not legislation of this very nature help to 

brace up the 2 per cent bonds and stiffen them in the market ?
Mr. P e r k in s . I think it would.
Senator O ’G o r m a n . What is your view regarding the substitution 

of the 2 per cents, or the redemption of them, and the exchange of 
them for 3 per cents ?

Mr. P e r k in s . I do not think anybody who is going to stay in the 
system would want to exchange the 2 per cents with the circulating 
privilege for the threes without the circulating privilege. He would 
only do it in case he wanted to liquidate before the bonds became due. 
In a normal money market the 3 per cent bonds would not sell at par, 
in my opinion.

Senator N e l s o n . We know how the British 2| per cent consols are.
Senator R e ed . What do you think, Mr. Perkins, of the suggestion 

that was made here that we retire a portion of these 2 per cent bonds, 
issuing in lieu thereof 3 per cent one-year bonds and deposit those 
with the reserve banks, holding them, in fact, as Government securi
ties, with the privilege, on the part of the reserve banks, to sell them 
in order to maintain a gold reserve if it became necessary ?

Mr. P e r k in s . Taking the whole issue up that way, Senator?
Senator R e ed . Not necessarily the entire issue, but take a por

tion of it.
Mr. P e r k in s . I  tell you our whole thought on this proposition has 

been that in order to get this system under way, to get it started, 
you have got one means of getting the banks all in, and that is the
2 per cent bonds. I f  they do not have to go in to protect their 2 
per cent bonds, most of the banks will wait to see how it works 
before they go in. I f  your system is going to be a success, it has got 
to start out with strength, it has got to have the bankers behind it. 
In other words, although every man abhors being forced into a thing, 
you have got to force the banks into this thing or they will not go in.

Senator O ’G o r m a n . Y ou  believe in the compulsory features of the 
bill, then ?

Mr. P e r k in s . Yes.
Senator R eed . I do not believe you entirely have the idea. It was 

suggested here that one way in which we could take care of a portion 
of these bonds would be to take those of them that are now on de
posit, for instance, take them into this regional reserve bank and 
retire them out of the assets of the bank, and then replace the assets 
with bonds running one year and drawing 3 per cent, those to be 
put aside and not used except for the purpose of maintaining a goJd 
reserve when it became necessary to use them. Is there anything 
in that?

Mr. P e r k in s . Yes; I  think that would keep the bonds absolutely 
at par.

Senator R e ed . And yet the banks would want to come in, and we 
would not be forced to buy these bonds unless we wanted to. Do 
you think that will work out ?

Mr. P e r k in s . I  should think so.
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Senator B r is t o w . Do you think legislation adverse to the interests 
of the banks should be resorted to in order to force them into a 
thing which they think is against their interests?

Mr. P e r k in s . I do not think I expressed myself quite clearly on 
that point. I do not think that any legislation adverse to the banks 
should be resorted to. I think, however, that it is human nature for 
every man who has been going along under a certain system to wait 
to see how a new system goes before he goes into it. It may be 
the best system in the world, but I do not believe if it was the best 
system in the world that everybody would go into it when it was 
organized.

Senator B r is t o w . Suppose they are forced into it and it proves 
to be a bad system; what would be the effect on the country ?

Mr. P e r k in s . V e r y  bad.
Senator B r is t o w . Why would it not be better to establish a system 

and invite capital to subscribe, without forcing anybody, and make it 
sufficiently attractive to induce men to take stock, and then let the 
banks take their time as to whether they come in or not and let them 
find out whether it is going to hurt or benefit them. Why would not 
that be better ?

Mr. P e r k in s . I tell you the great fault of our system, as I see 
it now, are two things, one is the inelastic currency and the other is 
the method of handling our reserves. The country bank relies on 
its reserve agent to take care of it in time of trouble, and the reserve 
agent has nobody to rely on in time of trouble. He has got to be 
there to take care of all his correspondence. There is no system by 
which a reserve agent, in time of trouble, can liquidate his assets, 
and yet he is asked to take care of his correspondents.

Senator B r is t o w . Suppose we had a Federal bank and made re
serve provisions through this central bank controlled by a Govern
ment board, the same as this board which is proposed, or similar to 
it, and that it was voluntary as to whether a bank should come in or 
not, and if banks did not subscribe citizens could be invited to sub
scribe, and it was made attractive and by virtue of its desirability it 
drew the banks of the country into i t ; would not that be a very much 
better system than the one proposed?

Senator N e l s o n . This would be the trouble, Senator, if you will 
allow me. These private subscribers would have no reserves to put 
into a reserve bank. The French get along pretty well; they do 
not have bankers to subscribe to their stocks.

Mr. P e r k in s . I think the banks—I was coming to that point a 
little later. I think the one thing which the bankers of New York 
State, all the bankers I have talked with, are most strong on is that 
controlling board about which you speak. I believe that if you are 
going to keep the banks out of this thing, if they stay out it will be 
because they are afraid of that controlling board, in which they have 
absolutely no voice.

Senator B r is t o w . N o w , they would not have to come in if they 
were afraid of them.

Mr. P e r k in s . Where will they keep their reserves, then; in the 
present way ?

Senator B r is t o w . Yes.
Mr. P e r k in s . Then you do not remove the defect, do y o u ?
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Senator B r is t o w . I f  it was an actual defect you could create a 
bank of issue and a bank of discount, a Federal bank, and bankers 
need not subscribe unless they want to, and the Government deposits 
are there, and this bank would be ready to loan them to any bank
ing institution that does deposit its reserves with them.

Mr. P e r k in s . And that institution would have branches all over 
the country ?

Senator B r is t o w . That institution would have branches all over 
the country. It is a Federal institution, not controlled by private 
stock at all.

Mr. P e r k in s . It is only a question as to who would go in and who 
would not. I think they would be slow to go in.

Senator B r is t o w . N o w , with the example of the Bank of France 
before us, do you think that would be the case ?

Mr. P e r k in s . No; but the people of this country have had two 
experiences, I think  ̂ with a Federal bank—a United States bank.

Senator B r is t o w . That was a private bank.
Mr. P e r k in s . Yes; this is privately owned, of course.
Senator O ’G o r m a n . It is privately owned. It is to be controlled by 

the Government?
Senator B r is t o w . Oh, no.
Mr. P e r k in s . I do not believe—it is simply my personal opinion— 

but I do not believe the banks would come into that system quickly. 
It might be that experience would show that it was a wise thing to do.

Senator B ristows It would not disturb the present system so as to 
cause any apprehension as to any danger that might come.

Mr. P e r k in s . No; but the trouble is that the present situation 
needs disturbing.

Senator B r is t o w . It does not need any disturbance if you create a 
means by which any bank can get relief when it needs it if it has the 
security ?

Mr. P e r k in s . No.
Senator B r is t o w . I f  it was a bank of issue, and the Government 

would discount the paper of any reputable banking institution when 
it needed the discount in order to get------

Mr. P e r k in s  (interposing). And carried its reserve there?
Senator B r is t o w . Yes.
Mr. P e r k in s . Well, I  do not know; that might work out. I  think 

the banks of the country are above all desirous that when the system 
is put into effect that they have some voice, not a controlling voice—I 
do not think they want that—but that they have some voice in the 
management of the institution.

Senator B r is t o w . I f  they are compelled to subscribe their capital 
and put their money into it, I  think there is no argument against the 
proposition. You can not justly force a man, or 100 men, to create 
an institution and then say to them that they shall put their money 
in it but have nothing whatever to do with its management. But if 
they are invited to go in, with the understanding that they do not 
have anything to do with it, and that they need not put their money in 
unless they want to, they could not have any complaint ?

Mr. P e r k in s . Not a bit.
Senator B r is t o w . We had a witness before us, and he was a banker, 

who thought that there would be a hundred million subscribed if 5
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per cent dividends were provided within a short time; that a hundred 
million would be subscribed by the people, who would be eager to get 
that stock.

Mr. P e r k in s . His guess would be just as good as mine. It is not a 
situation that has ever been put up to the bankers. I have never 
heard it discussed at any meeting.

We suggest that in ail places where reserves, either for note issue 
or reserves for deposit in Federal reserve banks, are mentioned, that 
it be gold, and not gold, and lawful money. That is a question which 
I will not argue, but abotit which Mr. Treman has something to say. 
We also suggest—and this is the thing I spoke of before—that we 
should be derelict in our duty to our association if we did not make it 
strong that if this proposition goes through, that the banks be given 
a representation on the board that controls this great system.

Senator O ’G o r m a n . A s to that, do you not think the banks will have 
their influence felt when they have an advisory board, which is pro
vided for in this bill?

Mr. P e r k in s . We suggest, Senator, that the advisory board be 
dropped, and that the banks be given a representation on the board. 
Then they are actual working members of this organization and have 
a standing.

Senator O ’G o r m a n . N o w , suppose the banks had no representation 
on the board, and I think it is safe for you to assume that they will 
not—do you not think they would be anxious to have the advantages 
of this advisory council?

Mr. P e r k in s . Undoubtedly, I  think.
Senator O ’G o r m a n . I s that all you have ?
Mr. P e r k in s . N o ; there is one more thing. We recommend very 

strongly that the number of reserve banks be substantially reduced 
from 12, as provided in the bill now, believing that the essence of 
this whole movement is to unite the reserves of the country in as 
strong institutions as it is possible to make, and not to have any one 
or two or three that are very much weaker than those. There are an 
endless number of arguments for that which you have undoubtedly 
heard, but perhaps the strongest, and one that is least harped on, too. 
is the fact that we believe under this system, if  this system is put 
into effect, there will grow up around these centers what is called in 
Europe open discount markets, or places where bank acceptances, 
notes, or bank acceptances and indorsements will be bought and sold 
in the open market. The advantage of those open discount markets 
can hardly be overestimated, because it makes a place where you can 
invest money well, and where you can liquidate money easily. It will 
take away absolutely the necessity for* one of the worst features of 
the present system, that is, loaning money on call in Wall Street.

For instance, in Albany, if I have a sudden deposit of $1,000,000 
or $2,000,000 that is liable to remain in my bank a week or a month. 
I can not go out and invest that in four or five or six months’ paper. 
The only thing in the world I can do with that money and earn any
thing is to put it in New York on call loans, and I believe that is one 
o f the worst features of the present system, and one that will be obvi
ated if you have a few strong central points around which will grow 
up open discount markets. That is all I have to say, gentlemen. 
Mr. Treman will now speak to you.
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Senator N e l s o n . I think you are just right on that subject. I  am 
glad to hear you talk that way.

STATEMENT OF ROBERT TREMAN, OF ITHACA, N. Y., PRESIDENT
OF THE TOMPKINS COUNTY NATIONAL BANK, ITHACA, N. Y.*
AND PRESIDENT OF THE NEW YORK STATE BANKERS’ ASSO
CIATION.

Senator O ’G o r m a n . Will you kindly give your name and address 
and banking connections?

Mr. T r e m a n . Robert Treman; Ithaca, N. Y .; president of the 
Tompkins County National Bank, director of the Ithaca Trust Co., 
trustee of the Ithaca Savings Bank, and president of the New York 
State Bankers’ Association; and, in a business way, I am president o f 
the New York State Hardware Association, as I spend a part of my 
time in the hardware jobbing business.

I  want to speak in reference to the gold reserve in these reserve 
banks only.

I f  there is any one thing that the bankers of the State of New 
York feel strongly about, so far as I have been able to get their ex
pressions, they are united, I  believe, in thinking that the reserve 
against deposits and the reserve against note issue in the Federal re
serve banks should be in gold and gold only, and therefore the words 
“ in lawful money” in two or three sections of this bill should be 
eliminated and the word “ gold” should be the only one used. In 
other words, that should be the only kind of reserve for the Federal 
reserve bank.

The question naturally arises, first------
Senator P o m e r e n e  (interposing). You would limit that to the 

Federal reserve banks and not extend it to the reserves of the mem
ber banks ?

Mr. T r e m a n . No; just the Federal reserve banks. The reasons 
for that are two, in my judgment. You may ask why should it be 
done, and, second, how can the gold be provided with which to do it.

Now, so far as the reason for it is concerned, if there is anything 
that this bank is supposed to do it is to properly mobilize and pro
tect the reserves. * And those reserves should not be scattered in the 
25,000 banks of the country, but should be mobilized in these field 
banks—I am speaking of the gold reserve—these few Federal reserve 
banks. We are entering upon a great foreign distribution of goods. 
Anyone who has traveled in countries aside from Continental Europe 
will be surprised to find, as the little traveling I have done has shown 
me, how we Americans are not occupying the foreign markets. When 
you go through Turkey, and especially Palestine, you find very fre
quent instances where the Germans and the Englishmen have gone in 
and their goods are sold out there. You would be surprised at the 
amount of German goods in the part of Palestine governed by
Turkey. . .

I  was in Venezuela and other South American countries this last 
winter and found upon inquiry that nearly all the goods there came 
from Germany or from Great Britain. You go into Cuba, and in all 
of these places you will find branch banks of English or German 
banks, or they have banking connections, so that they have ways of
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paying the funds back and forth between these countries and the 
country from which they buy.

One of the provisions of this new reserve-bank proposition, as I 
understand it, is to offer better facilities for our foreign commerce 
and for the transfer of money back and forth in our foreign com
merce. There is only one money that is recognized by those people, 
and that is gold. And it seems to me if you want to establish a new 
banking proposition which is to have strength, especially in foreign 
countries, it must have the reserve in the gold standard which they 
have, which all the leading civilized countries have. I f  this Federal 
bank is to prove what is expected of it, it has to be practically an 
anchor against any disturbance in this country caused by foreign 
obligations. For instance, if we had a condition in the last six 
months in which the demands to finance the war between Italy and 
Turkey and the war between the Balkan States and Turkey, and the 
war in the Balkan States has for six months or more disturbed our 
markets here, we must be in a condition in this banking proposition 
to protect the country against the withdrawal of gold which we do 
not want to go out from this country.

Now, those gold reserves should be concentrated in one place where 
they can be controlled and where currency can be issued against 
them.

One of the troubles in 1907 was that our banking credits had been 
extended and had been growing so much for two or three years 
previous to that time, and the large overexpansion of banking credits. 
You had at the time in the United States Treasury the largest aggre
gation of gold bullion and coin that was ever collected in any country, 
but you could not use it because it belonged to the owners of the gold 
certificates which were scattered all over the country.

Now, what you want is to have those reserves in a position where 
they can be utilized, not only to protect the paper issues, but also to 
protect the bank credits and to supply the currency and the credits 
also that is necessary in certain emergencies. It can be well asked 
how you are going to do this. I f  you will pardon me a moment, 
I will give you some figures in regard to the gold of the country. 
We have in round numbers 3,600 million of all kinds of lawful 
money in this country. Of that money 364 million is segregated in 
the Treasury. These are the figures of a year ago.

Now, we will assume that is out of circulation. Of the 3,200 mil
lions that are practically in circulation, 1,500 millions are in the 
banks, reported to be in the banks, and the 1,700 millions remaining 
are scattered in commerce and in private banks. Of the 1,500 mil
lions in the banks, $882,000,000, practically a little less than $900,- 
000,000 of gold, was in the banks, in their vaults, either gold or gold 
certificates, against which there was bullion in the Treasury. Of the 
$900,000,000 the national banks held $600,000,000 of gold at that 
time.

What is going to be required to furnish gold for these reserves? 
You have got to protect the Government deposits up to 33  ̂ per cent 
of that. We will assume they will be $200,000,000. That is what the 
House committee gave out. You will practically get from the mem
ber banks $300,000,000, and you will have a total of deposits in the 
banks of substantially $500,000,000, against which you must have 
$167,000,000 of gold.
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The next thing you are to provide for is a gold reserve for any of 
these Federal reserve bank notes. How much that will be no one 
can tell, but it is assumed it will not make any undue drain on your 
gold, because you will protect them by an equal amount of other 
assets, by the capital of your bank before you touch your gold, and 
it would seem to me it would be a proper way to maintain your notes 
that you issue by having the reserve entirely in gold and not in any 
promise to pay or any other form of lawful money, so called. I f  
you provide that reserve in gold, you will, it seems to me, gain the 
confidence of the banks of the country in regard to the stability of 
those Federal reserve banks and you will gain the confidence of the 
business community, because they will feel that there is actual money 
in the vaults of those banks, and you will strengthen your position 
with the foreign people immeasurably over what it will be if you 
have gold or lawful ironey. They do not understand that. It does 
not seem to me that it is nearly so essential that you should have in 
your member banks so much gold in reserve, because if you establish 
this system your Federal reserve banks will become the father to the 
child all the time, and the child will be going to the father. That is 
the way it is in England. They do not carry any gold reserve to any 
amount'. I f  they want any, they go to the Bank of England. I f  
the gold is being withdrawn from the Bank of England, it raises its 
discount rate.

In 1907, when this country wanted gold, they called upon England, 
and the Bank of England had to furnish the gold that was brought 
over to this country, and within the period of two months between 
October and December the Bank of England supplied over $100,- 
000,000 of gold to this country. Their reserve at that time was only 
about $150,000,000 of gold. You would ask why did that not weaken 
them? Because the man at the head of the Bank of England was 
a man trained in banking, and he watches these matters, and the 
moment there is any danger anywhere in the world they begin to 
hoist the flag of distress by raising the discount rate, and during this 
period their discount rate at that time was raised from 4  ̂ to 7 per 
cent, and the German banks, or rather the Reichsbank, raised their 
rate from 5J to 7% per cent. The Bank of France did not raise theirs 
quite as much. It went, I think, from 3  ̂ to 4  ̂ p^r cent within that 
time. Each one did that to draw gold from other countries to them 
by reason of the discount. What was the result? The Bank of 
England had some £30,000,000, or $150,000,000 of gold, in their re
serve at the time of the panic in this country in October. Notwith
standing the fact that they supplied $100,000,000 of gold to this 
country, they landed on December 23 with £29,000,000, or about 
$140,000,000, still in their reserves that they had drawn from other 
places.

Now, the banks of New York State, whatever the rest of the country 
may feel, feel strongly that in that need we should have a banking 
system so strong that it will provide for any unusual emergency, for 
the extension of bank credits, and for the protection of the paper 
currency of the country, and if you do that you will make a strong 
institution, and the small member banks will take care of their 
reserves.

I  am a country banker. I  listened to the remarks of some of the 
gentlemen who are in the same class as I  am in regard to the change
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in reserves and what effect it is going to have. I have heard a great 
deal of discussion about the unfairness of this new bill to the country 
bankers in compelling them to do so-and-so. Now, they refer to a 
bank of $1,000,000 deposits. Under the present national-bank act 
we are required to keep $150,000—15 per cent—reserve. Of that we 
must keep 6 per cent, or $90,000 in our vaults. Nine per cent can be 
in a bank in New York, Albany, or some other place, wherever we 
choose to put it so long as it is a reserve bank. We have been get
ting 2 per cent on that $90,000; that is, $1,800 a year, if I am not 
mistaken.

Now, under this new proposition you release 3 per cent, or $30,000. 
That become the property of the bank to be used for loaning or in 
any way they care to invest it, in bonds or otherwise. I submit that 
at the present time they can not earn 6 per cent on that money and 
make the $1,800, so that although the banker is compelled to put his 
money in the Federal reserve bank without interest, still, with the 
lowering of the reserve, he does not suffer a great deal, and it does 
not seem to me it works a great hardship to our bank.

Now, we recognize in New York that some conditions are very 
different, as Mr. Perkins has said. The rediscount system is not in 
vogue to a great extent with the New York State national banks, be
cause they have been educated to believe they ought to take care of 
themselves and not discount their paper. Under this system I think 
there will be a change of sentiment, and we undoubtedly will go to 
our Federal reserve bank and feel that it is perfectly justifiable, it is 
honorable, and not a sign of weakness------

Senator P o m e r e n e  (interposing). And in every case it is regarded 
as perfectly legitimate and good banking.

Mr. T r e m a n . The bank I have been connected with as president 
for 10 years never has rediscounted up to the present time, to my 
knowledge. We buy bonds when we are flush, and carry them along. 
I f  we are in trouble we may send them to the New York bank and 
say, “ I f  we should overdraw any day you have those bonds as protec
tion.” But we try to avoid that, and those bonds have lain there a 
good many years. We also have the opportunity to sell our bonds in 
the open market at a slight loss, which is compensated for.

So I could not agree personally with the feeling that you are treat
ing these small country banks wrong in compelling them to go into 
the Federal reserve bank. I feel strongly that what we need in this 
country is just such a central organization, composed of two, three, 
five, or seven units, or something like that. Personally I would 
make them as small as possible. I would have a few banks and then let 
them have different branches in the various places that are convenient.

Senator P o m e r e n e . Y o u  mean to make the number of banks small?
Mr. T r e m a n . Yes; 4 , 5, or 6, instead of 12 as your bill provides. 

And it seems to me that by establishing the banks around you can 
make points of convenience for these men who have felt that the 
reserve bank was going to be so far off they would never get into 
touch with it. You have the power to provide for branch banks in 
those places, and make your connection in that way, and it certainly 
will result in your having greater control in times of emergency if 
you only have a few banks that will work together, and there is apt 
to be less friction than by having a large number.
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Senator N elson . There is one point I should like to ask you about; 
you did not make it quite as clear as I should like. I  agree with you 
it ought to be a gold reserve, but how is a gold reserve to be provided 
for these regional banks in the first instance?

Mr. T r e m a n . I f  you left it to me I should have every member bank 
that subscribes pay for its stock in that bank in gold to start with. 
You give to your Federal reserve bank the right to purchase gold 
bullion in the market if they want to, but I want to point out that 
under your plan of reducing the reserves in cash in the central 
reserve city from 25 to 18, and in the reserve from 12  ̂ to 9, and 
in the country bank from 6 to 5, you are going to realize from 
$230,000,000 to $250,000,000 cash. That all could be paid over, but 
you do not need it. I f  the deposits are not more than they are 
estimated—$550,000,000—you only need about ^150,000,000 to 
$175,000,000 in gold. I f  you will make them pay their stock in 
gold you will start with about $100,000,000, and the rest can be ac
cumulated in such a way as a bank may prefer to get the gold out of 
its own vaults into the other.

Senator N elson . This has occurred to me as a defect in the bill. 
It did not provide in the first instance how this gold reserve should 
be acquired. There was no provision in the bill for that 33 per 
cent gold reserve, and it seemed to me—but I did not dare sug
gest it before, and I am glad you have suggested it—that the only 
way we could get it in the first instance would be to make these stock 
subscriptions at the outset in cash.

Mr. T r e m a n . Take our case. We have $100,000 and $150,000 sur
plus. We pay 10 per cent for our stock------

Senator N e l so n  (interposing). The last bank statement we have 
here, if my recollection is good, discloses that the national banks 
have something over $750,000,000 in gold at this time.

Mr. T r e m a n . I have not seen the last statement. The last I 
have is June, 1912, and there were $882,000,000 of gold in the banks, 
of which the national banks had about $600,000,000.

Senator N elson . I  think the last statement discloses a little over 
$700,000,000.

Senator O ’G o r m a n . Mr. Treman, you and Mr. Perkins were at the 
convention in Boston?

Mr. T r e m a n . Yes, sir; I was there for only a day or a day and a 
half.

Senator O ’G o r m a n . Did you participate in the deliberations of the 
convention ?

Mr. T r e m a n . Yes, sir; to some extent. I found they were getting 
into what seemed to me a rather acrimonious debate, and it was 
after lunch time, and I arose, went to the platform, and suggested 
that they adjourn for lunch. They did so, and came back and ap
parently after the luncheon they felt better.

Senator O ’G o r m a n . D o you approve of the recommendations made 
by the convention regarding the changes that ought to be made in this 
bill?

Mr. T r e m a n . The recommendation of the American Bankers’ Asso
ciation ?

Senator O ’G o r m a n . Yes.
Mr. T r e m a n . I could not personally agree with all o f them, sir. 

I  think, in the main, they are correct. They were contending for a
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principle, and I  did not feel it was wise to take issue on one or two 
things that I might differ on. The important thing is to get a reserve 
bank of some kind, or a central bank organization started that will 
relieve these difficulties as soon as possible; because this country, in 
my judgment, is on the eve of a great advance. You have wiped out 
apparently the tariff agitation for a while------  •

Senator O ’G or m an  (interposing). We hope for a long while.
Mr. T r e m a n . And if you can settle this currency bill and get it out 

o f the way it seems to me we have a great opportunity, and what I 
am anxious to see as an individual is a proper banking and currency 
bill just as soon as possible.

Senator O ’G o r m a n . D o you recall which of the recommendations 
made by the convention you disagreed with? It was stated yester
day, I think, Mr. Treman, that the only person who opposed them 
was Mr. Scudder. Is that correct?

Mr. T r e m a n . He was the only man on the floor that I  saw that 
voted against the bill. There were some who did not vote for it.

Senator O ’G o r m a n . What bank did he represent?
Mr. T r e m a n . I  think it is the Richmond Savings & Deposit Co., if 

I remember correctly.
Senator O ’G o r m a n . Y ou know Mr. Scudder, do you?
Mr. T r e m a n . I  saw h im ; I do not know him personally.
Senator O ’G o r m a n . What is his position?
Mr. T r e m a n . I think he is vice president.
Senator O ’G o r m a n . Who is president?
Mr. T r e m a n . I think it is John Skelton Williams, if I  am not 

mistaken.
Senator O ’G o r m a n . Coming back to the previous question, which 

o f those recommendations do you find fault with ?
Mr. T r e m a n . Which would I change, for instance ?
Senator O ’G o r m a n . Yes.
Mr. T r e m a n . Y ou have asked me quite a question, Senator. There 

are two questions; one is the recommendations of the American Bank
ers5 Association.

Senator O ’G o r m a n . I am speaking of the recommendations made 
by this Boston convention which were presented here yesterday.

Mr. T r e m a n . Oh, I did not understand your question.
Senator O ’G o r m a n . Have those recommendations made by the 

country bankers met your approval?
Mr. T r e m a n . Not entirely so. I  should agree with them on the 

question of leaving out of the bill the savings bank proposition. 
Now, of course, in New York State we have not the condition they 
have in the South. We have savings banks that are segregated under 
State laws, and it is an entirely different proposition, but it seems to 
me it has no place in this fundamental banking law of the country at 
the present time.

I should not agree entirely with their recommendation—I am 
speaking merely for myself.

Senator O ’G o r m a n . I so understand.
Mr. T r e m a n . I  should not agree entirely with their recommenda

tion about the reserves, because it does not seem to me it is working 
any great hardship at the present time; for instance, with our bank, 
for which alone I am speaking. In this bill you reduce the reserves 
from 15 to 12 per cent. Now, we probably will do business with
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some bank in some other city besides the Federal reserve bank, but 
I  think we can do it without any loss of profit more than we are 
having at the present time and still make our connection with the 
Federal bank.

Senator B ristow . The ability of one bank in that respect depends 
somewhat upon its locality and environment, would it not ?

Mr. T r e m a n . Entirely so, in this way: Take a small country bank 
in Gloversville in our State, where you have certain conditions. 
They might have every dollar of their deposits that they were 
legally allowed to loan out in local loans to manufacturers. It is a 
manufacturing center, and they probably would want to rediscount 
it. With us it is entirely different. We have not local demand 
enough, so that at times we buy bonds, or we buy commercial paper 
outside through note brokers.

Senator B ristow . I think that is all.
STATEMENT OF F. S. LARRABEE, FARMERS’ NATIONAL BANK,

STAFFORD, KANS.
Senator B ristow . Mr. Larrabee, what is the capital stock of your 

bank?
Mr. L arrabee. $25,000.
Senator B ristow . What are its deposits?
Mr. L arrabee. $500,000. I  am also director in 6 State banks, and 

stockholder in 11, and director of the Larrabee Flour Mills Co.
Senator B ristow . So you appear as a banker and business man ?
Mr. L arrabee. More as a business man, I think, than as a banker.
I come before the committee with some diffidence. I have not any 

figures; I have not come from Boston. I came direct from Kansas 
at the request of some of the Senators. I will tell you in advance 
that the small country banker, such as I am, is not interested so much 
in the organization as in the operation of the bill. With us, and with 
me particularly, the only thing I  need from an institution of this 
kind is rediscounting at certain times of the year, and I should have 
that without limit if it is to be of any benefit to me.

In our wheat-moving period we use enormous amounts of money, 
and our present source of supply is our corresponding banks in the 
reserve cities. They lend to us without limit. I  have been a banker 
for 27 years and I  have never had a discount refused by a correspond
ing bank. I have always leaned on them, and they have been good 
leaning. Of course, in that situation I naturally hesitate about 
changing my credits without knowing just what I am going to get 
in return.

Senator B ristow . Y ou have a bank of $25,000 capital? What is 
its surplus?

Mr. L arrabee. $25,000.
Senator B ristow . And its deposits $500,000?
Mr. L arrabee. Yes, sir.
Senator B ristow . What is the population of Stafford ?
Mr. L arrabee. Two thousand.
Senator R eed . Senator, can you pause long enough for me to call 

the attention of the committee to this statement in the Washington 
Evening Star:

The committee, it was learned this afternoon, will insist upon H. Parker 
Willis appearing before it to discuss the bill. Mr. Willis, who is news editor

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



BANKING AND CURRENCY. 2357

o f  th e  N ew  Y o rk  J ou rn a l o f  C om m erce, w a s  tlie  ex p ert  w h o  a id ed  the H ou se  
com m ittee  in  fra m in g  the bill.

I make no complaint of that statement, but this follows:
M em b ers o f  the S en ate  com m ittee  ex p ect to  lea rn  fro m  M r. W illis  ju s t  w h a t 

p arts  o f  th e  b ill P res id en t W ils o n  is  resp on sib le  fo r , and  a lso  w h a t part 
S ecre ta ry  o f  S ta te  'B rya n  had  in  fra m in g  the H ou se  bill.

I have never heard such a suggestion made by a member of thK 
committee. I do not believe anybody else ever heard that suggestion 
made by a member of the committee.

Senator B r i s t o w . I do not either. I do not think it ever entered 
the mind of a member of the committee.

Senator R e e d . I do not believe the author of that article ever 
heard anybody make that suggestion except himself.

Senator B r i s t o w . Mr. Larrabee has to leave, and I  am rather 
anxious for the committee to hear him. We can discuss this la:er.

Senator R e e d . I just wanted to call the attention of the committee 
to it now, because my eye just caught it. Such impressions as that 
ought not to be sent out by anybody.

Senator B r i s t o w . N o w , Mr. Larrabee, as I understand, you are 
more interested in your ability to get rediscounts. Now, what 
amount do you rediscount?

Mr. L a r r a b e e . Various amounts. The largest amount I have ever 
rediscounted in any one wheat-moving period has been $100,000.

Senator B r i s t o w . H o w  do you get those rediscounts?
Mr. L a r r a b e e . I send my paper to New York, St. Louis, or Kansas 

City, wherever I think I can get the better rate, or wherever I have 
a line of credit available.

Senator N e l s o n . D o you sell your paper, or do you give your 
note and put up the paper as collateral?

Mr. L a r r a b e e . Understand, Senator, that under the existing 
banking laws a national bank is limited to the amount of its capital 
stock. I borrow to the amount of my capital stock, and then I gne 
my personal note or the note of my directors for what more money I 
may need.

Senator N e l s o n . It is the note of the bank or yourself in any 
event ?

Mr. L a r r a b e e . Yes.
Senator N e l s o n . And you put up this commercial paper as col

lateral ?
Mr. L a r r a b e e . Not when I give my own note.
Senator N e l s o n . But when you give the bank’s note ?
Mr. L a r r a b e e . When I give the bank’s note; I attach to it an 

account of my bills receivable. That happens with me only once a 
year, and I need that money only 30 or 60 days, because I soon get 
it back and in large amounts. At times of the year I am in the 
market for commercial paper myself.

Senator B r i s t o w . D o  you have an apprehension that you could 
not get these accommodations------

Mr. L a r r a b e e  (interposing). I  have the apprehension this far, 
Senator, that I feel like waiting. The bill puts the State banks into 
better shape than it does the national banks. I f  I  were a State bank 
I could wait one, two, or three years, have my resources and lines of 
credit open, and at the end of that time if  I  saw it would be of
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advantage I could come in. But as a national bank I am compelled 
to go in or go out of business, or else take out a State charter. And I 
can not say that I will protect my bonds by staying in the Federal 
system. The statement was made here that the bonds would be pro
tected, but I can not see it. The bonds may go to 80 cents, and if I  
were to stay in the system I can not see but what I would have to 
put up enough money to make them worth par to protect my circula
tion.

Senator B ristow . Suppose you asked for a rediscount from the 
Federal reserve bank and it was refused ?

Mr. L arrabee. I f  I had done my business with the reserve bank 
and had lost my lines of credit with my corresponding bank I 
would be in bad shape—absolutely bad shape. And the line of credit 
granted to a country bank î  dependent upon the deposits that it 
keeps with its corresponding banks.

Senator B ristow . What reserve do you keep ?
Mr. L arrabee. Twenty-five to thirty per cent.
Senator B ristow . Of your $500,000 ?
Mr. L arrabee. Yes, sir.
Senator B ristow . Where do you keep it?
Mr. L arrabee. Well, at the end of some days the bulk is in Kansas 

Oity, and at the end of the next day the bulk may be in New York. 
I  switch it around, depending on my exchange requirements.

Senator B ristow . That i,s, you leave 9 per cent of your reserve or 
more in the reserve cities?

Mr. L arrabee. Oh, yes; my cash requirements are not heavy. I  
keep 6, 7, or 8 per cent in cash.

Senator B r is t o w . N o w , in your business you may check out all of 
the money you have in Kansas City on one day ?

Mr. L arrabee. Practically all of it ; it might happen that wayf
Senator B ristow . But still your reserve in St. Louis or New 

York------
Mr. L arrabee (interposing). I  may get heavy exchanges or 

drafts deposited with me on St. Louis, which I  send direct there, and 
1 may draw pretty nearly all my balance in Kansas City. The next 
day it may be reversed.

Senator B ristow . And you draw your balance out in New York 
and have your reserve in Kansas City?

Mr. L arrabee. O f course, those are extreme cases. It might not 
happen that way from day to day, but it might happen from one 
week to another.

Senator B ristow . So that while it is 9 per cent that you are per
mitted to keep with your reserve agents, it is------

Mr. L arrabee (interposing). Flexible.
Senator B ristow . And it is useful ?
Mr. L arrabee. Yes; I  do not have to keep it with any particular 

reserve agent.
Senator B ristow . Would you feel justified in coming into this 

system if the bill should pass ?
Mr. L arrabee. I do not think so. I f  I  surrendered my national 

charter and took out a State charter, I  might take advantage later 
on of the privilege of coming in if I  thought it would prove useful 
and beneficial. Under the State charter, under the laws of my State,
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I  have many advantages I do not have under a Federal charter. I  
can loan on real estate; my loan limit is larger, which is an advan
tage sometimes, and the State law offers us some advantages that we 
do not get under the national-bank charters.

Senator B ristow . In what Avay would your milling company be 
affected by legislation of this kind ?

Mr. L arrabee. Y ou know, Senator, within the last 20 years there 
have grown up among us aggregations of business. Twenty years 
ago our milling company made 100 barrels of flour daily. To-day 
we are the second largest milling concern in the Southwest, making 
over 3,000 barrels of flour daily. At certain times of the year we 
use enormous amounts of money, and we go into the open market 
and borrow money. None of our banks could take care of us.

Senator N elso n . Y o u  get it through note brokers?
Mr. L arrabee. Through note brokers. We are fearful that when 

the City National, for instance, have to turn over $50,000 of their 
deposits to the Federal reserve bank, and the banks in the reserve 
cities have to do that, they will restrict their operations in the open 
market, and we will be unable to secure funds to operate our milling 
company, because they will not buy our paper just for the privilege 
of rediscounting it with the Federal reserve bank. No bank is going 
to loan money to outside interests simply for the privilege of resell
ing their paper. I f  we were a customer they might do it to a limited 
extent to accommodate us.

Senator R eed. Are you not mistaken about that Mr. Larrabee? 
I f  you do business with a bank right along, and you need some more 
money and would put up your notes, the bank would go down and 
get the currency for you.

Mr. L arrabee. They would do that, Senator—the bank I was 
doing business with. But this summer, in the face of an unfriendly 
money market, we borrowed a half million dollars for our milling 
operations. None of our banks nor all of the banks combined would 
borrow that amount of money for us.

Senator Reed. You are doing business now with how many banks?
Mr. L arrabee. Two.
Senator Reed. Now, suppose your two banks, knowing you were 

running a safe and sound business there, entitling you to credit—■ 
and you must be entitled to credit or you could not get the accommo
dation—and desiring to accommodate you, one of the members of this 
system, they could take your paper------

Mr. Larrabee (interposing). But remember, Senator— pardon me 
for interrupting—but remember they are limited as to the amount 
they can loan us to 10 per cent of their capital and surplus.

Senator Reed. They are not limited to it under this bill.
Mr. L arrabee. They are not limited to the amount of my paper, 

like myself, but they are limited as to the amount of loans they can 
make to us to 10 per cent of their capital and surplus.

Senator R eed. This bill is not written yet.
Mr. L arrabee. I am taking the bill as it stands.
Senator R eed. I f  that limitation were taken off as to the amount 

they could lend you, leaving it to the directors of the Federal reserve 
bank, so that they could accept paper in excess of 10 per cent, then 
do you not think those banks, in order to handle your business and see-

S. Doc. 282, 63-1— vol 3-------28
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ing some profit in the handling of it, would willingly take your paper 
to the Federal reserve bank and obtain money upon it, even if there 
had to be money issued? Now, Mr. Larrabee, what this committee 
is trying to get is the frank and honest opinion of witnesses with 
reference to the virtues as well as the defects of this b ill; and when 
I ask this question I find all witnesses a little inclined to maintain 
their position, and, of course, they ought to, if it is correct. And, 
directing your thought to this particular matter now, do you not 
think it would be a great convenience and help to you?

Mr. L arrabee. Well, Senator, let me explain a little further. We 
do business with one bank that has $100,000 capital. Do you think 
that bank would be justified in taking half of our requirements—a 
half million dollars ? Do you think it would be safe to permit them 
to do it for the privilege of rediscounting our paper ?

Senator K eed . Possibly not------
Mr. L arrabee (interposing). So we are glad to go into the open 

market for a certain part of our funds.
Senator R eed. Let us see about the effect on the open market under 

this bill. Would there not be a better market for your paper if not 
only the bank you ordinarily do business with, but any bank pur
chasing that paper, knew it could at once turn it into money, if  neces
sary, and at a reasonable rate, at the regional bank ?

Mr. L arrabee. Of course, it is difficult to tell in advance what will 
be the result of the operations of this bill. But I estimate it in this 
way------

Senator R eed  (interposing). Leaving you at the same time every 
resource you now have.

Mr. L arrabee. Y ou understand that banks, when they go into the 
market for commercial paper from brokers when they have surplus, 
do not go in and buy paper to resell; they won’t do that. Now, i f  
these large reserve banks have to deposit a large amount of paper 
and decrease their loans to get money to put into the regional reserve 
bank, our class of business is the first business they cut out.

Senator N elson . It is the floating business.
Mr. L arrabee. Yes; they cut that out.
Senator R eed. N o w , Mr. Larrabee, of course a bank would not 

perhaps buy your paper in the market with the purpose in mind at 
that time 01 taking it and certainly rediscounting it; but, as this bill 
offers to every member bank that becomes a member the facility to 
rediscount if it becomes at all necessary, do you not think that would 
loosen up the market for your paper just to the extent that this sys
tem adds to the present facilities of the market?

Mr..L a r r a b e e . That has not been my opinion, Senator.
Senator R eed. I wish you would tell me why that would not be 

the inevitable result. To-day you have all the banks of the country 
to sell your paper to. Now, a new system is created which does two 
things—well, it would be better to state it as one proposition. It 
affords a new place in which that commercial paper that is prime 
and good can be at once rediscounted by any bank. Is not that an 
additional advantage to that which you now have ?

Mr. L arrabee. I do not think you get my point in that, that banks 
only go in the open market when they have a surplus of funds. And 
they will take care of their own customers, but in buying commercial 
paper—that is, when they have loose funds------
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Senator S eed (interposing). They will have the loose funds after 
this system is created, won’t they ?

Mr. L arrabee. I have taken the statements of the men who have 
been before you from the reserve centers that their funds will be de
creased.

Senator S eed. But they all say they will be decreased at first; 
that is, there will be a transitory period, but nearly all of them say 
there is danger under this bill that there will be an inflation after
wards.

Mr. L arrabee. I would not agree with them.
Senator N elson . A s I understand Mr. Larrabee, his demands dur

ing certain seasons, his requirement for loans is so big that no one 
bank can make him a loan. N o one regional bank could do it.

Mr. L arrabee. I do not know what their limitations are. My 
idea was that no single bank where we kept an account would buy 
our paper to rediscount it.

Senator N e lso n . And his further theory is he would have to go 
to a number of banks to get his accommodations, and that no bank 
would buy his paper for the sake of rediscounting it with the re
gional bank.

Mr. L arrabee. That is the theory.
Senator S eed. It seems to me that criticism is based on the idea 

that the regional bank absorbs the funds of the country, so there are 
no surplus funds left, whereas the regional bank is expected to be in 
a position to supply an almost unlimited amount of funds as long 
as there is a good piece of paper back of it.

Senator B ristow . N o w , Senator, I do not think you get Mr. Lar- 
rabee’s point. Mr. Larrabee is from a little town out in western 
Kansas of 2,000 people. He has a bank of $25,000 capital. He 
demands there in his milling business as much as a half million dol
lars. This year he borrowed a half million dollars.

Senator S eed. I understand.
Senator B ristow . And there is no bank he can go to and borrow 

that money from that would be justified in loaning him that amount, 
that could go and get it rediscounted ? As it is now, he has his con
nections, and he has no trouble, but here the rediscounting is only 
permitted by this regional bank. His present facilities would be 
curtailed, and he does not see how any bank could rediscount for him 
and then rediscount at the regional bank.

Senator S eed. I do not understand that. He has his present 
relations and arrangements made now to take care of this. I do not 
understand, and I wish you would tell me, why this bill destroys 
those connections which he now has.

Mr. L arrabee. Let me go a little further. Suppose you had a 
panic like that in 1907 going on and I had paper maturing. The 
only way my milling company can get money from the regional re
serve banks is from some member bank. These member banks, with 
my paper coming out, they are not going to take any more time

?aper to accommodate me, unless I am a customer of theirs; and if 
am not a customer of theirs, they are not going to handle that 

paper; and so, when that matures they are going to get out from 
under their undertakings just as soon as they can.

Senator S eed. Why are they going to get out from under your 
undertakings when they could take your paper and everybody else’s
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paper and go over to the regional bank and get all the cash they 
needed ?

Mr. L arrabee. I do not know. I  have been a banker for 27 years, 
and I have never bought paper when I knew I would have to sell 
immediately. In time of a panic, if  my paper matures, I  have got 
to liquidate my business. I  will take, as an illustration, the bank at 
Shreveport, La. That paper matures in November. In November 
a panic is on. I  do not know the bank at Shreveport has my paper 
until it matures. When that paper matures they are going to ask 
me to pay, because they are not going to take a chance in a panic of 
my failing and leaving them to pay that paper to the Federal reserve 
bank. And so I have got to liquidate.

Senator R eed. Y ou have got to do that now, and now if there is 
a panic on that bank in Shereveport would not help you and no other 
bank would help you. All the banks are in trouble now. Now, do 
you think it puts you in a worse condition if there is a place where 
all of the member banks, say seven or eight thousand banks, in this 
country can go and turn over paper which the^ take in, intending 
to rediscount, and that they now will rediscount, if an emergency has 
arisen, and it is in funds and the whole situation of the country will 
be relieved—do you think that that puts you in worse condition ?

Mr. L arrabee. Senator, I am not complaining of the bill on that 
account, but I think that the section looking to open market opera
tions should be changed.

Senator R eed. In what respect?
Mr. L arrabee. I think at times they should be allowed to go in the 

open market and buy paper—the regional bank; such times as that, 
for instance.

Senator R eed. D o you think the section ought to be enlarged ?
Mr. L arrabee. I think so, yes. O f course, I admit it is a difficult 

thing to do. Here you have the monied banks who are in the market 
for that paper. At times you are in the market as their competitors.

Senator R eed. I f  competition is the spice of trade, would it injure 
the business of this country if one of those banks occasionally bought 
some paper ?

Mr. L arrabee. No, sir; I  think it would be a benefit to the business 
of the country. I  think that should be enlarged so as to permit their 
open market operations to be more extended. I  am not complaining 
of the bill on that account, but telling you how it would operate.

Senator R eed. You think the bill is a good thing, if it had some 
changes ?

Mr. L arrabee. I f  it had some changes, although I  would not say 
I  would put my bank into it. Of course, a bank is naturally con
servative, and I would like to see how it operates.

Senator R eed. You would like somebody else to take all the 
chances?

Mr. L arrabee. Yes; I  would like somebody else to try it.
Senator R eed. Will you tell us, now, how we can get up a system 

and start it when all of the banks are in the same frame of mind you 
are—want somebody else to take the first step?

Mr. L arrabee. No.
Senator R eed. Yet you realize the necessity of something being 

done?
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Mr. L arrabee. Yes; I believe the ultimate result will be the Gov
ernment doing the banking of the country, and we fellows will be out 
o f business.

Senator R eed. The Government running all the banks?
Mr. L arrabee. Yes, sir; doing the banking business of the country.
Senator R eed. I do not think that follows.
Senator B ristow . Have you had any trouble in the past in handling 

your credits?
Mr. L arrabee. Never. In every panic I  have been able to borrow 

money if I wanted it.
Senator B ristow . In 1907?
Mr. L arrabee. In 1907. I did borrow money in New York.
Senator O ’G o r m a n . Did you ever have any trouble in getting 

money in New York?
Mr. L arrabee. N o, not in borrowing credits. I  got credit there, 

but I could not get the currency. The fact was, I  wanted credit. 
1 was lacking New York exchange, and I had paper coming due in 
New York, and I rediscounted that just to get New York exchange. 
You will remember, in spite of what we are told, we depleted our 
balances in New York. Exchange was selling in the West from $6 
to $8 a thousand on New York, which was evidence we had no money 
in New York.

Senator O ’G o r m a n . I am very glad to have you state that, and I 
think that what you now state was pretty generally known, although 
I  was surprised during the day to hear my good friend, Senator Nel
son, ask if all of the reserves were tied up in New York.

Mr. L arrabee. I f I had had New York exchange I would have been 
glad to have sold it at $6 to $8 a thousand.

Senator R eed. I think if we do not do something here pretty soon, 
Senator O’Gorman is going to demonstrate that Kansas started this 
panic instead of New York.

Senator N elson . Maybe you did not have much on deposit to draw 
from.

Mr. L arrabee. I know, but if other banks in my section had had 
it they would have been glad to have sold it to me. New York ex
change on Kansas City was selling at from $6 to $8 a thousand.

Senator W e ek s . It is your judgment, then, Mr. Larrabee, that the 
New York banks did all they could in the panic of 1907?

Mr. L arrabee. I think so, and in the panic of 1893. I  was in the 
banking business then. I borrowed money in New York. Of course 
I  never overstrained my credit; I never asked for anything unreason
able. I have been in the banking business for 27 years, and I have 
never had a loan refused me.

Senator W e e k s . I want to congratulate you on your credit, for I 
could not borrow money in New York.

Senator B ristow . I am sorry we can not have more time with Mr. 
Larrabee, because I think he is a unique witness, living in a little 
town, which is one of the largest milling towns in the United States.

Mr. L arrabee. In explanation of my theory that the Government 
would be in the banking business, I  wish to say, to use a concrete illus
tration, for instance, John Smith has been giving checks all morn
ing, we ought to let him borrow a little money now. He comes to 
my bank and wants to borrow $2,000 or $3,000. His credit is good.
I  take his note and he pays 6 to 8 per cent, whatever the rate is. I
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take his note down to St. Louis and sell it for 3. That note comes 
back, and he knows the note has been down there, and he knows what 
the Government rate is. He is going to figure, Why could not the 
Government loan me that money direct; why is it necessary to have 
a bank come between me and the Government? And if he does not 
think of it somebody else will, and they will tell him about it, and 
your political platforms will be drafted to loan to the people direct, 
and the first thing you know you will be in the banking business.

Senator W eek s . Y ou do not think that would be a good thing?
Mr. L arrabee. I am not sure but what it would be a good thing.
Senator R eed. Then you are not sure you object to this bill on that 

ground ?
Mr. L arrabee. Oh, n o ; I  am not objecting to it.
Senator O ’G o r m a n . Y ou think the bill has some good features?
Mr. L arrabee. Yes; many good features. O f course the operation 

is the main thing. I f  I can go to a regional bank and discount $100,-
000 in time of need, at the time my crop is moving, it answers my 
needs entirely. But until I know I can do this I do not like to cast 
off anchors I have in other directions.

Senator R eed. Would you have this system run by the banks or 
by the Government?

Mr. L arrabee. As I told you, I  have not considered that we little 
fellows would be concerned in the organization, because we would 
not have any voice in any way.

Senator R eed. You have a vote.
Mr. L arrabee. It would be so little.
Senator R eed. Are you under the impression that somehow or 

other the little banks are not going to be directors in these regional 
banks ?

Mr. L arrabee. I did not understand that if  there are any directors 
appointed here in Washington on the reserve board that we little 
fellows would be among them. They would be some bankers of 
prominence, of wide observation. I do not know that we would be 
competent to sit here and talk about gold reserves. This gentleman 
who talked about gold reserves—I did not understand him.

Senator R eed. But you expect your Senator to understand it with
out hearing about it.

Senator B ristow . Mr. Larrabee, I am very much interested, al
though I have known you for a good many years, in some of your 
statements. You say that the farmer out there in Stafford County, 
if  he wants $6,000 or $7,000, and you loan it to him, you charge 
him 6 or 7 per cent, and you rediscount that note, and we will say 
that the Government rate is three for these rediscounts; and he will 
say, “ Now, why should I pay Mr. Larrabee 4 per cent? Why should 
the Government let Mr. Larrabee have that money, and let him 
charge me 7 per cent, while he is only paying 3,” and he would not 
stand for that?

Mr. L arrabee. No.
Senator B ristow . In your judgment?
Mr. L arrabee. No.
Senator B ristow . I f  he could help it.
Mr. L arrabee. No.
Senator B ristow . Do you think he would make a fuss about it ?
Mr. L arrabee. Y ou bet he would.
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Senator R eed. Why shouldn’t he ?
Mr. L arrabee. I do not know why he should not.
Senator R eed. Why should you charge him such an extortionate 

rate, if you could get the money for him for 3 ?
Mr. L arrabee. Of course, those are current rates now. This new 

bill may make a cheaper rate and he may get it for 5. But he would 
kick on giving me 2 per cent profit.

Senator R eed. But he could not get his paper discounted with
out your indorsement.

Mr. L arrabee. No; but he does not think so. He will say, “ Mr. 
Larrabee would not get it without my note.”

Senator O ’ G o r m a n . He might remember, Mr. Larrabee, or if he 
did not you could recall it to him, that your capital was deposited to 
help create this fund.

Mr. L arrabee. Of course there is an argument, but there is going 
to be a row about it. [Laughter.]

Senator B ristow . Mr. Larrabee, you are selling to-day $1,000,000 
worth of credits, your milling company is. Now, does it naturally 
come to your mind why this Government could not discount your 
paper direct?

Mr. L arrabee. No; that is what I am kicking for here.
Senator B ristow . Y ou do not want to have to go to a bank and pay

2 per cent more than the bank does ?
Mr. L arrabee. My business, I am not particular about that. What 

I want is to sell my paper at the going rate. I f  it is 6 per cent or 
4 per cent I want i t ; what I want is to get funds in my time of need. 
I would just as soon pay the bank; I would not quarrel about that, if 
I could get funds through the bank.

Senator N elso n . What you want is currency.
Mr. L arrabee. That is what I want—money.
Senator B risto w  (interposing). What you are afraid of is the dis

turbance in that kind of a system ?
Mr. L a r r a b e e . Yes; I am afraid of the restriction of credits, as 

long as this bank is permitted to engage in open market operations.
Senator B ristow . Y ou went out there 25 years ago?
Mr. L arrabee. Twenty-seven years ago I went to Kansas from 

New York State.
Senator B ristow . And did establish a bank?
Mr. L arrabee. The first month I was there, and when there were 

no banking laws in Kansas. All that was required of a bank was to 
acquire a safe of sufficient size to put confidence in the public and 
to hang out a shingle. Many people did that and made good. Two 
or three went there and opened banks and bought their safes on 
credit and gave a chattel mortgage for them.

Senator R eed. And then made money and made good bankers?
Mr. L arrabee. Some of them have failed, of course.
Senator O ’ G o r m a n . Is the banking business profitable in your 

State?
Mr. L arrabee. It is exceedingly profitable now, Senator.
Senator O ’G o r m a n . What dividend is your bank paying?
Mr. L arrabee, I will tell you what it earned. We have paid two 

8 per cent dividends so far this year. Last year we earned 65 per 
cent.
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Senator O ’G o r m a n . What part of the State do yon do business in?
Mr. L arrabee. In the rich part, the wheat belt. But that needs 

explanation, Senator. I  have been there 27 years. I  could do busi
ness in that town without capital. My capital is only $25,000, and we 
have $1,000,000 of deposits. The people do not ask what the capital 
is. It is just Larrabee’s bank. Nobody else could go there and dupli
cate that without 27 years’ record behind them. I think I have the 
most profitable bank in the State of Kansas, and it has been hard 
work that has done it, and not the capital.

Senator B ristow . There is one other witness—Mr. Moses—that I  
would like to have heard this afternoon.

STATEMENT 0E E. R. MOSES, PRESIDENT OF THE CITZENS’ 
NATIONAL BANK, GREAT BEND, KANS.

Mr. M oses. I  am president of the Citizens’ National Bank o f 
Great Bend, Kans., and president of two State banks. I  am also 
president of a mercantile company.

Senator B ristow . Mr. Moses, you are engaged in the banking busi
ness and the mercantile business ?

Mr. M oses. Yes.
Senator B ristow . Tell us what you think about this bill; how it 

will affect your business.
Mr. Moses. Well, it is only apprehensive. We do not know whether 

we are going to have the regional bank and get loans as easy and with 
as much facility as we are doing now. For instance, I can send my 
note down with one or two of my directors on it, if I  want money, 
for $40,000 or $50,000 and get it immediately, or telegraph for it. 
Now, if I have my reserve of 9 per cent in one bank and one of the 
cities I do business with is required to take 5 per cent out, say $20,000 
out of $36,000 reserve, that leaves $16,000 to my credit with the bank. 
My financial standing with that bank is injured to that extent; my loan
ing capacity is cut down one-half or more. Now, you take the cap
ital I would have to put in of $5,000 and the $20,000 reserve, and I 
am still injured that much more, because I  can go to the banks I  
have my deposits with there in the West—in Kansas City or in 
Witchita or Pueblo—and get immediately, by mail or upon a telegram, 
upon notes sent in by myself and directors, any amount of money I 
want that is reasonable.

Again, if there is a segregation in the savings bank o f my time 
deposits, I  could not begin to accommodate the commercial business 
o f my section of the country this year, because o f a crop failure com
ing there, which has taken all of the money that would be available 
to accommodate the farmers in putting in their crops and buying 
cattle or cows, and a good many of them are going more into that 
business, in which we have to help them out, and it would not aid me 
in anywise whatever with the State banks there, because if I should 
make a statement that the capital of my national bank is down to 
$125,000, they would soon know, immediately. We have to look after 
business, because the business line is drawn very closely in the western 
country.

Senator B ristow . What per cent of your deposits are in these time 
certificates ?

Mr. M oses. They run from $360,000 to $410,000.
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Senator B ristow . Upon which you pay interest—your savings 
deposits ?

M r. M oses. N o ; the savings deposits run about $125,000.
Senator B ristow . And you are apprehensive as to whether you 

could get the credit you can get now, when you need it, in crop- 
moving times?

M r. M oses. Y es, sir.
Senator B ristow . With the facilities from your present corre

spondent ?
M r. M oses. Yes.
Senator B ristow . Would it be a great hardship upon you to go 

from the national banking system into the State banking system ?
Mr. M oses. It would not if they would make the bonds at par. We 

could very readily go into it, if they would not let us lose anything.
Senator B ristow . In your judgment, would it be to the best inter

ests of your bank to remain as a national bank or go into the State 
banking system under the State law?

Mr. M oses. I would prefer staying in the national-bank business, if  
they would give me time to see the operation of the business. I think a 
great many others—before I came here quite a number of bankers said 
if they would just let us stay in until we can see the operation of the 
law—apparently it will be so amended from time to time that it would 
be of benefit for us to come in—than what it is at the present time— 
and we would prefer that. I f  not, let us get out Avith our bonds at 
par. We have, understand, over 1,050 State banks in Kansas, and out 
of the 1,050 only 250 national banks. Out of 14 banks in my county 
there are only 3 national banks. So you can see how the State banks 
and national banks run. The national banks, while we think we have 
a little prestige over the State banks, yet the State banks are accumu
lating all the time, and I do not know but what it is good, because 
every little hamlet where there is a blacksmith shop or an elevator 
there is a bank coming in.

Senator B ristow . Y ou think that is a good thing for a community?
M r. M oses. It is; yes.
Senator B ristow . That brings the money into activity more than 

if it was not there ?
Mr. M oses. Yes; it is really needed. The farmers in that country 

at certain seasons have need for that money at the crop-moving time, 
and especially when crops are not good. This year they need more 
money.

Senator B ristow . What change do you need in the banking laws 
of the country or in the currency ?

M r. M oses. I do not think there is anything needed in the banking 
laws of the country, except that the larger banks of this country go 
and get currency when they need it. Country banks do not produce 
panics. They have plenty of money in the East. We had $140,000 
in one place. I f  we could have gotten hold of one-half if it------

Senator N elson (interposing). Where was that money?
Mr. M oses. In the reserve banks.
Senator N elson . Where ?
M r. M oses. In Kansas City and New York.
Senator N elson . Y ou could not get it?
M r. M oses. We got all we needed in the main.
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You realize—this gentleman from Albany stated he had $9,000,000 
of bank deposits, and the banks borrowed only $500,000 of it—you 
can realize from that how that money piles up, and they have got 
to do something.

Senator B ristow . What do you think about loans on real estate ?
Mr. Moses. That is one advantage that the State bank has over 

us now in the State of Kansas.
Senator B ristow . Y ou use your bank money in your commercial 

business ?
Mr. Moses. Altogether. Now, in this bill— I like a great many 

features of this bill. I  think the capital stock, however, should be 
reduced, and I think the reserve that has been mentioned here should 
be put to 3 per cent, allowing the other 2 per cent to go to the home 
bank or any other country banks. I  think the savings section should 
be stricken out entirely.

Senator R eed. That expression has been used to-day a number of 
times. Suppose, instead of striking it out, we withdraw the savings- 
bank proposition, giving you and the small national banks the right 
to establish a savings department, giving it to them upon terms so 
that they could run a savings bank. You would not object to that?

Mr. M oses. N o, sir.
Senator N elson . Making it optional with them ?
Senator R eed. Yes.
Mr. M oses. Upon the whole, I  think if you make this so that the 

small banks would continue in the way they are I  think they would 
be induced to come in. I f  you do not, I  really think the small banks, 
even at a loss, would go out. It is always better to leave them in 
rather than to force them in. I  never saw an institution of any kind 
that would prosper greatly where the people were forced into it.

Senator R eed. Still there has been force applied many times to 
the banking system by the enactment of the law requiring them to 
do certain things that they should do, and requiring them to stop 
certain things they ought not to do. It has always, wnen it has been 
a wise law, been a good thing for the banks. Then we had to apply 
force to insurance companies, requiring them to keep certain deposits 
and conform to certain regulations. It has made life insurance an 
investment where it was once a speculation. Then you had to die 
quick to beat it.

Mr. M oses. In this instance they have the option of remaining in 
or retiring. By allowing them to see the operation of the law I  
think they would all come in. I  do not think it is necessary that 
the small banks should come in; the larger banks probably would 
join anyhow. When I say the small banks, I  mean the banks of 
$50,000 capital or under, but I think a great many of them would 
come in. There is no question about it.

Senator R eed. Generally speaking, you think this is a good system, 
and would be desirable, with certain modifications ?

Mr. Moses. Yes, sir. I  am very much obliged to you, gentlemen, 
for giving me the opportunity to appear before you.

Senator R eed. I f  that is all, we will adjourn now until 10.30 o’clock 
to-morrow morning.

(Thereupon, at 6.10 o’clock p. m., the committee adjourned until 
10.30 o’clock a. m. to-morrow, Wednesday, October 15, 1913.)
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W ED N ESD AY, OCTOBER 15, 1913.

Co m m ittee  on  B a n k in g  and  Cu r r en cy ,
U nited  S tates S e n a t e ,

Washington, D. G.
The committee assembled at 10.30 o’clock a. m.
Present: Senators Owen (chairman), Hitchcock, O’Gorman, Pom- 

tjrene, Shafroth, Hollis, Nelson, Bristow, and Weeks.
The C h a ir m a n . The committee will come to order, and we will 

hear this morning from Mr. Ingle, of Baltimore.

STATEMENT OF WILLIAM INGLE, VICE PRESIDENT OF THE MER
CHANTS & MECHANICS’ NATIONAL BANK, OF BALTIMORE, MD.

The C h a ir m a n . Give your name and banking affiliations and ad
dress to the reporter, so that we may have them in the record.

Mr. I ngle . William Ingle, vice president of the Merchants & Me
chanics National Bank of Baltimore, Md.

The C h a ir m a n . State your banking experience, Mr. Ingle.
Mr. I ngle . I  have been with my present connection 32 years; three 

years before that in another local bank in Baltimore; an officer of the 
bank since 1900.

The C h a ir m a n . We will be glad to have your views in regard to 
this bill, Mr. Ingle.

Mr. I ngle . Mr. Chairman and Senators, I think it possibly only 
fair to say that I am here in a spirit not at all of antagonism to a 
very large portion of the bill under investigation. In other words, I 
would like to feel that I could help rather than hinder it, as I recog
nize the work that has been given to it. I possibly am in the same 
frame of mind as was owned by a gentleman who has been before you, 
and one prominent in banking affairs of the country, who, in Boston 
last week was reported to have said that he thought the bill was 
about 80 per cent good. I rather imagine that the votes taken in Bos
ton reflect antagonism, not so much to the bill as a whole, but pos
sibly to that 20 or some other per cent which was deemed not as good 
as it might be, each individual man, possibly, in voting “ aye ” in sup
port of the Chicago conference having in mind, it may be, some dif
ferent points which he thought were more vital than others.

I am not a speaker, and I have taken the liberty of making some 
notes.

Senator N elson . That is all the better; we do not want oratory, 
we want facts.

Senator H itch co ck . Did you attend the Boston convention?
Mr. In g le . Yes, sir.
Senator H itc h c o c k . Did you see this meeting of the two thousand 

or more country bankers ?
Mr. I ngle . Yes, sir; I  was a country banker for the time being, 

in order to see what was going on.
Senator H itch co ck . Can you give the committee an idea as to 

whether that seemed to be a free expression of the real opinion of 
the country bankers ?

Mr. I ngle . Senator, I  think it was an untrammeled expression, 
and while it is not fair to impute—and I do not do it at all—it is 
nevertheless true, I  believe, that the matters especially before them
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for discussion and investigation were those in which they were 
largely directly interested.

Senator H itch co ck . And which they understood very thor
oughly ?

Mr." I ngle . Well, I  refer especially to section 17, which refers to 
the elimination, the possible elimination, of their exchange charge. 
I  think without that that their enthusiasm would have been less 
jnarked. I also think that possibly a couple of other things that 
they threw into their meeting, while important, were possibly so ob
vious to everyone that they were present at their particular meeting 
more as sweetening than as being considered vital from the stand
point of objections of the gentlemen assembled.

Senator H itch co ck . Their witnesses who have come before us 
seemed to lay great stress also upon the depreciation of Government 
bonds.

Mr. I ngle . I  think possibly that was a part of the sweetening.
Senator H it c h c o c k . They seemed to feel that was a vital matter.
Mr. I ngle . I t  is a vital matter, sir; but that is something which 

appeals, and with equal force, to all of us, and it does not at all at
tach with any exclusiveness to the country banker.

Senator H itch co ck . They also seemed to be very certain that the 
clause relating to the savings department of country banks would be 
very obnoxious and would result in keeping most 01 the banks out of 
the system.

Mr. I ngle . Senator, I  imagine that one’s views on that must be 
tempered by his feeling.

Senator N elson . Has your bank got any trust company as an 
appendage, in which your officers are interested ?

Mr. I ngle . N o, sir; we are simply an individual commercial bank, 
with no entangling alliances of any sort. We have no savings depart
ment or trust-company adjunct, nor do we have real estate loans, 
directly or indirectly.

Senator N elson . Do you issue time certificates of deposit?
Mr. I ngle . We do not; we have never issued one.
Senator N elson . Do you pay interest to individual depositors?
Mr. I ngle . That is a very leading question, and I  will be very glad 

to answer it, if  you will pardon me. I can not answer it in a moment, 
yes or no. We do not, may I say, encourage the payment of interest 
on ordinary mercantile accounts, and in connection with such accounts 
we pay very little interest, indeed.

Senator N elson . Do you issue certificates of deposit?
Mr. I ngle . We issue demand certificates of deposit bearing in

terest, and I imagine, sir, that we have outstanding at the maximum 
possibly $100,000 out of an aggregate liability on loans of about 
$20,000,000.

Senator N elson . Is not that a species of savings?
Mr. I ngle . No, sir; not in our connection, I  should say, because if 

anyone would come in there and ask us for a demand certificate of 
deposit, at any rate of interest, we generally refer them to a mutual 
savings bank. It is only in the case of a man who comes in with, say, 
$10,000 or $20,000, for which he has no particular use for 60 or 90 
days or four months, or something of that kind, and feels that he 
ought not to let it lie in a bank earning nothing; we will then give
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him a demand deposit at, say, 2 or per cent. I have known us to 
pay as much as 3 per cent, but not habitually.

Senator B r i s t o w . Will you tell us, please, if  you have not, what 
the capital and deposits of your bank are ?

Mr. I n g l e . The capital of my bank is $2,000,000; the surplus is 
$2,000,000; the undivided profits about $200,000; and the deposits a 
week ago, when I left there to go to the Boston convention, were 
$20,500,000.

Senator H i t c h c o c k . Y o u  are hardly a country bank, then?
Mr. I n g l e . No, sir; we could hardly with fairness call ourselves 

a country bank.
Senator B r i s t o w . H o w  much of your deposits are bank deposits 

and how much individual deposits?
Mr. I n g l e . Our bank deposits, as segregated on our ledger—that 

is, the out-of-town banking connections—aggregate just about $7,- 
000,000.

Senator B r i s t o w . Seven out of the twenty and a half million is 
money of other banks ?

Mr. I n g l e . Of course, you will understand that both amounts in 
figures as large as that, fluctuate within $1,000,000 more or less fre
quently.

Senator H i t c h c o c k . Y o u  may proceed with your statement.
Mr. I n g l e . I will say that if by any chance any Senator may have 

a question he may desire to ask as I go along, I will try to answer it.
Senator N e l s o n . Y o u  will not find us modest about asking ques

tions.
Mr. I n g l e . In discussing any measure as comprehensive in its scope 

and language as is the proposed currency law, the points to be 
especially considered might fairly be divided into two classes, namely, 
those referring to fundamental and economic principles, and, second, 
those not so related but in connection with which selfish considera
tions may or may not influence the judgment of those directly in
terested, although in connection with some of the matter of the act 
it is difficult to determine just where may be drawn the line between 
altruism and personal interest in discussing the provisions of such 
sections.

It may fairly be said in regard to two fundamental principles 
referred to in the bill, namely, Government guarantee of notes to be 
issued, and the option of having them redeemed in anything other 
than gold coin, that the opinion of bank people is essentially unani
mous in agreeing that it is most unfortunate that it has been thought 
wise in the proposed legislation to depart from beaten and tried 
paths and to offend principles of world-wide acceptance. In both of 
these situations the bankers’ selfish interest is only incidental and 
relatively trifling, and second to that of the public for whose use notes 
of any kind are to be issued. As other provisions of the law make 
absolutely certain the security of proposed note issues apart from 
Government guarantee, and as law can properly regulate their volume 
either in the direction of expansion or contraction by providing a 
sliding scale tax, it is almost a pity to commit the Treasury further 
to the conduct of active banking and more confuse the present mis
understanding of the word money. The banks do not object to the 
presence in the law of the strictest ordering and control of their own
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note issues, but with substantial unanimity protest that the credit 
of the Government should be conserved strictly for its own use.

It is equally or possibly more unfortunate that in providing for 
the redemption of the notes the words “ or lawful money55 should 
have been inserted in the act apparently as an afterthought. It is 
idle to here refer to the old question of double standard of measure
ment, but as the bill again forces it to the forefront, it is proper to 
direct special attention to the danger attendant upon the assertion 
of the discarded principle and this the bankers do with the same 
unanimity and again for unselfish reasons.

The banks have in mind only the desire to have a law useful and 
workable when they suggest that a relatively few, rather than many 
reserve banks shall be first organized. In heartily welcoming many 
of the provisions of the act it is comparatively immaterial whether 
there be one single board. The essential things are first, that the 
branches of a single bank or the several Federal banks controlled 
from Washington shall be so located as to be in touch with business 
conditions in the territory which they shall severally serve, and, 
second, and what is of prime importance if the law is to be helpful to 
the public through the banks, it is essential that the reserve or 
branch banks shall be managed from day to day as banks and not as 
a Government bureau with all the delay and attendant red tape 
which usually delays business with the average Government office.

Senator H itch co ck . D o you think that as the system is devised 
it is going to embarrass banks and involve a loss of time in getting 
the relief they desire?

Mr. I ngle . It would depend altogether, sir, upon the way in which 
the law is interpreted and handled!

Senator H itch co ck . The reserve banks are to be run just like any 
other bank?

Mr. I ngle . Exactly, sir, and if they are not interfered with— I  
mean if they are not so restricted by technical regulations by the 
Federal reserve board as to permit the directors or the executive 
officers of the Feredal reserve bank from acting with promptness, 
every objection will surely melt away.

Senator H itch co ck . As I recall it, there is nothing in the bill 
prevent the directors from running that bank for bankers just as 
efficiently as any bank is run; in fact, the very purpose of it would be 
to give immediate results.

Mr. I n gle . Exactly so; and I  am only suggesting that because so 
many people, having in mind their daily dealings—and I say it with 
all respect—with the Treasury Department and other Government 
bureaus------

Senator N elson  (interposing). I  do not wonder they get that idea.
Senator H itch co ck . I am a little surprised. I have heard the 

bankers themselves say that when dealing with the Treasury Depart
ment, that the Treasury Department was redeeming the national-bank 
notes more rapidly than the national banks met those notes.

Mr. I ngle . I  can tell you just what the reason for that is, i f  you 
are at all interested in it.

Senator H itch co ck . Yes; I would like to know.
Mr. I ngle . I  am speaking now not ex cathedra, but in a general 

way, as I have observed it. The Treasury Department, for instance, 
receives for redemption certain circulating notes issued by any
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interior bank. That interior bank, instead of making its 5 per cent 
deposit as promptly as the Government will require, looks over its 
ledger and finds, for instance, that it has to its credit in a city, in a 
reserve city frequently, a certain balance. They will write a letter 
to such city to get them to transfer for its account to Washington so 
much money for the credit of this 5 per cent redemption fund. That 
particular bank, in turn, has a balance, let us say, m Pittsburgh. It 
wants to use that balance, which may be dead for the time being, 
and instead of writing to Washington it will write to Pittsburgh, 
and Pittsburgh, in turn, may write to Baltimore or New York or 
Philadelphia, so that by the time that 5 per cent redemption deposit 
reaches Washington the transaction may be a week or 10 days old.

Senator H itch co ck . Does that not really prove what I say ?
Mr. I ngle. It does, in respect to those banks which adopt that 

practice.
Senator H it c h c o c k . With the delay on the part of the bank and 

not on the part of the Government; the Government is always, as it 
were, holding the sack.

Mr. I ngle . In that particular situation, because it is to the benefit 
of the bank to use the Government capital as long as possible in that 
situation.

Senator H itc h c o c k . That was our testimony that the Government 
has been more prompt in dealing with the banks than the banks with 
the Government.

Mr. I ngle . Senator, may I make a comparison not in criticism? 
For instance, in connection with the last distribution of funds made 
by the Treasury Department the Government was obliged to have 
proper regulations to safeguard itself, but in caring for all that 
machinery I imagine as much time as two or three weeks elapsed, 
in many cases, before the money found its way into the communities 
where it was wanted. I do not offer that statement in any way of 
criticism at all. In Baltimore it was handled with exemplary prompt
ness, as far as that goes.

Senator H i t c h c o c k . That was not a case of emergency, in the first 
place, and in the next place, no machinery was provided by law.

Mr. I ngle . I  know; they had to make a precedent.
Senator H itch co ck . I  know they called upon me to name some

one in Omaha, where I  live, and I suppose the same thing was done 
with other Senators, and they had to depend upon what arrange
ments they could make. I thought it was handled, considering the 
lack of machinery, very well by the Treasury Department.

Mr. I ngle . Very well, and I  am not criticizing the officials of the 
Treasury Department in any sense.

Senator B ristow . That brings up a point which has been referred 
to very often here. Senator Hitchcock refers to his being called up 
to name somebody to distribute the money in Nebraska—;—

Senator H itch cock  (interposing). It was not to distribute the 
money; it was to pass upon commercial credit or paper offered by 
the bank.

Senator B ristow . A Democratic politician in the State decided 
how that should be. Is that to be the practice?

Mr. I ngle . I f  you will tell me what your State is------
Senator B ristow  (interposing). Kansas is m y State.
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Mr. I ngle . Oh, I  see. That general subject has absolutely no 
relation to this bill. That was an emergency; an extraordinary oc
casion for which extraordinary machinery was provided.

Senator B ristow . It has been stated by a good many bankers that 
this bill would be a political measure. I f  the distribution of the 
Government’s funds to relieve the crop-moving period is to be man
aged by Democratic politicians who have no connection with the 
Government, it would give some stability to this criticism, would 
it not ?

Mr. I ngle . I  hardly follow you there, Senator. It depends alto
gether upon the view one chooses to take of this comprehensive 
measure. It would seem to me almost as fair to assume that this bill 
intended to provide in this Federal reserve board practically a sub
stitute for the present management of the comptroller, subject to 
the control *of the Secretary of the Treasury. We can assume any
thing. It is true that many of the provisions of this act give wide 
latitude; so does the present national banking act. Under the terms 
o f the present act it would be competent for the two men—the comp
troller and the Secretary of the Treasury—were they so minded, to 
run their offices as a political machine in connection with the bank
ing of the country. It would give them the opportunity very easily 
to close a very large percentage of the banks of the country, because 
we all know that in the matter of the maintenance of reserves, in the 
matter of excess, or otherwise dangerous law, almost every bank in 
turn lays itself open to very severe criticism by the department. So 
I can not say that—unless we assume that the bill was prepared de
liberately as a political measure—that it is any more open to abuse* 
than the present law. I, for one, do not believe for a moment that 
the bill reflects any desire to control the banks or their credits for 
political purposes.

Senator B ristow . Of course, you do not believe that politics ought 
to have anything whatever to do with the administration of a power 
of this kind, do you ?

Mr. I ngle . Politics as politics ?
Senator B ristow . A s partisan politics ?
Mr. I ngle . No, sir; I  do not.
Senator B ristow . I think we all agree on that. There is some ap

prehension on the part of a good many bankers, as you know, that it 
will be used as a political agency in times of intense political partisan 
contention.

Mr. I n gle . That may be a very natural fear, Senator.
Senator B ristow . And I was just suggesting, since the distribution 

of this money that was recently distributed was supervised, to an 
extent, by politicians, who had no connection with the Govern
ment, in some of the States, that that was a ground for some such 
apprehension, or might be.

Mr. I ngle . Senator, if I  understand that part of the program, 
these gentlemen in the several States were named not at all to appor
tion this money; as a matter of fact, as far as I am aware, they were 
not named until after the apportionment had been made. They 
were simply named as the personal representatives of the Treasury 
Department to see that the collateral was properly lodged in the 
hands of some one other than the interested banks. In other words, 
they were the custodians, to all intents and purposes, of the collateral.
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They were also assumed to pass upon credits. I imagine that that 
portion of their labor was very light. In that case it is hardly pos
sible to assume that any single individual, frequently not a bank 
man, would know anything in particular about the individual notes 
held among the assets of particular banks receiving a portion of the 
crop fund.

Senator B r i s t o w . D o you not believe, Mr. Ingle, that whatever 
provision we make here should be made in such a way that any 
banker, regardless of his politics, or his religion, or any other inci
dental relationship, could, by right, obtain from the Government the 
help that he needs if he has the proper security or collateral to get 
it and not have to depend upon the will of some man?

Mr. I n g l e . Again, Senator, an answer to that question must—I  
mean the answer you would probably like to make—would assume 
that we would be in danger of having these Federal reserve banks 
managed as a semipolitical organization and be subject to suggestion 
or control, apart from the need the member banks might have for 
money.

Senator B r i s t o w . Would that not seem to be sruarding against such 
a possibility ? Do you not think that is advisable ?

Mr. I n g l e . As an abstract proposition, sir, I believe in the fullest 
liberty, but in real life, we will meet all throughout this country any 
number of banks, the limit of whose desires in obtaining money is 
only the stock in hand held by anyone from whom they can get it. 
I f  under no restraint whatever, many such banks would, if no brakes 
were put on them, borrow the entire stock of the Federal reserve bank, 
so that we must permit some latitude of veto power.

Senator B r i s t o w . Should not that be fixed in the law as nearly as 
it  can be ?

Mr. I n g l e . It is a pretty hard thing, sir, to write a law which will 
meet every situation. The tighter you make the law, the more un
workable it is. I would very much rather live under a law which 
was broad in its provisions and then trust to those administering it, 
trust to their sense of fairness.

Senator B r i s t o w . According to that theory, then, we ought not 
to have laws; just elect men to govern the country.

Mr. I n g l e . Oh, no. Law is often simply to give general directions, 
but not to say, for instance, what we shall have for lunch every day.

Senator B r i s t o w . I had not thought of having a law of that kind 
in connection with this bill. [Laughter.]

Mr. I n g l e . I  mean we do not want to be too exact in any law we 
draw. We want some play. Until we all have wings------

Senator N e l s o n  (interposing). You want elasticity in the adminis
tration of law as well as of currency.

Senator B r i s t o w . I will not disturb you any further now.
Mr. I n g l e . I  am very glad to answer questions. I  do not know 

that I have responded very clearly to your questions.
Senator W e e k s . Y o u  referred to the supervision which the Secre

tary of the Treasury would have over the reserve board as provided 
for in this bill.

Mr. I n g l e . No, sir; I did not intend to say so, sir. I  referred to 
the charge that in the present national banking act the Comptroller 
o f the Currency, with the consent of the Secretary of the Treasury—

S. Doc. 232, 63-1—vol 3------ 29

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



2376 BANKING AND CURRENCY.

the two men have practically absolute power over banks, unless they 
are so very good that their officers are ready for translation. Under 
the new law the Secretary of the Treasury, as such, will, I  assume, 
have no special voice.

Senator N elson . Only as a member of the board.
Mr. I ngle . As a member of the board, if the law as it is drawn still 

stands.
Selfish considerations must be present, considering section >19 of 

the bill, the section providing for the refunding of outstanding 2 
per cent bonds, but surely the motive prompting the suggestion that 
fairer provision be made for the protection of national banks hold
ing these bonds in faith in their Government can not be thought to be 
altogether unworthy. Under the terms of the act, State chartered 
institutions are expected to avail themselves of its provisions. I f  
all other conditions were even, the State banks would, under the law, 
be better off in owning practically no United States bonds than the 
national banks, which have made it possible for the Government to 
fund its debts and to borrow money on terms the best in the world.

It might be well to mention here the existence of a condition the 
presence of which will have great weight with all national banks 
in determining whether or not they will continue in business subject 
to Federal control. Practically all such banks are in sharp compe
tition with State chartered institutions organized under liberal and 
many times unsafe charters and operating under widely differing 
local laws. Under existing law national banks tied down to the 
wholesome provisions of the national-bank act have seen their busi
ness so crippled by banking not controlled by its provisions that only 
the ownership of United States bonds and the presence of faulty 
reserve laws which give them some profit at the risk of safety, has 
prevented them from surrendering their national charters. Only 
about one-third of the banks of the country are under Federal con
trol. It is difficult to conceive that any national law can be of real 
value unless it entirely controls the subject with which it deals when 
such subject is of common interest to the entire country. Either 
some way should be found to nationalize banking or, if that be im
possible, a new law should be so inviting as to compel common assent 
to its provisions, regardless of State lines. In other words, it would 
be only fair to see that national banks should have an even chance 
in competition wth State institutions and especially so as the former 
must enter the competition with the handicap attaching to the own
ership of United States 2 per cent bonds.

Much has been said against Federal control and compulsory sub
scription to stock in the reserve banks as also the forced deposit of 
part of the reserve in these banks. I f  it were not for the presence 
of the United States twos, which could not be sold on an investment 
basis without a loss of $250,000,000, there would be little force in this 
point made against the law, as a bank could either accept or reject 
the plan. In other words, the idea itself is not inherently unsound 
and with conditions such as would permit the exercise of untram
meled judgment no one could reasonably oppose it. National banks 
have always been under control of a law which inflexibly interpreted 
and followed could be made safe, just as severe in its effects as 
could be the action of the Federal reserve board under the proposed 
act. Instead of having, as in the past, two men to determine just
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when a bank should be liquidated, the new law gives the power to 
seven. In connection with the controlling board it is unfortunate, 
as a matter of expediency and fairness, that the law insures the pres
ence of only one practical bank man in its number. As under the 
new law more money will be released from reserves now held for 
loaning at current rates, that will be required to be kept with reserve 
banks, no harm or loss should follow the gradual transfer of the 
funds. In following much which has been said on this point, it 
might appear that the funds so transferred are to be destroyed or 
otherwise rendered useless, whereas just the contrary is the case.

Senator H i t c h c o c k . D o  you understand that those reserves which 
are to be kept in the reserve banks are to be subject to the same use 
that banks now make of their reserves in reserve centers?

Mr. I n g l e . I will come to that a little later. It would seem to be 
wise, however, to avoid the rigidity in these reserve balances sug
gested by the law as drawn. It is assumed that these reserve balances 
are to be the active checking accounts of member banks. Against 
such balances will be charged not only checks drawn directly against 
them, but checks drawn on member banks and cleared through Fed
eral reserve points. In consequence no balance can be a constant 
quantity. Would it not be possible to give some play here? For 
instance, a member bank might be permitted to encroach, say, 25 per 
cent upon its determined balance without penalty, provided its cash 
reserve at home was at the moment correspondingly increased. I f  
depleted beyond the amount of such percentage, certain penalty 
could be provided to prevent the depletion for sake of profit or for 
any reason other than to meet some immediate exigency.

Senator H i t c h c o c k . I infer, then, from your criticism or sugges
tion of a change, that you think that the provision in the bill which 
practically impounds the reserve where it can not be used------

Mr. I n g l e  (interposing). I  think it is faulty, sir.
Senator H i t c h c o c k  (continuing). Is a defect in the bill.
Mr. I n g l e . I  think the money, or the credit, so carried and to be 

used only as a matter of bookkeeping from morning to morning in 
figuring the reserve might as well be impounded in Greenland as 
in the Federal reserve bank.

Senator H i t c h c o c k . It can not be used in the bank which has the 
reserve at all?

Mr. I n g l e . No, sir.
Senator H i t c h c o c k . Two-thirds of it can be used as loanable 

funds in t h e  reserve bank, and that is the only use that can be made 
o f it ?

Mr. I n g l e . That is right.
Senator H i t c i i c o c k , But under the present system, if the bank 

has a part of its reserve in its vault and a part of its reserve in 
Chicago and a part in New York, it can so change these reserves by 
drafts and remittances that it practically makes active use of its 
reserves, does it not?

Mr. I n g l e , I t  can withdraw the last dollar o f its balances in any 
reserve city.

Senator H i t c h c o c k . So that at present all of its reserves are 
capable of being mobilized and used, whereas under this proposed 
system 5 per cent of its------

Mr. I n g l e  (interposing). Deposits.
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Senator H itch cock  (continuing). Of its deposits are impounded 
in the reserve bank; another 5 per cent of its deposits are impounded 
in its own bank; and both these amounts are just as much out of its 
reach as if they were down in the bottom of a well.

Mr. I ngle. Excepting for this reason, Senator: I think to make 
this law of any value at all it should provide that the member banks 
should be required to keep an average balance of a certain per cent 
of its deposits; otherwise the law would not be effective, as permit
ting the reserve banks to be of any service to their members. The 
thing I urge is that the constant presence of the reserves should not 
be required. If, for instance, a bank having a forced deposit— if I 
may use the word—of $800,000 with the Federal reserve bank finds 
it necessary to very heavily draw exchange on a particular day—it 
may want to draw $100,000, or $200,000 more than its current 
dispatches to that bank on that particular day. In addition to that, 
tjie Federal reserve bank may, on the morning on which those drafts 
are presented for payment, find itself in possession of another 
$100,000 worth of checks on its member bank, drawn by customers. 
So that its reserve then, fixed by law, would be depleted.

Now, what would be the consequence? Would that Federal re
serve bank decline to honor those drafts or any of them? Or should 
they not be permitted to allow the bank having occasion to draw ex
cessively to replenish that fund in exchange which it could arrange 
for, either among its neighbors in the ordinary course of business, 
possibly, or, if no other remedy presented itself, by the shipment of 
Federal reserve notes or other currency ?

Senator H itch co ck . But there is no provision in the bill which 
requires a Federal reserve bank to repudiate the drafts of a member 
bank as long as it has any balance at all ?

Mr. I ngle . And yet if we are required to keep the reserves as 
stated in the bill, it would have that effect.

Senator H itch co ck . The provision is that the member bank must 
make it good within a limited time.

Senator N elson . Yes; within a month.
Mr. I ngle . But the language can be modified. And in modifying 

it, unless it is desired to destroy the usefulness of these Federal re
serve banks, there should be some penalty attached to the withdraw
ing of these deposits below a certain percentage.

Senator N elson . There is no restraint on the reserve bank. They 
can loan out the whole 5 per cent. The restraint is on the member 
bank.

Mr. I ngle . Yes; the restraint is on the member bank.
Senator N elson . But, so far as the reserve bank is concerned, the 

fund is not tied up ?
Mr. I ngle . Not at all.
Senator N elson . And you must not overlook the fact that that 5 

per cent fund is, after all, the biggest part of the capital o f the 
reserve bank.

Mr. I ngle . And for that reason the law should be compulsory; but 
it should so protect the Federal reserve banks------

Senator N elson (interposing). Compulsory in what direction?
Mr. I ngle. In compelling the banks to recognize a certain per

centage of their deposits as a normal deposit to be maintained with 
the Federal reserve bank; and the moment they impinge below a cer
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tain permitted percentage, I think they should be penalized, so as to 
be compelled, practically, to replenish this depleted reserve.

Senator N e l s o n . But if you adopt that other provision of the bill, 
the clearing-house provision as to checks, as it is in the bill, how can 
a member bank always tell what its balance is?

Mr. I n g l e , I f  it follows the bill in good faith it can.
Senator N e l s o n . It can tell what the regional bank may have 

cleared of its checks------
Mr. I n g l e  (interposing). It can tell within a margin of some 20 

per cent or 25 per cent of its deposits------
Senator N e l s o n  (continuing). But how can a member bank tell 

how many checks have been drawn on it?
Mr. I n g l e . It can not tell at all.
Senator N e l s o n . And they will not know about those checks until 

they are turned in to the regional bank, and the regional bank charges 
them to the member bank?

Mr. I n g l e . Exactly; that is  correct.
Senator N e l s o n . So that it is impossible for these local banks, or 

member banks, to determine under that system proposed in the bill 
as to the clearances until they are advised by the regional banks?

Mr. I n g l e . They can tell from their own books with an exactness 
which will permit them to replenish their reserves. They will know 
exactly the condition of their balance this morning------

Senator N e l s o n  (interposing). But the banks do not tell them 
until those checks turn up what has been drawn against them ?

Mr. I n g l e . Exactly; but they know what they have drawn on that 
Federal reserve bank, and they know by experience------

Senator B r i s t o w  (interposing). But you do not understand what 
Senator Nelson is referring to.

Mr. I n g l e . Yes, Senator Bristow; I  do.
The C h a i r m a n . I think Senator Nelson did not understand him. 

What he was trying to explain is that by experience the member 
banks can tell approximately how much the checks that will come 
in against them will amount to.

Senator N e l s o n . Oh, they can can guess at it, of course. But let 
us suppose, for instance, that Mr. Ingle is a member bank.

The C h a i r m a n . Yes.
Senator N e l s o n . And we will say that all the members of this 

committee are depositors in his bank.
The C h a i r m a n . Yes.
Senator N e l s o n . And we, each of us, draw checks on our accounts 

there, and those checks are sent to the regional bank. Now, he does 
not know that we have drawn those checks or that they are out until 
the regional bank calls his attention to it under this proposed clear
ing-house system.

Senator P o m e r e n e . Well, does that differ materially from the 
present practice?

Senator N e l s o n . Oh, yes; these country banks do not allow them 
to do that now.

Senator P o m e r e n e . But these checks may be drawn and sent out 
to different customers of the bank and cashed.

Senator N e l s o n . But the bank they are drawn on does not allow 
them to send them out to other banks for collection.
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Mr. I ngle . Only in exceptional cases.
Senator N elson . But the rule is the other way.
The C h a ir m a n . The bank, however, does not know what checks 

will come in drawn on it any day until the checks are presented. 
They do not know what checks are going to be drawn against them 
on a certain day.

Senator H itch co ck . There is this difference in the two cases: A  
country merchant will not present a check on a bank in his own 
town for $10,000 if he has only $2,000 on deposit. But he may send 
the. check to a manufacturer in a city, and the manufacturer may 
deposit the check in the city bank, and the city bank may deposit it 
in the reserve bank, and the reserve bank may charge the amount of 
that check, $10,000, to the country bank, although the man who drew 
it had only $2,000 on deposit there.

Mr. I ngle . That will not make any difference if there are responsi
ble indorsers on it.

Senator H itch co ck . It would make this difference, that that 
$10,000 check would be presented for payment and charged by the 
reserve bank against the country bank, although the man had only 
$2,000 deposited in the country bank.

Mr. I ngle . That is exactly what should be done. That would 
break up the terrible practice of “ kiting.”

Senator H itch co ck . Then we had a man before the committee 
yesterday who said that that would encourage “ kiting” ; that it 
would encourage the country merchant to send his check to the city, 
where he owed somebody some money; and then he would depend 
on subsequent collections to make it good by the time the check 
reached his home bank.

Mr. I ngle. Senator Hitchcock, neither the country people nor the 
city people need any encouragement as to that. That is a lesson they 
learned long since.

Senator N elson . N ow , here is the way it would work of necessity, 
about that 5 per cent reserve in the regional bank. The regional 
bank would cash a lot of checks drawn on your bank. And they 
would report to you, saying: “ We have cashed so many checks drawn 
against you. That reduces your 5 per cent balance so much; you 
must replenish it;” Now, what else can you do? What other system 
could be applied?

Mr. I ngle . I  would not adopt any other system. But I  only sug
gested------

Senator N elson (interrupting). So that the regional bank which 
has cleared these checks must notify the member bank that it has a 
deficiency, and the member bank must have an opportunity to put in 
enough funds to make it good.

Mr. I ngle. Senator Nelson, if you will let me explain the routine 
in such cases I think I can make it clear. That Federal reserve bank, 
upon cashing checks drawn on the member banks will follow the 
usual banking practice.

Senator N elson . Yes.
Mr. I ngle . They will simply take those checks from day to day, 

inclose them in a letter------
Senator B ristow  (interposing). But that is not the law.
Mr. I ngle (continuing). And charge the bank with that. The 

next morning the member bank has notice of the amount of any
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deficiency for which it will have to provide in its current dispatches 
to this Federal reserve bank to bring its reserves back to the 5 per 
cent required.

And I only suggest that the law be so amended as not to make it 
appear that this 5 per cent was an absolute, fixed quantity—that you 
are obliged to keep that 5 per cent there.

The C h a ir m a n . It is no more fixed than the present reserve is.
Senator N elson . It never can, in practice, be a fixed quantity.
The C h a ir m a n . No reserve is a fixed quantity.
Mr. I ngle . Well, if that is the thought, all right. I  only brought 

that point out because it has been suggested that the impounding of 
this 5 per cent would make it rigid.

The C h a ir m a n . I f  the impounding of it in that way would make 
it rigid, it ought to be changed.

Senator N elson . The language is rigid:
That every Federal reserve bank shall at all times have on hand in its own 

vaults, in gold or lawful money, a sum equal to not less than 33£ per cent of 
its outstanding demand liabilities.

The C h a ir m a n . Yes.
Senator N elson . And up above the bill says:
And from and after the passage of this act such fund of 5 per cent shall in 

no case be counted by any national banking association as a part of its lawful 
reserve.

The C h a ir m a n . I think if you will look at the national banking 
act, you will find that the requirement is the same. It is a reserve, 
but it is a reserve which can only be used for certain purposes.

Senator H itch co ck . Under the law as it exists now, a bank may 
have part of its reserve in its own vaults, part of its reserve in a re
serve city bank, and part in a central reserve city.

The C h a ir m a n . Yes; and it may use them in all three places.
Senator H itch co ck . But this bill requires the bank to have 5 per 

cent of its deposits in one place, and 5 per cent of its deposits in an
other place; and even though a deficiency in one place is made up by 
an excess of reserve in another place, the bank will still have a de
fault in the first place.

The C h a ir m a n . Y ou may have a deficiency in all three places and 
still make up the default.

Senator H itch co ck . But under the present law the deficiency in 
one place may be made up in another place.

The C h a ir m a n . I thought you meant that under this bill the re
serves could not be invaded at all.

Senator H itch co ck . I meant that the reserve which is kept in the 
reserve bank could not be invaded at all.

The C h a ir m a n . I do not think that is the meaning of the pro
vision in the bill.

Senator H itch co ck . What page is that?
Senator S h afr o th . Page 39.
Senator H itch co ck . What I have in mind is this: The member 

bank is required to keep a reserve of 5 per cent in the Federal reserve 
bank. That is an absolute requirement.

The C h a ir m a n . But that reserve is for the purpose of use by the 
reserve bank------
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Senator H itch co ck  (interposing). Then the bill says, “ The Fed
eral reserve board may notify ”—n o; that is not the provision I have 
in mind.

Senator S h a f r o t h . I think that section 21 is what you have in 
mind, Senator Hitchcock, repealing the provision in the national 
banking act as to the 5 per cent redemption fund being counted a& 
part of the reserve.

The C h a i r m a n . I think it is section 20  he has in mind.
Senator N e l s o n . Well, you can see the necessity for that. Under 

the present national-banking system the 5 per cent deposited in the 
Treasury for redemption of the circulating notes of the national 
bank is always deducted from the amount the bank is required to  
keep in reserve, whether it is a country bank or a bank in a reserve 
city or a bank in a central reserve city.

The C h a i r m a n . That is right.
Senator N e l s o n . It is necessary to do away with that in order to 

make it conform to other parts of this bill. That is, the law now 
allows the 5 per cent for the redemption of national bank notes to be 
deducted from the reserves required; and the meaning of this bill is 
that that 5 per cent which they have heretofore been allowed to 
deduct shall not be deducted from the reserves required under this 
bill.

The C h a i r m a n . Yes; it shall no longer count as reserves under 
this law. But that 5 per cent fund is constantly invaded by the 
banks. Sometimes they go below it and sometimes they go over it. 
And these reserves are capable of being invaded for legitimate pur
poses, and sometimes for illegitimate purposes; but if they go below 
the line they are expected to promptly make it up.

Senator N e l s o n . And this bill adopts the same principle in regard 
to the 33  ̂per cent reserves of the regional banks; the 5 per cent that 
they are required to deposit for the redemption of the notes in the 
Treasury is deducted from the 33  ̂per cent reserves required.

The C h a i r m a n . Yes.
Senator N e l s o n . We are adopting exactly the same principle for 

the regional bank as now exists.
Senator B r is t o w . N o w , you referred with some earnestness to the 

system of “ kiting ” which has been discussed here to some extent. Do 
you disapprove of the checking system which has become so prevalent 
in the country, in the payment of bills by check, instead of by bank 
draft or------

Mr. I n g l e  (interposing). Not at all, when such checks are drawn 
to pay a bona fide bill. But, in practice, in quite a degree, a man in 
the country over here [indicating] has a friend in another country 
bank over here [indicating] some 10 or 20 miles, or 120 miles away. 
This man in the country at one point will ask one of his friends, or 
he himself will draw a draft for $1,000 on his friend over here 100 
miles away; and the man drawing the draft will send that draft to, 
let us say, Chicago------

Senator N e l s o n  (interposing). As far off as he can.
Mr. I n g le .  A s far off as he can. By the time this man over here 

gets it—and many times these drafts are not drawn on funds at all. 
They are fictitious from first to last. But this man at the point at 
which the draft is drawn will promptly take his collection charge of 
$2.50 off of that $1,000 at the expense of the bank in Chicago, and in
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the same breath present his Chicago bank a draft drawn on his friend 
at the initial point, and he, in turn, takes his $2.50 off the same 
$1,000. They keep that up in a more or less generous way. So that, 
once you hold out a check so drawn you break the combination, and 
sometimes break a bank, as happened two years ago in Kentucky, at 
the hands of some one very well known to me.

Senator B ristow . Well, I  bring the point up because it was empha
sized yesterday, and a serious objection was made to the system of 
the payment of bills by check. To illustrate: I live at Salina, Kans., 
and I might have a bill due in Chicago, and I pay that bill by writ
ing a check on my local bank for $1,000 and mailing it to the party 
at Chicago to whom I was indebted------

Mr. I ngle (interposing). Senator Bristow, I  catch your point, now. 
May I respond ? I did not catch it before.

Senator B ristow . Yes.
Mr. I ngle . I think that is not a businesslike practice. You go to 

Chicago and you buy $100 worth of goods from some one. When you 
pay your bill you send him a check on Hickman, Ky., for $100, it is 
true. But that man in collecting that check only gets, possibly, $99.50. 
In other words, you are compounding with your creditor at 99  ̂ cents 
on the dollar. I think you ought to go to your bank, as was the 
habit a generation ago, and purchase a draft on Chicago, or some 
reserve center, and pay the cost of it. I f  you do not keep an account 
that will justify that bank in giving you a draft at par you should 
pay the cost and send that draft at par to the man to whom you owe 
the $100.

Senator B ristow . But suppose my creditor at Chicago and my 
banker at Salina and his banker at Chicago are perfectly satisfied 
with this method of handling the business, what right has the Gov
ernment to interfere with it ?

Mr. I ngle. They make a virtue of necessity. I do not think they 
are at all satisfied; somebody pays the freight. The bank which 
actually makes the collection pays for it. It either pays the country 
bank an actual exchange charge in money or it renders a return 
service for that interior bank in the shape of clearing its checks on 
other teritory, which, boiled down into dollars and cents, generally 
means more than would result from a direct exchange charge.

Senator B ristow . Well, the country banks encourage that kind of 
remittance and desire it. They very much prefer that to the sale 
of drafts.

Mr. I ngle . Of course they do, because they know that they can not 
very well compel their own local customers to pay them 10 or 15 or 
25 cents when they want to settle a draft out of town, as they can 
put some other disinterested bank under duress, practically, by com
pelling that bank------

Senator B ristow  (interposing). Under duress in what way?
Mr. I ngle . Well, I do not know whether “ duress” was the word I 

should have used there.
Senator N elson . Moral duress.
Mr. I ngle . Well, they are obliged to do it.
Senator B ristow . Why are they obliged to do it ?
Mr. I ngle . Because they have got to do business.
Senator B ristow . It is competition which makes them do it. I f  

they do not do it, somebody else will.
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Mr. I n g l e . Yes; but it is competition based upon the use of a 
false principle and one which suggests the payment of a 100-cent debt 
in a 99^-cent dollar.

The C h a i r m a n . Mr. Ingle, will you allow me to explain at this 
point? I want to ask the committee if it will be agreeable to hear 
Senator Thomas at 3 o’clock this afternoon ? He desires to be heard 
at 3 o’clock.

Senator N e l s o n . What is our program for the day ?
Senator H it c h c o c k . Let us make it 3.30.
The C h a i r m a n . Half past 3 will be agreeable to me. But I should 

like to give him notice oi the time, so that he can accommodate him
self to it.

Senator S h a f r o t h . That is satisfactory to me.
Senator B r is to w . I t  is satisfactory to me, if it is to the Nebraska 

delegation.
The C h a i r m a n . We will make it half-past 3 then.
Senator B r is t o w . Well, continuing on the subject we were discus

sing: I think it is1 quite an important matter; because it has de
veloped here in these hearings recently that the city banks would like 
to change the custom of making these remittances, while the country 
banks are very much opposed to any change in the method of remit
tance. The country banks—some of the gentlemen appeared before 
us yesterday—insisted that that method of remittances by check is 
a good thing for the country, and greatly facilitates business, and is 
a very great convenience; and that any bank in the city that will not 
conform—or any city that will not conform—to that practice which 
has grown up, would find itself handicapped, because it naturally 
would drive trade away. And one gentleman talking to me yester
day cited the instance of New York, the New York banks—I think 
probably through the clearing-house association; it made certain 
charges upon the country banks that Philadelphia did not, and* that 
the tendency was to help the business of Philadelphia.

Mr. I n g l e . But only in a very moderate degree, Senator Bristow. 
It would have been in greater degree, were it not for the fact that 
there again was interposed the fictitious condition made by the pres
ent banking act, under which we are compelled, whether we want 
to or not, to keep a balance in New York. In consequence, the New 
York banks, of all the banks in the country (and in a relatively 
lesser degree the Chicago banks) can make rules with the knowledge 
that the banks of the country as a whole are obliged to follow them. 
Such conditions do not attach to banks in the reserve cities of the 
second class.

I think the issuance of local checks is a very convenient method 
o f  settling accounts. There could be no objection whatever to it, if  it 
were so arranged, as it is proposed under this law, that such checks 
are to be redeemed at their face value, not at a discount for the benefit 
o f  the paying bank.

I go to a country bank, or any bank, with a check for $10,000, and 
I can get $10,000 if I am known and that check is good. I f  I, rather 
than go there myself, elect to send that check by mail, surely that 
paying bank is as much obligated to pay me 100 cents on the dollar 
on that check as if I were there in person.

Senator N e l s o n . But how do they get the money to you?
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Mr. I ngle . They can send me—they can elect, as a matter of 
courtesy, if you choose, to send me a piece of exchange which I can 
collect, or they can put a lot of currency in a bag and express it to 
me at my risk.

Now, if they want to charge me 5 cents or 10 cents or 15 cents for 
the time they are required to tie up that shipment of money in a 
bag or package rather than pass it to me over the counter, I assume 
that that would be a legitimate charge.

Senator H itch co ck . Now, as a banker, when you receive deposits 
you engaged to pay them over your own counter on demand, do 
you not?

Mr. I ngle . Yes; I  engage to pay them over the counter on demand.
Senator H itch co ck . Y ou do not engage to pay them by express 

or over the counter of another bank 500 miles away on demand, do 
you? You only engage to pay them at your own bank, do you not?

Mr. I ngle . I  would suggest that this bank, when it registers the 
money by mail—I am not concerned whether it goes over the counter 
or through the side door. The bank is as obligated to pay that in 
one way as in the other.

Senator H itch co ck . I am talking about the proposition involved 
in this bill. I f  a man in your town draws a check on you for $1,000 
and one of the citizens of the town present it, you pay it over your 
counter. Suppose that man instead of giving the check to a citizen 
of your town sends it to somebody in New York and that person 
deposits it in a bank, and that bank presents it at the reserve bank 
in New York and that is charged to your account in New York. Is 
not that practically compelling you to pay that $1,000 in New York, 
and will not that compel you to stand ready at all times to pay your 
depositors either at your own bank or at the reserve bank at the 
option of the depositor? Does not that compel you to be ready to 
pay it in two places at the same time ?

Mr. I ngle . Hardly so, because that is a convenient method of 
paying that check at the counter of that bank on which it is drawn. 
I f  the reserve of that bank with the reserve bank is depleted, the 
inferior bank is obliged to pay that money over its counter to that 
reserve bank, in order to replenish its balance.

Senator H i t c h c o c k . I say it is compelling you to be ready at all 
times to pay your depositors in two places, namely, at your own 
bank or at the reserve bank.

Mr. I ngle . As long as that is what is done now, I  can not see 
that it makes any difference to express it so in law.

Senator H itch co ck . It is not done now.
Mr. I ngle . Yes; if I  send a check for mail for $1,000 to a bank 

in an interior town, I do not get the money for it in return. I get 
a check on the very same bank in New York.

Senator H itch co ck . Let us take the same case as an instance. A  
citizen in your town having a credit in your bank sends $1,000 to a 
merchant in New York, and the merchant in New York deposits it 
in a bank in New York in which you have an account. Does that 
bank charge it up to your account?

Mr. I ngle. As a practical matter; yes, sir.
Senator H itch co ck . As a practical matter it sends it out to you, 

and you pay it when it gets to you, or it sends it to another bank
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in your town and is paid at your counter. All the testimony here 
has indicated that no reserve bank has any right to charge to the 
account of its country correspondent a check drawn against that 
country correspondent.

Mr. I n g l e . Senator, that is a question of practice.
Senator H it c h c o c k . Can you tell me of any bank in New York 

which reserves the right to charge its country correspondent with 
checks which it may receive—individual checks?

Mr. I n g l e . Yes; we have four reserve agents in New York wThich 
charge promptly against our balances in their hands not only checks 
on us, but any business they choose to send us in Baltimore.

Senator H it c h c o c k . That is an exceptional arrangement, is it not?
Mr. I n g l e . I believe that is because we are a very good bank. 

[Laughter.]
Senator H it c h c o c k . That places you at the mercy of all of your 

depositors.
Mr. I n g l e . We try to be prepared for that, sir.
Senator H it c h c o c k . Then, a man might overdraw his account and 

it would be charged to you in New York.
Mr. I n g l e . That would make no difference, in practice.
Senator H it c h c o c k . I think that might open the door to fraud.
Mr. I n g l e . I  can n ot see th at it w ou ld .
Senator H it c h c o c k . I f  a man might present a check in New York 

against you when he had no account at all and get money on that------
Mr. I n g l e  (interposing). That can be done anyhow; it is done 

every day.
Senator H it c h c o c k . But it would not be charged to you ?
Mr. I n g l e . I  would just as leave have it charged to my account 

as to send it on for collection and the New York bank has parted 
with that money.

Senator H it c h c o c k . I want to know, seriously, whether a country 
bank doing business with a reserve center is compelled to have checks 
which individual depositors draw against it charged to the account 
of that country bank in New York or Chicago or anywhere else. 
You say that is the practice now?'

Mr. iNGLE. No, sir; I do not say it is the practice. I  say, unfortu
nately, it is the growing habit of the interior banks to insist upon 
what we call double accounts in the transaction of their business.

Senator H it c h c o c k . What is the practice now? Tell me frankly 
what is the practice now.

Mr. I n g l e . I  can only state for ourselves. I  assume that we now 
have about 800 out-of-town bank accounts on our ledger, and we 
charge against the credit balances all of our business in fully 600 
of those accounts. On the other 200 accounts, they are double ac
counts, you understand, where they will not let us do that.

Senator H it c h c o c k . We are talking about different things. Are 
you talking about checks drawn by another bank upon you ?

Mr. I n g l e . I  am talking about in Baltimore the checks drawn on 
Salisbury, Md., or any town, I do not care where, where the practice 
prevails with us.

Senator H it c h c o c k . Let me give the same illustration I have. I  
am asking you whether an individual citizen of Baltimore—Balti
more is your place, is it not ?

Mr. I n g l e . Yes.
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Senator H itch co ck . Whether an individual citizen of Baltimore 
draws a check on your bank which goes to New York and gets in the 
hands of your New York correspondent, does that New York cor
respondent charge that check to your account?

Mr. I n g l e . I f  in connection with it or any one of the four New 
York correspondents we have, it does it that very minute.

Senator H itch co ck . What do you mean by any one of your New 
York correspondents?

Mr. I n g l e . I  have different arrangements, sir, with different banks.
Senator H itch co ck . Y ou mean to say you have four New York 

correspondents------
Mr. I n g le  (interposing). And they will charge that check on  

Baltimore, or any other check they choose to send up drawn on  
Baltimore, direct to our balance in their hands.

Senator H itch co ck . I f  John Smith, in Baltimore, draws a check 
on your bank, your correspondent charges that up to your account?

Mr. I n g l e . Up to m y  account.
Senator H itch co ck . Without submitting it to you.
Mr. I n g l e . I  get it the next morning, and I  am given a debit for it.
Senator H itch co ck . Let me ask, when is it charged to you ?
Mr. I n g l e . The very moment he gets it; the very moment he gets 

it he debits it.
Senator H itch co ck . I say is that the practice of country bank 

correspondence ?
Mr. I n g l e . I  say I can only tell you from our experience. I say 

it is a growing and vicious practice, in my judgment.
Senator H itch co ck . Which is the vicious practice ?
Mr. I n g l e . This thing of permitting the maintenance of those 

double accounts.
Senator H itch co ck . What do you mean by maintaining double 

accounts ?
Mr. I n g l e . I  am speaking of that situation which you pictured, 

where we have a balance in New York, and where New York will 
send us business from day to day for collection and remittance either 
upon receipt, or after three days, or next week, if you choose. Now, 
what does that practice result in? We are assumed to keep 25 per 
cent reserve. Can’t you see, if any bank has a balance to its credit 
in New York of $500,000 it will also have $500,000 cash in its vaults. 
The two sums together may represent the 25 per cent on that bank’s 
deposits. Now, if that New York bank sends its out-of-town bank 
business from day to day, for remittance twice a week, let us assume 
the paying bank may accumulate from the New York bank $250,000 
worth of business to be remitted for twice a week. Now, in practice, 
what do many banks do? They continue to count as reserve the full 
debit balance of $500,000. And, as we all know, a reserve is only 
maintained at all with a view of protecting depositors of a bank in 
case of failure or liquidation—if we never failed we would not want 
any reserve. You see that means our reserve the moment the bank 
fails; it is not our total debit balance in New York; it is that total 
debit balance less the balance we may have on our books from New 
York for remittance at any particular time in the future. So that 
instead of having $500,000 reserve, we, as a fatter of fact, only have 
$250,000 reserve.
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Senator H it c h c o c k . Y ou mean New York h as sent y ou  $250,000--------
Mr. I n g l e  (interposing). For collection and remittance once a 

week, if you choose—an accumulating balance. The practice is, where 
it is done for accumulating balances it sends a very small balance the 
first three or four days and a very large one on the fifth or sixth day 
to save the New York bank.

Senator H it c h c o c k . T o save the New York bank?
Mr. I n g l e . The New York bank gets its return quickly. For in

stance, one bank in Baltimore will arrange to remit for a certain 
New York bank on Wednesdays and Saturdays each week. That 
New York bank will arrange with another Baltimore bank to remit it 
twice weekly, on Tuesdays and Fridays, and so on, possibly with a 
third bank on Wednesdays—on the other two days. Now, in sending 
their deposits they so arrange it that their money will be away from 
them the shortest possible time, which is a very excellent idea from 
their point of view.

Senator H it c h c o c k . Y ou mean New York does that?
Mr. I n g l e . New York does; yes. The idea that I  insist upon in 

opposition to this double-account business is this: That a bank which 
keeps its reserve honestly, which tries to keep a reserve of 25 per 
cent—and if it does not it can not help itself, it is gone, in tight times 
or for some other reason—such a bank, in trying to keep its reserve, 
only figures as its reserve its actual balance in New York plus its cash 
on hand. Now, if those full debit balances are permitted to be 
counted, can’t you see that the bank which does that and makes 
no deduction for offsetting balances has a very superior advantage 
over a bank which insists upon a single account, in which is always re
flected the actual amount of money the owning bank can draw for in 
case it has to have it.

Senator H it c h c o c k . Y ou  say you have $7,000,000 of country-bank 
deposits ?

Mr. I n g l e . Yes.
Senator H it c h c o c k . Suppose you receive a batch of checks against 

one of those country banks in a country town in your State; do you 
charge those checks to the account of that country bank when you 
receive them?

Mr. I n g l e . I  think so, in our case in 75 per cent of our accounts.
Senator H it c h c o c k . Does that depend altogether on the arrange

ment between the banks?
Mr. I n g l e . Altogether on the arrangement between the banks, and 

sometimes they are changed.
Senator H it c h c o c k . Suppose you send that country bank collec

tion items; when do you charge them with those items ?
Mr. I n g l e . Only upon receipt from that bank of advice of their 

payment. We charge them, as a matter of fact, one or two days after 
they have the money.

Senator H it c h c o c k . D o you charge to their accounts such checks 
drawn by their individual customers as soon as you receive them?

Mr. I n g l e . That is right.
Senator H it c h c o c k . That is at variance with the custom as stated 

to be by all the bankers who have testified before this committee. 
They have all testified that no correspondent was permitted to 
charge up items against its country correspondent until they had 
been collected.
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Mr. I ngle. I  think they made awfully poor arrangements.
The C h a ir m a n . It is a very common practice for people traveling 

in Europe. They draw on their letter of credit against the country 
bank’s correspondent in Europe, and it is charged against the home 
bank.

Senator N elson . That is why the country bank makes a profit; 
they want something for making that collection.

Senator H it c h c o c k .  Y ou say with 75 per cent o f your country 
bank customers you charge checks to them just the minute you re
ceive them?

Mr. I n g l e . I  think I am approximately correct there, sir. I say 
it is substantially so in the case of 800 correspondents; I do not fol
low it personally, but I feel I know it.

Senator H itch co ck . Why do you discriminate in that way ?
Mr. I ngle . Simply because one arrangement is satisfactory to one 

man, and another man won’t do it the same way, but some other 
arrangement would suit him better. With our New York corre
spondents we make that arrangement; we insisted upon the arrange
ment.

Senator H itch co ck . Why?
Mr. I ngle . Because we felt it was not a fair thing for us, when our 

Government statement was called for, to swear our reserve was a 
certain average for a 30-day period when we knew during that 30- 
day period we might have had offsetting credits on our books from 
New York banks which v/ould probably deplete our reserve 4 per 
cent.

Senator H itch co ck . For that reason you should always make an 
allowance for checks drawn against you and floating around in 
transit ?

Mr. I ngle . Oh, no; I  think it is a perfectly fair proposition there. 
We do not want to lean backward because—out of sight, out of mind. 
We have no knowledge whether the New York bank has $100,000 or 
$1,000 on that day.

The C h a ir m a n . And it is a matter of saving in bookkeeping?
Mr. I ngle . Altogether. It is a matter of protecting the bank.
The C h a ir m a n . What bookkeeping does it save you?
Mr. I ngle . It does save us bookkeeping.
The C h a ir m a n . I would like to have you explain to me what sav

ing there is in it.
Mr. I ngle . Well, in the actual bookkeeping it simply saves the 

difference in time it requires to keep two accounts------
The C h a ir m a n . Instead of one.
Mr. I ngle (continuing). And one account. It all goes into a com

mon account. Further than that, in maintaining these two separate 
accounts there are numerous times in which all kinds of irregular 
things happen, and we are eternally being mixed—an entry in one 
account is intended to go into another account.

The C h a ir m a n . And you have a whole lot of trouble in reconciling 
the accounts.

Mr. I ngle. Yes; in reconciling the accounts. I  think the practice 
is wrong, Mr. Chairman, because the balance due in any situation 
should reflect the net balances due.

The C h a ir m a n . It avoids double-heading— what they call double
heading—does it not ?
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Mr. I ngle . Double-headers. It has led up to this: Our figures in 
all of our statements do not reflect the real thing at all, when we 
take all of this pyramiding of reserves where one item of $5,000 may 
be reflected for a period of a week in the statements of five other 
banks all over this country before that item is liquidated. And, in 
connection with these double accounts, I think it is fair to say that 
probably 25 per cent of the amount of our statement footings repre
sents wind. It does not mean anything at all. It is gratifying to 
report $50,000,000 of deposits rather than $40,000,000 or $35,000,000, 
the real deposits you can loan.

Senator P om erene . Let me see if I understand your statement in 
reference to the bookkeeping. Under the present arrangement that 
you have with your New York correspondent your account is charged 
with a check which they have paid and sent to you. I f  that was not 
done, they would have to have the same account with you and also 
a collection account with you, would they not? Do I make myself 
clear ?

Mr. I ngle . I  think I  follow you, Senator.
Senator P om erene . That is, for instance, I draw a check upon your 

bank—I have an account there—and it was sent to New York. Now, 
of course, I am not a depositor in your New York bank, and when 
they received my check there, if they adopt the other system, they 
would have to send that on to you as an item for collection, and that 
would necessitate the double bookkeeping you are speaking of.

Mr. I ngle . Double bookkeeping. There is one thing I  ought to 
explain in that connection, sir. You appreciate this arrangement with 
any number of New York banks—I think we deal with about 9 or 10 
New York banks—they will differ. The purpose we had in mind was 
the avoidance of an appearance on our books of an item due to reserve 
agents. You will frequently see in statements, if you will look at the 
publications, “ Due from reserve agents, $750,000,” “ Due to reserve 
agents, $430,000,” as a deposit. Now that is only a bookkeeping entry 
for convenience, if you choose, or for profit, if you choose, but it 
serves to artificially swell the deposit line and it always exposes the 
bank so carrying its account to count the full debit balance as a re
serve rather than $200,000 as the actual reserve in case he fails, 
because that is all he has.

Senator R eed. Mr. Ingle, you have gotten into a line of discussion 
here that several times I have tried to get some light on. I  think you 
are inclined to deal with this subject frankly. I would like to talk 
with you a minute about it. To begin with, and rather aside from 
what I have in mind, I want to ask you this: I f  a citizen of Baltimore, 
having an account in your bank, draws a check payable to a merchant 
in New York City, let us say, for $10,000, and the check is deposited 
in his bank and credited to him, what protection does your bank 
have provided that check should happen to be a bad check? How 
does that bank know he has a balance of $10,000 in your bank?

Mr. I ngle . That bank is not concerned to know, sir. That bank, 
in accepting a check for $10,000 does so from one of its customers, 
and it is assumed he would be a reputable merchant. Obviously that 
bank would not accept from a merchant in whom he had no confi
dence, any one’s check for $10,000.

Senator R eed. In other words, it knows its depositors, and if a de
positor puts in a bad check the depositor makes it-good.
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Mr. I ngle . There it has recourse upon him, and if it is returned the 
depositor makes it good.

Senator R eed. The protection rests upon the fact that the depositor 
is known to it, and if he is not a reliable man, and a solvent man you 
simply send it for------

Mr. I ngle (interposing). For collection.
Senator R eed (continuing). For collection, which obviates that dif

ficulty.
Mr. I ngle . Exactly.
Senator R eed. N ow , I want to come to this question of pyramiding 

reserves for a minute. Assuming a bank must keep 12  ̂ per cent o f 
its deposits in its own vault and 12| per cent of its deposits in some 
other reserve bank or banks, is it not a fact that those funds thus 
deposited with other banks are frequently so deposited with other 
banks so that as a matter of fact that 12J per cent ceases for all prac
tical purposes to be a reserve at all ?

Mr. I ngle . I  entirely agree with you, sir. As a matter of fact, the 
actual cash, gold—let us call it goid, if you choose, for the sake of 
letting you understand what I mean—the actual gold reserve or the 
actual legal reserve in money, in lawful money, against a deposit line 
of $100,000 in a country bank is just about $7,500 in money by the 
time that the reserve in the secondary reserve city is further split up 
by being transferred, a respectful portion of it, to the reserve city. 
You understand what I mean, sir?

Senator R eed. Yes.
Mr. I ngle. I f  a country bank deals with a reserve city of the second 

class, which city in turn deals with a central reserve city, the original 
deposit of the country bank is represented by just 7-J per cent in real 
money.

Senator R eed. Yes.
Mr. I ngle . N ow , mark you, here is another question there, sir. 

Very unfortunately, in the case with a very generous share of these 
reserves they are made up not of cash, not of demand paper payable 
in a reserve city, but of miscellaneous checks and drafts listed on 
slips a yard long many times, scattered all over the known world, I 
might almost say.

Senator R eed. You mean to say, instead of carrying cash they carry 
something in lieu of cash and count it as cash ?

Mr. I ngle . N o, sir. I  mean this, that a bank in the interior and 
also many banks in the reserve cities of the second class, will have its 
correspondent in either a reserve city of the second class or a central 
reserve city. That interior bank will send to Philadelphia, if you 
choose, a long letter made up of items, 10 per cent of them on Phila
delphia and 90 per cent of them on other points within the territorial 
limits of the United States, very often. The moment the interior 
bank charges Philadelphia with the footing on that letter, it looks 
like money to that interior bank, and it proceeds to draw against it 
as money. You should say competition should prevent all of that. 
That is very true, but the practice is horribly abused.

Senator R eed. The fact is, then, if I understand you (and I am 
going to put it in my own words to be sure I do), we will say that a 
bank in Indiana has an account with a bank in New York and uses 
it as its reserve agent. It gathers up a lot of collections scattered 
broadly over the United States and sends them down to the bank in
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New York, in the aggregate amounting to $500,000, and the bank in 
New York at once credits to the bank in Indiana $500,000. The bank 
in New York, however, does not have $500,000. in cash, but has 
$500,000 in collection items.

Mr. I n g l e . A  certain percentage of it, anyhow.
Senator R eed . Yes. And therefore the bank in Indiana credits 

itself in its reserves with $500,000 in cash in the reserve in Phila
delphia and treats it as though it were cash when in fact it is a 
liability.

Mr. I n g l e . Unliquidated business.
Senator R eed . That is practiced extensively?
Mr. I n g l e . Most extensively. And anything in the world, as, for 

instance, this bill, which will compel or induce the prompt presenta
tion of those checks at a minimum cost would be a step in the right 
direction and get things down to a dollars and cents basis.

Senator R eed . N o w , you stated a moment ago that as it worked 
out with an ordinary country bank having deposited a portion of its 
funds in a reserve bank, and then that money can be redeposited, 
etc., there was an actual reserve of about 7| per cent. Now, do you 
deduct from that 7  ̂ per cent a further sum on account of the system 
you have just explained of sending in checks and drafts, etc., to be 
collected and credited?

Mr. I n g l e . N o , s ir ; I  am  a fra id  i f  we d id  th at, in m a n y  cases w e  
w ou ld  have a m inus qu an tity .

Senator R eed . That is what I want to get at. You mean that the 
7J per cent exists because as a part o f that 7  ̂per cent is counted the 
credits which the banks obtain when they have not deposited their 
cash but have deposited items for collection.

Mr. I n g l e . I  think that statement is true, sir.
Senator R eed . And that the items for collection are so great in the 

aggregate as to wipe out the entire leserve of 7  ̂ per cent?
Mr. I n g l e . Yes. But it differs with different banks, if you please, 

Senator.
Senator R eed . I am asking about the general custom.
Mr. I n g l e . I am speaking about the abuses which have grown up 

by reason of the practices that have grown up under the present 
law.

Senator R eed . I understand some bankers do not do it but that this 
is a general custom.

Mr. I n g l e . I  think it is quite general.
Senator R eed . Then, as a matter of fact, our reserve system, with 

the exception of the money actually held in vaults in the banks, is a 
good deal of a------

Mr. I n g l e  (interposing). O f a delusion and a snare.
Senator R eed . Yes. Now, if  that is true (I am coming to another 

question) and this bill changes the aggregate of the reserves by reduc
ing them in various amounts, depending upon the class of banks, and 
yet compels the actual keeping of the money, the effect will be ta 
really increase the reserves—the actual reserves.

Mr. I n g l e . That would be my judgment, Senator.
Senator R eed . So that in the change which we are putting in op

eration, applying it not to the law as it now exists, but to the custom 
which has grown up under the law, there would be actually more 
money tied up in reserves under the new system than under the old,
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although we have reduced the amount in percentages in this bill? 
Putting it in another way------

Mr. I ngle . I  think I  catch you, sir, but you must remember this, 
Senator, that a part of the 18 per cent reserve which we will be re
quired to keep under this law will not be money at all ; it will be a 
credit on the books of the Federal reserve banks, of which only one- 
third is held in cash.

Senator R eed. Yes.
Mr. I ngle . So that we will then have, under the new law, roughly 

speaking— I have not a blackboard here, sir— about the same amount 
of actual money reserve as we now have.

Senator R eed. But, of course, you have introduced into your last 
answer a further provision; that is to say, that the bank, as soon as it 
deposits its reserve with the regional bank, will then borrow it back ?

Mr. I ngle . It will be borrowed back. I t  is not material to us 
whether we earmark it or not. It will be borrowed back by some 
one, and that bank will only hold, as a matter of fact, 33 per cent of 
its liability to us in cash.

Senator R eed. But, omitting that last transaction, which may or 
may not take place, and putting this thing, if I am able to do it, in 
a sentence, the 15 per cent reserve required of a country bank and 
maintained, as you say it is maintained under the present system, 
actually demands less cash as it is worked now under the present 
system than would be required under the new bill in actual cash, 
although the reserves are reduced to 12 per cent? That is, now, up 
to the time that the regional bank rediscounts.

Mr. I ngle. Senator, I  am just running it through my head as you 
are asking it. Mv impression is it will require a very slight increase 
in the actual cash held in the reserves in the country bank, either one 
place or another. But here against this in this law is the wonderful 
compensating advantage------

Senator R eei> (interposing). I am not speaking of the advantage 
now; we are coming to that in a moment. I am not contending 
against the bill. The present system is so run that that part of the 
reserve which is deposited in other banks is practically wiped out as 
a cash reserve. Under the new system the cash is actually put in the 
vaults of the bank, or would be in the vaults of the reserve bank, as 
far as the reserve part of this system goes. Then, of course, the re
serve bank is permitted to loan all of the reserves that have been put 
up with it except a 33 per cent reserve, which it must hold. That is 
the situation as it works out.

Mr. I ngle. Yes.
Senator R eed. And I take it from that the central reserve bank 

has actually loaned out the money that has been put up with it, and 
there is more money in cash in the banks under the new system, 
although the reserve is less, in figures—that is, in percentage—than 
there is in cash locked up now in reserves with a larger percentage.

Mr. I ngle. Senator, I  have not attempted to work that out, and 
I must confess I have looked at this subject more from the viewpoint 
of a banker in a secondary reserve city, of course, more or less in its 
related aspect.

Senator R eed. We can figure from your previous statements, but of 
course you can supplement this by any statement you want to make,
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in writing or otherwise. Now, let me ask you about another matter 
that is not, perhaps, exactly germane to this question: To what ex
tent is this practice followed by banks, namely, a bank likes to have 
a showing of a large amount of deposits; it looks good. To what 
extent do they practice this system of bank No. 1 depositing $100,000 
with bank No. 2, bank No. 2 depositing $100,000 with bank No. 3, 
bank No. 3 depositing $100,000 with bank No. 4, and bank No. 4 
depositing $100,000 with bank No. 1—to what extent is that sort of 
scheme worked?

Mr. I ngle . Senator, I have never had much personal experience 
in those directions. I  have heard of that and I probably have known 
of two or three concrete situations of just that sort, where a bank, 
for instance, will at a given moment want to replenish its reserves, 
if you choose. A  bank in Baltimore may draw on, shall I say, 
Cincinnati for $100,000. At that time it will not have a penny to 
its credit in the city of Cincinnati. It will send that draft so drawn 
out to Chicago. It is a central reserve point. By the time that draft 
on Cincinnati will have reached its destination the drawing bank, 
the initial bank, will send to Cincinnati, maybe, a draft on Pitts
burgh, and so on, and in that way deliberately proceed not only to 
build up its deposit line but at the same time to build up its reserves.

Senator R eed. That is kiting?
Mr. I ngle . Exactly so; pure and simple. There is quite a little 

of that done. In  a city, for instance, with a dozen banks I  will 
assume that probably no more than two or three banks will do that. 
The other banks will not do it, but they recognize they are handi
capped in not being moved to do it. They swell their deposits other
wise artificially in many ways. For instance, there was offered me 
for discount only last week a certificate of deposit drawn by a bank 
for itself for some thousands of dollars. That bank will loan its 
customer, will accept a customer’s note for $5,000. It has not the 
money; it has exhausted its credit in the shape of bills payable or 
rediscounts, if you choose, direct, but it will give that customer its 
time certificate of deposit payable three, four, or five months after 
date. That customer will take that time certificate of deposit and, 
through some other channel, discount it. In the meantime sitch time 
certificates will appear as deposits in the statement of the issuing 
bank. There are all kinds of devices, sir, which we can not recall 
on the spur of the moment, but it gives us pause as we meet with them 
from day to day.

Senator R eed. There is a good deal of that done, you saj ?̂
Mr. I ngle . Quite a little of that done.
Senator R eed. I had in mind a different transaction from that 

and a transaction which could not be said to be dishonest, but sim
ply a bank’s desire to have it appear they have a large amount of 
deposits. And of coarse in the illustration I used, bank No. 1 could 
have actually deposited with bank No. 2 $100,000; bank No. 2 could 
actually deposit the $100,000 with bank No. 3—not the same, but an
other hundred thousand—and that could be carried on until it made 
the circle and got back to bank No. 1. And if there were 10 banks 
there would be an aggregate of a million dollars of deposits and 
yet each bank would owe as much as its deposits, and there would 
be an apparent increase of a million dollars in the aggregate in those 
banks, and yet not an actual increase of a penny.
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Mr. I ngle. That is exactly what I  suggested about the 25 per cent 
of the total statement footings of the country representing air.

Senator R eed. So that you think the aggregate deposits of our 
banks to-day, if they were gotten down to what they actually are, 
would shrink very largely ?

Mr. I ngle . I f  boiled down to a condition which would be brought 
about under the ^erms of this bill by the clearance of the checks as 
promptly as possible and not as great a delay as possible, I am in
clined to think the statement footings under the present system would 
probably shrink to a loss of 20 to 25 per cent. It would not mean 
the loss of a penny except pride.

Senator R eed. I did not hear all of your testimony, and I may 
repeat a question that has been asked, but for my own information 
I want to ask this: I f  your bank has a part of its reserve in its own* 
vaults, as required by law, a part of its reserve in the regional bank, 
as required by law, but the aggregate of the two accounts being suffi
cient to comply absolutely with the law, and one of your customers 
draws a check and passes it through the regional bank, and it is 
instantly charged, will that not compel you to keep an amount with 
the regional bank considerably in excess of your legal reserve, lest 
the transaction I have referred to would bring you below the legal 
reserve ?

Mr. I ngle. Senator, I  referred to that before you came into the 
room, and I took the liberty of suggesting that this bill be amended 
so as to allow some little play in a situation which otherwise would 
inflict a penalty. That reserve account should, without penalty, be 
permitted to be 20 per cent below the fixed amount, and below that 
there could be a penalty fixed so as to prevent exploiting that account 
for profit.

Senator H itch co ck . Will you state in a few words your objection 
to having this provision of the section changed------

Mr. I ngle (interposing). Pardon ire, Senator, what section is it?
Senator H itch co ck . It is on page 33. Most of the country bank

ers have urged that that section be changed so as not to require a 
regional bank to accept checks upon member banks at par. Now, 
why do you think it would be better to continue to have the regional 
bank accept those checks at par?

Mr. I ngle . It is probably fair to divide that answer. First, for 
the reasons I have sought to give, I  think it should be almost obliga
tory to compel the retirement of these checks at the earliest possible 
moment, in order to avoid this undue and unreasonable expansion of 
credit, this duplication of credits in the hands of four or five suc
cessive banks, by reflecting the credit of a single item in process of 
liquidation.

Now, the meat of their objection, as I take it, is in regard to the 
par facilities. Now, of course there comes a consideration which is 
selfish at both ends of the argument. I have already brought out 
why I feel that the bank, the paying bank, should honor its customer’s 
checks when they are presented. Here is a thought I omitted. I 
can not talk very well, and I have to speak rapidly and without any 
preparation, as you ask questions.

You must remember that if the customer of an interior bank will 
go into his bank and ask for a draft on Chicago with which to pay
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a bill in Chicago, his country bank will probably charge him some
thing for the draft and the Chicago man gets his payment at par. 
Now, if, instead of doing that, the interior man sends his local check 
to Syracuse, N. Y., we will say, in payment of a bill, there has elapsed 
one day; Syracuse will send that to its reserve point, and another day 
has elapsed; the reserve point will send it to the bank upon which it 
is drawn, and that makes three days. Speaking ip. a broad way. 
checks, handled ever so promptly, will require two or three days to 
reach their destination, so that the bank upon which they are drawn 
gets the benefit of the additional time in which to keep its money 
loaned during the exact number of days in which those checks are 
required to reach it. They now get the advantage not only of the 
additional time which now amounts to a week or 10 days many times, 
but they also get from $1 to $2.50 a thousand in remitting for those 
checks.

But, gentlemen, the devices used by many banks are very ingenious, 
indeed, when arranging for the best possible results to their profit- 
and-loss accounts. I do not blame them at all.

Senator H it c h c o c k . I want to refer you to some testimony which 
has been given before this committee. A  very intelligent banker from 
Peoria testified yesterday or the day before, before the committee, 
that if the bill as drawn is favorably reported and permits a customer 
of a country bank to draw his check with the assurance that it will 
be received at par by the reserve banks, that remittance will be made 
that way, and the result will be that the reserve bank will have a 
great mass of checks of that sort to handle. He says, however, if 
a discrimination is made between bank drafts and individual checks 
it will require a country merchant who desires to remit to go to his 
bank and get a draft upon the reserve bank. That draft will pass 
at par not only in that reserve district, but in all other reserve dis
tricts, and as it passes at par, and because of the competition between 
banks, the country bank will not make any charge for that draft upon 
the reserve bank, which he says will put a stop to kiting. He says 
that if this remains as it is the country merchant, knowing that his 
check sent, say, to Chicago, or, as you say, to Syracuse, will not be 
charged to his account in his home town until it has made the rounds, 
and will continue to maintain the practice of paying in checks, the 
man depending upon his collections to make his money good later on.

Mr. I n g l e . On the contrary, sir, I  think under the new law he has 
got to pay the bill earlier than under present conditions. He knows 
that check is coming immediately back to his home bank.

Senator H it c h c o c k . Suppose this law discriminates between an 
individual check and a bank draft upon the reserve bank ?

Mr. I n g l e . I  do not see the occasion for it or the merit in it. 
There, again, comes selfishness, which is altogether a proper emo
tion in such a case, I imagine. I think our friend from New Orleans 
is figuring that half a loaf is better than no bread. I f  he has got 
to be stripped of part of this, he might as well save half of it out of 
the wreck. I  can not see the difference between a check drawn on 
any bank by a banking correspondent and one drawn on it by an 
individual customer. Some individual customers have their checks 
frequently in the form of an ordinary bank draft, as looking more 
substantial, if  you choose.
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Senator R eed. The distinction which he made was this: When a 
man went to his bank and drew his check upon that bank, say, for 
$1,000, and obtained a draft, that then that bank knew that that 
money was drawn out and reduced its account by that much, whereas 
if he simply drew a check and said nothing to his bank about it 
and sent it on to New York, and it went to the regional bank in New 
York, incidentally his reserve in that bank was reduced. He would 
not know about that, and his reserve might be wiped out without his 
knowledge, whereas if the bank-draft transaction took place it took 
place at his counter, and he immediately made his entries. That 
was one reason he gave.

Mr. I n g le . I f  you will excuse me, that is a very strong argument, 
because there is no greater reason to suppose that a merchant in a 
country town will, under these changed conditions, go to his local 
bank and get a draft on a Federal reserve bank than he would now 
go to that bank and get a check on New York to pay a bill. That 
merchant, speaking generally, wants that check to stay out as long 
as it can, and the bank upon which it is drawn wants it to stay out, 
and the member bank is not at all concerned when that check is 
charged to its account on the books of the Federal reserve bank, 
assuming that this law can be amended to permit some little play 
between the 5 per cent definitely and the 4r| to per cent as the 
exigencies or delay might possibly demand.

Senator R eed. He urged this as a reason: He said if you adopt 
the system that the bank draft will be credited at once in the reserve 
bank, that works no harm, because the member bank knows the draft 
is out and has deducted it from its account. Therefore it must in
crease its reserve in its own bank, or it must increase its reserve, if 
necessary, in the regional reserve bank, and that that sort of bank
ing, if that draft would be regularly cashed at par and at once, 
creditors would demand it and get it. If, at the same time, you 
provide that a bank check would not be so credited but would simply 
be accepted for collection and sent on to the bank upon which it was 
drawn, and that that discrimination in the law between the two kinds 
if paper would build up the bank-draft system and would circum
scribe the check system. Is there anything sound in that?

Mr. I ngle . I  can not say it is unsound, but I  think it is probably 
Utopian. I think the competition in the cities to which such checks 
are sent will also require that they be accepted as cash on the same 
basis as the check on a Federal reserve bank, and the bank accepting 
them as cash simply takes its own chances.

Senator R eed. It would not be Utopian if the law provided that 
that check should bear a charge for collection and a draft not ?

Mr. I ngle . I  will not venture that suggestion. I  doubt whether 
the law could say that.

Senator R eed. Oh, yes; the law could easily enough provide that if 
we wanted to have it do so. It could provide that the regional bank 
would cash the draft, and the regional bank would send the check on 
for collection, and that there should be a collection charge.

Mr. I ngle. The trouble would be that the check would not go to 
the regional bank; it would go direct to its destination, as is done 
now, or there would be some other rearrangement.

Senator R eed. Through some other bank?
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Mr. I n g l e . Yes, sir; I  take it so. I t  w ou ld  be like N ew  York------
Senator R e e d  (interposing). That would put it at some dis

advantage ?
Mr. I n g l e . The customer would not care a rap about it if he gets 

a credit upon the books of the bank. He does not care what happens.
Senator R eed . He would just go to his own bank, and his own 

bank would give him credit and put it through ?
Mr. I n g l e . The customer would not care how. YoiJ know in draw

ing cotton drafts, as is done on the New England States, where three 
days5 grace is always not only allowed but taken on drafts drawn at 
sight, the owners of those cotton drafts at the initial point puts 
them in their banks as cash. Then the initial bank, unless we have 
prearranged it, immediately begins to quarrel with its corresponding 
bank, because it declines to accept as a cash credit an item which will 
not be paid until the lapse of four or five days thereafter, but if that 
fellow has a good account, well, we swear in private and properly 
credit it up to him and say nothing about it. I f  he has a bad account, 
we will simply forward it for collection and give him credit upon 
its actual payment.

Senator R eed . H o w  would it strike you if all checks used in inter
state commerce—private checks—had to have a stamp upon them, 
the proceeds to go to the supporting of this banking system ?

Mr. I n g l e . Well, I  would rather------
Senator R eed (interposing). I am not committing myself upon 

that proposition; I am just asking you about it.
Mr. I n g l e . I  suggested here that it is a pity that some way under 

the interstate clause of the Constitution could not be found to 
nationalize the whole business, and then you would relieve all of us 
of a great deal of worry and trouble, and we could all take the same 
dose of medicine or tonic, as you please.

Senator B r is t o w . I started to question you on this check business 
sometime ago, and I want to proceed with it.

Senator R eed . I  beg your pardon for interrupting you, Senator.
Senator B r is t o w . That is all right. There is one important matter 

that has not been brought out, which I would like to have brought 
out. You seem to be opposed to the present system of remittances 
by checks. I want to ask you------

Mr. I n g l e  (interposing). No, Senator, I  would not like to be so 
set down. I am opposed to the present handling of the checks which 
are remitted. I think checks, local checks or checks of any kind, are 
proper methods of remitting, if you choose, under our development, 
as we view it. I think there should be some way provided to quickly 
get those checks back to their paying banks; get them back as 
promptly as possible.

Senator B r is t o w . That is a question for the banks to consider as 
to how they will handle the checks. But you criticized the remittance 
which I suggested I had made to Chicago by check to pay an account 
there, because you said that was paying a $1,000 account with $999.50.

Mr. I n g l e . That was the effect upon the party of the second part 
who gets your check.

Senator B r is t o w . I  understood from your general attitude you 
thought this systefri of remittances by checks was a bad one, and then 
I  suggested that the country bank had encouraged it ; that they had 
solicited and asked, or recommended that their depositors use checks.
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When you go to a bank and deposit, say, $1,000, they present you 
with a check book and prefer that you check that out rather than 
that you draw it out and disburse it that way.

Mr. I ngle . For purely selfish reasons, of course.
Senator B ristow . That leaves the money in your bank ?
Mr. I ngle . Exactly.
Senator B ristow . I f  you have a pay roll, small or large, say with 

only 15 or 20 employees, your bank prefers that you pay your em
ployees by check rather than going to the bank on Saturday after
noon, if you pay on Saturday, and drawing out the money and 
paying them cash, because it keeps the money in the bank, and the 
checks go around to the various merchants and finally come in. That 
is a practice which country bankers have encouraged and developed, 
have they not, for a series of years ?

Mr. I ngle. Unfortunately, they have.
Senator B ristow . Why do you say unfortunately? What does 

that do ? As a matter of fact, does it not bring the money that other
wise would be in the safes, or in the desks, or in the bureau drawers, 
in the community, or out on the farms, into the bank? Does it not 
increase the reservoir of money there for the use of that community 
and has it not resulted in the establishing of banks in communities 
where 30 years ago would have been regarded as ridiculous to under
take to establish one ? Has it not resulted in drawing out of the hid
ing places millions of dollars for the use of American people in their 
commercial transactions ?

Mr. I ngle . Senator, I guess I will have to say yes to that. I do 
not know whether that is altogether a proper answer, whether it has 
been so much the use of the checks as it has been the solicitation of 
deposits which otherwise had been concealed within the stockings 
and cupboards, I do not know. The money has come from the solici
tation ; the checks follow afterwards, and operate to keep the money 
more or less in the banks.

Senator B ristow . N ow , say there is a farmer out here in Maryland, 
and he may be growing his crops and he is paying his hired men. 
His banker would prefer that he keep his money which he has in 
the bank and take a check book. It is safer. It is not lost. I f  the 
check is lost and it does not turn up, that is better than to lose the 
money and have it destroyed. The result has been that the farmer 
has written checks. We will say he wants to pay a bill in Baltimore 
instead of at Marlboro, we will say, and so he sends a check to Balti
more. The merchant takes that check and deposits it in his bank. 
I f  you take from him this convenience of paying these bills with 
checks, and make it so he can not do it, you will destroy a system 
and a custom which has been built up, and which, it seems to me, 
has added very greatly to our commercial activity.

Mr. I ngle. We will never do that. We have no desire to do that. 
On the contrary, once that check is issued, I do not believe it should 
circulate as currency for 10 days before it is redeemed. Before it 
gets back to its paying bank it may have traveled 2,000 miles if you 
choose, all around the country, before it reaches its destination.

Senator B ristow . There may be an occasional abuse in this, the 
same as in almost everything else.

Mr. I ngle . I  think a usual abuse, if you will excuse me, sir.
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Senator B r is t o w . What is the objection? I will give a check for 
$10 to some one, we will say, who may be employed by me. I may 
be a farmer. I may buy something and I give the man from whom I 
buy a check, and if he thinks it is all right (my reputation may be 
good in the community) he takes that check, and there is somebody 
whom he owes something to and he has not the money, and he says 
to the man to whom he owes something, “ I have not the money to 
pay this, but I will assign to you a check of Bristow’s which he gave 
me for a pig,” and he takes it, and in the course of a few days it 
comes back to the bank. What harm has been done ? Is not that a 
convenience ?

Mr. I n g l e . That is a convenience. But you will not let a bank do 
that. You will not let a bank issue its notes by indorsement and 
pass them around as money.

Senator B r is t o w . We do not let a bank------
Mr. I n g l e  (interposing). We can not issue our promise to pay and 

circulate it as money. We do it in times of panic, issue a certificate 
o f deposit or some makeshift-currency device, but everyone looks 
askance at it.

Senator B r is t o w . I f  this customer or the employee, or whoever it 
may be, is perfectly willing to accept that check, because he knows it 
is good, and can get the money at any time he wants it, and if  it is 
convenient for him to transfer that to somebody else for some other 
consideration, it gets back to the bank and is then retired. What 
harm does that do ? That is what I would like to know ?

Mr. I n g l e . N o special harm, except that it is a privilege you grant 
him of circulating his checks as money which you will not grant to 
the bank. You will probably believe that a note of my bank for $10 
issued outside of the currency act would be a good asset in your 
pocket. But I am not permitted to issue that note except under a 
penalty of 10 per cent interest. You expressly say that I shall not 
do that, and yet you have a provision for the redemption of these 
circulating checks, and so are in effect making of them a circulating 
medium.

Senator B r is t o w . Y ou  will give a certificate of deposit; you will 
give a bank draft; that is your check?

Mr. I n g l e . Yes.
Senator B r is t o w . I f  I go to you, if  I  am a customer of yours in 

Baltimore, and I ask you for a bank draft instead of sending a 
check, and get a draft, what is that but your check ?

Mr. I n g l e . That is, to all intents and purposes, over night if you 
choose, that is money. That is the transfer of funds, and I want 
that check to be presented as quickly as possible. It is in the 
promptness of the redemption of this media------

Senator B r is t o w  (interposing). What is the difference between 
that draft which you give me, which is a check on your bank, issued 
by your bank, or upon a New York bank, probably issued by you, and 
a check which I may give to somebody on your bank?

Mr. I n g l e . Absolutely no difference whatever. I  am not trying to 
discriminate between the two classes of paper. I  am only suggesting 
that they ought to be redeemed as promptly as may be.

Senator B r is t o w . Y ou give me a draft for $1,000, and I owe a 
man $1,000, and I say I have not the cash, I  have not the money
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on deposit, but I have a draft in this bank for $1,000, and I tell him 
I will turn that over to him. He says that is all right. That is 
against the law ?

Mr. I ngle . No, sir. I  entirely approve of the provisions of the 
negotiable-instrument act under which title can pass by indorse
ment, but I do not believe in making a circulating medium of checks, 
or doing anything which will take the holders of checks and keep 
them away from the paying bank any longer than is possible.

Senator B ristow . The law treats your check no differently from 
the way in which it treats my check, so far as the check goes. When 
you come to the bank notes that are to circulate as money, that is a 
different proposition, and there are reasons, wise or unwise, which it 
is not necessary for us to discuss just now, because we might not 
be so very far apart upon the advisability of bank notes being used 
that way, if issued in the right way. That is all. I  wanted to bring 
out this important point which has been overlooked by the bankers 
in the great cities who are concerned with the crediting of these 
checks. They overlook the tremendous advantage that they have 
been to the country, and to the banking business of the country by 
the development of that system.

Mr. I ngle . By all means continue their use in any volume what
ever, but provide by proper legislation to invite rather than dis
courage their prompt redemption, and I think such an invitation 
is extended under that particular clause of the bill which permits 
us to have those checks redeemed at par by the Federal reserve banks.

Senator N elson . Y ou have only given us a little part of your 
statement. Suppose you finish your general statement.

Mr. I ngle. I  will do that.
It must be assumed that section 4 in permitting removal of direc

tors in class B intends only to give the Federal board a weapon of 
defense for use only upon occasion, and does not mean to suggest 
that removals are to be the rule. I f  Congress in section 7 could say 
6 per cent rather than 5 per cent as dividend rate the bill would 
be much more acceptable to many banks, and especially the interior 
institutions which earn more on their money than the rate suggested 
in the act.

Senator N elson . What do you think of increasing it to 6, and then 
having the excess go directly to the Government ?

Mr. I ngle. There again, Senator, it would depend upon how this 
Federal bank was to be managed.

Senator N elson . The theory of some people is that it should be 
used for the purpose of aiding our system rather than as a money
making institution.

Mr. I ngle . I f  that is followed out, if that is to be done, if an 
underlying thought is in evidence, or may be in evidence, that it is a 
money-making proposition to the Treasury Department, it would 
obviously compel us to view it differently. For instance, one pro
vision------

Senator N elson (interposing). The argument is made that to give 
the member banks an interest in the surplus revenue would tend to 
arrange it for the purpose of merely making money. I f  vou take 
away the surplus of the interest and leave it so that they will simply 
get their dividends, it would be more apt to be run for the good of 
the cause, rather than as a purely money-making institution ?
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Mr. I ngle . Senator, you must remember that if you could by Fed
eral act compel everybody to assent to these principles they would 
assent whether they wanted it or not. That will be one situation. 
Here we want to pass an act which shall invite people to come into 
it. I said that a 5 per cent revenue will not appeal to a bank which 
is accustomed to get 6, 8, or 10 per cent revenue from its local loans, 
and I believe that with 6 per cent instead of 5 per cent, and with the 
present distribution of the surplus profits, I believe that you would 
find a very much more ready assent, and you would hear very much 
less of the confiscatory features of the bill.

Senator N elson . Y ou are looking at it simply from the standpoint 
of mammon and not from the standpoint of public spirit.

Mr. I ngle . Purely from a standpoint of mammon, as a practical 
proposition and in dealing with a new situation.

Section 14 too narrowly defines the classes of paper available for 
rediscount. While city banks could possibly meet requirements the 
country banks certainly would not be able to do so. In this connec- 
tionit may be proper to say with respect that the Secretary of the 
Treasury did not draw proper deductions from the information de
rived from the last reports made to the comptroller in response tto 
that officer’s request for a statement of maturities of paper held by 
the banks.

At almost all interior points the actual maturity of a note bears 
little relation to the date at which its payment is expected, and to 
attempt to collect such paper in accordance wih its terms would be 
futile. In the cities paper drawn by the best people is frequently 
made with the idea of renewing it at the mutual convenience of 
those directly concerned. It probably is fair to say of maturities in 
any given month, excepting possibly October and November, when 
the percentage is greater, that not more than 20 per cent of maturing 
obligations are paid on their due dates, while in connection with so- 
called demand loans payment is made at the pleasure of the borrow
ers, excepting the “ street ” loans made in New York. I f  this section 
of the law could be better worked out in detail, its beneficial provis
ions would atone for much in the act to which such ready assent can 
not be given.

Senator N elson . Y ou would extend the maturity limit of the 
paper ?

Mr. I ngle . Not so much that. I  would have it more nearly con
form to the present practice. The city bankers and the banks in the 
larger communities have paper acceptable under the terms of this 
law, either commercial paper or paper which could be by interpreta
tion made commercial paper. But, I take it, that this law, in saying 
90 or 120 days, has in mind paper which it is expected will be paid.

Now, the average interior bank, particularly in agricultural sec
tions, has one pay day a year; it may lose that for two or three 
months, and after that the paper may not be made during the re
maining nine months. That bank, in borrowing, if it makes a note 
for three or four months, does it with the palpable intention of hav
ing it renewed for another period of three or four months, so that it 
will be paid finally after the expiration of eight or nine months.

I do not see why it would not be altogether competent for an 
interior or any other bank to follow the present practice, and in 
addition to rediscounting straight paper with indorsements to make
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its own obligations and pledge with that its customers’ bills receivable 
in such volume as was done during the recent panic. In doing that 
you would not only be following a usual practice but one which 
would permit very much better protection to the Federal reserve 
bank, because in the absence of very close investigation it goes with
out saying that no Federal reserve bank, for instance, in Columbus, 
Ohio, could possibly know anything about the small bills receivable, 
collected, and eligible under the letter of this act by some bank in 
some small interior Ohio town. They are tenant notes, country notes, 
perfectly good to the holding bank, but altogether unknown out
side of its own district. So I think it would be wise to make more 
explicit the provisions of your law and not leave so much open to the 
interpretation of the Federal reserve board, and say that the banks 
can borrow from the Federal reserve bank on their own notes, secured 
by the pledge of their customers’ paper issued for all these purposes 
as prescribed in the act.

Senator O ’G o r m a n . Would that afford ample security to the Gov
ernment ?

Mr. I ngle . I  think it would afford better security than the Federal 
reserve board could receive under a strict interpretation of this law. 
The affairs of a country bank will entirely be known under this new 
order of things to the Federal reserve bank with wThich it is con
nected. That Federal reserve bank can not know anything of the 
individual notes held among the assets of those banks, except in a 
general way, in connection with the larger obligations, if you choose.

Now, when such an interior bank pledges its miscellaneous bills 
receivable or rediscounts simply upon its indorsement, the Federal 
reserve bank will stand or fall by that obligation itself, with, of 
course, the protection given it by the law, as to the liens, and so forth. 
But if that interior bank could give its reserve bank its direct obliga
tion for $10,000, and with that note pledged $12,000 or $13,000 or 
$14,000 worth of its customers’ miscellaneous paper, the Federal re
serve bank would have 140 per cent to protect the 100 per cent of 
the bank’s assets, and that is the way in which business is usually 
done, and it would seem to me we want to make things easy for the 
country banks and not hard, not too much disturbing their ac
customed methods of doing business.

Senator N elson . You mean the practices when a bank wants to 
borrow from another bank, the borrowing bank gives its own notes, 
and does it with the notes of its customers as collateral?

Mr. I n g l e . Exactly, with a proper margin.
Senator N elson. Is that practice more general than the other 

practice of getting money simply on discounting notes?
Mr. I n g l e . Oh, my dear Senator, I  think my bank, if you will ex

cuse the reference, to illustrate the point; we have loaned $5,000,000 
to interior Southern banks, for instance. I do not believe we have 
under rediscount $300,000 worth of paper. I think the rest of the 
direct obligations of the banks, all with the pledge of collateral. We 
then have better protection, and when we want to make a loan we 
can say we will not lend a man $10,000 with only a 10 per cent margin 
of collateral; that he has got to give us 50 per cent margin, and so we 
will lend him $10,000 if he gives us $15,000 of paper. That permits 
some sliding scale and to reflect our judgment of his solvency.
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Senator N elson . Under this system in the bill, you must remember 
that the member bank who seeks to discount must indorse the paper 
and be responsible?

Mr. I ngle . Exactly so.
Senator N elson . So that in the one case you would have him held 

as an indorser, and in the other case you would have him held as the 
maker, with the notes as collateral.

Mr. I ngle . We take all these things upon the assumption that a 
bank may do a great many things.

Senator O ’G o rm an . I move that the committee take a recess until 
half past 2 o’clock.

(Thereupon, at 1 o’clock and 5 minutes p. m., the committee took 
a recess until 2.30 o’clock p. m.)

after recess.

Senator H itch co ck . Mr. Ingle, will you proceed with your state
ment?

Mr. I ngle. I  suggest that the law should contain some provision 
under which it would be impossible for any bank to assume liability 
of any nature, whether for deposits, notes, acceptances, or bills pay
able, beyond the amount of some agreed multiple of its own capital 
responsibility.

It is altogether gratuitous; but it has just occurred to me that it 
would be a wise provision, as every bank, in loaning its money to any 
customer always requires that that customer shall furnish it with, 
certainly, 10 per cent margin to protect it against possible loss. 
The margin may or may not be good. The security may or may not 
be good. But the bank always feels that it has that margin, either 
in the value of securities or in the value of a man’s stock in trade, 
whatever it may be, to protect it; and it seems to me that anyone deal
ing with a bank has a right to demand that that bank shall furnish 
him with the same measure of protection, or some percentage of it, 
at least, as the bank itself requires at the hands of customers.

Senator N elson . Suppose you limited it to capital and surplus?
Mr. I ngle . Well, I  would just amend the percentage. I would 

say 10 per cent, 15 per cent, or 20 per cent of capital, or 8 per cent, 
10 per cent, or 12 per cent of capital and surplus—whatever was 
thought desirable.

Again, section 17 provides machinery for what must become a 
most useful agency and one which in its workings must relieve busi
ness of an onerous tax now laid upon it.

That is the section which wTe discussed here a little ahead of its 
order. But I will repeat it for the purpose of making a consistent 
statement.

Obviously any objection to this section must be selfish in its na
ture. Banking is the solicitation of deposits to be protected by 
shareholders’ capital, all to be loaned in proper directions at current 
rates of interest, and checks drawn against such deposits should be 
paid without discount. A  bank makes more profit in interest for the 
time in which its customers’ checks are outstanding in process of col
lection than the cost to such bank of furnishing exchange if indeed 
it is required upon occasion in making such exchange to ship cur
rency. ^When a bank claims that the loss of its exchange charge,
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oftentimes $2.50 per thousand and even more, deprives it of its living 
it is furnishing the best argument that no bank is needed in its com
munity.

Senator H itch co ck . Let me interrupt you there. I have seen 
something of small European towns where they have no banking 
facilities; and I think it is one of the very satisfactory conditions in 
the United States that almost every town, however small, has bank
ing facilities; and I am disposed to ask you to demonstrate that a 
community, a small community of 2,000 or 3,000 people, would be 
better off without any banking facilities at all, provided a bank 
could not live wholly by the small loans it could make there ?

Mr. I ngle . Well, I  do not think any situation is justified, sir, 
when, in order to keep such a situation alive, a special tax is laid 
upon a community not attached to that situation. You know, in 
talking this way, Senator Hitchcock, I would not have you think 
that I desire to place myself in a position of antagonism to interior 
banks. Far from it. I have tried, in three or four directions here, 
to point out defects in the bill, in my judgment, in which the country 
banks are not fully served.

Senator H itch co ck . Let me take an illustration, so that we will 
have a concrete case. A  town of 2,000 population with a small bank 
that has, say, a capital of $15,000—I do not know what would be the 
proportion.

Senator N elson . It would not be less than $25,000.
Senator H itch co ck . Well, let us say $15,000. That bank fur

nishes a place where people can deposit funds; it furnishes a place 
where people can get exchange; it furnishes a place where those in 
need of money can borrow; and, as far as these loans are con
cerned, the bank is not able*to loan enough money to operate prof
itably; and in order to eke out what it is not able to do through 
loans it makes a certain amount upon exchange in this way, by 
charging a discount upon checks.

Now, the result is that that community has a little bank, and if 
deprived of that opportunity to make that little profit upon checks, 
that community would be without that bank, and the money that 
would be saved there would be put in stockings, mattresses, and un
der carpets, and the people would have no facilities for doing busi
ness. Do you think that community would be better off under those 
conditions ?

Mr. I ngle . Well, I  do not know that that situation would justify 
taking up a contribution throughout the country to support a bank 
in that community.

Senator H itch co ck . Let me put this case to you: Suppose there 
were no bank there and there were collections against people in that 
town. They would have to be sent to a lawyer, and he would make 
a charge for them. Why not have a bank to make the collection?

Mr. I ngle. Very true. But you must remember that this law does 
not undertake to interfere with the daily operation of all of our 
banks in and out of town, in so far as it refers to the collection or 
handling of any business other than negotiable checks. We would 
still have our commerce of the country, as represented by bills of lad
ing and shipment of cotton and grain, etc. That would still be 
handled through ordinary banking channels. This machinery pro
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vided in this act has reference only at the moment to checks and not 
at all to drafts or notes or other evidences of indebtedness; so that a 
bank would not be handicapped at all in that way.

Senator H it c h c o c k . Perhaps I misunderstood you. I understood 
you to say that if a bank could not live in a community without 
making those charges upon checks that was complete evidence that 
no bank was needed in that community.

Mr. I ngle. I  think that is a fair statement, sir.
Senator H it c h c o c k . Well, I will not interrupt you any further.
Mr. I ngle. Well, I  would not like that statement to go out with

out a word of explanation, because it would leave me in a rather 
equivocal situation, possibly. Before the multiplication—or the ex
traordinary multiplication—of banks that this country has seen dur
ing the past 10 or 15 years it was altogether possible to very com
fortably serve a community within a radius of 10 miles, let us say, of 
Raleigh, N. C., by one, two, or three banks in Raleigh. Everyone 
mailed their checks, as they are invited to do now, to the city banks 
for deposit. They took care of current business transactions in that 
way.

Suppose a merchant had a bill against a man outside of Raleigh. 
He would send him the bill to his post office. The man would send 
the merchant from his local post office, 5 miles away from Raleigh, 
his check on Raleigh; or, if he happened to be going into Raleigh 
on court day, he would get in a piece of exchange on some northern 
point, if you choose. His business was fairly well served.

Now, we have in all of these relatively very small places not one 
bank, very often, but two or more banks in small communities of 
anywhere from 500 to 1,500 people.

Now, one bank will start in such a community. It will make a 
success, in one way or another, by altogether legitimate business; do 
not misunderstand me. Suppose it has made such a greart success, 
if  you choose, that competition turns up. There will be another bank. 
In a little while you will find a third bank.

Then competition becomes very severe, and what is the next step? 
Those banks get together and they agree upon a tariff schedule for 
exchange charges.

Now, if they would make a tariff which would reflect the expense 
that those banks were put to in making that exchange, plus a fair 
fee for their clerical work, their postage, and such matters, no one 
would have any objection to urge, I imagine. But it unfortunately 
is the case that in very many and an increasing number of cases those 
two or three banks in those small communities will make some such 
agreement as this:

We will unite and say that we will all make a charge of one-eighth or one- 
fourth of 1 per cent on all business reaching us.

And no matter to which bank is sent business on that community 
that bank in collecting those items would pay its neighbor the agreed 
rate of exchange. So that each bank gets its own exchange on its 
own customers’ checks.

And there you have as arbitrary a trade-union as can be well con
ceived of. There is no escape from that. It is the abuse of that 
thing that is onerous.

Senator B r is t o w . Well, now, that is done by the merchants.
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Mr. I n g l e . Pardon me, I  do not understand.
Senator B r is t o w . The same plan is carried out by the merchants in 

that community frequently. There is not any other line of business 
in which the same processes are not in operation.

Mr. I n g l e . Well, that does not justify it. Two wrongs are not 
supposed to make a right.

Senator B r is t o w . But why should we legislate to prevent the 
banks from charging this exchange, or against there being more than 
one bank in a town, any more than against there being more than 
one store ?

Mr. I n g l e . Because you are legislating on the subject of banks 
now. One of these days, possibly, you will legislate against dry
goods stores.

Senator B r is t o w . Would you limit the number of dry-goods stores 
in a small town?

Mr. I n g l e . I  do not know. You may get to that point. I  am 
only suggesting that that is the reason—that you are now dealing 
with banking.

Senator B r is t o w . I am very much interested in this. Do you 
think we ought to prevent a bank from starting unless there is 
enough business there, according to your notion, to justify it?

Mr. I n g l e . Not at all. I  think a bank should start wherever it is 
practicable. I am a great believer in the virtue of individual initia
tive. But I believe if a man makes a mistake and starts a bank 
that can not succeed without having the rest of the country con
tributing to its support it is a very undesirable condition.

Senator B r is t o w . Please tell me how the rest of the country is 
contributing to its support ?

Mr. I n g l e . Well, on every exchange charge that is levied, sir, the 
man away from that community pays it.

Senator B r is t o w . Well, he may or he may not. Now, we will say 
that a merchant in that community has an account for a bill of 
goods in Baltimore, and this merchant sends a check to the whole
sale house in Baltimore to pay his account.

Now, the wholesale house sells this man goods. He makes his own 
charge. The charge which he makes is sufficient so as to justify him 
in accepting a check in payment. He does not refuse it. He says, 
“ That is all right. That is entirely satisfactory to me.” The whole
saler deposits this check with his bank. The bank there in Baltimore 
says, 4 This wholesaler’s account is sufficient so that we are perfectly 
justified in handling this business for him without charging him any
thing for it. We are making money out of his account.” I f  it did 
not make money out of it, it would turn him down; it ought to. It 
is optional with the bank whether it accepts the wholesaler’s account 
or not. It is optional with the wholesaler whether he accepts the 
merchant’s check or not. The wholesaler is glad to do it, and the 
bank is glad to do it.

Mr. I n g l e . But the bank’s enthusiasm is more or less modest and 
moderate.

Senator B r is t o w . But it does it of its own free will. There is no 
law compelling it to do so.

Mr. I ngeje. Oh, no, sir.
S. Doc. 232, 63-1— vol 3------ 31
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. Senator B r is t o w . Then that check comes back. Now, the mer
chant pays enough for his goods in this transaction to take up these 
incidental expenses, or the price of the goods would go up so that he 
would pay enough. The community bears the burden. The country 
does not bear it.

Mr. I n g l e . What is the difference between the community and 
the country?

Senator B r is to w . Well, the difference between the community and 
the country is that the community is a part of the country, as I use 
the term.

Mr. I n g l e . Oh, I  b eg  your pardon.
Senator B r is t o w . Nobody else bears the burden of this except 

that community itself where the bank is located, and the bank is a 
part of the community.

Mr. I n g l e . That particular community bears the burden of these 
transactions in that case. I n  another case another community would 
bear it. And, as I said, the country as a whole is levied upon in 
order that a bank in a community which would not otherwise support 
a bank may make its living.

Senator B r is t o w . N o w , it seems to me that your argument is that 
instead of a little bank here with deposits of $50,000, as many of 
them have, and a capital of $10,000—that serves a very useful pur
pose, in my opinion, in the community, and is very beneficial not 
only to that community but to every other community that it touches, 
i f  it is run honestly—and we presume that they are------

Mr. I n g l e  (interposing). May I  interrupt and ask you a question 
there ?

S en ator B r is t o w . C erta in ly .
Mr. I n g l e . Where would you draw the line of capital responsi

bility in arguing for the multiplication of these small banks ?
Senator B r is t o w . Just as many banks as the man wanted to put 

the money in to start.
Mr. I n g l e . Well, let us take a bank of $10,000 capital. Would 

you say that that would be wise?
Senator B r is t o w . Certainly.
Mr. I n g l e . Take a bank with $5,000 capital. Would that be wise?
Senator B r is to w . Surely.
Mr. I n g le .  Well, if there is no limit, then a bank with $1,000?
Senator B r is t o w . $1,000 is getting a little low.
Mr. I n g le .  There must be some limit; there must be some margin 

which you would want there to protect business that would seek that 
bank. Now, there was a provision in the national banking act limit
ing the capital to not less than $25,000. I n  your view would that be 
proper?

Senator B r is t o w . Well, we will say $25,000. We will say that is 
a proper limit in a national bank. In the State banks they run down 
to $5,000. But say $25,000 for a national bank. Now, I believe that 
wherever there are men willing to put up the $25,000 and willing to 
go into the banking business they ought to have the opportunity to 
go in.

Mr. I n g l e . Certainly. And wherever you will find enough men to 
start with a capital of $25,000, you will find enough men to deposit 
in that bank to make it self-supporting without “ Passing the hat 
around.”
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Senator B r is t o w . Nobody wants to “ Pass the hat around.51 I f  
there is no bank there, you send the business to a justice of the peace 
or some other officer.

Mr. I n g l e . Excuse me, sir, I  will have no account on that par
ticular place. Checks are drawn only on places where there are banks.

Senator B r is t o w . But some other communities would have an 
account out there.

Mr. I n g l e . I  may have an account against a dry goods man or a 
country merchant at a crossroads store where there is no bank.

Senator B r is t o w . Yes.
Mr. I n g l e . And if that is a good account, my statement to such 

a man will quite as effectively bring a remittance from him in the 
shape of some sort o f a check as if he lived in a town where there 
were a dozen banks. If, on the contrary, he was not ready or willing 
to pay that account, I  will have no more difficulty with him, prac
tically speaking, because he lives in a country town, if  I am obliged 
to send it to a lawyer. A  lawyer would simply get in his automobile 
and go out there and serve a notice and hale him into court to defend 
his suit. That would make no difference.

Senator B r is t o w . I f  you send it to him by bill, if he has not an 
account at home, he has an account away from home ?

Mr. I n g l e . Five or ten miles away.
Senator B r is t o w . Five or ten miles away; and you would insist 

on him going there and letting that man collect the fee ?
Mr. I n g l e . Not at all “ insist,” Senator Bristow. I  would only sug

gest that that would be a fairer proposition than levying a toll upon 
the country as a whole, as would be necessary otherwise to support 
that bank.

Senator B r is t o w . I can not understand how you would levy a con
tribution upon the country as a whole where the community that sup
ports the bank pays the toll.

Mr. I n g l e . I  am speaking of this community one day and the next 
community the next day, and so on.

Senator B r is t o w . But it is another transaction then.
Mr. I n g l e . And the country as a whole supports this proposition.

I  must be extremely poor on using language if I have not made myself 
clear.

Senator B r is t o w . I think I understand. To sum up, you are op
posed to so many of these country banks being established?

Mr. I n g l e . No, sir.
Senator H it c h c o c k . I got the impression that you think there are 

too many of these country banks and that they ought not to exist 
unless they are able to exist without making charges on their checks.

Mr. I n g l e . I f  you will disassociate those two thoughts. As to 
country banks, I think the more there are the merrier. I  am in 
hearty accord with the multiplication of country banks.

Senator H it c h c o c k . Let me quote you again. You said, in sub
stance, that if a country bank could not exist without making charges 
on its checks and collections that was the best evidence that that com
munity was not entitled to a bank.

Mr. I n g l e . That is right; I think I can affirm that.
Senator H it c h c o c k . Well, I  think we understand your position, 

then. Perhaps you had better go on with your statement.
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Mr. I n g l e . A s deposits of public funds are now placed there is 
little profit to the banks holding them. I am speaking of the normal 
deposits as they are usually distributed and not any special deposits 
for particular purposes.

The bill in requiring that such deposits be transferred to reserve 
banks will work no real injury beyond some momentary incon
venience. Here, again, the board, in naming an extravagant rate o f 
interest to be paid on such deposits by Federal banks, could do mem
ber banks an injustice; but it must be assumed that no such intention 
is held.

In other words, the proposed law says that the Federal reserve 
board shall name the rate of interest to be paid by the Federal re
serve banks on public deposits. That rate of interest paid is now
2 per cent. If, for instance, the Federal reserve board should say 
that the idea of profit to the Government, or for any other reason, 
for these Federal reserve banks shall pay to the Treasury Department 
6 per cent on those deposits—and there is nothing in the law to pre
vent it—you can see mat the Treasury would reap the benefit of a 
6 per cent investment on its funds in the Federal reserve banks for 
distribution as dividends or otherwise. That is possibly a little far
fetched, but I  just suggest it because there is no limitation.

Senator B r is t o w . Why should the Government receive money on 
its deposits any more than the banks receive money on their deposits?

Mr. I n g l e . Because the Government— I  do not say that it should. 
I am dealing with a condition not a theory. I  am trying to justify 
the presence in the law of that special provision.

Senator H it c h c o c k . I  want to remind the committee that it is 3 
o ’clock now, and that Senator Thomas has an appointment with the 
committee for half past 3. Are you likely to be through at half 
past 3, Mr. Ingle?

Mr. I n g l e . I  will be through at any time that the committee will 
be generous enough to dismiss me. The Government will contribute 
to the working capital of these Federal reserve banks some sum of 
money between $150,000,000 and $200,000,000.

Senator B r is to w . That is not capital; that is deposits.
Mr. I n g l e . I  did not say it was capital. That money will be 

loaned by these Federal reserve banks at whatever rate is determined 
upon—4 per cent, 5 per cent, or 6 per cent. It seems fair to give 
the Treasury 2 per cent, or some fair rate of interest on that con
tribution—very generous contribution of capital—and a permanent 
contribution you might assume, as the member banks will, either in 
the dividends or in their share of the 40 per cent excess earnings to 
be divided in lieu of interest on deposits, receive a certain part of the 
money earned by the Treasury deposits.

Senator B r is t o w . Suppose the surplus earnings all go to the Gov
ernment and the banks do not get any of it, then what ?

Mr. I n g le .  I  would not like to express my opinion on that in this 
company. I think that would be very arbitrary and unfair.

Senator B r is t o w . That has been advocated by nearly every witness 
we have had here who represented a large bank.

Mr. I n g le .  I  am sorry; I  am out of touch with that.
Senator B r is t o w . That the bank should not be a money-making 

institution, and that any profit over the 5 per cent or 6 per cent, 
which ever is allowed, ought to go to the Government as an evidence
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that the banks are not to make any money out of this regional 
reserve bank.

Mr. I ngle . Then, again, sir, it depends upon the shape that the 
law finally takes. I  say if you have a 5 per cent dividend only, 
that is a very moderate contribution, with the interest the banks are 
all making. I f  you say 6 per cent dividend, it would be more 
attractive.

Senator N elson . Suppose all the rest of the revenue went to form 
a sinking fund to take up the 2 per cent bonds ?

Mr. I ngle . Well, Senator, I  do not know that the banks would 
have much care as to what happened to the rest of that money, al
though it would be nice to feel that some definite provision was made 
for the redemption of these 2 per cent bonds at some time. I do 
not think the banks want the reserve banks to be a money-making 
institution. On the contrary, I  do not think they should be, because 
they would be tempted to always charge more than was fair for 
rediscounts. But they ought to give such a return for the contri
bution made by the member banks as to make those member banks 
want to go in and not make them hesitate and go in simply because 
they feel they are obliged to.

Senator R eed. Mr. Ingle, how much interest do you think, or upon 
what basis do you think the reserve bank should fix interest charges 
to member banks, either for funds or for money issued; I mean funds 
on hand or money issued ?

Mr. I ngle . I  am glad you asked me that question. I think that the 
Federal reserve bank should, in fixing its discount rate, have respect 
for the local interest rate permitted by law in the particular State or 
territory from which the application for funds shall come. In other 
words, 1 think that it would not be fair for the Federal reserve board 
to charge a bank in a State where 6 per cent was the legal limit of 
interest, to charge that bank 5 per cent, if you choose, for money; 
and on the same day charge only 5 per cent to a bank located in a 
State in which the legal rate of interest was 8 per cent.

I think that the rate fixed at any given day should be so adjusted, 
on a sliding scale, as, having 6 per cent for a normal rate, because it 
is the common rate, and 5 per cent as the rate quoted—that where you 
are dealing with, let us say, 8 per cent territory, you should charge 
banks for funds in that 8 per cent territory 5 per cent, plus one-third 
of 5 per cent. So that the money shall be gotten out on these terms 
from these Federal reserve banks; as otherwise you can see that there 
will always—if money is plentiful and the reserve board chooses to 
charge, say, 4 per cent discount rate, that rate probably would not 
tempt a bank in territory in which a 4  ̂ per cent rate was then pre
vailing to borrow money, but it would very easily tempt a bank 
where loans were being made currently at 8 per cent; and it might 
be continuously borrowing and borrowing beyond the limit of safety.

Senator H itch co ck . I f  that was put into force, would not the effect 
be to lower the rate of interest from 8 per cent ?

Mr. I ngle . Absolutely; and that is why I  advocate it. You would 
find, before a great while, that instead of finding here 6 per cent 
territory and there 8 per cent territory, and 10 per cent contract 
rate, you would soon have a 5 and 6 per cent current rate all over the 
country.
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Senator H it c h c o c k . I f  the banks were able to borrow at 4  ̂ per 
cent, they would not charge their customers 8 per cent, 9 per cent, or 
10 per cent, would they ?

Mr. I n g l e . Were you ever a customer in such territory, Senator 
Hitchcock ?

Senator H it c h c o c k : I have been for the last 30 years. I suppose 
there has not been a period in the last 30 years in which I have not 
been a customer in such territory.

Mr. I n g l e . Well, I  can only say—<—
Senator H it c h c o c k  (interposing). My experience has been that, 

as the banks got easier in money interest rates fell in the community; 
and I feel that if the banks in the West were able to rediscount their 
paper on the same terms as in the East we in the West would be able 
to borrow money on as good terms as in the East.

Mr. I n g l e . Y ou would in Kansas City, St. Louis, Wichita, and 
cities with 100,000 or 200,000 people or more; yes. But where you get 
into the interior, into the country where they have smaller banks; 
where they are wanting more capital all the time, and will always 
need all they can get and take all they can get, you will find that 
those banks will look upon the difference between the rate they pay 
and the rate they can get, and the rate they do get, as profit. I t  is 
perfectly legitimate profit.

But we are constantly being quarreled with now, when we in 
tight times have charged an interior bank 6 per cent; we are re
proached with the suggestion that in charging tnem 6 per cent we do 
uot permit the borrowing bank to make any profit that is material— a 
mere 1 or 2 per cent on the transaction. So I  suggest that as fur
nishing a means by wThich the interest rates throughout the country 
will be brought to a parity.

Senator H it c h c o c k . Well, has the Government any right, in es
tablishing a great facility like this, where it is laying a burden upon 
all the banks substantially equal, in proportion to their size; has it 
any right to discriminate against the customers o f one bank and in 
favor o f the customers o f another bank?

Mr. I n g l e . Yes; because that is one of the strongest arguments 
used in advocating 12 regional banks rather than 1 big bank, because 
those 12 banks are assumed to be 12 banks in order that they may 
safely respond to the needs and wishes of their own community; 
they know what their community wants and when they want it; 
and it is not proposed in this law, if  I  understand it correctly, to 
always have a uniform rate of discount.

Senator H it c h c o c k . That is one of the big questions before this 
committee.

Mr. I n g l e . And I thought that this law was so drawn, because it 
was suggested that this central board had power, in fixing rates, to 
discriminate, if you choose to use that word, among different sections 
of the country.

Senator H it c h c o c k . Well, there is going to be a very strong oppo
sition to that doctrine. We think out West that it would be just as 
reasonable to compel us to pay more for our postage stamps than the 
people of the East as it would be to compel us to pay a higher rate o f 
interest on the money we use than the people in the East.

Mr. I ngle. There is this broad difference, I  suggest: In the new 
and undeveloped parts of the country there is no limit to the demand
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for capital—essentially so. Everybody in some of the new sections 
of the country is living as if they had only 30 days to live and after 
that the deluge. They want to do everything in the next three or 
four months. I f  they can get hold of that money in any way, they 
will get it, and they will at once spend it.

Senator H itch co ck . That is a very popular idea among people 
that have not been out West; but I assure you that we have banks 
which are just as conservative in their dealings and business men 
who are just as conservative in the West as there are in the East, 
and we feel that we are entitled to the same protection from the 
Government that the people in the East receive.

Mr. I ngle . What makes the difference in the interest rate between 
Idaho and New York is the demand. That does not mean, because of 
the difference in interest rate, that the banks in Idaho are not in the 
hands of people as thoroughly competent as those in New York

Senator H itch co ck . I do not know what the difference in the 
interest rates between Idaho and New York is; but I know that we 
often have interest rates lower in Omaha than they are in New York.

Mr. I ngle, But Omaha is very close to the center, not of civiliza
tion, but of population—well, I want to withdraw that first sugges
tion. [Laughter.]

Senator N elson . Call it the center of gravity.
Senator H itch co ck . Well, I will not interrupt you too much.
Senator S h a f r o t h . Have you finished your prepared statement ?
Mr. I ngle . Yes, sir; and I appreciate very much your considera

tion.
Senator W ee k s . I want to ask you two or three questions. I f  we 

pass a bill similar to the House bill, can you think of any good reason 
why a bank in Omaha, or Idaho—as you have used that illustration— 
having paper that conformed to the provisions in the bill, should not 
be able to get its accommodation on exactly the same terms as the 
bank in New York, or Boston, or Baltimore?

Mr. I n g le . The only reason I can think of—and that is the con
trolling reason—is this: That that bank in Idaho—I am speaking 
impersonally now, you understand, of course—that that bank in 
Idaho is using the facilities o f a bank serving other portions 
of the country, is supposed to make out of those facilities more profit 
than the bank in the more thickly settled and more thoroughly 
financed sections of the country, if  you choose to put it that way.

Senator W e e k s . N o w , let me suggest this to you: O f course, Idaho 
is developing more rapidly than New York or New England.

Mr. I ngle . Exactly.
Senator W e e k s . And there is more opportunity for development 

there, and more money is needed for that development. But we are 
establishing a national system now; and a national system should be 
national in every respect, it seems to me; and I believe that if the rate 
for rediscounts were made the same for banks in every section of the 
country, it would take money from the older sections into the parts 
o f the country which need to be developed, and would bring about 
that development very much quicker than if the present high rates of 
money are going to continue; that it would bring down the rate to 
every borrower in those sections.
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And it does seem to me that there is no economical or sound reason 
why, if~we are establishing a national-banking system, the same rate 
of interest should not obtain in every section of the country.

Of course, that does not mean that private joint stock banks may 
not loan at a higher rate to their customers in Idaho than a similar 
bank does in New York. But the rate to the Idaho borrower is going 
to come down as a result of that policy; and the rate to the New York 
borrower probably will not increase.

Mr. I ngle . I f  that should prove to be true, sir, the result would 
be in line with the wishes of all of us, I am confident.

Senator W ee k s . Undoubtedly.
Mr. I ngle . We want to attain the situation in which the rate will 

be uniform the country over. After that has been done, then all 
banks alike will reap approximately the same profit from their mem
bership in the Federal reserve banks.

Senator W eek s . Well, I  have not any doubt that that will be the 
result.

Now, let me ask you, were you in Boston at the convention the 
other day?

Mr. I ngle . Yes, sir.
Senator W e ek s . You testified this morning that you had bank de

posits aggregating, perhaps, $7,000,000. Are they generally from the 
South ?

Mr. I n gle . I t  is pretty hard for me to give you exact figures; but 
if  you will permit me to approximate, !  will do so. Bank deposits in 
any reserve city other than the central reserve cities are certainly of 
two, and possibly of more, kinds.

We first have reserve deposits proper. Speaking in a general way 
and as of Baltimore or any other secondary reserve city, those re
serve deposits proper come from the territory immediately tributary 
to such city, from interior Maryland, northern Virginia, and lower 
Pennsylvania, if you choose, in the case of Baltimore. So it is with 
every city. Our bank will clear the miscellaneous business for that 
territory in connection with the reserve account, which is more or 
less generous in relation to the volume of country checks handled 
for such interior accounts. Now, another class of bank balances is 
made up of deposits from cities like Chicago, New York, Philadel
phia, Cincinnati, or Pittsburgh, if you choose. Those are balances 
and they are very material balances. In fact, the balances, in the 
matter of figures, are very much larger than the reserve balances 
proper. But those balances simply represent a method of payment 
for services rendered in the collection of interior checks for account 
of all those banks in these larger cities. So I say that out of a $7,-
000,000 bank deposit line probably half of it is made up of reserve 
balances proper and the other half of balances from the reserve cities 
or central reserve cities of the country for which a direct service is 
performed.

Senator W ee k s . That answers my question. How many banks 
deposit with you ?

Mr. I ngle . We have 800 out-of-town accounts.
Senator W ee k s . You are in fairly close touch with those banks?
Mr. I ngle . They are largely through the South.
Senator W e e k s . Have you talked with them about this legislation ?
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Mr. I ngle . Only incidentally, sir. I  have not had the opportu
nity, sir; only as they came in and out on their way down.

Senator W e e k s . Have you tried to influence them either in support 
of or opposition to this bill in any way?

Mr. I n g l e . Absolutely no. I  have written one letter, and that 
was in response to an invitation.

Senator W e e k s . Did you vote for the resolutions that were adopted 
by the Boston convention?

Mr. I ngle . The resolutions commending the proceedings in the 
Chicago conference?

Senator W e e k s . Yes.
Mr. I ngle . I  did. I  will tell you why, if you want me to pursue 

it further.
Senator W ee k s . I  would be glad to have a brief explanation.
Mr. I ngle . I  am one of those who think the bill is very largely 

good. I think, however, it has in it two or three features that are 
bad from my point of view. When you jumble them up and ask a 
vote for an entire proposition, in which is to be found imbedded two 
or three points which economically might appear to you to be rad
ically wrong, you feel you are justified, shall I say, in protesting 
against the passage of that bill with those elements in it. There was 
no way provided by which we could separate the questions under 
discussion. We had to vote aye or nay on a particular offer—Do 
you or do you not approve the proceedings of the Chicago confer
ence?—which covered, I think, 10 or 12 recommendations on matters 
of differing degrees of importance. So I think that was responsible 
for quite a fair number of votes aye.

Senator W eek s . Do you know Mr. Scudder, o f Richmond?
Mr. I ngle . Yes; I saw Mr. Scudder, and I saw him put up his 

right hand, the one lone man on the premises.
Senator W e e k s . I s he one of your correspondents ?
Mr. I ngle . No. I say “ No ” hurriedly. Is his bank the Rich

mond Bank & Trust Co. ?
Senator W e e k s . Yes.
Mr. I ngle . I  think not, sir.
Senator W ee k s . Then you were not in sympathy with his position ?
Mr. I ngle . As an abstract proposition, I  think yes, because he 

took his position as a sort of protest, if you choose, against combining 
in a single vote the approval or disapproval of 10 or 20 different 
principles.

Senator W eek s . D o you see anything in the financial situation 
which looks now like an emergency?

Mr. In g le . No, sir; I do not.
Senator W ee k s . Do you approve of the course which is being 

followed to thoroughly thrash out all of the questions relating to 
this subject?

Mr. I ngle . Most heartily, sir. And I think the better you thrash 
it out, the more workable a bill you will get, and that is all the 
banks want.

Senator W eek s . I  think you have assisted us in doing that.
Mr. I ngle . You are very generous, sir.
Senator R eed. N o w , in a word, your position is this: You think the 

bill, in the main, has the elements of a good bill ?
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Mr. I ngle. I  do.
Senator R eed. And you think it needs some changes in order to 

make it a better bill ?
Mr. I ngle. I  do.
Senator R eed. And some of those changes you think are very vital 

and some you think are not so important?
Mr. I n gle . I f  you will permit me to repeat—the two vital things 

to which I object, as found in the bill, are, to me, the unnecessary 
going out of the way to make the Government guarantee the credit 
instrument, and, second, the placing in the bill of the words “ lawful 
money,” when referring to the redemption of the same credit instru
ments.

Senator N elson . Y ou believe they should be redeemed in gold?
Mr. I n gle . Well, I  think it means no more to say gold under 

existing statutes. I think it a pity to have first said “ gold,” and then 
to put the “ lawful money ” afterwards.

Senator S h a f r o t h . Don’t you think that putting in the “ lawful 
money ” has a tendency to preserve the gold reserve and to preserve, 
consequently, the gold standard?

Mr. I ngle . I  can follow the reasoning adopted by the chairman of 
this committee. I can understand that to make it a little difficult to 
get anything is to conserve your store of that particular thing.

Senator S h af r o t h . When it creates 12 distinct centers that will 
be bidding for gold against the Government, will it not require a 
great deal more gold to make those redemptions if you have a deposit 
o f 33 per cent in each one of those reserve districts, instead o f having 
the same thing in the General Treasury?

Mr. I ngle . Mr. Senator, I  think I  ought to say here I am getting 
on awful thin ice. I  am an economist, sir, and I  am principally a 
practical banking man, and I do not know anything about that end 
o f it.

Senator S h a f r o t h . Don’t you know when money like this is re
deemable in lawful money you can save a great deal in the quantity 
of the reserve? For instance, suppose I  have a $1,000 bank note, 
United States note, redeemable in lawful money, and I go to a United 
States bank and say I want gold. The bank says, “ No; I  won’t give 
you gold ; we have not got the gold in the treasury; we will give you 
lawful money.” I  say, “All right.” Then the bank says, “ I f  there 
is going to be a run on the gold, I will just take that and lock it up.” 
Then (suppose I am in Baltimore) I  take that lawful money and 
I come to Washington, and I go to the Federal Treasury and present 
that and say, “ I  want $1,000 in gold.” The Government says, “ Cer
tainly,” and gives me the $1,000 in gold. Then the Government says, 
“ I f  we are going to have a run on gold, we will lock that up.” In 
that way for $1,000 in gold the Government has locked up $2,000 of 
money payable in gold, and that would have a tendency for the Gov
ernment not to keep so large a gold reserve, would it not?

Mr. I ngle. A s I  see it, no. But, as I  say, I  pay  be very wrong 
in anything I suggest along this line. I  say this: I f  we could feel 
away back m the heads of some o f us that there was no idea to enlarge 
the interpretation of “ lawful money ” there could be no objection to 
employing that term. Our present lawful money, while it is safe 
and good, there is a limit to its value. That very injection of the 
words “ lawful money ” in a thing which first said “ gold,” which for
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one instant would indicate the want of gold dollars, would indicate to 
a man a kind of apprehensive measure, which would draw the atten
tion of the country to it if there should be proposed some little law 
adding very largely to the volume of “ lawful money.” It would be 
a very troublesome thing to have in the law. Then there would be 
no gold at all; gold would hide quickly.

Senator S h a f r o t h . Don’t you think it has been a great advantage 
for national-bank notes to be redeemable in lawful money ? I f  they 
had had to keep gold for the redemption of the national-bank notes, 
it would have required an enormous amount of gold. As it is, 
$150,000,000 in gold provides for the redemption of $346,000,000 of 
greenbacks, and $700,000,000 of national-bank notes. That is all the 
gold that is required. But if  you make everything redeemable in 
gold, you have g;ot to have $500,000,000 or $600,000,000 locked up in 
the Treasury or in these regional reserve banks.

Mr. I ngle . We do not care where it is, as long as it is there.
Senator S h a f r o t h . Y ou do not want to make it hard for the Gov

ernment to maintain the gold reserve ?
Mr. I ngle . N o. I  do not think the Government ought to guarantee 

the notes; I  think the responsibility should rest with the banks.
Senator S h a f r o t h . The people do not think the banks ought to  

have control of the gold reserve as much as the Government ought to.
Senator R eed. Let me ask there: Is it not true the safer a currency 

system is, the easier it is to get gold; and the more unsafe it is, the 
more likely it is for the gold to run away and hide ? Is not that the 
universal rule?

Mr. I ngle . Here again, Senator, you have got me, I am afraid. I 
am getting in very deep water on this economic question. I can not 
see it so. The point I wanted to draw out was that there was no 
necessity for getting the Government to occupy this situation as a 
guarantor. We are teaching our people, it seems to me, that there is 
something peculiar attached to the Government’s credit that does not 
attach to the credit of any individual. That is not true, except in 
degree. A  credit of the Government of the United States is not any 
better than your credit individually, I take it.

Senator R eed. I  wish I  could convince the people that way.
Mr. I n g l e . You can only tax to raise money; you can tax to a 

certain limit, and beyond that limit the people begin to get restless. 
Why, then, assume directly a responsibility for 1,000 millions of cur
rency when that currency can be just as good and just as readily regu
lated in volume and character without that guaranty as with it? 
That is the only point I make against that, sir.

Senator R eed. Y ou do not understand my question I am sure. I f  
you have a large currency resting upon a very small gold basis, is it 
not very much more likely there will be a discarding of that cur
rency and a raid on the gold than there would be if there was a very 
large gold basis?

Mr. I ngle . Oh, yes; of course; and we have provided in this act 
for a 33 per cent basis. I think that is more than enough.

Senator S h a f r o t h . But they also provided in the act of 1890 and 
of March 14, 1900, that there shall be a gold reserve, and the Gov
ern^ ent is obliged to maintain the parity of all forms of money.

Mr. I ngle . I  believe that was put in there in absolutely good faith, 
and I only say it is a pity to inject that thing, whereas the Govern
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ment could have a reserve by simply leaving the words “ lawful 
money ” out of the bill.

Senator S h a f r o t h . But it would make an enormous burden on the 
Government to maintain the reserve in gold.

Mr. I ngle . I  would not have the Government have anything to 
do with it. That is the point I make. The banks should have to 
maintain that gold.

Senator S h a f r o t h . The bill is predicated on a different basis.
Mr. I ngle . Exactly.
Senator N elson . Ought not the banks to supply the currency to 

maintain the gold?
Mr. I n gle . It should be their business to maintain it at any price, 

profit or loss.
Senator S h a fr o th . D o you think the law says those notes are re

deemable by gold?
Mr. I n gle . The bank notes are.
Senator S h a fr o th . N o ; they are redeemable in gold or lawful 

money.
Mr. I ngle . The lawful money will bring the gold.
Senator S h a f r o t h . And the same way under this bill, if you have 

the gold and lawful money, the lawful money would bring the gold 
and prevent a raid.

Mr. I n g le . Oh, yes. But if it stays where it is to-day it could do 
no possible harm.

Senator S h af r o t h . But if it stays where it is it would necessitate 
the Government maintaining a reserve of four or five times what it 
does now, would it not?

Mr. I ngle . Yes; but if  the Congress shall enlarge the “ lawful 
money 55 by including everything-else we are really in bad shape.

Senator S h a fr o th . Y o u  can imagine difficulties; but there is the 
pledge of the Government against it enacted in this very bill.

Mr. I ngle . I  have no selfish considerations to urge here, Senator; 
you can see they are not.

Senator W ee k s . Mr. Ingle, when a person is entitled to something 
and understands there is an attempt in some form to prevent his get
ting it, do you not think it is inclined to make him more anxious ?

Mr. I n g le . Altogether anxious.
Senator S h a f r o t h . Has there been any anxiety about cashing the 

national-bank notes ?
Mr. I ngle . My recollection is, in the panic in the early nineties, 

when the people wanted to hoard currency, they went into a bank and, 
if it was possible for them to do so, they took gold; and in 1007, when 
they wanted to hoard currency, they went into a bank and took what 
was given to them, without any difficulty.

Senator S h a f r o t h . The reason for that was there was a deficiency 
in the Treasury and money had to be borrowed under the excuse of 
maintaining the gold reserve, when, as a matter of fact, it was to 
maintain the expenses of the Government.

Senator N elson . Here is another point I  want to call attention 
to------

Senator H itch co ck  (interposing). Gentlemen, the hour of 3.30 
has arrived, at which time Senator Thomas was to appear before 
the committee. H e has stated, however, he will give way to Mr. 
Bucholz, of the Omaha National Bank, who is compelled to leave,
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and Mr. Bucholz expects only to detain the committee about 15 min
utes, unless the committee detains him longer. So, if that is agree
able to the committee, we will call Mr. Bucholz.

STATEMENT OF W. H. BUCHOLZ, VICE PRESIDENT OF THE OMAHA 
NATIONAL BANK, OF OMAHA, NEBR.

Senator H itch co ck . Mr. Bucholz, please state for the benefit of 
the committee your name and your banking connections.

Mr. B u c h o lz . W. H. Bucholz, vice president of the Omaha Na
tional Bank, of Omaha.

Senator H it c h c o c k . H ow  large is the Omaha National Bank?
Mr. B u c h o lz . It has a million of dollars capital and surplus and 

profits of $800,000, and deposits of about 12  ̂millions of dollars.
Senator H itc h c o c k . What size is Omaho ?
Mr. B u c h o lz . Omaha proper has probably 125,000 people.
Senator H itc h c o c k . D o you prefer to make your statement in 

your own way, or shall I ask you some questions ?
Mr. B u c h o lz . I would be glad to have you ask me some questions, 

if I can answer them.
Senator H itc h c o c k . T o what extent have you deposits of country 

banks ?
Mr. B u c h o lz . About between $5,000,000 and $6,000,000. It fluc

tuates between $5,000,000 and $6,000,000.
Senator H itch co ck . Can you give an estimate of the total country 

bank deposits in Omaha ?
Mr. B u ch o lz . Yes. Approximately $33,000,000.
Senator H itc h c o c k . $33,000,000 of country bank deposits in 

Omaha ?
Mr. B u c h o lz . Yes; Omaha and South Omaha.
Senator H itch co ck . And what do the total bank deposits of 

Omaha and South Omaha amount to?
Mr. B u c h o lz . $55,000,000.
Senator P om erene . Y ou have more country bank deposits than 

you have local ?
Mr. B u ch o lz . Yes.
Senator H itch co ck . I think you had better proceed with your own 

views about this bill.
Mr. B u ch o lz . My statement, gentlemen, will be very short. In 

justice to myself I  should explain I had no opportunity to prepare 
a regular review of this bill. The request to come here and appear 
before you came to me at Boston, and that session was very busy there 
and I had little time to get down and analyze seriously this proposed 
currency bill as I should in order to appear before so important a 
body as that before whom I now stand.

It seems to us in the West that we owe so much to the independent 
banking system, which we have had there, for our development and 
progress that we can see no good in what seems to us an attempt to 
destroy the national banking system and substituting some other with 
the provisions for which we are not in entire accord. In Nebraska 
the sentiment is very strong against this new currency bill. I 
might say that in my own contact, through correspondence and per
sonal interview with national banks of that State, I know of many
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of them who are preparing now to go out of the national banking 
system, if this bill becomes a law, and to join the State banking sys
tem, and that even in view of the fact that we have a guaranty law 
there to which we are upon principle opposed as national bankers. 
But we would rather take that medicine than engage in this system, 
which we think will do much to retard our development and our 
growth in Omaha proper. I  might mention the Omaha National 
Bank as an example, because I have made figures on that. Our com
putation convinces us that we shall lose in our reserve balances some
thing over $2,000,000—perhaps two million and a half.

Senator H itch co ck . Those are the balances with country banks ?
Mr. B u ch o lz . Yes, sir; with us.
Senator H itch co ck . What do you mean? That they will lose 

those balances?
Mr. B u ch o lz . They will have to withdraw them when they come 

into the system to place them with the Federal reserve banks; and, 
of course, if we have to put up money for it, to get that money we 
will have to contract our loans.

Senator R eed. N o w , let me ask you a question: Suppose this 
system goes into effect and suppose the country banks withdraw 
their deposits from your banks. You, o f course, would not like that. 
How are you going to help yourself on that by organizing a State 
bank? You will still be out those same deposits.

Mr. B u ch o lz . We won’t have to put up any reserve with the Fed
eral reserve bank nor place 5 per cent of our deposits with the 
Federal reserve bank.

Senator R eed. Don’t they keep any reserve under the State law?
Mr. B u ch o lz . Yes.
Senator R eed. H ow~ much?
Mr. B u ch o lz . The same as the national law.
Senator R eed. Would you be, then, any better off?
Mr. B u ch o lz . We would have control.
Senator R eed. Y ou do not have control o f the reserves; you an  

obliged under the law  to set aside, to segregate that amount and 
hold it as a reserve.

Mr. B u ch o lz . Yes; I  know. That reserve has been altogether too 
scattered, and we have only learned in recent years it is there for a 
purpose, and that purpose is to use in an emergency. We have been 
taught that by a bitter lesson.

Senator H itc h c o c k . H ow  much capital would your bank have to 
contribute to the proposed system?

Mr. B u c h o lz . $200,000.
Senator N elson . And how much in the 5 per cent of deposits?
Mr. B u ch o lz . Approximately between $600,000 and $700,000.
Senator N e lso n . So you would have to contribute from $800,000 to 

$900,000?
Mr. B u c h o lz . Yes; in addition to the loss of our deposits. O f 

course, we have our present reserves, and as to our own contribution 
to the reserve, it would not make any difference. We would have to 
draw that from Chicago, St. Louis, New York, and reserve centers.

Senator P om erene . What are the actual reserves which you carry 
on an average?
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Mr. B u ch o lz . With our own institution the real reserve will run
30 per cent, and the apparent reserve, made up of float and all that 
sort of thing, will very often go to 40 or 50 per cent.

Senator P om erene . Y ou mean real reserve, that which you carry 
in your own vaults?

Mr. B u ch o lz . No; what I mean is actual money we carry in our 
own vaults and real money with our correspondents. It does not 
mean collection accounts, or anything of that kind.

Senator H itc h c o c k . Mr. Bucholz, the witness who preceded you 
stated it was his custom to permit his New York correspondent to 
charge to his account checks which came into his possession drawn by 
depositors of the Baltimore bank. Do you allow your New York 
correspondent to charge to your account a check which one of your 
customers draws on your bank which may fall into the hands of 
your New York correspondent?

Mr. B u ch o lz . We do not.
Senator H itc h c o c k . Do you know what the custom generally is 

with banks?
Mr. B u c h o lz . I heard the testimony of the gentleman who pre

ceded me, and it is the first time I knew that was permitted.
Senator H itch co ck . Y ou never knew of it being done before?
Mr. B u ch o lz . No, sir. I  would like to explain a little further as 

to that, that the gentleman referred to the fact that some banks 
carry two accounts, and they remitted weekly or semiweekly or twice 
a week, as the case might be. We do not do that way. These checks 
that come to us from our correspondent banks we send them a draft 
for them on the very day we receive them. We do not place them 
to anyone’s credit, or carry them as a float to bolster up our figures, 
or anything of that kind, and I  believe that is the practice—I know 
it is throughout the Mississippi country.

Senator H itc h c o c k . D o you see any danger in permitting a cor
respondent bank, or the proposed reserve bank, to charge against a 
member bank a check which had been drawn by an individual de
positor on a member bank?

Mr. B u c h o lz . I do. I f  the New York correspondent paid a check 
drawn on the Omaha National Bank they would pay that check with 
our own funds, with the funds of the Omaha National Bank, and send 
it to us. After having once paid the check we, of course, have no 
recourse so far as we are concerned whether the check is good or not, 
or whether it affords indorsement, or anything of that kind. The 
check is paid and the man has his money.

Senator P om erene . In that event would your New York corre
spondent stamp it paid?

Mr. B u c h o lz . I do not know as to that. But, in any event, if they 
paid it with our money, the check is paid, and all defense against it, 
if protested, would be shut off. That is one of the main reasons why 
that should not be permitted. Aside from that, we could not tell 
how much money we had with our New York correspondents.

Senator R eed . Let me see if  you are accurate about that. The 
Government establishes a Federal reserve bank. That bank is com
posed of a number of elements, some 600 or TOO national banks con
stituting its stockholders. It is a separate entity; it is a thing itself; 
it can sue and be sued. You are a stockholder only. You deposit 
with it $100,000, and a man, upon a false check, drawn upon the
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bank at Omaha, presented at that counter, receives $100,000. You 
say it has been paid out of your own money, and therefore you would 
have no recourse. I  do not agree with you. That bank up there is 
just as separate from your bank as one corporation is from another, 
and if it paid a check that was a bad check it would be out, not you; 
I  think you are mistaken about that.

Mr. B u c h o lz . On that question were discussing the relations be
tween the Omaha bank, for instance, and its New York correspondent. 
We were not discussing the proposed law.

Senator R eed. I f  your Omaha correspondent puts money in there 
and it paid your money out, you would have recourse.

Mr. B u c h o lz . The question is, would you if  it had actually paid 
the money on checks?

Senator R eed. Unquestionably.
Senator P om erene . Every time a man would present a check to 

your New York bank, that is of itself a representation that it is a 
bona fide check.

Mr. B u c h o lz . But that check is not payable in New York.
Senator P om erene . I f  it should be, in the instance you speak of. 

and it would develop afterwards it was a forged check, you would 
have recourse on that bank.

Mr. B u c h o lz . Perhaps so— in case of forgery.
Senator R eed. And in the case of overdraft.
Mr. B u c h o lz . Suppose a man in New York who held that check 

an innocent holder, and when it came back to us we found the bank 
had paid an absolutely bad check and charged it to the Omaha Na
tional Bank; I  think they would have a good stand and it would 
have to stand paid if it was paid out of our funds.

Senator P om erene . Even if  there were no funds in your bank at 
the time the check was drawn?

Mr. B u ch o lz . Yes.
Senator P om erene . Oh, no.
Senator R eed. The rule will not be different now, where one of 

your correspondents pays a check that ought not to have been paid; 
nor is the rule now dinerent with reference to that correspondence 
than it is with reference to an j  other bank with which you have no 
funds. That bank pays it at its peril. The danger in this system 
lies in the Federal reserve bank cashing bad checks and itself losing 
the money.

Mr. B u c h o lz . Well, according to my information and belief, and 
according to my recollection of court decisions, a bank check—a check 
drawn on a bank—is a vastly different thing than a bank draft drawn 
by one bank upon another. A  check is payable at one place. It is 
an order from one man to another to go to that place to get the money.

Senator R eed. That is true.
Mr. B u c h o lz . And he has no business in going to any other place.
Senator R eed. Therefore if a bank takes a chance of cashing it, it 

does so at its own peril.
Mr. B u c h o lz . Exactly. But if you arrange, your correspondent 

may cash those checks and charge them to your account; that is a 
vastly different thing.

Senator R eed. That is a different thing; you have a new element, 
a contract in which you authorize your correspondent to use your 
funds to cash that check.
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Mr. B u c h o lz . Exactly.
Senator R eed. In that case if it uses ordinary diligence, the same 

as the law imposes upon anybody except a bailee without hire, it 
would, o f course, go acquitted.

Mr. B u c h o lz . That was the question under discussion, if a New 
York correspondent paid your checks and charged them to your 
account.

Senator N elson . I f  the practice which this banker from Baltimore 
stated did actually exist, the bank paying it would simply be the 
agent of the other bank, and it would bind its principal.

Mr. B u c h o lz . That is exactly the point I was trying to make. 
Senator R eed. It was because they had authorized them.
Senator N elson . Of course, a different rule would apply if it had 

no right to do that.
Senator B ristow . Senator Reed, that is the position the gentleman 

has taken from the beginning—that it would be unsafe to authorize 
the correspondent to charge to his account the checks when they were 
presented.

Senator N elson . But that is the principle that is sought to be 
applied in this bill—to charge it.

Senator H itc h c o c k . For the present, Mr. Bucholz, the practice is 
that banks do not allow their reserve correspondents to charge to 
their accounts checks upon them which come in the regular course of 
business.

Mr. B u c h o lz . Yes, sir; that is true with our correspondents, and 
true with those banks that deposit with us.

Senator H itch co ck . Y ou started to say when you were interrupted 
something about the method you would take to raise the necessary 
money, to raise the contribution you are required to make to the 
capital stock of the reserve bank, and also to secure the money that 
will be necessary for you to have in order to transfer the country 
deposits that you now hold.

Mr. B u c h o lz . I see no way except to get that money by calling in 
some of the loans and getting it that way.

Senator H itch co ck . Have you made any estimate at all as to the 
amount of loans that would be called, for instance, in the aggregate 
in Omaha?

Mr. B u ch o lz . Yes, sir. Several of us were discussing that matter 
a short time ago—not with any plan to that effect, but it just came 
up—and we began to figure there, and it is between $8,000,000 and 
$10,000,000 out of Omaha.

Senator H itc h c o c k . Y ou think the loans will have to be reduced? 
Mr. B u c h o lz . Yes; it will take that out of Omaha. Of course 

there is some excess reserve in Omaha now. Things are fairly easy 
there, and there are no signs of a shortage of money, and part of that 
would be made up from the excess money we now carry. It would 
not all have to be called, but I think it is safe to say that perhaps 
$5,000,000 at least, in that city, would be liquidated in the way of 
calling in bills receivable.

Senator H itc h c o c k . D o you think that same process would be 
necessary in St. Paul, Minneapolis, Kansas City, and other reserve 
cities?

Mr. B uch o lz . Most assuredly. I  can figure it no other way.
S. Doc. 232,63-1— y o I  3-------32
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Senator R eed. I f  that was done, what would be the effect on 
business ?

Mr. B u ch o lz . It would be bad.
Senator R eed. What is your suggestion as to the remedy ?
Mr. B u ch o lz . My suggestion is that the Federal reserve banks do 

not have any capital stock. I  can see no reason why the banks should 
contribute to the Federal stock. What is proposed to do with this 
stock of the Federal reserve bank? Why should you have one? 
That is one thing.

Senator R eed. O f course the richer those banks are the more 
money they have in a time of stress to advance. That is one thing.

Mr. B u ch o lz . True enough; but if you have impoverished the 
other banking institutions in the meanwhile, you bring on the neces
sity for calling on the Federal reserve bank very much sooner; that 
is all.

Senator P om erene . Y ou have already in your vaults, I  take it, a 
good many securities that do not pay you more than 5 per cent a year ?

Mr. B u ch o lz . Not a great many. We have some. We have some 
bonds.

Senator P om erene . Y ou, I believe, have $1,000,000 capital stock?
Mr. B u c h o lz . Yes.
Senator P om erene . And this would require $200,000. O f course, 

you do not take that out of your capital stock ?
Mr. B u ch o lz . Y ou pay for that out of your deposits.
Senator P om erene . And you, as a rule, have a very substantial 

sum, at least, invested in securities in the shape of bonds, etc., that 
do not pay more than 5 per cent?

Mr. B u c h o lz . True; but we carry those because they are converti
ble if  needed.

Senator P om erene . N ow  you can go to a bank and rediscount?
Mr. B u c h o lz . Yes.
Senator P o m erene . And you can do it under the present system; 

that is true?
Mr. B u ph o lz . Under the new system, it strikes me, we shall be

come sort of note brokers and commission merchants, and take money 
at one rate.

Senator H itch co ck . Does your bank frequently rediscount paper 
now?

Mr. B u ch o lz . For ourself?
Senator H itc h c o c k . Yes.
Mr. B u c h o lz . Not at all.
Senator H itc h c o c k . Y ou do not rediscount?
Mr. B u c h o lz . N o, sir.
Senator H itch co ck . Y ou do not borrow of other banks?
Mr. B u c h o lz . N o, sir; we have not done so for years.
Senator H itch co ck . Is that generally true of any other banks of 

Omaha?
Mr. B u ch o lz . I think so. Four or five of the larger banks there 

have not borrowed any money for quite a number of years—not 
since 1907, at least.

Senator R eed. Y ou really think most o f the banks in Nebraska 
would go out of the banking system ?

Mr. B u c h o lz . I f  the bill passed in the present form, I  am certain 
of it.
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Senator R eed. What have we got to do to keep you from going 
away and leaving us?

Mr. B u ch o lz . B y  making it attractive to come in.
Senator R eed. H o w ? What is your suggestion?
Mr. B u ch o lz . In the first place, making it so attractive it won’t 

be considered as compulsory. A  man does not like to be forced to 
do a thing.

Senator R eed. Y ou say, “ make it so attractive.” Of course, a 
man might say to an ill-favored youth to make himself so attractive 
that the ladies would all like him. But that would not help out much 
nnless you could give him a recipe. I wish you would tell us how 
to make it attractive. In all seriousness, what is necessary to make 
it so that the banks will want to come in ?

Mr. B u ch o lz . It all depends upon what you have in mind as to 
the purpose of the bill.

Senator R eed. What must be done to the bill so as to make you 
feel you will be justified in coming in, having in consideration, of 
course, that the bill will have to be just to all other interests in the 
country ?

Mr. B u ch olz . Well, it must be workable in all its features. I 
think there are some------

Senator H itch cock  (interposing). Specify. You indicated one 
objection, that you thought you ought not to be required to subscribe 
to the capital stock.

Mr. B u ch o lz . Yes.
Senator H itch co ck . Is there anything else?
Mr. B u ch o lz . I think if the Government receives interest on its 

Government deposit with that Federal reserve bank the bank should 
receive interest on its bonds with the Federal reserve bank. That is 
another point.

And then the main point is that some provision should be made to 
take up the 2 per cent bonds.

Senator R eed. We are talking about what is necessary to do to 
get you in.

Mr. B u c h o lz . That is one of the things.
Senator R eed. Of course if the Government is going to repudiate 

its 2 per cent bonds, they can do it just as well with you out as with 
you in. That, it seems to me, is a sort of side proposition. Not that 
I am intimating that I am in favor of any such proposition, and I 
think I can speak for this committee and say that this committee does 
not propose to try to do anything like that here.

What have you got in the way of Government bonds ?
Mr. B u c h o lz . $1,000,000.
Senator R eed. And you have your circulation on that ?
Mr. B u c h o lz . Yes, sir.
Senator R eed. Y ou buy these bonds and have the circulation 

privilege ?
Mr. B u ch o lz . Yes, sir.
Senator R eed. I f  you are allowed to continue a circulation privi- 

lege, you do not want to keep your bonds?
Mr. B u c h o lz . No, sir. I f  we are going to have a new system, I 

would like to start new.
Senator R eed. Suppose we do have a new system which provides 

that there can be other money issued, and yet suppose, as a part of
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that system, we were to maintain substantially the present system 
and build uj)on it, allowing the national-bank notes to still continue 
to exist, issuing to them as we do now. Do you think that we ought, 
under those circumstances, compel you all to surrender your bonds?

Mr. B u c h o lz . That would be an entirely different matter.
Senator R eed. That is what I am speaking about.
Mr. B u c h o lz . I f  you build upon the present system and extend its 

usefulness and ability to serve the public, certainly I should be glad 
to continue under it and retain the bonds.

Senator R eed. All that it is proposed to do, with the exception 
of the provision for the retirement of one-twentieth of the national- 
bank notes each year, is to provide a system by which the bank can 
get additional currency, which is supposed to be obtained only for a 
short time, on paper that liquidates itself. That, of course, would 
not impair the value of your national-bank circulation?

Mr. B u c h o lz . No; except that the redemption is not in cash, but 
that is in 3 per cent bonds.

Senator R eed. I am talking about leaving out the 3 per cent bonds. 
You mean the 5 per cent from year to year?

Mr. B u c h o lz . Yes.
Senator R eed. And let you go along as you are now, you would 

be satisfied, as far as your bonds were concerned. We have about 
$700,000,000 of bonds at about $700,000,000 of circulation.

Now, if  we provide that these bonds, when they are redeemed, 5 
per cent of them each year, that the Government should take them 
at par------

Mr. B uch o lz  (interposing). And pay cash?
Senator R e e d . And pay cash. That would------
Mr. B uch o lz  (interposing). That would overcome my objection; 

yes, sir.
Senator R eed. That would overcome your objection?
Mr. B u ch o lz . Yes, sir.
Senator R eed. There is nothing insurmountable in all that?
Mr. B u c h o lz . Not that I  see.
Senator H itc h c o c k . Have you any 2 per cent bonds to secure 

deposits ?
Mr. B u c h o lz . N o, sir. We have threes to secure deposits, if I  ait 

not mistaken. I think the United States deposits are covered by 
3 per cent bonds.

There is just one more point I wish to discuss, and then I am 
through. That refers especially to the country banks in Nebraska. 
That relationship has been built up from early times. For instance,
31 years ago I was a country banker and so remained for 20 years, 
and I lived in a small town, grew along with it, brought together 
the local capital that could be obtained, and borrowed from the out
side all we could, so that that meant building up a town and a com
munity. It is an agricultural community. It has been very pros
perous. I f  the people have surplus money, the banks will reflect 
that condition. The paper that is made there, to a large extent, 
consists, for instance, of paper given by cattle feeders—steers to be 
put in a feeding lot and fed—which will take perhaps four or five 
or six months to mature. That is a very important part of Ne
braska’s industry, and such paper as that would not be eligible under 
this proposed law.
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Senator P om erene . Take the average country banker, such as you 
have out in your agricultural communities. What portion of their 
loans would you say were made each month ?

Mr. B u c h o lz . New  loans?
Senator P om erene . Yes; new loans.
Mr. B u c h o lz . Well, a very small per cent at certain seasons, and 

a very large per cent at other seasons.
Senator P om erene . Can you give us any estimates ?
Mr. B u ch o lz . Probably 80 per cent of the loans in the country 

bank, normally, are made in the fall of the year.
Senator P om erene . During what months of the year ?
Mr. B u ch o lz . From September to January.
Senator P o m erene . That is four months.
Mr. B u ch o lz . Yes; and they run over until the spring months.
Senator P om erene . Yes; I understand. You say 80 per cent of 

the loans are made in four months. What portion of that 80 per 
cent is made in each of those four months ?

Mr. B u ch o lz . I am not able to say.
Senator P om erene . Of course, it would be distributed along dur

ing all of that time ?
Mr. B u ch o lz . Yes.
Senator P om erene . That would be gradually maturing?
Mr. B u ch o lz . It would, depending a good deal on conditions. 

Some years a farmer will hold his wheat and will not sell it in 
August; he will sell it perhaps in December, and he may hold it 
until March, and borrow the money to hold the wheat.

Senator P om erene . All of which would seem to indicate to me, at 
least, that the notes held by the bank were constantly maturing.

Mr. B u c h o lz . Certainly, but they are renewed. They renew 
them; they are not paid.

Senator P om erene . Very well. There would not be any time dur
ing the year, would there, when the bank would not have a consider
able amount of paper that was maturing in from 90 to 120 days ?

Mr. B u c h o lz . Yes; it would mature right along, but the country 
banker knows to a certainty he can get that money at that time.

Senator P om erene . That paper then could be used for discount 
purposes, or rediscount purposes under the provisions of this bill ?

Senator H itch co ck . I think not, Senator Pomerene. The defini
tion of commercial paper is paper which grows out of the commer
cial transaction. It liquidates automatically. This paper which Mr. 
Bucholz refers to does not liquidate.

Senator P om erene . I had in mind that there might be some pos
sible change in the definition of commercial paper here. I  was ad
dressing my questions rather to the fact that your paper was matur
ing from month to month.

Mr. B u ch o lz . In my own bank, for instance, our paper is paid 
off at the rate of $1,000,000 a month. That has been the record for 
three years; that amount actually paid, and we would take care of 
ourselves very nicely under this provision.

Senator P om erene . I would like to ask you another question. 
Have you figured out the advantages and disadvantages of the pro
posed measure, as compared with the present system, so far as they 
relate to your own bank?
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Mr. B u c h o lz . Yes.
Senator P om erene . Have you those figures with you ?
Mr. B u c h o lz . No; I  left them at home.
Senator P om erene . I  would be very much pleased to have you 

furnish them, and have them incorporated in your testimony.
Mr. B uch olz  I  would be very pleased to do that. Unless you 

have some other questions, gentlemen, that is all I  have to say.
Senator B ristow . I  would like to inquire what defects do you 

think we have in our present system that ought to be remedied ?
Mr. B u c h o lz . Well, on the whole, 1 think we have a very good 

system. We have a system where the circulation of the bants that 
passes as money. No one questions it, and has never questioned it, 
to my knowledge. The only possible criticism I can think of would 
be that at certain periods, either by unusual business expansion or 
overspeculation we find a rigidity in the volume of money we have 
to use, and of course my own idea would be to follow out the natural 
consequences of an expansion of the national banking system to the 
extent of having a central credit reservoir where temporary addi
tional money might be obtained.

Senator S ristow . What you would like, as I understand it, would 
be to have some provision made whereby you could get additional 
currency when it is needed ?

Mr. B u c h o lz . Yes.
Senator B ristow . On the assets of your bank ?
Mr. B u c h o lz . Yes.
Senator B ristow . And then when it was not needed that would 

normally retire?
Mr. B u c h o lz . I would fix it so that the retirement------
Senator B ristow  (interposing). And you think it would be much 

better for the business of your part of the country if a provision of 
that kind could be made without breaking up the present banking 
provisions that have grown up in the past half century ?

Mr. B u c h o lz . Y ou have explained m y idea exactly, I  think.
Senator B ristow . Suppose that a provision was made so that your 

bank could go to the subtreasury, that a subtreasury should be 
located at Omaha—I believe you have no subtreasury there now— 
suppose a subtreasury was established there and during these periods 
of stress you could take the assets of your bank there and upon your 
own credit, hypothecating your assets, get the credit you needed by 
paying a certain tax on it while it was used, and when it was through 
this would come back into your bank and be retired and your assets 
would be returned to you. Would that relieve you of the embarrass
ment you have now ?

Mr. B u c h o lz . Yes; I think so; and if you extended the present 
central reserve cities to five instead of three and confine the privilege 
to just the central reserve cities under certain restrictions it would 
accomplish the purpose, in my judgment.

Senator B ristow . Suppose we had just one regional bank and we 
had a Federal bank which received the Government deposits and 
which would be a bank of issue and discount and that bank would 
have branches located in the various commercial centers o f the 
country and you could go to your branch of that bank and get cur
rency upon your assets?

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



BANKING AND CURRENCY. 2429

Mr. B u c h o lz . I do not like that idea so well. Perhaps that is due 
to some prejudice I have had for years against the Government en
gaging in the banking business. My belief is that the Government 
should pass the laws, provide what kind of banking business should 
be done, and let individuals do the banking business under proper 
regulations.

Senator B ristow . But the Government then would be running 
only 1 bank instead of 12. The Government now is establishing 12 
banks and is going to run 12 banks.

Mr. B u c h o lz . I think the fewer it runs the better it will be for 
the country.

Senator B ristow . I f  this board created here or this board in Wash
ington has 12 banks scattered all over the United States at long dis
tances—suppose we had one bank here in Washington which they 
managed and which performed all the functions that these 12 would 
perform, and that was done without requiring the banks to put up 
any capital stock, and any bank that kept its reserve there could 
get relief whenever it wanted it, as I have stated, do you not think 
that would simplify this very much?

Mr. B u c h o lz . I do. That is in line with the expansion of our 
present system, with some additional safeguards.

Senator B ristow . And you think that strengthening the present 
system takes care of this apparent defect?

Mr. B uch o lz . Yes, sir.
Senator B ristow . We have had quite a discussion here in the last 

few days in regard to these country checks. The gentlemen who 
preceded you, and one or two gentlemen who were here yesterday, 
are anxious to have the check system discredited, to a certain extent, 
in order to reduce the number of the checks. You say you have been 
a country banker and now you are a reserve banker?

Mr. B u ch o lz . Yes, sir.
Senator B ristow . Let us have your opinion about the method of 

banking by country checks, of refusing to give the customers of 
country banks the use of country checks. What do you think the 
general effect is on the business of the country in a case of that kind ?

Mr. B u ch o lz . I  think the general effect is very good.
Senator N elson . Y ou mean the general effect of having a lot of 

checks afloat?
Mr. B uch o lz . Of using checks------
Senator N elson (interposing). Instead of drafts?
Mr. B u ch o lz . Yes. That practically amounts to the same thing, 

checks or drafts, because it is not always convenient to get a draft.
Senator R eed. I want to ask this witness one more question. Take 

the banks in your town; is the amount of their capital stock any real 
index to the size of the bank?

Senator N elson . Y ou mean the volume of business they do?
Senator R eed. Yes; the volume of business they do, and the profits 

they make.
Senator N elson . Any real or certain index?
Mr. B u ch o lz . Yes; I  believe the capital and surplus would be.
Senator R eed. The capital and surplus?
Mr. B u ch o lz . Yes, sir.
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Senator R eed. Y ou frequently find a bank, do you not, with a 
small capital and a large surplus, which is really a bigger bank and 
makes more money and handles more business than another bank 
with a larger capital and without a surplus.

Mr. B u ch o lz . That is quite true.
Senator R eed. N o w , i f  the capital stock o f this central bank is to 

be contributed by the banks, should it not be based upon capital and 
surplus, instead of upon capital alone ?

Mr. B u ch o lz . I think it would be very unjust to base a contribu
tion of capital merely on the capital of the bank contributing.

Senator B ristow . I  think this matter of country checks is a very 
important matter, and you seem peculiarly fitted to discuss it. Now, 
if  you will, tell us in what way it has been a good thing for the 
country and for the banking business as a whole ?

Mr. B u ch o lz . When I was a country banker, I  would tell the 
farmers, when they came in to buy some goods, that they ought to 
leave their money at the bank, deposit it in the bank, take a check 
book and pay their bills in that way.

Senator B ristow . With checks?
Mr. B u ch o lz . With checks. That is about the only thing that ap

pealed to the farmer. He did not have to carry the money in his 
pocket and take a certificate and come to the bank every time he 
wanted a little money. That has been generally done throughout the 
agricultural West. That is a part of the development of that country.

Senator N elson . But you overlook the point we are after. This 
inquiry does not cover that kind of check. That is the other class 
of checks. For instance, the merchant in Nebraska} in an interior 
town, goes to Chicago and buys a bill of goods there, and instead of 
remitting to the wholesale merchant in Chicago by draft he sends 
his check on his local bank, and that is the kind of check we refer to.

Mr. B uch olz . Of course, the ideal condition is for a merchant to 
go to his bank and buy a bill of exchange payable at the place where 
he owes the money. But we do not come to that. We do not ap
proach the ideal condition. For instance, in Omaha some of our 
large accounts are 10 blocks away from us. They do not want to 
come to the bank and buy a draft. They make out a check and send 
it away.

Senator N elson . When that check comes back what do you do 
with it? Do you charge for remitting that money?

Mr. B u c h o lz . Yes; we make a charge of one-tenth.
Senator N elson . A merchant in Chicago has a check from one of 

your Omaha merchants upon your bank, the Chicago bank sends it 
to you, and you charge for that?

Mr. B u ch o lz . Yes; we do.
Senator N elson . And does that charge come out of—it comes out 

of the bank that sends it to you, primarily?
Mr. B u c h o lz . Primarily, and sometimes ultimately; sometimes 

they absorb that exchange.
Senator B ristow . That is their business; that is not the Govern

ment’s business.
Mr. B u ch o lz . Not a bit.
Senator B ristow . Not any more than to fix a law which would fix 

a limit as to the time for giving a cash discount, if  payment is made in 
10 days?
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Mr. B u ch o lz . It has not a thing to do with a Government regu
lation.

Senator B ristow . The Government has not a thing to do with it.
Mr. B u ch o lz . This exchange charge ultimately comes out of the 

man who owes the money. It comes out of him ultimately, anyway, 
and it ought to.

Senator B ristow . My office is across the hall in this building. I  may 
owe somebody in New York. He may have on his letterhead “ Coun
try checks not received,” but I do not want to go down town and buy a 
draft; and so I write a check and let him turn it down—it is not con
venient for me to go down town—and if he does not want to do that he 
may send it back.

Mr. B uch o lz . Certainly; that is a matter between you.
Senator B ristow . I f  we should undertake to make it impossible for 

me to write that check we would interfere with a development which 
has accommodated itself to the convenience of the entire business 
public of the United States?

Mr. B u c h o lz . So much so that 92 per cent of it is done that way.
Senator N elson . Go a step farther in that direction. This bill 

proposed in its original form to have the regional banks clear those 
checks as a clearing house; that is, those checks would be taken there 
and deposited, coming from a member bank. They are to be de
posited in the regional bank and credited as cash and immediately 
charged up to the member bank. What have you to say about that ?

Mr. B uch o lz . The effect of that is to penalize the members of the 
Federal reserve bank and put them in competition with other banks.

Senator N elson . The effect of it is to deprive you of your exchange 
fee?

Mr. B uch o lz . Exactly; and it also puts a penalty on our belong
ing to the Federal reserve bank.

Senator B ristow . That is, if you did not find it convenient to per
mit your customers to pay these accounts by check on your bank the 
tendency would be for them to do business with a bank that would 
permit them to do business in that way?

Mr. B u c h o lz . Exactly.
Senator N elson . Suppose a merchant at Fairbury, in your State, 

wants to buy a bill of goods in Omaha; he issues a check on his local 
bank at Fairbury and sends it to the merchant in Omaha. The mer
chant deposits it with you. How do you collect that?

Mr. B u ch o lz . Our practice is to collect direct.
Senator N elson . Do you charge it to the bank in the first instance?
Mr. B u c h o lz . N o, sir; we do not.
Senator N elson . Y ou collect it direct?
Mr. B u ch o lz . Yes, sir.
Senator N elson . In what way ?
Mr. B uch o lz . We have a transit account that runs from $800,000 

to $1,200,000. We charge it to the transit account, and we send it 
to the bank direct, and the banks remits in Omaha exchange, and we 
credit it to the transit account, and thus the transaction is closed.

Senator N elson . That is, less the exchange?
Mr. B u c h o lz . Yes, sir; and we charge back the exchange to the 

man who deposits the check. We do not absorb the exchange.
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Senator N elson . And the local banker at Fairbury gets that ex
change fee?

Mr. B u ch o lz . Yes, sir.
Senator N elson . And it comes out o f the merchant who has de

posited it with you?
Mr. B u ch o lz . Yes, sir.
Senator B ristow . Y ou do not absorb that charge?
Mr. B u ch o lz . N o.
Senator B ristow . Many banks do?
Mr. B u c h o lz . Yes; but we do not.
Senator N elson . D o you charge even where your customer has a 

good account with you ?
Mr. B u c h o lz . Absolutely.
Senator N elson . Y ou charge in every case?
Mr. B u c h o lz . Yes, sir.
Senator B ristow . In my little town in Kansas they never charge, 

none of the banks.
Senator N elson . What profits do you get out of that kind of busi

ness ?
Mr. B u c h o lz . It is a loss to us, as a reserve bank for other bankers.
Senator N elson . In what way is it a loss, if you charge up the fee 

to the merchant?
Mr. B u ch o lz . We are obliged—we give him credit for that, and he 

has a balance to check against up to a certain day, and we are out the 
use of the money.

Senator N elson . D o you give that merchant the credit on the 
check before you collect it?

Mr. B u c h o lz . Yes, sir.
Senator N elson . Immediately?
Mr. B u ch o lz . Immediately, when he brings it in.
Senator N elson . And you are out the use of it until you get the 

money ?
Mr. B u c h o lz . Yes, sir; the postage and the work and labor in 

sending it out.
Senator N elson . The only man who makes a profit out of that is 

the little banker on which the check is issued ?
Mr. B u c h o lz . He is the man who gets the profit.
Senator N elson . He gets the profit?
Mr. B u c h o lz . Yes, sir.
Senator H it c h c o c k . I f  that is all, Mr. Bucholz, we will excuse 

you, and we are obliged to you for appearing before us.
We will hear Senator Thomas now.

STATEMENT OF HON. CHARLES S. THOMAS, A UNITED STATES 
SENATOR FROM THE STATE OF COLORADO.

Senator T h o m a s . Gentlemen, I want to call the attention of the 
committee as briefly as I can to a phase of the currency problem 
that I do not believe has received much consideration so far, but 
which seems to me to be one of sufficient importance to justify me 
inflicting myself upon your consideration for a few minutes.

I  have reference to the matter of the United States bonds drawing 
interest, not only those which form the basis of bank circulation, but
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all interest-bearing bonds and the manner in which they should be 
disposed of in connection with the general scheme of currency legis
lation.

I think I may safely assume at the outset that the payment of the 
interest-bearing national debt is very remote, and that is true not 
only of our own but of all the nations of the world. We are not 
making any provision for it to speak of, and we are living up to our 
income. And the consequence, the bonded debt of the Government is, 
for all purposes of currency legislation, at least a permanent condi
tion.

Now, one of the most serious objections or criticisms that I have 
heard relating to the Glass bill is based upon the effect of that bill 
on the values of Government bonds held by the bankers and used by 
them to secure circulation, and the loss which they must sustain in 
the event that provision is destroyed and a different system of cur
rency is adopted without reference to the bonds themselves.

It is true that in 1900, by the act of March 14 of that year, the 
Government paid the banks the difference between their face value 
and their premiums, up to a certain amount—I forget just now 
what—when that bill was amended, and certain changes made in the 
national banking act. And it is equally true that now the Gov
ernment does not want and will not inflict any loss upon the banking 
fraternity. At the same time there is, in my judgment, a very 
deep objection, a popular one, to the substitution of a 2 per cent 
for a 3 per cent bond. Whatever may be said concerning it, the 
fact remains that it does increase the rate of interest upon a majority 
of the bonds of the country. And while there may be compensating 
advantages, the average man knows that if he exchanges a 2 per 
cent note for a 3 per cent note he is paying more interest than he 
was before. I  confess that is an argument which appeals to me with 
a great deal of force, and is aimed at a condition which, if it can be 
avoided, ought to be avoided. A  good deal of criticism against this 
bill, too, has been aimed at the possible effect it will have, the 
probable effect, as a great many believe, and the way of contracting 
the currency, and necessitating the resort to a reduction of loans, of 
discounts, for the purpose of securing sufficient money to meet the 
requirements of this measure, and particularly with reference to the 
matter of reserves. Now, if those objections can be met by intro
ducing in this bill an amendment which will take care of the bonds, 
which will not affect, principally at least, the reduction of the cur
rency, and which at the same time will keep the bonds at par and 
reduce the interest upon them, that is certainly something that ought 
to adjust itself at least to the serious consideration of this committee.

Senator N elson . Y ou do not mean reduce the interest on the 2 per 
cent bonds ?

Senator T h o m a s . Yes; I  mean precisely that.
Senator N elson . Reduce the interest on the 2 per cent bonds ?
Senator T h o m a s . Yes; even to reduce the interest on 2 per cent 

bonds.
These preliminary remarks lead up to the proposition of providing 

for an interconvertible bond, which in the hands of any one bank 
or citizen or business corporation may be exchanged and reexchanged 
at any time at the pleasure of the holder for bond certificates or
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Treasury notes, and which at the same time would enable the bonds 
themselves to be used for the reserves required to be kept by the 
banks.

Now, I am not going to advocate-----
Senator H itc h c o c k  (interposing). You mean the bonds to be 

kept as reserves?
Senator T hom as. Giving the bonds the-----
Senator H itc h c o c k  (interposing). The power of gold?
Senator T hom as. The power of gold, so far as the reserves of the 

national banks are concerned. I think that irrespective of any par
ticular opinion concerning the wisdom or unwisdom-----

Senator P om erene (interposing). Do you mean the new bonds we 
are to issue instead of the twos ?

Senator T h o m a s . Yes; and any new bonds that are proposed to 
be issued in place, not only of the twos, but of all other outstanding 
bonds. I am coming to that later on.

Senator H itc h c o c k . Y o u  would have them payable on demand?
Senator T h o m a s . Yes. I  have to say before unfolding the scheme, 

that while I have always been a believer, as long as you are going 
to have a bond currency, in extending the right to issue currency 
upon bonds to all individuals or corporations owning such bonds, 
and while I believe, and I think popular opinion justifies it, that the 
most popular currency we ever had in this country are the greenbacks 
issued by the Government without the interposition of any other 
agency whatever, and it has manifested itself by the impossibility of 
this retirement, although nearly 50 years have elapsed since the close 
of the war.

There is something in a currency which issues directly from the 
Government. That brings me to another objection that I have heard, 
and about which a good many of my constituents have written me, 
and which you have at least heard by way of criticism of the pro
posed currency system in this bill, and that is it is confined to the 
banks and is not general in its character. In other words, the bill 
proposes to and does lend the credit of the people to the people’s 
creditors, instead of lending their credit impartially, both to those 
who are in and those who are out of the banking system.

This plan of this proposed change, which, as I say, has already 
appealed to me, was called to my attention very early in the session 
of this Congress by a pamphlet upon the subject, written by Mr. 
William A. Amberg, of the city of Chicago, which includes a propo
sition of Hugh Hanna, who, a great many of you gentlemen will re
member, was the chairman of the National Monetary Conference at 
Indianapolis in 1900. As a result of my reading this proposed 
amendment of Mr. Amberg’s and by rereading of it and digesting of 
it, I  wrote him and asked him to prepare an amendment to the pending 
bill embodying his views in proper legislative form, and also giving 
the various things which, in his judgment, would accomplish, to
gether with the method of its accomplishment. He has done this so 
well and so completely, in my judgment, that I think I  am justified 
in taking my time and yours in referring to that rather than by at
tempting to explain it all.

Senator N e lso n . Is  it very long?
Senator Thom as. It is not very long.
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Senator N e l s o n . I do not think there would be any objection to 
reading it.

Senator T h o m a s . I  am going to read it. It is not as long as it 
appears, because it contains the proposed amendment which I shall 
not at present read. Mr. Amberg says that he proposed the original 
pamphlet in response to a general invitation for communications to 
be prepared and presented concerning the general subject of mone
tary legislation, and in response to this invitation he published last 
May a pamphlet entitled “ Outline of a Plan for Funding the Na
tional Debt and for Maintaining an Elastic Reserve Currency,” 
which attracted some attention because of its novel treatment of the 
subject and for the advantages insured by its adoption, which he 
states to be the following:

The saving of millions of dollars in interest.
The means of determining at regular intervals a proper interest rate on 

bonds.
An equivalent to the Government of the profit on the circulation privilege in 

the form of a low interest on its bonds.
Taking the Government out of the banking business.
Independent of syndicates in the citation of its funds.
An automatic sinking fund.
The maintenance of the gold standard.
I may say that that does not appeal to me at all. It is a matter of 

total indifference to me whether the gold standard is maintained or 
not. Other advantages which he states are :

The simplicity of the system; the freedom of competition in regard 
to Government bond issues; the ultimate increase within certain 
limits of available money; its adaptability to expansion in the event 
of war; the means of accelerating or retarding the process of fund
ing to the best advantage; and introduction of a short-term gold 
bond, bearing a low competitive rate of interest, which is made avail
able for money reserves for banks because exchangeable in that 
emergency for correlated legal-tender bond certificates at any sub
treasury on demand.

I think it will be conceded, gentlemen, that if  this proposition ac
complishes one part of that which is claimed for it by its sponsors it 
is very desirable that it should be incorporated in this measure, 
whether as a substitute for section 19 or as suppletory to it is a 
matter for further consideration.

Of course this idea of a convertible bond is old. I think a number 
of propositions have been made during the past 25 or 30 years for the 
convertibility of all interest-bearing bonds into currency and recon
vertibility at the pleasure of the holder.

Senator S h a f r o t h . There was a bond carrying interest with it 
which circulated as money during the war.

Senator N elson . They were what we called the “ seven-thirty 
notes ” ; they were not bonds.

Senator T h o m a s . They were not bonds, strictly speaking, but in 
their legal sense I presume they were.

Senator N elson . They circulated as money, but they went out of 
circulation and immediately retired?

Senator T h o m a s . N ow  come to a consideration to a proposed 
amendment itself, which I will not read.

Senator N elson . Y ou might give us the outline of the plan.
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Senator T h o m a s . That is given in what I will call attention to.
Authorize the funding of the public debt and the issue of short

term, 10-year renewable term bonds in an amount to fully cover the 
principal o f the entire debt and the premium on outstanding bonds. 
There should be, say, 20 issues of equal amount maturing six months 
apart.

Let us assume that the total authorized is $1,500,000,000; this would 
make each issue $75,000,000.

Senator H itch co ck . H ow  do they figure such a large amount as 
that?

Senator T h o m a s . That is simply to present the plan. It is some
what larger than the total amount of the interest bearing and the 
noninterest-bearing debt, and at the same time it is contemplated 
that a possible emergency may arise which will require more.

The interest rate on the bonds, which may vary with each issue 
will be discussed later; for the present, it will suffice to state that the 
interest rate is to be determined for each issue when made.

With the complete funding of the debts will mature $75,000,000 
of bonds every six months; and the interest rate should be fixed on 
each renewal issue. The purpose of that is to regulate an arranged 
legal rate and to enable the bonds to bear interest at less than 2 per 
cent, as I think will be the case.

Senator N elson . Who would take the bonds ?
Senator T h o m a s . Well, anybody would take them; everybody 

would take them, and be glad to get them, and the national bank 
particularly. [Reading:]

It would not necessarily take 10 years to refund the debt. Refunding can 
proceed as rapidly as desired, or as may be found economical. The first issue 
would necessarily be for 10 years; other issues after the lapse of every six 
months would also be for 10 years, but accelerating issues can be made for 
shorter periods, each timed to mature six months earlier than the earliest 
maturity of bonds previously issued, as years, 9 years, 8$ years, etc., from 
the date of the first issue.

The renewal of the serial issues begins with the earliest maturity and re
newals will come regularly every six months thereafter, provided all the 20 
serial issues are out. If the debt be not entirely funded by the time the earliest 
maturity arrives, there will be other “ open ” maturity dates besides the two 
provided for emergencies. If the time required for funding could be pre
determined the earliest maturity date could be fixed for the first serial issue, all 
subsequent issues expiring six months later than the preceding one. The object 
of all this will appear later, when we come to apply an interest rate.

On the back of each bond should be printed a table showing the accrued 
interest (according to the interest rate it bears) for each given day in the 
year between coupon maturity dates.

We then have a bond representing a specific amount and showing the amount 
of accrued interest on any given day.

We now come to the bond certificates; that is, the name given to 
the notes that are to be exchanged. [Reading:]

The bond certificates, as stated in the bill, are practically the same as our 
present United States notes, and need only an added clause to the effect that 
they are exchangeable for the new interest-bearing bonds at par, upon payment 
of the accrued interest on the day the exchange is made. These certificates 
alone are exchangeable for the bonds. This is an absolute requirement, and 
suggests the desirability of exchanging all the various kinds of certificates now 
issued,’ in kind only, as gold for gold certificates and silver for silver certificates 
only.
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Senator N elson . Let us see if I  understand you, Senator Thomas. 
These certificates are, in substance, to be the paper money that is 
issued upon those short-time bonds?

Senator T h o m a s . Precisely.
Senator N elson . It is to be the paper currency of the country ?
Senator T h o m a s . Exactly.
Senator H it c h c o c k . Let me ask you a question.
Senator T h o m a s . Certainly.
Senator H itc h c o c k . I s it proposed that the Government shall issue 

$75,000,000------
Senator N elson  (interposing). Ten-year bonds.
Senator H itch co ck . Ten-year bonds ?
Senator T h o m a s . Yes.
Senator H itch co ck . And offer them to those who now hold Gov

ernment bonds ?
Senator T h o m a s . Yes.
Senator H itch co ck . Then they are exchanged on an even basis 

for the present bonds ?
Senator T h o m a s . Yes.
Senator H itch co ck . Those who receive these new bonds will draw 

what rate of interest, if  they hold them ?
Senator T h o m a s . T wo  per cent.
Senator H itch co ck . T w o  per cent. And if at any time they de

sire currency for them they can turn them over to the Treasury and 
secure currency to the amount of the face of the bonds, plus the inter
est accrued ?

Senator T h o m a s . Yes. [Reading:]
Each issue of bonds, when ready, is to be delivered to an official of the Treas

ury Department whom I will designate the “ custodian,” whose duties are prac
tically the same as those of the officer who now exchanges gold for gold certifi
cates and vice versa, the only difference being that he is provided with an 
interest fund.

He has to give out the bonds for bond certificates only, collecting the accrued 
interest shown on the back of the bonds, and when the operation is reversed 
and bonds are presented for certificates, he pays the accrued interest.

Senator H itch co ck . Well, they deal out bonds as long as anyone 
presents them, to the entire issue of bonds, if they are presented ?

Senator T h o m a s . Yes; in the first instance.
Senator H itch co ck . In the first instance; and that goes on for 

how many years ?
Senator T h o m a s . Assuming that there is $1,500,000 of the whole 

thing------
Senator H itch cock  (interposing). Twenty years?
Senator T h o m a s . The bonds could be reissued every 10 years, 

upon interest dates. I think you will find, Senator Hitchcock, that 
you are anticipating what Mr. Amberg has outlined in his scheme.

Senator P om erene . Y ou would expect to retire these national-bank 
notes under that scheme, would you ?

Senator T h o m a s . Yes; that would come as a matter of course; 
and the consideration of that would be the reserve quality of the 
bonds. [Reading:]

He is not to part with bonds for any other form of money.
Senator N elson . What is that?
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Senator T hom as. [Reading:]
He is not to part with bonds for any other form of money.

I am not now talking about the redemption of the bonds, but the 
exchange of the bon^s, when an exchange is desirerd. [Reading:]

There will always be the same amount of certificates in his possession as 
there are bonds outstanding.

I assume that the legal tender character now attaching to greenbacks will 
apply to bond certificates which replace them.

As a currency, it is better, because secured by interest-bearing United States 
bonds.

They are never to be paid out by the Treasury before the new bonds are in 
the hands of the custodian, nor in excess of the amount of bonds so placed.

No additional certificates are required for renewals of bond issues; they are 
paid out only for the principal of the debt and premium on certain bonds now 
outstanding, and for other items recognized as a part of the national debt, which 
includes greenbacks.

Now, I come to the new bonds as bank reserves. [Reading:]
The bonds, being instantly convertible into legal tender bond certificates, are 

especially adapted for bank reserves, not only for national banks, but all 
other banks, trust companies, and all classes of investors who have idle 
money awaiting investment. The sum of all these combined is so large that 
the demand for bonds can be met only in part, which will enable the Treasury 
to secure a very low interest rate on bonds, virtually a Government “ call- 
loan ” rate. Banks could keep a large part of their money reserve in these 
bonds, because they could be converted any day into bond certificates at any 
subtreasury, and conservative bankers could therefore increase their present 
reserves without loss.

There is no way of determining what the money reserve of all the banks 
and trust companies aggregates. It can only be conjectured.

And then he makes the conjecture upon some figures which he 
gives, that the amount in reserves is probably, all over the country, 
$2,500,000,000; and assuming that to be the amount, the total issue 
of the new bonds could be held by the banks alone as a part of their 
reserves, because instantly convertible into currency.

Now, these bonds have that quality. They certainly will not fall 
in value, and there can be no loss in that way.

Senator H itch co ck . Does that irfean they would get 2 per cent 
interest on the reserves?

Senator T h o m a s . It would virtually mean that, as long as the 
bonds require a reserve. The bonds and the money into which they 
are convertible are both available as reserves; and the effect of that, 
of course, is to release, to the amount of the bonds in reserves, all 
this currency and all other currency for circulation.

Senator H itc h c o c k . O f course, as far as the national banks are 
concerned, the $700,000,000 would be retired in currency.

Senator T h o m a s . The $700,000,000 would be retired in currency, or 
the same amount would be issued for the bonds. It would be an ex
change. There would certainly be no contribution by the banks o f 
currency.

Senator B ristow . N o w , Senator Thomas, I  should like to see if 
I  have the correct idea. You proposed to issue these bonds, and they 
may be exchanged at any time for what you call a bond certificate?

Senator T h o m a s . Yes; you may call it anything.
Senator B ristow . It is a currency which is equivalent to the green

back, or the national-bank notes?
Senator T h o m a s . Yes.
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Senator B r is t o w . And whenever anyone wants currency they take 
the bond to the Government and get it ?

Senator T h o m a s . Yes.
Senator B r is t o w . And if they prefer the bond to the currency, 

they take the currency and get the bond?
Senator T h o m a s . Yes; they are interchangeable, with the added 

element that the bond is available for reserves.
Senator S h a f r o t h . It makes it a somewhat automatic regulation 

of the currency.
Senator P o m e r e n e . Well, if I had one of these bond certificates 

and took it to the Treasury or a regional reserve bank and got the 
currency------

Senator T h o m a s  (interposing). You mean the bond, not the cer
tificate. The certificate is currency.

Senator P o m e r e n e . Well, get the certificate—would that end the 
matter, so far as the bond is concerned ?

Senator T h o m a s . N o .
Senator P o m e r e n e . Or could it be reissued ?
Senator T h o m a s . No; it must be reissued if anybody comes and 

asks an exchange of the bond for other certificates or greenbacks.
Senator B r is t o w . While the Government has the bond it does not 

cost the Government anything?
Senator T h o m a s . It does not cost the Government anything.
Senator S h a f r o t h . When there is a redundancy of currency, these 

bonds could be drawn out.
Senator W e e k s . I understand the plan prohibits the redemption 

of the bonds or certificates in gold?
Senator T h o m a s . N o, not the bonds; the bonds are to be paid out 

only for the certificates and the certificates redeemed in bonds; but 
the bonds are gold bonds.

Senator W e e k s . I f  I had the certificate and wanted gold, I could 
go to the Treasury and get the bond and immediately convert that 
into gold?

Senator T h o m a s . Oh, yes.
Senator S h a f r o t h . Well, is the bond payable on demand?
Senator T h o m a s . The bonds are payable every 10 years. I sup

pose the bonds would be the equivalent of gold now. But you could 
get gold by as easy a process as you can get gold now under the 
national-bank act.

Senator W e e k s . That is simply two processes, exchanging it into 
legal tender and exchanging the legal tender for gold ?

Senator T h o m a s . Yes; because you can do that you do not want 
to. [Reading:]

The recent circular of a firm making a specialty of Government bonds gives 
a table showing high and low prices during certain years of bonds available as 
security for national-bank notes. This shows a mean average interest yield On
2 per cent bonds ranging from 1.68 in 1901 to 1.96 per cent in 1912.

This low rate arises from the competition of national banks alone. How much 
lower the interest rate might be if they were sought in universal competition, 
coupled with facilities for instant conversion into currency, may be imagined.

Regarding the rate of interest which the Government may secure on the 
new bonds, it is my firm belief that as low as 1.2 or 1.4 per cent may suffice 
under this plan. These conclusions rest on the fact that as national banks in
vesting capital in the uresent bonds to secure circulation (which capital might 
be fully loaned at 5 per cent) have a net income derived from circulation
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(over and above 5 per cent) after paying taxes on circulation, etc., of only 
1.25 to 1.4 per cent, whereas under this plan they could invest a part of the 
idle money they are required to keep on hand as a reserve in convertible interest- 
earning bonds.

That is to say, bonds on deposit as part of the reserves would pay 
something more than they are making upon their bonded investment 
now. [Reading:]

When the funding is practicaly completed, and we reach the renewal stage, 
our experience will have been such that there will be but slight changes in the 
interest rate. Just now we can not estimate positively how low an interest 
rate will still command a slight premium for the bonds.

To be absolutely on the safe side, let us assume that the first issue of 
$75,000,000 10-year bonds bears interest at the rate of 2 per cent. If that proves 
too high, considering their desirability, it will manifest itself by the bonds com
manding a premium in the open market, which will be a gold market when our 
present United States notes are exchanged, and will remain so unless subsequent 
legislation should change the character of our currency, which is not likely.

With open-market quotations at hand, it is easy to determine what lower 
rate of interest will suffice to keep them at a little above parity with gold.

He suggests that interest rates be always fixed at a multiple o f one- 
fifth of 1 per cent, as 1.6, 1.8, 2, 2.2, 2.4, etc., per cent, because, even 
if  bonds should be issued in denominations as small as $50, there will 
be no fractional cents in the semiannual coupons. Of course that is 
for convenience. [Reading:]

So far as the Treasury is concerned, it recognizes no premium or discount in 
making exchanges of bonds and certificates, regardless of whatever the “ open 
market ” may be. But in order that parity with gold may be maintained, and 
also that the certificates may be a real reserve currency ordinarily withheld 
from circulation, the interest rate on each series of bonds when issued or 
renewed should be such as to command a very slight premium for the bonds.

Bond certificates immediately exchangeable for bonds bearing even a very 
low rate of interest will be withheld from general circulation by banks, and 
gold and silver and their certificates will be paid out instead. The above ideas 
being followed, it is evident that these bonds will never be at a discount.

And there is where it seems to me that the holders of these vast 
bond issues should be fundamentally interested in this plan. Tem
porary aberrations in the money market will correct themselves, and 
the system will have a steadying influence on the “ value of gold,” 
just as an idler pulley has a steadying effect on a leather belt trans
mitting power. [Reading:]

The question as to what the denominations of the bonds should be can be 
determined by experience gained from the first issue.

However, to insure perfect equality and no special privilege to any 
class, it seems desirable that some bonds as small as $50 shall be 
issued. [Reading:]

The custodian’s duties are substantially these:
He must give out bonds for bond certificate^ only, and bond certificates for 

bonds only. The interest, either way, is to be paid in gold or its equivalent; 
hence, if he be given a certain amount of the new bonds, he will, whatever the 
exchanges may be, have always the same total amount in bonds and bond 
certificates. Custodianships may be established in other than sub treasury cities 
to give the benefit of quick exchange to smaller geographical divisions.

Of course that was written before the Glass bill was passed. [Read- 
ing:]

An economical feature of the plan is that it saves interest on the bonds while 
the certificates are outstanding, and even while the Treasury has possession of 
them. If the Treasury receives bond certificates as currency in the regular
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course of business it will naturally retain them as banks would, and thus save 
interest.

A permanent holding of bond certificates by the Government is automatically, 
the equivalent of a sinking fund to the extent to which they are so held. They 
are simply an “ offset ” to the bonds which are held by the custodian.

As the Government maintains parity with gold on the new bonds by fixing the 
interest rate on one serial issue every six months, it does not concern itself with 
premium on bonds, as it never sells them— unless necessary to replenish the 
gold reserve fund as stated in the bill, which would be an unlikely occurrence. 
It holds them merely for the purpose of exchange for the only thing which will 
command them, and that is bond certificates. The reason for exchanging bonds 
for bond certificates only is to prevent contraction in the currency and to make 
the certificates more valuable than any other circulating medium.

And I may say right here, gentlemen, that one of the criticisms 
that I have seen made of this bill is that the manner in which re
demptions of the new currency are to be had may operate as another 
endless chain—the drawing of gold out of the Treasury. That dan
ger is absolutely eliminated in this system of currency expansion. 
[Reading:]

It is possible to delay the determination of the interest rate on each of the 
serial issues to within 30 days of their several dates. While the bonds are 
printed by hand from steel plates, which is a slow process, the date, interest 
rate, and interest table can be quickly printed from type on ordinary printing 
presses.

This gentleman suggests a smaller bond in size. He says [read- 
m g]:

While the bonds would have to be printed for each particular issue, the cer
tificates, which may be of any denomination desired, are general and command 
any bond issue, or any particular issue designated by the Secretary of the 
Treasury, as deemed advisable. They will last indefinitely, not being subject 
to the wear and tear of ordinary currency.

The daily summarized reports of the custodians showing the relative amounts 
of bonds and bond certificates on hand would be a better barometer of local and 
general currency conditions than are now the clearing-house reports of business 
conditions.

He says that bond certificates can be issued of any denomination, 
even $1, $2, and $5 bills being practicable. My own idea is that they 
can be larger than that, and that the smaller currency should be en
tirely confined to silver certificates. This gentleman, in the prepara
tion of his bill, prohibits the legal-tender character of these bond 
certificates from applying to interest on the public debt and the pay
ment of customs dues. My own idea would be to make them univer
sal legal tender, although he gives a good reason for it.

Senator B ristowt. Senator Thomas, let me make this suggestion, 
and see what effect it would have. Suppose I have $1,000 that I do 
not want to use. I take it down here to a bank and I probably put 
it in a trust company, where it will bear 2 per cent on a monthly 
balance or a weekly balance, perhaps 3 per cent, depending on where 
I place it. And it stays there and it is loaned out to somebody else. 
There are a large number of people who do the same. And that 
makes the bank’s balance.

Now, suppose instead of that I go and get a Government bond and 
put it away and get 2 per cent. That is as good as anything could 
be. I would know that I could get cash for it when I wanted it.

Would not that fact have a tendency to take away all these bank 
deposits? And now somebody else goes and borrows this $1,000 of 
mine, who needs it. and he pays 4 per cent or 5 per cent on it, as the
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case may be, and the bank keeps it there for that purpose and deals 
in this surplus currency that is in the country—collects it and loans 
it out.

Now, that is a good thing. Somebody can get the money that 
otherwise could not. I f  I go and get one of these bonds and put it 
away, that currency would be gone and nobody could get it. I  would 
get 2 per cent on it, but the other man would not have the opportunity 
of borrowing it.

Senator T h o m a s . You can do the same thing with gold. You can 
do the same thing with any other sort of currency. The fact that you 
could do that is, to my mind, one of the best arguments in favor of 
the genuineness of the scheme.

Senator B r is t o w . Well, it is a very important thing to the business 
o f our country as it is now that we should have banks.

Senator T h o m a s . Certainly.
Senator B r is t o w . So that men who need money ? who have not got 

it, who are carrying on business with large capital— and the vast 
majority o f our men are doing that— can borrow it.

Senator T h o m a s . When that demand comes there will be rapid 
exchange of these bonds for currency. It will work automatically.

Senator S h a f r o t h . When money is worth more than 2 per cent 
money comes out and the bond goes to the Treasury.

Senator T h o m a s . Yes. That, if I may be allowed the expression, 
is the beauty of the proposition.

Senator B r is t o w . The banks would have to pay more than 2 per 
cent, then, to get this currency, instead of its being put into bonds.

Senator T h o m a s . As a matter of fact, it would reduce the actual 
income on the bonds, because the bonds would go to a premium in 
proportion to the demand for that bond currency.

Senator W e e k s . Senator Thomas, what makes you think those 
bonds would go to a premium?

Senator T h o m a s . They are at a premium now: are they not ? Be
cause they have the quality of basis for currency issue.

Senator B r is t o w . They were before this bill was introduced.
Senator N e l s o n . They are about 94|< now.
Senator S h a f r o t h . Mr. Vanderlip said they were worth 3.18 in

terest, and therefore they were more valuable than the 3 per cent 
bond; and for that reason the national-bank circulation would retire.

Senator T h o m a s . Well, assuming that they are now below par, it is 
because of the probable effect of this bill upon them. But with that 
quality and requirement they are worth a premium, are they not?

Senator B r is t o w . Well, they have been; yes.
Senator T h o m a s . I mean with this qualification, and with the 

added qualification of being receivable for reserves for bank deposits.
Senator H it c h c o c k . It is proposed to have the Government issue 

$75,000,000 of these bonds a year, is it?
Senator T h o m a s . Every six months.
Senator H it c h c o c k . Every six months ?
Senator T h o m a s . Or so that each $75,000,000 will fall due at in

tervals o f six months.
Senator H it c h c o c k . Well, that would be $150,000,000 a year.
Senator T h o m a s . That would fall due every year ?
Senator H it c h c o c k . In five years, then, we would retire all the 

present national-bank currency?
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Senator T h o m a s . Upon the assumption that they were issued every 
six months, as well as falling due every six months.

Senator H it c h c o c k . Well, after you had accomplished that, would 
they be in the form of bonds, in your opinion, or would they be in 
the form of outstanding currency ?

Senator T h o m a s . Well, my own opinion is that these bonds would 
be used for the most part for reserves.

Senator H it c h c o c k . They would be in the form of bonds in the 
vaults of the banks?

Senator T h o m a s . They would be in the form of bonds in the vaults 
of the banks, and in the vaults of the reserve banks.

Senator H it c h c o c k . The banks would be using those in the place 
of gold ?

Senator T h o m a s . In the place of all sorts of reserves.
Senator H it c h c o c k . In the place of all kinds of reserves. What 

would become of the gold and other forms of money which the banks 
now hold as reserves?

Senator T h o m a s . It would give them circulation in the banks.
Senator H it c h c o c k . Well, they would not be in the banks if they 

were displaced by those hands.
Senator T h o m a s . Not as reserves; but they would be ip the banks 

just the same.
Senator H it c h c o c k . Well, banks do not hold ordinarily more than 

their reserves.
Senator T h o m a s . When I say “ in the banks,” I  mean in the busi

ness of the country.
Senator H it c h c o c k . Well, then it is proposed to issue another 

$75,000,000------
Senator N e l so n  (interposing). Every six months for 10 years.
Senator H it c h c o c k . So that we would have outstanding, approxi

mately, $1,500,000. Would that be in the form of bonds, or would it 
be in the form of currency?

Senator T h o m a s . Both, and interchangeable.
Senator H it c h c o c k . Well, if it was in the form of currency it 

might lead to an inflation.
Senator T h o m a s . How?
Senator H it c h c o c k . Because it would provide much more cur

rency than we have at the present time.
Senator T h o m a s . Well, would that be inflation? Do you not 

think that we need more currency?
Senator H it c h c o c k . The testimony here indicates that at certain 

seasons of the year it is too little, and at other seasons of the year it 
is redundant.

Senator T h o m a s . Yes; and I can understand that the present sys
tem prevents expansion.

Senator N e l s o n . Our bonded debt now is between $900,000,000 and 
$1,000,000,000.

Senator S h a f r o t h . That does not take in the Panama bonds.
Senator N e l s o n . I think it includes all the outstanding bonds now 

that are charged against the Government.
Senator T h o m a s . I have a statement here that I could read on  

that subject.
Senator H it c h c o c k . Let me put this case to you, Senator Thomas.
Senator T h o m a s . Certainly.
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Senator H it c h c o c k . I f  the result of this change were to be the 
issue of the same amount of currency that we have now------

Senator T h o m a s  (interposing). Plus the amount of the debt of 
the United States not represented by any currency at the present 
time. *

Senator H it c h c o c k . Yes. That would result in giving us an ex
pansion, if not an inflation of currency, would it not?

Senator T h o m a s . We want an expansion of the currency; and that 
is just one of the merits of this proposition.

Senator H it c h c o c k . Well, it is estimated that we want it at 
certain seasons of the year, and at other seasons we want it retired. 
My point is this: Are you sure it would result in a reduction of the 
interest on bonds?

Senator T h o m a s . I do not think there is any doubt about it; and 
that is the reason the six months’ intervals are provided for, so that 
the interest could be regulated.

Senator H it c h c o c k . It seems to me that you only accomplish a 
reduction of the interest by contracting the currency.

Senator T h o m a s . I do not see how, if I  understand your argument.
Senator H it c h c o c k . Well, by expanding your currency------
Senator T h o m a s  (interposing). Well, I understand that one pur

pose of this bill, and one of the demands for it, is that we need more 
currency.

Senator H it c h c o c k . Not more currency; we need an elastic cur
rency.

Senator T h o m a s . That means we need more at intervals. This is 
a loan for securing that currency and at the same time arranging it 
automatically.

Senator W e e k s . Yes; but you might need very much less than we 
have now at intervals.

Senator T h o m a s . That does not worry me much. I do not think 
this country has been in such a position for 25 years—that we have 
more currency than we need.

Senator N e l s o n . The difference would be between bonds outstand
ing now and the national-bank circulation now------

Senator W e e k s  (interposing). Let me finish my statement, please. 
I  think it is a fair assumption that we have had too much. I f  
there were not too much, the interior banks would not be dumping 
their circulation into New York a great deal of the time, which 
circulation is coming back here to the Treasury for redemption 
frequently. There are bales of that circulation coming back to the 
Treasury for redemption that have never been opened.

Senator S h a t r o t h . Because it can not act as a bank reserve. Not 
a dollar of it would come back if it could act as bank reserve.

Senator W e e k s . I am not discussing what can be done with it. 
But is it not a fact?

Senator T h o m a s . But a great deal of this goes to New York to 
be put into call loans.

Senator W e e k s . Not at all. That money is coming to New York 
like a stream of water over a dam, and coming here to the Treasury; 
and there are over $44,000,000 of it here now.

Senator T h o m a s . Then I should think you would have a currency 
that had elasticity now, so that you do not need any additional legis
lation.
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Senator W e e k s . Well, that is not a question of elasticity. The 
circulation is put out again.

Senator S h a f r o t h . The reason of that is that we have got too little 
money that will act as reserves.

Senator N e l s o n . Y ou see the value of the system is that if  you have 
$100,000 of these bonds you could go to the Treasury and get the 
money and turn the bonds in ; and then when you got through with 
using the money you could turn the money in and get back the bonds.

Senator W e e k s . Y ou can do the same under the present system.
Senator T h o m a s . Yes; but everybody can not do it.
Senator N e l s o n . This is for everybody; not only the banks, but for 

you and me.
Senator W e e k s . Well, I  suppose as a practical proposition every

body would do what the country bank does not. I f  the country bank 
wants to take out more circulation, it sends to its reserve agent and 
its reserve agent does it for the country bank.

Senator T h o m a s . It may be that it is generally done through the 
agency of the banks. But this system meets the fundamental objec
tion that the present system is designed for the banks, and not for the 
whole people.

Senator N e l s o n . The beauty of this system is that whenever your 
money is idle you convert it into a 2 per cent bond; and the moment 
you want money you convert the bond into currency.

Senator W e e k s . I  am not discussing or raising any point about the 
fundamental objection of making additional circulation a Govern
ment note, in the first place, and making it a legal tender, in the sec
ond place. That is a matter that, of course, would be involved in this 
proposition.

Senator H it c h c o c k . Senator Thomas, there would be no time when 
the banks would keep this currency in reserve, because they would 
be drawing no interest on the currency. They would keep it in the 
form of bonds in order to get the interest. It would count as reserves 
just as much in bonds as it would in cash.

Senator T h o m a s . Yes.
Senator H it c h c o c k . And during that time the Government would 

be paying interest on those bonds.
Senator T h o m a s . Yes.
Senator H it c h c o c k . N o w , the reserves held at the present time by 

national banks are something over $1,000,000,000.
Senator T h o m a s . Yes.
Senator H it c h c o c k . Then, how can you accomplish a saving of in

terest, when it would be to the profit of banks to keep these reserves 
in the form of bonds, because they would count as cash and draw in
terest at the same time ?

Senator T h o m a s . I do not assume that these bonds would be con
stantly in reserves to the extent which you suppose.

Senator H it c h c o c k . I  am putting this case to you: That at the 
present time there is a minimum of reserves which the national banks 
hold amounting to 1,000 millions of dollars in round numbers. Now, 
that is bedrock. The banks do not go beyond that. They do not use 
that. They keep that as a standing reserve. They naturally want 
interest on it. So they keep it in the form of bonds instead or in the
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form of currency. And if they do so, would not the United States 
Government be paying interest on it during all that time?

Senator T h o m a s . Not those bonds deposited with the Govern
ment—with these regional banks. Of course, i f  it were sent by one 
of the banks from Omaha to New York it would draw interest.

Senator H it c h c o c k . It would keep the bonds in its own vault.
Senator T h o m a s . It would keep the bonds in its own vault.
Senator H it c h c o c k . And they would count as cash there.
Senator T h o m a s . But the Government now pays interest on the 

bond just the same, and pays a good deal more than 2 per cent. And 
right there there would be the difference in interest between the 4  ̂
per cent bond and 4 per cent bond and the 2 per cent bond.

Senator W e e k s . Let us take this as an illustration: Suppose you 
went into a bank for $1,000, and you would get that $1,000 in such 
denominations as you wanted it in. You take that circulation and 
use it in your business. Later somebody pays you $1,000 of that cir
culation. What would you do with it? Hold the debt or hold the 
bond ?

Senator T h o m a s . I f  I should answer you truthfully, I  would say 
I  would give it to my creditors, no matter what kind it was.

Senator W e e k s . W ould not everybody do it?
Senator T h o m a s . They would if they were in my position, because 

they could not do anything else.
Senator W e e k s . Would any individual receiving such circulation 

voluntarily exchange that into a bond paying 1|, or even 2, per cent ?
Senator T h o m a s . Yes; I  think so.
Senator W e e k s . Why would not a man take a Massachusetts State 

bond paying 3 J or 3f per cent instead ?
Senator S h a f r o t h . A  Massachusetts bond can not act as a reserve.
Senator T h o m a s . The convertibility of the bond and the fact that 

it can be used for reserve would make it an attractive bond, I thinly 
even to the individual.

Senator W e e k s . I would not invest in a I f  per cent bond when I 
could get a 3f per cent bond.

Senator N e l s o n . Y ou  see, the beauty of this system is that it 
makes every individual who carries those bonds a sort of movable 
bank.

Senator B r is t o w . Senator Weeks, you say you would invest in 
Massachusetts bonds. In the first place, they are in denominations 
you can not get very well; and then you can not sell them readily. 
You may say to me—I have $1,000 here in the Washington Loan & 
Trust Co., which draws 2 per cent—“ Why do you keep that $1,000 
there when you could get a Massachusetts bond that draws 3  ̂ per 
cent?” I do it because I can get it when I want it.

Senator T h o m a s . Gentlemen, if you will allow me, I  think some o f 
these things are discussed in the paper further on.

Senator N e l s o n . A s I understand you, you say that by and by 
they can issue these bonds at rates lower than 2 per cent ?

Senator T h o m a s . Yes; that is the reason six months’ intervals o f 
maturity have been provided for.

Senator H it c h c o c k . It is the habit of this committee to jump 
right into the middle of a thing before it has been discussed in order*
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Senator T h o m a s . I  am not objecting, but I  do not want to detain 
the committee. [Reading:]

The clause in the bill relating to customs dues is the same as that which 
now appears on the backs of United States notes. It will never be necessary to 
make it operative except in the event of a prolonged and costly war.

Gold certificates have a 100 per cent gold reserve. Bond certificates will have 
a 100 per cent serial gold bond reserve, which bonds have a $75,000,000 gold 
reserve to meet an entire serial issue as it falls due. That is what the amend
ment provides. And there is ample provision for replenishing the gold reserve 
if drawn upon to meet the next serial issue at its maturity six months later.

Silver certificates have a 100 per cent reserve in silver dollars. By congres
sional act the Government must maintain parity. The bill directs the Secretary 
of the Treasury to issue $1, $2, and $5 silver certificates in lieu of those of the 
denominations of $10 or more, which amount to about $22,000,000. That is in 
order to make silver bear the burden of the small currency of the country. 
When the funding is completed over $320,000,000 of gold certificates of the 
denominations of $5 must be provided to meet the requirements of trade for 
this denomination.

Bond certificates will not ordinarily serve the purpose, as they will be with
drawn from circulation to command bonds and create a scarcity of small bills, 
which are absolutely required. He reaches the conclusion that as these smaller 
silver certificates are needed they will never be presented for redemption in 
gold to any extent; so that a gold reserve of $25,000,000 is ample, making 
$100,000,000 in all, thus releasing $50,000,000 of the present reserve.

He says he realizes that some persons will question the necessity of main
taining any gold reserve, but he looks upon it as a possible necessity; it gives 
assurance to the world of the character of our money.

From the standpoint of economy alone it is a good investment. The loss of 
interest on $100,000,000 will be more than offset by the lower rate of interest 
our bonds will command, because of the maintenance of the fund. A borrower 
at a bank soon realizes the fact that the average balance he maintains with it 
has a very decided influence on the interest rate demanded.

Senator H itch co ck . What is that reserve for? These bonds are 
payable in certificates and the certificates exchangeable for the bonds.

Senator T h o m a s . The reserves are for the bonds.
Senator H itch co ck . Y ou mean as against their maturity?
Senator T h o m a s . Yes.
Senator H i t c h c o c k . Then it should be a sinking fund, not a re

serve.
Senator T h o m a s . Well, it is only the amount of one of the issues. 

It is not probable that, with these attributes, the redemption of the 
bonds will be desired or demanded; but provision should be made* 
of course, for raising the money in the event that it should.

Senator W eek s . I f  an issue of bonds were presented for payment 
you would have reserve enough to pay that, and you would proceed 
to replenish your reserve, would you not?

Senator T h o m a s . Yes; at once. That is provided for. The plan 
as outlined limits the bond certificates to the amount of the national 
debt, in round numbers about $1,350,000,000, while the full cycle of 
20 $75,000,000 issues of bonds maturing six months apart would 
amount to $1,500,000,000. This leaves two issues, and consequently 
two maturity dates, free for emergencies, which is a very necessary 
precaution not only for preliminary war preparations, but also for 
many other purposes. It may be necessary to provide for Panama 
bonds, not yet issued, to reimburse the general fund. It might be 
profitable to have an open maturity date for a shorter time bond 
when the interest rate manifests an upward tendency.
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He then gives the interest rate of the available paper currency, as 
follows:
From bonds not now available as a basis for circulation________  $213,000,000
Premium on 4 per cent bonds at about 10 per cent, say_________  12, 000,000
National-bank redemption fund, treated as a liability by the

Treasury, say____________________________________________ *_____ 25,000,000

Which is an increase of___________________________________  250,000, 000
Another form of presenting the increase is that on March 1, 1913:

Interest-bearing debt_____________________________________________  $965, 706, 610
Debt bearing no interest__________________________________________  1, 677,650
United States notes of all kinds__________________________________  376, 460, 242

Total_______________________________________________________ 1, 343, 844, 502
There is a considerable amount of the national debt included in 

the above which will never be presented, having been lost or de
stroyed ; for example, fractional currency, $6,854,865. Therefore the 
final limit of bond-certificate issues, after adding premium on bonds 
now outstanding, can not exceed the sum of $1,350,000,000.

The currency in circulation which would be retired on March 1, 
1913, was as follows:
Treasury notes of 1890___________________________________________  $2,742,000
United States notes_______________________________________________ 346, 681, 016
National-bank notes------------------------------------------------------------------------ 751,117,794

Total_______________________________________________________ 1,100,540,810
Which leaves about $250,000,000 as the increase.
Senator N elson . This presupposes the retirement of the green

backs, too?
Senator T h o m a s . Oh, certainly. [Reading:]
So that the available increase in the circulating medium will be about 

$250,000,000 independent of the release of fifty millions of the gold reserve, 
and if the Government deposits its money in the national banks on security 
other than these convertible bonds, another one hundred millions can be fairly 
relied upon, thus making a total of $400,000,000.

T H E  S T E A D Y IN G  E F F E C T  OF A N  A D J U S T A B L E  IN T E R E S T  R A T E .

When the premium on bonds goes up in the open market the interest rate 
will go down, and when the bonds command no premium the interest rate will 
go up. This idea, which is economically sound, is applied every six months 
to $75,000,000 of bonds. It will have a steadying effect on the value of bonds 
as a whole, and the temporary “ aberrations ” of the money market will affect 
them but little. This is another argument for limiting the term of the bonds 
to 10 years.

B A N K -R E S E R V E  R E Q U IR E M E N T S .

The money-reserve requirements of all bonds, trust, and other companies 
(though no data is available) I estimate at nearly double the amount of serial 
bonds. Would not a big bank having ten or twenty millions of gold certificates 
locked up in its vaults which must be kept there idle and' earn absolutely 
nothing gladly substitute all the bonds they could get that would earn even 
as low a rate as their investment of bonds for circulation has yielded them, 
say, 1.2 or 1.4 per cent, especially when they could exchange them for legal- 
tender currency (on a gold basis) on an hour’s notice?

Think of the enormous expense of all the engraved plates, the printing, the 
signing of bills, the red tape, and the delay, to say nothing of the capital 
they have to put into bonds and the trouble of getting circulation money, under 
the present system.
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Under tliis system their capital is not touched. Their money reserve is a 
fixed per cent of their depositor’s money which they are obliged by law to 
keep for their protection in times of emergency. What better emergency money 
can you provide than bond certificates?

Consider also the enormous expense the Government will save by dispensing 
with the present system and adopting one so absolutely simple.

W A R  BONDS.

In case of war the serial issues could be increased, and so long as the 
bonds do not approach the full requirements for bank reserves the rate of 
interest will be low\ It is well to recognize the fact that the nearer the 
amount of bonds approaches the total bank-reserve requirements the interest 
rates will rise on account of decreasing competition for them in the open 
market.

A D D IT IO N A L  C U R R E N C Y  R E Q U IR E M E N T S .

I disclaim any purpose to limit the paper money of the country to gold, 
silver, and bond certificates. These appeal to me because they will all be 
operated on the same principle—that of immediate interchange, the last to the 
mutual benefit of the banks and the people.

The bond certificate idea is exceedingly simple once we divest ourselves of 
our “ habit of thought ” regarding paper money.

Fortunately we have had a long experience with national-bank issues and can 
estimate very closely what a currency issuing privilege is worth to the people. 
We are perfectly willing to give them an equivalent in different form because 
we impose on them the arbitrary requirement of a money reserve for our de
posits. In doing this as herein outlined, the people will get a low interest rate 
on the debt and the banks and others who want a like interest on money neces
sarily idle can invest it in convertible bonds.

STATEMENT OF N. F. BANFIELD, VICE PRESIDENT FIRST 
NATIONAL BANK, AUSTIN, MINN.

Senator H it c h c o c k . Will you state, please, your banking connec
tions ?

Mr. B a n f iel d . I am vice president of the First National Bank of 
Austin, Minn.

Senator N elson . What is the capital and surplus?
Mr. B a n f ie l d . Capital, $100,000; surplus, $150,000; undivided 

profits, $20,000; average deposits $1,100,000; circulation secured by 
bonds $100,000.

The bank has been established for 44 years. I have been con
nected with it for 34 years and an officer for 31 years. I wanted to 
say just a word about the farm-loan proposition. We are interested in 
that. We are in an agricultural and dairying section. At the pres
ent time the farm loans are mostly carried by the insurance compa
nies and the eastern savings banks, and are negotiated mainly 
through the local country banks with those companies, involving 
considerable time in the way of preparation of applications, submit
ting them for approval by the trustees of the companies and of the 
saving banks, causing delay and uncertainty, and the loss of con
siderable time before a loan can be closed.

Now, there is in this bill a provision for farm loans to the extent 
of 25 per cent of the capital and surplus of the banks, limited to one 
year. Now, that limitation of time is somewhat like the oyster stew 
that was brought to the man who found only one oyster in it. He 
complained to the waiter that there were not enough oysters in it to 
give it a flavor, and the waiter replied, “ That is not put in there to 
give it a flavor; that is only put in there to christen it.” That is
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about like that one-year period as to the required time for farm 
loans. To make that practical and of service to the Northwest sec
tion of the country for which I am speaking particularly, that should 
be at least a 5-year period. It makes it practically unavailable to 
have it for only 1 year.

Senator N e l s o n . What proportion of your deposits are time de
posits ?

Mr. B a n f ie l d . Our deposits consist of $600,000 in time deposits  ̂
upon which we pay interest, and $500,000 in individual deposits.

Senator W e e k s . I s not the basis we should use in determining the 
amount of money which may be loaned on lands the percentage of 
time deposits, rather than the capital of the bank ?

Mr. B a n f ie l d . I was just going to come to that in a moment. I 
was going to suggest that this provision is all right as far as it goes 
for certain banks—25 per cent of the capital and surplus of the 
banks. Then follow that with the words:

Provided, That in the cases of banks having time certificates or savings 
deposits, or both, in excess of their capital and surplus they shall be allowed 
to loan 25 per cent of the amount of their outstanding time certificates and 
savings deposits.

On account of that being somewhat fluctuating, I would have that 
determined by the amount of those time and savings deposits as 
shown in the last published statement to the Comptroller of the Cur
rency as a guide to fix that at a definite amount. I think that would 
be practicable.

Now, in our case the present phraseology of this bill would permit 
us to loan $62,500 out of our $600,000, or about one-tenth. Now, that 
is not enough; we should be allowed to loan one-fourth of the aggregate 
amount of our time and savings deposits, which would be $150,000.

Senator P o m e r e n e . Do you think that would be wise, to extend 
that privilege to all commercial banks?

Mr. B a n f ie l d . This bill limits it to the banks outside of reserve 
centers.

Senator N e l s o n . That means country banks.
Mr. B a n f ie l d . Country banks.
Senator N e l s o n . N o w , here is another thing, if the committee 

will excuse me. Don’t you find that these farm loans that you take— 
farm mortgages—are easily discounted and sold—that there is a 
market for them ?

Mr. B a n f ie l d . I should like very much to answer that question. 
I  remember distinctly going through the panic of 1893; that is 20 
years ago this past summer. I remember it with a great deal o f 
vividness. We had some farm-mortgage loans that we had as col
lateral that were owned by myself and our president as partners in 
a firm that we have to carry on that business, and out of all the paper 
that we had we found our mortgages the best and the only thing upon 
which we could realize or get any money during that period.

Senator W e e k s . You mean locally?
Mr. B a n f ie l d . Locally; well, we could not get any outside.
Senator N e l s o n . Y ou must remember these country banks do not 

carry these bonds.
Senator H it c h c o c k . To whom did you sell those mortgages?
Mr. B a n f ie l d . We sold those mortgages to clients that we had 

scattered throughout the country; some East and some in the West
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were glad to get them. They were somewhat timid about banks, and 
were very glad to be able to get those mortgages in which to put their 
money, and if we had only had a larger stock of them our condition 
would have been more comfortable.

Senator H itch co ck . They took the money out of banks that they 
were a little afraid of and put it into these mortgages?

Mr. B an f iel d . They got the money somewhere. I do not think it 
all came from banks; I think it came from hidden places where they 
had it.

Senator H itch co ck . Y ou sold them at some discount, I presume?
Mr. B an field . No, sir; we did not have to do that.
Senator N elson . What interest were those mortgages paying?
Mr. B an field . I have forgotten now.
Senator N elson . Probably 6 or 7 per cent at that time ?
Mr. B an f iel d . In 1893, I should say, certainly 6 per cent and pos

sibly 7 per cent; I  think very likely 7 per cent at that time. So this 
argument we hear at times that farm mortgages tie up your money 
in a fixed long-time security does not, to my mind, follow, for this 
reason, that we found them the most liquid form of asset we had.

Now, another thing: The present national banking law permits us 
to take bonds of almost any description, provided it is named a bond. 
Nearly all of those public-utility bonds and many other forms of 
bonds that are carried by banks as investments are now secured by 
an underlying mortgage, but just because they are called a bond they 
go with the department and we can carry any number we want to.

Senator N elson . They are nearly all secured by underlying mort
gages or a trustee?

Mr. B an f ie l d . Yes. I  claim we should have the same right to 
carry our first-class farm mortgages as this bill provides, not to ex
ceed 50 per cent of the actual value of improved farm lands.

Senator N elson . Not on city property?
Mr. B an f iel d . Not on city property; I  am not asking that. I  do 

not recommend that, but I  do recommend loans on improved farm 
lands not to exceed 50 per cent o f their actual value.

Senator N elson . And 25 per cent of both time and savings de
posits?

Mr. B an f ie l d . Yes, sir.
Senator B ristow . Such a privilege as that would have a tendency 

to make farm mortgages sought after more than they are now.
Mr. B an field . It certainly would. It would bring the country 

banks throughout the Northwest—now, I am speaking from actual 
knowledge of the desire of the country banks of Wisconsin, Minne
sota, North and South Dakota, and Iowa, and I know they all think 
highly of this privilege in this bill, and it would rub off that rough 
spot of antagonism to the bill if you will just make those amend
ments I have suggested.

Senator S h af r o t h . What limit would you fix as to the maturity 
o f the notes secured by deed of trust?

Mr. B an field . Five years; that is our usual time.
Senator B ristow . This one-year proposition is a hypocritical pre- 

tense.
Mr. B an field . It is just put in there to christen it.
Now, another matter: While I  am talking as a banker, I believe 

bankers as a class are patriotic, and when I say I am saying this in
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behalf of the farmer, I  am telling you the truth, because he can come 
in there and sit down next to me and tell me what he needs and I 
can fix him up just as quickly as we can make out the papers with
out any delay, without any red tape, and you by amending this bill 
as I have indicated will please and accommodate and help a large 
class of northwestern farmers who want just that very thing. At 
the same time you will provide the banks with an absolutely safe— 
and we call it choice—kind of paper, the best kind of paper we can 
%etSenator S h a f r o t h . Will you write out your amendment, interline 
it in the bill and forward it to the chairman of this committee, and 
label it as suggestions with regard to real estate loans made by you ?

Mr. B a n f ie l d . I sh all be g la d  to  do so.
While I am here, if I  am not trespassing on your time, I want to 

speak with regard to this commercial paper that this bill proposes 
to take from banks for rediscount. In our section of the country 
we are born and bred with an antipathy to rediscounts. It is the last 
thing that banks up our way want to do, and we have not done it nor 
attempted to do it since 1893, not once. We regard it as a sign o f  
weakness, as a flag of distress, and would not resort to it except as 
a last necessity. But, of course, under this proposed measure, if  it 
becomes the fashion and is the custom adopted here, I  imagine that 
the banks will fall into it, although it is something that the conserva
tive bank will hesitate a long time about doing—borrowing money 
and indorsing everybody’s note to hire money on to lend to some
body else.

Senator B r is t o w . Don’t you think it will delocalize your business 
to a certain extent?

Mr. B a n f ie l d . I do. I  think there will be a temptation on the 
part of the banks to do a class of business they ought not to do. 
I  think that if the Government bank makes a low rate, so that there 
is a chance for 1 or 2 per cent profit, some of the banks would be led 
in to  doing too  much of that, and it is going to  be too easy for bor
rowers to get money. That is one of the evils of the present time.

Senator N e l s o n . Don’t you think any bank legislation we enact 
ought to provide for assistance to the farmers, giving them credit 
as well as the merchants and manufacturers ?

Mr. B a n f ie l d . I most certainly do, and that is why I am here say
ing this about those farm loans. They are the backbone of our 
country.

Senator N e l s o n . And any system that does not take care o f farm 
loans is an insufficient and incomplete system ?

Mr. B a n f ie l d . It is, I believe. I think that is an essential part 
of this proposed bill, and I hope, gentlemen, you will see to it that 
there is an amendment made along the lines I have indicated.

I  thank you.
Senator H it c h c o c k . We will take an adjournment until to-morrow 

at 11 o’clock. That will enable us to hear Mr. Milliken from 11 to 
12, and in the afternoon the representatives of the Chamber of Com
merce of the United States.

(Thereupon at 5.45 o’clock p. m. the committee stood adjourned 
to meet Thursday, October 16, 1913, at 11 o’clock a. m.)
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THURSDAY, OCTOBER 16, 1913.

Co m m ittee  on  B a n k in g  an d  Cu r r en cy ,
U nited  S tates S e n a t e ,

Washington, D. 0 .
The committee assembled at 11 o’clock a. m.
Present: Senators Owen (chairman), O’Gorman, Reed, Pomerene,, 

Shafroth, Hollis, Nelson, Bristow, and Weeks.

STATEMENT OF R. C. MILLIKEN, MONETARY STATIST, BOND 
BUILDING, WASHINGTON, D. C.

The C h a ir m a n . Mr. Milliken, we would like you to address your
self to this bill, and tell us what you think its defects are and 
what its advantages are.

Mr. M il l ik e n . Before attempting to discuss any change in our 
present banking and currency system I beg your indulgence while 
I make a few observations. First, let us see what the principal ob
ject of banking is; second, how a bank accomplishes that object; and 
third, what constitutes safe banking.

The principal object of banking is to economize capital and that 
object is attained by furnishing a mechanism for the exchange o f 
credits. A  bank raises its borrowed capital in three ways, namely, 
by issuing notes, by receiving deposits, and by accepting bills. I f  a 
person will lend me $100 for nothing and I lend that $100 to another 
person at 6 per cent interest, then in the course of a year I shall gain 
$6 by the transaction. Again, if a person will take my promise to 
pay and bring it back to me at the end of the year and pay me 6 per 
cent interest for it, just as though I had lent "him $100, then I shall 
gain $6 by that transaction. That is a fair representation of the 
operation of banking and of the way in which a banking capital is 
created by deposits and notes.

Now, it is obvious that those two methods of banking are adapted 
to produce precisely the same effects. In each case a banking capital 
is created, and each capital is employed in precisely the same way, 
namely, in the discounting of bills or making loans. To the parties 
who have their bills discounted, it matters not from what source the 
capital is raised, the advantage is the same to them, the mode in 
which they employ the money is the same, and the effect upon trade 
and commerce will be the same. In the case of the bank issuing 
notes it increases the amount of money in the country. But the 
bank receiving deposits will not have increased the amount of money 
one iota, but it will have given increased motion to money, and the 
effect upon trade and commerce will be the same. The enormous 
increase in deposit banking in this country has virtually supplanted 
the necessity for bank notes.

At the present time our bank deposits aggregate $20,000,000,000. 
or more than $200 per capita. When a man speaks of his cash 
he always includes his bank deposit, because under ordinary occasions 
it is equivalent to cash. In 1860 the total bank deposits of New York 
were only 15 million, whereas at present they exceed $5,000,000,000. 
Let me further illustrate this by directing attention to the national 
banking system for 42 years, from 1867 to 1909. I have drawn a
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savings-bank deposits must be sent for investment. Those French
men eliminated the speculator from the control of their Caisse and 
passed a law prohibiting any person, during a single year, from de
positing more than 1,500 francs ($300) in any one or number of 
savings banks. French statesmanship encourages the use of savings 
banks by wage earners until they have accumulated a corporate unit, 
which in France is 1,000 francs ($200), and then it encourages those 
toiling masses to become investors and be a part and parcel of French 
prosperity, whereas we encourage them to use savings banks as invest
ment institutions.

The next question is, What monetary law should be observed in 
order to conduct the business of exchanging credits on safe lines? 
What is the line of demarcation between expansion and inflation? 
There are two schools of thought on this subject—or some contend 
one is a school of thought and the other of guesswork—to be ob
served in doing this business safely. Just as there are two schools of 
medical thought in prescribing treatment for debauchery, one pre
scribes temperance, while the other school fattens off of their unfor
tunate patients by prescribing as many different remedies as there 
are quacks engaged in the business. One of those monetary schools 
teaches that no possible harm will result to humanity if the person 
or institution doing a banking business will cover its demand-payable 
borrowed capital with liquid assets, while the other teaches that 
only a certain portion of such borrowed capital should be covered 
with money. No two of the doctors of the latter school are agreed 
on the size of the dose to be prescribed. Dr. Monetary Commission 
prescribed a 50 per cent dose. Dr. Chicago Bankers’ Conference pre
scribed a 40 per cent dose. Drs. Owen-Glass prescribe a 33  ̂per cent 
dose. Dr. Sprague prescribed a 55 per cent dose. Dr. Berry pre
scribed a 20 per cent dose. Dr. National Banking Act prescribed a 
25 per cent dose to patients living in some localities and 15 per cent 
for those living in other localities. Not one of those doctors has 
ever attempted to give a reason for the size of the dose he prescribed, 
because his action is not based on reason but guesswork. Some of 
those doctors insist that the medicine they prescribe should be pure 
and contain nothing but standard gold, while others contend it makes 
no difference about the purity of the medicine so long as it bears the 
“ pure-food ” label.

The next question for consideration is : What are “ liquid assets ” ? 
This is a phrase of quite recent origin, as anyone will observe by 
referring to Murray’s English Dictionary. It was first used by the 
London Daily News on May 26,1879. Its next use was by the Pall- 
Mall Gazette on May 5, 1884, when advocating the organization of a 
joint-stock company to take over the “ liquid assets” of the Bank of 
Glasgow. “ Liquid assets,” as now used by monetary experts, are assets 
which are self-convertible into gold. They include gold, demand 
transfers by solvent concerns on solvent concerns for gold, and solvent 
commercial paper payable at short and fixed periods. Mr. Geo. M. 
Reynolds negatively gave a correct definition of this phrase, which 
may be found on page 226 of these hearings. This is what he said:

The man who borrows money on stock-exchange collaterals in New York, 
and who wants to realize on then) quickly, must depend on the ability of the 
borrower to reborrow that money immediately elsewhere or upon the sale of
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the same. Now, if the condition is so bad that the banks of the city of New 
York are unable to extend accommodations, the result is that there is a very 
violent break in the values of securities, and we are in the midst of a panic.

Civilized man’s existence depends upon being fed, clothed, and 
sheltered, and commercial paper is the credit instrument through 
which those articles are financed and brought to his door. Man is 
timid about making permanent investments during panicky times, 
but he must have raw materials to keep his factory wheels going, and 
he does make and will continue to make provision for such materials. 
And so it is in every line of business. Provision is made to meet 
commercial paper when other things will be passed by; especially 
will men defer making permanent investments when times are hard. 
Just here I wish to puncture the misstatement made by several of 
the witnesses who have appeared before this committee to the effect 
that you can always raise gold with our Government bonds. I  recall 
very distinctly that Mr. Berry made use of that statement. Nothing 
could be further from the truth than that statement. You can’t 
draw a dollar of gold from the Bank of England with a permanent 
investment, but you can draw the last dollar of gold out of that 
institution with solvent commercial paper payable at short and fixed 
periods. The same thing is true with respect to the other European 
central banks, because all those institutions, with the single exception 
of the Reichsbank of Germany, are controlled by merchants.

To illustrate to you what safe banking is let me quote from the 
testimony of Mr. A. Barton Hepburn, chairman of the board of 
directors of the Chase National Bank of New York, before the Glass 
investigating committee last January. It may be found on page 6 
of those hearings. This is what he said:

Some years ago I called upon the Credit Lyonnais, in Paris, one of the great 
banks of the world. The gentleman with whom I was in conversation passed 
over to me their last bank statement. I glanced it over and remarked:

“ Well, you owe a great deal of money.”
“ What is that you say?”
“ You owe a great deal of money.”
“ What do you mean?”
“ Your deposits are about $350,000,000.”
“ Oh, yes, we owe depositors: but we could pay them easily if we had to.”
“ Could you? How long would it take you to pay them in case of necessity? ” 
“ The element of time would not enter into the matter at all, except in bo far 

as it required time to perform the physical labor.”
“ But how; tell me just how you would do it? ”
Almost thinking I was questioning the condition of his bank, he took the 

balance sheet and proceeded :
“ Well, we have so much cash; let us deduct that.”
“ Yes.”
“ Then we have so much due from banks. We could value against that and 

deduct the same.”
“ Yes.”
“ We have so much exchange, acceptances, etc., which have an immediate 

market. We could realize upon and deduct that.”
“ Yes.”
“ Now, we have reduced our obligations in this manner to something less than 

$200,000,000, and we have very, very much more than that in commercial 
paper.”

“ Yes; but how are you going to pay debts with commercial paper? ”
“ Take it to the Bank of France and get currency for it.”
And he might have said gold, which is the same thing—
“ Could you do that?”
“ Certainly.”
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“ Is there any law which would compel the Bank of France to discount your 
commercial paper without limit? ”

“ Law— yes; the law of its being; that is what the bank was created for.”

Before commenting on the statement of the Credit Lyonnais let 
me direct your attention to the following language on page 24 of 
House Report No. 69, filed in the House of Representatives Septem
ber 9, 1913, by Mr. Glass, chairman of the House Banking and Cur
rency Committee. It is this:

There has been a tendency to overestimate the importance of the note-issue 
function and to treat it as if it were the chief object to be attained in banking 
legislation. The idea may be attributable to the belief that “ emergency cur
rency ” is what is needed in order to relieve panics and stringencies, whereas 
what is actually needed is fluid resources of some kind, whether notes or not.

In an address last winter in this city, before the Chamber of Com
merce of America, Mr. Glass, in summarizing our monetary ills, 
used this language; I quote the first two paragraphs of his address. 
He said:

I believe that nearly all students of this subject will agree with me in 
thinking that the main points to be dealt with in any banking legislation that 
may be attempted are:

1. Provision for rediscounts or sale of commercial paper in a way and to an 
extent that will enable banks to get fluid resources whenever they or their 
customers may require.

These are the only two instances in which I have observed the 
phrase “ fluid resources ” used. He doubtless used “ fluid ” as syn
onymous with u liquid.” The two words are synonymous when ap
plied to free-flowing substances, such as water, but never in a mone
tary sense when applied to assets or resources. It is proper to say 
you have assets or resources which you can convert or liquidate into 
cash, but it would be improper to say you could water them into 
cash. [Laughter.]

I make these quotations not only to show that the author of the 
House bill does not understand the most important phase of his 
report, but that he is laboring under a misconception as to the purpose 
of the institutions his bill proposes to create; that is, he labors under 
the delusion that if the banks of deposit can have a place where they 
may secure “ fluid resources ” for themselves and their customers, 
everything will be all right and we will be free from pan
ics. Nothing could be further from the truth. All banks, whether 
banks of issue or deposit, must cover their demand-payable 
obligations with liquid assets in order to be solvent and prevent in
flation. Is there any wonder, then, that Mr. Glass should not have 
made any provision to prevent inflation on the part of the banks of 
deposit? The Credit Lyonnais is solvent, per se, and not because 
the Bank of France will supply it with “ fluid resources.”

Having shown that in order to do a safe banking business a bank 
must cover its demand-payable obligations with liquid assets, and 
that the principal item of liquid assets is solvent commercial paper 
payable at short and fixed periods, the next question is, What portion 
of such demand obligations should be covered with gold and what 
portion with such commercial paper? That depends on several 
things; first, upon the maturity of the commercial paper; second, 
upon the expansion of the bank’s credits; third, upon the manner in 
wrhich capital and labor are rewarded, etc. In 1810 the British Par-
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liament appointed a committee of 15 monetary experts to investigate 
and report the conditions under which the Bank of England could 
issue notes or circulation currency, and their report has become fa
mous as the “ Bullion committee law.” That law is as follows:

There can be no possible excess in the issue of Bank of England paper 
* * * so long as the discount of mercantile bills is confined to paper of un
doubted solidity, arising out of real commercial transactions and payable at 
short and fixed periods.

This same sound principle was announced six years before (1804) 
by a committee of experts appointed by Parliament to ascertain the 
state of the bullion of the Bank of Ireland, and report the condi
tions under which it could safely issue notes. Each committee was 
composed of 15 experts, only two of whom served on both commit
tees. But the Bank of England committee, known as the bullion 
committee, has been generally credited with announcing that sound 
philosophy. This committee also reported that the directors of the 
Bank of England did not know the other committee had announced 
such truth. It must be borne in mind that the Bank of England then 
and until the bank act of 1844 enjoyed a monopoly, those in control 
being actuated by a banker’s profit. It is no easy thing to induce 
business men to adopt a philosophy which may mean loss of profit to 
themselves. When those in control of the greatest bank in the world 
refuse to adopt a philosophic truth and do business in accordance 
therewith, is there any wonder that the nonmonetary experts of 
Parliament should go to the other extreme and require the bank to 
cover their notes, dollar for dollar, with gold?—the very thing done 
by the bank act. The British public had lost all patience with the 
Bank of England after the disastrous panics of 1825 and 1837. For 
one-quarter of a century, 1797 to 1825, the notes of the Bank of Eng
land were below par most of the time.

The first instance in which an American Congress has announced 
that the world is round, monetarily speaking, was the passage of the 
Glass bill recently by the House. But the bill did not repudiate 
the “ flat system of geography,” for it adheres to the fixed gold re
serve principle embodied in our present national banking system, 
the most dangerous feature of that system. To illustrate my mean
ing, I wish to read you the last four annual statements of the do
mestic bills carried by the Reichsbank of Germany. I would like 
to have them put in the record.

(The statement referred to is as follows:)

Domestic Mils held by the Bank of Germany Dec. 81, 1909, 1910, 1911, and 1912.

Year.
Less than 
15 days to 

run.

Percent
age of 
total.

From 16 to 
30 days to 

run.

Percent
age of 
total.

From 31 to 
60 days to 

run.

Percent
age of 
total.

From 61 to 
90 days to 

run.

Percent
age of 
total.

1909..............
P o u n d s .

26,285,420
26,956,920
33,408,350
37,254,415

46.9
P o u n d s.
9,286,340
9,747,415

13,214,610
18,284,650

16.6
P o u n d s .

13,485,115 24.1
P o u n d s .
6,942,990
7,507,675

12.4
1910.............. 46.2 16.7 14,173,070 24.3 12.8
1911.............. 40.3 16.0 20,732,500 25.0 15,494,735

19,115,640
18. T

1912.............. 37.3 18.3 25,186,110 25.2 19.2

It will be observed that on December 31, 1909, the Reichsbank had 
46.9 per cent of its bills maturing within 15 days, 16.6 per cent ma-
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turing within 16 to 30 days, 24.1 per cent within 31 to 60 days, and 
only 12.4 per cent within 61 to 90 days. Whereas four years later 
those ratios ran as follows: Thirty-seven and three-tenths per cent, 
18.3 per cent, 25.2 per cent, and 19.2 per cent, respectively. There 
was a decrease of more than 25 per cent in 15-day bills and an in
crease of more than 50 per cent in 60 to 90 day bills. It would be 
ridiculous to have required that bank to carry the same amount of 
gold in 1909 that it had in 1912, and yet that is precisely what this 
bill proposes. Our present reserve law is unsound and unsafe, and 
we should discard it. I f  we should discard that and adopt a true 
test of bank solvency, we would soon educate the public on the truth.

I wish to thank the committee for permitting me to propound some 
questions to Mr. George M. Reynolds touching the subject of bank 
reserves. My questions and his replies will be found on pages 288, 289 
of the hearings. I  was particularly anxious to be able to propound 
those questions to him because he is not only a most intelligent man, 
but a philosopher of credit as well and is to-day practicing in his 
banking establishment what I am preaching—that is, he is covering 
his borrowed capital with liquid assets. Let me quote a few lines of 
that colloquy:

Mr. M i l l i k e n . Bank A has in gold 10 per cent of its deposits and 45 per cent 
of commercial paper maturing within 15 days, 25 per cent within 16 to 30 days, 
15 per cent within 31 to 60 days, and 5 per cent within 61 to 90 days, and no 
commercial paper maturing after 90 days.

Bank B has 20 per cent of its deposits in gold, 15 per cent in commercial 
paper maturing within 15 days, 15 per cent in 16 to 30 days, 15 per cent within 
31 to 60 days, and 35 per cent in 61 to 90 days, and no commercial paper matur
ing after 90 days.

Now, is it not a fact that Bank A is in a better position to meet its obligations 
than Bank B even though the latter at the particular time this statement is 
made has 100 per cent more gold in its vaults than Bank A?

Mr. R e y n o l d s . I would say yes. If I understand you correctly, your whole 
theory or question is as to whether or not a very large percentage of your 
liabilities covered by short-time maturing commercial paper, with a small cash 
or gold reserve, is not better than a somewhat larger gold reserve with a very 
much smaller percentage of short-time commercial paper?

M r. M i l l i k e n . Yes.
Mr. R e y n o l d s . I certainly agree with you.
I f  Congress would repeal our present national-bank reserve re

quirement and adopt this scientific test of solvency, it would teach 
the public the truth, whereas the present law teaches them a fallacy. 
It would not be revolutionary in any sense of the word, for it would 
merely require those banks to state the important factors consti
tuting their solvency without prescribing a fixed amount of any one 
of those factors. Let the public read those published bank statements 
and they will begin to inquire the reason thereof. In time each bank 
will be vieing with each other for the best statement. We must 
educate the public on what is sound banking, and this is the very 
best way to accomplish it.

I  am an advocate of a sound credit system as distinguished from 
a banking system. I maintain that there is too much capital and too 
many persons engaged in the business of exchanging bank credit for 
profit. Let me call your attention to the fact that the 46 banks of 
England and Wales have a paid capital and surplus of less than 
$400,000,000, or less than twice the paid capital and surplus of the 
Texas banks, yet the credit machinery of England alone will finance
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something like 50 times as much commerce as does the credit machin
ery of Texas. At least four billions of our foreign commerce is 
financed through the English credit machinery. Something like 
three-fourths of the foreign commerce of South America and South 
Africa, nearly all the foreign commerce of India, a large portion 
o f the foreign commerce of Asia, and much o f the foreign commerce 
of Europe is financed through the credit machinery of England. 
The commercial credit o f England is free and independent o f bank 
credit, because commerce finances itself in that country.

I shall illustrate this by supposing that we were operating under 
the English credit system. Suppose John Wanamaker, o f Philadel
phia, should sell a $10,000 bill of merchandise to Woodward, Wight 
& Co., o f New7 Orleans. I f  that was done in England, Wanamaker 
would draw a bill of exchange on Woodward, Wight & Co. on, say, 
90 or 120 time, and the latter would acept it and return it to Wana
maker. Suppose the day Wanamaker received that bill he should 
need $10,000 of granulated sugar, and call up the American Sugar 
Refining Co. and place the order, and at the same time say, “ Don’t 
draw on me, I will send you Woodward, Wight & Co.’s acceptance,” 
giving the date and amount of the same. O f course i f  the American 
Sugar Refinery would trust Wanamaker it would trust him plu& 
Woodward, Wight & Co. Suppose the day the sugar refinery re
ceived that bill it should order $10,000 of raw sugar from Woodward, 
Wight & Co., and it should write, “ Don’t draw on me, I will send you 
your own acceptance to John Wanamaker.” So here would be three 
instances in which commerce would finance itself and save three 
banker’s profits. It may be said this is theoretical, but I wish to 
say that similar transactions are done in England every year for 
hundreds and hundreds of millions of dollars. The bill of exchange is 
the principal circulating medium in the commerce of England. They 
have few bank notes, because the Bank of England can not issue a 
note without covering it with gold, dollar for dollar, except for a 
small amount to cover an old Government debt. What is best of 
all is the fact that the English credit machinery does that enormous 
business on the safest basis as well as in the most economic manner. 
They have very little gold compared to us. How do they accom
plish it?

Let me explain the English credit machinery. In the first place 
the Bank of England is a real bank of commerce, because it is con
trolled exclusively by merchants, not for profit but as an aid and 
adjunct to commerce. And the reason that those bills of exchange 
circulate as. cash in England is the fact that the Bank of England 
stands ever ready to pay the cash on them at all times. I f  they have 
not the gold in their vaults with which to liquidate them when 
presented they proceed to find the cash for that purpose. “ It is the 
law of its being ” to find gold for the liquidation of sound com
mercial paper, as said to Mr. Hepburn by the officer o f the Credit 
Lyonnais, when speaking of the Bank of France. That is another 
bank of commerce which is controlled exclusively by merchants as an 
aid and adjunct to commerce. The fact being thoroughly established 
in those countries that those two banks stand ever ready to pay the 
cash on those commercial bills causes them to circulate independent 
of banks. I f  the proposed bankers’ controlled regional banks are*
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created, will we have an independent credit system in this country? 
I  say no, for two reasons: First, because they will *be controlled by 
bankers who will be selling credit for profit, and most of them wifi 
not care whether the prospective borrowers desire credit for specula
tive or commercial purposes.

Senator O’Gorman. Y ou are speaking now of the officers of the 
regional bank?

Mr. M i l l i k e n . Yes, sir.
Senator O ’Gorman. Will not the fact that they are allowed a 

return of 6 per cent on the capital invested be a protection against 
that abuse?

Mr. M i l l i k e n . N o , sir; because those men may use those banks as 
“ feeders ” to build up their private banking institutions.

Senator O ’Gorman. O f course, you do not say they w ill; you mean 
that possibly they may?

M r . M i l l i k e n . Yes, sir.
Second, because the holders of those bills can not go direct to those 

regional banks, as is the case in Europe, but must pay two bankers 
profits. It is simply rediculous to talk of having an independent 
credit system when the head of the system is controlled by bankers.

In proof of my contention that the Bank of England is a mer
chants’ controlled institution I offer the statements of Walter Bage- 
hot and Hartley Withers published in their monetary books entitled, 
respectively, “ Lombard Street and the meaning of money,” which 
were read into this record by Senator Shafroth. I  also offer the state
ment of the governor and directors of the Bank of England procured 
by the Monetary Commission, which was also read into this record 
by Senator Shafroth. I ask the privilege of rereading them into this 
record at this place:

Senator S h a f r o t h . But I want to read to you a little paragraph from Walter 
Bagehot’s book, Lombard Street, which probably clears the matter up more 
thoroughly than we did.

He says:
“ In London no banker has a chance of being a Bank of England director or 

would ever think of attempting to be one. I am here speaking of bankers in an 
English sense— those who accept deposits subject to check. Not only no private 
banker is a director of the Bank of England, but no director of any joint-stock 
bank would be allowed to become such. The two situations would be taken 
to be incompatible. The mass of the Bank of England directors are merchants 
of experience and drawing a considerable capital in trade, in which they have 
been brought up and with which they are well acquainted. The direction of the 
Bank of England has for many generations been composed of such men.”

Mr. W e x l e r . Yes, sir.
Seantor S h a f r o t h . Mr. Wade, a few moments ago you made the statement 

that members of banking houses were in reality members of the governing 
board of the Bank of England. I had occasion to look at a book entitled “ The 
Meaning of Money,” by Mr. Hartley Withers. There he says:

“ When we come to consider the bank’s organization, its most striking features 
are the constitution of its court of drectors and its system of government by 
rotation, and these are points on which the bank’s critics have fastened with 
the keenest energy and determination.

“ The bank court is a committee recruited chiefly from the ranks of the 
accepting houses and merchant firms, and its members are nominated by itself, 
subject to the purely formal confirmation of the shareholders; and it is an 
unwritten law that no banker in the ordinary sense of the word— that is, no 
one connected with what we call the check-paying banks— can be a member of it.

“ At first sight this is one of those anomalous absurdities so common in 
England and so puzzling to the intelligent foreigner, who can not understand
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why we suffer them. A court of directors ruling the Bank of England, and so 
performing most important banking functions, and yet disqualifying for mem
bership anyone with an expert knowledge of banking, is a tempting subject 
for an epigrammatically minded satirist. But, in fact, this anomaly, like many 
of our others, not only works excellently well in practice, but is, when calmly 
considered,, clearly based on sound common sense. For in the first place it 
would obviously be undesirable that a member of one of the outer ring of banks 
should have the insight into the position of his rivals which membership of 
the Bank of England court could give him unless all the others were similarly 
privileged. But if all the other banks were represented on the bank court it 
would become a committee of unwieldly dimensions, perhaps reproducing or re
flecting in the bank parlor the rivalries and jealousies that stimulate the outer 
banks to work against one another but are not conducive to their working 
together.

“ And the question of proportionate representation would be difficult to settle. 
As it is, the bank court, being free from connection with the outer banks, ex
cept by keeping their balances, is able to watch their proceeding with a wholly 
impartial eye and, on occasion, to make suggestions with salutary effect.”

Senator S h a f r o t h . I hold in my hand the answer of the governor of the Bank 
of England and the interrogations of the monetary commission. Let me show 
you what he says here:

“ Q. Is it customary to reelect directors at the expiration of their terms?—A. 
It is customary for directors to be reelected.

“ Q. Is there any custom restricting the class from which the directors may 
be selected?—A. There is no legal restriction as to the class from which direc
tors may be selected, except that they must be ‘ natural-born subjects of Eng
land, or naturalized,’ but in actual practice the selection is confined to those 
who are, or have been, members of mercantile or financial houses.

“ Excluding bankers, brokers, bill discounters, or directors of other banks 
operating in the United Kingdom.”

As tending to disprove the statements of those noted Englishmen, 
I  refer you to the testimony of Mr. Festus J. Wade. The members of 
this committee who listened to him doubtless recall the intolerance 
with which he answered those disagreeing with him. When Senator 
Shafroth read from Bagehot’s “ Lombard Street ” the witness pooh- 
poohed that author and demanded that the Senator produce the 
statement of the governor of the Bank of England, repeating that his 
information was based on the statement of that official to the Mone
tary Commission. The witness kept bantering Senator Shafroth 
to produce that testimony, telling him it was in the Monetary Com
mission’s reports and a part of the Congressional Record. Now, 
those of you who were present will recall that Senator Shafroth left 
the committee chamber and came back with that evidence, the very 
evidence the witness demanded and it completely refuted his con
tention. I never saw a witness whose testimony on a point was so 
completely destroyed as was the testimony of that witness on that 
point.

Let me say that 6 of the 24 directors of the Bank of England are 
members of mercantile houses which do an acceptance business. That 
is to say, they are members of houses which have a large foreign 
trade, and that means that they have foreign credit, so much so that 
foreign dealers with other English concerns require that their names 
be procured before they will extend credit. They only charge 25 
cents per $100 for selling their names and guaranteeing the prompt 
payment of those bills, or less than many of our country banks will 
charge for collecting checks on which they assume no financial re
sponsibility. To illustrate this further, let me say that as we have 
thrown down our tariff barriers it will be necessary for our merchant 
princes to go out into the marts of the world and find customers for
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our products. Suppose Marshall Field & Co., of Chicago, go to 
South America and Rice Stix & Co., of St. Louis, go to the Orient. 
No one firm can cover the whole world, not all at once at any rate.

Suppose that Rice, Stix & Co. should need a cargo of hides in their 
oriental trade and they should order the same from an Argentine 
hide dealer. The Argentine dealer would doubtless require them to 
induce Marshall Field & Co. to become the acceptors of that bill, 
because he would know the financial standing of the latter, as they 
would have an extensive trade and credit in South America, but 
might know nothing about Rice, Stix & Co. Both of these great 
American mercantile houses to-day have extensive credit establish
ments to ascertain the financial standing of those to whom they sell. 
So that they could do that acceptance business without incurring any 
additional expense whatever. Now, to charge them with being 
bankers because they did that credit business would be as reasonable 
as if you were to charge a merchant with being a drayman because 
he built his warehouses along a railroad sidetrack and thereby elimi
nate the drayman’s expense. Those English merchants charge just 
the same for accepting a 30-day bill as they do for a 120-day bill. 
So they are not interest gatherers, as is the case with bankers; on 
the contrary they are interest payers. Mr. Sol Wexler, of New 
Orleans, a most intelligent banker who testified before you, did not 
call those great merchants who control the Bank of England bankers. 
He does an extensive business with them and knows that some of those 
in control of that institution do an acceptance business. Mr. Wexler 
said that we had no such class in this country, and he might have 
also said that we never would have such a class if the proposed bill 
passes, because such acceptances would have to pay two bankers’ 
profits before they could be liquidated by the proposed central banks 
or regional reserve banks.

It is preposterous to suppose that bankers would exert themselves 
in establishing open money or credit markets and thus lessen the 
banking business. “ It’s the law of their being ” to increase their 
business of selling or exchanging credits.

(Thereupon at 11.58 o’clock a. m., the committee took a recess until 
1 o’clock p. m.)

AFTER RECESS.

The C h a ir m a n . Mr. Milliken, the committee will be pleased to 
have you continue your remarks.

Mr. M il l ik e n . The fact that the Bank of England is controlled 
by the great merchants, the very highest grade of interest payers in 
the world, causes those bills to circulate free and independently of 
the banks of that country, because the public understand that it is 
“  The law of their being ” (the merchants in control of the Bank of 
England) to find cash for the liquidation of commercial bills, just 
as our gold certificates circulate until they wear out without ever being 
presented for payment, simply because the holders have confidence 
m the good faith and ability of the Government to redeem them in 
gold coin on demand. But let the Government refuse to redeem one 
of them and that fact be widely known, and the public would de
mand the gold.
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Napoleon, after listening to the forceful appeal of Mollien, his 
famous minister of finance, for the freedom of the Bank of France 
from the Government shackles with which it was then bound, sat 
silent and then observed:

The world is old; we should profit by its experience. It teaches us that 
ancient practice is often worth more than new theories.

That is sound advice—something which should be heeded at all 
times and on all subjects by all lawmakers; but that advice has a 
peculiar application at this time when the American Congress has 
assumed the responsible task of attempting to remedy the present 
evils of our faulty credit system.

It is necessary, therefore, that we take a retrospect of the “ ancient 
practice ” of credits, in order that those of this day and generation 
may know how far from the line of safety the present “ practice ” de
viates from “ ancient practice.” It is needless to say that the people 
of the United States learned the practice of banking from the people 
of western Europe, principally from the mother country, while the 
people of western Europe learned it from the merchants of Venice, 
who enjoyed the most extensive trade and commerce during the whole 
of the Middle Ages.

It is singular, indeed, that the astute and wealthy commer
cial nations of western Europe should have delayed until the latter 
half of the nineteenth century the adoption of the philosophy of 
credit taught them by the Venetian merchants at least six centuries 
before. This is but another of the many evidences of the oft- 
repeated adage that history in time will surely repeat itself.

There are three necessary prerequisites to the establishment of a 
sound and extensive credit system, viz, the possession of ample 
wealth, the enjoyment of extensive trade relations, and the main
tenance of commercial honor. In each of these the Venetians easily 
excelled the balance of the world during the whole of the medieval 
period. During that period they had a virtual monopoly of the 
carrying trade of the world. Even as early as 523 A. D. their river 
or domestic commerce was extensive and valuable, while in the eighth 
century their carrying trade and commercial relations with many 
distant regions were established on a tolerably sound footing.

It is said that—
The Chronicle of the Monastery of Cava relates how in 987 some large Vene

tian ships stayed at Salerno on their way to Syria, and how not unfrequently 
the merchantmen of the Republic foundered in that neighborhood with rich 
cargoes.

From the eleventh to the fifteenth century Venetian wealth was the 
wonder of the world, and her commerce stood on an unapproach
able eminence which extended throughout civilization. Her argosies 
formed the sole channel of communication between the courts of 
Germany and Constantinople, and her well equipped and expen
sively guarded caravans furnished the only connecting link between 
the Occident and the Orient until the British discovered the Cape of 
Good Hope route in 1484.

Hazlitt, in The Venetian Republic, Volume II, page 554, in writ
ing o f Venetian credit and charitable institutions for the sixteenth 
century, says:

Throughout the Lombard part of the Empire or dominion the same solicitude, 
however, was shown by the establishment of hospitals and refuges, and by the
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loan of money on easy terms, to alleviate distress, provide for old age, and 
assist traders and agriculturists. The Monte di Pieta was a universal institu
tion. * * * That at Brescia advanced to any poor person on adequate 
security without interest up to scudi di oro, and if the money was not 
returned within a year the pledge was sold and any surplus returned to the 
borrower, deducting only a soldo for the expenses. The Monte at Verona was 
under the management of a committee, wiiich lent on security at 6 per cent to 
commercial houses or individuals, * * * but to the poor it lent sums not 
exceeding four lire gratuitously.

It must be borne in mind that the period of Venetian history about 
which the author writes antedates the organization of the Bank of 
Amsterdam, the oldest incorporated bank of western Europe (1609).

The same historian, Volume II, page 621, in writing about the poor 
coinage laws of the Venetians, says:

Of foreign money, in addition to what we have enumerated, there were three 
other varieties, which Venice, from a lack of sufficient supply of her own manu
facture, acknowledged and accepted during the earlier centuries. There were 
the Arabic dirhem of silver, which conveniently adapted itself to current 
requirements, being equal to two Lombard or Frankish denari; perpero; and 
the besant or bysant.

Continuing, the historian says:
All these devices for obviating the inconvenience arising from a scanty cur

rency might, however, have failed to provide any adequate remedy for the evil, 
if trade had not been largely conducted on a basis of exchange, and payments in 
kind had not long remained in universal vogue. We must acquit the Venetians 
of an ignorance of bills and other substitutes for cash, when such facilities were 
elsewhere enjoyed in the twelfth or thirteenth century; and while the first ex
plicit reference to such matters is as late as 1405, the passage where it occurs 
speaks of it rather as a familiar principle than as a novelty in practice, and 
so much so that we have an actual document of 1326 immediately belonging to 
Milan, but the counterpart and sample beyond doubt of thousands and hun
dreds of thousands which once existed up and down commercial Europe. It is 
in the subjoined terms, and points to a practice of giving six months’ credit, or, 
as it is now expressed, of drawing at six months:

“ Pagate per questa prima letera a di lx Ottobre a Luca de Poro, Lib. XLV. 
Sono per la valuta qui da Masca Reno al tempo si pagate e ponete a mio conto, 
e che Christo vl guarde. Bonromo de Bonromei de Milano, lx. de’ Marzo, 1325.”

The same author tells us, Volume II, page 643, that:
On the 4th of June, 1160, the Government borrowed of half a dozen merchants 

the sum of 150,000 silver marks.
This was the first instance in history of a government funding its 

debt, and antedates by more than five centuries the organization of 
the Bank of England and funding of the first British Government 
debt. The bill of exchange was, no doubt, the most popular credit 
instrument employed by the great merchants of Venice, because it 
was peculiarly adapted to the character of their commercial transac
tions—the world-wide effort in bringing producer and consumer to
gether.

Add to the international reputation which those pioneers in com
merce had acquired for capacity and honor, their vast riches, and we 
have fundamental conditions underlying a sound and extensive credit 
system. That those great merchants employed that and similar credit 
instruments for centuries solely as an aid to their commercial enter
prises, and not for profit, there is little dispute, and so long as they 
confined them to real commercial transactions history makes no men
tion of financial crises.

As the use of such credit instruments by those merchants as an aid 
to business antedates the art of printing, it is difficult to designate the
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exact period when independent credit or banking institutions were 
organized to sell credit for profit.

The date of the first Venetian usury law was 1254. It is reasonable 
to assume, therefore, that special credit or banking institutions did 
not long exist before the enactment of this law. It was a century 
after the enactment of this usury law before history gives any 
account of serious difficulties arising from the failure o f private bank
ing firms. Hazlitt, Volume II, page 646, says:

In 1355, October 15, it was resolved by the Pregadi that Ser Marino Baffor 
of Santa Maddalena, and Ser Marco Trevisano, bankers, having absconded with 
20,000 ducats, be cried, and that whoever shall lead to their conviction, and de
liver them into custody, shall have 550 lire. In 1390 the private bank of Ser 
Antonio Contarini failed, and was thus wound up by order of the Council of 
Pregadi.

It was among the domestic troubles and embarrassments of the Doge Foscari 
that the bank of Andrea Priuli, his father-in-law, suspended about 1440. In 
1502, the general inconvenience produced by insolvencies led to the institution 
of the Proveditori sopra Banchi.

From the thirteenth century, the time when it is most probable the 
Venetian merchants ceased to do a credit business strictly as an aid 
to commerce, until the first half of the last century, is the dark age 
of credit.

During those six centuries, no one seemed to know the exact nature 
of credit, though every class of credit instrument was in general use. 
During that period every civilized country suffered from the effects 
o f bad legislation and worse banking practices. France was finan
cially ruined on numerous occasions as a result o f such practices and 
legislation.

But the nineteenth century brought forth a vast army of philoso
phers of credit, and, strange to say, all that philosophy cor
roborated the “ ancient practice 55 of the Venetian merchants. The 
first was the “ Bullion committee law,” which was announced in 1804. 
and reannounced in 1810.

The next most philosophic truth respecting credit institutions 
was that the merchant is the permanent regulator of the interest rate 
(the rate of profit). This truth was announced in 1827 by James W. 
Gilbart, F. R. S., who was probably the greatest philosopher of credit 
the world ever produced. He spent 50 years in actual banking prac 
tice, and mastered every detail of the business. His opinion on bank
ing and bank credits was more highly respected than that o f any 
person of his age. He did more to destroy the monopoly of the Bank 
of England and make it a merchants’ controlled institution than any 
other person in the United Kingdom. He did not accomplish that 
great work by making monetary experts o f members of Parliament, 
though he appeared before more parliamentary monetary commis
sions during the first half o f the last century than any person in the 
United Kingdom. On the contrary, he accomplished it by organizing 
the first of the London great joint-stock banks. At that time the 
Bank of England enjoyed a monopoly of the banking business with
in a radius of 65 miles of London. Therefore, Gilbart had to fight in 
all the courts of England to establish his philosophic truths. He lost 
in the courts, but he so educated the British public that the monopoly 
of the Bank of England was destroyed by Parliament.

I wish you would bear with me while I read the most important 
truth announced by Gilbart, namely, that the merchant is the perma
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nent regulator of the interest rate, the rate of profit on money. This 
is what he wrote:

Sir Josiah Child, in his excellent Essay on Trade, accuses the “ new-fashioned 
bankers ” of “ being the main cause of keeping the interest on money at least
2 per cent higher than otherwise it would be; for by allowing their creditors 
6 per cent they make moneyed men sit down lazily with so high an interest and 
not push into commerce with their money, as they certainly would do were 
it at 4 or 3 per cent, as in Holland. This interest also keeps the price of land 
at so low as 15 years’ purchase. It also makes money scarce in the country, 
seeing that the trade of bankers being only in London it very much drains 
the ready money from all other parts of the Kingdom.”

That we may be able to judge of these accusations—
Says Gilbart—

it will be necessary to make some observations upon those circumstances which 
influences the rate of interest.

It has been the opinion of most of our political economists that the rate o f 
interest is regulated by the rate of profit. This sentiment has, however, been 
attacked. It has been contended that the rate of interest is not influenced by 
the average rate of profit but by the moneyed capital in the market, compared 
with the wants of borrowers— in other words, that the price of money is 
influenced by the proportion between the demand and the supply.

This sentiment is undoubtedly right, but it does not overthrow the proposi
tion against which it is advanced. The price of money or of the loan of money 
is, no doubt, like the price of any other commodity, regulated at any particular 
time by the proportion between the supply and the demand. Bat does not the 
rate of profit regulate the supply and the demand? Will any commercial 
man borrow money when he must give a higher interest for it than he can 
profit by its use? Or will any man lend money at a very low interest when by 
engaging in business he can make a very high profit? It is true that on 
particular occasions and under particular circumstances some individuals may 
do this, but not permanently and universally. It is obvious, then, that a high 
rate of interest in proportion to profits increases the supply of money and 
diminishes the demand, and a low rate of interest in proportion to profits 
increases the demand for the loan of money and diminishes the supply. The 
rate of interest, therefore, is ultimately regulated by the rate of profit.

When we say the price of cotton is regulated by the cost of production, we do 
not mean to deny that the market price of cotton is fixed by the proportion 
between the demand and the supply. On the contrary, this is admitted; but, 
then, it is contended that the supply itself is regulated by the cost of produc
tion. If the market price of cotton were so low as not to furnish the grower 
a fair average of profit on the capital employed, then would capital be re
moved after a while from the cultivation of cotton to some other employment? 
And if the price of cotton were so high as to furnish more than a fair average 
of profit, then after a while more capital will find its way into that employ
ment, the supply would be increased, and the price would fall; but it is only 
by influencing the supply that the cost of production may be the same for a 
number of years; the price may be perpetually varying. The price may from 
a variety of causes be in a state of constant vibration, but it can not per
manently deviate on one side or the other much beyond the line marked out 
by the cost of production.

It is the same with money. It is subject to perpetual fluctuations from the 
proportion between the demand and the supply, but it does not deviate far 
from the line marked out by the rate of profit, for the rate of profit not 
only influences the supply (as with cotton) but also influences the demand.

The above reasoning is founded on the supposition that those who borrow 
money borrow it for the purpose of investing it in trade or of making a profit 
by its use. But this is not always the case; and is never the case with the 
Government of a country, who always borrows for the purpose of spending. 
Now, we can form a judgment as to what portion of his profits a merchant i» 
willing to give for the loan of a sum of money, but we can form no judgment 
as to the conduct of a profligate rake who wants money to spend on his follies. 
A king or a government is in the same state.

They will borrow money as cheaply as they can; but at all events money 
they will have. We can not therefore infer that, because Charles II gave at
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times to the new-fashioned bankers 30 per cent for money, the average rate of 
profit exceeded 30 per cent. May not, then, those advances to the king have 
had the effect of raising the interest of money and thus justify the accusations 
of Sir Josiah Child?

When a number of commercial men borrow money of one another, the perma
nent regulator of the rate of interest is the rate of profit; and the immediate 
regulator is the proportion between the demand and the supply. But when a 
new party comes in to the market, who has no common interest with them who 
does not borrow money to trade with but to spend, the permanent regulator 
(the rate of profit) loses its influence, and the sole regulator is then the pro
portion between the demand and the supply. The loans to the king created a 
much greater demand for money and the rate of interest consequently rose. 
These demands were so great in amount and were so frequently repeated that 
the rate of interest became permanently high. Many individuals would no 
doubt (as Sir Josiah Child states they did) withdraw their capital from trade 
and live upon the interest of their money. And others who were in business 
would employ their superfluous capital in lending it at interest rather than in 
extending their business. Those commercial men who now wanted to borrow 
money must give a higher interest for it than they did before. To enable them
selves to do this they must charge a higher profit on their goods. Thus, then, in 
the artificial state of the money market, it appears reasonable to suppose that 
the rate of interest may have regulated the rate of profit instead of the rate of 
profit regulating the rate of interest, which is the natural state.

Not a single European Parliament has ever adopted that sound 
philosophy of Gilbart, namely, that the merchant is the permanent 
regulator of the interest rate, yet the majority of those central banks 
have become controlled exclusively by great merchants. I main
tain that the great merchants should control the head of the credit 
system or ultimate reserve agent for the following reasons:

1. Because that is the best safeguard against the monopolization 
of credit.

2. Because that is the only way to have a credit system as dis
tinguished from a banking system.

3. Because that is the only way to establish a credit system of the 
greatest efficiency and economy; but, if the banker were to control 
that institution, as well as a private banking establishment, then 
banking would cease to perform its real mission of economizing 
capital and become a millstone around the neck of commerce.

4. Because no credit system is sound unless its note issues are 
based on sound commercial paper, and as the merchant is the maker 
of that paper it naturally follows he is the best judge of its quality.

5. Because the merchant is the permanent regulator of the inter
est rate (the rate of profit) ; the price he can pay for the loan of 
money being regulated by the profit he makes on his goods. But 
this rule does not apply to those who borrow for the purpose of 
spending, such as a profligate rake or a government; neither does it 
apply to the banker, as he is the most potent factor in the supply 
and demand (the immediate regulator of the interest rate), and if 
the banker were to control the head of the credit system, then the 
rate of interest would regulate the rate of profit instead of the rate 
of profit regulating the rate of interest, which is the natural state.

6. Because the merchant is better fitted temperamentally than the 
banker to control the head of the credit system, for the reason that 
the banker is the greatest demand debtor known to the business 
world, while few of the merchant’s obligations are payable on de
mand. Therefore, when the banker needs money he must have it 
immediately—to-day, not to-morrow—and when such demand on the 
banker becomes urgent it wholly unfits him to take the proper per
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spective as to the effect which the granting of such request would 
have on future interest rates.

7. Because notwithstanding the fact that the merchants furnish 
the security for most of the paper entered at the counter of the 
central bank for discount, yet a vast majority of its discounts are 
made through and by bankers, done voluntarily and in the ordinary 
course of trade. The very merchants who control those European 
central banks do not go directly to them for discounts as a rule. 
Instead they patronize the banks selling credit for profit, because 
the rate of discount of the central banks is frequently 100 per cent 
in excess of the market rate. In proof of this I refer to the following 
statement showing the market and Bank of England rate for 
money on the last Thursday of each month during 1910:

Date.
Open

market
rate.

Bank
rate. Date.

Open
market

rate.
Bank
rate.

Jan. 24........................................
P e r  cent. 

2 i  
H 

3,3%  
3 b  4 
4,4£ 

2-2,3

P e r  cent. 
31
3
4 
4 
4 
3

July 23..........................................
P er  cent.U

If, 2

4i
5i
3

P e r  cent. 
3 
3 
3 
5 
5
4£

Feb. 23....................................... Aug. 22........................................
Mar. 22....................................... Sept. 22........................................
Apr. 21....................................... Oct. 24..........................................
May 23........................................ Nov. 21........................................
June 21....................................... Dec. 20.........................................

But if the central bank were controlled by bankers, it would be 
used as a “ feeder ” to the private banks owned by them, and thus 
accentuate the greatest curse known to American corporate manage
ment, viz, the control of one corporation by another doing the same 
business. We have but to view the many railroads which have been 
wrecked by this pernicious practice, also the many scandals which 
have occurred in the control of our life insurance campanies as a 
direct result of this practice.

8. Because if the banker be permitted to control the head of the 
credit system there would exist a strong incentive for him to deny 
credit to a troublesome though worthy competitor, because if failure 
resulted he would profit by the lessening of competition, or if by 
getting him in a tight place and buying him out at his own price, he 
would profit in that way. No such unworthy motive would actuate 
the merchant, as he would be prohibited from engaging in the bank
ing business for profit.

9. Because credit has exactly the same influence, if affecting values, 
as gold—influencing them downward when used for production and 
upward when used for speculation and overconsumption—and as 99 
times more business is done with credit than with gold, and the mer
chant being selfishly interested in production as well as in a low rate 
of interest, it naturally follows he should control one important 
credit institution.

10. Because by placing the best merchants in control of the ulti
mate reserve agent, we would not only be following the “ ancient 
practice” of the Venetian merchants who introduced the use of 
credit instruments into western Europe, but we would be following 
the present practice of every country in Europe enjoying a credit 
system which is the envy of the balance of the world.

S. Doc. 232, 63-1— Y O l 3------ 35
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I have here an amendment to this bill—a supplemental amendment. 
I  will read it now:

[Amendment to S. 2639 by adding sec. 30.]

S ec . 30. Tliis act also authorizes the establishment of a bank of commerce to 
be controlled in a decentralized manner by the merchant citizens of the United 
States, a portion of the profits of such bank shall be paid into the Treasury of 
the United States and held in trust for the capitalization of a rural credit 
system. Such bank of commerce shall operate and be governed solely accord
ing to the terms of its charter, which shall read as follows:

C h a r t e r  for t h e  B a n k  of C o m m e r c e .

A r tic le  I.

S e c tio n  1. (Name of corporation.) The name of the corporation shall be the 
“ Bank of America,” and referred to herein as the bank.

A rtic le  II.

S e c tio n  1. (Object of the bank.) The object of the bank shall be to provide 
credit for the distribution of commerce, and as a means to that end it shall 
have power and authority to do a general banking business, and do and perform 
any and every act incident and pertaining to such business, except the issuance 
of circulating currency, and act as the depositary and fiscal agent of any State 
government or any subsidiary thereof, when lawfully chosen as such by any 
such State or its subsidiary government, or of the Government of the United 
States when not otherwise expressly provided by law.

Paragraph 1. (Bank to maintain gold standard.) The bank shall pay its 
obligations in gold of the present standard of weight and fineness, and should 
Congress make the bank the sole depository and fiscal agent of the Government 
of the United States, then it shall be the further duty of the bank to maintain 
an ample supply of gold for the protection of public and private credit.

A r tic le  III.

S e c tio n  1. (Bank’s executive office.) The bank’s temporary executive office 
shall be located by the board of directors at their first meeting, where it shall 
remain for three years, and at the expiration of that time the board shall estab
lish a permanent executive office; but branches, agencies, and board meetings 
may be established and held in such places as the by-laws may prescribe.

A r t ic le  IV.

Se c tio n  1. (Capital stock.) The amount of the authorized capital of the 
bank shall be $100,000,000, divided into one million shares of $100 each, and the 
certificates therefor shall be numbered from one to one million, inclusive. The 
capital with which the bank may begin business shall be $1,000,000, but the 
paid-in capital at the close of its first year’s business shall be not less than 
$5,000,000, and the remainder of said capital shall be paid in in cash from time 
to time, as the bank’s business may require and in such amounts as the by
laws or the Secretary of the Treasury may prescribe: Provided, That the Sec
retary of the Treasury shall not require the paying in of more than $3,000,000 
of such capital during any one year. All stock must be of the same class and 
dividend-earning ability.

Paragraph 1. (Disposition of profits.) The stockholders shall be paid from 
the profits a dividend of 6 per centum per annum, payable annually, semi
annually, or quarterly, as the by-laws may prescribed, which shall be cumula
tive. The remainder of the profits shall be placed to surplus until it equals 
20 per centum of the paid capital, and thereafter the bank shall accumulate an 
old-age pension fund equal to a dividend of one-half of 1 per centum per annum, 
to be paid, as the by-laws may prescribe, to such employees who have been 
paid salaries for ten consecutive years of less than $3,000 per annum, and the 
balance shall be paid as follows, namely: One half to the stockholders and the
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other half into the Treasury of the United States, to be held in trust and 
employed in capitalizing a rural-credit system.

Subpar. 1. (Congress may change ratio of profits.) Congress shall have au
thority, decimally after the twentieth year, to change the apportionment of 
profits provided in this section.

Par. 2. (Public to own stock.) No corporation shall become a subscriber to 
or be one of the original stockholders of the capital stock, and no individual 
shall be a subscriber to more than twenty-five shares thereof, except those mer
chant citizens who will qualify as electors, directors, and officers by disposing 
of their other banking investments, and no elector or director shall become such 
subscriber to an amount in excess of 5 per centum of his mercantile investments.

A rtic le  Y.

S ec tio n  1. (Duration of bank.) The duration of the bank shall be fifty 
years from the time it begins business, but Congress shall have authority, 
decimally after the twentieth year, to amend this charter.

A rticle  VI.

S ec tio n  1. (Corporate powers of bank.) The corporate powers of the bank 
shall be exercised as follows, viz: The legislative power shall be exercised by 
a board of directors or bank parliament and the bank court, provided that the 
bank court shall exercise only such authority as may be delegated to them by 
the parliament except in the matter of fixing the discount rates; the executive 
or administrative power shall be exercised by a governor and deputy governor 
and such officers, managers, and agents as the governor may appoint, provided 
he shall make no appointment not authorized by by-law and if the appointee 
is to be paid exceeding $2,000 per annum the appointment must be approved 
by the bank court; and the inspection power shall be exercised by the censors 
and inspectors.

S e c . 2. (Number of directors and votes of each.) Each State and the Dis
trict of Columbia shall be entitled to one director, provided it has six quali
fied electors who have resided therein for a term of two years, and each direc
tor shall be entitled to one vote on the board or bank parliament.

Paragraph 1. (Classification of directors.) The classification of directors, 
districts, and territory comprising each shall be as follows:

FIRST CLASS.
Number. Territory.
First________________________________________________________ Alabama.
Second______________________________________________________ Arizona.
Third________________________________________________________Arkansas.
Fon rth______________________________________________________ California.
Fifth________________________________________________________Colorado.
Sixth________________________________________________________Connecticut
Seventh--------------------------------------------------------------------------------- Delaware.
Eighth______________________________________________________ District of Columbia.
Ninth_______________________________________________________ Florida.
Tenth-------------------------------------------------------------------------------------Georgia.

SECOND CLASS.

Eleventh____________________________________________________ Idaho.
Twelfth_____________________________________________________ Illinois.
Thirteenth__________________________________________________ Indiana.
Fourteenth__________________________________________________Iowa.
Fifteenth___________________________________________________ Kansas.
Sixteenth___________________________________________________ Kentucky.
Seventeenth_________________________________________________Lou i si ana.
Eighteenth__________________________________________________Mn ine.
Nineteenth__________________________________________________ Maryland.
Twentieth___________________________________________________Massachusetts.
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THIED CLASS.
Number. Territory.
Twenty-first------------------------------------------------------------------------- Michigan.
Twenty-second-----------------------------------------------------------------------Minnesota,
Twei i ty-third------------------------------------------------------------------------- Mississippi.
Twenty-fourtli______________________________________________ Missouri.
Twenty-fifth------------------------------------------- ------------------------------ Monta na.
Twenty-sixth------------------------------------------------------------------------- Nebraska.
Twenty-seventh--------------------------------------------------------------------- Nevada.
Twenty-eighth----------------------------------------------------------------------- New -Hampshire.
Twenty-ninth-------------------------------------------------------------------------New Jersey.
Thirtieth--------------------------------------------------------------------------------New Mexico.

FOURTH CLASS.

Thirty-first-----------------------------------------------------------------------------New York.
Thirty-second------------------------------------------------------------------------ North Carolina.
Thirty-third---------------------------------------------------------------------------North Dakota.
Thirty-fourth________________________________________________Ohio.
Thirty-fifth----------------------------------------------------------------------------Oklahoma.
Thirty-sixth---------------------------------------------------------------------------Oregon.
Thirty-seventh-----------------------------------------------------------------------Pennsylvania.
Thirty-eighth------------------------------------------------------------------------- Rhode Island.
Thirty-ninth_________________________________________________South Carolina.
Fortieth--------------------------------------------------------------------------------- South Dakota.

FIFTH CLASS.

Forty-first__________________________________________________ Tennessee.
Forty-second------------------------------------------------------------------------- Texas.
Forty-third__________________________________________________Utah.
Forty-fourth________________________________________________ V er mont.
Forty-fifth______ I___________________________________________Virginia.
Forty-sixth________________________________ i ________________ Washington.
Forty-seventh_______________________________________________ West Virginia.
Forty-eighth________________________________________________ Wisconsin.
Forty-ninth__________________________________________________Wyoming.

Subpar. 1. (Classification of new States.) If new States be created out of 
any of the territory mentioned in this paragraph and designated as the forty- 
nine directors’ districts, the first shall become the fiftieth district and be a mem
ber of the fifth class, the next shall become the fifty-first district and be a mem
ber of the first class, and so on, consecutively.

Par. 2. (Terms of office of directors.) The first board of directors shall be 
divided into five classes in the order provided in paragraph 1 of this section. 
The term of the first class shall expire on the second Tuesday in April next fol
lowing their election; that of the second class one year from that time; that of 
the third class two years from that time; that of the fourth class three years 
from that time; and that of the fifth class four years from that time, and so on, 
consecutively, in each and every year thereafter, so that all the directors of 
one class shall be elected annually thereafter, provided there be the requisite 
number of electors in a district to elect a director. All vacancies occurring on 
the board of directors shall be filled at a special election to be called by the gov
ernor within ninety and not sooner than sixty days after such vacancy occurs to 
fill such unexpired term.

Par. 3. (Qualification of directors.) Each director must be a bona fide resi
dent of his director’s district and a qualified bank elector and remain both dur
ing his term of office.

Par. 4 (Manner of electing directors.) The directors shall be elected by the 
ballots of the qualified electors residing in their respective directors’ districts. 
Such ballots after being cast must be forwarded to the executive office of the 
bank by United States post, inclosed in official envelopes, printed or written 
“ Official director’s ballot ” in red ink on the address side thereof.

Subpar. 1. (Ballots and envelopes, how furnished.) It shall be the duty of 
the secretary, thirty days before an annual and fifteen days before a special 
election for director, to mail one official ballot and envelope to each qualified 
elector residing in the district in which such election is to be held.
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Subpar. 2. (Inspectors of election.) The secretary shall, on the fourth Tues
day in March of each year, in the presence of the censors, who shall be in
spectors of elections, open and count the official ballots cast for directors at the 
elections held two weeks previously.

Subpar. 3. (Candidates for directors.) Each qualified elector who desires 
to become a candidate for director of his district must notify the secretary of 
such desire four months before an annual and thirty days before a special elec
tion, and the secretary shall inform such candidate of the approximate cost in 
postage and printing necessary to place his name before the qualified electors 
of his district. If such candidate within fifteen days after the mailing of such 
information makes remittance to cover such expense, it shall be the further 
duty of the Secretary to cause the name and address of each such candidate, 
as well as the style of the mercantile house or houses with which each is con
nected, to be printed on each such ballot sent out by him, and mail one to each 
qualified elector of that district. The candidate receiving a plurality of the 
votes cast at such election shall be declared elected. If two candidates tie at 
any election, then the two receiving the highest number of votes shall be eligible 
candidates at a special election therefor.

Par. 5. (Annual election of directors.) The annual election for members of 
the board of directors to fill the places of the outgoing class shall be on the 
second Tuesday in March of each year, and the newly elected members shall 
take charge of their office the second Tuesday in April next following and hold 
such office for a term of five years, provided they remain eligible during such 
period.

Par. 6. (Compensation of directors.) The members of the board of directors 
shall be compensated by salaries fixed by by-law and traveling expenses in
curred in attending board meetings, and as an extra compensation for prompt 
attendance at the executive office at noon on Monday immediately preceding the 
annual parliamentary session on the second Tuesday in April of each year, and 
there remain during business hours until six o’clock postmeridian the follow
ing Wednesday, they shall be paid each $4 per hour spent in traveling by 
the quickest route from their homes to such executive office and return, and 
at the same rate per hour while actually attending to the duties imposed on 
them under this charter from noon on said Monday until said six postmeridian 
on the following Wednesday.

Subpar. 1. (Penalties for failure of attendance.) Any director who fails 
to attend the annual parliamentary session by noon on said Monday and there 
remain, during business hours, until 6 p. m. the following Wednesday shall 
receive no salary for the following year nor any portion of the extra compen
sation mentioned in the sixth paragraph of this section. And any director 
who shall have been derelict in attendance on such annual parliamentary ses
sions for three out of five years shall be rendered ineligible thereafter from 
holding such office.

Par. 7. (Salaries fixed by by-laws.) All salaries exceeding $2,000 shall be 
fixed by by-laws.

Par. 8. (Quorum.) A majority of the directors shall constitute a quorum for 
the transaction of business.

Par. 9. (Chairman of the board.) The board of directors shall elect one 
of their members chairman, who shall preside at the meetings or sessions of 
the board and may call the members together in extraordinary session by 
giving each member thereof at least fifteen days’ previous notice.

Par. 10. (Nonpolitical control guaranteed.) No director shall hold or become 
a candidate for any office under any government or with any political party 
while he holds his directorship with the bank.

Sec . 3. (Electors.) Each merchant citizen of the United States who owns 
at least twenty-five shares of the bank’s stock and twenty times as much 
interest in such mercantile house or houses as is defined in paragraphs one 
and two of this section, whose principal estate is invested in such house or 
houses and who does not own any stock or interest or hold any office in any 
other bank or banking institution stock bond or bill brokerage or bill discounting 
establishment is declared to be a bank elector and entitled to cast one vote 
by ballot at each election held for director or censor of the district in which 
he resides and has resided for at least two years previously except as other
wise herein expressly provided.

Paragraph 1. (Mercantile house defined.) The term “ mercantile house” 
within the meaning of this section is a person, firm, corporation, or association 
engaged in the mercantile business which enjoys, continues to enjoy during the
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term of such electorship, and for five years pre'sious to the acquisition of such 
electorship privilege has enjoyed good credit, and one-half of whose sales 
comprises articles purchased for a consumptive demand and not exceeding 
twenty-five per cent of whose sales are articles of its own manufacture or 
production.

Par. 2. (Consumptive demand defined.) The term “ consumptive demand,” 
within the meaning of this section, are purchases made to be disposed of in 
the ordinary course of trade on which the house expects to realize a mer
chant’s profit in contradistinction to a speculator’s profit.

Par. 3. (Rule for determining ratio of interests.) After the bank has been 
in operation ten years the rule for determining that the ratio between an 
elector’s mercantile and bank investments is twenty to one, respectively, shall be 
according to the average net annual income derived from each class of invest
ments for the five years next preceding; but during the first decade such ratio 
shall be determined according to the par values of the two stocks, if the mer
cantile house be incorporated, otherwise by the market or fair cash values of the 
two classes of investments.

Par. 4. (Disqualification of electors.) The board of censors may, by a unan
imous vote and when they believe the public interest will be best served thereby, 
call a confidence election to disqualify any one or number of electors. Three 
months’ notice must be given each elector who is sought to be disqualified, the 
reasons therefor set forth in writing and signed by the censors, and a copy 
furnished each such elector.

Par. 5. (Confidence election district.) Each director’s district shall con
stitute a separate confidence election district.

Subpar. 1. (Voters at confidence elections.) Each citizen of the United States 
(exclusive of the electors, directors, and officers) who is a stockholder of 
record of the bank at least two years before such election, and who has been a 
resident for the same length of time of the district in which such election is 
to be held, shall be entitled to vote his stock at each confidence election held in 
his district, each share of such stock being entitled to one vote.

Subpar. 2. (Effect of confidence elections.) If ninety per centum of the stock 
of such voters is represented at such election and fifty per centum thereof is 
cast to disqualify an elector, it shall have the effect of disqualifying such 
elector from voting for a director thereafter or holding that office.

Par. 6. (How to become an elector.) Any merchant citizen desiring to qualify 
as a bank elector shall make such desire known in writing to the secretary, on 
receipt of which the secretary shall forward a formal electorship blank to such 
applicant, to be by him filled out, sworn to, and returned to the secretary in an 
envelope which the secretary shall inclose for that purpose in his letter replying 
to the request of such applicant, such envelope to have printed on its address 
side in red ink the words “ Formal application for electorship.” On receipt of 
such formal application properly signed and sworn to the secretary shall turn 
it over to the board of censors for verification, and when so verified it shall be 
returned to the secretary, who, if he finds the statements contained therein 
to be true and entitle the applicant to an electorship in the bank, shall cause 
the applicant’s name and address to be recorded in the electorship book, file the 
application in the electorship vault, and issue an electorship certificate to the 
applicant.

Subpar. 1. (When mandamus proceedings may be invoked.) Should an eli
gible merchant citizen be denied the privilege of an electorship after complying 
with all the requirements imposed he shall be entitled to apply to any court of 
competent jurisdiction for a writ of mandamus.

Par. 7. (Electors to make affidavits annually.) It shall be the duty of the 
secretary and censors annually to prepare questions to be propounded to those 
electors of districts in which elections are to be held the following year touch
ing their qualifications as such and cause the same to be signed and sworn to 
by them, and when replies thereto are received have them properly filed in the 
electorship vault.

Subpar. 1. (Confidential communications.) All information acquired by the 
secretary and censors by virtue of their office touching the qualification of 
electors shall be kept in confidence and not divulged to anyone except the 
Attorney General of the United States and such representative as he may desig
nate to receive the same.

Par. 8. (Sectarian control prohibited.) Not exceeding thirty-four per cent of 
the electors of any director’s or censor’s district shall be of the same religious 
persuasion or sect. If a greater percentage than that should become qualified,

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



BANKING a n d  c u r r e n c y . 2475

then the ones last qualified shall not be entitled to vote for director or censor 
during the period such condition exists.

Sec . 4. (Governor.) The governor shall be a citizen of the United States 
who does not own less than two hundred shares of the bank’s stock and who 
owns no stock or interest nor holds any office in any other bank or banking insti
tution, stock, bond, bill brokerage, or bill discounting establishment.

Paragraph 1. (Governor’s tenure of office.) The governor shall be elected by 
the board of directors on Wednesday next following the second Tuesday in 
April of each year which is the multiple of five, and shall hold his office for a 
term of five years and until another is elected in his stead: Provided, That the 
board of directors may, by a two-thirds vote, remove him from office.

Par. 2. (Duty and authority of governor.) The governor shall be the bank’s 
chief executive officer and chargeable with the safe and efficient conduct of its 
business, to which end he shall possess power and authority to appoint such 
officers, managers, and employees not otherwise herein expressly provided to aid 
him: Provided, That every such appointee who is to receive a salary in excess 
of $2,000 per annum shall be approved by the bank court: And provided fur
ther, That he and his appointees shall be amenable to the by-laws and governed 
thereby.

S ec . 5. (Deputy governor.) The deputy governor shall be a citizen of the 
United States who owns not less than one hundred shares of the bank’s stock, 
and who does not own any stock or interest nor hold any office in any other 
bank or banking institution, stock, bond, bill-brokerage, or bill-discounting 
establishment.

Paragraph 1. (Deputy governor’s tenure of office.) The deputy governor shall 
be elected by the board of directors on Wednesday next following the second 
Tuesday in April of each year which is a multiple of five, and hoid such office 
for a term of five years and until another is elected in his stead: Provided, That 
the board of directors may, by a two-thirds vote, remove him from office.

Par. 2. (Duty and authority of deputy governor.) The deputy governor shall 
perform the duties imposed by this charter on the governor during his absence 
or inability to act and such other duties as may be assigned him by the governor: 
Provided, That he and his appointees shall be amenable to the by-laws and 
governed thereby.

S ec . 6. (Qualification and number of bank court.) The bank court shall con
sist of nine persons wiio shall be qualified electors and own not less than fifty 
shares of the bank’s stock, and who does not own any stock or interest or hold 
any office in any other bank or banking institution, stock, bond, bill brokerage, or 
bill-discounting establishment.

Paragraph 1. (Tenure of office of members of bank court.) The members of 
the bank court shall be elected by the board of directors annually for a term 
of one year: Provided, That the board of directors may, by a two-thirds vote, 
remove a member thereof from office.

Par. 2. (Duty and authority of bank court.) The bank court shall have 
authority to fix the discount rates, the same to lower and raise at their pleasure, 
and do and perform such other duties as may be delegated to them by the board 
of directors: Provided, That a by-law enacted by the bank court shall remain 
in force only until the next meeting of the board of directors The bank 
court shall, immediately after enacting a by-law, notify each member of the 
board of directors thereof.

S ec . 7. (Secretary.) The secretary shall be elected annually by the board o f  
directors and hold such office for a term of one year and until another is 
elected in his stead. The board of directors shall elect an assistant secretary, 
who shall perform the duties imposed on the secretary during his absence or  
inability to act.

Paragraph 1. (Duty and authority of secretary.) It shall be the duty of the 
secretary to attend the meeting of the board of directors and bank court, and 
keep true records of what transpires thereat. He shall keep the stock and 
electorship books, become the joint custodian with the censors of the electorship 
applications and papers and evidence pertaining to the qualification of electors, 
and not divulge their contents to any person except the Attorney General of the 
United States and such representative as he may designate, perform the duties 
imposed on him under paragraph six of section three of this article, direct the 
work of the inspectors, and perform such other duties as the by-laws may 
prescribe.
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Sec . 8. (Inspectors.) Tlie board of directors shall elect annually such number 
of inspectors as the business of the bank may require, who shall hold office for 
one year and until others are elected in their stead.

Paragraph 1. (Authority and duties of inspectors.) It shall be the duty of the 
inspectors to investigate infractions of this charter and the by-laws and report 
to the secretary. They shall do and perform such other duties as the by-laws 
may prescribe.

S ec . 9. (Censors.) The bank shall have three censors, who shall be elected 
four months apart for a term of one year each, and shall be ineligible for 
reelection. A  censor must be, and for five years next preceding his election 
have been, a public certified accountant and resident of or maintain a business 
office in the censor’s district from which he is elected.

Paragraph 1. (Classification of censors.) There shall be two classes of cen-‘ 
sors, first and second class. Those of the first class shall be elected from cities 
with more thr<n one million five hundred thousand inhabitants, wherein reside 
at least six electors, and those of the second class shall be elected from cities 
having from one hundred thousand to one million five hundred thousand inhab
itants, wherein reside at least six electors. Tbere shall be one of the first and 
two of the second class. The electors of such cities shall be entitled to cast one 
vote each by ballot at each censor’s election held therein.

Par. 2. (Directors to designate censors' districts.) The board of directors 
shall, at each annual parliamentary session, designate three censors’ districts in 
which censors for the following year are to be elected.

Par. 3. (Manner of nominating and electing consors.) Six months before a 
censor’s election the secretary shall notify each elector of such district of his 
privilege of placing in nomination one eligible candidate for censor. One month 
from that time he shall notify each candidate so nominated and ascertain if he 
be eligible and will serve if elected. Two months from that time he shall pre
pare ballots containing the name and address of each such candidate, as well 
as the style of the firm or corporation with which he is professionally associated, 
and mail one of such ballots to each of the qualified electors of such district, 
together with an official return envelope printed or written “ Official censor’s 
ballot” in red ink on the address side; and three months from that time he 
shall, in the presence of the censors, open and count the ballots cast at such 
election. Immediately after each censor’s election the secretary shall notify 
the censor of his election and the date his term of office begins.

Par.4. (Censors elected from separate States.) No two censors serving the 
bank at the same time shall reside in the same State or within two hundred 
miles of one another.

Par. 5. (Authority and duties of censors.) The censors shall have power 
and authority to supervise all elections, investigate the qualification of electors, 
directors, members of the court and officers, call confidence elections, scrutinize 
the loans and discounts of houses in which electors, directors, members of the 
court and officers own any stock or interest (and if the censors find such loans 
or discounts excessive or unsafe, they shall notify those who made them to 
cease granting further credit to them unless the bank’s interests are fully 
protected), verify the statements, audit the accounts, and inspect the trans
actions and properties of the bank, and give such publicity to the errors and 
acts of those responsible for the control as in their judgment will be beneficial 
to the bank and the public interest: Provided, They shall not divulge any 
information acquired by them concerning the qualification of electors except to 
the Attorney General and such representative as he may designate.

A rticle  VII.

S e c tio n  1. (Annual bank statements.) The governor shall cause to be ren
dered annually, at such date as the Secretary of the Treasury may designate, a 
full and complete statement of the bank, showing: First, the amount of business 
transacted by it the previous year; second, the total of its assets and liabili
ties ; and, third, the amount of its liquid assets and the ratio which each item 
of such assets bears to the bank’s borrowed capital payable on demand; and 
in giving the amount and ratio of such liquid assets represented by its com
mercial paper and bills and securities arising out of real commercial trans
actions the statement shall show the amount and ratio thereof maturing, as 
follows: Within fifteen days, within sixteen to thirty days, within thirty-one 
to sixty days, within sixty-one to ninety days, and beyond ninety days, respec
tively.
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Paragraph 1. (Other statements.) The bank shall render such other state
ments from time to time as the Secretary of the Treasury may require.

A r ticle  VIII.'

S e c tio n  1. (Duty of Congress.) The Congress shall prescribe penalties for 
the violatioii of this charter and the by-laws enacted thereunder, embezzle
ments, forgeries and embezzlements, and enact appropriate legislation for the 
efficient and economic promotion of the bank.

I also have here an index to this charter and an analysis of the 
control provided under the charter, which I should like the committee 
to hear.

Article I gives the name of the bank; Article II  treats of its object 
and authority; Article III  treats of its place of business; Article IV  
treats of its capital and disposition of profits; Article V treats of 
its duration; Article VI treats of its control—the principal feature; 
Article V II treats of the statements required; and Article V III treats 
of duty of Congress as to its promotion, etc.

I will now give an analysis of the control (Art. V I). The first 
subject treated is division of corporate powers. Section 1 divides the 
corporate powers of the bank among three separate bodies, v iz: The 
executive (governor), legislative (directors and court), and inspectors 
(censors and inspectors, the censors to inspect principally the electors 
and directors, and the inspectors to inspect the officers and those 
directly responsible for control). In thus separating the powers 
of control I  have followed the charters and practices of the banks 
of England, France, and Belgium.

The next subject treated is legislative power (directors and bank 
court). Sections 2 and 6 (Art. V I) vests the legislative power in a 
board of 49 directors, elected severally by the “ great merchants ” of 
the 48 States and the District of Columbia, and a bank court of 9 
members elected annually by the directors, the court only to exercise 
such legislative authority as may, from time to time, be delegated 
by the directors. Coupled with this legislative authority the di
rectors also elect the governor (the chief executive officer).

Then follows the important feature of a decentralized control. 
The principal difference between those three European banks and 
the proposed commercial “ Bank of America” lies in the fact that 
their control is centralized, while this is decentralized. That is to 
say, they elect their directors collectively, on the national principle, 
while the directors of the proposed bank of commerce are elected 
severally by States, on the Federal principle, just as are our Senators 
and Eepresentatives in Congress. This places the supreme corporate 
powers of the bank in the several States. This is the only practical 
way in which they could be elected. The “ great merchant electors ”  
of Texas know each other at the present time and can intelligently 
elect one of their number as a director to represent them on the 
board of the bank of commerce. They are made acquainted with 
each other through the commercial travelers who make that State, 
but the “ great merchants ” of Texas do not know the “ great mer
chants” of Florida, because there is little business intercourse be
tween them and the same commercial travelers do not make both 
those States. Therefore, it would be folly to expect the best mer
chants of one State to elect a director from the best merchants of 
another State.
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Decentralization will prevent shirking of responsibility. New 
York has amassed her wealth at the expense of the balance of the 
country simply because the business men of the other sections have 
shirked their responsibility of control. Under the proposed plan 
such a thing will be impossible, because if Texas goes without repre
sentation on the board, the merchants from Texas will have no one 
to blame but themselves, for no other State could elect a representa
tive to fill such vacancy. The principal objection made by Thomas 
H. Benton to the old United States Bank was that—
its board of directors resided in six States, all bordering the North Atlantic 
Ocean, while the West and South furnished a large share of its business.

The proposed plan of decentralization is a complete answer to such 
objection. I f  we are to ever have a credit system free from bank 
domination, then the merchants of every section must assume the 
responsibility naturally resting on them; and if some shirk such 
duty we must be able to readily locate the responsibility and know 
who is to blame. The merchants of most other countries have as
sumed this responsibility, and there is no reason why those of this 
country will not do likewise, if we only provide a practical means 
under which they can act.

Now I come to an important feature of the control by electors or 
voting units. Section 3, Article VI, treats of the electors or voting 
units of control. The real meat of the proposition is contained in 
this section and the several paragraphs under it. Those great mer
chant electors are the very source of control in this, as in those great 
European banks of commerce, and that is all those European control 
banks are. Now the only way to have a real bank of commerce is to 
place the commercial interests in exclusive control, controlling it not 
for profit but as an aid and adjunct to commerce. The only way to 
do that is to proportion his stock holdings in the bank of commerce to 
his mercantile interests. I have placed that at the ratio of twenty to 
one—that is, I  require a minimum bank interest of $2,500 (exactly 
the same as the Bank of England elector) and require a minimum 
mercantile interest of $50,000. This makes the great mechants merely 
trustees, as the public at large would own the stock as an investment. 
I f  a merchant were permitted to own as much stock in the bank of 
commerce as he owns in the mercantile business, then he would be 
selfishly interested in having such bank earn dividends, whether that 
institution served commerce or speculation. I f  the merchants who 
are to control this institution were permitted to own stock in a bank
ing institution, then he would use the bank of commerce as a n feeder ” 
to his banking interests. While the merchants of England, France, 
Belgium, and the Netherlands control their central banks (or banks 
of commerce), yet the principal customers of those four institutions 
are bankers, because they voluntarily keep their reserves with them 
on which they receive no interest. I will now give the number and 
financial responsibility of the voting units of those three European 
central banks as well as the Owen-Glass plan and “ Bank of 
America.”

Now, as to the number of voting units, the Bank of England has 
approximately 300.

The Bank of France has exactly 200.
The Bank of Belgium exactly 528.
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Proposed Owen-Glass plan approximately 60,000 to 250,000.
Then I take an average of a hundred stockholders per national 

bank. I f  all the national banks were to come in, there are 7,400 banks, 
or 740,000 stockholders. Divided that by 12 and we have a list of 
over 60,000 stockholders. I f  the State banks were to come in, that 
would make in each of these regional banks an average of about 
250,000 stockholders. The proposed Bank of America, approxi
mately 100 per State on the average (they would only be by States), 
there would be about 5,000 in the whole country.

Now I come to the financial responsibility of voting units. In the 
Bank of England it is $2,500 Bank of England stock and $100,000 
and over of mercantile investments. No other banking investments 
permitted.

In the Bank of France, the 200 largest stockholders of the Bank 
o f France who have large investments in commerce. No other bank 
investments are permitted.

In the Bank of Belgium, it is $2,000 Bank of Belgium stock and 
at least $50,000 mercantile investments, No other bank invest
ments are permitted,

Under the proposed Owen-Glass plan, the wealth of voting units 
range from $100 to $100,000,000, all interested in banking and no 
commercial investment required.

Again, under the proposed Bank of America it would be $2,500 
Bank of America stock, and at least $50,000 of mercantile interests, 
with no other banking investments permitted.

Then as to the stockholders who vote for control and those who do 
not so vote:

In the Bank of England there are approximately 800 voters and 
over 18,000 stockholders who exercise no voice in the control.

In the Bank of France 200 voters and over 31,000 stockholders 
who exercise no voice in the control.

In the Bank of Belgium 528 voters and over 10,000 stockholders 
who exercise no voice in the control, except to recall directors.

In the proposed Owen-Glass plan 60,000 to 250,000 voters who con
trol; no nonvoting stockholders.

Under the proposed Bank of America plan 5,000 voters and ap
proximately 250,000 stockholders who will exercise no voice in con
trol, except to recall directors.

I now take up the incentive of actual electors of governor toward 
interest—that is to say, whether they are interest payers or interest 
gatherers. In the Bank of England they are interest payers, in the 
Bank of France interest payers, Bank of Belgium interest payers, 
proposed Owen-Glass plan interest gatherers, proposed Bank of 
America interest payers.

And then as to the occupation of governor’s electors:
Bank of England, merchants; Bank of France, merchants; Bank 

of Belgium, merchants; proposed Owen-Glass plan, bankers; and 
proposed Bank of America, merchants.

As to bank-stock requirement of chief executive officer, who is the 
governor:

Bank of England, $20,000; Bank of France, $20,000; Bank of Bel
gium, $10,000; proposed Owen-Glass plan, none; and proposed Bank 
of America, $20,000.
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In the case of the Bank of England the governor of the Bank of 
England is elected at the annual meeting of the bank u Court of 
proprietors ” (great merchants) by those “ great merchants.” Some 
of those “ great merchants ” do an acceptance business as an aid to 
their mercantile business. Six of the 24 directors are members of 
those acceptance houses. They are not bankers because they charge 
just as much for accepting a bill running 30 days as they do for one 
running 120 days.

Bank of France: The governor of the Bank of France is selected 
by the President of France from three names submitted to him by the 
minister of finance. But the minister of finance must choose a per
son owning 100,000 francs of the Bank of France’s stock, worth $431 
per $100, or $86,000. The transfer of the stock is controlled by the 
200 merchant electors. And they see to it that nobody but a great 
merchant will ever get 100,000 francs of the Bank of France’s stock. 
So, in the final analysis, it is the great merchants who control. The 
200 great merchants of France, the 200 largest stockholders of the 
Bank of France, control it, and as they are merchants they will not 
permit another class to become large stockholders. It is gradually 
working up to that. There is no law making the Bank of France a 
merchant control or a bank of commerce, so you can see it makes no 
difference who would elect the governor of the Bank of France. It 
would be just the same.

Bank of Belgium: The governor is selected by the King of Belgium, 
but he must choose the governor from a number of stockholders own
ing at least 50,000 francs of stock. That stock is worth $450 per 
$100, which means an investment of $45,000. But the board of direc
tors who are elected by the 528 “ great merchant ” electors will 
not permit anyone to acquire that amount of stock who is not fit to be 
the governor of the bank. Furthermore, the directors of the Bank 
of Belgium, just like the directors of the Bank of England and Bank 
of France, constitute the legislative body of those institutions, and the 
governors are amenable to the by-laws enacted by them.

The Owen-Glass plan: The chief executive officer of each of those 
reserve banks can not own stock in the institution over which they 
preside, as that is owned exclusively by member banks. So he may 
be a dummy, as is so frequently the case in the control of important 
American financial institutions. He will be elected by the nine 
directors, six of whom (a majority) will be elected by member banks. 
So that he will owe his position to the interest gatherers, while all 
those great banks owe their positions to interest payers.

Bank of America: This is to be a bank of commerce, and the only 
way to make it a real bank of commerce is to have it controlled exclu
sively* by the commercial interests. But we don’t want a dummy at 
the head of so important an institution, and the very best guaranty 
against dummyism is to require a reasonable stock ownership in the 
concern the head is authorized to bind for large sums.

It will be observed from the foregoing that the very source of con
trol of those three European central banks is the great merchant 
electors, the most prominent interest payers of those countries.

Bank court: Section 6 treats of the bank court, composed of nine 
persons elected annually by the board of directors; each member of 
the court must be a qualified elector.

Senator Reed. Does that relate to the European banking system?
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Mr. M i l l i k e n .  It relates to the bill that I have prepared as an 
amendment to this bill, establishing a bank of commerce, which is 
nothing in the world but the Bank of England.

Senator N e lso n . He has prepared a bill for a bank here, and put it 
into the record, and this is to describe how that bank is formed.

Mr. M i l l i k e n .  This court would correspond with the executive 
committee of many American corporations to-day in the matter of 
imposing checks on the executive officers and thus prevent too fre
quent meetings of the board of directors, the members of which will 
be widely scattered in the several States. The establishment of this 
court corresponds also with the practice of the Bank of England. 
Its charter provides that the “ court of proprietors ”—300 great mer
chant electors—shall constitute a bank parliament, but it was found 
that that body was too numerous to fulfill such function, so that 
power was delegated to the board of directors, composed of 24 
persons.

Secretary: Section 7 treats of the secretary, the home office rep
resentative of the board of directors, whose duties are clerical.

Censors and inspectors: Sections 8 and 9 treat of the inspectors 
and censors, respectively. One class is permanent and the other 
temporary inspectors. All are elected by responsible financial bank
ers not directly responsible for the actual management of the bank. 
They are elected by the very class who elect the censors for the cen
tral banks of England, France, and Belgium. Professional account
ants, if elected in a practical manner by responsible financial bank
ers not in control, are far superior to Government inspectors, because 
their professional reputations will suffer by withholding from the 
public important information acquired by them, for their successors 
will be rivals who would surely expose them for such conduct. It is 
entirely different with Government examiners, persons who have no 
professions but the public service, and as man is naturally inclined 
to want to advance his condition in life, and that service offering no 
opportunity in that direction, he naturally looks about for some 
lucrative bank office to fall into when he gets out of the Government 
job. In order to accomplish their purpose they show favoritism to 
banks instead of protecting the public interest by exposing error.

No one who has studied the history of our Government-inspected 
banks and life insurance companies will deny the truth of this 
statement. Our abnormal banking condition is attributable to this 
system of paternalism. No country but ours inspects its banks. It 
is a species of special privilege which has done more to create public 
distrust than any other. It has taught our business men to look with 
contempt upon public officials, because many business men have gone 
out and corrupted those officials. We can never hope to have a sound 
and healthy credit system in this country until we abandon this 
species of special privilege.

Argument for this amendment: I f  this Congress will adopt this 
amendment and place the most prominent interest payers in control 
of one bank, just as most European countries have done, we will then 
be on the road to a sound and healthy credit system, but we will 
never reach that condition until that class of our citizenship assume 
the responsibility naturally resting on them in this important matter.

An increase in the quantity of gold is not the cause but only the 
effect of an advance in prices. It would have the contrary effect of
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reducing prices if it were used in production. The price of any com
modity is regulated by the proportion existing between the supply 
and the demand for that commodity. Whatever increases the supply 
or diminishes the demand w'ill lower the price, and whatever in
creases the demand or diminishes the supply will advance the price. 
The seasons and elements are the most potent factors in influencing 
the prices of agricultural products. Rain and sunshine coming at 
the right time and in proper proportions will produce abundant 
crops and consequently cause a decline of prices. For instance, in 
1909, with a 12,000,000-bale cotton crop the price advanced to 16 
cents, while in 1910, with a 17,000,000-bale crop the price declined to 
8 cents, yet the latter year witnessed the greatest production of gold 
in the world’s history—$500,000,000. Suppose the cotton-growing 
industry had acquired $200,000,000 of that year’s gold production, 
gone into the market with it and bought up 4,000,000 bales, and that 
fact had been known to the spinners. Suppose also that it had been 
known to the spinners that the planters intended to take that number 
of bales off the market and hold it indefinitely unless they realized 20 
cents for it. Such use of that gold by those selfishly interested in 
advancing its price would have effected an advance in the price, for 
each spinner would have been looking out for the purchase of enough 
to have kept his factory wheels busy, and as the available supply 
would have been less than the spinning capacity for that year, the 
price would undoubtedly have advanced. Whether this would have 
advanced the price to 16 cents or more would depend altogether on 
the effect which this organized effort on the part of the planters in
spired among the spinners, but that it would have advanced the 
price to a considerable extent there can be no question. It will be 
observed, therefore, that it depends altogether on the use to which 
money is put whether it will effect a rise or a decline in prices.

Money is merely an interpreter of values among traders. But it 
must possess an actual value—a value aside from its use as money. 
I f  I offer to buy a horse of a person who knows nothing about any 
money except that of this country, and propose to pay him in soldos, 
our minds do not meet, because he has no conception of my offer. 
Let me tell him a soldo is an ancient Venetian coin containing 51.6 
grains of standard gold and still our minds would not meet unless 
he knows what standard gold is and how much is contained in our 
gold dollar. But when I tell him standard gold is 90 per cent fine 
and our gold dollar contains 25.8 grains our minds come together 
immediately, because I have reduced our trading thought to a com
mon denominator—standard gold. The unit of value with me would 
be 51.6 grains standard gold, while with him it would be 25.8 grains. 
Therefore when I speak of a soldo he instinctively thinks of $2, the 
equivalent; and if my offer for his horse be 100 soldos and he is 
willing to accept $200 our minds have completely met. But suppose 
I  haven’t the 100 soldos, then we could use the exact equivalent—200 
gold dollars. Suppose I  haven’t the 200 gold dollars, then we could 
trade if we could agree on some other equivalent. Suppose I have 
200 silver dollars, 200 silver dollar certificates, and 40 $5 greenback 
notes with me, and he knows that Congress has enacted a law re
quiring the Secretary of the Treasury to maintain the parity be
tween all our so-called “ moneys,” or written promises o f the Gov
ernment to pay money, and that that official had declared that the
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only way to render that law effective was to give each holder of those 
“ promises to pay ” the option of choosing the kind of money he wished 
them to be redeemed in, then we could agree on any of those Govern
ment credit instruments and thus consummate our trade in Govern
ment credit.

Suppose I had none of those Government credit instruments but 
had a $200 certified check on a bank he believed to be solvent, then 
we could trade just as if I had possessed the gold. Suppose I had 
no bank-credit instrument with me but held a $200 bill of exchange 
drawn by the Standard Oil Co. on the Pennsylvania Railroad for 
fuel oil, at 90 days’ sight. I suspect we could trade, as he would 
doubtless know that any bank in the country would discount i t ; but 
I would have to pay the discount charge, if he were to realize $200 
cash for his horse. So, while we have thought in gold, we have 
traded in credit.

The Government’s stamp on our gold coins does not make them 
money. While that stamp is indisputable evidence as to the quality, 
it is only prima facie evidence as the quantity of gold contained 
therein. To question the quality would be imputing dishonesty to 
the Government, and this the law will not sanction. But we all 
know that coins wear when handled, also that some evil-minded per
sons clip them for private gain. Therefore, in order to protect the 
public against either of those contingencies, the law properly pro
tects the public by declaring that those stamps shall only be "prima 
facie evidence as to their weight. Hence, the 25.8 grains of standard 
gold in one of our gold dollars constitutes the unit of value.

Ask an advocate of the quantitative theory of money if credit does 
not have an influence on prices, and he invariably replies in the 
affirmative; but ask him to state the relationship between the influ
ence of gold and credit on prices, and he says he does not know; 
and I have never been able to get one of them to approximate the 
relationship of thqse two factors on prices. Hence it is that my 
mind fails to follow them. Please let me read you an excerpt from 
an address I  delivered before the Young Men’s Christian Associa
tion of this city on April 11 last bearing on this subject, which Sen
ator Shafroth did me the honor to have incorporated in the Con
gressional Record on July 24 of this year:

Credit has as much influence on prices as gold. In other words, an expansion 
of credit by $100,000,000 has as much influence on prices as an addition of 
$100,000,000 to the quantity of gold. It matters not whether the credit instru
ment employed to bring about such expansion be bank notes, deposits, bills of 
exchange, promissory notes, or any other evidence of credit, the effect on prices 
will be precisely the same. John Stuart Mill says, “ Money and credit are ex
actly on a par in their effect on prices.” Henry Dunning Macleod, the great 
Scotch philosopher of credit, says:

“ It is perfectly acknowledged that credit produces exactly the same effect on 
prices as gold. And it has been shown by authentic statistics that in modern 
times gold only forms about 1 per cent of the circulating medium of currency; 
and to suppose that a variation to the small extent of a fraction of 1 per cent 
in the amount of the circulating medium, or measure of value, could produce the 
effect so popularly attributed to it is wholly beyond reason.”

Go to a store and buy an overcoat, and you thereby remove that one article 
of commerce from the market and, pro tanto, cause an advance in the price of 
that article, and the effect is precisely the same whether you pay for it in gold 
or obtain it on credit. That credit may be evidenced by your open account with 
your merchant, by your promissory note executed in his favor, by a bill drawn 
by you on some of your debtors or a person who has agreed to accept it, by your
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check on your bank or a bank note. The effect will be the same whether you 
use one or the other of those credit instruments or pay for that overcoat in 
gold. The cause for the advance in the price was your consumption of that 
.article. Any credit system, therefore, which facilitates the production of com
merce or restrains overconsumption is a good system, and any credit system 
which does not afford ample facilities for the production of commerce or which 
fails to restrain overconsumption is a bad system.

In conclusion, let me say that as credit is on a par with gold in influencing 
prices—influencing them downward when used for production and upward when 
used for overconsumption; as the production of commerce is an absolute neces
sity to civilized man’s existence and overconsumption an evil which should be 
restrained; as credit has about ninety-nine times greater influence than gold in 
affecting prices—does it not follow, then, that we should have one credit institu
tion in this country whose sole mission it is to facilitate the one and restrain 
the other of those conditions? Without such an institution commerce will not 
only suffer for lack of ample facilities, but panics will continue periodically to 
wipe us off the financial map.

Senator Reed. Mr. Chairman, I  move we now hear from the cham
ber of commerce.

The C h airm an . The committee will hear from the United States 
Chamber of Commerce. We will be glad to arrange the hearing of 
any particular members of your committee you would prefer.

Mr. Simmons. I f  you will permit me, I will just make a general 
statement and then suspend in favor of Mr. Fisher, who has come 
here at considerable inconvenience and has an engagement in New 
York this evening and desires to get away.

STATEMENT OF W. D. SIMMONS, OF ST. LOUIS, CHAIRMAN OF THE
BANKING AND COMMERCE COMMITTEE OF THE CHAMBER OF
COMMERCE OF THE UNITED STATES OF AMERICA.

Senator N e lso n . Where do you live ?
Mr. Simmons. St. Louis, sir.
Senator N e lso n . Are you a banker?
Mr. Simmons. N o, sir; I am a business man, and I am a director in 

a bank.
Senator Reed. Y o u  are of the Simmons Hardware Co. ?
Mr. Simmons. Yes, sir. At the last annual meeting of the National 

Chamber, as it is generally called, there was a resolution to the 
effect that our present banking and currency laws were entirely 
inadequate for the present needs, and the board of directors was re
quested to take such vigorous action as would, in their judgment, 
contribute most effectively to a solution of the problem.

When the Owen-Glass bill was first introduced, the committee on 
banking and currency of the National Chamber was instructed to 
come to Washington and discuss that bill and make recommendations 
to the board of directors. A  report was made, and the board of 
directors instructed that it be made the subject of a referendum to 
the constituent members all over the United States. That referen
dum has just been completed and, in accordance with the directions 
of the board of directors, we are here to report to you the result of it.

It was submitted to the constituent members’ inspection, first, as 
regards the report as a whole and then in seven sections in regard to 
certain specific details concerning which it was thought wise to have 
separate action by the constituent members.

Senator Reed. Was any argument sent out along with this refer
endum vote?
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Mr. S im m on s. Practically no argument, Senator Eeed, because it 
is the custom of the chamber, when submitting to a referendum vote, 
if arguments are submitted, to submit exhaustive arguments on both 
sides, so as to have all sides shown.

Senator E e ed . Is there any argument in here?
Mr. Sim m on s. N o , sir.
Senator E e ed . Y ou s im p ly  sent the b ill out?
Mr. S im m on s. Just as it is there, practically no argument, except 

the recommendations of the committee and the reasons why.
Senator R eed . Y o u  sent the recommendations of the committee------
The C h a ir m a n . This book was sent to each chamber?
Mr. Sim m on s. Yes; this book was sent to each chamber, in this 

form, and the recommendations of the committee put in that form, 
and the reasons stated in a very few words, practically without argu
ment, unless those words are so considered.

Senator E e ed . What I am trying to get at is whether you sent this 
bill out and said, “ Now, we would like you to let us know what you 
think of the bill, after examination,” or whether you sent the bill out 
with suggestions as to defects, imperfections, etc., in it.

Mr. Sim m on s. That is what I was about to explain, Senator Eeed. 
It was done in these seven sections: First, in regard to the commit
tee’s report as a whole, and then dividing up that report in these 
seven sections, so that the constituent members might either report 
as a whole, or might vote, as some did, on the separate sections.

Senator N e ls o n . Y o u  proceeded on the theory, then, that we would 
legislate by counting heads and not noses?

Mr. S im m o n s. I do not catch the significance of that.
Senator N e ls o n . I say you proceeded on the theory that we would 

legislate by counting heads and not noses.
Senator S h a f r o t h .  N o; but their recommendations should bte 

based upon that.
The C h a ir m a n . This organization, Senator, represents an organ

ization of the various chambers of commerce of the United States, 
some three hundred and odd.

Mr. Sim m on s. Four hundred and over, now.
The C h a ir m a n . Some four hundred and odd. They appointed a 

special committee to study this question of banking and currency, 
and that committee discharged its duty and then submitted the result 
of its work to the various organizations through this book and they 
voted upon it, having this book before them as their guide, as the 
recommendations of their committee.

Senator N e ls o n . Those chambers of commerce voted?
Mr. Sim m ons. Yes.
Senator N e ls o n . I know how that is done; four or five get to

gether and pass most any kind of a resolution.
Mr. Sim m on s. The vote in regard to the committee’s report as a 

whole was 303 in favor and 17 against.
Senator S h a f r o t h . In favor of what, now?
Mr. Sim m ons. In favor of the approval of the report as a whole. 

Under the heading of section A, which was in favor of our suggestion 
to increase the number of members of the Federal reserve board by 
having the original seven elect two others, subject to the approval 
o f the President, and the compensation of the governor and vice
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governor of the board to be fixed by the board itself, that was voted 
upon favorably by 346 to 70.

Senator R eed . Now, on what page do I  find the statement you 
sent out along with your report on that ?

 ̂Mr. S im m on s. This is the statement right here, sir. It started 
right there—oh, in regard to that particular point?

Senator R eed . Yes.
Mr. S im m on s. That is on page 7.
The C h a ir m a n . H o w  was that vote?
Mr. S im m on s. That vote was 346 to 70.
The C h a ir m a n . How was the vote on the next one ?
Mr. S im m on s. On the next, B, which was in favor of a Federal 

reserve council, the president and vice president to sit in Washing
ton and their salaries to be paid by the banks, the vote was 303 to 82.

Under D , which was in favor of the recommendation creating the 
new system of Federal reserve banks by beginning with the present 
central reserve cities and then having the Federal reserve board in
crease the number gradually as their judgment dictated, that was 
voted upon favorably by 343 to 73.

The C h a ir m a n . And on D?
Mr. S im m on s. On D there were three divisions, A, B, and C, and 

the votes were somewhat different. On A, which was a restriction 
of the issue of Federal reserve notes—that is, that there be no re
striction—the vote was 397 to 17.

B, that there be no interest charged on the Federal reserve notes, 
the vote was 378 to 17.

C, that it be unlawful for any Federal reserve bank to pay out any 
notes but its own, the vote was 397 to 17.

The C h a ir m a n . E, now.
Mr. S im m on s. E, in favor of the report that the Federal reserve 

notes should not be obligations of the Government, but should be 
guaranteed by the Government, the vote was 367 to 48.

The C h a ir m a n . F?
Mr. S im m on s. F, in favor of the Federal reserve banks mutually 

guaranteeing the reserve notes, the vote was 378 to 38.
The C h a ir m a n . G?
Mr. S im m on s. G, in favor of the recommendation that the reserve 

requirements be modified and reduced, the vote was 390 to 23.
Now, Mr. Chairman, if it is agreeable to you I will let Mr. Fisher 

make his statement so that he may catch his train.
The C h a ir m a n . Have you a list of the chambers of commerce re

ferred to in here?
Mr. S im m on s. I am not quite sure we have it here, but we have 

such a list.
The C h a ir m a n . I  think that ought to go in the record, so we will 

know who it is that is doing this voting.
Mr. S i m m o n s . Yes, sir.
The C h a ir m a n . Mr. Fisher, we will hear from you now.
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STATEMENT OF EDMUND D. FISHER, DEPUTY COMPTROLLER OF
THE CITY OF NEW YORK AND MEMBER OF THE COMMITTEE
REPRESENTING THE CHAMBER OF COMMERCE OF THE UNITED
STATES.

The C h a ir m a n . Will you give your name, residence, and the 
official position you hold.

Mr. F is h e r . My name is Edmund D. Fisher, deputy comptroller 
of the city of New York and a member of the currency committee 
of the United States Chamber of Commerce.

I might state, Mr. Chairman, that the members of this committee 
were called here this morning by telegram received by them yester
day, and that there are, so far as I know, no formal statements pre
pared; and we ask as a matter of courtesy that you will send us for 
revision a copy of what we may say here.

The C h a ir m a n . A copy of your remarks will be sent to you for 
your revision.

Mr. F is h e r . I presume my function here, as a member of this 
committee, would be, perhaps, to answer any questions in relation to 
the subject matter of this report, in the first instance; and in the 
second instance, and speaking personally, the one thought that occurs 
to me that might possibly be of service in the considerations of this 
committee is "n relation to short-time notes.

Under the direction of Comptroller Prendergast it is my imme
diate function to sell what we call the revenue bonds and the revenue 
bills of the city of New York. Inasmuch as there has been a good 
deal of testimony before this committee in favor of handling the 
Government bond problem by, in part, converting the 2 per cent 
bonds into one-year notes, it has occurred to me that our experience 
in New York might have some bearing on the question.

We originate the short-time notes first, and then fund them into 
bonds. Your problem is the reverse problem, but I think the prin
ciples of operation are practically the same.

As I said before. I have no prepared statement, and consequently I 
will not guarantee my figures as being accurate, but the principles 
are correct.

Senator W e e k s . May I ask you a question right there? You say 
you originate the short-times notes first?

Mr. F is h e r . I mean to say we issue them, and after a sufficient 
number, say $50,000,000, have been accumulated, we have a bond sale 
and fund those notes.

Senator W e e k s . Y o u  would issue the short-time notes, then, even 
if there were a suitable market for the sale of long-time bonds ?

Mr. F is h e r . Not necessarily. That is apart from this broad ques
tion. I want to try to show to you how a central bank, organized 
under the direction of this Federal reserve board which you are 
planning for, may help to safeguard the gold of the country through 
the operation of the short-time principle. I propose to give you a 
specific illustration showing how the city of New York, in selling at 
certain periods these short-time notes, may help the country.

For instance, in 1911—in the spring of 1911—money in New York 
and throughout the country was fairlv tight. I f  I recall rightly, the
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rate at which I had to borrow in New York City on either the revenue 
bond type or the corporate slock note type was then 5 per cent. Of 
course, we had the option of borrowing this money in the local mar
ket in New York or Philadelphia or Chicago, wherever these notes 
might be placed, or, under the forms that we have developed, in Paris 
or London or Berlin, or any of the large money centers of Europe.

There had been exported at that time $5,000,000 of gold, and the 
banks who were commenting upon the situation estimated that there 
would be an export movement of gold, aggregating, if I recall rightly, 
about $15,000,000.

Now, having in our work, necessarily, through this large volume 
of business, the broad attitude as well as the local attitude in mind, 
it seemed wise to borrow the money in Europe, particularly as the 
exchange rate was very high. So we effected an arrangement aggre
gating £2,000,000—$10,000,000—at an exchange rate which approxi
mated, when the transaction was initiated, about the gold export rate, 
wre will say, for the sake of argument, 4.8775.

Now, the very act of effecting this arrangement in Europe com
pelled the city to sell exchange. In doing that, naturally, there was 
a tendency to depress it from 4.8775, for example, down to 4.8725. 
As we sold it the price was reduced and it automatically tended to 
withdraw gold from the export market, with the result that almost 
within 24 hours that export of gold ceased, and there was not a dollar 
over the five million exported, and we believe that, understanding the 
situation, the continuity of that export movement of the extra ten was 
partly stopped by the sale of those short-time instruments abroad.

In similar fashion any number of Federal reserve banks, acting 
in unity and in an endeavor to protect the gold reserves of the coun
try, had a popular instrument—I do not want to argue necessarily 
that a 3 per cent short-time note would be a popular instrument; I  
think the rate, perhaps, might be too low, but I am not going to 
discuss that point—but if they had a short-time Government note 
that could be sold at such a time and there was a demand for it 
abroad, it would offset, if we may use that term, the export move
ment almost inevitably. Now, as to the rate. It is quite evident 
that there might be conditions arise where the Federal reserve bank 
would be willing to sell a 3 per cent one-year note perhaps with a 
maturity of three months and on a basis a little more favorable than 
3 per cent. It is to be presumed that they would not always be able 
to effect their transactions upon the expressed rate of the instrument 
itself. Inasmuch as they were drawing higher rates in restricting 
the country’s credits, presumably getting a profit on that basis, they 
might, at times, sell these notes at 3£ or 3  ̂ or 3f, although there 
would be a technical loss, apparently, on the particular transaction, 
but no loss, broadly, even perhaps from the standpoint of the profits 
o f the bank, and ultimately a very great gain to the country as a 
whole.

So I believe the plan that was suggested some time ago by Mr. 
Warberg, that a portion of those Government bonds be taken and 
converted as a basis for currency, a basis for financing any such 
short-time notes, is a proper and sound principle.

Senator N e lso n . It would not help the exports of gold unless you 
got a market for those notes abroad?
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Mr. F is h e r . Exactly.
Senator N e ls o n . What assurance have you that we would have 

such a market?
Mr. F is h e r . No assurance, any more than we had an assurance in 

New York City at that particular time that gold was being exported 
or that we could sell the notes. You must remember that the average 
rate abroad, looking back over a period of 40 years or more, has been 
lower than the average rate in this country. We hope there will not 
be that difference after you have passed this bill in modified form, but 
it is quite likely that the differences between the rates will be very 
much slighter and that the necessity for foreign borrowing will be 
very much less than at the present time.

Senator S h a f r o t h .  In the case of your $10,000,000 you would ship 
oyer in bonds and get cash for, why would that be reflected imme
diately any more than the $600,000,000 of the balance of trade that 
we have in favor of this country ?

Mr. F is h e r . For this reason, that when the transaction was ini
tiated exchange wTas at the gold export point. In order to get that 
sterling abroad in this country in dollar form we had to sell exchange 
through the exchange houses.

Senator N e ls o n . At a premium?
Mr. F is h e r . At the expressed rate, but when you sell exchange for 

a $10,000,000 loan you begin to protect the market, because there is 
only so much exchange available. I f  we did not sell exchange, the 
usual transaction would be this: That we would send the bills abroad 
and arrange for a countervailing shipment of gold to this side, but it is 
not clone that way, as a rule, unless the trend of exchange is definitely 
in favor of the shipment of gold. In this case we were shipping gold 
to Europe, and that transaction ultimately impelled a shipment of 
gold to us, and one offset the other, and it was made vital in the 
selling of exchange to so protect the market for exchange and make 
it much lower than the gold export point, and during the following 
months there did not happen to be in this particular case any further 
exports of gold. Such a transaction, I will admit, may very easily 
be lost in the great aggregate of transactions; but happening to be 
involved in the matter personally, and happening to hear all the 
trend of thought on the subject, and realizing that we might help 
the country as well as get money at a lower rate, I  initiated the 
transaction wTith what, to me at the time, was a very startling result, 
the immediate cessation of the gold export and the breaking of the 
exchange rate.

Senator W e e k s . Have you done that more than once?
Mr. F is h e r . Oh, yes. The city of New York borrows an aggregate 

of $20,000,000 a month, so that you can see we are a very vital factor 
in the exchange market when we borrow that abroad.

Senator W e e k s . What has been the average rate?
Mr. F is h e r . I should say about 4 per cent.
Senator W e e k s . Are the securities actually shipped or held in 

New York?
Mr. F is h e r . They are shipped in the aggregate, although in some 

cases, owing to the tax laws abroad, there is a request to have them 
domiciled in the portfolios of some of the trust companies, but

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



2490 BANKING AND CURRENCY.

finally, to all intents and purposes, they are foreign transactions. 
They have a memorandum abroad if they have not the actual bills. 
In general, we know they are sent abroad because they bear the stamps 
of the foreign purchasers when they come back to us for cancellation.

Senator W ee k s . And you pay the expense of shipping?
Mr. F ish er . No.
N ow , to come back and try to finish the discussion of this short- 

time note principle. There have been suggestions that these bonds 
be cut in half; that they be half short-time notes and half bonds in 
the initiation of this plan. Upon that point it is suggested that no
body knows the financing ability of the Federal reserve bank, and I 
should suggest two elements of flexibility. People have been arguing 
for flexibility in currency; I would argue for flexibility in plan. For 
instance, if the recommendation is made to cut the bonds in half and 
have one-half notes, I should say that not more than one-half the 
bonds be converted into notes and not less than 15 per cent, so that 
the banks will be able to absorb the business, letting them take it on 
gradually. Furthermore, if a 20-year limitation is made, I think it 
would be entirely unsound, to the extent that you might have difficulty 
in developing the principles of your plan, for the reason that they 
would run to 21, 22, or 23 years. I should say to the extent that your 
plan works slowly, putting the flexibility in at the beginning, to that 
extent you might not need flexibility at the other end. You need to 
introduce two principles of flexibility in the volume of those you wish 
to absorb, either in one way or another, and flexibility on the other 
end in the time of the ultimate applications of the principles laid 
down. I think those two points are very vital.

Senator W eek s . Will you make a definite draft of your idea, not 
only as to the refunding of the 2 per cent bonds but the handling of 
the bonds in which they are refunded until maturity, and submit 
that to the committee?

Mr. F ish er . What you want is a definite section contemplating the 
philosophy that I have outlined, in the including of both elements 
o f flexibility?

Senator S h a f r o t h . Not the reason but the language itself, just 
as it ought to go into a law.

Mr. F ish er . You have no objection to an argument?
Senator S h a f r o t h . Not at all.
Mr. F ish er . That is all I  care to volunteer to the committee, but 

if  any suggestions occur to you in regard to questions concerning the 
work of the Chamber of Commerce of the United States in relation 
to these points we have recommended I shall be very glad to answer 
your questions, if I can.

Senator N elson . In order to save us the time reading this pam
phlet, is there any one of you gentlemen who can state what the 
points are? I will not have time to read these things afterwards; 
I  would like to get them on the spot.

Mr. F ish er . Y ou want a recommendation on the underlying phi
losophy.

Senator N elson . I  would like to know what it is you desire to 
have in the bill and your ground for it.

Mr. F ish er . I  think I will start with the first item on page 5. ] 
will give you the suggestions of the committee, and I will try to
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specify the principles of the philosophy underlying the suggestion, 
if that is satisfactory to you ?

Senator N elso n . Yes; that is satisfactory to me.
Mr. F ish e r . The bill provides for a board of seven, of whom at 

least one shall have had banking experience. This element of bank
ing experience can be strengthened without weakening the element 
of public control. We therefore suggest that the Federal reserve 
board be increased to nine; that the original seven shall choose two 
additional members, subject to the approval of the President; and 
that the board thus constituted shall elect the governor and the vice 
governor of the Federal reserve board.

My conception of that is, perhaps, somewhat colored by the dis
cussions which have taken place; but I felt this, that in the first place 
we desired to accept the general principle of Government control 
that has been discussed here, and I need not go over it; and that the 
element of three administrative officers out of the seven developed 
lack of continuity in management. We have had some experience in 
New York City with the lack of cotinuity in management, and I sup
pose it cost the city $5,000,000 a year. I came into office four years 
ago, and I go out of office at the end of this year. It took me a year 
to digest and analyze all the principles involved in this broad ques
tion of financing the city. I had to start in the second day and bor
row $5,000,000. I lost 7 pounds during the first week, but gained it 
all back during the second week. The point is this, it seems to me, 
that what you want is continuity in management.

Senator N e lso n . It has beeii suggested here, and with a good deal 
of force, that instead of having three Government officials we only 
have one Government official, the Secretary of the Treasury.

Mr. F ish er . I would agree to that.
Senator N e lso n . Eliminate two, for there would be no occasion for 

these extra two if that plan was adopted.
Mr. F ish er . There has been a great deal of talk about what we call 

the political quality of the board. You have had experience with 
bipartisan boards. I think it has been a definite mistake to try to 
make this a bipartisan board. I would rather have President Wilson 
appoint all Democrats, if necessary, than to be compelled—I mean 
from the standpoint of quality—to search over the country for the 
sake of balancing one party against another party. That is not what 
you want; you want quality.

Senator N e lso n . I f  we drop two of those officials the board would 
be composed of seven ?

Mr. F ish er . Yes.
Senator N e lso n . And you would have six to which you could apply 

your principle of continuity, so there would be no occasion to increase 
the board by two ?

Mr. F ish er . The President, under the proposed law, appoints four.
The C hairm an . He would appoint six, under your suggestion ?
Mr. F ish er . Then you adopt our suggestion in its essentials?
The C hairm an . Yes ; but we do not make it a board of nine.
Mr. F ish er . That is immaterial. You minimize the so-called polit

ical quality.
Senator N e lso n . Is that a good solution ?
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Mr. F ish er . That is an excellent solution, and I think that my con
freres would accept that.

In the next item we suggest the organization of a Federal reserve 
council, elected by and representing the directors of the Federal re
serve banks and serving in an advisory capacity.

This council should meet at stated periods in conference with the 
Federal reserve board. The president and vice president should re
side in Washington, and sit at the meetings of the board, but without 
vote. The compensation of the officers and members of the council 
should be fixed and paid by the Federal reserve banks. You see the 
idea is not to destroy the philosophy of the bill.

This recommendation of the report has been partially adopted. 
The reprint of the bill provided for a Federal advisory council, to 
consist of as many members as there are Federal reserve banks, each 
Federal reserve bank by its board of directors annually selecting one 
member. The meetings of said advisory council shall be held at 
Washington at least four times a year and oftener if called by the 
Federal reserve board. The council may select its own officers and 
adopt its own methods of procedure and a majority of its members 
shall constitute a quorum for the transaction of business.

The council shall have power, first to meet and confer directly 
with the Federal reserve board on general business conditions; sec
ond, to make oral or written reports concerning matters within the 
jurisdiction of said board; third, to call for complete information and 
to make recommendations in regard to discount rates, rediscount busi
ness, note issues, reserve conditions in the various districts, the pur
chase and sale o f gold securities by reserve banks, open market opera
tions by said banks, and the general affairs of the reserve banking 
system.

These changes do not provide that the president and vice president 
of the council should reside in Washington and sit at the meetings o f 
the board, but specify that the members shall receive no compensation 
for services, contrary to the recommendation of the report that com
pensation should be fixed and paid by the Federal reserve banks 
which wrould make residence in Washington possible.

Senator Reed. This bill gives to the banks a control of the regional 
banks directly and in the first instance. I f  there are 12 banks, there 
will be 60 representatives of the banks upon the boards of those 12 
banks, in constant touch with the central board, familiar, as a matter 
of first instance, with the business with which they are concerned, free 
at any moment to approach the central board and confer personally 
or by letter. Why is not that a sufficient board or council to satisfy 
anybody ?

Mr. F ish e r . Because 60 men on various boards throughout the 
country have not, inherently in their position, the consolidated ability 
to express their judgment, and consequently, without in the slightest 
degree destroying the philosophy of this bill. I f  you have a Govern
ment board of seven men, with two officers, such a council as suggested 
will give that consolidated voice where it is most needed, in the most 
efficient manner, and without delay.

Senator Reed. Let us see. How will these two men sitting there 
get that consolidated voice; from whom will they get it?
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Mr. F is h e r . I should say that it would not express itself as a rep
resentative vote or representative voice; it would be an expression of 
judgment.

Senator R e e d .  Of two men?
Mr. F is h e r . Of two men, and, in the last analysis, representing 

the banking fraternity.
 ̂ Senator R eed . Yes; representing the banking fraternity and out

side of this system ?
Mr. F is h e r . Yes; but the banks of the country would have a check 

on those men.
Senator R eed . H o w  ?
Mr. F is h e r . By their recall.
Senator R eed. The banks can recall them?
Mr. F is h e r . Certainly; through the medium of the Federal reserve 

banks they could recall them.
Senator R eed . Let us spend a moment on that. We create a system 

of 12 banks—and I take 12 as the number merely because that is 
named in the bill. The banks elect 72 men to directly represent them; 
they are elected from each district. Those 72 men are familiar with 
affairs in the country at large.

Mr. F is h e r . I should say that they are more particularly intimate 
with their particular districts.

Senator R eed . Yery well; but each of the six is particularly posted 
with reference to his district; he knows the facts, knows the condi
tions of the crop; he knows the conditions of the money demand 
and supply. He is in constant touch with 12 men who are impartial, 
and whose business it is to manage the entire sytem. They have an 
absolutely unselfish interest. I f  the central board is composed of 
intelligent men who understand the system, understand banking, are 
in direct touch with the sources of information all over the country, 
are they not from the very best and highest source, and they are 
in a position to receive the opinions and suggestions of all these 
men who directly represent the banks, and nobody else?

Now, I want to know if that is not a better representation of the 
banks than they can possibly have by sending down here two men 
who may have been picked by some banking organization which is 
generally under the control of these big men ?

Mr. F is h e r . I will again say n o ; that it is not a consolidated repre
sentation. They will express themselves in letters as to different 
points, but I believe that the two men whom we must also put in the 
catagory of the men of the same class you have stated would be 
disinterested and work for the benefit of the country.

Senator R eed . They can not be disinterested if they represent the 
banks.

Mr. F is h e r . Do you believe that two more men, simply because 
they happen to be chosen by the Federal reserve boards, will have the 
quality of disinterestedness?

Senator R eed . T w o  more men? No.
Mr. F is h e r . Or have the sam e qu ality  o f  ju d g m en t?
Senator R eed . But you gentlemen propose to have them selected 

by the Federal reserve board, as I understand you.
Mr. F is h e r . The proposition is this, that the directors of each 

one of these Federal reserve banks will choose one man, and all
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those men will constitute a Federal advisory council; and, in the 
second step, this Federal advisory council will choose two men to 
represent them, and those two men will sit, without vote, with the 
seven proposed in this bill for what they are worth. I f  they are 
worth nothing they will do no harm------

Senator Reed. I do not follow your conclusion. I have known of 
a great many occasions where people were not worth anything: and 
they did harm.

Mr. F ish er . The precedent of this suggestion is in the German 
experience. They have there the imperial control, but they have in 
that imperial control the voice of the banking and business interests 
o f the country, and that voice never has been at discord with the 
imperial control. They work in harmony, and that is the best 
possible illustration of the success of the principle suggested.

Senator Reed. The whole system over there, of course, is entirely 
different from this.

Mr. F ish er . We have to search somewhere for ideas, however.
Senator Reed. But you can not take one part of the system and 

fit it on to another, and necessarily draw a conclusion as to its value. 
I  want to direct your attention to a fact that, it seems to me, the 
advocates of this suggestion overlook, and that is that these banks 
do have the right of direct appeal to their representatives, to the 
central board, the right to advise the central board, and the central 
board has the right to listen, and will undoubtedly listen, to great 
financiers and, I hope, to small financiers.

Mr. F ish er . I will simply say in addition that this is intended to 
furnish a definite basis for making that direct appeal forceful.

Senator N elso n . Would it not result in one of two things: Either 
these representatives of the regional bank on this council must have 
the advice and accord with the wishes of their boards of directors, 
or else they go there as mere individuals, representing their in
dividual views? I mean these members of the advisory council. 
Now, which would it be? Would you have them go there as the 
representatives of the boards of directors, taking their opinion be
fore they act, or would you have them go there and express simply 
their personal views?

Mr. F ish e r . I f  there develops a definite opinion throughout the 
-country in relation to a definite policy, that would of course express 
itself in a definite form in the minds of those two men. The truth 
of the matter is, however, and you all know it to be true, that banking 
recessions or accessions, the ebb and flow of banking, run along 
such definite and fixed lines that almost every banker in the country 
that has thought about it at all knows in advance almost what is 
going to happen. We talk about this discount rate. I  have been 
told one week in advance what was going to be the policy of the 
Bank of England, and yet I do not believe that a single member of 
that board “ leaked,” as we call it, or in advance intimated to the 
public what he was going to do. It simply means this: That they 
inevitably had to advance or had to charge the discount rate; it was 
necessary. They knew it; every banker in the country knew it that 
was watching the broad aspects of commercial and business relations. 
There is not going to be, gentlemen, this conflict between politicians 
and bankers. You know your principle is sound and, in my opinion, 
it is going to work harmoniously, but you want to get as high a
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basis of intelligent judgment as you can. We believe that by having 
two men there, without a vote, but to advise and express their judg
ment—even their own judgment, if you will, but rather the con
solidated judgment of the banking world—will give a better result 
in the aggregate than the method proposed.

Senator Reed. Let me call your attention to this: The capital that 
is furnished by these banks as their contributions to the capital stock 
is, in the last analysis, furnished by the depositors.

Mr. F ish er . Yes.
Senator Reed. They are the people of the country, speaking 

broadly. I am not, in what I say, trying to put myself in a position 
of antagonism to the banks------

Mr. F i s i i e r .  I understand; you want to bring out the facts and 
the truth, as far as you can get at it.

Senator Reed. Tlic Government then comes in and furnishes a 
very large part of the money that constitutes the assets of these 
banks, or, more properly speaking, the money that they have the 
use of, and then proposes to lend to this system its power to issue 
currency. The banks are put in control of the 12 regional banks. 
They are not content then to let the Government manage the general 
system on behalf of the bankers, on behalf of the borrowers, on behalf 
of the farmers, but they want a special representative. Can you tell 
me any more reason why the bankers should be specially and par
ticularly and directly represented up there than the Farmers’ A l
liance ?

Mr. F ish er . Representation in the sense that we recommend it is 
not control. We stand for Government control. We have not sug
gested that the bankers have even a minority representation on this 
board of seven. We merely say that it may be desirable to give them 
the ability to speak in a concrete and definite way in the meetings 
of that board. It does not take one iota from the control. And if 
their judgment is good, and if it is accepted, it is accepted with 
the knowledge and consent of the seven Government representatives.

Senator Reed. But you do not answer my question. Why should 
not the farmers of the country have representation on that board in 
an advisory capacity? Why should not the merchants of the coun
try have direct representation on that board in an advisory capacity?

Mr. F ish er . They have it because the very fabric of your bill pro
vides that three of these members shall represent those very interests.

Senator Reed. Oh, I am not talking about that; I am talking about 
the central board.

Mr. F ish er . We are not arguing for bank representation on the 
central board; merely a voice.

Senator Reed. Y o u  are asking for a voi(ce. You and I  are talking 
about the same thing; don’t let us get into a tangle about terms. I f  
the bankers should have representation in the shape of an advisor 
upon this central board, appointed by the Government, why should 
not the great business interests, and the small business interests, have 
this same kind of advisor to represent them? Why should not the 
farmers have the same kind of advisor to represent them ? And why 
might we not extend that indefinitely ?

Mr. F is h e r . Again I say that these two men represent not only the 
banking interests, but the commercial interests and the farming in
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terests, because they are chosen by a series of composite boards that 
are manufactured by this bill to represent all those interests.

Senator Reed. Y o u  know perfectly well, and I  know perfectly well, 
and every banker that has been on the stand that has been asked 
about it has frankly said the banks will pick the six members from 
the boards of directors of the regional banks. They do not make any 
question about that, and we need not haggle about it now. It is 
going to be bank representation; it is bank representation------

Mr. F ish er . In the first instance.
Senator Reed. Perhaps broadly so. Now, the bankers having that 

representation already in the regional bank, the Government board 
being here to represent everybody, if the United States Government 
and all the people need to have the advice of bankers especially, why 
not have some advice for great borrowers, and small borrowers, for 
farmers, and for other classes of people? I can not see why they do 
not need it just as much as the banks do.

Mr. F ish er . Do they need it at all?
Senator R eed . I think it is a piece of absolutely unnecessary ma

chinery, because I hold that this board, if  it is properly constituted, 
will hear from all these original banks, will listen to financiers, to 
borrowers, and to people generally who have advice to give. It will 
not close i,ts ears and cease to think, but any citizen that has a proper 
case to represent can go there and represent it. And I think it would 
be highly improper, if you want my opinion—and this is one ques
tion I am ready to vote on—to put a banker on that committee and let 
him sit i,n the councils of that board as an advocate who may speak 
behind closed doors.

Mr. F ish er . I will agree with you in the general statement that 
the board could hear the farmers and the merchants of the country, 
but, on the other hand, I do not agree with you that it will necessarily 
hear them.

Senator R eed . Oh, yes; any proper board will.
Senator B ristow . Now, let me ask you this: Suppose the bankers 

were not required to subscribe to this capital stock, that any citizen 
could subscribe to the capital stock to keep this bank going------

Mr. F ish er . Mr. Chairman, I want to make the reservation, o f 
course, at this point that what I am saying in this ejaculatory manner 
is purely personal and does not represent the views of the gentlemen 
of the committee. I have to use my own judgment in answering these 
questions.

Senator W e e k s . May I suggest, Mr. Chairman, that Mr. Fisher 
has to catch the 3 o’clock train?

Mr. F ish er . I have already missed that train and shall have to be 
an hour late. I am perfectly willing, under the circumstances, to 
take the 4 o’clock train rather than the 3 o’clock if  I can be of service.

Senator B ristow . As I was saying, if  the bankers were not re
quired to subscribe to this stock—if it were purely voluntary with 
them or any other citizen that wanted to subscribe—then, of course, 
you would make no claim for representation ?

Mr. F ish e r . It is not a claim for representation; it is an attempt 
to help the quality of management. I  am not in sympathy with 
the idea of representation particularly. All our discussions in the 
past few months on this question, where intelligent men have got 
together, has not been in favor o f representation. When you appoint
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u man to the Supreme Court he has divorced himself from the bar; 
he may be a lawyer, but he represents the country in that court. And 
the banker does not expect to have a man on that board who will 
listen to what this bank says and what that bank says; he goes there 
in a judicial capacity, and I think you want to drop the idea and the 
bankers want to drop the idea of representation. The bill you have 
before you frankly says “ One man of trained banking experience.” 
I f  you will alter the complexion of the bill, we may withdraw this 
suggestion, but we have to take the bill as we find it. I do not want 
to see a board of whom only one man has trained banking experience.

Senator Reed. Although I disagreed with you a moment ago, I  am 
going to agree with you on that proposition.

Mr. F ish er . We are arguing on this bill; not any other bill.
Senator B ristow . But I am inquiring about a different proposi

tion and I want your views on it. Suppose we amend this bill—which 
I hope we shall do very materially—and that there is no compulsory 
subscription required of the banks; suppose we leave it voluntar}^ as 
to whether they subscribe or not, and that anybody may subscribe-------

Mr. F ish er. Then I will answer you flatly that what I am arguing 
for, and what, I think, my confreres are arguing for, is quality of 
judgment, which has nothing to do with the principle of stock sub
scription.

Senator B ristow . N ow , this bank or banks created in that way 
would perform functions similar to these, and in that event you would 
not insist that we ought to have this advisory council ?

Mr. F ish er . Under the terms of this bill as it stands?
Senator B ristow . That would not be the terms of this bill.
Mr. F ish er . Y o u  mean i f  you put these men or some other men on 

that board------
Senator B ristow . Oh, this bank would be governed by a board, 

yes; but no banker would be compelled, in order to maintain his 
charter, to subscribe to it.

Mr. F ish er . But you retain the principle of one trained banker in 
the bill.

Senator B ristow . Oh, I do not care much for that.
Mr. F ish er . It makes a difference in my answer. I can not answer 

unless you change the complexion of the bill.
Senator B ristow . Leave it as it is.
Mr. F ish er . Then I say have the advisory council, most certainly.
The C hairm an . And you argue that that would be along the line 

o f the central auschuss of the Reichsbank ?
Mr. F ish er . Yes; wThich experience has shown to be eminently 

satisfactory.
Senator N e lso n . Would it not be simpler— I am putting a hypo

thetical case, not to intimate that it expresses my views—instead of 
having this cumbrous advisory council and the board of seven to 
have two practical bankers not owners of bank stock or interested in 
banks at the time, but with practical banking experience, on the 
board ?

Mr. F ish er . I think personally that if the bill provided that at 
least three trained bankers------

Senator N e lso n . N o ; two.
Mr. F ish er . I am giving you my answer; I  am not accepting your 

idea. I would say this, that if  the bill provided for at least three
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trained bankers, the advisory council would be much less necessary 
under the terms of the bill.

Senator N e lso n . Why would not two be enough ?
Mr. F ish e r . They might both be sick in bed.
Senator N e lso n . Would it not be better to have these two out

siders ?
Mr. F ish er . N o  well-managed organization to-day can be handled 

successfully with only two officers. I think, by the way, Mr. Chair
man, that is something you ought to contemplate in your amendments. 
You have not provided, for instance, for a deputy for your Federal 
reserve agents in case of illness or absence.

Senator N elso n . That would be provided by rules and regulations, 
I  think.

Mr. F ish er . And I am inclined to think that a chairman and vice 
chairman are hardly sufficient. There ought to be provision for a 
substitute in case of emergency. No well-managed bank to-day of 
any size can successfully handle its business with only two executives, 
because if one is away on vacation or, as he properly might be, per
haps, in this case, in Europe studying banking conditions, the entire 
responsibility on one man might be entirely too great. I  think that 
three, or at least two, with a provision for deputization of power, is 
quite essential wherever officers of chairmen are provided for.

Senator N e lso n . Would it not strike you as simpler to have a board 
of seven, five appointed by the Government and two appointed by the 
Government, but from a list furnished by the banks of practical 
bankers, but not stockholders or officers in banks at the time ? Would 
not that be a solution ? I  am putting a hypothetical case.

Mr. F ish er . No; I think that as this is, after all, a banking enter
prise, two is rather a small number for me to argue for.

Senator N elso n . Why three?
Mr. F ish er . For the very reason I have stated, that with one man 

away there would only be one man left. I f  you have three, then 
with one man away you have two left. Understand, I am not worry
ing over the question of management. I am not worrying as to 
whom President Wilson is going to appoint. I think it will be satis
factory. We are discussing this thing from the standpoint of all 
time, and two men in any capacity is too small a number from the 
standpoint of practical business experience. Now, for the third 
point. In the creation of a system of Federal reserve banks a begin- 
ning should be made with the present central reserve cities, additions 
to be made by the Federal reserve board gradually as, in their judg
ment, conditions warrant them. Meanwhile the facilities required 
by other centers could, in our judgment, be adequately supplied by 
branches.

Senator N elso n . That means you would start with three regional 
banks?

Mr. F ish er . The philosophy underlying that suggestion is this, 
that the credit fabric of the country, the loan fabric, has now been 
built up upon the principle of central reserve cities and reserve cities. 
Our thought was, although it is not fully expressed here, that a 
Federal reserve bank, in the first instance, in every central reserve 
city, with a branch in every reserve city, would be a scientific and 
accurate basis of starting in this enterprise. That would mean that 
there would be no shifting of reserves where they are now segre
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gated. It would be handled by rediscount in the centers where they 
now repose. I am inclined to think that is a very sound statement to 
make.

Senator N e lso n . There is a good deal of philosophy in it.
Mr. F ish e r . I f  you take twelve, an arbitrary number—and I want to 

state, gentlemen, that an arbitrary number is senseless. Why twelve ? 
Why thirteen? Why nine? Why eleven? I see no philosophy in 
any arbitrary number. You want to draw a bill based on principles. 
For that reason we suggest one in every reserve city. O f course* 
when this suggestion was first made your reserve requirements were 
more along the old lines. You have since changed them. Our 
recommendations here in some cases have been carried out.

Senator N elso n . Your theory is this, that if you made the regional 
banks in the three reserve cities—New York, Chicago, and St. 
Louis—and limited it to that------

Mr. F ish er . At the start.
Senator N e lso n . At the start, it would work less friction and less 

jarring to the reserves of the country? It would be more like these 
banks stepping into the shoes of the old system.

Mr. F ish er . It would not break down a single dollar of credit by 
diversion to the other sections, because your bill provides for redis
counts of $216,000,000—I do not recall the exact amount, but some
where between $210,000,000 and $220,000,000. Now, if you take the 
bill as it stands and arbitrarily make 12 different centers there will 
have to be support drawn in a general sort of way from certain sec
tions, and the money will be diverted to sections where it can not 
profitably be used.

Senator N e lso n . And a good deal of it will come from these three 
central reserve points?

Mr. F ish er . Yes. Understand, I am not here arguing in support 
of any selfish principle, and I am sure our committee is not.

Senator W e e k s . Mr. Fisher, it seems to me to be a very practical 
suggestion, because there would be less disturbance perhaps than 
under any other that could be made. But I do not see anything scien
tific about it, because in order to become a central reserve city all the 
banks in a reserve city have to do is to keep 25 per cent of their de
posits in reserve. In order to become a reserve city it has to be a cer
tain size------

Mr. F ish er . Y o u  understand, since this suggestion was made, you 
have taken away the vitality of the central reserve city and the 
reserve-city idea largely.

Senator W e e k s. There is nothing left.
Mr. F ish er . And, consequently, this suggestion has force only in 

that the reserves in these sections are now supporting certain credit 
fabrics.

Senator W e e k s . We may say, then, as I have said, that it is a prac
tical suggestion rather than one involving a principle.

Mr. F ish er . The principle has been taken away, because you have 
changed the reserve requirements, but it was based on a principle 
when it was first suggested. It is now a practical suggestion rather 
than a continuing principle, if you will note the distinction.

Fourth, at the end of paragraph 1 “ Acceptances authorized by 
this act” are placed in the list with lawful money, national-bank
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notes, Federal reserve notes, and checks and drafts upon solvent 
banks as funds which must be accepted on deposit by Federal reserve 
banks. This suggestion, gentlemen, I think, has no force now since 
the bill was amended by the House committee. We need not consume 
any time on that point.

Fifth, substitute for lines 21 to 24, after the word “ securities,” the 
following:
but it shall include obligations issued by the United States, or by any State, 
eounty, or municipality in the United States, and maturing in not more than 
six months.

I want to call your attention, gentlemen, to the fact that this sug
gestion is fundamentally sound, and that the plan developed in this 
bill is fundamentally unsound; that is to say, particularly if you 
throw the burden on these Federal reserve banks, looking out for 
these 2 per cent bonds, it seems to me you do not want to bring into 
competition State bonds and municipal bonds and county bonds. But 
1 think you can very happily for temporary purposes buy the short- 
time obligations of States and cities. You know you have had a 
great deal of argument here before you from time to time on the 
subject of fluid and fixed credit; and if there is any philosophy in 
those arguments it certainly is all directed against this principle in 
the bill, and if you do include it as a principle in the bill it should 
only be for capital purposes.

Senator NeiJson. Y o u  are violating by putting a part of the re
sources of the bank or investing it in fixed securities what I call the 
principle of natural elasticity. Elasticity, as I understand it, is to 
be based on the commercial wants of the country—on what trade, 
traffic, and commerce need. You want part o f it diverted to buy these 
securities?

Mr. F ish e r . N o; I say take fixed securities out and accept our sug
gestion of taking the fluid type.

Senator N e lso n . All those securities are, in a sense, fluid.
Mr. F ish e r . What I mean is this: Suppose the city of Philadel

phia has taxes due on the 1st of July, and experience shows they col
lect 80 per cent of those taxes. They issue on the 1st of April a short- 
time instrument due the 1st of July to be paid by those taxes. That 
would be an absolutely gilt-edged investment, a type of investment 
that could be sold abroad, that would be bought abroad, and would 
in a measure help these Federal reserve banks in safeguarding market 
relations between Europe and this country so far as the gold question 
is concerned. I  see no reason why strictly fluid city securities, or 
^ven State securities, which are to be paid out of taxes should not 
have just as good standing as the other type of fluid instrument. It 
has got to come from the people.

Senator N e lso n . I f  you adopt that principle you would have our 
currency measured not only by the commercial wants of the country, 
but you would have our currency measured by the amount of these 
municipal notes issued, and you would get an artificial elasticity. 
You would measure it not only by what commerce needs in the shape 
o f notes and bills of exchange and acceptances, but in addition to that 
you would inject into it this matter of municipal bonds, and you 
would absolutely destroy the scientific principle of elastic currency.
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Mr. F ish er . I want you to consider in that connection this feature, 
that the better type of these short-time instruments are very popular 
in Europe.

Senator N elson . I do not care about popularity; here is the prin
ciple. Our currency under this system would fluctuate by the munic
ipal wants of these cities according to the volume of municipal notes 
they issued.

Mr. F ish er . I f  you will let me finish what I was going to say: 
These short-time instruments are growing popular in Europe, and 
would be a character of investment—and I am making a distinction 
now between a currency basis and an investment basis—which could 
be sold in Europe. It would be a very easy instrument through 
which these Federal reserve banks could control the gold reserves. 
I  have shown you, as an example, how the city of New York has been 
able to protect the gold reserves of this country by selling these in
struments------

Senator N elson . But you are all the time assuming that for this 
volume of municipal notes there would always be a market in Europe.

Mr. F ish er . I  am suggesting further—and you remember I stated 
it in the beginning—that the principle of the investment of capital, 
which is an entirely different thing from the use of deposits, should 
be considered. You agree with me that this should be stricken out, 
as it stands?

Senator N elson . We do not want municipal bonds in there. We 
do not want that the basis of our new currency,

Mr. F ish er . i3ut you should consider? however, if you are going 
to have anything of this nature in your bill, this short-time-note prin
ciple, because it has a bearing on the subject entirely separate and 
apart from the currency question------

Senator W eek s . Mr. Fisher, would your recommendation be that 
the reserve banks should be authorized to purchase public bonds hav
ing not longer than nine months to run ?

Mr. F ish er . I told you what is really the scientific handling of 
this question. Of course, the warrants of small municipalities are 
easily handled by the local banks. The large cities, of which there 
are not very many, have a volume of issues that do go outside of their 
particular environments. Now, if this is to be treated properly, I 
believe that for capital purposes these Federal reserve banks could 
take the type of notes that would be issued in anticipation of definite 
revenues; and there should be in contemplation the history of ex
perience. In other words, if the preceding year the taxes received 
were paid at the rate of 80 per cent, no issues should be taken that 
were not justified by the experience of the preceding year.

Senator W e ek s . Y ou know we have a law in Massachusetts which 
authorizes municipalities to borrow in anticipation of taxes. Taxes 
are collected the 1st of November, and those obligations are. always 
paid.

Mr. F ish er . Always paid except those against arrearages.
Senator W eek s . That is a very small percentage, and even now a 

considerable amount of foreign money is invested in those short-time 
notes.

Mr. F ish er . Now , if you will limit it to capital purposes and not 
take in deposit money, it will make an excellent investment, because 
it is something that might be sold abroad, when you could not sell a 
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short-time Government bond. That is a suggestion. It is at least 
worth considering.

And I think our suggestion has a sound basis. I fully recognize 
what our friend here says about the question of the commercial as 
against municipal credit; but these are strictly fluid credits; they are 
always promptly paid, as you know from your experiences, and I be
lieve for capital purposes it would be a very desirable and a very use
ful type of investment.

Senator N elson . I do not want to interrupt you, but it is merely to 
clear up my ideas.

Mr. F ish er . I agree with your fundamental principle, and conse
quently I would say that these short-time notes should be used only 
for capital purposes and should have some carefully drawn instrument 
which should provide for the quality of the revenue bonds taken.

Senator W eek s . I suggest that you draw up for us what you have 
in mind.

Senator N elson . Your modification of it. You understand my 
view of an elastic currency—we call it an asset currency—that i% 
based upon the commercial wants of the country; and it should fluc
tuate, ebb and flow with the commerce of the country.

Mr. F ish er . Yes.
Senator N elson . N o w , I do not look upon these bonds as a part of 

the commerce of the country in that sense.
Mr. F ish er . Neither do I.
Senator N elson . And that is why I make the suggestion.
Mr. F ish er . And I agree with you that there should not be any 

manciple developed by which State or municipal issues should become 
the basis of a broad expansion of currency; and I think that my con
ferees will agree with me that that should be a capital investment. 
Prof. Johnson, how do you feel about it; am I right?

Prof. J o h n so n . Thoroughly.
Mr. F ish er . I think we have now come to item No. 6.
Senator N elson . I f  you will be kind enough to state what section 

that refers to as you go on, it will be easier for us to follow you.
Mr. F isher  (reading). “ It seems to the committee that such a lim

itation ”—the bill provided originally that there should be a limita
tion of $500,000,000 for the currency issues. That having been 
changed, I  will omit making any reference to it.

So I will go next to item No. 7. [Reading:]
An issue of Federal reserve notes is hereby authorized. The said notes shall 

bear on their face the guaranty of the United States and shall be issued at the 
discretion of the Federal reserve board, and solely for the purpose of supplying 
currency to Federal reserve banks, as hereinafter set forth. They shall be 
receivable for all taxes, customs, and other public dues, and shall be redeemable 
in gold on demand at any Federal reserve bank.

Now, of course, this refers to what some regard as a very sore 
point in this bill. Our committee suggests------

Senator N elson (interposing). Under section 17, the United States 
is not technically a guarantor of these notes. It is the principal 
debtor.

Mr. F ish er . The suggestion is fundamentally this, that instead of 
these notes being called the obligations of the United States, which 
seems to our committee an extremely indefinite thing, and rot sup
ported by any means by which the obligation is made definite, that
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a flat and definite guaranty will serve the purpose of developing the 
philosophy of the bill, which I take to be, that in the initiation of 
this enterprise the developing of Federal reserve banks with indi
vidual issues, there is to be a solidarity to all the issues, so that there 
will be no discrimination between New York and New Orleans, or 
Chicago or St. Louis.

We believe the principle of guaranty will be justified, so far as 
the Government is concerned, by the excess earning power which the 
bill plans to give to the Government.

Now, that will give the unity to the issues. It will be economically 
sound, because you can not have any fiat issues under a guaranty of 
some other people’s notes, whereas at some time, at some distant 
future time, it might be possible that other types of obligations will 
come into competition with this bank obligation. I need not discuss 
the economic basis of the obligation. But if you do adopt it, I have 
no doubt you will have all the security you will need, under a prin~ 
ciple that is economically sound and eminently practical.

Senator B ristow . Why should the Government guarantee the note 
of the bank?

Mr. F ish er . Why should they be Government obligations, as pro
vided in the bill?

Senator N elson . Well, is there any practical effect—not legal ef
fect ? Take the bill as an entirety; it provides that the regional bank 
shall keep a 33̂ - per cent reserve.

Mr. F ish er . Yes.
Senator N elson . And they are required to redeem the notes them

selves ?
Mr. F ish er . Yes.
Senator N elson . Practically, in one sense, although the phrase

ology is not such, it amounts to this, that the Government—the prin
cipal debtor, in effect, is the regional bank and the Government is 
the secondary debtor?

Mr. F ish er . We have another recommendation in that connection, 
which is simply this, that all the Federal reserve banks be mutually 
responsible for all these notes. That will make even less necessary 
the principle of Government obligation or guaranty.

Senator E eed. Well, you are rather inclined to the view, I take it, 
that when this currency is issued it ought to be a currency that is 
backed by the assets of all these banks ?

Mr. F ish er . Yes, sir.
Senator E eed. And then ought to have, in legal effect, the guar

anty of the United States Government on top of everything else?
Mr. F ish er . That is what we argue for.
Senator E eed. So that it would be a currency as stable as the Gov

ernment itself?
Mr. F ish er . Yes. I  am not expressing any individual view. I  do 

not think it is necessary.
Senator E eed. That is the opinion of this board?
Mr. F ish er . That is the opinion of this committee.
Senator E eed. That is a question which we have had some discus

sion about.
Mr. F ish er . But there is a very important difference------
Senator B ristow  (interposing). That is what I  want you to clear 

up. I do not think you differ from the others who have appeared.
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Explain the difference, will you, please, between an obligation of the 
Government and a guaranty of the Government.

Mr. F ish er . A  guaranty, in the last analysis, implies the possibilty 
of a loss. In working this thing out properly there should be a segre
gation of the earning power of these various Federal reserve banks to 
establish a fund to meet such losses, and the Government, in effect, 
will be the trustee of that fund—will be its disbursing agent—and 
will provide for these losses.

But in order to make their action potent and effective it has got 
to take some form; and we believe that the flat guaranty, the same 
as the flat guaranty of a surety company, where it gets premiums as 
a consideration, is a business proposition, as against putting in, in a 
broad, indefinite fashion, the words, “ These are the obligations of 
the United States.”

Senator H ollis. Well, instead of the certificate or note bearing 
the statement, “ This is an obligation of the United States Govern
ment,” you would have it bear the words, “ This note is guaranteed 
by the United States Government,” would you?

Mr. F ish er . I would say this, in substance, “ In consideration of 
the surplus earning power of the Federal reserve banks, which, under 
section so-and-so, subdivision so-and-so, is segregated for this pur
pose, the Government hereby guarantees, under the audit o f the 
Secretary of the Treasury, this note.”

Senator N elson . Y ou need not put in any consideration, as'would 
be the case in a contract?

Mr. F ish er . It would be logical; that is all.
Senator B ristow . The surplus earnings are to go to the Govern

ment—or the Government could put a tax on them?
Mr. F ish er . There are many ways o f handling it.
Senator B ristow . And that could be a sinking fund, and the 

Government, by virtue of having this fund collected from this busi
ness, could guarantee that these notes would be paid?

Mr. F ish er . Certainly, in a businesslike way. And they are 
watching their job, too, so that they will not have any losses.

Senator B ristow . Yes.
Senator N elson . Would you want these notes payable on demand 

in gold?
Mr. F ish er . At the banks.
Senator N elson . At the banks?
Mr. F ish er . Not at the Treasury. Only when there is loss is the 

Government interested in the thing. When there is loss, provide for 
it specifically, either from the fund or in some other way.

Senator N elson . Will you tell me where this bill provides for the 
regional banks getting gold to redeem them?

Mr. F ish er . This bill ?
Senator N elson . Yes; this Glass-Owen bill. Is there any direct 

provision in this bill which enables the banks to get the gold in th$ 
first instance, the 33£ per cent gold?

Mr. F ish er . Well, that is an automatic proposition.
Senator N elson . H ow  do you mean, an automatic proposition?
Mr. F ish er . The development of a number of regional reserve 

banks and establishing deposits will throw the gold------
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Senator N elson  (interposing). There is nothing in this bill re
quiring these stock subscriptions or this 5 per cent deposit to be made 
in gold.

Mr. F ish er . But you can get the gold the next day.
Senator N elson . Where would the regional reserve banks get the 

supply of gold?
Mr. F ish er . Oh, you can get the gold the next day—by the collec

tion of other items.
Senator N elson . What items?
Mr. F ish er . It might be well to amend your bill to make it “ law

ful money 55; but mechanically it would be awkward to ship lawful 
money to Washington or New York or Chicago. A  certified check, 
in ordinary banking practice, would bring you gold in the ordinary 
course of business.

Senator N elson . But we will say that all these stock subscriptions 
and the 5 per cent fund can be paid in national-bank notes, for 
example, what then ?

Mr. F ish er . I think if you make it “ lawful money ” that you will 
safeguard what you have in mind.

Senator N elson . That is lawful money. They could be paid in 
either silver, gold, or greenbacks—all three.

Mr. F ish er . Yes.
Senator N elson . Suppose the banks in their subscriptions and in 

their 5 per cent reserves—suppose' they dumped in nothing but green
backs—or silver, if you please ?

Mr. F ish er . Yes.
Senator N elson . What then ? That would leave the bank to start 

without any gold, and it would throw the whole gold redemption 
onto the Government, if you leave the bill as it is, would it not?

Mr. F ish er . A s a matter of business practice, I  should suppose, 
unless there is some plan to the contrary, the Federal reserve bank 
would be inclined to change that to gold.

Senator N elson . Would it not be better, in order to give these 
regional banks a gold redemption fund to start on, to require at least 
a part of this stock subscription and a part of the 5 per cent deposit 
to be paid in gold coin ?

Mr. F ish er . I  believe that a percentage, based on the relative 
amounts of money in the country, so much gold and so much green
backs, and so much silver certificates  ̂ if you will, will be about as far 
as you can go. In other words limit the proportion relative to the 
poportion now existing in the currency of the country.

Senator N elson . N ow , my recollection is that the last bank state
ments—and the chairman, who is well up in figures, will correct 
me if I  am wrong—showed that our national banks have over 
$700,000,000 in gold coin in their vaults?

Mr. F ish er . Yes.
Senator N elson . That is my impression. I  think I am not far out 

of the way, am I, Mr. Chairman ?
The C h a ir m a n . That is substantially right.
Senator N elson . Yes; I think a little over that. So that they 

could provide an ample reserve from that stock, could they not ?
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Mr. F ish er . Yes. I  think that the words “ lawful money,” how
ever, would be logical, and that the trend of experience would give 
the proportionate amount of relative items that would be appropriate.

Senator N elson . Yes.
Mr. F ish er . I f  you compel them to give gold, flatly, you would be 

compelling them to alter the normal, natural relations of their pres
ent reserves.

Senator N elson . But would you not throw the whole burden on the 
Government in that case? Suppose we had a condition as we had 
during the last two years of Cleveland’s last term, where it should 
pay the brokers and people of New York to ship gold to Europe; they 
would get those national-bank notes and go to the Treasury and snake 
out the gold and ship it to Europe and you would be throwing the 
whole burden of gold redemption on the Federal Government, would 
you not?

Mr. F ish er . It seems to me that what you call the burden on the 
Government to the extent that it is a burden, would be in favor of 
this semi-Government bank, and consequently no harm would be 
done. In the last analysis, it is more desirable to have the protec
tion of the Government’s gold supply in the hands of these banks 
than in the hands of the Government, because they have commercial 
means of protecting those supplies.

Senator N elson . Yes.
Mr. F ish er . And so I  have no special horror of that condition 

that you suggest; for even if these Federal reserve banks did go and 
exchange their greenbacks for some of that gold it would do no 
particular harm, because it would be merely a change of place of the 
deposit of that money.

Senator N elson . Yes.
Mr. F ish er . Of course, no one knows just exactly what the expe

rience would be if “ lawful money ” were used. And if you want 
to be severely scientific I suppose if you compelled it to be paid in 
“  lawful money,” as I said before, in the proportion in which the 
banks now have money, it would be about as good a result as you 
could expect.

Senator N elson . N o w , a part of the object of this bill, and I  think 
a most worthy object, is to confer power on this system to do what I 
call the foreign exchange business, which is now done through the 
large foreign banks. In other words, to control the shipment of im
ports and exports with our American banking system. Now, if we 
base our money—get it out of line with the money of Europe, with 
the Bank of England, and make our money redeemable in the alter
native, in gold or in national-bank notes, we are not in a position to 
compete with London and the London market in the matter of for
eign exchange, it seems to me. You are putting us out of skew, to 
use a vulgar expression, with the banking system abroad.

Mr. F ish er . We have got to effect our ultimate exchange with 
international money; that is true.

Senator N elson . Yes.
Mr. F ish er . But you always have the protection of peremptory 

mandate. The Bank of France, if it wants to—and there is no law 
that I know of that covers the situation—pays out silver, and they 
naturally discriminate between the demand of their local people and 
the demand of international trade. We, in our experience, naturally,
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would have to accept and comply with the demands of international 
trade. But I presume that if it came to a crisis we would be per
emptory in our relations with our own people. In other words, we 
would give them some of these notes that you criticize.

Senator N elson . N o w , let me give you a concrete case—and this 
is a real case. A wholesale grocer in Minnesota, in importing coffee 
from South America, has to do it in this way: He has to buy a letter 
of credit on a bank or an accepting house in London, and then he 
has to issue his draft, draw on that bank or accepting house in order 
to get his coffee, and pays for it in that way. Now, that is the system 
we are acting under now.

Mr. F ish er . Our merchants are paying two charges for their ex
change.

Senator N elson . Yes. Now, we ought to get away from that sys
tem, ought we not ?

Mr. F ish er . Your bill provides, in broad terms, to get away 
from it.

Senator N elson . N o w , can we get away from it and accomplish 
what you set out to do, unless we make our monetary system in 
harmony with the Bank of England notes, redeemable in gold ?

Mr. F ish er . N o w , I will refer to------
Senator N elson  (interposing). Well, I will not ask you any 

further------
Mr. F ish er . Well, it seems to me that we have got to accept for 

the time being, the fact that our currency is somewhat heterogeneous. 
But with the establishment of these Federal reserve banks, and with 
the full knowledge that we have $1,000,000,000 of gold deposited with 
the Government at the present time; and without any antagonism, 
gentlemen, on your part, I believe that those gold certificates will 
gradually drift into these Federal reserve banks, and that the notes of 
the Federal reserve banks will gradually take their place—that you 
have got a potential and very positive force which will increase the 
relative amount of gold in banking circles of the country. With 
all this, I  think there is nothing ahead that is particularly dangerous.

Senator N elson . D o you think that, dollar for dollar these new 
notes of the regional banks will take the place, without any “ ifs ” or 
u ands ” of the gold certificates?

Mr. F ish er . Gradually; and if you will advocate the principle 
which is advocated by some, that these Federal reserve banks are to 
hold the reserve money of the banks of the country, you would have 
a very much greater reserve of gold, than you will under this bill. 
I am not prepared to argue for that principle; but it is being thought 
of * and it will give you a larger store of gold in the center than you 
can possibly have under the bill.

Senator E eed. I f  these notes issued under this system are meant 
to meet 'the needs of commerce------

Mr. F isher  (interposing). Domestic commerce.
Senator E eed. Yes. That, of course, involves the idea of expand

ing and contracting, as the demands of commerce are greater or less. 
Now, it has been argued here by nearly every witness that there was 
no danger in the amount issued, or but little danger, because they 
would be speedily turned into the banks and redeemed.

Mr. F ish er . I f  properly developed.
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Senator R eed. N o w , if you were to permit those notes to be used 
as bank reserves that would tend to deter the redemption and destruc
tion of them and the retirement of them, would it not?

Mr. F ish er . Yes. But that is a different question. The time might 
come when through the relative lessening of the amount of gold 
in the Federal reserve banks the broad results of an international 
purpose of developing great stores o f gold in the centers might justify 
the substitution of these notes for gold. It is not a question to-day, 
but the time may come. In Germany, the notes of the German Bank 
are held in the reserves of the banks. That throws a larger store of 
gold to the center. Truly, the redemption proper is much more slow, 
and in some cases the bills may never be presented. But it gives us a 
more potent gold power which may offset that inflation to which 
you refer. I am not arguing for it ; but I want you to consider the 
point.

Senator R eed. What I am trying to get your views upon—because 
you have had a good deal of practical experience—is this: When a 
man brings a promissory note or bill of exchange to a bank and that 
bank deposits it with the Federal reserve bank and gets currency for 
it, of course that is currency based upon credits.

Now, if you substitute as a redemption fund credit money, it 
seems to me that we would be in a position of redeeming credits with 
credits, and therefore we would destroy the idea of an ultimate 
redemption in something that the world calls money.

Mr. F ish er . The more prompt the clearing and the more prompt 
the redemption the less the inflation and the more accurately the 
commodities exchange themselves.

Senator R eed. Therefore ought we not to insist that the reserve, 
whether it be a 33  ̂ per cent reserve or a 20 per cent reserve or a 75 
per cent reserve—whatever it is—should be an actual reserve in gold ?

Mr. F ish er . Yes.
Senator R eed. I thought I had misunderstood you.
Mr. F ish er . Not at all. I  merely want to call your attention to 

the fact that the time may come when it is desirable to get into the 
center for international purposes some of the gold now reposing in 
the reserves of our national banks and our State banks and trust 
companies.

Senator R eed. What do you mean by “ into the center ” ?
Mr. F ish er . Into the Federal reserve banks. And to the extent 

that there are Federal reserve notes outstanding there will be a trend 
of gold to the center, and it will be a greater trend if some of these 
notes were held for reserve purposes. But it would mean this: That 
the aggregate reserves of the country would be relatively less. We 
have very much higher reserves here than in Germany or in France 
or England, and the time may come when we may have to be more 
on a parity of reserves, and that would be an easy way, and in some 
respects the best way—to reduce the reserves without reducing the 
percentages.

Senator R eed. N o w , it is a little aside from what you have been 
talking about, but it is kindred to the theme we are speaking of. 
Do you not believe that the very fact that the Federal Government 
has in its vaults a billion and nearly one hundred million dollars of
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gold, and in addition to that $150,000,000 more of gold stored away, 
is a great element of strength in our present financial system ?

Mr. F ish er . In 1908, when I was invited to appear before the 
then House Committee on Banking and Currency, I  argued on the 
plan that was then suggested—that the Government always should 
have behind all banking its own store of gold.

Senator R eed. Y ou would like to see that maintained?
Mr. F ish er . And it will be maintained under this bill to the extent 

that the certificates of that gold are held for reserve purposes.
Senator R eed. Yes.
Mr. F ish er . It will be lessened to the extent that you can substi* 

tute in the hands of the people Federal reserve notes for gold certifi
cates now locked up in safe-depoit vaults and in stockings all over the 
country.

Senator R eed. Yes.
Mr. F ish er . In other words, if the gold, as you say, in the national 

banks is about $700,000,000------
Senator N elson . A little over.
Mr. F ish er . It is probable that there will be a gradual trend, by 

which $300,000,000 more gold will come to the banking system under 
the Federal reserve banks.

The C h a ir m a n . There is a little over $900,000,000 of gold in all 
the banks, and a little less than $600,000,000 in the national banks.

Senator N elson . I was referring to the national banks, Mr. Chair
man. I am mistaken. You say a little less than $600,000,000?

The C h a ir m a n . Yes; in the national banks.
Senator N elson . Yes.
Senator R eed. Y ou are a little away from the thought I had, Mr, 

Fisher. I f  it is a good thing to have this store of gold, whether it is 
represented by gold certificates or however it may be represented—if 
it is a good thing to have that great store of gold, which you and I 
seem to agree upon------

Mr. F ish er  (interposing). Well, Germany has that principle, if 
you remember.

Senator R eed. Well, if that is true, I  wanted to ask you if, under 
our present bank-currency system and greenback system, this gold 
that is now in the Treasury is not accumulated there by virtue of the 
fact that the greenbacks and the bank notes circulate generally among 
the people, performing the functions of money, but at the Treasury 
of the United States—at the custom house—they are not receivable 
as a full legal tender, and therefore gold flows in ?

Mr. F ish er . I think that is one source of the gold supply. And 
the second and greatest is that nobody wants gold.

Senator R eed. Very well; they do not just now.
Mr. F ish e r . N o.
Senator R eed. That is about the only way we get it. Would it not 

be the part of unwisdom to retire those two forms of currency without 
substituting some other method by which we would gather this 
gold in?

Mr. F ish er . I f  I recall rightly, in the recommendation of our com
mittee, to which we are coming, there was the thought—although we 
did not say so in so many words—-that it might be possible, as an 
added use of the earning power of the Government, as an outgrowth
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of this system, to give the Government the privilege of buying up 
its own obligations.

Now, that expression “ own obligations ” is a broad term. It may 
mean notes, it may mean bonds. And if I recall the discussion on 
that point, it was broadly regarded as unsound to develop any 
principle in banking in this country that did not ultimately contem
plate—perhaps not immediately, but ultimately contemplate—the 
retirement of the greenbacks, on the ground, perhaps, not so much 
that they are any particular danger to-day; they have been absorbed 
in the credit relations; and any effect that has come from increased 
prices has been lost sight of for many years; but it has been recog
nized that, if you have the principle of Government issues based on 
them, in one year you may have a larger amount than in another 
year; andjust as soon as you increase such issues, just so soon do you 
inflate prices. That is an automatic result. You know it was the 
case in war times, and it may be the case at any time in the future 
while you have an issue based on debt. So that all economists and 
practically all bankers, although they recognize there is no particular 
danger to-day with the greenbacks, also recognize that fundamentally 
it would be a very desirable thing to get rid of them.

Senator R eed. Well, if you think the issuance of money based upon 
debt works inflation and governs prices, then it seems to me that this 
bill ought to be scanned with some care, because we propose to 
issue money here based upon debt.

Mr. F ish er . What kinds of debts?
Senator R eed. Debts of individuals indorsed by banks and rein

dorsed by the Government.
Mr. F ish er . When payable?
Senator R eed. At various times.
Mr. F ish er . Not to exceed?
Senator R eed. Well, let us say 90 days; and there is no reason 

in the world why they should not be immediately renewed and kept 
out upon new paper, so that the volume would be constantly greater.

Mr. F ish er . Well, in this state of the wisdom of the banking 
world, or of the legislative world, it would be absolutely impossible 
to make a scientific relation between commodity prices and banking 
practice—I will agree that we can not do that, but we understand 
the general trends.

Now, there is a vast difference between a note based upon a debt 
which grows out of the sale of commodities, which is manufactured 
to exchange those commodities, which clears itself and is paid, and 
the commodities consumed, and a debt of a Government for war sup
plies, or any other kind of supplies which may be paid, never, or from
1 to 20 years hence.

Senator R eed. I know.
Mr. F ish er . There is a vast difference in solidity.
Senator R eed. There is a difference in the two systems, and a very 

radical one, if you assume, first, that the Government issues its cur
rency to pay its running expenses and makes no provision for the 
speedy retirement of that currency; and then you issue another cur
rency based upon obligations that all mature within 90 days, and 
thereby the currency is retired.

But we must take into consideration that as far as this bill is con
cerned if $1,000,000,000 of money was issued on 90-day paper to-day,
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there is no reason why as that 90-day paper matures other paper can 
not be substituted for it—a continual flow of paper coming in to take 
the place of that which is paid off; and thus the currency be kept— 
$1,000,000,000 in excess of what it was before the operations began.
# Mr. F ish er . The truth is, just what you say is entirely the prac

tice of the last 15 years, and during that period you have seen prices 
g# up in this country 40 per cent. One of the chief elements, in my 
judgment, for prices having gone up in such a fashion has been the 
development of credit on collateral loans, on single-name paper, we 
build factories and other enterprises. And, strictly speaking, we 
can not get any nearer to a correct relation between money and prices 
than prompt clearing, and everything you can develop in this bill to 
effect prompt clearing will bring you nearer to that relation. I think 
credit currency is absolutely sound, but you can not do any more 
in this form than to provide the trend.

Senator R eed. Can not that be worked out to a great extent by 
using this term “ automatic55 ?

Mr. F ish er . I do not think you can possibly, scientifically, develop 
the absolute correct relations between the loan made upon fixed and 
upon fluid credit. We understand the philosophy of it, and within 
the last year there has been a great deal of thought and attention 
paid to that subject. I agreed to write two suggestions for two 
amendments; but I would not agree, and I do not believe any man in 
the world would agree, to write any amendment that would segre
gate scientifically and correctly the relations between fixed and fluid 
credit.

Senator R eed. Would it be your idea if a certain currency has been 
out a certain length of time, it should begin to bear some kind of 
interest charge which would compel its retirement?

Mr. F ish er . This bill provides that currency shall not be issued 
by any other bank than the one that originally issued it. In other 
words, it will come back for redemption. Now, we have two definite 
experiences. I f  I remember rightly, at the very most Canadian cur
rency does not remain out more than 30 days. I  think the Scotch 
experience, perhaps, because of being a smaller country, is that it 
remains out a shorter time. I do not remember the exact figures. I 
do not think you need worry about inflation under the bill, because 
you provide prompt redemption. Other than that, it is based on fluid 
credit. Of course, going into the broad question, you have developed 
scientifically that collateral loans should always be against time 
deposits that can not be spent. Fluid loans should be the only basis 
for currency issues, and should be the only basis for demand deposits; 
and if you carry those ideas out into the realm of the savings bank, 
into the realm of the trust company, of the State and National 
banks, you are developing the principle—if you could give the proper 
relations that would help. You have done something in this bill 
that I think will cause added confusion between the prices of fixed 
and fluid credits, and that is putting the savings bank section in the 
commercial bank section. Unless there is an absolute segregation, 
and an absolutely scientific management, you have provided a means 
by which you can do a broad business upon a lower reserve basis and 
upon a fixed form of credit.

Senator Reed. Y ou think there is some danger of inflation unless 
it is safeguarded ?
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Mr. F is h e r . Unless the segregation between the savings and com
mercial banking is properly safeguarded.

The C h a i r m a n . There are one or two questions I would like to 
ask you, Mr. Fisher. It has been suggested, with regard to the 2 per 
cent bonds, that a certain volume of those bonds might be annually 
retired upon the plan which I shall explain to you—that is, that the
2 per cent bonds held as a basis of note issue might be taken over in a 
certain fixed amount. We will say, for the purpose of convenience, 
10 per cent of the outstanding volume, amounting to some $70,000,000, 
to be taken over annually. Then, when those twos would be taken over 
by the United States, the United States would, in that event, assume 
the redemption of the national-bank notes issued against those par
ticular bonds now held by the Comptroller of the Currency. The 
United States, in redeeming those national-bank notes, which now 
rest upon the 2 per cent bonds, would issue its own Treasury notes, 
payable in gold, at the Treasury in Washington, and place in the 
reserve division of the Treasury those $70,000,000 of twos, but in the 
form of threes, with a right in the Treasury Department or the Federal 
reserve board to issue them either as bonds maturing in 20 years 
or as annual notes renewable during a period of 20 years at the 3 
per cent rate. In that way it would provide a basis of obtaining 
gold, if necessary, to redeem such notes, and to issue those notes in 
small denominations so that they would be readily absorbed as till 
change, and therefore prevent, by that arrangement, the rapid de
livery of these notes for redemption.

Along with that suggestion, as a part of it, it was proposed that a 
like amount of gold should be put in the Treasury reserve by taking 
the gold from the current funds of the Treasury and putting them 
into the reserve division and issuing, in lieu thereof, a like amount of 
Treasury gold notes. The effect of that would be, in one such trans
action, $70,000,000 of bonds and $70,000,000 of gold going to the re
serve division, and against it $140,000,000 in Treasury notes pay
able in gold at the Treasury in small denominations.

Is that too complicated a proposal for you easily to follow ?
Mr. F is h e r . The proposition for the Government to redeem its 

bonds with short-time obligations is good. The currency provision 
I do not like at all. It would simply be an added confusion to our 
currency system.

The C h a i r m a n . The purpose being eventually to retire------
Mr. F is h e r . I would let the currency be handled by the banks. 

You might better let the short-time notes go into the banks and let 
the banks finance the $70,000,000. Let the Government retire and 
finance, perhaps? the sale of 3 per cent bonds, but it seems to me the 
issue and financing of short-time notes should be done by the banks 
and not by the Government. I would not confuse the two prin
ciples.

The C h a i r m a n . The proposal was to retire the national-bank notes, 
and this was the method by which to retire the national-bank notes 
instead of the 2 per cent bonds alone. There would be in lieu of that 
50 per cent of bonds and 50 per cent of gold.

Mr. F is h e r . It seems to me the retirement of the national-bank 
notes can be effected by the Federal reserve bank. You have the 
germ there of a good idea, but the currency function should be 
handled by the banks and the other end of it by the Government—
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that is to say, pay off the long-time bonds by short-time notes. But 
I  would not let the redemption gold reserve of the currency function 
unify itself with the general principles of your bill, and I think it 
will be very much more satisfactory because, potentially, as you 
give it, there is an element of inflation there.

The C h a i r m a n . The note issue would be identical; there would be 
no inflation whatever. The notes issued would be notes to take the 
place of the national-bank notes on the one side and to take the place 
of the gold on the other.

Mr. F is h e r . That probably could be done if there were no col
lateral bank plan developed at the same time, but I do not think the 
two together would be desirable.

The C h a i r m a n . The purpose was to provide for the 2 per cent 
bonds in a way that would be satisfactory to the banks of the country, 
who have been a little apprehensive that they would suffer a loss.

Mr. F is h e r . I believe the plan, however, to let the Federal reserve 
bank retire a certain percentage each year by the issue of bonds or 
currency either, maximum and minimum, as I have suggested, would 
be a much better plan and the whole fabric of our currency would 
be much stronger.

The C h a i r m a n . Mr. Simmons, who have you now ?
Mr. S i m m o n s . I f  you will permit me, I will continue with that.

STATEMENT OF W. D. SIMMON'S— Continued.

Mr. S i m m o n s . I will not attempt to follow Mr. Fisher’s lead in the 
scientific discussion, but from the standpoint of a business man, with 
the exception that we utilize, as business men, the services of Mr. 
Fisher and a number of men in conference with us to give an ex
planation to us of certain points; and, as a result of those conferences, 
we have formed our conclusions and made a report to the business 
men of the country.

Mr. Fisher stopped at No. 8. It speaks there of a tax upon notes, 
and the point I wanted to make is that our conclusion was that the 
taxing of notes put a tax upon certain elements of the business 
interests of the country, because they have occasion to use notes and 
as compared to those who only have occasion to use checks. And it 
was a discrimination which we thought ought to be avoided, because 
we saw nothing in it but discrimination. Inflation is next. Inflation 
could be without any issue of notes at all. It could occur, in fact, 
where no notes are called for or desired. That covers 8 and 9.

As to No. 10, the mutual guaranty of the notes, that was covered 
by Mr. Fisher.

No. 12, the statements of the Federal reserve bank has been covered 
in your recent draft of the bill.

No. 13, the authorization of the Federal reserve banks to make 
deposits in and discounts for any other Federal reserve bank. We 
distinguish there between authorization and requirement. It seemed 
to us that unless your requirements were very thoroughly protected, 
perhaps as has been proposed since, it was very much better and 
safer to trust to the judgment and patriotism of the Federal reserve 
banks and their directors, as a whole, than to leave there a require
ment with a possibility of the use of it as has been suggested might 
occur.
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Senator N elson . Mr. Simmons, Mr. Yanderlip suggested that un
less you had such a compulsory process the system would not work at 
all. You must have it so arranged that you can pipe the reserves 
from one regional bank into the other, and you could not do that 
unless you had the compulsory system.

Mr. S im m o n s . I say unless it was safeguarded, as has been sug
gested, by a nonpartisan element and the requirement of unanimous 
consent.

No. 14, the automatic continuance of the banking system. It 
seemed to us there was a danger to the business interests of the 
country to have no provision for the automatic continuance of the 
existence and authority of banks to do business in case there should 
be some delay in forming some substituted plan when these charters 
expire. There have been such things as deadlocks and things of that 
kind, and it seemed to us that some provision should be made here 
so it would be automatic and have the business of the country con
tinue, rather than have the whole business of the country thrown in 
a turmoil.

Senator N elson . This does not interfere with the automatic busi
ness you refer to, except in the bond provision providing for the 
gradual retirement of the circulating notes and in the change of the 
reserve provision of the existing law. This system of pyramiding 
reserves, the bill provides for a gradual change from one system to 
the other within three years, beginning with 3 per cent during the 
first year and culminating at the end of the third year with 5 per 
cent. Otherwise it does not interfere with the existing system of the 
national banks.

Mr. S im m o n s . But their charters would practically all expire at 
the same time.

Senator N elson . Oh, n o ; their charters continue. They would ex
pire if they did not come into the system, but if  they come into the 
system they would continue under their charters as tliey are.

Mr. S im m o n s . Indefinitely?
Senator N elson . N o ; those charters are only for 20 years in each 

case.
Mr. S im m o n s . That is the point, and that is the reason we thought 

if at the end of those 20 years there was not some substitute legisla
tion the banks should be allowed to continue.

Senator N elson . We do not change that system; there are a great 
many banks that have renewed their charters. They renewed after 
the 20 years. Some have had two renewals and lots o f them have had 
one.

Senator E eed. And, Senator, there has never been a renewal denied 
in case the bank was sound.

Senator N elson . I do not recall any renewals being denied where 
a bank was sound. They were always given as a matter of course. 
And, for instance, if the bank joins this system its charter is for 20 
years and, assuming it has run for 10 years and has 10 years more to 
run, it would run under that. And at the end of the 10 years, unless 
we change the law and this bill does not change that part o f it, as 
a matter of course they could get a renewal if in a sound condition. 
I think there are only two changes, and they are in the matter of re
serves and in the matter of gradual retiring of the circulation, which
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is squinted at in one section with reference to the bonds. Outside of 
that they are left intact.

The C h a ir m a n . The intention of this bill was to limit the life of 
those reserve banks to 20 years, and I understand Mr. Simmons’s 
suggestion relates to putting in an automatic provision, in this con
nection, with regard to the life of the Federal reserve banks and not 
the ordinary national banks.

Senator N e l s o n . No; he referred to national banks. You referred 
to national banks, didn’t you ?

Mr. S im m o n s . I f  I did, I beg your pardon; I  did not intend to 
refer to national banks. Our one point is, as we understand this law, 
to provide that the Federal reserve banks should automatically con
tinue at the end of 20 years if, at the end of that time, there is no* 
provision made, or there is no substitute provided. Unless there is 
some provision made for that, they should automatically continue 
the same as directors continue until their successors are elected.

Senator N elson . The same as in the case of the national-bank act* 
I thought you referred to national banks.

The C h a ir m a n . It would require affirmative action, of course, at 
the end of the 20 years.

Senator N elson . I think the bill ought to provide as the national- 
bank law does for renewal under proper conditions. Otherwise, the 
system would be at the mercy of Congress.

The C h a ir m a n . The intention was to make it at the mercy of Con
gress, instead of having Congress, possibly, at the mercy of the 
system.

Senator R eed. There ought to be a phrase put in there providing^ 
in the event of no other legislation, that the system might continue.

Mr. S im m o n s . That is our whole point.
Senator R eed. We will consider that.
Senator N elson . Y ou are right. In case the system is retained^ 

then there can be a renewal, if the bank is sound.
Mr. Simmons. No. 15 has been covered by Mr. Fisher, except it 

refers to the use of some of these profits to liquidate the existing de
mand obligations of the United States. The situation as we see it 
from a business standpoint is that those notes, as they come out, with 
lawful money as a reserve against them, are practically the obligation 
of the maker, the United States, backed by security—good commer
cial paper—and then against them for their protection, a reserve-^ 
the obligations of the same maker, without any backing. Our idea i& 
that the existence of the greenbacks is what makes that necessary, and 
it would be wise, so far as possible, or, as soon as possible, to get rid 
of that which makes that obligation.

Senator N elson . Y ou would avoid that by making the new notes 
redeemable in gold?

Mr. S im m o n s . Yes.
Senator N elson . Don’t make war on the greenbacks. The green

backs and the soldiers are what saved this country, and I want you 
to remember the soldiers carried the greenbacks in their pockets 
while they carried the muskets on their shoulders. It was not the 
capitalists who.saved the country; it was the people of the country 
who were willing to take that currency and the people of the coun-.
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try who shouldered the muskets. Don’t make war on the green
backs.

Mr. S im m o n s . I am not making war on the greenbacks, but I am 
suggesting taking a rather anomalous situation out of the way.

Senator R eed. Senator, you never came around and growled be
cause you took those greenbacks at 35 cents on the dollar, did you ?

Senator N elson . Oh, no; we took the greenbacks and were glad 
to get them.

Mr. S im m o n s . The only other section that requires attention is 
the one with regard to the use of the words “ Secretary of the Treas
ury,” and his position. It seemed to us that the provisions relative to 
the Secretary of the Treasury were, in some cases, the way this bill 
came to us—some of those instances have since been changed—were 
rather conflicting in respect to his relation to the board of which he 
was a member. In some cases he was practically in a position to 
supersede the action and authority of the board of which he was a 
member. It seemed to us wise to suggest that it be made entirely 
clear. I f  the Federal reserve board principle is to obtain—and we 
are ready to grant it is perhaps the best one—then it would seem to 
Us the Federal reserve board should be and have entire control and 
should not be superseded by one member of that board. The other 
points, I think, have all been covered in your recently drafted bill.

Senator B ristow . I was not present during the statement of Mr. 
Fisher. I  was called out and did not get to ask a question I wanted 
in regard to the character of the Government’s guaranty of these 
notes—that the Government stood as a guarantor, and, by virtue of 
the Government’s standing as such indorser of those bank notes of 
these banks, it should receive the profits from and above the 5 per 
cent—60 per cent of it—and, presumably, those profits to the Govern
ment would create a fund which would justify it and make it safe 
in standing for this security for the ultimate redemption of these 
notes. Is that an idea that reflects the opinions of your committee ?

Mr. S im m o n s . Yes. It reflects the conclusion we came to under 
existing conditions. I think the opinion of our committee generally, 
and I think the general consensus of the business opinion of the 
country, is that it would be well to have these notes a bank issue, 
and then, if you want that Government protection, it can be; but there 
is something to go back of that, something where the Government 
supervises and guarantees the holder of that note, perhaps, but does 
not get into the shape of a maker, and the compensation being that 
it shall have the profits of this fund to make it entirely safe.

Senator B ristow . That is a sound business principle, is it not? 
Do you not think it makes it entirely so ?

Mr. S im m o n s . It appears so to us; yes.
Senator B ristow . Now, what would you think, in order to give 

this bank and national banking system of the country greater 
stability, of having a similar provision in regard to the deposits of 
the bank. Let the Government levy a tax of some kind on the 
operations of the bank, to create a fund which would guarantee 
losses by depositors in case the national bank failed.

Mr. S im m o n s . I would think the general consensus of opinion is 
against anything in the shape of the Government guaranteeing de
posits, based upon experiences that have been had.

Senator B ristow . What experiences do you refer to?
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Mr. S im m o n s . I think the experience they had in Oklahoma, which 
I think your chairman can tell more about than I can. I am not 
stating except what I believe is the general opinion on that point.

Senator B ristow . I mean where there has been some condition of 
failure in Oklahoma. But suppose the Government did not stand 
sponsor, but that it created a fund by taxing the banks and that 
fund was in the nature of a sinking fund out of which any of these 
depositors would be paid, similar, we will say, to the Kansas law, 
it simply administered an insurance department of the banking de
partment. As I understand, there are private insurance companies 
now created to guarantee against the loss of bank deposits. Such 
companies are in operation now, as well as State companies that 
have been organized. In the State of Kansas there is a company 
that is supervised by the banking department—that refers to the 
State banks—and another company is organized which insures the 
deposits of national banks. It is a private insurance company for 
that purpose.

Why would it not be just as practicable for the Government to 
create a fund, which fund, so created under the supervision of the 
Government, should be pledged to the payment of depositors for 
losses upon the same principle we are creating a fund to incure the 
payment of any of these notes that might fail.

Mr. S im m o n s . I am not authorized to speak for the National 
Chamber, because that point did not come up, but I think I under
stand the general attitude of the business interests toward that 
proposition, and that it would be unwise because it would practi
cally put a premium on lack of care in the use and loaning of the 
deposits, the idea being it would not make any difference and would 
help most the man who regarded the thing least, with the least care 
in his work and the least care in his credit, without himself taking 
the risk.

Senator B ristow . Have you ever examined the operation of the 
Kansas law ?

Mr. S im m o n s . Not sufficiently to speak with thorough knowledge 
of it ; no, sir.

Senator P om erene . What is your judgment of that, Senator?
Senator B ristow . The actual operations of the law have been en

tirely satisfactory. A  depositor can not lose anything in a Kansas 
State bank. It is a voluntary fund; it is entirely voluntary as to 
whether a bank comes in.

Mr. S im m o n s . It is not as to the depositor?
Senator B ristow . No; it is not as to the depositor.
Mr. S im m o n s . He is the citizen, and he pays the b ill; he loses his 

share.
Senator B ristow . N o ; the citizen does not pay the bill. It is like 

insurance exactly.
Senator P om erene . H ow  many bank failures have you had since 

that time?
Senator B ristow . One.
Senator P om erene . Within what period?
Senator B ristow . Four years. And the depositors receive imme

diately a certificate for the amount of the deposit, which bears 6 per 
cent and it at once goes to a premium.

Mr. S im m o n s . That is not an insurance company.
S. Doc*. 2I,L\ vol 3 ------ 88
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Senator B ristow . It is by insurance. It is a mutual insurance com
pany organized by the State and supervised by the banking depart
ment. It simply provides that any bank which desires to insure its 
depositors can subscribe to this fund and pay its assessments, and that 
goes into a fund that is kept in the State treasury. I f  a failure occurs 
of any of the banks, the banking department of the State pays the 
depositors, takes possession of the failed bank and closes up its 
affairs, and then the receipts from the winding up of the bank’s 
affairs go into this fund which has been drawn upon.

Senator N elson . That is practically the Canadian system.
Senator B ristow . It works just as Mr. Dawson said the Canadian 

system worked. The depositors of the failed bank really get more 
money, because their certificates at once go to a premium.

Senator N elson . They get certificates that draw 6 per cent interest.
Senator B ristow . Ours is exactly the same. The national banks 

have organized a mutual insurance company which they supervise, 
and it is not supervised by the State. They have had no failures.

Mr. S im m o n s . Who is it in that case that decides who shall 
come in?

Senator B ristow . It is wide open to anybody that will comply with 
the conditions.

Mr. S im m o n s . It is not wide open to anybody, but they make 
conditions.

Senator B ristow . The State makes conditions also. Nobody can 
come in except a bank that has a proper standing.

Senator P om erene . With your experience in Kansas, it would 
hardly be fair to say that banking insurance placed a preium on 
bad banking.

Senator B ristow . N o. That is the argument of people who do 
not know anything about it.

Senator N elson . The real opposition is it places the big banks 
that are such good institutions on a level with the others that are 
not so good—with the small institutions. They have as big a show 
to get deposits under that system as we have, and that is where the 
opposition comes from.

Senator E eed. Mr. Simmons, are you directly interested in the 
banking system yourself?

Mr. S im m o n s . I  am a director in a bank; yes, sir.
Senator E eed. Your principal business is running the great hard

ware business with which you are connected?
Mr. S im m o n s . Yes, sir; entirely.
Senator E eed. And I  think you have one of the largest wholesale 

hardware businesses in the country. Now, your banking business is 
a sort of an incident?

Mr. S im m o n s . A  very decided incident.
Senator E eed. As a business man, you recognize the fact that you 

are constantly interfered with in your business by the uncertainty as 
to whether a bank can let you have all the money you want, even 
when there is absolute solvency ?

Mr. S im m o n s . The uncertainty as to whether they are going to 
continue to be for some time to come.

Senator E eed. And you fear these financial panics and depressions 
that come. Do you think, under all the circumstances and in view
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of the conditions, that every line of business, including the banks, can 
afford to make some sacrifice in order to get a stable system?

Mr. S i m m o n s . Well, I  think they already have; it is a question of 
what you mean by sacrifice.

Senator R eed . That a bank can ever afford to sacrifice it profits ?
Mr. S i m m o n s . Yes;.I  d o ; u n d o u b ted ly ; a fin ancial sacrifice.
Senator R eed . And that they could all get together and cooperate 

to work out a system and not be, as I  fear some people have been, 
fighting a system; I do not mean you bankers.

Mr. S i m m o n s . Perhaps I  can answer you by calling your attention 
to the pending clause of the report of our committee, recommending 
that we recognize here a definite effort to do a constructive thing and 
to supply this country with the kind of currency system. The atti
tude of the committee was to see to what extent they could be helped 
to do that; not to find fault, but to see what we could do to add 
strength to that.

Senator N e l s o n . Y ou  have a very able report, and I  want to con
gratulate you on the points you have made and to the sound basis on 
which you have argued. I  think you have been very helpful to us 
here in making your suggestions.

Mr. S i m m o n s . Y ou  are very kind to say that, Senator.
Senator R eed . I  agree with that remark.
Mr. S im m o n s . I f  it is agreeable to the committee, Mr. Wheeler, the 

president of the Chamber of Commerce of the United States, will 
address you now. He can give you a pretty clear idea of the purpose 
of the chamber in taking up this matter.

The C h a i r m a n . We will be very glad to hear Mr. Wheeler.

STATEMENT OF HARRY A. WHEELER, VICE PRESIDENT OF 
THE UNION TRUST CO., CHICAGO, ILL., AND PRESIDENT OF THE 
CHAMBER OF COMMERCE OF THE UNITED STATES.

Senator R eed . Will you give your name and your business connec
tions.

Mr. W h e e l e r . Harry A. Wheeler, banker; vice president of the 
Union Trust Co., Chicago, 111., and president o f the Chamber o f 
Commerce of the United States.

Mr. Chairman and gentlemen, this matter has been so clearly stated, 
it seems to me, by Mr. Fisher and Mr. Simmons relative to the points 
covered by our committee on banking and currency, and submitted 
for the vote o f the chambers of commerce of the United States, that 
if  I  should go over that matter it would be a waste o f your time and 
simply a repetition. I  would like to put into the record, however, a 
statement of how we came to ask for this hearing on behalf o f the 
chambers; how they are tied together, and how the vote was taken; 
for Senator Nelson, voicing the idea that chambers o f commerce have 
always acted through a few men who voice the sentiments of all the 
members, holds the impression that we fear some o f the rest o f you 
gentlemen hold that this vote was taken in a desultory sort o f way 
without the idea o f getting the sense of the organizations and there
fore would represent merely the sentiment of the few men who might 
have received the report and read it and voting “ aye ” or “  no.”
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Now, the chamber of commerce------
Senator N e l s o n . I am disabused of that idea. I think our experi

ence here in Congress, of getting resolutions of chambers of commerce 
and other organizations which do not mean very much may have 
given us that impression, but after hearing what you gentlemen have 
had to say to-day I am satisfied that that does not apply to your 
case, because you seem to be working on bedrock all the time.

Mr. W h eeler . I thank you, Senator.
The Chamber of Commerce of the United States was formed only 

18 months ago. It was an organization to bring together as a united 
body all of the national trade organizations and the chambers o f com
merce and boards of trade of the country. And a chamber o f com
merce in a city of 1,000 inhabitants is made just as welcome as a 
member, and it is made just as possible for them to become a member 
as the Chamber of Commerce of the city of New York, or of the city 
of San Francisco, or of Boston, or of any other of the larger cities, or of 
the American Bankers’ Association, or o f the National Wholesale Dry 
Goods Association. That democracy has been written into the organ
ization, and its board of directors, which comprises 25 men chosen 
from definite geographical divisions in every part o f the country, 
have had conferred upon them no power to commit the chamber to 
any policy or any piece o f legislation, and that it may be fully de
cided whether the matters submitted to the chamber are o f a national 
character, and proper to be submitted to the various bodies for their 
opinion, and if it is so determined, then such a referendum as this 
must be prepared and submitted to all the organizations affiliated 
with the chamber.

Senator Reed asked whether there was argument. I f  you gentle
men had the time I would like to have you see the manner in which 
this is put up, with the report of the committee, its relation to the 
bill then being considered, and the marginal notes with the sugges
tions that were made, and with marginal notes relative to the amend
ments that had been suggested. There is not one single syllable in 
that urging any member of the chamber of commerce to support any 
one of those provisions, but they are placed exactly before them in a 
business way in order to endeavor to ascertain what is their mind 
and what is their opinion in regard to that matter.

Now, gentlemen, when this referendum was issued there were 380 
organizations represented in this body, and it represented 200,000 
business firms and business men in the constituent membership of 
these organizations. I f  I were to say to you that the vote which 
has been taken and recorded to you by Mr. Simmons was the vote 
of the business men of this country, I  would deserve your censure 
and condemnation, because it is not. You know as I do how hard 
it is to get business men to take economic questions and study them 
and record an intelligent opinion upon them. This went out to the 
various organizations and associations and was voted upon by more 
than one-third of the organizations and by 41 per cent of the full 
voting strength of the chamber. The voting strength is made up 
so that the Chamber of Commerce of the city of Boston, for in
stance, has 10 votes and the Chamber of Commerce of Phoeniz, 
Ariz., 1 vote. The maximum number of votes that any organization 
may cast in regard to any question or piece of legislation upon which 
a referendum is submitted is 10 and, the lowest, of course, is 1. So 
that an organization of thousands of members can not record more
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than 10 votes and never by any combination can dominate the vote 
of the whole, and 41 per cent of all the votes that could have been 
cast upon this question was cast by the associations.

Senator, it was my good fortune during the 45 days that this ques
tion was pending: before the business associations of this country to 
visit a good many cities, working with them in connection with what 
I regard as one of the most fundamental principles of our business 
life, to get our business men interested in something besides trading 
their own goods for other people’s goods or their own goods for 
profit; that they shall interest themselves in a sane way in finding 
out what is going on, what is their relation to it, how it affects their 
business, and get them to form a clear opinion and to express an opin
ion where it may be of value.

In that the Chamber of Commerce of the United States from its 
beginning has wished to say to the executive and legislative branches 
of this Government in Washington we are not coming to you and 
asking that you pass legislation for us; we are not pressing bills for 
your consideration; we are asking that you help us to help you if 
you want the business opinion of this country upon measures that 
are before you. We will give it, as we have tried to do in this case, an 
absolutely impartial and unbiased opinion upon various points, pre
senting the matters of these organizations, not asking that they sup
port the measures as we proposed them, but that they give us their 
advice and help and suggestions.

I never have seen business men more keenly interested in any sub
ject than the people have been in this matter.

The boards of directors of various organizations have called their 
organizations together, and when that was impossible they have 
sent out extracts from this report and asked that these arguments 
and extracts and explanations be read and the vote recorded, and 
during the last 45 days, Mr. Chairman, I have sat in conventions of 
business men who have asked me to come in and talk to them about 
these seven provisions, and they have recorded their vote upon them. 
You will know from Mr. Simmons’s report that it is not a unani
mous vote. There were some 90 votes against the one which received 
the greatest number of negative votes and I believe some 390 votes 
in favor of the provision which received the greatest number of 
affirmative votes. So that there was thought in this matter, and in 
presenting it to you as we do to-day we present it as the sober and 
deliberate action, favoring these recommendations for amendment 
or the suggestions for your consideration. They come from 140 of 
the largest commercial organizations in this country, in 28 States of 
this country, and comprising a membership of more than 150,000 
business men.

And if you have time to read the letters that have come from those 
organizations which did not vote and find how conscientiously they 
considered their relation to this subject you would be still more im
pressed. I  am only going to give you one. One organization having 
had its committee at work upon this proposition, brought it before 
its executive board for consideration and said; “ We can not approve 
all of the amendments suggested by the committee of the Chamber of 
Commerce of the United States. We can not vote against your bill, 
because in so doing it would tacitly approve the bill as now written. 
Neither can we vote for your bill, and because we can not do either
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one we dare not vote at all.” They have been conscientious in the 
matter and tried to look at it in a fair way. I do not believe in that 
standpoint. I  do not believe that is a good thing, but these organi
zations have, so far as possible, endeavored to form their conclusions 
soberly and honestly, and I give them to you for what they are worth.

As this organization grows it will endeavor, whenever it comes be
fore a committee of the Senate or House, to bring to you the honest 
and unbiased and unprejudiced opinion of the members of these 
various organizations.

I am very much obliged to you, gentlemen.
The C h a ir m a n . The committee very highly appreciates the pains 

you have taken to carefully examine this bill and criticize it and 
suggest amendments to it, and nothing could be higher evidence of 
the opinion you have given than the form in which you have pre
sented it to your own members.

Senator S h af r o t h . We expect to utilize this very much.
Senator B ristow . Of course, this does not purport to reflect so 

much the views of these men as to what legislation we ought to have 
and what amendments ought to be made to this bill ?

Mr. W h eeler . That is right, Senator.
Senator B ristow . N o w , some of us believe that a central Federal 

bank would be better than 12 Federal banks organized as these are 
proposed to be organized. Now, as to the choice between a central 
Federal bank providing for the performance of certain functions in 
our financial system or 12 banks organized as these are, we would 
not have the judgment of these gentlemen as to that, but only an 
amendment which they feel ought to be made to this specific bill?

Mr. W heeler . That is right. Our committee on banking and cur
rency when it came to Washington to study this bill and endeavored 
to formulate a report felt that your effort in Washington was one 
directed toward constructive legislation; that you had certain prin
ciples which you believed should be worked into the bill, and we were 
ready to try to support you in legislation on those principles.

We therefore put to our constituent members no question that was 
not related to the bill itself. We did not argue that a central bank 
was better than 3 or 12.

Since we came to look at this as a business proposition, knowing, 
as business men do, the difficulty of establishing a great working 
machine with a large number of branches thrown out, we felt, when 
in the wisdom of the Federal reserve board of this association there 
should be a gradual development of the regional associations in
stead of endeavoring to establish a great number at once and thereby 
making confusion, that possibly that could be avoided and yet not 
destroy any of the principles that underlie this bill, beginning with 
the natural centers and increasing as the demand came or as the 
Federal reserve board saw fit to increase them. That is the nearest 
we came to that point.

Senator B ristow . Would we infer properly from that that in your 
opinion if this Federal reserve board should start with one Federal 
reserve bank, extend branches o f it or establish others of a similar 
character until it gradually absorbed the entire functions which are 
contemplated, would be safer and create less possible disturbance of 
the normal operations of our business affairs than to undertake to 
create the whole thing at once in one general enactment ?
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Mr. W heeler . Not from the Chamber of Commerce of the United 
States, because it has expressed no voice upon that. Personally, if 
you are going to adhere to the provisions of the bill relative to the 
number of regional associations, and you want convenience as well 
as safety, I believe that more than one regional bank started at the 
beginning is desirable rather than detrimental.

Senator B ristow . H ow  many would you suggest?
Mr. W heeler . I hold with my own committee that with per

fectly natural conditions certain three centers might be chosen, and 
then you may have within six months nine more. That develop
ment would be the natural and logical development under the de
velopment of the Federal reserve board.

Senator N elson . Your suggestion is that we start with three in 
the central reserve districts.

Senator B ristow . That strikes me as an interesting suggestion.
I would like your own opinion on this phase of the subject. We 

are creating here by this bill a Federal reserve board that sits here 
in Washington and supervises these banks at a distance without any 
personal contract with them. Under your suggestion there would be 
three. These three banks that are in active operation as banks are 
presided over by boards of directors and superior to them stands 
this Federal board. Woiild it not be better, from a business point 
o f view, safer, and tend to efficiency to have that board itself in the 
active management of the bank, so that with its experience in con
tact with the operations of the banking business it would have a 
judgment based not only upon its theoretical knowledge but on the 
actual experience of the men who are to decide, ultimately?

Senator N elson . Y ou mean one single bank?
Senator B ristow . Well, yes; if those men were in charge of a 

bank, would they not be better equipped to pass wisely upon the 
questions that would come naturally before them ?

Mr. W heeler . Y ou ask this as my personal opinion?
Senator B ristow . Certainly.
Mr. W heeler . I think if it were possible to secure it from Con

gress and with the consent of the country, that the highest efficiency 
would come through greater centralization, but I am also equally 
convinced that it is not practical at the present time to do it.

Senator B ristow . That suggestion has been made to us heretofore. 
Please tell me why you think it is not practical.

Mr. W heeler . I think that the same reason that brought into 
disrepute the bill put out by the Monetary Commission—the fear of 
control which would always be present—would probably have the 
effect of making your central bank distasteful to a large number of 
the people of the country.

Senator B ristow . Have you taken into consideration the wide dif
ference between the Monetary Commission’s plan and the one sug
gested ?

Mr. W heeler . I think, Senator, that you have a very admirable 
adaptation in the present plan. It is in a sense a broadening of the 
scope of the other, and in another sense it is a contracting of that 
scope through the elimination of a very large amount of machinery 
that might have been very difficult or expensive to operate. Person
ally I have no fault to find with the provision of the bill creating, as 
it does, a given number, or even if you make it an indeterminate num
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ber, in the discretion of your Federal reserve board or regional asso
ciations that shall be linked together definitely by a board that shall 
have control of the issue and shall really have control in large meas
ure of the actual direction of the banking functions of the country.

Senator B ristow . Y ou think that board, situated, as it will be, at 
a distance, in Washington, as a governing board, and not actively in 
touch with the operations of the banking business, will be more 
capable of passing wisely upon the questions that grow out of the 
operations than if they were m active touch with the situation ?

Mr. W heeler . In so far as they are required to do it in their gen
eral supervision. I f  you gentlemen can, in your wisdom, work into 
the bill some advisory capacity that is real and not fanciful, that ha? 
responsibilities and that is responsive to the country itself, then I say 
yes, they can do so.

Senator Eeed raised the question of the relationship of the two 
members of an advisory council. May I suggest, Senator, that their 
relationship, to my mind, is like this: They are elected by an advisory 
council, one member of the council being chosen by each regional 
bank, by the vote of the directors of that bank, representing three 
banks, three representing the commercial and industrial and agricul
tural interests of the country, and three appointed by the Federal 
reserve board. You have, therefore, a board of directors of your re
gional association elected a member of the advisory council or board 
of the regional association, really being representative of the three 
elements that constitute our national life.

I believe that you can safely say that an advisory council elected 
as suggested is really representation more than the bankers, although 
I grant you that six of the nine board of directors of the regional 
bank are elected under certain provisions of your bill by the member 
banks; but they are so safely guarded that your Federal reserve board 
has the right to change that representation, and therefore your ad
visory council, in my judgment, with either 5 or 7 or 12 or 20, would 
really be representative of the several sections of our life rather than 
only the banking elements of our life. I f  the council was then 
elected, and out of their number best qualified to serve them in an 
advisory capacity with the Federal reserve board at Washington, 
charged with no other task than to keep informed relative to the 
financial and the agricultural and commercial conditions in their re
gional districts, and had that as their sole task, I  believe you add dis
tinct strength, because your Federal reserve board is charged with the 
task of guiding and supervising all the affairs of the regional banks 
and practically protecting all of the functions of those banks, and 
they have a task which is a big one for seven to perform, and these 
two men will bring live-wire information to the seven relative to the 
districts and their condition.

Senator B ristow . A s I understand you, you would prefer to have 
these three regional banks governed as the provision is made in this 
bill rather than to have one central bank governed by a board se
lected similar to this Government board ?

Mr. W heeler . Again, personally, I  can only reiterate what I said 
before. From the point of my efficiency, if it seemed possible, there 
are advantages in a central bank, as there are always advantages in 
centralization. But, next to that—which does not seem to me practi
cable—I  believe this plan is good.

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



BANKING AND CURRENCY. 2525

Senator B ristow . But please leave out the proposition as to 
whether it is practicable or not------

Senator N elson . Will you allow me to put in this remark right 
here in connection with this, that in answering the Senator you 
must bear in mind that the Aldrich bill, so called, was controlled by 
the bankers, and this plan is to give the absolute control to the 
Government.

Senator B ristow . That is exactly the point. This proposition is 
that the Government shall control a United States bank, and the 
bankers shall not appoint any of the officers that shall control it. 
They need not subscribe to the stock unless they want to.

Mr. W heeler . Senator, I think the difference very largely is 
this: Under the so-called Aldrich plan, which was a control by the 
banks, as you say, your central bank had full banking functions, but 
had attached to it a very large amount of a very cumbersome ma
chinery—more district associations than you gentlemen have reserve 
associations in this bill, and tacked on to this a large number of local 
banks that were feeders into these others.

Senator B ristow . I f  you will pardon me, I would rather have 
this than the Aldrich system, but I am very much against this.

Senator P om erene . I thought you favored the Aldrich system.
Senator B ristow . I should not vote for it under any considera

tion. But I am trying to get at another thing. I want to know if 
you believe that a central bank, controlled by the Government, by a 
board appointed for that purpose, operated by that board, perform
ing all the functions that are intended to be performed by this system, 
providing means for the mobilization of reserves, a bank of issue, a 
bank of Government deposit, a bank of rediscount—if you think it 
would be more efficient than three regional banks governed as sug
gested in this bill?

Mr. W heeler . I do not.
Senator B ristow . Why do you not?
Mr. W heeler . The only advantage we can get from a central 

bank, governed and controlled as you would have it in relation to 
this same sort of movement, would be a possibly greater mobiliza
tion of reserves. The power of issue lies with the Federal reserve 
board, as you have it here in your bill, and the supervision likewise, 
and with a central bank you must have branches, and many of them 
probably, to serve, as you will in this case have to have branches 
of your regional association. And I believe that for convenience 
sake where you have tied up your regional association through such 
a number as you here propose—and I depart from some of the testi
mony that has doubtless been given by many in my own profession 
relative to the power that you may give to cause reserves to be 
transferred. I believe they should be in some wise safeguarded, but 
the permissive power to require certain functions to be performed 
must be given to your central body, whether it be a Federal reserve 
board, as planned in this bill, or the board of directors of a central 
bank such as you may suggest. And I believe that for the con
venience of the country it will ultimately work out better, as ex
perience is gathered and as we may make certain amendments, in the 
operation of these regoinal banks and in the control of the Federal 
reserve board, to have them located at various parts of the country 
instead of absolutely centralized at one point.
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Senator B ristow . N o w , suppose that instead of having these di
rectors of the regional banks selected as they are we have them all 
appointed by the President and confirmed by the Senate, so that the 
regional banks are controlled and governed by a Federal board.

Senator P om erene . I do not believe I understood your question. 
Do you mean that all of the members of the regional board be ap
pointed by the President?

Senator B ristow . Yes; that is just what I mean.
Mr. W heeler . Senator, I  think, that if you were to do that you 

would either be compelled to work into this bill some provisions that 
would absolutely compel the banks of the country to join in this 
movement, or you would drive them away from it. I f  you compel 
subscription to the capital stock of a body that has to do not only 
with that capital but with the reserves and without any voice or con
trol whatsoever in the matter except such as may be delegated to it 
by an appointive power from a distant point, I  think it would be 
an injustice to the men who contribute the capital, and I think they 
would not feel very much like joining into a regional association plan 
o f that kind.

Senator B ristow . Y ou think it is more unjust, if I  understand 
you correctly, for the Government to appoint the managers of the 
regional banks than it is for the Government to appoint the board 
which supervises the action of the managers of the regional banks ?

Mr. W heeler . I think the central board, which is in the control 
and appointing power of the Government, is the supervisory power 
of the functions of all the banking of the country and the power 
of issue, and the Government in this bill to stand back of the notes 
that are issued, and if it stands back of them as responsible it has the 
right to name the men who shall control that issue and who shall 
supervise—and wisely supervise, we in business believe—the banking 
operations and functions of the country.

Senator B ristow . Y ou distinguish, then, between this supervisory 
board here at Washington, that you do not care to have a member on, 
but that you want to be in intimate relations with—you distinguish 
between that board and a board that is to actively manage these 
banks ?

Mr. W heeler . Yes; I  do.
Senator B ristow . N o w , there are some of us that believe that the 

same interest that would control Mr, Aldrich’s central bank would 
control these regional reserve banks—some of us have not any doubt 
about it—that this provision is simply a vevj adroit way to avoid the 
unpopularity of Mr. Aldrich’s plan and still not lose the essential 
substance of it;

Mr. W heeler . Well, you have safeguarded yourselves in this way. 
Out of the board of nine, six are elected under certain conditions— 
and, I  think, very ingenious conditions. And I do not agree with 
you that they are likely to work to central control by the member 
banks. Let us not forget that three of the nine are appointed by the 
Federal reserve board and that three of the nine may be removed by 
the Federal reserve board if they should not be representative of the 
interests that are supposed to be covered bv the provisions of that 
biH.

Senator B ristow . Suppose that we here, in our judgment— I am 
not saying that many members of the committee would favor it—
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make six of them appointed by the Government direct, or seven, and 
let the bankers elect two; in other words, have the same proportion 
of the management of these regional banks that you want on the 
Federal board here.

Mr. W h eeler . Again, personally, Senator— because these are only 
personal opinions, and they have nothing to do with the referendum— 
I like the present plan better.

Senator B ristow . That is what I  have been trying to get at. I  
have an impression that the great interests which are so much inter
ested in this legislation are willing to accept a Federal board pro
vided they can have a close relation to it, but with supervision in a 
general way; but they would strenuously object to having the re
gional boards have direct personal control, even if they did not have 
to subscribe the stock.

Mr. W heeler . Admitting now there should be another method of 
stock subscription?

Senator B ristow . Yes; what would you think of that?
Mr. W heeler . I think if you leave the banks out of it altogether 

they have no voice. Make it optional for them to come in or not. 
You choose your method of control as you please. Not speaking for 
the banks, but from a common-sense viewpoint, I should judge they 
would not be interested when they were not parties to the transac
tion, in any sense of the word.

Senator B ristow . D o you think that kind of system would succeed 
in this country; that kind of Federal bank, based on popular sub
scription ?

Mr. W heeler . I am not competent to answer that question.
Senator B risto w . I s it not quite similar to the French system?
Mr. W heeler . They have a widely scattered stock holding; so 

have the others; so has the Bank of England, but not absolutely open 
to the general public in point of controlling power. I f  you are 
going to give your shareholder in your American bank, who holds 
one share, voting power, then naturally you would confer upon him 
something they do not have among those who hold stock in the Bank 
of England. You democratize it; I  do not know that you benefit 
the selection, by any means, of the directorate.

Senator B ristow . What is the capital of your trust company ?
Mr. W heeler . $2,000,000.
Senator B ristow . And its deposits?
Mr. W heeler . The deposits are $22,000,000.
Senator B ristow . Y ou are the vice president?
Mr. W heeler . Yes.
Senator B ristow . Who is the president?
Mr. W heeler . Mr. Frederick H. Eawson.
Senator N elson . Are you affiliated with a national bank?
Mr. W heeler . Senator, I am not.
Senator N elson . I do not mean you personally, but the trust com

pany ?
Mr. W heeler . We are not.
Senator N e lso n . No national bank is a stockholder or has any 

interest ?
Mr. W heeler . Not in the slightest degree.
Senator N elson . There are some trust companies that are only 

annexes of national banks. Yours is not one of them?
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Mr. W heeler . Happily, ours was organized in 1869, and has stood 
on its own legs since that time, and has no other affiliation.

Senator N elson . There is one point more I should like to call 
your attention to. As I understood it, your opinion and the opinion 
of your delegation is this, that inasmuch as we are now starting on a 
new experiment, the issuing of what I call asset currency, a currency 
that we have never had since the old system of State banks before 
the war, you feel—and I understand it is the force of your referen
dum—that that currency should be guaranteed, although it is a cur
rency of the banks; that it should be guaranteed by the Federal Gov
ernment ?

Mr. W heeler . That is the recommendation of the referendum.
Senator N elson . That is as I  understand it. That is all.
Senator W e ek s . Mr. Wheeler, if  the Senate passed the bill as it 

came to it from the House, would your trust company come in under 
the bill and become a member of the association ?

Mr. W heeler . I do not think it could, Senator, because the bill as 
I read it now in the last copy that I have is so clouded with respect 
to the relation of the State bank and trust company to the other 
scheme that I doubt if it could come in without some changes in the 
present bill.

Senator W eek s . I f  the bill were changed to conform to the recom
mendations made by the chambers of commerce, do you think that 
that would change the conditions so that you would come in ?

Mr. W heeler . That would not change it, Senator.
Senator W ee k s . Then you do not think your trust company would 

become a member of the association under any circumstances that are 
likely to prevail?

Mr. W heeler . Quite to the contrary, I  think they would, but I 
think the necessity would be to clear up certain phases of the bill 
which are now rather indistinct in our minds relative to the savings- 
bank section. There are provisions there relative to liabilities. As 
I  understand it, the bill was drawn with the idea that it should 
apply to the national bank, and not any very great care was used in 
phrasing the bill to make it possible to apply it jointly to the Na
tional and State banks.

Senator W e e k s . You have not discussed that, o f course, in any 
form, because you are here to discuss the report which the chamber 
of commerce has made; but I  suggest to you that you in some way 
communicate to the committee your views on that particular point* 
because that is something we have to consider, or should considerr 
before we finally report the bill.

Senator S h a f r o t h . We should like very much to get your trust 
company in.

Mr. W heeler . I  think if you can make this attractive enough so 
that the State banks and trust companies will be desirous of affilia
tion, it will greatly strengthen the whole thing.

Senator W ee k s . We want to make it attractive enough, and we 
want to know what we have to do to do that.

Mr. W heeler . Senator Weeks, you received from Mr. Hulbert, o f  
the Merchants’ Loan & Trust Co., certain suggestions from the State 
banks of Chicago.

The C h a ir m a n . Yes. Do you happen to have a copy of that?
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Mr. W h e e l e r . I have a copy at the hotel, and should be glad to 
send it to you.

The C h a i r m a n . I should be glad if you would. I had a copy and 
lost it.

Mr. W h e e l e r . Those we subscribe to; and while I  was present at 
the meeting which considered Mr. Hulbert’s suggestions the bankers 
present distinctly stated that in making these suggestions they did 
not say that the bill with those suggestions incorporated would be 
one that would invite them in. They asked the Senate committee to 
give consideration to them to clarify the provisions of the bill so as 
to make possible their coming in, whereas now they feel they could 
not.

Senator W e e k s . I want to bring up just one point which you have 
discussed during the questions which Senator Bristow asked you, 
and that is about the question of local credit. You are in close touch 
with the depositors and the borrowers of your trust company. You 
have talked with them about their needs, and you try to respond by 
loaning to them when they need it. Do you think a board here in 
Washington is going to be competent—it does not make any difference 
how wise the men are—to determine that a customer of yours does 
not need the accommodation, or that you should not lend him the 
money, even if you needed to make a rediscount by so doing?

Mr. W h e e l e r . I do not think, Senator, that any Federal reserve 
board at Washington can properly sense the needs of the customer of 
an individual member bank.

Senator W e e k s . Let me put that proposition of mine in a little 
different form? Don’t you think this law ought to be such that a 
member bank may, within certain limitations as to amount, be able 
to go to the reserve bank and get rediscounts—assuming, of course, 
that it is paper that comes within the provisions of the law—without 
any veto from anyone ?

Mr. W h e e l e r . I think that would add greatly to the attractiveness 
of the measure and its working basis, but you have, as I understand, 
in your reserve association the power of discrimination with respect 
to paper, or you intend to have it.

Senator W e e k s . I have not very much confidence in the power of 
a board in Washington to discriminate as to the paper of your cus
tomers in Chicago.

Mr. W h e e l e r . What about the board of the regional reserve as
sociation?

Senator W e e k s . Well, I  have not very much confidence in that 
even. I would rather have your judgment. I want to have this law 
finally framed so that your customer needing money may go to you, 
and, if you agree that he does need it, you may make a loan, even 
though you have not the money to lend and need to make a redis
count by so doing, and that you can get your rediscount as a matter 
of right, not as a matter of say so of some board—up to some limit, 
of course. I do not think we ought to provide for rediscounting an 
amount greater than the capital of the bank—perhaps some such limit 
as that—but, up to some such limitation, I think the banks should 
have the right to go to the reserve bank and get accommodations with
out any veto from anyone. I f  we do that we are going to have a 
national system and we are going to accommodate the business in
terests of the country, as those interests are determined by the local
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banker and by the local borrower and not by a board in Washington 
or anywhere else. I f  we are going to provide that a board shall deter
mine those things, in my judgment we are going to have all kinds of 
confusion and dissatisfaction.

Senator N elson . Senator Weeks, let me call your attention to one 
thing that occurs to me------

Senator W ee k s . I intended to have Mr. Wheeler express an opin
ion. I  was doing the talking when I intended to have him doing the 
talking.

Senator N elson . I was waiting for his answer.
Senator W ee k s . I wanted to know, Mr. Wheeler, if you agreed to 

that proposition.
Mr. W heeler . I am in agreement for anything in this bill that 

will make flexible the operation of the bill with respect to the mem- 
ber banks.

Senator W eek s . And that will accommodate the business interests 
of the country with certainty ?

Mr. W heeler . Yes. There is, however, just one question that I 
think deserves consideration in connection with that statement. I f  
you make it a matter of right up to a certain limitation to demand 
the rediscounting privilege of the paper that comes under the class, 
you do not then give any consideration to the ability of the regional 
bank to meet those demands which may at some time grow excessive. 
And I think therein the supervisory power—the veto power—is good. 
You strengthen in that case rather than weaken your system, for the 
safety of the whole fabric must lie upon the ability o f these regional 
banks to do the things they are asked to do and that they could not 
be forced to do by making it the right of a member bank—something 
that we are not in a position to do with respect to funds available for 
the purpose.

Senator W eek s . Why, Mr. Wheeler, if we had no reserve board at 
all, if member banks were allowed to go to the member banks and 
rediscount every dollar of paper they had in their portfolios, in my 
judgment that paper would be redeemed and taken care of, and you 
never would hear of any disturbance at all, without any supervision 
whatever. I  do not mean to say I am in favor of removing all 
supervision and restriction, but I think there is no question that 
would be the result.

Senator N elson . Senator Weeks, here is one thing that occurred to 
me in this connection. These regional banks practically have two 
kinds of discounts—one is a discount for the purpose of obtaining 
currency and the other is an ordinary discount where they seek to 
borrow money. Now, ought there not to be a brake on the discount 
for obtaining circulation in order to prevent inflation?

Senator W e e k s . I should like to discuss that with you sometime, 
but I do not think we ought to interrupt Mr. Wheeler’s statement in 
order to do so now.

Senator N elson . Can you not see there are two kinds of discount 
there—one for the purpose of circulation and the other for the pur
pose of obtaining a loan?

Senator W ee k s . I can see that the borrower might use the discount 
for two different purposes, but, as far as the effect is concerned, it 
would be of the same character.

Senator N elson . Probably.
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Senator P o m e r e n e . Would you advise the rediscounting of certain 
classes of paper which you would not permit to be used for purposes 
o f issue of currency ?

Senator W e e k s . Probably; I should be glad to talk with you about 
that matter.

Senator P o m e r e n e . I should be glad to talk with you about that.
Senator N elso n . That is the point I referred to—the discounting 

of paper for other purposes and securing currency.
Senator R eed . Mr. Wheeler, I want to discuss with you for a 

moment the question of this advisory board, and see whether, after 
all, there is any necessity for it. You do not doubt for a minute, do 
you, that the central board of control will be in reasonably close 
touch all the time with the 12 regional banks, if it is a competent 
and proper board?

Mr. W h e e l e r . Reasonably close; yes.
Senator R e ed . It has a direct representative on the board of 

directors of that regional bank, and the bank in interest has the 
president of the bank—for, of course, they will elect him. So that 
each of these 12 regional banks would be in a position to directly 
correspond with and make their wishes known to a central board 
through two agents, one of which is the president of the bank, selected 
by the men the bankers have selected—that is, by the six directors— 
the other will be the chairman of the board of directors selected by 
the Government. Now, there are pretty direct sources of information 
and advice, and they, in a way, represent different interests, do they 
not?

Mr. W h e e l e r . Yes.
Senator Reed. N ow , do you think, if you constituted yourself this 

central board, and you had those two sources of information, to
gether with daily reports as to the transactions of the bank, you 
would have much difficulty in getting all the advice you needed from 
both sides of the question, and sound advice?

Mr. W h e e l e r . I  think, Senator, if you impose upon the directors 
of the Federal reserve board the necessity for securing this informa
tion, it is going to be a slower process than if you had two men sitting 
with them who were supposed to have the information and to have 
nothing else to do but to get it and keep it available. And it seems 
to me a matter not of multiplying methods, but really of concentrat
ing to a point that would make available to the seven members of 
the board, without the necessity of correspondence or o f communica
tion, except to verify, as they may wish to verify, with their own 
agent in that regional association, the information they desire relative 
to the needs of that district.

Senator Reed. N ow , these two men sitting in Washington would 
have to get their information somewhere?

Mr. W h e e l e r . Yes; just exactly the same, but they would have 
solely the business of getting it, and not the business of following the 
affairs of the banking system of the country, whereas the seven men 
are responsible for some very heavy operations.

Senator R eed . Don’t you know, when you boil the criticism down, 
that there is not much in it, particularly when you take into con
sideration the fact that these banks would effect any kind of organi
zation they want for the purpose of having a representative here in
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Washington who can go down to the board every day and talk with 
the board and the board always be willing to listen to him, as long 
as he comes in a proper way ? Don’t you know that is the way this 
will work out ?

Mr. W h e e l e r . It may, if  the authorized source inclusive in the 
machinery------

Senator R e e d . I would not have any objection at all to allowing 
the banks to have two agents in Washington; but I do object to have 
them sitting with this board.

Mr. W h e e l e r . Well, they are powerless, unless they do.
Senator Reed. Well, certainly they are powerless, except to give 

the board information. Now, if  you mean to put them on this board 
for the purpose of controlling this board let us be frank about it 
and say that.

Mr. W h e e l e r . That is ridiculous. Whether the president of the 
United States is the present incumbent, or any other, this Nation 
will always trust him to appoint men in that important capacity that 
could not be controlled by two men elected by a dozen representatives 
of the Federal reserve or regional association.

Senator Reed. N ow , it is ridiculous that they should control. 
Therefore, all that is left is that they should advise. Is not that 
true?

Mr. W h e e l e r . That is just what we ask from them.
Senator Reed. D o you doubt for a minute— and is it not ridiculous 

to assume; I will adopt your adjective—that any Federal reserve 
board would refuse to listen to any man who substantially repre
sented the banking interests who came there with a proper sug
gestion ?

Mr. W h e e l e r . I thoroughly believe that your Federal reserve board 
will do just that thing. But rather than have to wait until some 
man may come, as chance may send him, or as a crying need in his 
region may demand that he go, if you can have instead a continuous 
representation there on the ground, in communication with those 
who have the information at their hand and can give it to them, I 
think it is an advantage to the Federal reserve board to have this 
representation present at all times rather than have it come spas
modically.

Senator Reed. Well, I think the suggestion would not be urged 
with such pertinacity and in such a serious way unless there was 
in the back of somebody’s head the thought that those bankers 
would have a potential influence—I do not mean an improper in
fluence ; but I do think, since we are talking about it, that a Federal 
reserve board properly organized, with its machinery and its em
ployees, will be every day—and I will go further and say every 
hour of the day—in actual touch with the 12 regional banks ancl 
know exactly what is going on. I f  it does not, I  do not want to see 
the system established.

Mr. W h e e l e r . Senator, might I suggest this to your mind? You 
assume that these men would be bankers; and I think you are abso
lutely right; and they would be, in a sense in the employ of the re
serve associations, as they would be elected by those" who were 
elected by the regional boards of directors. But when it comes to 
the question of residence in Washington and having authority to 
sit there, and have their cause strongly advocated before that board,
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please do not forget that the bankers have absolutely eliminated 
from their recommendations the idea of the advisory council, and 
have asked you for another thing in connection with the Federal 
reserve board. The Council at Chicago which was held a few weeks 
ago distinctly said “ No ” to the advisory council, and had it been 
one of those propositions that the banks of the country were inter
ested in putting two men on that board, without vote, in order that 
they might be watchers, they certainly would not have seen fit to 
forego that as one of their recommendations.

But the suggestion does not, as I understand it, come out of the 
banking fraternity. I think the first suggestion that was made for the 
advisory council was made by the committee of the Chamber of Com
merce of the United States, and I think that Senator Owen, the 
chairman, talked with the members of our committee back in July 
on that question. At any rate it was worked into the bill after that 
conference had been held here in Washington. Now, it is not a 
banker’s proposal, Senator, as I understand it. It is a proposition 
that comes from the commercial interests of the country.

Senator R eed . Well, if it came from the bankers, I  would not  
turn it down on that account.

Mr. W h e e l e r . We are not all bad.
Senator R eed . N o . I say there are two very ridiculous things 

going on. One is the gentleman who indulges in writing a letter 
denouncing all bankers as wicked, and the other the bankers getting 
together and denouncing Congress as a lot of socialists, and between 
the two I think I have the most sympathy with the fellow who 
writes the letter, because he has got the most sense; but not much 
with either.

Now, suppose that, instead of adopting your suggestion, this com
mittee should conclude to recommend taking the Cabinet officers out 
o f this board, leaving the Secretary of the Treasury, and should 
conclude to require, say, three practical bankers to be appointed, and 
that they should recommend that the bill should provide for good 
salaries, and that the permanency of this board as to its membership 
should be largely assured, do you not think that would go a long 
way toward satisfying the demands that you people make along that 
line?

Mr. W h e e l e r . I think that you would have reduced the necessity; 
but the utility of the advisory council from an advisory standpoint 
still remains.

Senator R eed . Well, I  will not argue that point. I  think there are 
objections, but I am very much obliged to you.

Mr. W h e e l e r . Mr. Chairman, will you please accept my thanks 
again for your courtesy in hearing me?

The C h a i r m a n . The committee very greatly appreciates you gen
tlemen having been here.

Gentlemen, it is now 10 minutes after 5 o’clock.
Senator R eed . There is a gentleman here from my State—but I  

believe he has gone.
The C h a i r m a n . Then, suppose we adjourn until 10 o’clock to

morrow ?
Senator B r is t o w . Would it not be better to make it 10.30, Mr. 

Chairman ?
S. Doc. 232, 63-1—YOl 3------ 39
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Senator N elson . Yes; half past 10 would be better. Who are to 
be heard to-morrow ?

The C h a ir m a n . Prof. Jenks, of Columbia University. Mr. Gil
bert was to follow him, but he says he can not get here at that time.

Senator N elson . I want to hear somebody on the foreign-exchange 
question.

The C h a ir m a n . That is Prof. Gilbert.
The following additional statement of Mr. George H. Shibley 

was filed with the committee:
Mr. Chairman and gentlemen of the committee, when I was before you on 

October 7 and had closed my statement, a request was made of me by one of 
your number that I incorporate my ideas in a bill, and I have done so, suggest
ing amendments to the House bill. Herewith I present the copy to the com
mittee, and will ask that it be published in the record, together with a brief 
summerization of the main points.

My proposal is for legal-tender notes, whereas the House bill proposes a 
paper currency that would be inferior to gold money in legal-tender qualities, 
and therefore the banks and individuals would hold gold and thus keep it from 
being placed in the Nation’s gold reserve.

I propose a single gold reserve in connection with 12 banks of issue. At 
the start the gold reserve would amount to more than $1,250,000,000— all of 
the gold at present in the United States Treasury— which is more than six 
times the amount of England’s central gold reserve and one and one-half times 
more than the French central gold reserve, the largest in the world to-day.

An added power for the Federal reserve board that I propose is that the 
law shall transfer to it the $759,000,000 of United States bonds, now held by 
the Treasurer of the United States as security for the bank-note circulation, 
this change to be brought about by the retirement of the bank notes, followed 
by the purchase of the bonds by the Federal reserve board through the issuance 
of Federal reserve notes. The proposal is to reissue the bonds to the Federal 
reserve board as 3 per cent’s, to be used as needed to retire paper currency to 
prevent inflation. Paper currency will have to be retired somewhat in propor
tion as the national bank reserves are lessened; probably $350,000,000 of paper 
currency will have to be retired as rapidly as the bank reserves are lessened 
if stability in the purchasing power of money is to be maintained; and then 
there is the immense output of gold from the mines. This volume of gold 
from the mines is such that doubtless something like $100,000,000 of paper 
currency should be retired yearly during the dull season of the year until such 
time as the mint price for gold is reduced throughout the gold-standard world. 
These needed provisions for retirement of paper currency can be met by placing 
within the control of the Federal reserve board the large volume of United 
States bonds, as I have suggested.

To meet the unusual demands for money within our country, the only thing 
needed is authority to provide an elastic volume of legal-tender paper currency, 
the same as is supplied in each of the leading European countries except 
England.

To provide for the prompt retirement of the paper currency that may be 
issued in times of threatened bank failures, I have proposed a plan for the 
resale of commercial paper by the Federal reserve banks to such of the 
member banks as may have more money on hand than is needed.

The success of the proposed system would in nowise be dependent upon the 
cooperation of the national banks or the State banks or trust companies. 
Immediate and continued success would be assured, and both the banks and 
the people should heartily approve the system. All are vitally interested in 
the establishment of a system that will promote prosperity, as the proposed 
system unquestionably would, for it is constructed upon the principles in 
successful operation in Europe for 40 years. No untried ideas are suggested; 
whereas the present bill is in many of its details in direct opposition to the 
successful experiences in Europe, as I have explained in my statement of 
October 6 and 7.
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[The parts to be eliminated from the House bill are in brockets, and tlie parts 
to be added are in italics. Comments are in parentheses.]

Amendments Proposed by Mr. George H. Shibley t o  II. R. 7837, Sixty-third
Congress, F irst Session.

AN ACT T o provide for the establishment of Federal reserve banks, to furnish an elastic 
currency, to afford means of rediscounting commercial paper, to establish a more 
effective supervision of banking in the United States, and for other purposes.

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled. That the short title of this act shall 
be the “ Federal Reserve Act.”

F E D E R A L  R E S E R V E  [ D IS T R IC T S ]  Banks.

Sec. 2. That within ninety days after the passage of this act, or as soon there
after as practicable, the Secretary of the Treasury, the Secretary of Agriculture, 
and the Comptroller of the Currency, acting as “ The reserve bank organization 
committee,” shall designate from among the reserve and central reserve cities 
now authorized by law a number of such cities to be known as Federal reserve 
cities, and shall divide the continental United States into districts, each district 
to contain one of such Federal reserve cities: Provided, That the districts shall 
be apportioned with due regard to the convenience and customary course of 
business of the community and shall not necessarily coincide with the area of 
such State or States as may be wholly or in part included in any given district. 
The districts thus created may be readjusted and new districts may from time 
to time be created by the Federal reserve board hereinafter established, acting 
upon a joint application made by not less than ten member banks desiring to 
be organized into a new district. The districts thus constituted shall be known 
as Federal reserve districts and shall be designated by number according to the 
pleasure of the organization committee, and no Federal reserve district shall be 
abolished, nor the location of a Federal reserve bank changed, except upon the 
application of three-fourths of the member banks of such district.

The organization committee shall, in accordance with regulations to be estab
lished by itself, proceed to organize in each of the reserve cities designated as 
hereinbefore specified a Federal reserve bank. Each such Federal reserve 
bank shall include in its title the name of the city in which it is situated, as 
“ Federal Reserve Bank of Chicago,” and so forth. The total number of reserve 
cities designated by the organization committee shall be not less than twelve, 
and the organization committee shall be authorized to employ counsel and 
expert aid, to take testimony, to send for persons and papers, to administer 
oaths, and to make such investigations as may be deemed necessary by the said 
committee for the purpose of determining the reserve cities to be designated and 
organizing the reserve districts hereinbefore provided.

[Every national bank located wTithin a given district shall be required to 
subscribe to the capital stock of the Federal reserve bank of that district a sum 
equal to twenty per centum of the capital stock of such national bank fully paid 
in and unimpaired, one-fourth of such subscription to be paid in cash and one- 
fourth within sixty days after said subscription is made. The remainder of 
the subscription or any part thereof shall become a liability of the member 
bank, subject to call and payment thereof whenever necessary to meet the obli
gations of the Federal reserve bank under such terms and in accordance with 
such regulations as the board of directors of said Federal reserve bank may 
prescribe: Provided, That no Federal reserve bank shall commence business 
with a paid-up and unimpaired capital less in amount than $5,000,000.] The 
organization committee shall have power to appoint such assistants and incur 
such expenses in carrying out the provisions of this act as it shall deem neces
sary, and such expenses shall be payable by the Treasurer of the United States 
upon voucher approved by the Secretary of the Treasury, and the sum of 
$100,000, or so much thereof as may be necessary, is hereby appropriated, out 
of any moneys in the Treasury not otherwise appropriated, for the payment of 
such expenses.

PO W ER S A N D  D U T IE S  OF F E D E R A L  R E S E R V E  B A N K S .

Sec. 3. The potvers and duties of each Federal reserve bank shall be:
(a ) To establish and maintain throughout the Nation an improved system  

for the transfer of money and credit, to be known as the Federal reserve sys-
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tern, to consist of twelve or more Federal reserve banks, also a supervisory 
board, and as many of the privately oicned banks as care to join, each of said 
privately owned banks to deposit with the Federal reserve bank in its district 
sufficient reserves to settle the daily balances.

( b) Through the mechanism hereinafter provided each Federal reserve bank 
shall control the interest rate for money within the district where the said bank 
is located, the rate of discount to be subject to the supervisory power of the 
Federal reserve board provided for in this act, and the aim shall be to promote 
stability in the purchasing power of the standard of value, thus to aid in the 
development of the industrial system and of prosperity and deal justly as be- 
tween the industrial groups.

(c) In connection with the official rate the Federal reserve bank shall at 
all times (1 ) offer to supply money to the national and such other banks as 
comply with the requirements of this act, the cash to be distributed by redis
counting short-time business paper as hereinafter provided, and (2) be in 
a position to reduce the volume of money in circulation (a) by retaining the 
cash received from the payment of the short-time business paper, (b) by re
selling business paper should offers for it be made, and (c ) should occasion 
require to retire from time to time some of the existing currency or its sub
stitutes. [Two additional sources of change in the volume of money in circula
tion will be the inflow and the outflow of gold from our shores.]

(d) The national board of the Federal reserve system shall be placed in con
trol of the gold in the United States Treasury, subject to the existing obligation 
with the holders of gold certificates, and there shall be maintained a gold 
reserve for the entire Nation, so that demands for gold from abroad will not 
affect the volume of money in circulation in the United States, and that the 
gold standard of prices will assuredly be maintained, resulting in a fixed par 
of exchange with the other countries using the same standard.

(e) In connection with the paper currency, which shall be legal tender, there 
shall be back of every dollar issued an equal amount of gold or an equal amount 
of commercial paper, as hereinafter provided for, or bonds of the United States 
or of a State or of a municipality of this Union, and every dollar of paper cur
rency in circulation from whatever source shall be redeemable in gold at the 
main offices of the Federal reserve board upon demand, at par.

( /)  Branches within the district shall be established wherever the board of 
directors shall deem best, subject to a right in the Federal reserve board to 
finally decide.

(g) With the consent of the Federal reserve board, to open and maintain 
banking accounts in foreign countries and establish agencies in such coun
tries wheresoever it may deem best for the purpose of purchasing, selling, and 
collecting foreign bills of exchange, and to buy and sell with or without its 
indorsement, through such correspondents or agencies, prime foreign bills of 
exchange arising out of business transactions which bear the names of two or 
more responsible parties or are secured on the property sold. (Compare page 
27 of House caucus bill.)

(h ) To accept payments for the Federal Government without charge, and, 
without charge, to make payments for the said Government to the extent of 
its wedit balance, and as far as may be requested by the said Government to 
take over for safe-keeping or management, free of charge, securities and valu
ables belonging to it or placed under its management. (From Swiss law.)

(i ) The said bank shall become a body corporate, and, in the name desig
nated in the organization certificates, shall have poicer to perform all the acts 
necessary and proper to carry out the purposes of this act, and shall have suc
cession for a period of twenty years from its organization unless soner dissolved 
by act of Congress.

(j ) The Federal reserve board and the boards of directors of the Federal 
reserve bank shall not invest funds in real estate except with the consent of 
Congress.

O N E GOLD R E S E R V E .

Sec. 4. That as rapidly as gold certificates shall be paid into the Federal 
reserve system , and paid into the United States Treasury and the subtreasuries, 
they shall be retired, and in their place shall be issued a like amount of legal- 
tender notes provided for in this act. (See page 1846 of Hearings.)

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



BANKING AND CURRENCY. 2537

As rapidly as the Treasury notes and the United States notes now outstanding 
shall be paid into the Federal reserve system and paid into the United States 
Treasury and subtreasuries they shall be retired , and in their place shall be 
issued a like amount of the legal-tender notes called for in this act.

Whenever gold bars or gold coins are tendered to a Federal reserve bank at 
its main office it shall forthwith purchase it at the rate of $18.60 per troy ounce, 
nine-tenths fine, and when pure at $20.66§ per ounce. The purchase money 
shall be the legal-tender notes provided for in this act, and all of the gold re
ceived by each Federal reserve bank shall be held by the national board. (See 
Hearings, page 1825, last paragraph.)

As rapidly as gold coins shall.be received in the United States Treasury and 
subtreasuries they shall be transferred to the Federal reserve banks in exchange 
for  the legal-tender notes called for in this act unless the Government shall 
choose to retain them. (See page 1825 of Hearings.)

A D D IT IO N A L  PO W E R  I N  T H E  F E D E R A L  R E S E R V E  BOARD.

Sec. 5. That the circulating notes o f the national banks shall be retired under 
regulations to be provided by the Federal reserve board hereinafter provided. 
The said board shall offer to purchase at par and with accrued interest the 
United States bonds on deposit with the Treasurer of the United States as se
curity for the said circulating notes, payment to be in legal-tender notes issued 
under authority of this act. The bonds purchased shall be canceled, and in 
their place shall be issued to the Federal reserve board an equal amount of 
three per cent United States bonds, to be held by the said board for future use. 
The bonds shall be made payable at such times as the Federal reserve board 
shall specify : Provided, That the time shall not exceed twenty years from the 
date of sale by the said board. These bonds shall be exempt from Federal, 
State, and municipal taxation, both as to income and principal, and shall be 
used by the Federal reserve board to retire paper currency whenever required 
for  promoting stability in the purchasing power of money, and may be used to 
maintain the gold reserve. (On the proposed basis of maintaining stability in 
the purchasing power of money probably $350,000,000 of paper currency will 
have to be retired to prevent inflation from the reduction in the volume of the 
national-bank reserves. To prevent inflation from gold from the mines it may 
be that each year $100,000,000 of paper currency may have to be retired until 
an international agreement is reached to reduce the mint price for gold; pages 
1773-1781 of Hearings. The total volume of paper currency in circulation be
fore the retirement of any of it as above suggested would be $2,355,000,000, 
with a gold reserve amounting to more than 50 per cent.)

I f  at any time $200,000,000 of paper currency shall be retired to make place 
for  gold from the mines, the President shall invite the Governments of the earth 
that are coining gold to unite in an agreement that each will amend its mint 
law by reducing to an agreed figure the price at which gold shall be coined. 
(See pages 1775-1782 of Hearings; also memorial by Mr. Shibley dated May 12, 
1913, pages 7, 18, published by Senate Committee on Banking and Currency.)

[F E D E R A L  R E S E R V E  B A N K S .]

Boards of Directors of Federal Reserve Banks.

S ec . [4] 6. [The national banks in each Federal reserve district uniting to 
form the Federal reserve bank therein, hereinbefore provided for, shall under 
their seals, make an organization certificate, which shall specifically state the 
name of such Federal reserve bank so organized, the territorial extent of the 
district over which the operations of said Federal reserve bank are to be car
ried on, the city and State in which said bank is to be located, the amount of 
capital stock and the number of shares into which the same is divided, the 
names and places of doing business of each of the makers of said certificate 
and the number of shares held by each of them, and the fact that the certificate 
is made to enable such banks to avail themselves of the advantages of this act. 
The said organization certificate shall be acknowledged before a judge of some

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



2538 BANKING AND CURRENCY.

court of record or notary public; and shall be, together with the acknowledg
ment thereof, authenticated by the seal of such court, or notary, transmitted 
to the Comptroller of the Currency, who shall file, record, and carefully pre
serve the same in his office. Upon the filing of such certificate with the Comp
troller of the Currency, as aforesaid, the said Federal reserve bank so formed 
shall become a body corporate, and as such, and in the name designated in such 
organization certificate, shall have power to perform all those acts and to enjoy 
all those privileges and to exercise all those powers described in section fifty- 
one hundred and thirty-six, Revised Statutes, save in so far as the same shall 
be limited by the provisions of this act. The Federal reserve bank so incorpo
rated shall have succession for a period of twenty years from its organization, 
unless sooner dissolved by act of Congress.] (See sec. 3, par. i.)

Every Federal reserve bank shall be conducted under the oversight and con
trol of a board of directors, whose powers shall be the same as those conferred 
upon the boards of directors of national banking associations under existing law, 
not inconsistent with the provisions of this act. Such board of directois shall 
be constituted and elected as hereinafter specified and shall consist of nine 
members, holding office for three years, and divided into three classes, desig
nated as classes A, B, and C.

Class A shall consist of three members, who shall be chosen by and be rep
resentative of the [stock-holding] member banks.

Class B shall consist of three members, who shall be representative of the 
[general] public interests of the reserve district except the bankers.

Class C shall consist of three members, who shall be [designated by the 
Federal reserve board] representative of the public interests o f the reserve 
district except the bankers.

Dirctors of class A shall be chosen in the following manner:
It shall be the duty of the chairman of the board of directors of the Federal 

reserve bank of the district in which each such bank is situated to classify the 
member banks of the said district into three general groups or divisions. Each 
such group shall contain as nearly as may be one-third of the aggregate number 
of said member banks of the said district and shall consist as nearly as may be 
of banks of similar capitalization. The said groups shall be designated by 
number at the pleasure of the chairman of the board of directors of the Fed
eral reserve bank.

At a regularly called directors’ meeting of each member bank in the Federal 
reserve district aforesaid the board of directors of such member bank shall 
elect by ballot one of its own members as a district reserve elector and shall 
certify his name to the chairman of the board of directors of the Federal reserve 
bank of the district. The said chairman shall establish lists of the district 
reserve electors, class A, thus named by banks in each of the aforesaid three 
groups and shall transmit one list to each such elector in each group. Every 
elector shall within fifteen days of the receipt of the said list select and certify 
to the said chairman from among the names on the list pertaining to his group, 
transmitted to him by the chairman, one name, not his own, as representing 
his choice for Federal reserve director, class A. The name receiving the greatest 
number of votes, not less than a majority, shall be designated by said chairman 
as Federal reserve director for the group to which he belongs. In case no can
didate shall receive a majority of all votes cast in any group the chairman 
aforesaid shall establish an eligible list, consisting of the three names receiving 
the greatest number of votes on the first ballot, and shall transmit said list to 
the electors in each of the groups of banks established by him. Each elector 
shall at once select and certify to the said chairman from among the three 
persons submitted to him his choice for Federal reserve director, class A, and 
the name receiving the greatest number of such votes shall be declared by the 
chairman as Federal reserve director, class A. In case of a tie vote the balloting 
shall continue in the manner hereinbefore prescribed until one candidate 
receives more votes than either of the others.

[Directors of class B shall be chosen by the electors of the respective groups 
at the same time and in the same manner prescribed for directors of class A, 
except that they must be selected from a list of names furnished, one by each 
member bank, and such names shall in no case be those of officers or directors 
of any bank or banking association. They shall not accept office as such during 
the term of their service as directors of the Federal reserve bank. They shall 
be fairly representative of the commercial, agricultural, or industrial interests 
of their respective districts. The Federal reserve board shall have power at 
its discretion to remove any director of class B in any Federal reserve bank
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i f  it should appear at any time that such director does not fairly represent 
the commercial, agricultural, or industrial interests of his district.

[Three directors belonging to class C shall be chosen directly by the Federal 
reserve board and shall be residents of the district for which they are selected, 
one of whom shall be designated by said board as chairman of the board of 
directors of the Federal reserve bank of the district to which he is appointed 
and shall be designated as “ Federal reserve agent.” He]

Directors of class B and class C shall be appointed by the Federal reserve 
board from among those who shall have been nominated by the organized citi
zens of the district other than the bankers, subject to the advice and consent 
o f  the Senate. The aim shall be to select residents of the district who shall be 
fairly representative of the citizens of the district other than the bankers.

The chief executive officer of each Federal reserve bank shall be knotvn as 
governor and shall be nominated by the board of directors and confirmed by 
the Federal reserve board. His term of office shall be indeterminate, subject 
(1) to the icill of a majority of the board of directors, or (2) the Federal 
reserve board may call for the nomination of a successor.

In the transaction of business between the Federal reserve board and each 
o f  the Federal reserve banks, the national board shall be represented by its 
appointee, who shall be a person of tested banking experience, and shall be 
designated as “ Federal reserve agent.” He may be present at all meetings of 
the board of directors at ivhich business is officially transacted, and shall have 
unrestricted access to the books and papers of the bank [and in addition to 
his duties as chairman of the board of directors of the Federal reserve bank of 
the district to which he is appointed,]. He shall be required to maintain under 
regulations to be established by the Federal reserve board a local office of said 
board, which shall be situated on the premises of the Federal reserve bank of 
the district. He shall make regular reports to the Federal reserve board and 
shall act as its official representative for the performance of the functions 
conferred upon it by this act. He shall receive an annual compensation to be 
fixed by the Federal reserve board and paid monthly [by the Federal reserve 
bank to which he is designated] from  its treasury upon vouchers issued by 
order of the said board.

Directors of Federal reserve banks shall receive, in addition to any compensa
tion otherwise provided, a reasonable allowance for necessary expenses in 
attending meetings of their respective boards, which amount shall be paid by 
the respective Federal reserve banks. Any compensation that may be provided 
by boards of directors of Federal reserve banks for members of such boards 
shall be subject to review by the Federal reserve board.

The reserve bank organization committee may, in organizing Federal reserve 
banks for the first time, call such meetings of bank directors in the several dis
tricts as may be necessary to carry out the purposes of this act and may exercise 
the functions herein conferred upon the chairman of the board of directors of 
each Federal reserve bank pending the complete organization of such bank.

At the first meeting of the full board of directors of each Federal reserve bank 
after organization it shall be the duty of the directors of classes A and B and C, 
respectively, to designate one of the members of each class whose term of office 
shall expire in one year from the first of January nearest to date of such meet
ing, one whose term of office shall expire at the end of two years from said date, 
and one whose term of office shall expire at the end of three years from said 
date. Thereafter every director of a Federal reserve bank chosen as herein
before provided shall hold office for a term of three years; but the [chairman of 
the board of directors of each Federal reserve bank designated by the Federal 
reserve board, as hereinbefore described, shall be removable at the pleasure of 
the said board without notice, and his successor shall hold office during the 
unexpired term of the director in whose place he was appointed]. Vacancies 
that may occur in the several classes of directors of Federal reserve banks may 
be filled in the manner provided for the original selection of such directors, such 
appointees to hold office for the unexpired terms of their predecessors.

M E M B E R  B A N K S — T H R E E  C L A S S E S .

Sec. 7. That in connection with each Federal reserve bank there shall be three 
classes of member banks, as follow s:

Class A. The national banks.
Class B. The State banks and trust companies that comply with the regula

tions of the Federal reserve board concerning the rediscount of commercial 
paper.
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Class C. The banks that become members o f the Federal clearing house.
Each national bank and each State bank and trust company in the United 

States on the mainland may become a member of the Federal reserve system for  
clearing-house purposes, and the condition of membership shall be the depositing 
o f sufficient funds to settle the daily balances, also the compliance with the other 
clearing-house regulations to be issued by the Federal reserve board.

To entitle a State bank or trust company to the right to rediscount com
mercial paper as hereinafter provided it shall comply with the regulations bp 
the Federal reserve board on this subject, which shall not request that banking 
capital be deposited with the Federal reserve system.

To safeguard the national banks against runs by depositors and to safe- 
guard the citizens against losses and inconveniences from insolvent national 
banks, the Federal reserve board shall issue regulations ivhereby each national 
bank shall be entitled to rediscount commercial paper, and also, when neces
sary, secure direct loans from the Federal reserve system to the amount owing 
to depositors: Provided, however, That the liability of the Federal reserve 
system and of the Government of the United States for losses from this source 
shall be limited to the amount of the profits of the Federal reserve system for  the 
preceding ten years. (See pages 1841-1842 of Hearings.)

F E D E R A L  R E S E R V E  BOARD.

Sec. [11] 8. That there shall be created a Federal reserve board, which shall 
consist of [seven] five members, including the Secretary of the Treasury, [the 
Secretary of Agriculture, and the Comptroller of the Currency] who shall be 
[members] a member ex officio, and four members appointed by the President 
of the United States, by and with the advice and consent of the Senate [. In 
selecting the four appointive members of the Federal reserve board, not more 
than one of whom shall be selected from any one Federal reserve district, 
the President shall have due regard to a fair representation of different geo
graphical divisions of the country. The four members of the Federal reserve 
board appointed by the President and confirmed as aforesaid], who shall devote 
their entire time to the business of the Federal reserve board and shall each 
receive an annual salary of $10,000, together with an allowance for actual 
necessary traveling expenses [and the Comptroller of the Currency, as ex 
officio member of said Federal reserve board, shall, in addition to the salary 
now paid him as comptroller, receive the sum of $5,000 annually for his 
services as a member of said board]. Of the four members thus appointed by 
the President [not more than two shall be of the same political party, and] 
at least one [of whoml shall be a person experienced in banking. [One shall 
be designated by the President to serve for two, one for four, one for six, 
and one for eight years, respectively, and thereafter each member so appointed 
shall serve for a term of eight years unless sooner removed for cause by the 
President.] The term o f office shall be four years unless sooner recalled by the 
President. (Pages 1787, 1816, and 2526 of Hearings.) Of the four persons thus 
appointed, one shall be designated by the President as manager and one as vice 
manager of the Federal reserve board. The manager of the Federal reserve 
board, subject to the supervision of the Secretary of the Treasury and Federal 
reserve board, shall be the active executive officer of the Federal reserve board.

[The Federal reserve board shall have power to levy semiannually upon the 
Federal reserve banks, in proportion to their capital stock, an assessment suffi
cient to pay its estimated expenses for the half year succeeding the levying of 
such assessment, together with any deficit carried forward from the preceding 
half year.]

The first meeting of the Federal reserve board shall be held in Washington. 
District of Columbia, as soon as may be after the passage of this act. at a date 
to be fixed by the reserve bank organization committee. The Secretary of the 
Treasury shall be ex officio chairman of the Federal reserve board. No member 
of the Federal reserve board shall be an officer or director o f any bank or 
banking institution or Federal reserve bank nor hold stock in any bank or 
banking institution; and before entering upon his duties as a member of the 
Federal reserve board he shall certify under oath to the Secretary of the 
Treasury that he has complied with this requirement. Whenever a vacancy 
shall occur, other than by expiration of term, among the four members of the 
Federal reserve board appointed by the President, as above provided, a suc
cessor shall be appointed by the President, with the advice and consent of the
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Senate, to fill such vacancy, and when appointed shall hold office for the unex
pired term of the member whose place he is selected to fill.

The Federal reserve board shall annually make a report of its fiscal opera* 
tions to the Speaker of the House of Representatives, who shall cause the same 
to be printed for the information of the Congress.

Section three hundred and twenty-four of the Revised Statutes of the United 
States shall be amended so as to read as follows: “ There shall be in the De
partment of the Treasury a bureau charged, except as in this act otherwise 
provided, with the execution of all laws passed by Congress relating to the issue 
and regulation of currency issued by or through banking associations, the chief 
officer of which bureau shall be called the Comptroller of the Currency, and 
shall perform his duties under the general direction of the Secretary of the 
Treasury, acting as tbe chairman of the Federal reserve board:” Provided, 
however, That nothing herein contained shall be construed to affect any power 
now vested by law in the Comptroller of the Currency or the Secretary of the 
Treasury.

Powers and duties of Federal reserve ~board.

S ec . [12] 9. That the Federal reserve board hereinbefore established shall 
be authorized and empowered: A

(a) To examine at its discretion the accounts, books, and affairs of each 
Federal reserve bank and to require such statements and reports as it may 
deem necessary. The said board shall publish once each week a statement 
showing the condition of each Federal reserve bank and a consolidated state
ment for all Federal reserve banks. Such statements shall show in detail the 
assets and liabilities of such Federal reserve banks, single and combined, and 
shall furnish full information regarding the character of the lawful money held 
as reserve and the amount, nature, and maturities of the paper owned by Fed
eral reserve banks.

(a%) To control a central gold reserve for the benefit o f the entire Nation.
(b) To permit or require, in time of emergency, Federal reserve banks to 

rediscount the discounted prime paper of other Federal reserve banks [, at least 
five members of the Federal reserve board being present when such action is 
taken and all present consenting to the requirement]. The exercise of this 
compulsory rediscount power by the Federal reserve board shall be subject to 
an interest charge to the accommodated bank of not less than one nor greater 
than three per centum above the higher of the rates prevailing in the districts 
immediately affected.

(c) To suspend for a period not exceeding thirty days (and to renew such 
suspension for periods not to exceed fifteen days) any and every reserve require
ment specified in this act: Provided, That it shall establish a graduated tax 
upon the amounts by which the reserve requirements of this act may be per
mitted to fall below the level hereinafter specified, such tax to be uniform in its 
application to all banks; but said board shall not suspend the reserve require
ments with reference to Federal reserve notes.

(d) To supervise and regulate the issue and retirement of Federal reserve 
notes [and to] including the prescribing of [prescribe] the form and tenor of 
such notes, except that the notes shall be issued in the name o f the Federal 
reserve system.

(d%). To formulate the method whereby the index number or gauge showing 
the purchasing power of money (see paragraph b of section 3) shall be con
structed , and be maintained.

(e) To add to the number of cities classified as reserve and central reserve 
cities under existing law in which national banking associations are subject 
to the reserve requirements set forth in section twenty of this act; or to re
classify existing reserve and central reserve cities and to designate the banks 
therein situated as country banks at its discretion.

(f) To suspend the officials of Federal reserve banks and, for cause stated in 
writing with opportunity of hearing, require the removal of said officials for 
incompetency, dereliction of duty, fraud, or deceit, such removal to be subject to 
approval by the President of the United States.

(g) To require the writing off of doubtful or worthless assets upon the books 
and balance sheets of Federal reserve banks.

(h) To suspend, for cause relating to violation of any of the provisions of 
this act, the operations of any Federal reserve bank and appoint a receiver 
therefor.

(i) To perform the duties, functions, or services specified or implied in 
this act.
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[ f e d e r a l  a d v i s o r y  c o u n c i l . ]

( Inquiries and advice.)

Se c . [13.] 10. There is hereby created a Federal advisory council, which 
shall consist of as many members as there are Federal reserve districts. Each 
Federal reserve bank by its board of directors shall annually select from its 
own Federal reserve district one member of said council, who shall receive no 
compensation for his services, but may be reimbursed for actual necessary 
expenses. The meetings of said advisory council shall be held at Washington, 
District of Columbia, at least four times each year, and oftener if called by 
the Federal reserve board. The council may select its own officers and adopt 
its own methods of procedure, and a majority of its members shall constitute 
a quorum for the transaction of business. Vacancies in the council shall be 
filled by the respective reserve banks, and members selected to fill vacancies 
shall serve for the unexpired term.

[The Federal advisory council shall have power (1) to meet and confer 
directly with the Federal reserve board on general business conditions; (2) to 
make oral or written representations concerning matters within the jurisdiction 
of said board; (3) to call for opmplete information and to make recommenda
tions in regard to discount rates, rediscount business, note issues, reserve con
ditions in the various districts, the purchase and sale of gold or securities by 
reserve banks, open-market operations by said banks, and the general affairs 
of the reserve banking system.]

That the representatives of the bankers on the boards o f directors of the 
Federal reserve banks and every national organization of citizens may inquire 
vf the Federal reserve board concerning its affairs and answer shall be made. 
Also, representatives of the said organizations may rightfully tender advice. 
(See page 1789 of Hearings.)

R E D IS C O U N T S .

S ec , 11. That banks in classes A and B may, at an office of the Federal reserve 
bank within the district wherein the applying bank is located, rediscount notes 
and bills o f exchange that arise out of commercial transactions as hereinafter 
•defined.

The paper that shall be eligible to rediscount within the meaning of this act 
xhall consist of notes, bills of exchange and acceptances issued or drawn for 
agricultural, industrial, or commercial purposes, or the proceeds of which have 
been used, or [may] are to be used, for such purposes, the Federal reserve 
board to have the right to [determine or] define the character of paper thus 
eligible; but such definition shall not include notes or bills issued or drawn for 
the purpose of carrying or trading in stock, bonds, or other investment securities, 
nor shall anything herein contained be construed to prohibit the rediscounting 
of notes and bills of exchange secured by staple agricultural products, or 
other goods, wares, or merchandise.

The security to the Federal reserve banks shall include the indorsement of 
the banks.

The maturity of the paper eligible to rediscount shall be stated from time 
to time by the Federal reserve board, together with such other regulations as 
it may deem proper.

The aggregate of [such] notes and bills, based on the exportation or importa
tion of goods, and bearing the signature or indorsement of any one person, 
company, firm, or corporation rediscounted for any one bank shall at no time 
exceed ten per centum of the unimpaired capital and surplus of said bank; 
but this restriction shall not apply to the discount of bills of exchange drawn in 
good faith against actually existing values.

Any national bank may, at its discretion, accept drafts or bills of exchange 
drawn upon it having not more than six months’ sight to run and growing out 
of transactions involving the importation or exportation of good**: but no bank 
shall accept such bills to an amount eqnal at any time in the aggregate to more 
than one-half the face value of its paid-up and unimpaired capital.

Section fifty-two hundred and two of the Revised Statutes of the United 
States is hereby amended so as to read as follows: No association shall at 
any time be indebted, or in any way liable, to an amount exceeding the amount 
of its capital stock at such time actually paid in and remaining undiminished 
by losses or otherwise, except on account of demands of the nature following:

First Notes of circulation.
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Second. Moneys deposited with or collected by the association.
Third. Bills of exchange or drafts drawn against money actually 011 deposit 

to the credit of the association, or due thereto.
Fourth. Liabilities to the stockholders <»f the association for dividends and 

reserve profits.
Fifth. Liabilities incurred under the provisions of sections [two, five, and 

fourteen] eleven of the Federal reserve act.

L O A N S  1 0  M E M B E R  B A N K S .

(From the Owen-Glass bill.)

Sec. [14.] 12. Whenever in the opinion of [the Federal Reserve Board] a 
board of directors of a Federal reserve bank the public interest [so] requires 
[the Federal Reserve Board may authorize the reserve bank of the district to] 
that the bank shall discount the direct obligations of member banks, secured 
by the pledge and deposit of satisfactory securities, authority so to do is hereby 
granted. (See section 7, above.) [ ; but in no case shall the amount so loaned 
by a Federal reserve bank exceed three-fourths of the actual value of the secur
ities so pledged or one-half the amount of the paid-up and unimpaired capital 
of the member bank.]

o p e n - m a r k e t  o p e r a t i o n s .

Sec. [15 ] 13. That any Federal reserve bank may, under rules and regula
tions prescribed by the Federal reserve board, purchase and sell in the open 
market, either from or to domestic or foreign banks, firms, corporations, or in
dividuals, prime bankers’ bills, and bills of exchange of the kinds and maturities 
by this act made eligible for rediscount, and cable transfers.

[R E D IS C O U N T S .]

Deposits.

S ec . 14. That any Federal reserve bank may receive from any member bank 
deposits of current funds in lawful money, national-bank notes, Federal reserve 
notes, or checks and drafts upon solvent banks, payable upon presentation; or, 
solely for exchange purposes, may receive from other Federal reserve banks 
deposits of current funds in lawful money, national-bank notes, or checks and 
drafts upon solvent banks, payable upon presentation.

Resale of commercial paper.

Sec. 15. That whenever member banks of class A or B possess excess cash 
they may purchase interest-bearing paper from the Federal reserve bank in 
their respective districts. The Federal reserve board shall prescribe rules 
under which the reserve banks shall offer to resell the paper they have pur
chased.

N O T E IS S U E S .

Sec. [17 ] 16. That Federal reserve notes, to be issued at the discretion o f  
the Federal reserve board for the purpose of making advances to Federal re
serve banks as hereinafter set forth and for no other purpose, are hereby au
thorized. The said notes shall be obligations of the [United States] Federal 
reserve system  and shall be [receivable for all taxes, customs, and other public 
dues] legal tender. They shall be redeemed in gold [or lawful money] on de
mand [at the Treasury Department of the United States, in the city of Wash- 
inton, District of Columbia, or at any Federal reserve bank] at the office of the 
Federal reserve board in each of the Federal reserve banks.

Any Federal reserve bank may, upon vote of its directors, make application 
to the local Federal reserve agent for such an amount of the Federal reserve 
notes hereinbefore provided for as it may deem best. [Such application shall be 
accompanied with a tender to the local Federal reserve agent of collateral in 
amount equal to the sum of the Federal reserve notes thus applied for and 
issued pursuant to such application. The collateral security thus offered shall 
be notes and bills accepted for rediscount under the provisions of section 14 of 
this act, and] Delivery of the notes shall be made as called for, and at the 
close of each business day the Federal reserve bank shall transfer to the Federal
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reserve agent an amount of acceptable commercial paper taken under authority of 
sections 11 and 12 of this act, which, together with the amount of gold certifi
cates and of gold received, shall equal the amount of notes used. The Federal 
reserve agent shall each day notify the Federal reserve board of issues and 
withdrawals of notes to and by the Federal reserve bank to which he is ac
credited. The said Federal reserve board shall be authorized at any time to 
call upon a Federal reserve bank for additional security to protect the Federal 
reserve notes issued to it.

[Whenever any Federal reserve bank shall pay out or disburse Federal reserve 
notes issued to it as hereinbefore provided, it shall segregate in its own vaults 
and shall carry to a special reserve account on its books gold or lawful money equal 
in amount to thirty-three and one-third per centum of the reserve notes so paid 
out by it, such reserve to be used for the redemption of said reserve notes as 
presented; but any Federal reserve bank so using any part of such reserve to 
redeem notes shall immediately carry to said reserve account an amount of gold 
or lawful money sufficient to make said reserve equal to thirty-three and one- 
third per centum of its outstanding Federal reserve notes.] Notes [so] paid 
out by each Federal reserve bank shall bear upon their faces a distinctive letter 
and serial number [, which shall be assigned by the Federal reserve board to 
each Federal reserve bank]. Whenever Federal reserve notes issued through 
one Federal reserve bank shall be received by another Federal reserve bank 
they shall be returned for redemption to the Federal reserve bank through 
which they were originally issued[, or shall be charged off against Govrenment 
deposits and returned to the Treasury of the United States, or shall be pre
sented to the said Treasury for redemption]. No Federal reserve bank shall 
pay out notes issued through another under penalty of a tax of ten per centum 
upon the face value of notes so paid out. [Notes presented for redemption at 
the Treasury of the United States shall be paid and returned to the Federal 
reserve banks through which they were originally issued, and Federal reserve 
notes received by the Treasury otherwise than for redemption shall be ex
changed for lawful money out of the five per centum redemption fund herein
after provided and returned as hereinbefore provided to the reserve bank 
through which they were originally issued.]

[The Federal reserve board shall have power, in its discretion, to require Fed
eral reserve banks to maintain on deposit in the Treasury of the United States 
a sum in gold equal to five per centum of such amount of Federal reserve notes 
as may be issued to them under the provisions of this act; but such five per 
centum shall be counted and included as part of the thirty-three and one-third 
per centum reserve hereinbefore required.] The said board shall also have the 
right to grant in whole or in part or to reject entirely the application of any 
Federal reserve bank for Federal reserve notes; but to the extent and in the 
amount that such application may be granted the Federal reserve board shall, 
through its local Federal reserve agent, deposit Federal reserve notes with the 
bank so applying, and such bank shall be charged with the amount such notes 
and shall pay such rate of interest on said amount as may be established by the 
Federal reserve board, [which rate shall not be less than one-half of one per 
centum per annum,] and the amount of such Federal reserve notes so issued to 
any such bank shall, upon delivery, become a first and paramount lien on all the 
assets of such bank.

[Any Federal reserve bank may at any time reduce its liability for outstand
ing Federal reserve notes by the deposit of Federal reserve notes, whether 
issued to such bank or to some other reserve bank, or lawful money of the United 
States, or gold bullion, with any Federal reserve agent or with the Treasurer of 
the United States, and such reduction shall be accompanied by a corresponding 
reduction in the required reserve fund of lawful money set apart for the redemp
tion of said notes and by the release of a corresponding amount of the collateral 
security deposited with the local Federal reserve agent.]

Any Federal reserve bank may at its discretion withdraw collateral deposited 
with the local Federal reserve agent for the protection of Federal reserve notes 
deposited with it and shall at the same time substitute other collateral of equal 
value approved by the Federal reserve agent under regulations to be prescribed 
by the Federal reserve board.

[It shall be the duty of every Federal reserve bank to receive on deposit, at 
par and without charge for exchange or collection, checks and drafts drawn 
upon any of its depositors or by any of its depositors upon any other depositor 
and checks and drafts drawn by any depositor in any other Federal reserve 
bank upon funds to the credit of said depositor in said reserve bank last men
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tioned, nothing herein contained to be construed as prohibting member banks 
from making reasonable charges to cover actual expenses incurred in collecting 
and remitting funds for their patrons. The Federal reserve board shall make 
and promulgate from time to time regulations governing the transfer of funds 
at par among Federal reserve banks, and may at its discretion exercise the func
tions of a clearing house for such Federal reserve banks, or may designate a 
Federal reserve bank to exercise such functions, and may also require each such 
bank to exercise the functions of a clearing house for its member banks.] The 
Federal reserve board shall issue regulations providing for  a clearing house for  
the entire Nation on the mainland. The rates at which funds shall be trans
ferred through the said system shall be fixed from time to time by the Federal 
reserve board, and its decision after a public hearing shall be final. The hear
ings shall be published.

Sec. [18] 17. That so much of the provisions of section fifty-one hundred and 
fifty-nine of the Revised Statutes of the United States, and section four of the 
act of June twentieth, eighteen hundred and seventy-four, and section eight of 
the act of July twelfth, eighteen hundred and eighty-two, and of any other 
provisions of existing statutes, as require that before any national banking 
association shall be authorized to commence banking business it shall transfer 
and deliver to the Treasurer of the United States a stated amount of United 
States registered bonds be, and the same is hereby, repealed.

B A N K  R E S E R V E S .

Sec. [20] 18. That from and after the date when the Secretary of the Treas
ury shall have officially announced, in such manner as he may elect, the fact 
that a Federal reserve bank has been established in any designated district, 
every [banking association] national bank within said district [which shall have 
subscribed for stock in such Federal reserve bank] shall be required to estab
lish and maintain reserves as follows:

(a) If a country bank as defined by existing law, it shall hold and maintain 
a reserve equal to twelve per centum of the aggregate of its deposits, not includ
ing savings deposits hereinafter provided for. Five-twelfths of such reserve 
shall consist of [money which national banks may under existing law count as 
legal reserve,] legal-tender notes held actually in the bank’s own vaults; [and 
for a period of fourteen months from the date aforesaid at least three-twelfths 
and thereafter at least five-twelfths of such reserve shall consist of a credit 
balance with the Federal reserve bank of its district.] The remainder of the 
twelve per centum reserve [hereinbefore required] may, [for a period of thirty- 
six months from and after the date fixed by the Secretary of the Treasury as 
hereinbefore provided,] consist of balances due from national banks in reserve 
or central reserve cities as now defined by law and balances due from a Federal 
reserve bank or banks. [From and after a date thirty-six months subsequent to 
the date fixed by the Secretary of the Treasury as hereinbefore provided the 
said remainder of the twelve per centum reserve required of each country bank 
shall consist either in whole or in part of reserve money in the bank’s own vaults 
or of credit balance with the Federal reserve bnnk of its district.]

(b) If a reserve city bank as defined by existing law, it shall hold and main
tain, for a period of sixty days from the date fixed by the Secretary of the 
Treasury as hereinbefore provided, a reserve equal to twenty per centum of the 
aggregate amount of its deposits, not including savings deposits hereinafter 
provided for, and permanently thereafter eighteen per centum. At least one- 
half of such reserve shall consist of [money which national banks may under 
existing law count as legal reserve,] legal-tender notes held actually in the 
bank’s own vaults. [After sixty days from the date aforesaid, and for a period 
of one year, at least three-eighteenths and permanently thereafter at least 
five-eighteenths of such reserve shall consist of a credit balance with the Federal 
reserve bank of its district.] The remainder of the reserve [in this paragraph 
required] may[, for a period of thirty-six months from and after the date fixed 
by the Secretary of the Treasury as hereinbefore provided,] consist of balances 
due from national banks in central reserve cities as now defined by law and 
balances due from a Federal reserve bank or banks. [From and after a date 
tfiirty-six months subsequent to the date fixed by the Secretary of the Treasury 
as hereinbefore provided, the said remainder of the eighteen per centum reserve 
required of each reserve city bank shall consist either in whole or in part of 
reserve money in the bank’s own vaults or of credit balance with the Federal 
reserve bank of its district.]
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(c) If a central reserve city bank as defined by existing law, it shall hold 
and maintain for a period of sixty days from the date fixed by the Secretary 
of the Treasury as hereinbefore provided, a reserve equal to twenty per centum 
of the aggregate amount of its deposits, not including savings deposits here
inafter provided for, and permanently thereafter [eighteen] tivelve per 
centum. [At least one-half of such] This reserve shall consist of [money which 
national banks may under existing law count as legal reserve,] legal tender 
notes, held actually in the bank’s own vaults and balances due from  a Federal 
reserve bank or banks. [After sixty days from the date aforesaid, and there
after for a period of one year, at least three-eighteenths and permanently 
thereafter at least five-eighteenths of such reserve shall consist of a credit 
balance with the Federal reserve bank of its district. The remainder of the 
eighteen per centum reserve required of each central reserve city bank shall 
consist either in whole or in part of reserve money actually held in its own 
vaults or of credit balance with the Federal reserve bank of its district.]

Sec. [21] 19. That so much of sections two and three of the act of June 
twentieth, eighteen hundred and seventy-four, entitled “An act fixing the 
amount of United States notes, providing for a redistribution of the national 
bank currency, and for other purposes,” as provides that the fund deposited 
by any national banking association with the Treasurer of the United States 
for the redemption of its notes shall be counted as a part of its lawful reserve 
as provided in the act aforesaid, be, and the same is hereby, repealed. And 
from and after the passage of this act such fund of five per centum shall in 
no case be counted by any national banking association as a part of its lawful 
reserve.

A  N E W  T IT L E .

Following is a proposal for a new title for the bill:
“A bill to provide for the establishment of Federal reserve banks, to establish 

a unified control of the purchasing power of money and that shall aim to pro
mote stability, to insure competition in the loaning of money, safeguard the 
solvency of banks, guarantee the safety of deposits in national banks, and for  
other purposes.”

Mr. S h ib l e y . Gentlemen, there is an important detail in connection with the 
proposed law that I merely touched upon in my statement of October 6 and 7. 
In the House bill there is a proposal that of the four members of the Federal 
reserve board who are to be other than Cabinet members and the Comptroller 
of the Currency—

“ One shall be designated by the President to serve for two, one for four, one 
for six, and one for eight years, respectively, and thereafter each member so 
appointed shall serve for a term of eight years unless sooner removed for cause 
by the President.” (Sec. 11, lines 16-20, p. 18.)

The effect of this proposal if enacted into law would be to abolish to some 
extent the people’s self-government in connection with the monetary system. 
The proposal is that the term of office of a majority of the seven members of the 
Federal reserve board shall be eight years, and therefore is nearly as oligarchical 
as the plan whereby the people elect Senators for six years and a Chief Execu
tive for four years, thereby making it possible that the people’s will as expressed 
at an election of Representatives may be blocked for two or four years. The 
proposal for the Federal reserve board is that it might be nearly two years 
after the people had turned a set of leaders out of power before they could get 
control of the Federal reserve board. To realize the far-reaching nature of 
this proposal let us briefly review the history of the Government of our country.

The Revolutionary War was successfully fought under a system of self- 
government by the people. The people’s will prevailed because of a system of 
government in which the nomination and the election of members of the legisla
tures and the governors was comparatively simple and direct, in combination 
with a system whereby the voters instructed their representatives at will, and 
the legislatures elected the members of the Congress, subject to recall at any 
time. And Congress controlled the national executive department.

It was througli the use of this system that the colonists fought the mother 
country and, with the aid of France and Divine Providence, won their freedom.

With the coming of peace and the opening of the country to trade with Eng
land the small amount of gold and silver that was in the country was largely 
shipped abroad to pay for purchases. This export of the gold and silver re
sulted in falling prices for commodities and the usual hard times. The control 
of the volume of money was in each of the 13 States, and, as usual, there was
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much debate as to what should be done about issuing paper currency. In New 
Hampshire the voters at town meeting balloted upon a proposed State law for 
the issuance of more paper currency and rejected the proposal. In Massachu
setts the volume of money was such that prices for commodities fell tremen
dously and mortgages were foreclosed at a mere fraction of what had been the 
selling prices for property. The creditor class controlled the legislature, and 
continued to do so for several years, which gave rise to Shay’s rebellion during 
the latter part of 1786 and the first few months of 1787. The Constitutional 
Convention for the proposing of amendment to the Articles of Confederation met 
early in 3787, and it was a reactionary organization, having been elected by the 
existing legislatures. The people were not permitted to elect the delegates. It 
was so reactionary that of the 56 patriots who 11 years before had signed the 
Declaration of Independence only 6 were elected as delegates to the National 
Constitutional Convention.

In other words, the Federalists were in control. Instead of carrying out 
the instructions whereby they held office, namely, to propose amendments to the 
then-existing system of National Government, they at once closed the doors 
of the convention to the public and proceeded to plan a new and a reactionary 
system of government, one that would, if placed in operation, effectually abolish 
self-government by the people. The people were to be denied the right to instruct 
Jhe men in office, thereby making the few in office a set of elected rulers; and 
only one of the four sets of officials in the National Government were to be 
elected by the people.

In the campaign for the election of delegates to the State conventions that 
were to pass upon this proposal it was described in various ways, among others 
in a set of letters by leading Federalists in what has come to be termed “ The 
Federalist.” In Letter No. X  it is plainly stated that the will of the majority 
ought not to be permitted to prevail. The plan proposed was “ The delegation 
of the Government to a small number of citizens elected by the rest.”

And the letter continues:
“ The effect is to refine and enlarge the public views by passing them through 

the medium of a chosen body of citizens.” (P. 57, Lodge’s edition.)
But the reactionists did not fully succeed. The only way that they could get 

the approval of the needed number of States for the proposed limitations on the 
people’s power was to agree with the patriots that the First Congress would 
submit amendments restricting the power of Congress. This Massachusetts 
plan, as it was termed, resulted in the first 10 amendments materially limiting 
the power of Congress. .

And eight years later the people’s leaders succeeded in establishing party gov
ernment. Washington was to retire from office and the patriots nominated Jef
ferson for the Presidency, and as they had developed quite an organization 
throughout the country they almost succeeded in securing control of the entire 
Government. They secured a majority of three in the House, and thus could 
stop some of the reactionary measures.

But two years later, owing to unfortunate conditions in France, a country that 
had made a failure of an attempt at popular government, the Republicans in 
the United States lost control of the House and the Federalists came in*o full 
control. They acted so in violation of the doctrines of popular government that 
in 1800 the people turned them out of the Presidency, the House, and the Senate 
and the incoming organization, headed by Jefferson, was pledged to majority 
rule and all of the other doctrines of the people’s rule, and the pledges were 
kept.

Thus the people recovered their liberties to a very large degree. But there 
still remained the six-year term of office for the Senators and four years for 
the President, so that a people’s victory in an election of Members of the House 
might not give them the control of the Government. That system of checks 
upon the people’s rule is unknown in most of the countries in Europe. In 
England, France, Italy, and most of the European countries the party organi
zation in control in the most popular branch of the legislative body has become 
the ruling power throughout the nation.

And here in the United States of America the tendency is to open a channel 
so that the party organization that is successful at the polls shall take charge 
of the Government and be given an opportunity to promote the general welfare, 
instead of dividing the control of the Government between two sets of party 
leaders, so that one can ve'o the acts of the other.

Therefore the forthcoming currency and banking law should provide that 
whenever a party organization shall elect the head of the Government he shall
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be authorized to carry out in the administrative department the pledges made 
to the people; for example, carry out the pledges a» to the control of the price 
level and the other features of the currency and banking system that are under 
the control of the Federal reserve board. The control within this board should 
be the same as in the Department of the Interior and the other departments, 
so that the head of the Government, whom the people elect, shall at once enter 
upon control as soon as he is sworn into office. It would not do to provide 
that the departments should be placed under boards not controlled by'the peo
ple’s elected representative, nor will it do to provide that the Federal reserve 
board shall not be responsive to the people’s will at a presidential election. In 
order to make the needed change in the bill there should first be dropped the 
provision for private capital stock and a vast amount of bank reserves. Then 
the conditions would be such that it would clearly appear that the control of 
the Federal reserve board should be in the head of the Government, elected by 
the people, the same as the control of the Treasury Department.

I now turn to another subject, and one upon which I have been asked to speak.
Some of the witnesses before this committee have not recognized that during 

recent years there has been a scarcity of fluid capital, but declare that there 
has been a scarcity of money. That is a serious error.

Each year an immense volume of consumable articles are produced through
out the world, termed “ fluid capital,” as distinguished from fixed capital, such as 
the railroads. The result of establishing a unified control of the interest rate 
in this country will be that intelligence will be used in adjusting the interest 
rate for money, so that it will be fed out at rates that will conserve the volume 
of products. Money and bank credits are used to purchase the consumable arti
cles, and the interest rate should be such as to spread out the consumption over 
the entire year and not run into a shortage. That will be accomplished through 
the control of the interest rate by the Federal reserve board if it properly per
forms its duties.

The principal thing in this connection is to distinguish between a scarcity 
of consumable things; that is, fluid capital and scarcity of money.

One more point. I have been asked if the gauge for the measurement of the 
purchasing power of money should include houses, lands, railroads, and other 
forms of fixed investments.

The proper answer, I believe, is no, because there are so many other factors 
than the volume of money that affect the prices of houses, lands, and railroads. 
The recent law for railroad valuation has affected the prices of railway stocks, 
and the changes in the density of population in each community affects the 
prices of land and of houses, whereas the prices for products in the primary 
markets— that is, the leading wholesale markets— are at once affected by 
changes in the interest rate for money. Thus the prices for commodities at 
wholesale have come to be used to measure the purchasing power of money. 
Economists are agreed on that point.

That concludes what I wish to present.
(The chairman presented the following, with request that it be 

printed in the record:)
R eport of C u r r e n c y  C o m m it t e e  of t h e  U t ic a  (N. Y.) C redit  M e n ’s

A s s o c ia t io n .

To the officers and members of the Utica Credit Men's Association.
The entire work of this committee during the past year has been in connec

tion with the efforts of the commercial interests of this country to bring about 
e proper and adequate reform of our banking and currency laws. Owing to the 
great lack of knowledge of business men generally upon the subject, the com
mittee has devoted a considerable part of its efforts to forwarding the campaign 
of education which has been carried on by the national association.

Under date of February 17 we issued to the members of our association, and 
to business generally in this vicinity, over 800 of the national association’s 
leaflets No. 1, together with a circular letter from the Utica association calling 
particular attention to the leaflet and the points covered by same.

On May 23 we issued in a similar manner, the national association leaflet 
No. 2.

On January 18, under the auspices of the Utica association, a meeting was 
held at Hotel Utica, to which a general invitation was extended to anyone in
terested, and which meeting was addressed by Edmund D. Fisher, deputy comp
troller of New York City, an acknowledged authority on banking and finance.

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



BANKING AND CURRENCY. 2549

Another important part of the committee’s work consisted in issuing to our 
members and business men in this vicinity bulletins requesting them to urge 
upon the various authorities in Washington proper consideration of this im
portant subject

We feel that the work done by the national association in its various branches 
has contributed very largely to the progress already made in this matter, and 
we also feel that the most important work lies ahead and that the immediate 
future is the most critical point in the progress of this much-needed legislation. 
It is a well-known fact that practically all legislation in countries such as ours 
must, to a certain extent, be in the nature of a compromise, and that it is im
possible to obtain the passage of any law that will please all.

The national committee on banking and currency, and also your local commit
tee, have carefully considered the bill now before Congress, and while they feel 
that it is not all that could be desired, they believe that an honest and earnest 
effort is being made to give us a law that will overcome the principal defects in 
our present system. We feel that any criticisms should be made in a friendly 
and helpful spirit, and that we should aim to make only such as are of a con
structive nature. After careful deliberation, your committee feels that it can 
do no better than indorse the changes to the so-called Glass-Owen bill recom
mended by the banking and currency committee of the national association, 
and which are embodied in a brief presented by them to the Senate Committee 
on Banking and Currency at a hearing which was accorded them on September 
24, a copy of which brief it attached and made a part of this report.

We therefore offer the following resolutions:
Whereas it is a well-known fact that the waste incident to financial crises has 

always been a serious burden to the business interests of the country; and 
Whereas the Utica Association of Credit Men includes in its membership prac

tically all of the larger and more important commercial interests of Utica 
and vicinity, and is a part of the National Association of Credit Men, repre
senting the larger part of the business interests of the United States; and 

Whereas the banking and currency committee of said association has carefully 
considered the so-called Glass-Owen currency bill and changes recommended 
in same: Now, therefore, be it
Resolved, That this association urges upon the proper authorities at Wash

ington and in particular upon the Senate Committee on Banking and Currency 
the necessity of the following changes in order that the bill when enacted into 
law will fully meet the situation and give us the relief from the recurring crises 
and financial panics which it is aimed to obtain:

I. That the number of Federal reserve banks be materially reduced. A 
smaller number, not over six, would insure banks of larger capital and resources 
and ŵ ould overcome to a great extent the present serious defect of scattered 
reserves and wTould simplify the supervisory work of the Federal reserve board.

II. That either the Federal reserve banks have a representation on the Fed
eral reserve board or the powers of the advisory board be increased and that the 
advisory board be allowed to select its own officers and that two of such officers 
receive salaries, maintain an office wrhere the office of the Federal reserve board 
is located, and attend the meetings of the Federal reserve board but without a 
vote. We believe that the influence of these two members of the advisory 
l>oard, supported by public sentiment, would be more effective than were they 
granted voting powers.

III. Thai the Federal reserve notes should not be the obligation of, nor be 
guaranteed by the Government, but be the direct obligation of the bank that 
issues them and redeemed by that bank in gold on demand. Making the 
Government guarantee the notes presupposes that the Government is to be a 
beneficiary in some way or receive a valuable consideration through the issue 
of them, and to compel the Treasury to redeem them on demand presupposes 
that the Treasury will have the means of acquiring the gold required for such 
purposes. Being a direct and first lien upon the assets of the issuing bank and 
secured by prime commercial paper and other high-class securities acceptable for 
rediscount under the provisions of the act and a gold reserve of at least 33£ 
per cent there will be no doubt that such notes without further security would 
circulate freely at par and perform their functions properly and adequately.

That the reserve against notes issued should be gold exclusively, and that 
the words “ lawful money ” as applied to reserves for the redemption of notes 
should be stricken from the bill.

IV. That the interest be not paid by Federal reserve banks on deposits of
S. Doc. 232,63-1— vol 3-------40
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any sort, but that if it is to be paid 011 Government moneys the same rate- should 
be paid to banks as an inducement to them to deposit that part of their reserve 
which the measure leave optional with them to keep in their own vaults or to* 
deposit wTith the Federal reserve bank.

V. That the provision for saving departments in connection with national 
banks be stricken out entirely. We believe that commercial and investment 
banking should be kept as nearly separate and distinct as possible.

Resolved, That certified copies of these resolutions be forwarded to Hon. 
Elihu Root and Hon. James A. O’Gorman and to Hon. Robert L. Owen, chair
man of the Senate Committee on Banking and Currency, and that they be 
urged to give them their most careful consideration and that they be assured 
that the criticisms or suggestions are offered in the most friendly spirit and 
with the sole object of contributing to the end that is desired.

Respectfully submitted.
W . I . T a b er .
F . W . Se s s io n s .
A. H. D o b so n , Chairman.

A B r ie f  P resen ted  to t h e  S e n a t e  C o m m it t e e  b y  t h e  B a n k i n g  a n d  C u r r e n c t  
C o m m it t e e  of t h e  N a t io n a l  A s s o c ia t io n  of C redit  M e n .

Our commercial history shows that the waste attending financial crises falls 
heaviest upon business, and business men are therefore directly interested in 
the adoption of a banking and currency system that will meet the needs of a 
growing commerce and save them from the occasional heavy waste and the con
stant menace of an ineffectual system.

The banking and currency committee of the National Association of Credit 
Men has closely examined the proposed Federal reserve act to ascertain its 
powers as a regulative measure to provide for the nation’s banking and currency 
requirements and to save business from the depression and waste of financial 
crises.

The committee is convinced that the spirit of the proposed act is constructive.
The framers of the bill could not foresee all the situations that such a measure 

is destined to meet, therefore Congress should receive in a friendly spirit the 
criticism which is directed by bankers and merchants against some of its 
provisions which, if not changed, may impair its efficiency as a governmental 
instrument of regulation. Such criticism should not be regarded as prejudiced, 
but as coming in a spirit of helpfulness from those whose experience qualifies 
them to forecast the effect of the proposed law upon the business of the 
country.

The committee offers the objections hereinafter set forth in the friendliest 
spirit. It is believed that the changes suggested are essential to win the con
fidence of the people and make the meausre a safe and effective means of ac
complishing the purpose for which it is intended.

Other changes, suggested by a careful study of the measure, but which seem 
to be of minor importance now, can safely be left for consideration until after 
the bill has been enacted into law and its practical application has demon
strated the need and value of such changes.

The committee suggests and urges the following changes :

1. t h e  n u m b er o f  f e d e r a l  re se rv e  b a n k s .

The minimum number of Federal reserve districts and Federal reserve banks 
required by the proposed act, namely, 12, should be materially reduced.

The needs to be met and the benefits to be derived from an adequate reserve 
system are best assured through banking associations of large capital and re
sources. A smaller number of Federal reserve banks would be more efficient 
in consolidating and mobilizing reserves and protecting and conserving the 
Nation’s supply of gold than tbe minimum number mentioned in the bill, and 
would concentrate and economize the supervisory work of the board of control.

The needs of different sections of the country can be met by branches of 
Federal reserve banks just as effectually as that service may be performed by 
the parent banks.

I I .  CO N TRO L A N D  M A N A G E M E N T .

The Federal reserve board is to possess very great powers and is to perform a 
public function of far-reaching importance. Therefore its members should be 
above suspicion of inefficiency, prejudice, and political control. They should 
possess high qualifications, based on a profound knowledge of and a wide ex
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perience in the theory and practice of finance. We can see no menace in hav
ing the Federal reserve banks represented upon this board, but if the Federal 
reserve banks are denied representation upon the Federal reserve board, then 
the powers of the advisory board should be increased. This board should be 
allowed to select its officers, and two of such officers should receive salaries, 
maintain an office where the office of the Federal reserve board is located, and 
attend the meetings of the Federal reserve board, but without a vote. The in
fluence of these two members of the advisory board, supported by public senti
ment, will be more effective than were they granted voting powers.

I I I .  F E D E R A L  R E S E R V E  N O TES.

These notes should not be the obligation of nor should they be guaranteed by 
the Government, as there is no provision in the bill for the Treasury to acquire 
and maintain the gold reserve necessary for their redemption. They should be 
the direct obligation of the bank that issues them and redeemed by that bank in 
gold on demand.

To make the Government guarantee the Federal reserve notes and compel the 
Treasury to redeem them on demand presupposes:

A. That the Government is to be a beneficiary in some way or receive a val
uable consideration through the issue of said notes.

B. That the Treasury will have the means to acquire the gold required for 
redemption purposes.

As the Government will not receive a valuable consideration through the 
issue of these notes, and all Government moneys will be deposited in the Fed
eral reserve banks under the provisions of this measure, leaving the Treasury 
powerless to acquire gold except by issuing bonds, it will be dangerous to the 
credit of the Government to impose upon it this redemption requirement.

As a direct and first lien upon the assets of the issuing bank and secured by 
prime commercial paper, acceptances and other high-grade securities, acceptable 
for rediscount under the provisions of the proposed act, and a gold reserve of 
33^ per cent, there need not be any doubt that such notes without any other 
security will circulate freely at par and perform their functions properly and 
adequately.

The reserve of not less than 33| per cent and not more than 40 per cent held 
by the issuing banks for the redemption of these notes should consist of gold 
exclusively. The words “ lawful* money,” as applied to reserves for the redemp
tion of notes, should be stricken from the bill.

IV .  IN T E R E S T  ON D E P O S IT S .

From an economic standpoint the Federal reserve banks should not pay 
interest on deposits therein, but if interest is to be paid on Government moneys, 
the same rate shoud be paid to banks as an inducement to them to deposit that 
part of their reserve which the measure leaves optional with them to keep in 
their own vaults or on deposit with a Federal reserve bank. There should be 
no preferred depositors in Federal reserve banks.

V. S A V IN G S  D E P A R T M E N T S  IN  N A T IO N A L  B A N K S .

That provision should be stricken out entirely. It is dangerous. A careful 
reading of that provision of the bill impels one to believe that unless the Federal 
reserve board exercised very close scrutiny and established strict regulations 
very nearly all of the functions performed by the commercial department of 
a bank could be exercised by the savings department upon a very small and in
adequate reserve, thereby defeating the reserve requirements of the bill as ap
plied to national banks and jeopardizing the security of depositors.

We urge the eliminations and changes suggested in these five objections as 
directly concerning essential parts of the proposed act, and without which its 
powers to do the work for which it is directly intended may be seriously ques
tioned.

The committee urges upon legislators, business, and banking men, in consider
ing banking and currency legislation, that is in its judgment the greatest of 
our present national questions, a spirit of deep patriotism, so that the general 
and not special interest may be served.

(Hearing held Sept. 23, 1913.)
(Thereupon, at 5.10 o’clock p. in., the committee adjourned until 

tomorrow, Friday, October 17. 1913, at 10.30 o’clock a. m.)
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E R ID A Y , OCTOBER 17, 1913.

Co m m ittee  on  B a n k in g  an d  C u r r e n c y ,
U nited  S tates Se n a t e ,

Washington, D. C.
The committee assembled at 10.45 o’clock a. m.
Present: Senators Hitchcock (acting chairman), Eeed, Pomerene, 

Shafroth, Hollis, Nelson, Bristow, and Weeks.
Senator S h a fr o th . Prof. Jenks, will you please give your name, 

your business, and your experience in banking?

STATEMENT OF PROF. JEREMIAH W. JENKS, PROFESSOR OF GOV
ERNMENT, NEW YORK UNIVERSITY, NEW YORK CITY.

Prof. Jen k s. My name is Jeremiah W. Jenks and I am professor 
of government in New York University. What more information 
would you like along this line ?

Senator S h a fr o th . Well, your experience in any matters con
cerning economics or banking.

Prof. Jen k s. I have been professor of economics for something 
over 20 years, and have taught along these lines more or less.

At the time that the question o f the establishment of a new mone
tary system for the Philippines was under consideration I was asked 
by the War Department to visit the English and Dutch colonies, 
to look into their monetary systems, and advise on the legislation for 
the monetary system in the Philippines. I made a report on that, 
and a year or two later at the request of Secretary Root, at that time 
Secretary of War, I  went to the Philippines again to advise further 
with reference to the establishment of that system.

I was also a member of the Commission on International Exchange 
that, at the request of the Chinese Government------

Senator S h a fr o th  (interposing). That commission was asked to 
advise with them as to the establishment of a monetary system ?

Senator N e lso n . Y o u  were also on the Industrial Commission, were 
you not?

Prof. Jen k s. I was not a member of the Industrial Commission, 
but was special agenjt in charge of their investigation of industrial 
combinations.

Senator B ristow . Have you ever been engaged in the banking 
business?

Prof. Jen k s. Not at all.
Senator B ristow . Y ou  are just a student of these problems?
Prof. Jen k s. I am just a student of these problems.
Senator S h a fr o th . N ow , Prof. Jenks, you can tell us what you 

think of the bill, and what features of the bill are good and what 
features, in your opinion, are bad.

Prof. J en k s. I have been looking over the bill with a great deal of 
interest, and it seems to me that, fundamentally, it is good, and that 
there is very good reason for believing that it will improve very 
decidedly our present very defective banking system.

The three special points that have seemed to me of dominant inter
est are, first, that with reference to the issue of bank notes, because 
I  think that our banking system has needed, almost more than any
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thing else, a system of currency that would have sufficient elasticity 
to adapt the supply of currency to the needs of business from time to 
time. I shall have one or two suggestions to make on that point, but 
it seems to me that, on the whole, the bill covers that point quite 
satisfactorily.

Secondly, heretofore we have had nothing that we could speak of 
as a real banking system for the country—a unified system. The 
bill aims to cover that feature; and although I think some changes 
in the bill as it stands now should be made 011 that point, it will, with 
some changes, meet that need quite satisfactorily.

In the third place, we have hitherto lacked any organization by 
which the bank reserves against deposits and against the issue of 
notes also could be easily mobilized to meet the needs of business in 
the different sections of the country at any time. The bill is making 
provision for that, which, again, I think is not quite satisfactory, 
but is clearly looking toward that; and it is likely, with some amend
ments, to accomplish that fairly well.

Most important of all, and underlying all of these, is the desira
bility that the currency system of the country should be on an abso
lutely sound basis; that it be a system so based upon gold that there 
can be no question in the mind of any person here or abroad that it 
is really sound from that viewpoint. There must be confidence on 
the part of the business men, here and abroad, as to the real stability 
of the system.

Along that line also, I think it desirable that new measures be 
taken so that the gold reserve of the country will be maintained in 
sufficient quantity and with a sufficient degree of stability so that con
fidence will not be disturbed.

There, again, it seems to me desirable to have some slight modifi
cations made in the bill.

Those are the four most important needs that I had in mind. 
There are one or two other minor matters. Perhaps it would be wrell 
if I were to speak of those four points in that order, and then let 
other questions come up afterwards.

Senator S h a fr o th . Very well; that will be agreeable to us.
Prof. J en k s. Regarding the note issue, my own opinion has been— 

as I think it has been the opinion of most people who have been stu
dents of currency and banking—that it is better to have the elastic 
part of any currency system bank notes, rather than Government 
notes.

On the other hand, I have myself felt, in looking through this bill 
with a good deal of care, that although these are Government notes, 
the provisions for the issue of these notes, for their redemption, and 
for the reserve against them, are such that they possess practically all 
of the features of a bank-note currency issue with a Government 
guaranty.

Under those circumstances, while I myself should prefer to see it 
provided frankly and openly that they are bank notes, with, if it 
seems desirable, a Government guaranty—although I think they can 
be protected so that such guaranty would not be necessary—I think 
there is no very serious objection to them as they stand, because they 
are quite different in nature from the ordinary Government note that 
proved so disastrous in our earlier history and in the history of
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almost all countries where Government notes have been directly 
issued.

Senator Reed. N ow , may I interrupt you there? I came in a little 
late and did not get your name.

Prof. Jen k s. Jenks.
Senator N elso n . He is Prof. Jenks, of New York University.
Senator Reed. Y o u  referred to the disastrous results which fol

lowed from the issuance of Government notes. Do you refer to the 
greenbacks in their early history?

Prof. Jen k s. I think that is a very good illustration.
Senator Reed. What other Government notes do you have in 

mind?
Prof. J en k s. I have in mind some of the French Government 

notes; some of the French assignats of the earlier days.
Senator Reed. They were issued without proper safeguards, were 

they not?
Prof. J en k s. Yes; issued without proper safeguards; and also 

without the possibility of ascertaining what the business demands 
called for, and without proper provision for redemption.

Senator Reed. Yes.
Prof. J en k s. It seems to me that, as regards the plan proposed in 

the bill, those defects are very largely covered------
Senator Reed (interposing). Well, Prof. Jenks, do you not think 

that the trouble with the Government note was not the fact that the 
Government issued it instead of the bank but that it was an im
provident issue?

Prof. J en k s. I think that is very largely true; but that brings up 
also another phase of the matter------

Senator Reed (interposing). Well, just a moment, if  I  may cut off 
your answer; we will give you plenty of latitude.

Prof. J en k s. Yes; certainly.
Senator Reed. The experience of the world with bank notes has 

been about a thousand times as disastrous, has it not, as the ex
perience with Government notes—for the very same reason that the 
proper safeguards were not taken ?

Prof. Jen k s. It has been often disastrous.
Senator Reed. So that the “ unsafety ”— if I  may use that sort of 

an adjective—of the issue does not depend upon the question of 
whether the Government issues it or a bank issues it, but upon the 
eonditions under which it is issued?

Prof. Jen k s. I would agree to that. On the other hand, it is, I  
think, also true that the notes issued by the banks have a better op
portunity—the people who are in charge of the bank issue, if they 
are the bankers themselves, have a better opportunity of adjusting 
them to the needs of business than Government officials have.

Senator Reed. Do you remember the days of wildcat banking in 
this country?

Prof. Jen k s. At the time of wildcat banking in this country con
ditions were such that the difficulty was the other way; the people 
who were in charge of issuing those bank notes had an opportunity 
of issuing them fraudulently; they were not properly watched or 
safeguarded.

Senator Reed. Those were the evils in that system.
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Prof. Jen k s. Yes; there were many evils in that system.
Senator Reed. I was interested in getting your opinion, because I 

have never been able to fathom the reason for the assertion which 
has been made that a bank note was perfectly good until the United 
States Government wrote its guaranty on it, and then it at once be
came an element of danger and a poor kind of currency.

Prof. J en k s. The matter depends, as I said before, upon the pro
visions for adapting it to the needs of the country and also to the 
securing of its ultimate safety. And, as I said before you came in, 
it seems to me that the provisions of this bill, while making Govern
ment notes, are substantially identical with providing what a bank 
note would be, if properly supervised and guarded by the Govern
ment, with an added Government guaranty, because the Government 
itself makes no provision whatever for the redemption of the notes 
by itself until after the banks have exhausted all of their resources.

Senator Reed. Does not the virtue of the banking system and the 
strength of the Government make it safe ?

Prof. Jen k s. T o  a certain extent that is true. I  should prefer it 
the other way myself, for almost all banks the world over have been 
in the habit of looking at this question from the standpoint of the 
bank note; and I think that many of the attacks which have been 
made upon this bill by the banks because they are Government notes 
instead of bank notes have been made without looking at the funda
mental provisions made in the bill.

Senator Reed. I am glad to have your analysis of the way the 
bankers look at it. While the bankers look at it that way, 99 per 
cent of the people of the United States would rather have a Govern
ment note than a bank note. And it seems to me that that feeling is 
a great element of safety for the Government note.

Prof. J en k s. I differ in my estimate as to how people look at it. 
I  should say that, aside from the bankers, the business men of the 
country, the leading merchants, the leading importers, the leading 
manufacturers, and so on, would be more inclined to look at the 
matter in the other way than in the way you put it.

Senator Reed. They are the 1 per cent of the people of the United 
States, but I am talking about the other 99 per cent.

Prof. J en k s. There, again, we should differ as to the percentage. 
The fundamental thing, after all------

Senator S h a fr o th  (interposing). What has been the matter with 
our greenbacks, I should like to know?

Prof. Jen k s. The fundamental trouble with our greenbacks? I 
am glad you raised the question. I was going to raise it myself in a 
different way.

Senator N elso n . Y ou  had better let the greenbacks alone; I give 
you fair warning. [Laughter.]

Prof. Jen k s. I am willing to leave them alone.
The point, of course, is this, as regards the Government issue of 

greenbacks: It was an emergency issue made at a time when the 
Government was very much in need.

Senator Reed. And the Government was in an emergency.
Prof. Jen k s. I say the Government itself was in a very serious 

emergency.
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Senator S h a fr o th . The Government saved interest on $300,000,-
000 or $400,000,000 for 30 or 40 years.

Prof. Jen k s. I am inclined to think, that it cost a great deal more 
than that saving, because of the depreciation of the notes.

Senator S h a fr o th . That was not a result of the notes, but of the 
war condition.

Senator N elso n . Y o u  overlook the fact that the people who took 
that money were our soldiers. I carried a musket and a rifle, and I 
carried those greenbacks in my pocket, and thought, as Fitz Green 
Halleck expressed it, we were “ ready to smoke the pipes in peace 
and carry the tomahawks in war.”

Prof. J en k s. Yes.
Senator N elso n . Nowr, we had enough faith in the Government to 

take that money, and we never raised an issue on the depreciation. 
That came from the fellows higher up that gobbled up the money 
after we got through with it. [Laughter.]

Prof. Jen k s. I agree with that; but it would have been better for 
you, if instead of carrying a 40-cent or a 50-cent dollar you had been 
able to carry a 100-cent dollar. It may be that the Government had 
no other alternative; but it would take most of the day to discuss 
that question.

But granting it that it was an emergency matter, a case of necessity 
at the time, it was, after all, forcing the soldiers and others into a 
situation that was very unfortunate. Prices were double what they 
otherwise would have been; perhaps somewhat more than that at 
times.

Then, when it came to the getting them back ultimately to the 
gold standard, by contracting the currency, the only way possible, 
over a series of years, it led to a depreciation of business that was 
very serious. I think we wTould all agree on those facts.

Senator N elso n . It was very helpful during the war in paying 
old debts. [Laughter.]

Prof. Jen ks. That is a viewpoint, however, I  think, that in the 
piping times of peace that we have now we should hardly like to take 
as a principle.

Senator Reed. Prof. Jenks, I  just want to call your attention to 
some figures. I am not just making an argument on the greenbacks. 
But there has been so much said about it. Now, I have always had 
an idea that the only trouble with the greenback issue was the size 
of the Confederate Army. [’Laughter.]

And I want to call your attention to some figures. I find that this 
is the situation:

Specie payments were suspended in 1862 and remained suspended 
until 1879. The greenbacks—the average gold value of the United 
States note ran in this way: In 1862 was 63 cents on the dollar.

Senator N elso n . I guess in 1864 it was the lowest.
Senator Reed. In 1863 it was 68.9 cents. In 1864 it was 49.2 cents. 

Senator Nelson is right.
Senator N elso n . Yes.
Senator Reed. In 1865 it was 63.6 cents. In 1866—now we have 

got through the war—it was 71 cents; in 1867, 72.4 cents; in 1868, 
71.6 cents; in 1869, 75.2 cents; in 1870. 87 cents; in 1871, 89.5 cents; 
in 1872, 89 cents; in 1873, 87.9 cents; in 1874. 89.9 cents; in 1875 it
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dropped back to 87 cents; in 1876, it was 89.9 cents; in 1877, 94.4 
cents; in 1878. a year before the resumption of specie payments, it had 
gone to 99.2 cents.

So, I think that the war had something to do with that; and when 
we commenced to get our debts paid off and get some money in the 
Treasury, it got to be pretty good money.

Prof. Jen k s. We began retiring them, and it was known that we 
were perfectly certain to retire them.

Senator Reed. And in 1879 we resumed specie payment.
Prof. Jen k s. Certainly. As soon as people became convinced that 

the greenbacks were going to be redeemed, and enough of them were 
redeemed, of course they went up in value.

Senator Reed. But that is not all. They went up before that.
Prof. J en k s. Of course, they were going up during that period. 

But when we do get depreciation, and it becomes essential to contract 
the currency to restore its value, that act tends toward the depression 
of business generally.

Senator S iia fr o tii . There have been no discounts on them since 
1879, 34 years, have there?

Prof. Jen k s. No.
Senator H itc h c o c k . Prof. Jenks, are you arguing against the issue 

of United States notes?
Senator N e l s o n . We had better drop greenbacks and get back to 

this bill.
Prof. J en k s. N o, Senator, wThat I was arguing for was this: I said 

that under the circumstances my own opinion had been in favor of 
bank notes rather than Government notes, but that all of the pro
visions that have been made in this bill have given the Government 
notes practically the character of an excellent quality of bank notes, 
with a Government guaranty back of them.

So it seems to me that the difference between those who are advo
cating Government notes, as provided in the bill, and those who are 
advocating bank notes, is really very slight; the difference is largely 
a matter of name.

Under these conditions, personally, I have little objection to the 
bill as it stands on this point, although I should prefer to have it put 
the other way—straight bank notes.

Senator H itc h c o c k . Have you made any study which would 
enable you to decide whether the reserve provided for in the Treasury 
for the redemption of these notes is adequate?

Prof. J e n k s . I have thought this with reference to that question: 
The proviso made for the reserve in the Treasury is 5 per cent; and, 
of course, it can call upon the reserve banks to have that supple
mented at any time, if necessary. I imagine that would be sufficient. 
Of course it might happen that there could be a sudden demand upon 
the Treasury from some section of the country that it would be a 
little difficult to meet out of that 5 per cent that came from that sec
tion of the country, but I think if you take the whole Treasury 
reserve, and the fact that it can be supplemented immediately by 
telegraph if necessary, I do not see why that is not sufficient.

Senator H itc h c o c k . D o you think that 3B-?> per cent reserve pro
vided for in the bill is ample?

Prof. J en k s. I had a suggestion to make on that. I think it is 
much better to have that reserve handled in a somewThat different
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way. The proviso in the bill as it stood earlier—some amendments 
have been made—was that the Federal reserve board should have the 
right to suspend that provision with reference to reserves, and no 
provision was made in the first place with reference to a tax upon a 
deficiency of reserves. That has been changed.

My own judgment upon that matter would favor the form in 
which the bill stands now as regards bank notes. The Federal re
serve board should not be called upon under any circumstances to 
suspend the provisions of the law, but that the law shall provide a 
tax for any deficiency in reserves. I prefer to make the reserve a 
little higher than 33;̂  per cent—say, 35 per cent—and then impose a 
tax for every 1 per cent below that 35 per cent, and a steadily in
creasing tax, so that the pressure would come pretty soon—say, by 
the time the reserve got down to 30 per cent—so that the banks would 
cnly under the most extreme emergency be inclined to let the reserves 
go lower.

I did have some objection to the suggestion that you could put the 
reserve at 50 per cent and then tax it 1  ̂per cent for every 2 J per cent 
deficiency. A  50 per cent reserve is unnecessarily high.

The thought occurred to me that you could start with about 35 
per cent reserve and tax every deficiency; 1 per cent for every 1 per 
cent fall, until the reserve reached 30 per cent and then increase your 
tax to 1J per cent for every 1 per cent of decrease. The tax would 
thus be 12  ̂ per cent when the reserves were 20 per cent. The rate 
might increase more rapidly if it seemed best.

Senator H it c h c o c k . What advantage is there in taxing that de
ficiency in reserve rather than increasing the charge for the notes?

Prof. J e n k s . I think the point is quite different. I will speak of 
the two separately, if I may.

Senator H it c h c o c k . Yes; certainly.
Prof. J e n k s . A s regards the deficiency in reserve, the thought is 

this: We do not provide for a reserve of just 33̂ - per cent, or what
ever per cent we take, with the idea that there can be no going below 
that. We expect the bank, in case of emergency, is going to violate 
that provision. And it is a very bad thing for the country, I think, 
to have a banker or any other man think he can violate a law as it 
stands.

Now, what you want to do is this: You want to have a reserve large 
enough so that you can feel that at all times it is safe, and then when 
the pressure comes for the extension of credit in the time of a threat
ening crisis you want to be able to make the man who takes the 
credit under those circumstances pay for it, and pay high enough 
so that he will not want to take very much, but take just what is 
necessary to save his business.

The bank, of course, will extend the credit or will not extend the 
credit as it sees fit; the bank ought to be willing to extend the credit 
just as far as it safely can.

I f  the bank has to pay a considerable tax upon the deficiency in re
serve it will keep stiffening up the terms under which it makes the 
loan, without absolutely stopping, in such a way that it will, in many 
cases doubtless prevent the bankruptcy of individual concerns, and 
at the same time will not be violating the law. That much as covers 
the reserves.
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It seems to me that you have a sufficient degree of elasticity to 
insure the safety of the system and to protect the business men of 
the country, because you can under these emergencies give them 
accommodation without violating the law.

On the other hand, you are making your terms severe enough so 
that there is no danger of your reserves getting below a perfectly 
fcafe amount at all times.

Now7, that is a perfectly automatic process, and every one of our 
laws ought to work automatically, just as far as thev can, and you 
ought not to confer upon any board or any individual the right to 
exercise discretion more than is necessary. The banks have to exer
cise discretion anyway with reference to the credit of the person 
who wants the loan, but when it comes to the demand for1 suspension 
of the law I do not see how the Federal reserve board can act really 
intelligently on a question of that kind.

Let us assume a case like this: The Federal reserve board has its 
seat in Washington. They, of course, have their Federal reserve 
agents reporting to them from all over the country. There comes a 
pressure, let us say, in a distant part of the country. San Francisco, 
a very severe pressure that comes suddenly; they will have to take the 
judgment of the Federal reserve agent out in that section as to 
whether, on the whole, they should suspend that provision. They 
are not really in a position, as a board, to take intelligent action in 
the case, based upon their own knowledge, because, if action is taken, 
it ought to be taken within 24 hours.

Senator H it c h c o c k . I agree with you fully, Prof. Jenks; but 
would not an increase in the interest rate or the tax charged for the 
use of the currency by the reserve bank have the same effect?

Prof. J e n k s . Yes; in part; but that also requires special discretion, 
and is not automatic. May I take that up separately, and it will 
answer your question?

Senator N e ls o n . In connection with that subject, there are two 
questions in connection with this matter of currency that I would 
like to call your attention to. One question was suggested the other 
day by one gentleman who appeared before the committee, and that 
is that after these notes—the regional-bank notes—have been issued 
under the bill they are required to be redeemed by the bank issuing 
them.

Prof. J e n k s . Yes.
Senator N e ls o n . Or, if they came into the hands of another re

gional bank, they have got to be sent to the issuing bank.
Prof. J e n k s . Yes.
Senator N e ls o n . N o w , the question that wras raised the other day 

was: After those notes are received in that way can they be put out 
into circulation again, or have they exhausted themselves?

Prof. J e n k s . I should prefer, myself, having them canceled.
Senator N e ls o n . Well, is the bill clear on that? That is the 

point.
Prof. J e n k s . I do not think so.
Senator N e ls o n . That question was raised—as to whether the notes 

when received are retired, or can they be put out again into circula
tion. That is a very important question.

Prof. J e n k s . I think it is.
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Senator N e ls o n . N o w , the Bank of England notes, you know, 
after they are once redeemed, that is the end of them.

Prof. J e n k s . Yes; that is the end of it.
Senator N e ls o n . And the question is wThether------
Senator H i t c h c o c k  (interposing). There is a radical difference in 

the two cases, because in the case of the Bank of England when a 
note comes in gold is paid out for it.

Senator N e ls o n . Certainly; I understand that.
Senator H it c h c o c k . Or a credit is given for it upon the books of 

the bank. But in this case when the notes come in the Federal reserve 
bank may pay over to the Government of the United States the 
amount it has borrowed, and its commercial paper may still be segre
gated for the security of that loan.

Senator N e ls o n . Well, it may owe the money to the regional bank 
upon the commercial paper deposited.

Senator H it c h c o c k . No ; I mean the regional bank which receives 
this note from the Government may still owe to the Government of 
the United States the amount that it borrowed when it got the note, 
and these securities may still be on deposit with the Government for 
the payment of that note.

Senator N e ls o n . But it did not borrow from the Government.
Senator H it c h c o c k . Certainly it did.
Senator B r is to w . Yes; it borrowed from the Government.
Senator H it c h c o c k . The regional bank, in order to get currency, 

has got to segregate a certain amount of its notes, its commercial 
paper. Now, then, it procures a loan, say, for 30 days by the segre
gation of a particular batch of paper, and it gets currency.

Senator N e ls o n . It gets it for its notes.
Senator H it c h c o c k . It has borrowed this for 30 days. It procures 

$50,000 of currency. Now. suppose $10,000 of that currency comes in. 
Why should it be required to cancel it when it still owes the amount 
to the Government of the United States?

Senator N e ls o n . It simply owes it on the commercial paper that 
it has put up.

Senator H it c h c o c k . No: it owes it. It is an absolute obligation 
to the United States Treasury.

Senator N e ls o n . As an indorser of the commercial paper; that 
is all.

Senator B r is to w . But how is it to get back this commercial paper 
from the Government?

Senator H it c h c o c k . It still has an obligation of $50,000. The 
only way to get back that $50,000 is to return either gold or cur
rency. In the meanwhile the time has only half run, and $10,000 of 
those identical notes come in. Why should not the bank continue 
using those notes in its business until the 30 days have expired?

Senator N e ls o n . That is the question.
Senator H it c h c o c k . I am drawing a distinction------
Senator N e ls o n  (interposing). I suggest the bill is not clear.
Senator H i t c h c o c k . I am drawing a distinction between the Bank 

of England, which borrows nothing, and the reserve bank, which 
does make a loan.

Senator N e ls o n . It is not a loan from the Government, strictly 
speaking. The Government is acting simply as a depository. The
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bank deposits this commercial paper with the Government, with the 
bank’s indorsement, and the bank is only liable to the Government 
npon that paper as an indorser. The principal liability is upon the 
man who executed the commercial paper. Is not that so?

Senator H it c h c o c k . N o ; the reserve bank has procured this 
$50,000 of currency.

Senator N e l s o n . It has procured it how?
Senator H it c h c o c k . By depositing commercial paper which it has 

in its assets.
Senator N e l s o n . T know, and that commercial paper is the prom

ises of A, 1>, C, and D.
Senator H it c h c o c k . Yes; but the only security for the reserve 

bank------
Senator N e ls o n  (continuing). And the bank that deposits that— 

the member bank—indorses that and is liable as indorser.
Senator H it c h c o c k . The member bank indorses it to the regional 

reserve bank, and then the regional reserve owns the security dis
counted. Now, owning this paper, it wants to procure $50,000 of 
currency from the Government. It segregates this paper in its vault 
instead of sending it on to Washington. Now. then, it has borrowed 
$50,000 on this collateral security. When the 30 days are out it 
can pay the $50,000 in cash or return its notes, the currency, to the 
Government—either one.

Senator N e l s o n . Oh, not return the notes to the Government; 
return them to the member bank that got the notes.

Senator H i t c h c o c k . N o ; I am not talking about the commercial 
notes; they are paid; they are canceled. 1 am talking about the 
currency notes.

Senator N e ls o n . They are exactly the same.
Senator H it c h c o c k . No; the currency notes are secured from the 

Treasury.
Senator N et.son . They are not secured from the Treasury. The 

only security for the notes is the notes deposited with the bank with 
the indorsement.

Senator H it c h c o c k . Senator, I think we are confusing terms by 
using notes. Lot us resort to “ currency.” I will say this currency 
comes from the United States Treasury to the reserve bank, and the 
reserve bank deposits collateral as security for its loan. That col
lateral represents the notes which have been discounted for the mem
ber banks. Now, then, if the reserve bank has procured this currency 
for 30 days, say, at the regular rate of interest or tax, when the 30 
days have expired the reserve bank can either pay in gold or pay it 
in the currency which it has secured.

Senator N e ls o n . Yes; but we will put a case. Let us say here is 
a member bank which goes to the regional bank with $1,000 of com
mercial paper, and says, “ I want currency for this. I want cur
rency of your regional bank for this commercial paper. I have in
dorsed it,” and the commercial paper is left there on deposit with 
the regional bank.

Senator H it c h c o c k . Oh, it is not left; it is discounted. These are 
banks of discount.

Senator N e ls o n . N o ; it is left there. The member bank does not 
keep that paper; it is left with the regional bank.
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Senator H it c h c o c k . I say it is discounted there.
Senator N e ls o n . The b ill does not even say that he has to p u t u p  

notes.
Senator H it c h c o c k . I understand there are two methods by which 

the member bank can secure either credit or currency. It may borrow 
and deposit security or it may discount its commercial paper.

Senator N e ls o n . That commercial paper is due from time to time, 
and suppose that is paid; in the meanwhile—suppose the commercial 
paper is redeemed in the meanwhile; paid from time to time.

Senator H it c h c o c k . Yes.
Senator N e ls o n . The note------
Senator H i t c h c o c k  (interposing). What notes?
Senator N e ls o n . Just put yourself in this position: I am a member 

bank and you are a regional bank.
Senator H it c h c o c k . Yes.
Senator N e ls o n . I come to you and deposit $100,000 of notes, com

mercial paper. I want to get circulation.
Senator H it c h c o c k . Yes.
Senator N e ls o n . Y o u  give me circulation.
Senator H it c h c o c k . Yes.
Senator N e ls o n . In the meantime, as those notes fall due, I  am 

redeeming them. I send you money for those notes, and keep re
deeming them.

Senator H it c h c o c k . Y o u  mean the commercial paper?
Senator N e ls o n . The commercial paper, yes. I keep redeeming 

those notes as thev are due.
Senator H i t c h c o c k . Y o u  have nothing to do with them.
Senator N e ls o n . Of course I have. I have indorsed them.
Senator H it c h c o c k . N o : the reserve bank owns them.
Senator N e ls o n . Yes; but I am indorser.
Senator H it c h c o c k . But the reserve bank owns that commercial 

paper. When it becomes due it sends it out for collection.
Senator N e ls o n . Have not I the right to pay it? I am an in

dorser on it.
Senator H i t c h c o c k . Yes; but you won’t be when it is paid, if the 

maker pays it.
Senator N e ls o n . The maker may pay it. Suppose the notes are 

paid; never mind whether they are paid by the maker of the notes 
or the indorser; they are paid, and I shall keep redeeming them. 
They are redeemed and paid off, and still the notes are out in cir
culation.

Senator H it c h c o c k . Y o u  mean the currency is out in circulation.
Senator N e ls o n . Yes; the currency is out in circulation, but the 

notes in the meantime are redeemed.
Senator H i t c h c o c k . That is all right. The reserve bank mean

while is making other loans. That identical currency does not have 
to be returned when the commercial paper is paid.

Senator N e ls o n . Won’t it lead to inflation? That is the question.
Senator H it c h c o c k . I think not, because other loans are being 

demanded all the time, and the amount of advances which the reserve 
bank will require of the Treasury will depend upon the aggregate 
demand which the member banks are making upon it for discounts.

Senator N e ls o n . It is not of the reserve bank. The demand for 
currency comes from the member banks upon the reserve bank.
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Senator R e e d . Senator Hitchcock, I  think what Senator Nelson 
has in mind—it bothers me a little now—is this: A  bank goes down 
with $100,000 of promissory notes and it goes to the regional bank 
and puts up this $100,000 of notes.

Senator N e ls o n . And indorses them.
Senator R eed . And indorses them, and thereupon the regional 

bank issues or delivers $66,000 of currency and sets aside $34,000 o f 
gold. Now, the transaction is thus far complete.

Senator H it c h c o c k . No; I think you stated it erroneously, Sena
tor. When a member bank presents $100,000 in notes for discount, 
commercial paper for discount, it £ets $100,000.

Senator R eed . Does it get $100,000 and the other bank set aside 
$33,000? I do not care either way. There is $100,000 then out. It 
is out in paper currency, and that bank, which deposited the promis
sory notes, has used that paper currency and it has gone into the busi-. 
ness of the country. At the end of the 30 days this $100,000 in prom
issory notes which was deposited as collateral is paid into the re
gional bank. The $100,000 of paper currency is still out in circu
lation, and the regional bank has now $100,000 of ordinary money 
in its vaults and has in circulation $100,000 of its notes. Now, what 
is the provision for the retirement—compulsory retirement of those 
notes ?

Senator N e ls o n . Let me add to that example, there: Suppose the 
member bank, after taking out this currency, taking out this new 
currency, and while this is outstanding—suppose the makers o f 
these notes that have been deposited for circulation, of the member 
bank—suppose they come in and redeem these in national-bank notes. 
In that way, you will have a double quantity of currency. I f you 
will have those promissory notes that were deposited as security for 
circulation, and you will have them redeemed by national-bank notes, 
and then you will have the paper currency outstanding.

Senator H i t c h c o c k . Those national-bank notes are redeemable 
at the Treasury in gold, so that if you call on the Treasury for gold,, 
you will get gold for them.

S en ator R eed . Y ou  have got to put in this b ill a p rovision , i f  it  
is not a lread y  here in  som e fo rm , th at w hen that $100 ,000  prom issory  
note has been p a id , the regional bank shall thereupon retire $ 1 00 ,0 00  
o f its currency notes.

Senator N e ls o n . Can you have it elastic without that? I  would 
like to hear Prof. Jenks on this point.

Prof. J e n k s . May I explain the way it has seemed to me the hilt 
intended to have this ?

Senator R eed . We ought to be doing that instead of arguing this 
with each other, but occasionally that is the case with us.

Prof. J e n k s . It is extremely important for me to know what the 
bill means. I had supposed the case was a little different from the 
way Senator Nelson expressed it. May I take the same illustration?

Senator N e ls o n . Yes.
Prof. J e n k s . When the member bank wants to have $100,000 

of these notes, that it can loan out, of course, to 50 or 100 differ
ent people, it takes the promissory notes from its customers as 
you suggest, indorses them, deposits them with the regional bank, 
and asks for $100,000 worth of notes, and gets the $100,000, I think*
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as Senator Hitchcock suggested. The regional bank itself, of course, 
is compelled to keep, in addition to that $100,000 worth of indorsed 
commercial paper, 33 J per cent of lawful money, also, as a reserve. 
Now, Senator Hitchcock suggests that as those individual notes be
come due they will be sent out for collection. They, presumably, 
will be sent to the member bank and be collected through the mem
ber bank. But. as I understand the matter, as long as that member 
bank keeps that $100,000 worth of notes, which Senator Nelson says 
are out in circulation, it must keep, also, $100,000 worth of commer
cial paper in the vaults of the regional reserve bank. Now, this indi
vidual note, we will say, for $1,000 that is paid, must be replaced by 
another note for $1,000 that will meet the approval of the reserve 
agent. So there is a continual exchange, say day after day, almost, 
of these small individual notes indorsed by the various member 
banks, that are held against the notes issued from the regional re
serve bank. They must keep, all of the time, the full amount there, 
but it is not the same notes all the time.

Senator H it c h c o c k . No ; it is not a segregated lot of paper, it is 
just a limit that has to be kept.

Prof. J e n k s . It is fluctuating every day. Now, here, I might add 
one thing that I think is an objection to this procedure. This Fed
eral reserve agent at a large Federal reserve bank will have com
ing up for approval 100 or perhaps 1,000 different commercial notes 
every day. He has to be sending out some for collection, and he has 
to have others coming in to take their place. I do not see, myself, 
how he is going to be able to exercise any large amount of discre
tion. Neither do I see. under those circumstances, why there should 
be an absolute segregation of those notes. What he can do as a prac
tical matter, and that is all he can do as a practical matter, is to see 
that there is kept against the notes that the bank has out an equal 
amount of paper which he considers good. Now, if they should be 
taken off one shelf in the vaults and put over onto another shelf, 
instead of merely having an entry made in the bank’s books, I can 
not see that the process would be improved. If, instead of saying 
you would segregate in the vaults of the bank a sufficient amount of 
commercial paper, you would say you would segregate on the books 
of the bank an equal amount of commercial paper, that shall have 
the approval of the Federal reserve agent, it seems to me it is abso
lutely the same thing in practice. But, nevertheless, if you leave in 
your bill that it is to be segregated in the vault, it simply means that 
every one of those piles of notes has to be pulled over every day, 
practically, and perhaps 1,000 notes taken out and another 1,000 put 
in, and the Federal reserve agent could not do it.

Senator P o m e re n e . Your thought there is that means physical 
segregation ?

Prof. J e n k s . I so understand the bill. I f  it does not mean physi
cal segregation then it means what I suggest, that it ought to be 
segregated on the books of the bank. That, I think, is essential.

Now, may I add a word to ŵ hat Senator Nelson suggested in re
gard to inflation. Supposing, as the Senator says, that one man, to 
make the illustration specific, has borrowed $5,000. He has taken 
that $5,d00 out in these new notes. He comes and pays them off with 
national bank notes. There, as you see, the national bank notes are
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paid in, and the new notes are out in circulation. There is no infla
tion as long as those national bank notes stay in the bank. What 
the bank would do in a case of that kind I suppose is this: When it 
gets those national bank notes in its vault—I am speaking of the 
member bank—it may, if it wants to, send that $5,000 of notes into 
the regional reserve bank and say, “ I would like to cancel $5,000 of 
my obligation,” which I suppose it has a right to do. But it is more 
likely, I should suppose, for the time being at any rate, to hold those 
as part of its reserve and get the chance to put out other notes, the 
new Government notes, as best it can.

Senator N e ls o n . So, other than that, it will lead to no duplica
tion or inflation?

Prof. J e n k s . The point about inflation, as I  think was suggested 
a little while ago, depends pretty largely upon the bankers them
selves and depends upon how careful they are as to getting good 
security for the notes. Now, that is what I was going to bring out 
in a little different wav. I think there is great danger under this 
bill of depleting the gold reserve of the country.

Senator N e ls o n . Before you go into that, I was going to ask you 
another question in connection with the subject. What provision 
is there in the bill for the regional banks acquiring the necessary 
gold reserve, assuming the reserve must be in gold, instead of lawful 
money— what provision is there in the bill; how can those regional 
banks secure under this bill an ample gold reserve? What machin
ery is there in the bill?

Prof. J e n k s . There is no machinery in the bill by which they can 
secure a gold reserve, as I understand it. Of course the bill says, 
regarding the reserve, “ gold or lawful money.” There is no provi
sion in the bill, as I understand it, that covers that point, except that 
the different member banks, to organize the regional reserve bank, 
have to pay in 10 per cent of their capital. I suppose that will be 
paid in in cash.

Senator N e ls o n . Suppose we make these notes redeemable in gold; 
ought we not in that case to require the subscription to the stock, or 
a part of it, to be paid in in gold?

Prof. J e n k s . I would quite agree with that, Senator; I  think so.
Senator N e ls o n . So that the regional bank could start with som e 

gold as a reserve.
Prof. J e n k s . I think so. I  would quite agree to that.
Senator W e e k s . When you say cash, you mean gold?
Prof. J e n k s . I mean lawful money.
Senator P o m e re n e . They would have the Government deposit, and 

of course there is a substantial amount of gold.
Senator N e ls o n . That is a fluctuating amount.
Prof. J e n k s . Yes; but would it not be a wiser plan, as the Senator 

suggested, to have the capital subscription paid in part at least in 
gold? Because I was going to suggest that the reserve against these 
notes be kept in gold instead of “ lawful money.” I suggest that 
for this reason: I f  the banks are as careful as I should suppose they 
would be, considering their responsibilities and considering also the 
responsibilities of the regional reserve banks, and the fact that the 
Federal board is watching them all the time—if they are careful 
as to the quality of the commercial paper they take, I do not see any
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danger of any extreme 01* dangerous inflation. Whenever the de
mands of business get larger the notes would come out, and when
ever those notes are paid off the cash—whether it be in these notes 
themselves or in the national-bank notes or gold—goes into the 
vaults of the banks and goes from there into the vaults of the Federal 
reserve banks, as they redeem their obligations there. And if the 
Federal reserve bank wants to get rid of its obligation it will go 
back into the United States Treasury, and with this procedure there 
is no inflation. But, on the other hand, I can not help but feel there 
is danger of the country losing too much gold, and for this reason: 
These bank notes, of course, are not available for reserves at all.

The consequence is that when any of these banks take in over their 
counters greenbacks, or gold certificates, or silver certificates—either 
the gold or the silver certificates—they will hold those. They won’t 
pay them out, because they are all available for reserve, and they 
will want to hold them, of course, as reserve. They will pay out 
the new notes, just as now, with national-bank notes, and hold the 
others for reserve, and they will keep paying them back again into 
the regional reserve bank. Now. the consequence is, if there comes 
any slackening in business at all in any way they will have been 
pushing out those notes as fast as possible, and there will be a tend
ency toward inflation. It will be a slight tendency, I think, be
cause that takes care of itself. There will be enough of a tendency 
probably, to push prices just a trifle up—not seriously, but enough 
to make a demand for the export of money. Now, the almost in
evitable result, if you have even a little surplus of money in the 
country, is a tendency toward the export of money, and the only 
currency we can export is, of course, gold. I am inclined to think, 
wTith the enormous business demands, because the people are borrowT- 
ing all the banks will let them, the banks will wrant to loan money 
just as long as there is a profit in it and as long as they think it is 
safe; that the banks will ahvays pay out the notes and hold back 
the gold as a reserve. But there is a tendency toward inflation. I 
do not think it is a dangerous tendency, except to this extent, that 
it is almost sure to lead to a considerable export of gold. Now, I 
think, if you adopt Senator Nelson’s suggestion and say that the re
serve must be kept in gold------

Senator P o m e r e n e  (interposing). You mean the 33 per cent?
Prof. J e n k s . Yes—should be kept in gold, then we have a demand 

for gold in this country that would be quite worth ŵ hile, and it would 
be but a short time until we could make arrangements to simplify 
the currency by having some of these other forms of currency retired.

May I say another word in reference to that export of gold? We 
have, at the present time, a very large amount of gold in the coun
try—a very large gold reserve. If, through the substitution of these 
new notes for gold it should lead to an export of gold in an amount, 
say, of several hundred millions—because I believe that is entirely 
possible—it wrould, beyond any question, tend toward an increase of 
world prices, which we all feel is not a good thing for the country 
now. I believe that is really a serious danger—not so much of getting 
too many notes out, but the substitution of notes for other forms of 
money—that would lead to the export of gold.

Senator N e ls o n . Prof. Jenks, we have an abundance of gold in 
this country for any amount of currency we need, have we not?
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Prof. J e n k s . Surely; I think so.
Senator N e l s o n . And all we have to do is to husband that and 

keep it so that it won’t slip away from us.
Prof. J e n k s . I think so. That brings up another point along that 

same line. Isn't it a good thing to make provision just as soon as it 
can reasonably be done for the retirement of a considerable quantity 
of national-bank notes—I, myself, would say the greenbacks, too? 
We are not going to have the use made of these new notes to so great 
an extent as I think would be, on the whole, desirable unless we 
make provision for the retirement of some other form of currency.

Senator N e l s o n . Will you allow me to make a suggestion?
Prof. J e n k s . Certainly.
Senator N e l s o n . Would it not be wiser to leave the greenbacks 

alone and provide for the gradual retirement of the national-bank 
notes ?

Prof. J e n k s . Personally I should favor the retirement of the 
national-bank notes first.

Senator N e l s o n . So that you would have one kind of bank notes; 
that is to say, practically, as you stated a moment ago, bank notes 
with a Government guaranty?

Prof. J e n k s . Yes; in essence.
Senator N e l s o n . And it, would be better to have this currency 

gradually supplant the national-bank currency?
Prof. J e n k s . I agree with that.
Senator N e l s o n . But you must let greenback alone.
Prof. J e n k s . I probably shall, in view of the feeling shown here. 

[Laughter.]
Senator H it c h c o c k . N o w , I think you assented to a suggestion 

made by Senator Nelson, that the banks in joining this new system 
should be required to pay their capital of $105,000,000 in gold?

Senator P o m e r e n e . Only a part of it.
Senator N e ls o n . I did not suggest the entire subscription; I said 

at least a part of it.
Prof. J e n k s . The point of the matter, I think, Senator, hangs on 

just this: If we are going to make these notes redeemable in gold 
it is desirable that we provide some means for the regional reserve 
banks to secure gold, and I can see no simpler or better way than to 
say they shall pay at least part of the capital subscription in gold, 
and in that wav cover that.

Senator H it c h c o c k . We already have pretty good evidence it is 
going to be a serious matter for the banks joining the association to 
part with this large amount of cash capital, because at the present 
time we only have in these national banks about 8 or 9 per cent of 
iheir deposits actually in gold or lawful money; and if their re
serves are to be depleted by taking gold or legal tender out of it, it 
is going to make much more difficult their joining the association 
and is going to require them to call in loans for the purpose of raising 
the means.

Prof. J e n k s . Would it not be sufficient to provide, as I understand 
was really implied in the Senator’s question, that the gold could be 
paid in more or less gradually?

Senator H it c h c o c k . You mean the capital?
Prof. J e n k s . You could pay in the capital in installments also, 

because the demands will not come upon it immediately; but if you
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give a few months’ time—six months—they ought to be able to get 
the gold.

Senator H it c h c o c k . Y o u  mean the individual banks joining this 
association?

Prof. J e n k s . Yes. I f  they call in loans, as you suggest, they would 
not need to call them in to any great extent, because the large major
ity of those loans mature in six months. It would check things 
slightly. But, at the same time, their customers have need for loans 
every day, and they would be glad to get loans through the new note 
system.

Senator H it c h c o c k . What I mean when I said they would call in 
their loans------

Prof. J e n k s  (interposing). You mean it would check the amount 
that is put out ?

Senator H it c h c o c k . I mean when notes come due, they would re
quire their payment instead of renewing them. Under the present 
system the body of loans throughout the country does not fluctuate 
from season to season. It would to some extent.

Prof. J e n k s . When the notes come in, if they want them renewed, 
they would renew them in credit. They are not required to be paid, 
but they could make another loan in these new notes.

Senator H it c h c o c k . There seems to be a contraction of credit 
almost inevitable in the banks if they are going to be required to pay 
cash. It has even been suggested that the banks be permitted to 
make a part payment of cash and a part payment of commercial 
paper, discounted simultaneously. But if you take the other course 
and require the banks to pay all in gold or in legal tender, you are 
going to add to the apprehension that already exists.

Prof. J e n k s . It may be arranged in this way, as I said before: 
Supposing they wTould pay part in gold and part in commercial paper. 
That would, of course, keep working toward the place where the time 
limit would expire, so that gradually you could substitute one for the 
other. But they do not need to get this large gold reserve immedi
ately, because they will only need to redeem those notes as the notes 
come out, and are presented for payment, and these notes are only 
going to be gradually substituted for the other forms of money. It 
is sufficient if the substitution of the gold for the.other type of secur
ity is made in proportion to the issue of the notes themselves.

Senator S h a f r o t h .  What is the use of having ‘jiich a large gold 
reserve in these regional banks, when $150,000,000 has been ample to 
sustain the whole structure of national bank notes and the green
backs—probably a billion of dollars?

Prof. J e n k s . There are two reasons, I think. The first reason is 
because it is of prime importance that there be no question of the 
quality of these notes in order to secure confidence; and, the second 
reason, the one I have given before, that, unless we do make a pro
vision for these banks to hold gold to a very considerable extent in 
their reserves, we are almost sure to have a large export of gold 
because of the substitution of these notes for the other forms of 
currency.

And if we export gold to any very great extent it will, in the first 
place, lessen confidence in the security of the new system, and in the 
second place, if as much as four or five hundred millions go out in the

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



BANKING AND CURRENCY. 2569

course of a year or two, that would have a tendency toward increas
ing’ prices in the world’s market, and I do not think we want to do 
anything------

Senator S h a f r o t i i .  Do you think any money will go out of the 
country except for the purpose of settling balances against us?

Prof. J e n k s . Those balances, of course, shift with the course of 
trade, and it is, as far as I am aware, the universal experience—and 
if I may go back again to the old technical expression we have heard 
so much of, Gresham’s law—that if you put into competition in 
any one country different kinds of currency the currency that, on 
the whole, is the cheapest for the people is the currency that is going 
to stay.

Senator S h a f r o t i i .  Unless it is redeemable in gold?
Prof. J e n k s . Well, unless it is redeemable in gold. Now, if you 

are going to make them redeemable in gold------
Senator S h a f r o t h  (interposing). The question purely is whether 

there should be a gold reservoir in the United States Treasury for 
the purpose of doing this, or whether we should have gold in each 
regional bank.

Prof. J e n k s . I should say both.
Senator S h a fr o t i i .  That would take four or five times as much 

gold.
Prof. J e n k s . Yes; and I  think it is a very desirable thing.
Senator S h a f r o t h . I do not believe in locking up the gold for fun.
Prof. J e n k s . But is it locking up gold for fun? Here is the situa

tion, and I think it is what Senator Nelson has in mind as to the 
danger of inflation. When you have a dollar in gold you cannot loan 
more than that dollar, but if you can issue notes on that dollar you 
can issue, if there is anybody who will give you good security for 
them, three or four times the amount of the gold, and still have a 
reasonable degree of safety. Three to one gives all the safety we want. 
When it comes to putting this money into circulation, the banks are 
going to prefer to put out these notes instead of their national-bank 
notes or the gold certificates: they are going to put those out, and by 
putting them out it drives these others all into the reserves, and it 
will only mean the very slightest inflation. Prices will go up a 
little here, and as soon as prices go up only a little here, we shall 
find that we are in a position to export gold.

Senator T Iitc iic o c k . The exports of merchandise will be checked; 
prices rising will check the export in merchandise, and that com
pels the gold to go?

Prof. J e n k s . That is it. It is a matter simply of the cost of ship
ping gold to Europe. I f  we can make a demand in the banks for re
serves of some hundreds of millions of gold, then we will check that 
tendency. It is as the Senator says, if these notes are absolutely re
deemable in gold and we keep enough gold here we are not going to 
ship it abroad. Even then there is a tendency toward expansion, be
cause for every dollar in gold the notes are perfectly safe, 3 to 1, 
and that is all the law requires. I believe in the bank-note system, 
largely because it can adapt itself so easily to the necessities of 
trade. But I should think it extremely unfortunate if we were to 
export, in the course of the first two or three years, $400,000,000 or 
$500,000,000 of gold.
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Senator S h a f r o t h . We have had some very large inflation in the 
issuance of banking currency, expanding from two hundred and 
some odd millions in 1909 up to $750,000,000 now, and yet we see no 
movement of gold going away.

Prof. J e n k s . I simply do not believe that there has been an in
inflation beyond the demands of business.

Senator S iia f r o t ii . Blit there has been a large amount of new 
money used ?

Prof. J e n k s . That is true.
Senator W e e k s . It has not increased any more rapidly than the 

business demanded it?
Prof. Je n k s . I do not think so.
Senator W e e k s . I do not think so, either.
Prof. J e n k s . I do not think there has been any inflation, except 

a temporary inflation.
Senator W e e k s . Where there is an increased demand there is go

ing to be an increased inflation now?
Prof. J e n k s . May I explain that again? May I explain this with 

reference to the question of inflation. When business has been best, 
at times our national banks have issued considerable quantities of 
notes, but no more than business needed. When there came a slack
ening of business, we may have had a little too much currency at 
times, and at times we know gold has gone abroad. That export has 
not been enough to be at all serious. I think these new notes are 
likely to bring about a condition which is a good deal more serious, 
and that for this reason: There is a better opportunity for the banks 
to make money, to make their profits in loaning these notes and hold
ing the other kinds of lawful money in reserve. These new notes 
can not be held in reserves. Whenever they get currency available 
for reserve they are going to keep that in their vaults instead of the 
newT notes. Whenever they ar6 called upon to make a loan they will 
pay out the new notes. That is good judgment.

Senator W e e k s . D o  you think they ought to be made legal reserves ?
Prof. J e n k s . No ; I do not think so. What I think should be done 

is this: To make provision as fast as can be done for the retirement 
of our national-bank notes and see to it that we keep our gold here. 
I f  we retire the national-bank notes as soon as we can, then I should 
say that will make a void for a lot of these notes. I should be glad 
to see the system come down to nothing except gold and these notes 
and small currency. I think it would be wise to have these notes in 
denominations of'not less than $5. I should leave the small coins 
and small certificates for the ordinary small change, because that is 
not so elastic as $5 no’tes and notes above that. I should be glad to 
see the present national-bank notes retired as soon as possible. Then 
if we have enough gold here we are perfectly safe. I f  we send 
abroad $500,000,000 of gold, or two-thirds of that, we shall feel it 
in increasing prices.

Senator W e e k s . I want to discuss the question of sending gold 
abroad. Say Europe owes us money and we owe Europe money all 
the time; if that condition obtains either way, eventually the debt 
has got to be paid. We may delay the payment of the debt by various 
artificial means and the payment of the debt may be delayed, because 
the creditor in that case may find it to its advantage to loan its 
credit in the debtor country.
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Now, suppose we have a balance of trade against us—it is not 
usual, but suppose we do have a balance of trade against us for a 
couple of hundred million dollars. In the ordinary course of business, 
if it were an individual transaction, we would have to pay that, and we 
can only pay it by shipping gold. That is one of the things you have 
in mind.

Let us suppose the interest rate is materially higher in this country 
than it is abroad, which is ordinarily the case. Is it not true that 
that money is likely to be loaned in this country so that we would 
not ship gold unless there was some scare which would induce the 
owner of that money abroad to draw it home and loan it out there at 
a lower rate ? When this system is established—assuming it will be 
established—are we not going to have the means of preventing the 
shipment of gold under such conditions? For instance, we should, 
in my judgment, authorize the regional banks to invest some part of 
their capital and deposits in foreign bills, and instead of shipping 
gold we simply would send home their evidence of indebtedness 
against us, or we may increase our interest rate and should do it, 
which would have a moral influence in checking the exportation of 
gold.

By various other artificial means, such as Mr. Fisher indicated to 
us yesterday, in selling them short-time notes, either municipal or 
Government notes, it has been suggested that we refund some of these
2 per cent bonds in short-time Government notes, and use them for 
that purpose. Do you not think we can in that way, if that whole 
question is treated properly and scientifically and practically, that 
we can control the question of gold exportation from this country 
so that there will not be any probability of our losing gold in an 
amount that would embarrass us? That is a pretty comprehensive 
question.

Prof. J e n k s . That is a pretty comprehensive question. As regards 
the way in which the question is put, I think I should agree to every 
individual statement, but at the same time I would answer the ques
tion you have asked in the affirmative again, that there is danger, 
I think. May I explain that?

In the first place, these various measures that you have suggested 
are, part of them, at any rate, as you say, artificial methods. Take, 
for example, the raising of the rate of discount. I suppose you mean 
by the Federal reserve board?

Senator W e e k s . I do, and the raising of the rate of discount would 
have a tendency to induce the owner of the money to loan it here 
because he could get a higher rate.

Prof. J e n k s . That is perfectly true.
Senator H it c h c o c k . We only postpone the day of settlement.
Senator W e e k s . So that we can settle in some other way.
Prof. J e n k s . There is where the point comes. It is an artificial 

method that must be applied by a group of men who are not really 
in touch with business, although they are in touch so far as get
ting reports is concerned. It is an artificial method that has to be 
employed from day to day. Is it not better to have a system that 
works substantially automatically, so that it will adjust itself? There 
are times when it is a good thing for this country to export gold and 
there are other times when it is a good thing to import gold. It all
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depends upon the natural course of prices. As you say, Senator, we 
may at times postpone settlement. We may at times, perhaps, hasten 
settlement, if you want to.

But all of that is ignoring this fundamental condition that the 
banks are going to want to substitute these new notes for the money 
we now have on hand. As has been said repeatedly, there is money 
enough now in circulation to do our business very well under ordi- 
nary conditions. But if we are going to get the new notes into cir
culation we must either retire some other currency that wTe have in 
circulation now, or else we are bound to have, if these new notes are 
put into circulation, a surplus of currency, which will mean that we 
shall ship gold. I do not think it will make inflation to such an 
extent that it would be likely to cause a crisis. I think it would be 
much simpler for gold to flow abroad, as it would, unless we adopt 
these artificial means. But if we do adopt them, there is no telling 
just where we are going to stop, because this process is going to keep 
on for years. Why should it not ?

I f  you are a banker you are going to use these new notes. I f  we 
provide that the gold shall be in the reserves there is a reason why 
the gold will stay here, and then we shall soon retire some of these 
other forms of currency, which I think should be done.

Senator W e e k s . I think so, too. I have grave doubt whether the 
condition which you indicate is likely to exist; yet if there is any 
probability of it I admit that precaution should be taken to prevent 
it, and that is why I am in favor of a bank-note circulation, because 
I think that is absolutely responsive to trade, and it is impossible, as 
a practicable proposition, to get out more circulation than the needs 
of business require.

Prof. J e n k s . I think that is so. when you have a sound system to 
begin with.

May I state, in a little different way, the conditions under which 
gold goes abroad? You say that in the trade between different coun
tries and this country, if the balance is against us we shall have to 
pay, or if it is the other way we shall get the balance.

What do we pay that balance in? The statement is ordinarily 
made, and especially by banks, that we have to pay that in money. 
As a matter of fact we always pay balances in whatever is the cheap
est to pay them in. That simply means this, that if we have a pretty 
big wheat crop, so that the price of wheat is low, we are paying those 
balances in wheat; and if we are having a big cotton crop and the 
price of cotton is low, they are being paid in cotton.

Senator W e e k s . But the net balance is being paid in gold?
Prof. J e n k s . Yes; although you suggested a moment ago that it 

will be done by artificial means. The net balance is not necessarily 
paid in gold. It is, of course, when we come to the bank statements, 
but ordinarily it shall be paid in other things. What I am afraid of 
in this system, as it stands, and what I think is almost certain to 
happen, is that we will find it cheaper to pay in gold than in anything 
else. That means that whenever anything occurs to increase prices 
here a little bit, then other people want to sell here.

Senator H it c h c o c k . Exports are checked ?
Prof. J e n k s . Exports are checked and the imports are increased 

at the same time.
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Senator H i t c h c o c k . Exports of merchandise are checked and im
ports are stimulated.

Senator W e e k s . Y ou forget that this tariff bill is going to so 
stimulate our foreign trade that there will not be any question about 
the settlement of our indebtedness.

Senator H it c h c o c k . It is also going to stimulate our exports.
Senator W e e k s . That is what I mean.
Prof. J e n k s . So  far as I  have seen the signs in the stores, they 

think it is going to stimulate the imports. But it is immaterial. I 
always feel that this currency question is much more important than 
the tariff question.

Senator H it c h c o c k . Certainly.
Prof J e n k s . I feel pretty strongly on this matter, that there is 

this tendency toward an expansion which may not run to the danger
ous length of overspeculation, or to the extent of bringing on a crisis, 
but which is almost certain to run to the extent of a pretty large 
export of gold.

Senator H it c h c o c k . Can you give us any idea, Prof. Jenks, of the 
effect of an expanding currency upon the prices of commodities?

Prof. J e n k s . Well, yes; speaking generally, I think so.
Senator H it c h c o c k . Does an increase in the supply of gold tend 

to increase prices?
Prof. J e n k s . Yes; beyond all doubt.
Senator H it c h c o c k . Does an increase in the supply of paper cur

rency have the same effect?
Prof. J e n k s . Unless that is immediately so responsive to the de

mands of business that there is really no more money in circulation 
than is needed to meet its immediate demands.

Senator H it c h c o c k . Does an increase in bank credits have that 
effect ?

Prof. J e n k s . It all has the same effect.
Senator H it c h c o c k . Of raising prices.
Senator S h a fi? o tii . T o  the same extent as gold?
Prof. J e n k s . N o. We are fixed on a gold basis, as practically all 

the leading commercial nations of the world are. This gold basis 
is really the basis of practically all of the currency in these different 
nations, and also to a very considerable extent—it is in the terms of 
gold that we have all these credits. Whenever we have any new 
device in the currency system that tends to make the use of gold more 
effective, that has much the same effect as if we were to increase the 
amount of gold. I think that the putting of this new currency into 
circulation here is going to make gold more effective; if it does, it 
will have the same tendency, and so far as that is true, it will have 
the same effect in increasing prices that an increase in the fifold supply 
would have.

Senator H it c h c o c k . It is proposed in this bill to very materially 
reduce the limit on reserves held by 7,000 national banks. What 
effect is that likely to have upon the volume of currency and upon 
prices ?

Prof. J e n k s . I should say again that while I am inclined to ap
prove of that myself, I nevertheless feel that the effect is as your 
question intimates, practically the same as increasing the amount of 
currency. By currency we mean money in circulation, in distinction
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from the money locked up in the vaults of the banks and that in any 
country.

Perhaps, I may venture to suggest something that I was saying to 
Senator Shafroth a little while ago, that as regards this question of 
the effect of the increased supply of gold upon prices, I feel that that 
is by far the most important element in the increase in prices that we 
have had the world over since 1897. In the same wav again, the 
quantity of gold was by far the most important element in the de
crease in prices that we had between 1872 and 18TB and 1897. I was 
saying to one of the members of the committee that I had made at 
two different periods some special studies which seemed to make that 
■clear.

In 1897 I wTas asked to read a paper before the New York State 
Bankers’ Association on “ The causes of the fall of prices since 1873.” 
By means of diagrams that showed the course of prices and the out
put of gold and silver and things of that kind, taking account of 
minor influences that always come in, it seemed to be clearly estab
lished that the chief reason for the fall in prices was the lessening 
output of gold, together with what was of still more importance, the 
very largely increased demand for gold in Europe, as several of the 
countries went over to the gold standard.

Then about a year and a half ago I was asked to read a paper 
before the State Bankers’ Association of Michigan, and I suggested 
the question of “ The causes of the increase in prices,” and I applied 
the same principles, and see if they would work. Taking absolutely 
the same data, bringing them up to date, it established, with substan
tial clearness, that the main cause of the increase in prices had been 
the very largely increased output of gold without a corresponding 
increased demand for it.

Senator S h a f r o t i i .  Has there been, at the same time, a great in 
crease in the use of bank currency in France and Germany?

Prof. J e n k s . There has been; it is all along the line. In all coun
tries of the world, we are getting more and more to substitute methods 
of business for gold. You take, for example, our own country. Our 
countrj7” has more fully developed, particularly in the eastern part, 
the use of checks than probably any other country. In Germany 
they do not begin to use the number of checks that we do. But never
theless they are getting to use them more and more during the last 10 
or 15 years far more than earlier.

Senator H it c h c o c k . On the whole then, there has been.since 1897 
all over the world a great increase in the volume of the circulating 
medium?

Prof. J e n k s . Beyond all doubt. In addition to that there have 
been improved methods, so that it has tended to stimulate the effect. 
That is the point in this bill. You are going to improve your method 
of handling gold so much that it will make it more serviceable than 
before. There is that tendency toward expansion of currency unless 
we retire more largely some of the other media of circulation. I f  you 
will retire other currency and require gold as reserve, we shall keep 
our gold.

Senator N e ls o n . I see your theory is that the rise and fall of prices 
is governed by the volume of currency ?

Prof. J e n k s . Not entirely, but that is the most fundamental thing.
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Senator N e l s o n . Have you not overlooked the fact that in this 
country at least one of the main causes is that production has not 
kept pace with the demands for consumption; is that not a great 
factor ?

Take it, for instance, in the matter of beef just now. It is not cur
rency, it is because the ranch business is becoming obsolete, and we 
are raising less cattle in this country, and beef is becoming scarcer.

Prof. J e n k s . I quite agree with that. My point is this: I f  you 
take any individual article like beef, you, of course, will find your 
immediate answer in the relation of the demand to the supply. I f  
you take the great mass of commodities—of course, the best estimate 
that we have of those are in the figures collected by the Government— 
we get the average price as nearly as possible. Take those the world 
over and you will find a very decided increase in prices, some special 
commodities down and some up.

Senator N e ls o n . There is no great difference in the volume of cur
rency in this country this year and last year?

Prof. J e n k s . No ; that is perfectly true.
Senator N e ls o n . Now7, then, I want to call your attention to this 

fact. Have you observed the difference between the price of corn 
this year and last year, and the price of cotton this year and last year, 
and also the price of potatoes this year and last year.. Can you charge 
those differences to the volume of currency?

Prof. J e n k s . That is the point I made a moment ago, when you 
take single individual articles, and that is especialy true of agricul
tural products, because when you take those you will find a tem
porary explanation from year to year in these local influences you 
spoke of. I f  you draw a chart of the course of general prices over a 
series of years there will be very little fluctuation from year to year 
but you will find the great waves of change over periods of years.

Senator N e ls o n . Is it not a fact with this country, Prof. Jenks, 
that our population, our body of consumers has been increasing faster 
than our producers have, especially producers of raw material?

Prof. J e n k s . It is certainly true as regards the producers of raw 
material, but as regards the manufacturers it is not true.

Senator N e ls o n . Compare the difference between our urban and 
rural population, you can see the great change.

Prof. J e n k s . I  quite agree with that in regard to individual cases.
Senator N e ls o n . The urban population is a body of consumers, 

while the rural population is a body of producers?
Prof. J e n k s . Yes; I  grant that with regard to individual cases.
Senator B r is to w . Has not this vast increase in agricultural prices 

had a tendency to lift the entire price level ?
Prof. J e n k s . Beyond question. On the other hand, there have 

been some counter influences.
Senator B rtstow . Not in agriculture?
Prof. J e n k s . Not so much: a little in improved methods.
Senator B r is to w . Do you not think this increase .in the price of 

agricultural products is due practically wholly to what Senator 
Nelson called the congestion of the population in the centers?

Prof. J e n k s . I f  you add to that also the difference in crops. As I 
was saying the other day, I am not sure that the short corn crop this 
year is not going to offset some of the effects of the traiff, because that
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affects very materially the general level. Those are annual fluctua
tions.

Senator B r is to w . I can see that a short corn crop would, because 
the wheat is not very high and corn is very high, relatively.

Prof. J e n k s . Yes.
Senator B r is to w . But you take this movement from the farm to 

the city, and it seems to me that that is as much responsible for the 
advance in prices as the circulating medium.

Prof. J e n k s . That, beyond any question, is considerably so all over 
the world, because that tendency is practically universal. But at thfe 
same time, if you will go back over a period of 50 or 75 years and 
note the general changes in prices, you will find that the funda
mental reason is, the output and use of gold, to my mind—of course, 
there are differences of opinion—but to my mind, that is more im
portant than any other one of these things.

Senator R eed . What is?
Prof. J e n k s . The supply of gold as it relates to the demand for it.
Senator S h a f r o t h .  Mr. Barry testified before the committee a iW  

days ago, and he said that while there has been an apparent rise in 
the price of commodities, that so far as fixed investments are con
cerned, the prices are no higher than they were 12 or 15 years ago. 
He cited the stocks of railroads and urban property, and things of 
that kind. What do you think of that theory?

Prof. J e n k s . That is true to a considerable extent, but I do not 
think it affects the question particularly. It is not true as to railroads.

Senator R eed . Nor as to railroad stocks, either.
Prof. J e n k s . It is as regards a good many stocks.
Senator R eed . But the general average price of railroad stocks, 

except those companies that have absolutely flooded their treasury 
with watered stock, is much higher, the aggregate of the stock is 
higher—I mean the value of the whole stock issue is greater, but the 
value of an individual share may not be so great, because they have 
issued so many shares.

Senator S h a f r o t i i .  I think the increase in farm lands has been 
going up because of the increase in the prices of products.

Prof. J e n k s . There is another point in connection with that also. 
There is always a tendency in all countries as the demand for farm 
products increases, and the people have to use more and more in
tensive methods of agriculture to go to lands that originally were not 
quite so fertile as the other lands, and there is always a tendency 
for the price of agricultural products to go up, and that will continue.

Senator R eed . May I get back to a matter that concerns the bill? 
You stated, in discussing the difference between bank circulation tad 
other forms, that one of the virtues of the bank circulation was that 
it responded to the business needs of the country. Nowt, I understand 
you to say that there has been going on in this country in recent years 
a real expansion outside of the mere matter of the amount of money, 
growing from the fact of an additional use of money through checks, 
so that the same dollar may be used many times in a day without 
passing from the place of deposit. That has been going on ex
tensively ?

Prof. J e n k s . Yes.
Senator R eed . There has been an increase of gold, which has been 

an expansion. Now, on top of all that expansion, is it not true that
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the national bank circulation, instead of retiring, as it ought to have 
done under those circumstances, has been increasing right along in 
this country ?

Prof. J e n k s . There is this other point, though, that the demands 
of business have also increased very greatly. And when we are speak
ing of an increase of the currency we always ought to speak of it in 
relation to the demand for the currency.

Senator E eed . But the demands of business—and we are coming 
right to the point I wanted to got at—always multiply in the face of 
an inflation, do they not?

Prof. J e n k s . Surely.
Senator R e e d . So that as you get inflation you get more demand 

and then more inflation to meet the demand, and these bank notes 
that are supposed to be an automatic check and to reduce that de
mand have utterly failed to do it, and have gone right along with the 
inflation, and therefore I think, Professor, that that is an idle dream 
that has been put before us many times—that the bank notes will 
retire automatically.

Prof. J e n k s . Our national-bank notes will not, not our present 
notes.

Senator R eed . Certainly not. In 1911 there were $687,000,000, 
dropping the odd dollars. In 1912 there were $705,000,000, and 
there is a steady increase of those notes almost from the first, with 
the exception of a very few years when there was a decrease, and it 
seems to me those facts demonstrate that a bank-note circulation fol
lows an inflation just like any other character of mone}7'.

Senator W e e k s . Will you allow me to make this suggestion ? I do 
not know anyone who ever contended that the national-bank currency 
which we have outstanding fluctuated with the volume of trade. The 
trouble with the circulation is that it has depended on the price of 
Government bonds rather than on the needs of the commercial com
munity. I f  a bank could make 1 per cent or 2 per cent, or some other 
per cent on circulation, or a prospective profit on the principal of the 
bond which it purchased, then it would take out additional circu
lation.

Senator H it c h c o c k . Why will it not be so in this case? I f  a bank 
c an make money by borrowing from the reserve bank, why will not 
the result be to stimulate loans?

Senator W e e k s . Because the security which the bank holds is paid, 
and it has no need for the circulation any longer. In the case of the 
Government bond the security was never paid.

Prof. J e n k s . Yes. I was about to say that I do not agree to Sena
tor Reed's proposition for practically the same reason. Our present 
bank-note issue is not a bank-not issue in anything like the same 
sense as provided in this bill, or like a bank-note issue in Germany.. 
France, or Canada. Canada is one of the best illustrations we have.

Senator R eed . I bog pardon for interrupting------
Prof. J e n k s  (interposing). Before you ask another question, I was 

going to suggest some means by which, I think, this system would 
now contract, and I was going to make one or two suggestions with 
respect to a method of making it contract still more promptly.

Senator R eed . That is what I wTanted to get; but before wre come 
to that let us consider this. I will waive the present bank note as a
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demonstration, although to my mind it has not been fully answered, 
although I think that the considerations offered are entitled to weight. 
But I go back to the proposition I made a minute ago, to which you 
assented, that an increase in the volume of money increases prices, 
thus making a demand for more money. The increase in prices and 
the increase in volume of money stimulate industry, stimulate busi
ness, apparently, at least, and the greater the quantity the greater 
the demand. Thus we have an endless chain, if you please, constantly 
in operation. The appetite grows by what it feeds upon. And there
fore I do not believe, and I have to be convinced, that there is any 
bank-note issue in the world or that can be devised that will auto
matically retire itself unless there is attached to its issue conditions 
forcing its retirement. I want to hear how that is going to be done 
under this bill.

Prof. J e n k s . I am very glad you put the question in that way. 
I think there are two things to be said about that, and I quite agree 
with you when you say they either have to be forced to retirement 
or else there must be some inducement. Inducement is better than 
force------

Senator R eed (interposing). When I say “ forced,” I only mean 
that there must be a force created to cause their retirement. That 
force may be in the form of an absolute command or it may be in 
the attaching of conditions which make it desirable to get rid of 
that piece of paper.

Prof. J e n k s . Yes. Now, as regards your first proposition, I  would 
agree that an expanding currency—other things equal, unless there is 
a corresponding expansion of business—does tend toward increasing 
prices; and also that a tendency toward increase in prices does tend 
to make business go on faster. People want to expand their credits, 
and that is the fundamental cause of most of our crises, if they are 
monetary crises. And the trouble has been ordinarily, whenever we 
have had a monetary crisis, that there has not been this inducement 
toward a contraction of the currency. That has been the danger in 
many cases where we have had Government note issues or specula
tive bank-note issues not properly controlled.

There are two ways in which we can see to it that the currency does 
lessen when a normal business demand slackens. One is along the 
line of the German system, by which, when we get a certain amount 
of money out we put a tax on any larger amount and leave the banks 
to raise their rates o f interest.

Senator R eed . I call that a force.
Prof. J e n k s . That is a force. Another way, which, on the whole, 

I think, better, is the plan that is used in Canada. It is this: Each 
bank being anxious to get its own notes out so far as it can with 
safety, takes up the notes of every other bank and sends them back 
for redemption immediately. Now, as has been intimated here a 
number of times this morning, and was said a moment ago by the 
Senator------

Senator R eed . That certainly is a force, but it is not applied by 
the Government but by the other banks.

Prof. J e n k s . All the better, because it is much more nearly auto
matic. They are botti forces; that is true.
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Let me suggest again that when a man makes a loan and gets these 
notes out there are that many in circulation. I f  he pay back his 
debts in notes, either of that bank or any other bank, that lessens the 
circulation by an equal amount, so that ordinarily in the course of 
business we have the expansion of the currency and contraction of the 
currency just in accordance with the normal demands.

Now, may I speak of the system you have in the bill. You have a 
system under which people will borrow. They will get these notes 
into circulation. We are speaking now, of course, of the member 
banks. When the notes are paid into the member bank, whether they 
are paid in these notes or in the notes of another Federal reserve 
bank, they will be held in the vaults of the member bank, and will 
be paid out over and over again. The system will not work auto
matically in the way it does in C&nada. That is, they will not be 
sending any of the notes of the other banks back, and if those notes 
get quite a long way from home, there will be a considerable element 
of expansion.

Now, there are two ways in which that can be covered. The bill 
itself covers that in part by taxing the notes that are advanced to the 
separate regional banks, and if it seems that the demand is getting 
too strong the tax rate would be raised. That, again, is not automatic.

Senator R eed . That rests in human discretion.
Prof. J e n k s . And that I do not think is wise. I was going to make 

another suggestion that perhaps may help. The amendment that was 
made to the bill providing that no reserve bank should issue the notes 
of another reserve bank was a very wise one, and that they redeem 
the notes of any other reserve banks that ma}̂  come into their hands. 
That is wise. Why not extend that principle further? There are two 
ways: In the first place, say that no member bank shall pay out over 
its counter any notes except those of its own regional bank. That 
would strengthen the law a great deal along that line. The only 
objection I can see to that is the cost of shipping the notes that come 
in from any other regional bank back to the home regional bank, 
and I think the home regional bank could very well afford to pay 
that. That would go a long way toward strengthening the redemp
tion system. That would bring it much more near the Canadian 
system.

Senator P o m eren e . Would the Federal board, under the terms of 
this bill, have that authority?

Prof. J e n k s . I had not supposed it would have that authority; 
and it seems to me the wise thing to do is to provide for that in the 
bill. And, further, what makes the Canadian banks return notes so 
promptly is that they are making money by doing it. Why not 
apply that same principle here ?

Senator P o m e re n e . Let me see if I understand your limitation. 
Assuming that there is a regional bank in New York and a member 
bank of the Chicago regional bank would receive a New York note; 
then you would have that returned to New York, would you?

Prof. J e n k s . What I mean is this: Supposing a member bank in 
Chicago—not the regional bank—gets this New York note. It would 
be allowed to lend that out over its counter, as I understand it, under 
this bill. It is only the Chicago regional bank that can not issue it
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Senator P o m e re n e . I understand that, but that does not quite an
swer the thought I had in my mind. Would you refuse to permit the 
member bank of the Chicago regional bank to pay out a Chicago note 
also ?

Prof. J e n k s . Oh, no.
Senator P o m e re n e . That is, I mean after it had been once paid in.
Prof. J e n k s . That I do not think is of very great consequence, 

whether it does that or not. The bill, as I understand, provides that 
it could pay out its own regional bank notes over and over again. 
Personally I should like to have every regional bank not allowed to 
pay out its own notes the second time, as was intimated before— 
practically the Bank of England plan. It would be a little more ex
pensive, but, in the first place, it would be an absolute check against 
counterfeiting, as these notes are being retired all the time; and an
other advantage would be, as in England, that you are in touch with 
your circulation all the time. But I think that is of much less im
portance.

Senator R e e d . Are you not thereby circumscribing this to such an 
extent it wTould cease to have any value as money?

Prof. J e n k s . Not at all, I think.
Senator R eed . Let me see if I understand you. Suppose I run a 

member bank in Kansas City; Senator Bristow runs a member bank 
across the street. I go over to Senator Bristow’s bank and get 
$100,000 from the regional bank on 30, CO, and 90 day paper.

Prof. J e n k s . Y o u  mean from his Federal reserve bank?
Senator R eed . No; from you, as a Federal reserve bank. A  man 

comes in to borrow $100,000, and I pay it to him in cash. He walks 
across the street to Senator Bristow’s bank and deposits that $100,000. 
Senator Bristow then has practically to cancel it.

Prof. J e n k s . No; I do not mean that at all. The point I make 
is this: Suppose that you get $100,000 from your regional bank in 
Kansas City. There is no reason why you can not pay that out back 
and forth as much as you like. But suppose a customer comes in, 
and when he makes his deposit with you he deposits some notes from 
the Chicago regional bank. Then I should say you should not take 
those and loan the Chicago reserve bank notes over your counter.

Senator R eed . What value do I get out of them? What good 
are they to me if I can not lend them out?

Prof. J e n k s . Y o u  can get them redeemed through your regional 
bank.

Senator R eed . I  must send those in to be redeemed ?
Prof. J e n k s . Y o u  must send them to your regional bank, which 

is across the street, as you say. Your regional bank would charge 
them against the Chicago bank.

Senator R eed . I can not find this bank across the street; it is 600 
miles away.

Prof. J e n k s . Then you send them to your regional bank, wherever 
it is, and the regional bank should pay------

Senator R ee d  (interposing). And have a constant stream of money 
going in every day by express?

Prof. J e n k s . Absolutely; a stream of notes for redemption. Not 
necessarily by express; I should make a sound provision to use the 
parcel post these days.
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Senator R eed . And I send these bills by parcel post?
Prof. J e n k s . I think I should.
Senator R eed . I should want to cancel them before I send them, 

then.
Prof. J e n k s . That is something you can arrange. There is this 

point to that, Senator------
Senator R eed  (interposing). Is there not a plan that is much 

simpler than that and that will absolutely work? Let me suggest 
it to you.

Prof. J e n k s . I have not finished with my plan yet.
Senator R eed . I  thought you had. Proceed, then.
Prof. J e n k s . I wTas going to say that I do not think that plan is 

as cumbersome as it might appear to be. In the first place, we know 
it is workable, because it is the plan that is worked continually in 
Canada and has been worked for years, and they pay the express 
charges without difficulty and are glad to do so for the sake of get
ting the notes of rival banks out of circulation.

Now, if you are a member of the Kansas City regional bank you 
are going to get 40 per cent of the profits they may make. You 
would be rather glad to have that currency circulation reasonably 
profitable.

Senator R eed . We are going to take that out of this bill, I think.
Prof. J e n k s . That is something, of course, I have not any discre

tion about.
Senator R eed . I do not know, but I am just judging by the talk.
Prof. J e n k s . I am not sure that it would be wise to take it out, 

because here would be an inducement to keep your circulation down. 
Now, if instead of paying that currency from Chicago out over and 
over again over }^our counter whenever you get the chance 3̂ 011 send 
it to your regional bank you compel them to redeem it. You do not 
need to send it every night, but certainly as often as every week, and 
you would very likely send it every two or three days, as in Canada. 
And your regional bank could afford to pay the express charges in 
order to have that done, and you could afford to have them paid to 
get them out of circulation in your region.

Then there is another thing about it: By far the largest proportion 
of the bank notes in circulation in your region would be those of your 
own regional bank, of course. There would be relatively few from 
the Chicago region or the San Francisco region. That would help 
very decidedly this situation.

Another thing that would help still more is this: Why should you 
charge interest to the regional banks for having these notes issued to 
them unless it is necessary to keep the rate fluctuating from time to 
time to contract the currency? I f  the Federal reserve board charges 
interest to the regional bank, that interest is almost sure to be added 
to the loans to the customers throughout the country, and why should 
a farmer in Texas or a grain grower in Minnesota pay a half per cent 
or 1 per cent, or 2 per cent, maybe, for his bank notes, to put revenue 
into the Federal Treasury, unless the plan is absolutely necessary to 
contract the currency ? I f  it is, I say by all means do it.

But it seems to me that by far the better system, and one that 
would tend to keep the rate o f interest somewhat lower, one that 
would make the bill far more automatic, also relatively lessening the
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power of the Federal reserve board, would be not to charge interest 
and to let them have the profit that is suggested; but to provide they 
shall issue over their counters only the notes of their own Federal 
reserve bank and send the others back for redemption. Then you 
will get a system that will work practically as automatically as the 
one in Canada, I am inclined to think.

Senator R eed . I may suggest something that may be utterly chi
merical, but I make the suggestion. Suppose we write into this bill 
that when money has been issued by any Federal reserve bank it shall 
at the end of not to exceed 90 days—or some other period—turn over 
to the agent of the Government an amount of these bank notes—I 
call them that to distinguish them—equal to the amount that is issued. 
That is to say, a reserve bank to-day issues upon proper collateral 
to member banks $1 ,000,000. At the end of 90 days that Federal re
serve bank must turn over to the Federal reserve agent $1 ,000,000 of 
their circulation, and if it can not do that it has to turn in other 
money. Now, you have expanded the currency by $1,000,000 and you 
have provided absolutely to end that expansion at the end of 90 days, 
which is the maturity of the paper that was put up. What is the use 
of all this circumlocution? Why not just do it? Maybe I am 
wrong------

Prof. J e n k s  (interposing). I  really think you are.
Senator R eed . I f  I am, I should like to have somebody point out 

where.
Senator H it c h c o c k . I rather sympathize with that position of 

Senator Reed. It seems to me the plan you propose, Professor, and 
which seems to be contemplated by this bill, is going to involve tre
mendous shipping of currency. It is going away from civilized 
methods and getting back to the dark ages where actual transfers 
had to be made. At the present time it is a mere matter of credit 
which is transferred on the books of the banks, very largely, but you 
propose the physical shipment of currency.

Prof. J e n k s . Only the physical shipment of currency from sec
tions of the country remote from where you are doing your business.

Senator H it c h c o c k . But this is a country which does business in 
a very homogeneous way. We have no national lines, and business 
does not run according to State lines.

Prof. J e n k s . The essential thing, of course, is to see that you have 
your contraction prompt; that you get your bills out of the way and 
redeemed.

Senator R eed . And then, if this is workable, as I suggested, you 
do not have to keep the printing presses running printing new money 
and a lot of clerks destroying it. You set aside this money when it 
comes into the Federal reserve bank, this $1,000,000; you take 
$1 ,000,000 of these notes out of circulation and put them over with 
the Federal reserve agent and he holds them. Day after to-morrow 
that bank needs another $1,000,000 for a similar transaction. It 
comes over and gets $1 ,000,000 of this currency that has been through 
the channels of trade and takes it and loans it out, and at the end of 
90 days it has to retire that $1 ,000,000 again, and you do not have to 
keep the printing presses running. Maybe there is a hole in all 
that------

Senator P o m e r e n e  (interposing). You make a fixed quantity of it?
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Senator R eed. No; that does not make it a fixed quantity.
Senator P o m eren e . There is $1 ,000,000 issued, and you destroy 

$1,000,000 at the end of 90 days.
Senator E eed . That is exactly the point. The point is, we have 

issued this $1 ,000,000 for the purpose of floating certain commercial 
transactions which we have been told all along are to pay this off. 
They are to do it within 90 days. At the end of 90 days, therefore, 
the use of this money for that particular transaction has ceased. I f  
you leave it out longer you have an inflation. Now, this provides 
that the bank shall take it by direct methods—not by the indirect 
method of canceling bills that come into the wrong place—shall take 
up $1,005,000 of that currency.

Suppose we have $150,000,000 out, for the sake of illustration; 
that is, what we think is safe. We have issued $100,000,000. To-day 
the banks issue $5,000,00 more. Now, we have $105,000,000 out. 
To-morrow there is $5,000,000 more of this paper that has to be 
taken up. It is carried over here and retired with the Federal agent. 
The next day they need $5,000,000 more. They have taken out of the 
aggregate that is circulating around, and they have this money over 
there with the Federal reserve agent. They have gathered it up, and 
they simply take it and issue it upon this collateral. Then every 
time that collateral comes due—every 90 days—they have to have a 
contraction that equals the expansion, and that 90 days does not 
mean each period of 90 days; you are contracting and expanding all 
the time.

Prof. J e n k s . That is the question, I think, the Senator here had 
in mind, and I was going to ask a question. What you mean, I under
stand, is this, that on every da}̂  a provision shall be made that there 
must be paid in to the Federal reserve agent as much money, or as 
many notes, or the equivalent of those notes, as was taken out 90 days 
before.

Senator R e e d . Yes.
Prof. J e n k s . So it keeps up a continuous process. So far as that is 

concerned, that is practically provided in the bill now, and I do not 
see that it affects the situation.

Senator R eed . I f  that is provided, that ends it, does it not?
Prof. J e n k s . I do not think it does quite. What is provided is 

this, that the Federal reserve agent has reported to him every day, of 
course, what the situation of these accounts is. I f  a collateral note 
is paid off, he is either going to have the Government notes back or 
have some other collateral, notes substituted.

Now, if the business is expanding, the chances are 10 to 1 that he 
does not get these bank notes in; and I do not quite see now that 
he ought to get the notes in, because he has substituted, we will say, 
for the $50,000 of collateral notes that are due to-day $50,000 others; 
and I am inclined to think that your plan would involve a good deal 
more shipment of money than mine would.

Senator R eed. I do not think it involves any.
Prof. J e n k s . In this way: These loans are not made by the re

gional banks themselves, but through the different member banks 
that are scattered 100, 200, or 500 miles away.

Now, if those actual physical notes that are sent out from this re
gional bank have to go back to the regional bank so that they can be
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turned over at the end of 90 days and the equivalent amount of them 
substituted, you have got a good deal more of shipment under your 
plan than I have under mine. Perhaps, however, I misunderstood
ycm.

Senator R eed . No ; I think you have gone into a detail that I did 
not take up.

Prof. J e n k s . Yes.
Senator R eed . Well, the member bank now owes the regional bank 

$1,000,000, which it got from the regional bank 90 days ago?
Prof. J e n k s . Yes.
Senator R eed . And its collateral is up with that regional bank?
Prof. J e n k s . Yes.
Senator R eed . I f  the regional bank collects that collateral, it has 

now got in its vaults all the money it loaned out, and the $1,000,000 
is still kiting around the country somewhere—the $1 ,000,000 of 
currency.

Now, the question is, how to get that back.
I f  you provide that the bank which got the accommodation wipes 

out its obligation by either—its obligation is already wiped out by 
the payment of this collateral if it is done in that way. I do not 
assume that it will be done in that way; I asume that those collateral 
notes will be collected by the member bank and remitted to the re
gional bank; and I asume that there will be passed through that 
regional bank, consequentiy, a large flow of this currency; that it 
will go there in vast quantities and that all it has got to do is to 
take the $1 ,000,000 of that that is coming in, retire it from circulation 
for the time, and turn it over to the Federal Government.

Senator P o m e re n e . I s it your contention that this $1,000,000 shall 
be set aside at the end of 90 days?

Senator R eed . Set aside; yes; at the end of a given period. In 
other words, I go down to a bank—I look at the transaction in this 
way: I go down with my credits to a Federal reserve bank, with 
$1 ,000,000 of promissory notes.

Prof. J e n k s . Yes.
Senator R eed . N o w , I in fact borrow from the Federal Govern

ment, for temporary use, $1 ,000,000 of this currency. The purpose 
is now, if I understand the thought of this bill, to carry me until the 
transaction involved in that 90-day paper which I put up has been 
completed and the paper has liquidated itself. That is the theory 
of this bill. Now, at the end of 90 days, that collateral has all 
matured.

Senator N e ls o n . And is paid.
Senator R eed . And is paid. Now, either the member bank has 

collected that or the regional bank has collected it. Assuming, for 
the present, that the regional bank has collected it. then at the end 
of 90 days, the regional bank is whole. It has got its money back, 
but it has got $1 ,000,000 of its notes floating around.

But, coming to that regional bank must be a constant stream of 
this bank currency, and I would make it the duty of the officers of 
that bank, at the end of 90 days, to take $1,000,000 of those notes and 
retire them. Then the transaction is completed; it is over.

I f  the member bank was to collect the collateral, it would be reim
bursed now. And then I would make it the duty of the member
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bank in that case to notify the regional bank, and the regional bank 
would deduct from the amount of credit to that member bank 
$1 ,000,000 and retire at once $1 ,000,000 of this paper.

Why is not that workable? I am not a practical banker—but you 
have got to pay that debt; and they have been telling us the reason 
there was not any inflation in this bill, or any dangerous inflation, 
and the reason it was a safe money was because the money was issued 
upon promissory notes, which represented an actual commercial 
transaction which liquidated itself. Now, that is------

Senator N e ls o n  (interposing). Now, if I understand, Senator 
Reed, will you allow me to put your question into shorter form?

Senator I I e e d . Certainly. You generally can do that better than 
anybody I know.

Senator N e ls o n . I f  you would not take any offense, I would like 
to do it.

Senator R eed . N o ; I would not take any offense at all.
Senator N e ls o n . Would that be better, when one of those regional 

reserve notes, or currency, is redeemed by the Federal reserve bank, 
that that was the end of that note; that it was retired from circula- 
tion? Would not that cover the point?

Senator R eed . That is what I  mean.
Senator N e ls o n . Would not that be the safest way of regulating 

the currency automatically?
Prof. J e n k s . A s  far as I understand, the bill does that now pretty 

well, except that it does not cancel its own notes.
Senator S h a f r o t i i .  It holds them.
Prof. J e n k s . It holds them. But there is a point that I am not 

quite sure I understand, and that is this: I think that most of these 
notes will be collected through the member banks.

Senator N e ls o n . Y o u  mean redeemed?
Prof. J e n k s . Yes; redeemed. Well, now, I ought to put it this 

way: I ought not to have said “ note.” I mean the commercial paper.
Senator N e ls o n . The collateral for the currency.
Prof. J e n k s . Yes; the 90-day paper which the Federal reserve 

bank is holding will be sent back to the member bank for collection. 
When that is collected it will be paid in these notes— this currency— 
and if it is paid in these notes, the proper credit is given to the mem
ber bank and some other commercial paper substituted in the regional 
bank.

But, now, why should that member bank—why should that cancel 
the currency note from its own regional bank? And the present bill 
does not provide that it should. It lets it hold that as long as it 
wants to. And I think that is all right; that will avoid shipping 
the notes back and forth. I f  they are to be shipped back and forth, 
as the Senator suggests, there would be a great deal of shipping.

Senator R eed . I do not think there would be any at all, if we  
follow it on. Let us take this transaction: You are a regional bank 
and I am a member bank.

Prof. J e n k s . Yes.
Senator R eed . And I  go to you and say, “ I  want to borrow 

$1,000,000.”
Prof. J e n k s . Yes.
Senator R eed . And I say, “ Here is $1,000,000 collateral.” It is put 

up with you simply to make you say, “ I issue my obligation for
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$1 ,000,000.” It is due in 90 days. At the end of 90 days I have got 
to take it up. You give me the money. I take it home to my bank 
and loan it out.

The 90 days expires. I owe you $1 ,000,000. I have a balance there 
with you. I have been maintaining a balance. You charge me 
$1 ,000,000, and instantly substitute $1 ,000,000 for these notes that 
have been coming through your window, putting them with the 
representative of the Federal Government, who locks them up; they 
are no longer in circulation.

Now, I have no credit with the bank whatever. Of course I have 
to send you the money, or I have to send you a draft for that 
$1,000,000 on some other bank. And almost all of it will be done 
in that way. And all there is in the whole scheme of physical labor 
is the book entries and the action of the Federal reserve agent com
ing over to the bank across the aisle each day, and saying, “ There 
is $1 ,000,000 of this paper to be retired; give it to me.” And he takes 
it and locks it up.

Prof. J e n k s . Let me ask you one question further. Now, suppos
ing when he comes over and asks for that $1 ,000,000 I should say. 
a I have not $1 ,000,000 here in the notes that have been coming in, 
but I have,” we will say,-44 $700,000 in those notes, and I will turn over 
$300,000 to you in lawful money.”

Senator R eed . That is all right. The money has been shrunk that 
much. Now, you know mighty quick, when you get the notes, you 
will say to him, “ I want to swap those notes for lawful money.”

Prof. J e n k s . I understand that the bill provides for that at the 
present time, with this exception, that if the notes that are on hand 
at the Federal reserve bank are its own notes it turns them over and 
they are held there to be issued again. I f  they are the notes from 
some other regional bank, they are canceled and sent back for re
demption.

Senator R eed . I am not in favor of issuing a sectional currency in 
this country. So far as I am concerned, I want a dollar that has got 
the Government of the United States stamped on it; good not only in 
every, part of this country, but I would like to see it good in every- 
pjart o f the world.

Senator H it c h c o c k . I think it might be a pretty serious embar
rassment to the western reserve bank to have suddenly dumped upon 
it a large volume of the reserve notes of another bank, because it 
can not pay those notes out without a penalty of 10 per cent. It can 
not hold them in its reserves, which it is obliged to maintain. It has 
got to suffer all the loss while it is sending them to the Treasury for 
redemption.

You take a western reserve bank; perhaps it would be a week or
10 days before it could get that back from the Treasury. And I 
agree with Senator Reed that there ought to be some wav in which 
these reserve notes ought to be as good for any use in one part of the 
country as in another.

Prof. J e n k s . They are as good till they reach the reserve bank. I  
do not see how they can be as good for reissue and still insure their 
prompt redemption so as to contract the currency. So far as that 
point of delay that you are making just now is concerned, that would 
seem to be a" matter of the credit, that could be arranged with the 
Treasury and reserve agent promptly. There is no delay necessary.
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Senator E e ed . Why will not the currency be made absolutely stable 
for this reason ? Let us take the illustration a little differently.

Prof. J e n k s . Yes.
Senator E eed . Take your illustration. Here is $1 ,000,000, which 

it is the duty of Senator Bristow, as Federal reserve agent, in your 
regional bank, to see that the $1 ,000,000 that I have got from you is 
retired to-morrow.

Prof. J e n k s . Yes.
Senator E eed . To-morrow morning he comes in to you and says: 

u Here is that paper that you issued to Senator Seed’s bank and it 
is due and I want you to retire it.”

You say, “ We have only $700,000 of his paper.” “All right,” says 
Senator Bristow, “ give me your $700,000 and give me $300,000 gold.” 
And he takes that over and puts it in the Government till.

The gold that you have there is a complete answer to any danger 
or any question of inflation. You have it there to redeem these notes 
on demand. You have it there for every purpose. It is a little 
better than your note.

The whole scheme amounts to no more than this, that I issue my 
check and I start it kiting around the country. It comes due and 
you are my agent of redemption. Well, when it comes due the check 
is not there. You say, “ All right, let the check stay out for $100, 
give me $100 in gold, and I will retire that gold from circulation.” 
There is the same amount of circulation out, and while that circula
tion which is out is not of the highest type, as long as the gold is 
there locked up to represent it and redeem it at any moment it is 
pretty good.

Prof. J e n k s . Yes; that is all right.
Senator N e ls o n . Prof. Jenks, you must not think that we are 

spending time unnecessarily------
Prof. J e n k s  (interposing). I think that is an extremely important 

point, Senator Nelson. It is a new matter that I had not seen before.
Senator N e ls o n . This matter which Senator Eeed and others have 

been discussing is to me very important.
Prof. J e n k s . Certainly, it is important.
Senator N e ls o n . Let me put a case like this to you: We will say 

that you are a member bank and that Senator Eeed is a regional 
bank.

Prof. J e n k s . Yes.
Senator N e ls o n . And you deposit with him $100,000 of commercial 

paper due in 90 days.
Prof. J e n k s . Yes.
Senator N e ls o n . And you get $100,000 in his notes?
Prof. J e n k s . Notes; yes.
Senator N e ls o n . Or currency.
Prof. J e n k s . Yes.
Senator N e ls o n . Y o u  loan that out to people around the table 

here, let us say.
Prof. Je n k s . Yes.
Senator N e ls o n . By aiid by that currency comes back to Senator 

Eeed for redemption, and he has to redeem it.
Prof. J e n k s . Yes.
Senator N e ls o n . In the meantime the 90 days have run and that 

commercial paper is paid. It has been paid to the bank that issued
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the notes. The commercial paper has been paid; the 90-day paper 
has been paid; and there are the proceeds of that 90-day paper with 
Senator Reed and there are the notes. Now, should not the proceeds 
of those notes that have been paid wipe out that currency? I f  you 
are going to keep that currency in circulation after you have got 
the commercial paper redeemed, you must put other commercial paper 
in there in place of it.

Prof. J e n k s . Surely.
Senator N e ls o n . So , if you put other commercial paper in place 

of it you must return the money that has been collected on the 90-day 
paper to the member bank.

Prof. J e n k s . Unless you are substituting one piece of commercial 
paper for another.

Senator N e ls o n . I f  you change it before they are paid.
Prof. J e n k s . Yes.
Senator N e ls o n . But if you do not change it before they are paid, 

what then?
Senator H it c h c o c k . We have been going on the assumption that 

the Federal reserve bank secured this currency from the Government 
upon a definite length of time.

Prof. J e n k s . I did not suppose so.
Senator N e ls o n . Oh, no.
Senator R eed . No ; I did not mean that. The Federal Treasury 

gives to its reserve agent—will furnish its reserve agent with a large 
amount of these bills and instruct him how he is to pay them out. 
And he will have it on hand in these banks all the time, undoubtedly.

Prof. J e n k s . Oh, yes; undoubtedly. He could not go to Wash
ington every time any demand came in.

Senator H it c h c o c k . They will change from day to day.
Senator R eed . And every day the Federal reserve board will be 

notified as to how much money there is out.
Prof. J e n k s . Yes.
Senator R eed . And when they see that there is more money out 

than the law allows—and I am in favor of putting an absolute limit 
upon it—they, of course, stop. And beneath that point which I hope 
the law will fix they will have a discretion, and if they see that there 
is too much money going out wTill raise the interest rate; so that the 
interest rate to-morrow will be so much. Or they will say, “ We will 
not issue any more.” I know you shake your head, Prof. Jenks, at 
the absolute limit of the law.

Prof. J e n k s . Yes.
Senator R eed . But I have got more confidence in the law than 

I  have in the best human judgment when it comes to matters of this 
kind.

Prof. J e n k s . I agree to that also, but I should think------
Senator R eed  (interposing). There should be a limit. I think it 

might be generously fixed.
Prof. J e n k s . Yes.
Senator R eed . But there should be some point that this board can 

not exceed until Congress and the President pass another law chang
ing it.

Prof. J e n k s . Why not put the limit on the basis of your reserve, 
which will make it all absolutely safe? Then you have got it ad
justed to the demand of business, whatever it may be.
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Senator H it c h c o c k . One o’clock has come, shall we take a recess?
Senator S h a f r o t h .  I suggest, Mr. Chairman, that we meet again 

at half past 2.
Senator H it c h c o c k . All right. We will take a recess until half 

past 2.
(Thereupon, at 1.05 o’clock p. m.? the committee took a recess until 

half past 2 o’clock.)
AFTER RECESS.

Senator H it c h c o c k . Prof. Jenks, will you resume your statement ?
Senator N e ls o n . I would like, Mr. Chairman, to get back to a 

question that is not clear to me at all; and I am going to put the 
question in a little different form from that in which I put it this 
morning. Prof. Jenks, this currency issued by the regional banks 
is nothing but the promissory notes of the regional banks which are 
guaranteed by the Government?

Prof. J e n k s . Substantially that.
Senator N e ls o n . A promissory note to obtain money.
Prof. J e n k s . Yes.
Senator N e ls o n . Well, we will say that you are a member bank and

I am a regional bank. You deposit 'with me $100,000 in notes— 
90-dav commercial paper—and you get $100,000 of that currency from 
me. You put that currency in circulation, it goes around, and ulti
mately it comes back to me?

Prof. J e n k s . Yes.
Senator N e ls o n . I redeem it as the regional bank. Now, it may 

not come back until after all that commercial paper has been paid 
and collected.

Prof. J e n k s . Yes.
Senator N e ls o n . We wTill suppose that you did not want to renew 

those notes or put in new notes. You allowed the notes to be paid, 
they were collected, and the money went to the regional bank, and 
the reserve notes that were issued upon it came back to the regional 
bank. Now, in that case are not the notes paid?

Prof. J e n k s . The notes are paid.
Senator N e ls o n . The notes are paid, and they ought to be extin

guished, and there would be no warrant to put them in circulation 
again in such a case. Now, the only warrant for keeping those notes 
in circulation, Prof. Jenks, seems to me this, that in order to con
tinue them in circulation the regional bank must keep paper there— 
substitute paper for the 90-day paper?

P r o f . J e n k s . Yes.
Senator N e ls o n . And keep a continuing stream of that paper?
Prof. J e n k s . Yes.
Senator N e ls o n . A s soon as you cease to do that, and the last 

deposit of notes you have left there are paid or redeemed, and the 
money goes back to the regional bank that issued the notes, those 
regional notes are paid, are they not?

Prof. J e n k s . Those regional notes are paid—redeemed.
Senator N p:lson . They are redeemed.
Prof. J e n k s . Yes.
Senator N e ls o n . And they ought not to be in circulation again. 

Do you understand my question? I will put it again, so that you 
can understand it.
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Senator H it c i ic o c k . Yes; I would like to hear you restate it.
Senator N e ls o n . Suppose Prof. Jenks is a member bank and I 

am a regional bank. He deposits commercial paper, 90-day paper, 
with me, and I issue to him $100,000 in this new currency. He puts 
the currency out; it travels around through the world*and finally 
comes back to me, the issuing bank. In the meantime those notes— 
that commercial paper that he deposited with me has become due 
and it is paid. Paid in to me, the regional bank.

Now, does not that, when those notes-—suppose he does not care 
about renewing the notes or giving more notes.

Senator P o m e re n e . Renewing the collateral, you mean?
Senator N e ls o n . Yes; renewing the collateral. He allows those 

notes to be paid to me, the regional bank, in full. I get the money 
and the regional notes that are issued for that commercial paper 
come back to me. Now, are not those notes paid, those notes of the 
regional bank ?

Senator H it c i ic o c k . Well, my judgment would be that, as fast as 
the commercial paper is paid to the regional reserve bank, that bank 
will see its reserve increasing.

Senator N e ls o n . Yes.
Senator H it c h c o c k . And as its reserve increases it will reduce its 

obligation to the Government by turning in notes or gold without 
waiting for the particular currency to return; that it will be a daily 
transaction, that as the reserve of the regional bank increases by 
reason of the payment of commercial paper the regional bank wiil 
reduce its obligation to the Government, and it will not wait for the 
particular currency to come back; and when that comes back it may 
either be paid out for other loans or it may be turned over to the 
agent of the Government in the regional bank.

Senator N e ls o n . N o. But as a matter of fact this new currency, 
while it is in form the obligation of the Government, is really the 
obligation of the bank,' and it is a debt that you owe to the bank.

Senator H it c h c o c k . Yes; but I------
Senator N e ls o n  (interposing). And if  that debt has been paid, 

why should those notes circulate any longer?
Senator H it c h c o c k . It is like a national-bank note now. The na

tional-bank note comes in for redemption at the bank. A man may 
come in and present it and get gold for it. But within five minutes 
afterwards the national bank, if it has a demand for loans, will pay it 
out to a man borrowing money, or will pay it out to a depositor who 
is withdrawing money.

Senator N e ls o n . But you see the Government bonds as security 
are a continuing security which remain there.

Senator H it c i ic o c k . And for that reason the bank is not able to 
reduce its currency. It remains stationary. But under this new sys
tem, from day to day, as its cash reserve rises, it will pay off its 
currency obligation to the Government. It will not wait for any 
particular currency to come back; and on the other hand it will, even 
after it has come back, continue to keep it out until it has additional 
use for it and the state of its reserves requires its use.

Senator N e ls o n . Yes.
Senator I I i t c i ic o c k . I  think it is the reserve in the bank which is 

going to govern the volume of currency. Do you not agree with me. 
Prof. Jenks?
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Senator N e ls o n . Let us go back to Prof. Jenks as the member 
bank. He has got this currency from me, the regional bank.

Senator H it c h c o c k . I think you are mistaken there.
Senator N e ls o n . And the currency he gets is the promissory note 

o f the regional bank.
Senator H it c h c o c k . I think you are mistaken that he necessarily 

gets currency for it. I f  he runs a bank and he desires to discount 
paper with you------

Senator N e ls o n  (interposing). There are tw o  kinds of discount.
I am putting a case where he discounts paper with the regional bank 
for the purpose of getting currency issued by that bank.

Senator H it c h c o c k . Well, let us say he discounts paper with you.
I I is for him to say whether he wants it in the form of notes of your 
bank or currency, but whichever way he gets it, he gets something 
which he can use in his business.

Senator N e ls o n . What do I get?
Senator H it c h c o c k . He does not necessarily get currency.
Senator N e ls o n . I am taking the case where the discount is made 

purely for the purpose of getting currency.
Senator H it c h c o c k . Y o u  may get gold.
Senator N e ls o n . Not necessarily. I deposit this paper under the 

provisions of the bill, and say, “ I want to get currency for it.”
Senator H it c h c o c k . The bill does not give him any right to say 

that he wants currency for it.
Senator N e ls o n . But, upon application, he may do so. It is, o f  

course, in the discretion of the board to issue it.
Senator H it c h c o c k . N o ; it is in the discretion of the bank: but 

it uses that currency just as it uses gold or national-bank notes. And 
upon any application from a member bank—it will depend upon 
what that member bank wants—as to what that bank gets. It may 
merely want a credit upon the books of the reserve bank.

Senator H o l l i s .  He has got a right to assume that he will get 
currency upon his application.

Senator H it c h c o c k . He has a right to assume that he will get 
currency, but it is not treated differently from any other form.

Senator N e ls o n . But what is that currency, except a promissory 
note of the bank to pay it----- -

Senator H i t c h c o c k  (interposing). That is right. Here is a 
national bank------ *

Senator N e ls o n  (interposing). But he has deposited with me as 
security for the redemption of that currency commercial paper due 
in 90 days.

Senator H i t c h c o c k . It is not for the redemption of that currency. 
It is for the payment of the notes------

Senator N e ls o n  (interposing). It is for the redemption of pay
ment of that currency.

Senator H it c h c o c k . No ; I think not.
Senator N e ls o n . The currency is issued on that commercial paper 

and on nothing else.
Senator H it c h c o c k . I  think you are mistaken, because that paper 

can be changed from day to day.
Senator N e ls o n . Suppose he does not want to change it ?
Senator H it c h c o c k . I f  he leaves it to you, as the reserve bank, you 

fan change it from day to day.
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Senator N e ls o n . H ow can I change it, unless you have new sets 
of men who have given new notes to the member bank ?

Senator H it c h c o c k . No; the bill gives the reserve bank the power 
to change that security from day to day.

Senator N e l s o n . But how can the reserve bank change it?
Senator H it c h c o c k . Very easily. I f  Prof. Jenks has deposited 

$100,000 commercial paper with you and taken out either currency 
or credit, the very next day—you deposit that with the Government 
agent—and the very next day you can go to the Government agent 
and say: “ I want to withdraw $50,000 of that paper and I will give 
you $50,000 of other paper in its stead.

Senator N e l s o n . But suppose Prof. Jenks does not care to do 
that ? Suppose he lets that paper go to maturity and the money is 
paid in? Suppose he does not care to substitute other paper for it?

Senator H o l l is . Then at the end of 90 days he walks in and gives 
you lawful currency to take the place of that issued to you; and he 
owns that absolutely because he has paid you for i t ; and those bank 
notes stay out to take the place of the lawful currency you turned in.

Prof. J e n k s . May I answer the Senator’s question as I understand 
it? It seems to me that he is perfectly right when he says this, that 
whenever those notes which have been issued for this $100,000 of 
collateral come in and are presented to the bank and redeemed that 
closes that transaction, and those notes are redeemed and that ends it.

Senator N e l s o n . And they should not be issued again.
Prof. J e n k s . And the Senator says they should not be issued 

again. Now that might be put in in this way: They may be canceled 
completely and some new notes of the same denomination printed; 
but in case the bank and the Government think it is wise, instead of 
having that extra expense of printing, they might have these same 
notes go out again; it is the same printing, but it is really a new 
transaction; it is substantially a new note.

It is just the same as if I were to issue my personal promissory 
note to the Senator for an obligation, if it would be likely that he 
would take it payable to bearer on demand, and without interest. 
Then, whenever I pay that note off he gives it back. Suppose, a 
week later, I have not torn that note up and I want to borrow some 
more money from him; if lie wants to take the same piece of paper 
back again that is all right. It is a new note, of course. It would be 
unusual, but if I have in hand that form it may be used.

Senator N e l s o n . It is a new note?
Prof. J e n k s . It is a new note absolutely. So I say this: I f  the 

note has been redeemed, and either that paper or some other piece of 
paper is put out, it is in reality a new note, a new obligation.

Senator N e l s o n . And should have a new deposit of commercial 
paper back of it ?

Prof. J e n k s . Oh, certainly, it wTould have a new deposit of com
mercial paper back of it.

Senator P o m e r e n e . Does not the difference here arise from the fact 
that we provide that the reserve notes are not issued on the initiative 
of the member bank, but upon the initiative of the reserve bank?

Senator H it c h c o c k . Yes.
Senator P o m e r e n e . And all that the member bank is concerned 

with is to get the proceeds of its discounted or rediscounted paper? 
And it is a question, primarily, for the reserve bank to make applica
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tion to the agent of the Federal Government for the reserve notes? 
And it is a question between the reserve bank and the agent as to 
when that collateral shall be renewed; and it is not a matter about 
which the member bank concerns itself ?

Prof. J e n k s . But, as I understand Senator Nelson’s question——
Senator N e l s o n  (interposing). Well, Prof. Jenks, will you tell 

me this: How can the reserve agent and the member bank renew 
those notes without action of the makers of them? They have got 
to be renewed by the makers of the notes, have they not ?

Senator P o m e r e n e . The reserve bank might take notes from the 
New York bank, or the Syracuse bank—I mean collateral notes—or 
the Buffalo bank, or any other bank; and it is a question between that 
reserve bank and the agent as to when this paper shall be redeemed 
and. what additional collateral may be hypothecated from time to 
time.

Mr. F is h e r . The point I understand Senator Nelson to make is 
this, that when the reserve bank finally returns these notes to the 
reserve agent and as they are redeemed and he takes something else 
instead, whether that closes that transaction. As I understand it, it 
does close that transaction.

Senator P o m e r e n e . I think so.
Prof. J e n k s . But it is still possible, under the law— and I judge is 

contemplated under the bill—that these same pieces of paper may 
be reissued a second time for new collateral put up. They do not 
need to print new paper every time.

Senator P o m e r e n e . N o ; I should think not; I do not so understand 
the bill.

Prof. J e n k s . I judge, also, if these notes are redeemed by the 
Treasury, that the Treasury sends those notes back to the Federal 
reserve bank and that the Federal reserve bank is authorized to put 
them into circulation again against proper collateral. They do not 
need to reprint ever}7 time; that is* the point; but it is practically 
a new issue of notes every time after they have been redeemed once.

Senator P o m e r e n e . Yes.
Senator H it c h c o c k . N o w , do you think the effect of this is going 

to make it easier for banks to lend money?
Prof. J e n k s . I think that, as the bill stands, it is going to make 

the banks rather more desirous of lending money, because there is a 
chance of a somewhat better profit than under the present national- 
bank note system. Under the present system, as I understand it, the 
direct profit of the banks on circulation is kept pretty low, below 4 
per cent, including the interest on the bonds, as a rule: Under this 
system the profit of the banks would be substantially on the amount 
loaned above the reserve, whatever the rate of interest might be at 
the place where they were making the loans, less the interest that 
might be charged by the Government for the issuance of the note at 
the Federal reserve bank. That would presumably be the case. 
That, I should suppose, would be rather more than under the present 
circumstances, so I think they would be a little more eager to get the 
notes into circulation.

Senator H it c h c o c k . N o w , if a man comes into a national bank in 
the city to borrow money, if he is-perfectly good the bank will not be 
able to lend him because it is so near the limit of the reserve.
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Prof. J e n k s . Yes.
Senator H it c h c o c k . I f  he goes into such a bank, after this bill 

passes, that bank will be perfectly free to lend him, if his credit is 
good, because of its ability to rediscount his note or any other note 
like it at the reserve bank, and the operation would be profitable.

Prof. J e n k s . Yes.
Senator H it c h c o c k . N o w , I want to ask you, under those circum

stances, whether the result will not be that there will be a probable 
expansion of bank loans ?

Prof. J e n k s . I think there is likely to be some expansion of loans. 
I do not see any reason for thinking there is going to be any very 
large expansion of bank loans. The reason for that is, that at the 
present time, although a bank may decline a loan, and sometimes I 
suppose has to, because it is near the limit of the reserve, that does 
not very often happen. It is only in times of extreme emergency that 
it happens. And there is where, it seems to me, is the special ad
vantage of this bill. It is in times of real emergency when there is 
really a great emergency that the bank wants to go beyond a certain 
fixed limit. Under this bill, by means of rediscounts, it can. And, 
further than that, this bill allows the bank, without violating the 
law, to go below the fixed reserve of 33| per cent, as you have it 
in the bill.

Senator H it c h c o c k . Has not the experience of Germany been, 
with a system very similar to this, that there have been periodic ex
pansions of credit which have been followed by a severe strain upon 
their banking system and then a depression because of the contrac
tion ?

Prof. J e n k s . I think we are bound to have anyway, no matter 
what system we have, certain periods of expansion and, following 
them, periods of relative depression, but we ought not to say that the 
expansion would be the cause of the contraction. Contraction is part 
of the phenomenon, but I do not think it is strictly because of expan
sion. I f  I may explain a little further what I mean by that, 1 should 
say that ordinarily most of the panics we have had come from what 
we might call simply the weakness of human nature. When business 
is running on well and there is a tendency toward prosperity, 
every business man is anxious to expand his business, of course. 
He is making a good profit, and he goes to a bank and gets credit, 
and he continues expanding that credit as much as possible. The 
bank shares that same feeling. It says, 64 This man is good, and I 
will loan him freely ” ; and so the whole movement of the country, 
at times, is toward expansion of credit. There is practically no limit. 
But if credit keeps on expanding and everybody is borrowing, the 
people begin to get speculative; they take more and more risks, and 
the banks share in that feeling for a while. But finally the banks 
see things are going too far, because they are likely to be conservative 
on that line, and then they will say to the borrowers, 441 have got to 
stiffen my rates a little,” and they begin to check down on credits. 
When they do check down on loans, naturally that makes the man 
who has been borrowing have some trouble to pay his obligations and 
there is a tendency toward stress. Now, if the banks start this 
process early enough, by putting the discount rate up promptly and 
keeping the brakes on steadily, that may prevent a too great expan
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sion, and then, perhaps, a sudden panic. But I do not see how, con
sidering human nature as it is, we are going to avoid those times of 
expansion, followed afterwards, perhaps, by times of rather rigid 
depression. Then, in a little while the same process is repeated. I 
think that is inevitable in human nature. The difficulty we want to 
avoid is as many bankruptcies as possible. As soon as people get 
to this highest period of expansion, under the present circumstances 
when there are one or two failures the banks feel the danger and 
begin to contract loans. The banks who have deposits with the re
serve banks call on them, and the reserve banks find their reserves 
called out by the smaller banks all over the country. Each one is 
grasping to get its reserve out, and they shut down suddenly and too 
emphatically upon loans; then the big failures come and we have a 
panic.

Senator H it c h c o c k . I think it was in March or April the bank 
statement showed a very low level for the reserves. They were down 
to the danger line, and since March, up to September, the banks have 
been strengthening their reserves, because it was seen they were down 
to the danger line. Now, suppose in March the banks had not been 
able to see the danger line indicated by the low reserve; suppose they 
had been able to go to the reserve bank and get additional currency 
to lend their depositors; then that danger line would not have been 
seen, the natural contraction would not have resulted, and we would 
have gone on expanding credit in this country. AYould not that 
have led to a worse disaster if the banks had been in a position to 
put that off by rediscounting paper?

Prof. J e n k s . I do not think there is that danger, for this reason : 
• When we are getting down toward the danger line under this sys
tem—provision is made here that the reserves shall be a certain fixed 
amount—then we can see it is time to contract the credits.

Senator H it c h c o c k . Y ou mean the reserve kept, not in the indi
vidual banks, but in the regional bank?

Prof. J e n k s . In both.
Senator H it c h c o c k . I do not see how the individual bank would 

know, because the individual bank, if it finds its reserve low, all it 
has to do is to rediscount paper with the regional bank and fortify 
itself with cash.

Prof. J e n k s . Of course that would appear also in the falling re
serve of the regional bank when it did that.

Senator H it c h c o c k . That would at once strengthen its reserve 
and every bank could do the same thing.

Prof. J e n k s . The regional bank, when it saw tilings going that 
wav, would say. “ We are not: prepared to discount: paper except at 
a higher rate.”

Senator H it c h c o c k . The regional bank?
Prof. J e n k s . The regional bank directors, as well as other banks, 

will be able to see it in time.
Senator H it c h c o c k . Where do they see it?
Prof. J e n k s . The Federal reserve board notices the reserves are 

getting low and it will notify the banks. Its statements are to be 
published weekly, as I understand it : at any rate, so that the whole 
country will be notified if the country does get into that situation. 
TTnder those circumstances the presumption is that the regional
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banks would already have begun to put on the brakes, anyway, at 
about the same time. But, if they do not, it is the business of the 
Federal reserve board to say you must.

Senator H itch co ck . Suppose the reserve of the regional bank ap
pears to be getting low, down to 33 per cent—and you favor allow
ing them to go lower in the banks?

Prof. J e n k s . Yes; and put the tax high enough to stop it.
Senator H itch co ck . Suppose they had gotten down to 33 per cent. 

Now, a bank having applied for currency, can go there and get, say, 
a million dollars of currency from the Government, and set aside 
$300,000 for reserve and have $700,000 for------

Prof. J e n k s . Oh, I  beg your pardon, it does not set aside 33 per
cent of that; it has to set aside 33 per cent in gold, which is quite 
a different proposition.

Senator H itch co ck . It is not so very different, because by putting 
out that currency it draws gold in. Gold is coming in over its counter 
all the time. It could not set aside the reserve out of that partic
ular million dollars, but by getting that million dollars of currency 
it would be only required to keep $333,000 of gold or legal tender, 
so it would have $607,000 to advance the banks.

Prof. J e n k s . I f  it keeps the requisite amount of gold back of it 
continually, and is careful with reference to the credit of the peo
ple to whom it is making its loans, it is safe. But of course there is 
always that danger, and I think that always will be true under what
ever system you get. We shall expand in times of good credit, of 
real prosperity, all along the line, and the regional bank will be do
ing the same as the individual member banks. There is always 
danger of that. That can not, so far as I can see, be absolutely 
avoided. Under the proposed system, when we are on the verge of 
a crisis, with our reserves down to substantially 33 per cent, and a 
case comes in where a bank is on the verge of bankruptcy unless it 
gets a little help to carry it over and it can put up good collateral, the 
reserve bank will say, “ Very well, you can have that, but you must 
pay a good high rate.” And the presumption is, seeing that coming, 
they will be putting up the rate before the crisis comes, and that is 
what is done in Germany and France continually. As soon as they 
see the reserves diminishing they put up the discount rate, and that 
does put the brakes on.

Senator H itch co ck . Y ou rely, then, on the Federal reserve bank 
checking the loans of the member banks?

Prof. J en k s. The reliance is all along the line, but the ultimate 
reliance is upon the Federal reserve board. Next the reliance is 
upon the boards of directors of the regional reserve banks, and then, 
beyond that, upon the boards of directors of the member banks, and 
that is one of the great advantages in this bill—you have there one 
great system. Really, if the proper requirements are made for hav
ing the regional banks and the Federal reserve board working to
gether, you have one great system, where, as the law is now, you have
25,000 different fellows working in different ways.

Senator H itch co ck . Suppose John Smith comes into the bank now 
and applies for a loan and the banker tells him: “ I am sorry, Smith; 
you have perfectly good credit, but I am not able to loan you because 
there is such a strong demand for money and we are down to our 
reserve limit.” That is an answer to John Smith.
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Suppose, now, under the newT order of things, John Smith comes 
into a bank and the bank says, “ We are sorry, Smith, w'e can not 
lend you; wre are down to our reserve.” Smith says, “ That does not 
make any difference; you can discount your paper with the reserve 
bank.” That is no answer to Smith.

Prof. J e n k s . I think it is an answer to Smith, because the bank 
would put it this way: I f  John Smith is perfectly good and the bank 
is confident he is all right, then it is up to the bank to rediscount his 
paper and accommodate him.

Senator I I itciico ck . N o w , then, apply that to the tens of thousands 
of borrowers and the thousands of banks; is not that one influence 
alone going to expand bank loans?

Prof. J e n k s . It will, some, but I think it will do no harm, and the 
reason for that is this, that John Smith is told: “ Under the present 
circumstances you realize that the rate of discount has gone up, and 
instead of your paying 4J per cent, as I have been charging you 
before, because you are a good customer and have rather large loans. 
I have got to make it per cent,” and that will rather open his 
eyes. And especially if it goes to 7, he will say, a I guess I will hold 
off a little bit.”

Senator B ristow . When it goes to 7 what is the bank paying the 
Government for the money ?

Prof. J e n k s . What the bank would be paying the Government for 
the money would depend upon what the board of directors of the 
regional bank says, with the approval of the Federal reserve board.

Senator B ristows H ow much wrould you, in your judgment, think 
that ought to be?

Prof. J e n k s . I do not believe I have much of a judgment on that 
matter. I do not think that question could be answered categorically 
in that way. It would all be dependent upon the circumstances of 
business at that time.

Senator P om erene . That wTould be a variable quantity ?
Prof. J e n k s . Yes.
Senator B ristow . Here is John Smith and his loan is turned down, 

and he says, “ I will have to charge 7 per cent,” when you have only 
been charging 0. He knows; he is an intelligent man and under
stands this bill. He knows on good security you can get money at 
the bank. You decline to do it and give those reasons. Now, sup
pose you lend this money at 7 per cent, how much is the bank to pay 
the Government for the use of that money?

Senator N elson . The bill presupposes a tax of not less than a half 
of 1 per cent upon the currency.

Prof. J e n k s . I do not think that covers it, Senator. It presup
poses that tax, which I personally may be inclined to object to, but 
the point, I think, is rather dependent upon the discount rate. Now,
I should suppose that the discount rate of the regional bank, in ordi
nary times, would not be high. I am not a banker; I have not much 
of an idea, but I should say, really, it would be very low— 2 per cent, 
perhaps.

Senator B ristow . T wo per cent?
Prof. J e n k s . Remember, I do not want to be held to that as a 

definite thing, but I sa}̂  when you get to this condition of affairs you
S. Doc. 282. 63-1—vol 3-------43
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are speaking of, then I  should expect the regional bank to put the 
rate up to 4 or 5 or 6 per cent, perhaps. You see, there is quite a 
difference between the question you are putting to me and the ques
tion that comes up in the Eeichsbank in Germany or the Bank of 
England, or any of those that have a fixed rate of discount, and 
that difference is essentially this: In this country we are to deal only 
with the banks, but they also deal with the individual concerns. 
They go into the market in competition with other banks. The pur
pose of this bill, I think, is very wise. It does not deal with John 
Smith, no matter how big a man John Smith may be. It deals with 
other banks. And, moreover, the purpose of this Federal reserve 
bank is not to make profits. Its reserves are to back up the indi
vidual reserves throughout the country. It would, I  should suppose, 
under the circumstances throughout the country, keep its interest 
rate down low enough so that it could pay the 5 per cent or 6 per 
cent and, if anything beyond that, enough to make it reasonably 
safe. But I do not think it should keep the rate of interest high 
enough to make big profits for the regional bank. They let the 
profits—and it in fact will have to—go to the member banks, or the 
member banks would not be in business with them.

Senator B ristow . N o w , Professor, there are a number of sides to 
this. I f  this regional bank is loaning these member banks money 
for 2 or 3 or 4 per cent less than that member bank is asking its 
customers, your system will not stand 12 months in this country.

Prof. J e n k s . Let us put the matter in this way: When the regional 
bank is rediscounting the paper of the member bank it is, after all, 
not of itself taking any large profits, while, if it would charge more 
than 1 or 2 per cent, the individual bank would not come to it. Why 
should it? The citizen knows that you are the manager of the local 
bank; you can loan money at 5 per cent, and where you get your 
money to loan, ordinarily, is from the deposits, on which you pay no 
interest at all. You have to keep a third of your deposits in your 
vaults in order to keep yourself safe and in order to be within the 
law, and you are getting a large part of what you loan for nothing.

Senator B ristow . That is not the fact, though.
Prof. Jen k s. Not quite. Of course, we know in a bank with large 

deposits it has to pay 2 per cent.
Senator B ristow . The country banks pay more than that for the 

large part of their deposits.
Prof. J en k s. I suppose they do sometimes.
Senator B ristow . Usually.
Senator S h a fr o th . Most of the banks will require accounts of 

$5,000 balance before they will pay any interest.
Prof. J e n k s . I was going to say also in the case of most of the 

banks in the larger cities they require the small depositors to have an 
account of at least $200 with no interest.

Senator B ristow . Y ou take the average banks, and they pay inter
est on deposits of $200 to $500 on time certificates of deposit, the rates 
running all the way from 3, 4, or 5 per cent.

Prof. J en k s. That is another situation—the time deposit—that is 
another matter. We are talking about demand business. On de
mand business they do not.

Senator B ristow . No; on demand business they don’t.
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Prof. J e n k s . On demand business, they do not, and a very con
siderable portion of their loans are made on these deposits.

Senator S h a f r o t h . Three-fourths of them.
Prof. J e n k s . Yes. Now, if they do that, why should they ordi

narily go to the regional banks and pay any large amount of inter
est ? In case of emergency, they will.

Senator B ristow . 1 will tell you why: They have loaned out all 
of their deposits, and along comes a farmer that is good, and they 
do not want to refuse him. lie  wants more money, and they are 
going to accommodate him. They can not turn him down. They 
have an excuse now. We are dealing with human nature.

Prof J e n k s . Certainly. That is an emergency.
Senator B ristow". He comes into my bank; our relations are very 

cordial, and he says, “ I want $5,000.” I will say, “ Now, I don’t 
know, our reserve is down, and I do not know what is coming, and I 
do not like to spare it.” He will say, 64 Well, that is true,” and he 
wTill be satisfied. He will have to be. But now, he will say, u We 
have a new system here; we have a Federal reserve bank here that 
you are a stockholder in, and they will discount your paper and give 
you the money to loan to me, and I want it ; I need it.” That bank 
is going to ask for that money.

Prof. J e n k s . Oh, yes. And, for that matter, under those circum
stances, which is a real emergency circumstance, he will pay the 
regional bank whatever they ask to be able to let him have it, if 
necessary.

Senator B ristow . Yes. Now, then, he says, “ Here, your bank 
charges me 7 per cent, and it comes down here to Washington and 
gets the money for four,” and it gets the money from the Govern
ment, as the public understands this to be, because if that is not what 
it means, then you are buncoing the public.

Prof. J e n k s . Under those circumstances which are not the normal 
I should say they will charge the going rate there, whatever that is.

Senator B ristow . Professor, that is going to happen in every bank 
in the United States, just as sure as this law goes into effect, and I 
think you are up against a pretty serious proposition.

Senator W ee k s . It seems to me you have probably fixed, in your 
mind, the rate of interest that will be charged by the reserve banka 
much lower than it will be in actual practice.

Prof. J e n k s . Excuse me, I had not fixed any rate, at all.
Senator W e e k s . I mean the rate you stated. That is the French 

bank rate.
Prof. J e n k s . Yes.
Senator W eek s . But the actual result in European countries is 

that the rates have been substantially the same in the joint-stock 
banks and the central banks for a long period of years.

Prof. J e n k s . Yes.
Senator S h af r o t h . It is a little higher in the joint-stock banks?
Senator W eek s . Frequently; sometimes higher and sometimes 

lower. I agree with Senator Bristow that if there were to be a dif
ference in the rate of 2 or 3 per cent the people would not stand 
for it.

Prof J e n k s . I agree to that, too, Senator.
Senator W ee k s . I do not think that would be a good thing. I  

think it would be a bad system, but I think, being in a developing

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



2600 BANKING AND CURRENCY.

country as we are, the rate of the reserve bank should be higher than 
the European banks, and it would gradually equalize and lower the 
rates in the United States.

Prof. J e n k s . Yes; I agree to what you say on that point.
Senator N e lso n . But here is one point that strikes me: If a mem

ber bank can not charge a greater rate of interest than that paid to 
the reserve bank-----

Prof. J e n k s . It must.
Senator N elson  (continuing). It would have no profit; it would 

have the expenses of borrowing the money and loaning it again 
without any profit whatsoever.

Prof. J e n k s . I do not understand Senator Bristow to imply that 
the rate should be the same.

Senator B ristow . I think the people might stand for 1 per cent, 
probably, or a half per cent, or something like that.

Prof. J e n k s . Wasn’t the point this, Senator, that the charge made 
by the smaller national banks would be made independently of the 
regional banks ? The regional banks are primarily a reservoir to use 
when the member banks are pushed somewhat.

Senator B ristow . I will tell you, Professor, what I think. I think 
we are creating machinery here that invites me to go to my own bank 
and ask for credit wThen otherwise I would not, because I know there 
is a great reservoir here where this banker can get the money. I 
think that. I think we are creating too complex a machinery, a more 
complex machinery than is necessary to take care of a simple problem. 
What we need is an elastic currency.

Prof. Jen k s. Yes.
Senator B ristow . And, they say, mobilization of reserves. The 

result of these hearings shows that there is not much to that. That is 
theoretical more than practical, because these reserves are being used 
every day now just about as much as they can. The fact is we have 
6 per cent reserve in national banks, or a very little more. But, be 
that as it may, if there was some automatic way by which the bank 
at Salina, Kans.—that is where I live—could make me a loan, and let 
the loan depend on its action and its ability, but when the crisis 
came upon the center—the crisis, I think, never originates outside 
the center; it is never in the country; it is always in the center—when 
the crisis comes, so that the center can not get money to pay out to 
the exterior regions when they want it, but let it go to the Govern
ment with its assets and get that money. I f  New York, in 1907— 
that is where the crisis started—could have gone to the Federal sub
treasury with assets that were good and gotten $500,000,000, which is 
down here printed now, there would never have been any panic. Now, 
why can not we make some simple addition to the present facilities 
without taking the chance. Nobody knows what this bill will do. We 
can guess at it ; we can theorize on it, but what will be the practical 
operation of it is an experiment.

Prof. J e n k s . Of course, that is true with reference to almost any 
new thing. But it seems to me, on the other hand, Senator, that 
unless you do have the machinery of something of the type pro
vided here, you are not going to get what you have put down as the 
first consideration, and that is, your elastic currency. That is some
thing that must be provided for readily and steadily all the time.
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This point you made last,, with reference to the time of emergency 
is what is provided for in this bill, first, in the way of their being 
ultimately in a position to rediscount—and it is not expected that 
they will rediscount from day to day, as I understand it—to redis
count pretty freely, and to get notes to practically an unlimited 
amount as long as they can put up the security. -

Senator B ristow . I f  they shall not have to do it from day to day. 
But we have no currency except this and the greenbacks; and the 
national-bank notes are to pass out ?

Prof Je n k s . Ultimately.
Senator B ristow . All the currency we have is to be this currency, 

regulated by human judgment?
Prof. J e n k s . Regulated by the demand of the local banks them

selves. That is what it will amount to. I would not say it was en
tirely regulated by human judgment.

Senator B ristow . Would it not be? If the local banks want to 
issue these notes when it needs them, and then let them nominally 
retire and let the Government guarantee them?

Prof. J e n k s . I, myself, said at the beginning of the hearing that 
my own personal preference would be for bank notes, properly se
cured. I said, so far as this bill is concerned, I think it is excellent 
along that line; although they were Government notes, they were 
issued only through the banks on the demand of the banks, with the 
banks responsible first, and responsible in practically all points up 
to the double liability of the stockholders and that the Government 
was only ultimately responsible, so that in effect. 1 think you have in 
this system here substantially what you are asking for, a bank note 
with a Government guaranty. That is what I think it really is, 
under a different name.

Senator B ristow . Yes; that is the theory advanced here by a 
number of people. Say that it is a bank note with a Government 
guaranty. Why should it not be arranged so that I could go into a 
bank at home, and if I borrow, say, $1 ,000, the bank gives me credit 
for $1 ,000; I simply deposit that. That is the way it is done, and 
that amount is there subject to my check.

Prof. J e n k s . It is, now.
Senator B ristow . Now, if I  wanted currency instead of credit, 

instead of a check book, why should not the bank give me its notes 
instead of a check book?

Prof. J en k s. As I said before, I think that this, with very slight 
modifications, could be so arranged that it would give its own note.
I should say that substantially now the bank in giving these Govern
ment notes— is giving its own notes, because it is responsible for 
them just the same as if they were its own notes.

Senator B ristow . I f  that is true, why do we want the bank at 
Salina, Kans., to pay 5 per cent down here at its regional bank, and 
take 10 per cent out of the capital stock, and drain that little com
munity of that much of its accumulations in order to do that?

Prof. J e n k s . I think, perhaps, I see now the difference of opinion 
which we would have. I should say the reason why it had. the 
chief reason why it had to do that is because it is desirable to have 
a real system that will give a mobilization of reserves back here, 
so that if your bank finds itself more or less pinched at any time it

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



2602 BANKING AND CURRENCY.

will be in a position to handle its reserves, whether or not it could 
under the absolutely independent circumstances it is in now. Even 
under our present system your bank out there has to keep a deposit 
in a reserve bank, and it is probable that it would anyway, even if 
it did not. have to, as a matter of convenience.

Senator B ristow". N ow , Professor, I think that the hearings we 
have had here have demonstrated this to my mind, that the reserve 
which we nowT have is much more elastic and more mobile than the 
reserve will be in the regional bank. It comes about, in this way: 
Take the bank at Salina, Kans. It keeps its reserves at Kansas City, 
Chicago, and New York. Say it has $1 ,000,000 deposits; it will keep 
$90,000; we will say it has $30,000 in each of these cities. Now, in 
the course of its business it will sell exchange, probably $30,000 wrorth 
in one day on Kansas City and have very little demand on New York. 
Nowr, it has a little above the 9 per cent always. It has to be 
to make this secure. I f  it has more than 6 per cent in its vaults 
the amount runs up from $60,000 in the vaults until it is $75,000. It 
can go below $15,000. It has reserves in all of these cities; it can 
take out every dollar it has in New York or Chicago or Kansas City, 
if the sum total amounts to that, and so the bankers have told us that 
some days they do sell their entire account in Chicago, and the next 
day or the next week there may be a run in some other city. But 
in all of the cities and at home they have that mobilization and 
versatility, while nowr they have to have 5 per cent at home and 5 
per cent in the regional banks, and they can not credit one with the 
other.

Prof. J e n k s . Under the new system I believe the larger part of this 
will be done substantially as it is now, so far as that is concerned; but 
they must keep these minimum reserves, and as you say, the larger 
part of the business they will probably handle as they do now.

Senator B ristow . Then you will be impounding 5 per cent in this 
way here, which is of no use to them except as an insurance.

Prof. J e n k s . There is the point. And, of course, there is a little 
bit more than that. There is the insurance, which is quite worth 
while, because these times of stress come every few years anyway, and 
in addition to that they are getting some return on this 5 per cent.

Senator B ristow . On the capital; not on the deposits ?
Prof. J e n k s . On the capital; not on the deposits.
Senator B ristow . In times of stress the experience of the country 

is, and I think it would be admitted by all of us now, that the country 
banker never has any trouble to get money from his reserve agent if 
that reserve agent can get the money.

Prof. J e n k s . That is the point.
Senator B ristow . He does not have any trouble. Most of them 

get enough. The testimony here has been that the country banker’s 
reserve agent takes care of the country banker. I f  the reserve agent 
can take care of himself by going to the Treasury, as he could now, 
i f  it were made a little more flexible, and get this Government money 
we have printed down here, which has all the qualities which our 
timid friends want, there would be no trouble. Now, what is the use, 
as a practical proposition, in our taking the chances on disaster here 
when we can remedy the defect by such a simple process ?

Prof. J e n k s . Could not the question be put fully as well the other 
way? What is the use of our taking the risk of not having a pro
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vision of this kind, which is secure and certain, for something that 
would not be so sure and certain the other way? Just let me add 
one word further. Suppose we were to adopt the system you have in 
mind, and say we would permit—I do not know whether you mean 
the large private or national banks in the central reserve cities to get 
money there ?

iSenator B ristow . Any bank which has the assets.
Prof. J e n k s . And then leave it to them to determine how they shall 

take care of their customers. There is a great deal of competition 
among the different bankers for currency all over the country in 
times of stress like that, and my impression is that the large majority 
of the people would prefer to have an institution of this kind pro
vided in the bill, where they know they can go and there can be no 
chance for any question of discrimination on the part of some private 
banker who will have some customers he would be much more likely 
to want to take care of than of others.

Senator B ristow . I would let any bank that had collateral come in 
and get relief, any bank that wanted it. But, so far as the practical 
operation is concerned, if he had an opportunity to go to the sub- 
treasury which might be located in a reserve city and get relief, there 
is not a correspondent that would not take care of him because they 
know they could not hold him up.

Prof. J e n k s . Yes.
Senator N elson . I want to call your attention to this difference: 

Take a bank in a central reserve city; it is required to keep a reserve 
of 25 per cent, and technically under the law it has no right to pay 
that out. Now, this 5 per cent fund in the reserve bank can be used 
as a basis for discount ?

Prof. J e n k s . Yes.
Senator N elson . There is not that inhibition against the use of 

that by the reserve bank that there is in the case of the central reserve 
bank?

Prof. J e n k s . That is true.
Senator N elson . So it can be made 5 per cent, and while it is a 

fixed amount it is not as fixed as under the central reserve system; 
it can be made the basis of discount by the regional bank, whereas 
under the other system the 25 per cent under the law could not be 
used at all.

Prof. J e n k s . That is true. There wTas still another point I  was 
going to make with reference to what has been said before. That 
question in regard to a subtreasury opens up the very broad question 
of the single central bank of the question of a Federal reserve board 
with active banking power, and, of course, that is an entirely different 
question.

Senator B ristow . I would like to have your judgment on that as 
compared wTith this.

Prof. J e n k s . My own personal feeling on the matter is again 
largely on account of this matter of the mobilization of reserves, that 
the best system would be a single Federal reserve bank with branches 
that should be established where it is necessary, rather than a Fed
eral reserve board.

Unless you can have that central bank, and have that handled in a 
way that would be for the interest of the country under very careful 
Government direction, I think the Federal reserve board should have
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its powers as far as possible supervisory rather than immediately 
directive. That is one criticism that can be very properly made 
against this bill, that in a number of cases the Federal reserve board 
has so many powers given it, and it has such discretion given it, that 
it is in itself practically a central bank.

Senator B ristow . Why not make it in fact a central bank and let 
it operate the bank just like a board of directors operate the regional 
bank ?

Prof. J e n k s . Personally, I should favor that.
Senator N elson . Would it not be better to have one central bank 

under the control of the Federal board, with all the powers that this 
board has, than to have a number of reserve banks?

Prof. J e n k s . I think there is no question about that.
Senator N elson . Would it not be perfectly safe if it was under 

Government control?
Prof. J e n k s . I think so; that is my own personal preference.
Senator N elson . Could not the reserves be utilized much better 

and be more available if there is 1 bank than 10 or 1 2 ?
Prof. J e n k s . That is my judgment. clearly. I think the number 

of 10 or 12 is a very serious defect in the bill. I f  that number were 
put at 3 or 4, with the board so organized that they could have pretty 
ready intercommunication, I think that would do fairly well. I per
sonally would prefer 1 . I think it would be better.

Senator B ristow . I am trying, and I am glad to say this for the 
record, that I would like us to develop a system that will serve the 
country the best. ’ I do not care who is the author of it or who gets 
the credit for it.

Prof. J e n k s . Surely.
Senator B ristow . It is the best thing for all of us to devise and 

work out some scheme that will satisfy the people better by giving 
them the best service.

Prof. J e n k s . Clearly.
Senator B ristow . I have been exceedingly hostile to the Aldrich 

scheme of a central bank. I believe it would be controlled by a few 
men for selfish purposes. That is my judgment. That practical plan 
which has been suggested here occasionally seems to me would be so 
much more simple than the one suggested in the b ill; the control of it 
would be the same, because it would be controlled by the Government 
itself; and then if there was anything in the mobilization of reserves 
you get the best that can possibly be had, because you have a single 
reservoir, and then any bank that wanted to become a member would 
avail itself of the privileges, whether it was a State, national^ or 
private bank, if they met certain requirements.

Prof. J e n k s . I had not understood when you used the word “ sub
treasury 55 that you had in mind a single central bank.

Senator B ristow . I did not.
. Prof. J e n k s . I should have agreed with you more promptly if I 
had thought that was what you meant. I supposed you meant some 
Government official whose main business was something else, and that
I think is an impossibility. I f  you are going to have a central bank 
to do this business you want expert managers who know the business 
through and through and whose business it is to look after it.

Senator N elson . And they want to be men independent of the 
banks?
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Prof. J en k s. Yes; I  would agree to that.
Senatof N elson . Absolutely under the control of the Federal Gov

ernment.
Prof. J en k s. I should agree to that. I think I should prefer this, 

however, since we are speaking of this Federal reserve board: It 
would be better if  we had a single bank with a board of directors. 
I f  we are going to have anything like the Federal reserve board 
named in the bill, I should like to have it made clear that the banks 
that are supplying the capital have some minority representation. I 
should not care to have them appoint the directors. I favor some
thing of this kind, that out of a board of seven or nine they appoint 
two or three, or select a number of men from whom the President 
would make the appointments.

Senator N elson . Present a list?
Prof. J e n k s . Present a list. I f  they were to have a choice of three 

out of nine, I should say they should present a list of, say, 9 or 10, 
from whom the President could select three appointees.

Senator N elson . Or two out of seven ?
Prof. J e n k s . Let them present a list of six or eight, and let the 

President take any two out of that list, or reject them all and ask 
for another list if he did not care to select any out of the list that was 
first submitted.

The banks, after all, are putting up the capital. They have great 
interest in it. In fact, they are the customers; they are the depositors. 
Everybody has a great interest in it, and it is extremely important 
that any system we have should have the confidence of the com
munity, including the confidence of the bankers.

Let them have a direct representation, with men Avho have had 
experience. I f  they nominate 10 men, the President could take any
2 out of their list, and they would know they were men whose judg
ment they could trust, and they would know everything that was 
going on, and I think that would be better than the system proposed 
in this bill.

Senator N elson . Y ou think that would be better than the advisory- 
board system?

Prof. J e n k s . I think so. I f  we are going to have the present sys
tem with the advisory board. I think the advisory board’s functions 
ought to be changed. Say the chairman and the vice chairman of the 
advisory board be given the right to sit, without vote, with the Fed
eral reserve board, so that they would know everything that was go
ing on and have a chance to express their opinions in regard to all 
matters that were up for consideration. I think the common people 
of the country, who are interested in these banks, because most of 
them are depositors or are interested in the bank notes, I think they 
would prefer that. I was very strongly opposed to the Aldrich bill 
because I thought it was economically unsound to give so much con
trol to the banks. The representation of the Government was an 
ex officio representation. I think the banks ought to have a repre
sentation, but distinctly a minority representation.

While we are speaking in regard to the board may I add that if 
we are going to have a Federal reserve board such as is proposed here 
it would be much better if ex officio members were not put upon it? 
What can the Secretary of the Treasury do in the way of actual direc
tion when it nearly kills any Secretary of the Treasury to do his
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present work? I f  he is chairman of the board, that implies that he 
is going to appoint committees. He can not give the work the atten
tion which it ought to have. It seems to me that while the Govern
ment should have representation, and, for that matter, should have 
the controlling representation, it should surely be a representation by 
men who are appointed because they know the business and can give 
their whole time to it.

Senator N e ls o n . Devote their whole time to it?
Prof. J e n k s . Devote their whole time to it. They can call on the 

Secretary of the Treasury for any information within his power to 
give, and they can do the same with the Secretary of Agriculture and 
the Comptroller of the Currency. There is another point, however, 
about the Comptroller of the Currency. He is in a position to ex
amine these banks. He will be playing in two capacities. I  think 
that is rather unfortunate. I think the Federal reserve board would 
be distinctly better if the three ex-officio members were left off.

Senator N elson . Some people have suggested that we take off two 
and leave the Secretary of the Treasury on alone. What do you 
think of that ?

Prof. J e n k s . I should be inclined to leave the Comptroller of the 
Currency on rather than the Secretary of the Treasury, if I  were to 
leave any of them, because his business is primarily with the bankers, 
and the business of the Secretary of the Treasury is primarily not 
with the bankers.

Senator N elson . The business of the Secretary of the Treasury is 
with the entire fiscal system of the United States ?

Prof. J e n k s . Yes. And, moreover, the Treasury Department is 
so enormous and the demands are so strong that no man as Secretary 
of the Treasury can give any attention to this business that is worth 
while.

Senator N elson . You think it would be better to leave on the 
Comptroller of the Currency rather than the Secretary of the Treas
ury?

Prof. J e n k s . Yes; of the two I should prefer to leave on the 
Comptroller of the Currency. He is devoting his time entirely to the 
banking question, but to a different phase of the banking question, 
so I should think it would be better if none of them were left on and 
the entire board be made up of men who would give their full atten
tion and time to it.

When it comes to the inauguration of this system, with the selection 
of Federal reserve districts, I think to make of these three men an 
organization committee, as is proposed in the bill, can not be a prac
tical thing. They can not give any time to this very difficult task 
of organizing the system to begin with. They will have to deputize 
it to secretaries and clerks. Instead of doing that, why not appoint 
three or five men who are men of the right type for the organization 
committee to begin with? That is simply in addition to the other. 
It seems to me a mistake, especially at the inauguration of the system, 
when they are going to make the whole plan, to put on men who are 
not expert bankers and who can not give any time to it. Why not 
put in three men that the President can pick out who are really ex
perts and let them give-their whole time to it and get the thing done 
right?
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Senator H itc h c o c k . The sentiment of the committee is strong in 
that direction.

Prof. J en k s. I think as regards the board also, the ex officio mem
bers really can not do the work that ought to be done. I f  the board 
is going to have the powers given by this bill, it is extremely im
portant that the members of the board should be able to give their 
whole time to the work. No man ought to take a position on that 
board if he is not an expert and is not willing to give his whole time 
to it. He ought to be well paid for it, and expect to give his whole 
time to it.

Senator B ristow . Y ou spoke of the banks having representation 
on this board because they were the stockholders. How would it do 
to have the stock of this central bank a voluntary subscription?

Prof. J e n k s . I had a suggestion along that line that I thought of 
putting before the committee later, but since you raise the question 
I will put it before you now. I do not feel that I can speak with 
quite the degree of positiveness about this that I should like to, but
1 think it is worth consideration. I think it is rather unfortunate to 
drive national banks into this system, or drive anybody into the sys
tem. It seems to me that, on the whole, the wise plan, as I said about 
the notes, is to make a system that seems best for the country, and 
make it so attractive that most of the banks would want to come in.

Now, this brings up the question of the bonds and of the way in 
which the banks come in. As it stands at this time you are practically 
to force them into the system. Would it do to say this to the banks: 
You have your 2 per cent bonds now on which you are issuing cir
culation. You may come in or you may stay out just as you like. I f  
you stay out you keep your 2 per cents and continue as now; if you 
come in we will exchange the twos for threes and we will give 
you all the privileges of the system. I f  you do not come in you will 
get none of the privileges, but at the same time you are free to do as 
you please. I think the banks have some reason to feel that when the
2 per cents were issued they were supposed to hold them until 1930, 
and we can say to them, at the end of that time, “ You will have to 
give up your circulation, and in the meantime you may be free to do 
as you like.”

Then, in case the banks do not take enough stock to supply the 
capital that you want, say $100,000,000, open the subscription to 
private individuals to take the rest. Then, of course, the banks are 
in this position: I f  they have not come in within the time of that 
subscription, and want to come in afterwards, they must find their 
stock; they will have to buy from somebody else. In that case you 
would be sure of your capital, and as sure of your control as you are 
now. You would not have a great group of people feeling that they 
were hurt and were rather disposed to stay out, or feeling that they 
were being coerced, or anything of that kind. I rather think that 
under those circumstances most of them would want to come in.

Senator S iia f r o t ii . Would not that policy lead to the principal 
object of the reserve banks being to make money, because their stock
holders being paid stockholders, they naturally would want to get 
as big a dividend as possible ?

Senator B ristow . Why not limit the dividend?
Prof. J e n k s . There is another side to that. May I just add a wTord 

along that line? I rather think there will be no trouble, because you
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have what is substantially, at any rate, a 5 per cent guaranteed divi
dend. It is not quite that, but I think it would amount to a 5 per 
cent dividend, and if you leave also a 40 per cent return on the 
amounts above that on the stock invested, you would have no trouble 
in getting investors, and you would find banks coming in and bidding 
for it before a great while, and I think you would have your stock 
above par.

Senator S h a f r o t h . I f  you start with $285,000,000 of deposits by 
the Government and $400,000,000 of reserves and $150,000,000 o f gold 
reserves, you have over $800,000,000 to start with, and you are bound 
to make money out of that?

Prof. J e n k s . I think so. It seems to me that in all governmental 
matters it is a desirable thing to make the legislation rather attractive 
than compulsory, so far as it can be made so, and at the same time 
the rules must be rigid, in order to prevent abuse. I think most of the 
banks rather than keep their 2 percents and stay out would prefer 
to take their 3 percents and come in and give up their circulation 
and take their privilege of rediscounting; and incidentally that would 
bring about the other thought, which I think Senator Nelson has in 
mind, that we should get rid of all the present national-bank notes 
very promptly and substitute the other notes for them.

Senator H itch co ck . I would like to see how you can figure out 
a profit for the regional banks.

Prof. J e n k s . I do not know that we can.
Senator H itch co ck . Suppose they make a margin of 1 per cent 

on their loans to member banks?
Prof. Je n k s . It seems to be the opinion of a number of people here 

that they can not make more; that if they do there will be trouble 
on the part of the people: they would not stand for it at all.

Senator H itch co ck . What do you think would be a proper mar- 
gin?

Prof. J e n k s . On that question, as I said before, I should prefer 
not to give any figures, because I do not know. I am not a banker; 
I have not been in that kind of business at all, but there is this situa
tion that is certain with reference to that: I f  they were to go into 
the regular banking business they could make large profits. They 
are not supposed to do that, but I should suppose that with the de
posits they have and the loans they will make to other banks, it may 
be expected they will charge enough so they would be sure to pay 
their 5 per cent "dividend and something beyond that, at any rate.

Senator S h a f r o t h . To adopt the suggestion of the Senator from 
Kansas would make them make more money, if there is only to be 
a difference between the amount of discount and the amount the Gov
ernment pays in relation to the matter. They must charge 4 or 5 
per cent. I f  it goes to 5 per cent, it goes into their treasury.

Prof. J e n k s . I f  you make the division a little differently and allow 
the Government to get more, would the people stand for that, too ?

Senator B ristow . But when they discount a note they get all but 
just a bare margin, enough to permit the member bank to come out 
even.

Senator H itch co ck . O f course, that is all guesswork. I  want to 
ask a few questions about something you suggested, Prof. Jenks, 
sometime ago. Do you think this bill provides for such a mobiliza
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tion of reserves as is brought about by the European organization of 
a central bank?

Prof. J e n k s . No, I  do not; I  think there are too many regional 
banks.

Senator H itch co ck . Suppose there were only one bank. Would 
that be such a mobilization as they have in Europe?

Prof. Je n k s . I see no reason why it should not.
Senator H itciico ck . Take the Credit Lyonnais, in France. It is 

a customer of the Bank of France, but the law does not compel the 
Credit Lyonnais to keep any per cent of its deposits in its own vaults 
So the result is it only keeps till money in its own vaults. The rest 
of the money is loaned up virtually. That is absolute mobilization; 
the reserves are all in use; they are all centralized in the Bank of 
France. But in the system we have here the banks are required to 
keep a certain per cent of their reserve in cash in their vaults, and 
what is cash in their vaults is not mobilized. They are required to 
keep another certain per cent with the reserve agent, and only two- 
thirds of that is permitted to be used, so that is only mobilized to the 
extent of two-thirds, is it not? Is not our mobilization in efficiency 
far below the European mobilization?

Prof. J e n k s . Under the bill as it stands it clearly is. I f  we were to 
have a single central reserve bank with its branches in different places, 
or even have two or three, or even four, your reserve banks would 
be in a much better position by charging one branch and crediting 
another with funds; to transfer their credits from one section of the 
country to another than they are now under this bill. Under this 
bill there is a provision for reserves here and there in different sec
tions of the country. And even although there is a provision made 
in the bill that the Federal reserve board may compel them to redis
count—and if you are going to have the 12 regional banks, I see no 
way out of that—I do not think that is a normal, easy, ready way 
to do it. I think it is desirable they keep in their vaults a certain 
amount, say, 5 per cent, for cashing notes as they come in, for pay
ing depositors, etc. They must keep a certain amount there, and 
it does not seem to me that is too large.

But when it comes to going back to the larger reserves, they ought 
to be held so they can be distributed wherever they are needed in 
different sections of the country, and I do not see how with 12 banks, 
even with your Federal reserve board to order them to rediscount, 
you are going to get that reserve in anything like as fluid a condition 
as they have in the European systems.

Senator H it c iic o c k . Perhaps the mobilization of reserves is not 
as good an expression as efficiency of deposits.

Prof. J e n k s . Efficiency of the resources.
Senator I I it c iic o c k . Yes; where they do not need reserves in any 

shape at all.
Prof. J e n k s . The efficiency of the resources of the banks, I think, 

would be greatly increased with a central bank.
Senator I I itciicock . Is there not another reason why this is not 

effective, that the banks that do not belong to the system are not 
allowed to deposit, so, as far as they are concerned, there would be 
just as much scattering of deposits as there is now ?

Prof. J e n k s . Yes; though that depends upon what their credit is 
with the banks in the reserve cities, and, as indicated by Senator
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Bristow some time ago, by the condition of those banks themselves 
in time of stress.

Senator H itch co ck . H ow  do you estimate the relative importance 
of the mobilization of reserves as compared with providing an 
elastic currency? Which is more important?

Prof. J e n k s . It is hard to answer where both seem so absolutely 
essential. My own feeling is that the thing of most importance now, 
under the present circumstances, taking the matter as a whole, is 
the question of the elasticity of the currency. I should put second 
the question of the disposal of the reserve. I f  we include in the 
question of the elasticity of the currency the system we have here 
for increasing that currency promptly, I should say that is far and 
away the more important.

Senator H itch co ck . That is what will save us from disasters in 
the shape of panics?

Prof. J e n k s . Yes; under our present system of issuing notes I 
should think it would be the other way. But with the system you 
provide in the bill, where they can rediscount and get notes directly, 
I should say the note issue is far and away the more important.

Senator S h a f r o t h . They dovetail into each other; when the re
serve gets low, the notes issue.

Senator B ristow . The reserve is a minor quantity when you can 
get the notes.

Senator S h a f r o t h . What would you think of this, Mr. Chair
man: Provide that these reserves which are specified in this bill as 
a minimum could be drawn upon by the banks upon the consent of 
some person like either the Comptroller of the Currency or the 
president of the regional bank, so that instead of having it fixed 
as it were, and the bank trying to get along without doing that in 
emergencies, letting them go into that and run it down to zero ?

Senator H itch co ck . I think the professor’s suggestion about that 
is the best, that the banks be permitted to run below the limit on 
condition of their paying the tax upon their percentage of deficiency.

Senator S h a f r o t h . That is good; but as a matter of fact, if you 
ao not get that it seems to me that there ought to be some power 
that can give it in times of emergency.

Senator H itch co ck . I much prefer the automatic method.
Prof. J e n k s . Of course, your bill now provides that the Federal 

reserve board may suspend that provision, which, I think, is unfor
tunate. But, on the other hand, this automatic provision—suppos
ing you had a rule that there shall be 35 per cent of reserves, and 
that for every 1 per cent your reserve drops below that you charge 
a 1 per cent tax. It is suggested, I believe, that when you get below 
30 per cent you charge 1̂  per cent. Then you are in this position: 
When you get down to 30 per cent reserve you are going to pay 5 per 
cent; when you get down to 29 per cent you pay 6  ̂ per cent; when 
you get down to 28 per cent you are going to pay 8 per cent, and so 
on. By the time you are down to 25 per cent reserve you can not 
make any loan at all unless a man is practically on the verge of bank
ruptcy—as in a case I heard of during the panic, when a large con
cern needed very much to borrow $5,000,000—it was a huge concern. 
It got it at 6 per cent and paid $1 ,000,000 bonus. Well, that was 
better than going into bankruptcy.
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Senator S h afr o th . Prof. Jenks, could you put down in concrete 
form that amendment you suggested, and exactly where it is to 
come in?

Prof. J e n k s . Yes.
Senator S h afr o th . And will you take with you one of these bills 

and make in it all other changes that you think advisable, and mark 
it “Amendments suggested by Prof. Jenks ” ?

Prof. J e n k s . I should be pleased to do that.
Senator B ristow . I would like to ask you to amend this bill so as 

to provide for a central Federal reserve bank—a central bank gov
erned by a Federal board. I have a preference—although I do not 
want to suggest it to you; of course, you would use your own judg
ment—for independent stock holding, the same as the Bank of France, 
so that the public would subscribe to the stock. Then any repu
table banking institution that wanted to keep a reserve with this 
Federal bank could, by virtue of keeping that reserve, come to it for 
aid in time of need and get it on the proper collateral.

Prof. J e n k s . I should have no objection to either of those.
Senator B ristow . Then any banking institution that was sound 

and had collateral could get it in time of need, and it would not 
break up in any way our democratic banking system, which, I think, 
is the pride of our country.

Prof. J e n k s . For that matter, this present bill does not break up 
our present banking system.

Senator B ristow . Oh, I think it does; I think it breaks it up. This 
other could not. There is this concentration------

Prof. J e n k s  (interposing). I am not sure about that. I  think 
the concentration in the other would be pretty nearly as much as 
in this; because, I think, if you are to have a bank of that kind, a 
national bank of that type, it should be the sole source of the issuing 
of notes. Ultimately, as I think it should be, it would almost of 
necessity need to establish a good many branches.

Senator B ristow . Of course, you have to have branches. But, 
Professor, suppose this Federal bank here in Washington could stand 
behind the notes of any banking institution in the country that had a 
proper standing—that was regularly examined by the Comptroller 
of the Currency, or whatever means we have for examining these 
banks—and that such a bank could issue up to the amount of its 
capital stock, whatever it is, of these bank notes?

Prof. J e n k s . I f  by that you mean an independent issue of notes 
by that bank, I should not favor that; no. I f  you are going to have 
a central Federal bank, I should favor making it such a bank sub
stantially as the Bank of Germany, as far as the note issue is con
cerned.

Senator B ristow . I do not know but what you are right; yes. It 
would issue notes and discount, and the Government would be behind 
it, because it would be a Government institution.

Prof. J e n k s . That would be the point. I should be glad to do 
that.

Senator N elson . Would you have no limitation at all behind the 
note issue?

Prof. J e n k s . N o ; I would not in definite numbers of dollars. As 
regards definite figures there, it seems to me------
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Senator N elson (interposing). I mean definite proportions.
Prof. J e n k s . Compared with the reserves? I  would.
Senator N e lso n . I mean of these reserve banks, of the amount of 

notes they could take out. Would you allow them to come in and 
apply on their commercial paper for any amount they saw fit?

Prof. J e n k s . I would leave it discretionary with the central bank, 
of course, but I would limit only by the character of the paper you 
are going to put in and the amount of reserve that was kept.

Senator N elson . But not otherwise?
Prof. J e n k s . No.
Senator N elson . Y ou would not limit it in proportion to the stock 

and capital of the bank?
Prof. J e n k s . N o ; I do not think I would. In a good many 

countries they do put the limitation at the amount of the capital 
stock, as in Canada. I do not see why that is necessary.

Senator N elson . I know there is a limitation in Canada. What 
is that?

Prof. J e n k s . The capital stock. They can issue up to the capital 
stock and not beyond, except from October 1 to January 31, when to 
move the crops they may issue, in addition, up to 15 per cent of the 
capital and surplus on payment of a tax. I do not think a fixed 
amount is a desirable thing myself. I do not see any reason why 
there should be any limit except a limit of absolute safety.

Senator N elson . I f  we limit it to the capital stock, we could know 
then, in a general way, that they never could exceed that limit.

Prof. J e n k s . We might want them to exceed that limit.
Senator N elson . I do not think so. I f  this system prevails, we 

would never want them to exceed the amount of capital, if we get 
all the national banks into it.

Prof. J e n k s . Y ou mean the amount of the capital stock of the 
central reserve bank ? I think we. will.

Senator N elson . The capital and surplus. The law contemplates 
they shall have a surplus of 20 per cent.

Prof. J e n k s . Yes. I do not see any reason for that kind of lim
itation.

Senator N elson . Would there not be danger, unless there were 
some kind of limitation, that we might get an undue inflation of our 
currency—that it might lead to undue speculation and to going a 
little too fast, as we commonly say ?

Prof. Je n k s . I do not feel that there is that danger, provided we 
have the proper supervision and provided wre make our restrictions 
pretty rigid as regards the keeping of the reserves. I  think the de
mands of business will attend to that and the proper methods of 
redemption also—a good many redemption centers.

Senator N elson . Have not our troubles in the past come rather 
from poor banking than from bad currency; that is, from the banks 
unduly extending credits?

Prof. J e n k s . It is still worse than that, I should say, Senator. 
Take the panic of 1837 for example. It was not merely that they 
were extending credits, but they were only too anxious—dishonestly 
so—to get these notes out that did not cost them anything.

Senator N elson . Of course that is no criterion, that old State 
bank currency. I can remember as a boy seeing some of that old
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stuff. But take the panic of 1893, and especially the panic of 1907, 
which the people at large call the bankers’ panic. It did not arise 
from any vicious or unpropitious economic conditions in the coun
try. The county as a rule was in a prosperous condition, and money 
was abundant in the country as a whole. It grew out of vicious 
banking and overextention of credit and an insufficiency of reserves.

Prof. J e n k s . May I add just a word to that? In the main, I 
should say that was true, but it seems to me when it came to the 
panic finally it practically came from this, that there had been very 
prosperous years, there had been undue extension of credit until it 
was reaching the danger point, and then these larger banks that had 
been extending credit were practically forced to shut down on loans 
to a very considerable extent.

Senator N elson . And shut down on their reserves. They would 
not respond on their reserves.

Prof. J e n k s . H ow  could they? Because here were the banks all 
over the country, each one anxious to strengthen its own reserves and 
pulling out its deposits from the others.

Senator N elson . D o you know, Prof. Jenks, that, as a matter of 
fact, out in the Mississippi Valley a large number of our smaller 
banks, the banks with capital from $100,000 down to $25,000, never 
suspended at all, but kept open shop day after day, so the panic had 
no effect upon them ?

Prof. J e n k s . I know that, but it did have a little effect in some 
places. I remember going to a bank for some little loan, and the 
cashier said, “ What do you want it for? We are taking care of our 
depositors and customers. I f  you need money to pay obliga
tions ”------

Senator N elson  (interposing). That was a case where you wanted 
to borrow. I am speaking about depositors. Our depositors could 
draw on their accounts without limit.

Prof. J e n k s . Oh, yes; they could where I was.
Senator N elson . That showed the healthy condition of the Mis

sissippi Valley, which is the heart of the agricultural part of the 
country. We were in a good condition out there.

Prof. J e n k s . Yes; and at the same time I do not think, Senator, 
it is quite right to say you were in good condition as long as they 
were shutting down on loans on good security.

Senator N elson . Why were we shutting down? Because under 
this vicious system of reserves our reserves were tied up in the East.

Prof. J e n k s . That is so, certainly.
Senator N elson . I f  our banks had had their supplies at home they 

could have supplied the local demand.
Senator H itch co ck . N o w , Prof. Jenks, I understand you feel 

there is some probability of an expansion of credits under this new 
system ?

Prof. Je n k s . Yes.
Senator H it c h c o c k . More than under the present system?
Prof. Je n k s . A  little more; yes. Not enough, I  think, to be a 

serious matter, provided you look after the proper gold reserves. 
But, as I said before noon, I think it will come in this way: Every 
bank will want to hold in its own vaults and to keep to its credit in 
the Federal reserve bank and elsewhere the lawful money that it
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can use as a reserve. The consequence is it is going to pay over its 
counter whenever it can do so these new notes, and pull the other 
kinds of currency out of circulation. It is a substitution of one for 
the other. Now, under those circumstances we are going to have 
piling up in our vaults rather more of this lawful money than, on the 
whole, we need. My impression is it does not need to pile up enough 
to have the effect of raising the rate of exchange on London and the 
prices more than 1 or 2 per cent until we shall begin to see our best 
money going abroad—that is, our gold. I think the expansion will 
not be enough to force any panic at all to begin with, but at the same 
time it is desirable that the people of this country have the utmost 
confidence in the new system, whatever it may happen to be. I f  we 
should have $50,000,000 of gold going out people will say, “ That 
looks very bad; things are going bad,” even if we do not need that 
here; even if it would go under normal conditions. And if it got to 
$100,000,000 it would be a very serious matter on account of the effect 
it would have on confidence in the country.

Now, as a matter of fact, there might not need to be more than a 
very slight expansion in order to send that gold out. It would be 
simply a substitution of these new notes for another kind of money 
that would send gold out of the country. We need just expansion 
enough to raise the rates of exchange so we will ship gold instead 
of shipping more goods, and that does not take very much. It seems 
to me that the simplest way of stating what leads to the export of 
gold is this, that we always pay our foreign obligations in whatever 
is the cheapest thing to pay them in. Usually we pay them almost 
entirely in goods of some kind or other, but in times when money is 
peculiarly plentiful and prices here are getting a little high on that 
account, then we export gold. And that is a good thing under 
ordinary circumstances. I f  we have a good stable system, whenever 
business is in such a condition that prices here go up a little it is a 
good thing for something to go abroad. It comes back in the same 
way, and there is no trouble about that if your system is sound.

Senator H itc h c o c k . One of the evils complained of in this country 
At the present time is the high cost of living.

Prof. J e n k s . That is what I was saying before, that the high cost 
of living would be affected by that only to a very slight extent in 
the first instance. It might put up prices a trifle, but not enough, I 
think, to detect it. It would be felt somewhat by people doing the 
exchange business, sending the gold abroad. But within three or 
four years, if  we let three or four hundred millions of gold go abroad, 
or even more than that, as we could without endangering our system 
at all, I think we should have another increase in world prices that 
would be unfortunate.

Senator H itch co ck . And in the cost of living?
Prof. J e n k s . Certainly.
Senator H itch co ck . Why, then, do you favor a bill of this sort 

when it involves this danger?
Prof. J e n k s . Here is exactly why I favor it. As I suggested be

fore, we have under the present conditions the most inelastic system 
that any country in the world that pretends to do business has.

Senator H itch co ck . Is our system any less elastic than that of 
England ?
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Prof. J e n k s . Distinctly so.
Senator H itch co ck . They issue no notes at all, except $90,000,000, 

that are not represented by gold. The rest are all gold certificates, 
practically.

Prof. J e n k s . They have enough notes in hand to do their ordinary 
business, and now and then they can issue an unlimited amount 
against the deposit of gold.

Senator H itch co ck . But they are nothing but gold certificates.
Prof. J e n k s . That is eventually true.
Senator H itch co ck . What elasticity is there in the currency of the 

Bank of England? The Bank of England to-day can not issue a note 
except gold is deposited. When the gold comes out the note goes in.

Prof. J e n k s . There is this, however, that tends to make their sys
tem—but not as far as that point is concerned—very elastic, and that 
is the elasticity of their credits. But as regards our currency, in 
connection with our reserves, we will have a good elastic currency if 
we provide for the proper system of redemption, which I think we 
have done in part, but that, as I said before. I think, ought to be ex
tended further along that line.

Senator H itch co ck . I want to get back to what Senator Bristow 
said------

Prof. J e n k s  (interposing). May I just finish what I was saying 
here before you take that up? I do not think there is any material 
risk under this new system that can compare at all with the benefits 
under the new system, provided you will see to it that the reserves 
as fast as you can do it are put on a gold basis. You could do it 
within a year—six months, I think. And as long as your reserves 
for the redemption of these notes are to be in gold, if you will also 
make arrangements for the retirement as fast as necessary of the 
national-bank notes or of some of our other substitutes for money, so 
that these elastic notes will have the opportunity of circulation, you 
will have an excellent system. There is no danger of overexpansion if 
you make your gold reserves larger.

Senator N elson . Prof. Jenks, is it not a fact that London is the 
seat of the international exchange market of the world ?

Prof. J e n k s . I suppose it is; yes.
Senator N elson . And they require less currency, because it is a 

world clearing house, so that all the currency they require there is to 
settle balances on their international transactions?

Prof. J e n k s . Yes; that is largely true.
Senator N elson . N o w , you take it, I believe, that these notes should 

be absolutely and unconditionally redeemed in gold?
Prof. J e n k s . 1 should myself favor that; yes.
Senator N elson . This bill proposes in one feature that we enter 

the international exchange market, as we ought to do, in order to do 
our business with foreign countries through our own banks. Now, 
we could not go into that field unless we have our notes, our currency, 
absolutely and unconditionally on a gold basis, could we ?

Prof. J e n k s . There is no doubt about that.
Senator N elson . And under this system our regional banks here 

could establish branch banks in London, and those banks could, for 
this country, act as accepting houses and accept bills of exchange, 
and in that way we could carry on our business. In order to transact
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our business now we have to rely on what they call accepting houses 
over there to accept our checks and bills of exchange. It is only after 
they have been accepted there by a merchant or bank or accepting 
house in London that they will accept them and allow them to cir
culate at par. Is not that true ?

Prof. J e n k s . Yes.
Senator N elson . N o w , we can, under this system, if I understand 

the purpose of it, if we adhere strictly to the gold standard, enter 
that field, and compete with the Europeans, at least so far as our 
own foreign trade is concerned.

Prof. J e n k s . I see no reason why we should not.
Senator N elson . And we need to do it.
Prof. J e n k s . I think so.
Senator N elson . And we are not in it at all now.
Prof. J e n k s . N o.
Senator H itch co ck . Here is a difference between currency and 

bank credits that I should like to have you clear up. I should like 
to see how under this bill any currency at all can be issued without 
inflation. I f  this plan is put into operation, we are going to have 
$100,000,000 of capital that the regional banks can lend. They are 
going to have Government deposits, say, of $150,000,000, of which 
they can lend two-thirds, or $100,000,000. They are going to have 
$450,000,000 of deposits of banks, of which they can lend $300,000,- 
000. So that before they advance any currency at all to the banks 
of the United States they will have $500,000,000 of cash that they 
can lend to the individual banks. Now, does it not follow, therefore, 
that bank loans may be swollen to the extent of $500,000,000 before 
any currency is issued?

Prof. J e n k s . Is not the implication of that question that you are 
getting this $500,000,000 without taking it from any place? Is not 
that money that you are speaking of now taken from places where 
it is loanable now ? The Government deposits, for example, are—not 
entirely, but to a considerable extent-^in other banks now.

Senator H itch co ck . Not very much. There has been only about 
$60,000,000 in the banks until very lately.

Prof. J e n k s . Some of them are. And what comes from other 
banks into this regional bank here can be loaned now.

Senator H itch co ck . Oh, yes; ordinarily the Government has to 
keep about $60,000,000 in bank, but it has about $150,000,000 in the 
Treasury, which now is to be put into the regional bank. So I have 
made it very moderate when I say the Government deposits will be 
about $150,000,000, of which $100,000,000 can be loaned. The capital 
of $100,000,000 is taken out of other banks, and to some extent that 
is now being used probably. But the reserves amounting to $450,- 
000,000 are largely located in bank vaults now, and not available, 
because the reserves are not used except to a partial extent. So it 
seems to me inevitable that these reserve banks will have actual cash 
funds to lend to the extent of three or four hundred, or possibly five 
hundred millions before they will call on the Government for any 
currency at all; and you are going to have an inflation of bank credits 
without any addition to the currency or any elastic character given 
to it.

Prof. J e n k s . There is this, it seems to me, that covers the question 
of bank credits as well as the bank currency. You are not going to
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lend to people that are not going to make some use of the money 
and pay for i t ; so far as the expansion is concerned along the line of 
either credit or currency, that depends, I think, entirely upon the 
control that your banking system has over the lending of that money.

Moreover, my own feeling is that there is rather more of that 
money loanable now than you had in mind, but that i? a matter of 
detail.

Senator H itch co ck . These reserve banks will have large funds at 
their disposal to lend before they ask for any currency at all.

Prof. J e n k s . Yes. But then there is also this about it. They 
can not go directly to the lending public. They, of course, may ad
vance to the other banks; otherwise they do not use it.

Senator H itch co ck . Yes.
Prof. J e n k s . And, as I understand the essential purpose of this 

bill—and the same thing would be true of a national bank—it is to 
back up the other banks when they need help.

Now, if the other banks need that, here is a great reservoir that 
can be drawn upon, just as now we have from time to time in the 
Treasury lying idle, considerable money and in time of emergency 
the Secretary of the Treasury has, in exceptional cases, put it out 
into circulation. This will come out in a much more normal, easy, 
businesslike way than has been done heretofore.

Senator H itch co ck . We will assume that there is some truth in 
these figures given here; and the idea has just occurred to me, and 
I want to ask you what the effect will be in this big expansion of 
bank credits and loans, without a corresponding increase in actual 
currency; is that a healthy thing?

Prof. J e n k s . Why, I consider it not in the least unhealthy to have 
the banks have resources by which they could supply the business 
interests of the country freely at rather low rates.

One advantage that I hope is going to come from this system is on 
the whole something of a reduction in the rates of interest through
out the country. So far as this system is going to make our loanable 
capital more easily available, and more promptly available than it 
is now, so far there is going to be a tendency to a slight reduction 
in the rate of interest, and I think that is desirable. That is the only 
effect, so far as I can see.

The fact is, of course, that no bank is going to loan money unless 
there is a legitimate demand for it for business purposes; and under 
those circumstances it is rather desirable to have the capital so mobil
ized that it can be readily supplied at reasonable rates.

I would like, if that covers that question, to take up a question 
which I did not finish this forenoon, which you, Senator Hitchcock, 
as well as Senator Reed, were asking me about, because it is connected 
with this.

Senator Reed, in speaking of the redemption of these bank notes, 
spoke as if he were opposed to having the notes of the different re
gional banks distinguished one from the other; and he put the ques
tion somewhat in this way: In case one of the member banks goes to 
the Federal reserve bank and borrows $1,000,000, and takes that 
$1 ,000,000 in notes and deposits securities that would mature, we will 
say, in 90 days, Senator Reed’s thought was that this bill should con
tain a provision—the law should contain a provision—that at the
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end of 90 days the Federal reserve bank should account to the Federal 
reserve agent for $1 ,000,000 in notes, so far as it had notes in hand; 
and beyond that, in gold, provided gold is what is made the reserve; 
otherwise in lawful money; and his idea was that that should be em
bodied in the law.

He asked me what objection I had to that. And the committee ad
journed before that was brought out fully. What brought that ques
tion out was the statement I had made earlier that I thought it would 
be desirable to extend the system forbidding the regional bank from 
paying out over its counter the notes of another regional bank. In 
case the system that the Senator was speaking about were put into 
effect, and the $1 ,000,000 had to be immediately accounted for in 
either notes or lawful money, I do not see that the system would 
work at all, because I do not see why any of the local banks, the mem
ber banks, would take out notes under those circumstances.

The reason why banks take out notes and issue notes instead of gold 
over their counter is because they can hold the gold as reserve, and 
they can issue three to one on it.

Now, in case they had to account at the end of 90 days either with 
the notes themselves, to begin with, or the money that had been used 
as a reserve, lawful money, they would not make that profit because 
they would have to call in loans to meet the obligation; and they 
simply would not take it out, the currency. I f  you limit the question 
to any one bank, one can easily see how that would be. The bank de
posits its collateral in the form, we will say, of 90-day paper, and 
takes out its bank notes, which it pays out over the counter. At the 
time that commercial paper is redeemable it is taken up, to be sure, 
but its place is supplied in nine cases out of ten by still other paper 
that is put in—commercial paper that is put in there instead.

And in that way, by keeping their notes out and keeping the secur
ity—only continually changing the commercial paper—and the re
serve of one-third, they are able to make a profit on two-thirds; that 
is, on three times as much as they would if they had to lend the gold 
itself.

It seems to me that the Senator’s plan would practically force them, 
in some way or other, to redeem those bank notes every three months 
or to pay up the full amount in lawful money; and if they were to 
pay up the full amount in lawful money they would not make any 
profit on it.

Now, as a matter of fact, if each one of the member banks ŵ as in 
the same situation as this one bank that I have spoken of, the Federal 
reserve bank would not be getting in, from day to day, enough bank 
notes so that it could pay back all of the loans that were out. It 
would probably get back, we will say, a quarter or a third, and the 
rest would have to be paid over in the lawful money of the country 
that they are holding as reserves, and that would take the profit all 
away.

Senator H itciico ck . Well, it can pay it in the notes of other banks.
Prof. J e n k s . But they could not possibly get in the notes of other 

banks enough to cover. The main notes of other reserve banks that 
it got would be those that wTere sent in to pay obligations of member 
banks. They would not get the notes of other reserve banks in, any 
more than they would get in the notes of their own bank, unless the
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proviso which I suggested were put in, that no member bank was 
allowed to pay out over its own counter the notes of any reserve 
bank other than its own. Then they would get the notes; otherwise, 
not. IIow would they do so? Suppose you were a member bank and 
had deposited $1 ,000,000 in gold commercial paper, and had taken in 
$1 ,000,000 of notes and were loaning them from day to day. You 
are keeping in your vaults or with the reserve bank cash to redeem 
any presented. But when it comes to a man paying the loan back to 
you, and he pays it in your own notes, you will not send them to the 
reserve bank; you will lend them to somebody else. Under the sys
tem as proposed in the bill, if, instead of paying you the notes of 
your own bank he pays the notes of another Federal reserve bank, 
you will do the same thing with them. There is no reason why you 
should send those notes in; you will loan those notes to somebody 
else the next day. The consequence is that you are not going to have 
a steady, regular redemption of the notes in this system.

Senator H itch co ck . That will lead to inflation.
Prof. J e n k s . I fear it will, more or less. I think that is some

thing of a danger.
Senator H itch co ck . Would not danger also result from the fact 

that all State banks would be permitted to use these funds as a 
part of their reserves?

Prof. J e n k s . That is another matter that I think—I do not know 
that that makes any very serious difference, because they can use 
the national bank notes for reserves now.

Senator H itch co ck . And they do use them very largely.
Prof. J e n k s . Yes; they do use them to considerable extent. But 

there is this point to be made: It does not seem to me in this bill 
that we have gone far enough in way of providing for a steady, 
regular contraction.

Now, the only way we have provided for the contraction is: That 
when the member bank gets in a number of these notes—that is, 
when they find that people are not borrowing enough money from 
them so that they are getting a pretty large supply of these notes 
on hand—then if they want to reduce their credits with the Federal 
reserve bank they will send them in; they do not want to pay interest 
on them any more.

Then, the Federal reserve bank will turn them in also, and they 
will be redeemed. But that will not happen excepting from time 
to time when the bank feels that it is carrying more of these notes 
than is desirable to carry.

On the other hand, if you make this further provision that not 
only the Federal reserve bank must not pay out over its counter any 
notes except its own notes, but that none of its members shall pay out 
over its counter any notes of any Federal reserve bank except its 
own, those notes of other banks will be coming in every day to a 
very considerable extent; the cost will be the cost of shipping some 
of those notes. But that, in my judgment, is a relatively small item 
as compared with a steady, regular contraction; and the reason for 
the contraction will be the same as in the Canadian system.

Senator H itch co ck . Y ou will have to penalize the bank for pay
ing these out, will you not?

Prof. J e n k s . Certainly; as now you will penalize the Federal 
reserve bank.
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Senator H itc h c o c k . That is another objection, then, to their be
longing to the association ?

Prof. J en k s. No; I would more than overcome that by issuing the 
notes to the Federal reserve bank without any tax, and there would 
be a decided difference arising from that. Your provision in the 
bill is that you must charge a minimum of one-half of 1 per cent tax. 
I  would take that tax off. This other provision for sending the notes 
back would be only, if I remember rightly, according to the rate 
under which the express companies carry currency now—I think it 
would not be over one twenty-fifth or one-fortieth of 1 per cent.

Senator H itc h c o c k . Let us see, then; there is another dilemma. 
I f  you issue this currency to the reserve bank without any charge, of 
course you either make a very large profit for the reserve bank which 
pays that currency out to its members, or else you make a very low 
rate of interest ?

Prof. Jen k s. Exactly. I think a low rate of interest is desirable.
Senator H itc h c o c k . I f  you make a low rate of interest you stimu

late borrowing and lead to inflation?
Prof. Jen k s. I f  you keep a proper supervision over credits it need 

not do so. I do not think there is any danger of inflation.
Senator H itc h c o c k . Then I come back to my former illustration 

of John Smith coming into a bank to borrow money. Let us suppose 
you are running a bank, we will say, at Wichita, Kans., and John 
Smith comes in to borrow money from you now, and under the pres
ent conditions you have not the money to lend John Smith, because 
your reserves are down to your legal limit, and you tell John Smith 
that.

But, after a while this new system is put into operation, and you 
are a member bank and John Smith comes in to borrow money of 
you, and you tell John Smith that you would like to accommodate 
him but can not do so because your reserves are down, and John 
Smith thereupon says to you:

That does not make any difference if your reserves are down; you can always 
get currency from your Federal reserve bank at a low rate of interest, and 
therefore you can accommodate me if you want to.

There are thousands of member banks and hundreds of thousands 
of John Smiths, and how can you possibly avoid a great increase in 
the borrowing of money, because you have removed the great barrier 
which the banks now have in their reserve requirements. But there 
is no check at all if that bank can get indefinite rediscount from the 
reserve bank upon that paper.

Prof. J en k s. There is this to be said all along the line: Your na
tional bank also has to keep its reserves against its deposits. But 
entirely aside from that, the whole question lies here: Is it not a 
desirable thing to have, on the whole, a low rate of interest and a 
lower rate of interest than we have now ? One reason why I  think it 
would be desirable to remove this half per cent tax is because I think 
it would, in all probability, lower the average rate of interest through
out all the Middle West and the West and the South by one-half per 
cent; and I think that would be a very desirable thing to do, provided 
you can be sure of your security.

Now, I think if John Smith comes in and can put up the proper 
security and can show he is going to use the money in a proper way—
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and if he is one of my customers I know whether he is going to use it 
properly or not; otherwise I would not let him have it—I do not see 
why the loan should not be made. If, instead of charging him 7 per 
cent, I  can let him have the money at 6 per cent or, better, at 5 per 
cent, it will be a good thing.

Senator H itch co ck . Now, take the case of John Smith again. 
Suppose he is going into the sheep business, and another John Smith 
is going into the sheep business, and another is going into the sheep 
business, and you get a great many John Smiths who are going into 
the sheep business. It looks profitable, but we all know that at times 
it has been enormously overdone, and has been followed by great 
losses all around. But suppose another John Smith is going into 
buying farms and another John Smith is going into the exploitation 
of an electric road. Where is going to be the check that the bank now 
has on the limit of its reserve against overlending? We know that 
there comes a time when they overlend. We know that there comes a 
period in every country where there is overexpansion and credit 
extended until disaster follows. How are you going to avoid it in 
this instance?

Prof. J e n k s . But we know also that after that period of disaster 
there comes a period when credits are checked a good deal more than 
they ought to be, and everybody goes the other way.

Senator H itch co ck . Yes: and then they go the other way.
Prof. J e n k s . I do not think it is possible to avoid those periods. 

That is human nature, and it is going to come. But I think it will 
go a long way to prevent reaching the breaking point if this plan 
is adopted.

Now, as to John Smith going into the sheep business and going 
into the farming business, we are not going to lend any money at all 
to John Smith, except on what we call bank paper, that is to say, 
it must be short-time paper; 90-day paper; the large majority of it 
should not be over 90 days.

Senator H itch co ck . That is, the reserve banks will not, but the 
individual banks will lend a great deal of money on paper that is 
not available with the reserve banks; they do not expect to rediscount 
all the paper they take in.

Prof. J e n k s . That is doubtless true. But with that pressure on 
them, that they can not dispose of any paper with the Federal re
serve bank that runs beyond 90 days, they have got that restraint 
upon them; and the question with them is what proportion of their 
paper shall go out for a period longer than 90 days—and the propor
tion ought to be kept pretty low.

Senator B ristow . Prof. jenks, you say that you have got that an
swer to John Smith, that they can not lend it to him because his note 
does not mature in 90 days.

Prof. J e n k s . I said let him have it whenever you could.
Senator B ristow . Yes; but if I understand your theory, that limits 

the credits to 90-day loans, which would be a safer loan than the 
loan to John Smith who was going into the sheep business, or en
larging his farming business.

Suppose that, instead of John Smith being in the sheep business, 
he sees a fine opportunity to prosecute some commercial business— 
say to buy and sell wheat, to go into the grain business—and he buys

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



2622 BANKING AND CURRENCY.

his wheat and he buys it for the purpose of holding it for, we will 
say, 60 or 90 days, thinking the price is going to advance. He buys 
the wheat which he is going to sell, and he gives a 90-day note for 
it; and here is your merchantable product. And wheat goes down. 
That note is not as good as a six-months5 note of the farmer who 
grewT the wheat, because the farmer has got his farm and other things 
besides the wheat.

Now, you are taking the note that depends upon the wheat, which 
the man is likely to lose and break up on, and you are refusing the 
note of the farmer who has bought cattle and given a six-months’ 
note—as he will have to do in order to market his cattle.

Prof. J e n k s . S o far as that is concerned, that is a matter for the 
judgment of the banker as to the nature of the credit. Of course 
it is true in our larger centers where wheat—using your illustration— 
is held in large quantities and is salable any day, that a great deal of 
money is loaned by the banks on elevator certificates; and if they 
allow a reasonable margin there it is.a perfectly safe loan when that 
is done. But, on the other hand, if the wheat were, we will say, in 
the farmer’s barn, it would be an entirely different proposition; the 
banks could not realize on it.

Senator B ristow . Why could they not?
Prof. J e n k s . There is no bank that, as a practical matter, could go 

out on the farm and sell a man’s wheat out of his barn. On the other 
hand, if the person who has given the note has his wheat in an ele
vator and has a receipt for it that he has assigned, that is an easy 
thing; and where the wheat is sold from day to day on the board 
of trade, it can dispose of it at any time within 24 hours.

The same thing holds on loans on farming lands. I would not 
say that I am positively opposed to this provision of the bill with 
regard to farm loans; but I should very much prefer that this pro
vision relating to farm loans and to the savings be dropped out and 
provided for in other laws. There are sytems of agricultural credits 
to which it would apply better than it would apply in this bill. That 
subject I should like to see in another bill.

The chief reason for my belief that mortgage loans are not good 
bank loans is they are too slow, they are not realizable; they are all 
right as a good security.

Senator N elson . I s not that the case with these long-time railroad 
bonds which are sold on the market ?

Prof. Jen k s. That is a different thing.
Senator N e lso n . They are not matured; they are simply auctioned 

off.
Prof. J en k s. As I understand, those will not be accepted anyhow 

as a basis for circulation.
Senator N e lso n . But the big New York banks have been loaning 

on them, and they call them their secondary reserves.
Prof. J en k s. Yes; that is call loans; and this bill will dispose of 

that largely, I think.
Senator N elson . We had a banker here from Minnesota who wTas 

speaking of the panic of 1893. He had said he had real estate mort
gages; and of all the securities he had in his bank—of all the com
mercial paper he had in his bank he found those farm mortgages the 
most liquid. [Laughter.]
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And he found that the life-insurance companies and other investors 
were ready to take them like hot cakes, that they would take them 
in preference to any other paper he had. And I knew of a case in 
that same panic where two banks in southern Minnesota stopped 
runs on their banks by passing out to the people who had certificates 
of deposit in those banks martgages which they held. They told 
their depositors, “ We lent out that money to your neighbors on these 
mortgages.7’ They passed out the mortgages to them and that stopped 
the run. [Laughter.]

Prof. J e n k s . I hope you will grant that those are very exceptional 
circumstances: and the people did not get cash, though their fears 
were stopped by the mortgages.

Senator N elson . Oh, no; if you lived out in a farming community 
such as we have in the Mississippi Valley, where there are little 
country banks, you would find that the universal sentiment is that the 
safest loans they have are those kinds of loans.

Let me also tell you this: I live in a town where wTe have three 
banks; and the trouble with our banks is that they get more money on 
deposit than they can loan out. They used to invest it in what they 
call “ m ill” paper and “ flour” in Minneapolis for 4  ̂ or 5 per cent. 
By and by they bought the notes of a big Milwaukee brokerage house 
and it went into bankruptcy. They lost a good deal of money. They 
do not know how much money that institution had out. And the 
banks, while they invested in that kind of paper, wTere paying 8 
per cent dividends. Instead of that in the last two years they have 
invested in Dakota real estate mortgages; and they have got twice 
the dividend and they have never had any trouble about the cur
rency. Now, that is the way it works and your theories do not tally 
with our experince in the West.

Prof. J e n k s . I was going to say that the main trouble there as re
gards the illustration you gave was that the loan made to the mill 
people was made on poor security really; it went to pieces.

Senator N elson . The security itself was good enough, but they 
had overloaned.

Prof. J e n k s . Yes; there is the point.
Senator B ristow . It is commercial paper that is floating all over 

the country now.
Prof. J e n k s . Merely because paper is commercial paper is no rea

son one should lend on it. You want the paper wThich you as a 
banker approve because you know the parties and the nature of the 
security. You do not take any commercial paper that comes in.

I must say I think there is likely to be a weakness in this system 
as regards the Federal reserve banks. I think that a good many 
of our country banks sometimes do take commercial paper that is not 
first class. I do not see how the Federal reserve agent is going to 
exercise any great intelligence in examining that; he has got to get 
the indorsement of the local bank.

Senator N elson . Well, let us take this case: A  railroad bond is 
secured by a mortgage, and that is considered good security for these 
call loans—liquid security.

Prof. J e n k s . That is the reason------
Senator N elson (interposing). Now, in the case of a farm loan, it 

is a note secured by a mortgage, but sometimes it is a bond. It is
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exactly on the same footing. And it is simply the question whether 
there is a market for those securities.

Prof. J e n k s . That is it.
Senator N elson . They have no stock exchange for those mort

gages; but there is a constant demand for them; and the insurance 
companies and the savings banks in the East can see that. They pre
fer them to railroad bonds. There is a good market for them; and 
that makes them just as liquid as those securities they have on the 
Stock Exchange in New York. That is what you overlook.

Prof. J e n k s . N o. I agree with that; but I do not entirely; and the 
reason for that is this: With reference to those farm mortgages, it 
happened that the university I was connected with earlier in my ex
perience, Cornell University, had, some years ago, some $2,000,000, if 
I  remember rightly, in farm mortgages, and they practically did not 
lose one dollar.

Senator N elson . Yes.
Prof. J e n k s . And they were getting their returns in. But they 

did not have to realize on them on short notice. I f  they had been in 
the position of many banks here that are likely to be called on to pay 
out deposits in 24 hours, those loans would not have been a good kind 
of loan for them.

On the other hand, if they had had bonds of the New York Central 
Railroad they would not have paid so much interest, and would not 
have been any more secure—perhaps not as good security as the farm 
loans.

Senator N elson . But in the midst of a panic, such as 1907, those 
bonds were no more salable, because the people that had made call 
loans could not borrow the money from another bank on them. They 
had to get the money, and the result was that they were sacrificed on 
the stock exchange.

Prof. J e n k s . I was going to say, with reference to those loans, that 
you can sell them on the stock exchange at any time—at a price. O f 
course the margin on the loans—the banker is supposed to be and is 
pretty careful to see that the margin is big enough so that it is se
cure.

Senator N elson . Mr. Vanderlip, the head of the biggest bank in 
the country, says he is certain that, in the case of panic or money 
stringency, those were the worst kind of loans, that they were any
thing but liquid; and he thought the great virtue of this bill was 
getting away from those loans altogether.

Prof. J e n k s . I quite agree with that; I think this bill, if put into 
effect, will to a very considerable extent turn investments, not only 
of New York banks, but other banks, away from call loans and stock- 
exchange loans into commercial loans up the State and elsewhere. 
Not only the big banks in New York make these call loans, but the 
smaller banks throughout the country, not merely put their money 
into New York banks at 2 per cent and have them loan it out, but 
they will send it to New York and say:

Loan this for me on the call market at 6 per cent or 7 per cent or 8 per cent, if 
money is tight.

Now, it is a bad thing for small country banks to speculate on the 
stock exchange on those call loans.
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Senator N elson . The national banks are partly driven to that be
cause they have been cut off from the very best loans—real-estate 
loans.

Prof. J en k s. Yes.
Senator N elson . N ow . I wTant to ask you on another feature of 

this bill, and that is the savings-bank attachment to this bill. Do 
you think that it is advisable, especially in reference to the smaller 
commercial national banks?

Prof. J e n k s . I was going to say—may I just add a word more on 
farm loans, and then I will answer that question.

Senator N elson . Yes.
Prof. J e n k s . A s regards the farm loans, I think this is rather 

closely connected with the savings loans in a certain way, or with the 
savings department. In the case of most savings deposits, you take 
those savings with the understanding that you are to have notice be
fore paying, 30 or CO days’ notice—some notice.

Senator N elson . Yes.
Prof. J e n k s . N o w , I should say that, as a basis for a savings de

partment, wThere, when you are called upon to pay, you have a right 
to the 30 or 60 day notice, then this kind of security you are speak
ing of is all right.

Senator N elson . Are you aware of the fact, Prof. Jenks, that the 
small banks of the country practically are running a savings depart
ment ?

Prof. J e n k s . I understood that they were.
Senator N elson . Yes. They pay interest on time deposits.
Prof. J e n k s . Yes; I  understood so.
Senator N elson . I f  you limited the real-estate mortgages instead 

of basing them on capital—if you allowed them to lend 25 per cent 
of their time deposits on real estate, that wTould make it perfectly safe.

Prof. J e n k s . I was wondering why that change had been made in 
this bill. In the earlier form of the bill there was a provision for 
time deposits, that has been stricken out of this bill—I think umvisely.

Senator N elson . I do not know how that came in. I think it is the 
result of the caucus in the other House. ("Laughter.]

Prof. J e n k s . I think, myself, in regard to time loans, that it is a 
different thing. I  have know-n savings banks in Illinois, wThere they 
are not restricted as these New York savings banks are, to have a 
very large part of their securities in good farm mortgages.

Senator N elson . I want to tell you. Prof. Jenks, you go back in 
the interior, in the Mississippi Valley, and you will find the small 
banks with $25,000 capital, and they have been a great blessing, and 
the banks with $50,000 and $100,000.

Prof. J e n k s . Yes; I grant that.
Senator N elson . Y ou will find, on the average, that sometimes 

two-thirds of their deposits are time deposits—really savings de
posits.

Prof. J e n k s . Yes.
Senator N elson . Why should not they, on that class of deposits, 

which are practically like savings-bank deposits, why should not they 
be allowed to lend a limited amount of their time deposits on real- 
estate mortgages?
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Prof. J e n k s . I  think they should be.
Senator N elson . I am glad you finally agreed with me. 

[Laughter.]
Prof. J e n k s . I not merely finally agreed; I agreed at the begin

ning. I had not understood we were talking about time deposits; I 
thought we were talking about demand deposits.

Senator N elson . I f  instead of a professor you were a farmer out 
West, you would be better qualified to speak about that. I  hope 
you will take that in a Christian spirit. [Laughter.]

Prof. J e n k s . Certainly.
Senator P om erene . Professor, why would it not be wise, in view 

of the fact there are savings deposits in the national banks now, 
as I understand it, not permitted, perhaps, from the legal standpoint, 
but conducted rather by permission of the Comptroller of the Cur
rency than by any legislative rule—why might it not be well to pro
vide by a section in this statute for the plan now in force and omit, 
if I may say, so cumbersome a purpose in this bill ?

Prof. J e n k s . What I have said formerly with reference to this 
farm loan and savings department was this: That I thought provi
sion should be made for agricultural loans, but made elsewhere. 
This bill is primarily a special currency matter. Now, why is it not 
wise, considering the extreme difficulty of this bill, to hold to the 
one main purpose of the bill and get that as nearly perfect as possi
ble and take up, when you have the time, the matter of the agricul
tural loans and these savings loans, too? I think that would come 
m more naturally than the farm loans would, but you can handle 
that independently. I think one of the great needs of the country 
is an agricultural-loan system.

Senator P om erene . I think so, too. You made a statement a while 
ago that there were other farm-credit systems which were preferable. 
Did you have any particular system in mind ?

Prof. J e n k s . I have in mind the mutual cooperative loan systems 
they have in Europe—Germany and elsewhere. They are quite 
closely allied, as regards the general plan, to cooperative loan and 
building associations and organizations of that kind. The general 
idea is much the same. I do not think that belongs in this bill.

Senator H ollis. That is already covered in a bill introduced by 
M r. Fletcher.

Senator M a r t in e . We have in the Senate now what is known as 
the Fletcher bill, covering this whole thing.

Prof. J e n k s . Exactly. Why should we put it in here? I  think 
you are quite right on that.

Senator B ristow . But that deals with an entirely different kind 
of country.

Prof. J e n k s . That is true.
Senator B ristow . And if the banks in the small communities must 

be able to acquire all the deposits that are available, both time de
posits and otherwise, or you rid the small communities of the facili
ties which they normally have now. I f  the banks are permitted, as 
they are now and ought to be, to take in all of those securities, then, 
in order that that community may have all the advantages of its
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own resources in loaning to its own people for the good of its own 
community, they ought to have the opportunity to make this class 
of loans when they have the time deposits, it seems to me.

Prof. Je n k s . As the Senator suggests, on the time deposits I  have 
no objection.

Senator B ristow . That is all we contended for.
Prof. J e n k s . Y ou see, that provision was made in an earlier bill. 

There was a certain proposition for the time deposits, but that was 
dropped out of here. I have no objection to the time deposits.

Senator H itciicock . Professor, do you think a uniform rate of 
interest should be established throughout the United States?

Prof. J e n k s . I do not believe that is quite practicable. The con
ditions are quite different in different sections of the country, and I 
do not believe the conditions are such it would be practicable.

Senator H it c h c o c k . D o you think that one rate of interest should 
be charged to a reserve bank in the East and a different rate of inter
est should be charged to a reserve bank in the South for the use of 
currency ?

Prof. J e n k s . Y ou remember my own preference is that the cur
rency should be issued without any charge to either of them. But 
then, it seems to me, the situation is this: The rate of discount should 
be determined largely by the conditions of that section.

Senator H itch co ck . Y ou think the directors of each Federal re
serve bank should regulate the rate of interest ?

Prof. J e n k s . Yes. I  think if you retain the bill that wav it would 
regulate the interest, subject to the approval of the Federal reserve 
board. But I would let the iniative be taken by the local people, sub
ject to the supervision of the board.

Senator H itch co ck . That means, practically, you would give to the 
Federal reserve board the power to establish one rate of interest in 
the East and another rate of interest in the West?

Prof. J e n k s . Ultimately; but practically I  should suppose the Fed
eral reserve board, under most circumstances, would expect that the 
local reserve boards would handle that wisely.

Senator H itch co ck . Now, then, this is a Government facility we 
are providing: Should we charge the people in one State one price for 
a Government facility and the people in another State a different 
price?

Prof. J e n k s . I do not think that is quite the right way to put it. 
It is this: The people in a locality are asking for an accommodation, 
and they pay for the accommodation the normal market rate, and the 
Government permits it to have the accommodation at the normal 
market rate. Now, if the normal market rate in Illinois is different 
from that in Massachusetts, well and good.

Senator H it c h c o c k . Y ou say this is not a Government facility?
Prof. J e n k s . N o : I  say they are going to ask for this facility, and 

why should not they pay for it ?
Senator H itch co ck . Why should a man in Nebraska pay, to the 

same public corporation, backed by the Government, having special 
privileges from the Government, a higher rate for the use of the 
facility than the man in Massachusetts? Why should the bank in
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Nebraska pay a higher rate when it has contributed one-tenth of its 
capital and one-fifth of its deposits to the reserve bank, than the 
bank in Massachusetts, which has made the same contribution ?

Prof. Je n k s . I think the situation is this, that it is only in the 
rather exceptional cases that these Government facilities are fur
nished. As regards the normal course of business the rate of inter
est is determined largely by what can be made on the capital invested, 
and there can be probably more made on it there than in the East 
and other places, because the supply is not so great?

Senator H itch co ck . I would have to question that right off.
Prof. J e n k s . Local conditions largely determine, I think, the rate 

of profit on the investment of capital.
Senator H itch co ck . No rate of profit has been higher than has 

been made by the manufacturers of the East; no bank profit has been 
greater than the bank profit in New York City, anywliere in the 
world. And, on the other hand, there are out West borrowers with 
just as good securities as in the East, and I can not see the reason 
why a bank in Nebraska should pay more for the use of the Govern
ment facility there than should be paid for postage stamps there— 
something provided by all the people.

Prof. J e n k s . The only difficulty as I can see—as a mater of fact, 
the rate of interest is largely determined by the profits that are 
made on capital in a normal investment as compared with the supply 
of capital there. Now, we do find higher rates of interest in prac
tically all of the interior and relatively speaking undeveloped sec
tions of the country, because of that added profit and because of 
that added demand, as compared with the supply. Those are the 
conditions that fix, that will regulate the normal rate of interest. 
That is what all the people pay for it there. Now, under those 
exceptional circumstances, the people go to the bank for accommoda
tion, and they are granted the accommodation along the lines of 
what they are accustomed to pay, and along the lines of what regular 
business pays.

Senator H itch co ck . Of course I would have to dispute your 
assumption.

Prof. J e n k s . Let me add a wrord; if you can show that the regu
lar business rate of interest is the same throughout the country, sub
stantially, then I would agree with you.

Senator H itch co ck . What we are going to do is to unify the 
country, to unify the banking system, which has been diverse. I 
think your argument falls to the ground there. But if your argu
ment is true, then a man with a profitable business should be charged 
a higher rate of interest than a man with an unprofitable business.

Prof. J e n k s . No; I do not think that follows. The profit of a 
man’s business is not dependent entirely upon local conditions; it is 
dependent, to a very considerable extent, upon his skill, enterprise, 
and knowledge of the business, and things of that kind. That is 
where the chief source of his individual profit comes, and that does 
not determine the interest rate. The idea I had in mind and what 
I said was that the average profit upon capital, as compared with 
the capital that is available, determines the usual rate of interest, 
ordinarily. Now, it may be that under this system the facilities will

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



BANKING AND CURRENCY. 2629

be improved a great deal, and if capital becomes as plentiful and 
profitable in the West and South as it is in the East, or substantially 
the same, that will of itself equalize the rate of interest. I think 
the bill has a tendency that way, but I do not think it will be uniform 
throughout the country.

Senator H it c h c o c k . Then you think a man doing business in the 
West who is prompt in paying his notes should be charged a higher 
rate of interest than a man in the East who is equally prompt in 
paying his notes simply because he happens to live out in the 
country ?

Prof. J e n k s . That is not all.
Senator H it c h c o c k  (continuing). Where capital has been scarce, 

when the purpose of this bill is to unify the country and make the 
whole banking system into one?

Prof. J e n k s . Let us put it the other way: Suppose you are a 
banker loaning money out in Nebraska. You find there is a demand 
for the capital you have there, so that you can loan it out on good 
security at 6 per cent right along; whereas, on equally good security, 
we find the supply of money in Massachusetts is such that a man is 
borrowing at 4 or 5 per cent. Now, you have a supply of money and 
you can get 6 per cent for it: you are not going to lend it at 4 or 5. 
When a man comes to you and asks for a loan you say, “ Certainly, 
T will give you the loan, and I will give it to you at the normal rate. 
I f  you are not prepared to take that loan at that rate, here is Jones, 
next door to you, who is ready to take it.” That is the way the busi
ness is done. The bank gets the current rate charged in the region 
where it is. It is the one that fixes that rate. Now, when it comes 
to get this additional help from the Government bank, why of course 
he applies, furnishes his security, and he gets it, and the rate of inter
est in the different sections of the country is determined by the local 
conditions largely.

Senator B r is t o w . Y ou understand the bill, as it stands now, gives 
each regional bank the power to fix the rate of interest they will 
charge to the member bank?

Prof. J e n k s . Yes.
Senator H it c h c o c k . And has to charge each member bank the 

same rate ?
Prof. J e n k s . Yes.
Senator H it c h c o c k . You also understand the bill gives the central 

board the power to require the reserve banks to modify that rate of 
interest ?

Prof. J e n k s . I understood so. My understanding of the bill was 
this, that the local reserve boards, the directors, fix the rate first, and 
they then have to get the approval of the Federal reserve board. 
Now, if they try to fix a rate higher than the Federal reserve board 
thinks wise, the Federal reserve board won’t approve it, and it has to 
be put down. I think that is right.

Senator S h a f r o t h . I think it, has, perhaps, under this provision 
which savs, “ to supervise and regulate the issue and retirement of 
Federal reserve notes and to prescribe the form and tenor of such

S. Doc. 232, 63-1— vol 3------- 45
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notes.” That provision, evidently, implies the power to fix the rates 
of interest, and all that, and determine the rate of discount and the 
issuance of notes.

Senator H it c h c o c k . I think, virtually, the Federal reserve board 
has such large powers that it could influence the reserve banks by 
control of the public deposit of the issuance of currency, and that a 
hint to them to raise or lower rates would be followed.

Senator S h a f r o t ii . Then there is a further provision here, “ to 
perform the duties, functions, or services specified or implied in this 
act.”

Prof. J e n k s . Yes.
Senator H it c h c o c k . I s there anything further ?
Prof. J e n k s . I was simply going to add a word in connection with 

what you just said. I think, myself, the Federal reserve board should 
use its influence, as far as it can do so without disturbing condi
tions, to make a uniform rate of interest. It does not seem to me the 
business conditions of the country are such that they could now make 
it uniform, but I think, ultimately, you may have the rate of interest 
the same throughout the country, and I think they should use their 
influence to that end.

I would just like to add one word more in connection with what I 
said a while ago. It will take only a minute. It is this: I was speak
ing, some little time ago, with reference to the Federal reserve board 
and its constitution. It seems to me that whatever the composition 
of the Federal reserve board may be, provision should be so made 
that you would have only one member retiring each year, so that the 
board would really be a continuous board; and I think the time 
should be long enough so that no one President can possibly appoint 
a majority of the board after the first one has been appointed.

Senator H it c h c o c k . What would you think of having those mem
bers subject to recall by vote of the House of Eepresentatives?

Prof. J e n k s . I should not favor that at all.
Senator H it c h c o c k . Appointed by the President, confirmed by the 

Senate, and subject to recall by the House of Eepresentatives?
Prof. J e n k s . I should object to the second part.
Senator H it c h c o c k . For wThat reason?
Prof. J e n k s . I think it is extremely desirable, in the light of what 

we have had going on in New* York for the last few weeks, to keep 
anything like party politics out of the currency system, and I can 
not help feeling that a vote of the House of Eepresentatives on any
thing of that kind would be sure to be colored by party lines.

Senator H it c h c o c k . Suppose that it turned out that a member 
of the board was misusing his office?

Prof. J e n k s . I have not the slightest objection to having a mem
ber of the board removed.

Senator H it c h c o c k . Eemoved by vote of the House of Eepresenta
tives without impeachment ?

Prof. J e n k s . No ; I should say removed by the President, with 
charges filed, giving sufficient reasons.

Senator H it c h c o c k . Y ou  would rather trust the President than the 
House of Eepresentatives?
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Prof. J e n k s . On anything of that kind. [Laughter.]
Senator N e l s o n . I have received a letter from Mr. G. D. La Bar, 

president of the First National Bank of Brainerd, Minn., which I 
desire to have go in the record.

Senator H it c h c o c k . Without objection the letter will be incor
porated in the record.

(The letter referred to is as follows:)
The First N ational Bank, 

Brainerd, Minn., October 14, 1913.
Hon. K nute Nelson,

United States Senator, Washington, D. 0.
My Dear Sir : Is the currency bill in tlie shape that it passed the House 

at all likely to go through the Senate? If so, how is a country national bank 
to compete with State banks? W e are compelled to pay interest on time de
posits— as practically all State banks do— and at the same time we are obliged 
to take the required amount of stock in the Federal bank, with an annual re
turn of not to exceed 5 per cent, and also to carry the required percentage of 
deposits in the Federal bank as reserve, and on which balance we receive no 
interest whatever.

State banks would not be required to take stock in the Federal bank and re
ceive not to exceed 5 per cent returns. Neither would they be compelled to 
carry a certain definite percentage of their deposits with the Federal bank as 
reserve and receive no interest whatever on such a balance. It is certainly a 
serious handicap for national banks that are compelled to qualify under the 
present bill.

W e have heretofore been able to receive 2 per cent interest on reserve bal
ances, which, in a measure, partially offsets the interest we have paid 011 de
posits. W e must continue to maintain some sort of balances in large cities 
for the purpose of drawing drafts to make the usual commercial transfers.

It seems to us that the new bill will have a tendency to contract rather than 
increase the loaning inclination of the country banks, particularly among con
servative bankers, who dislike rediscounting paper, and having certain definite 
obligations maturing in large amounts at definite dates instead of the usual 
moderate withdrawals of deposits. I do not recall that we have rediscounted 
any paper in 20 years, and I am consequently very fearful of the new bill with 
its many peculiar and objectionable features.

The savings department plan of segregating assets does not appeal to us 
as practical or just.

Is it not possible to pass some bill which will enable banks to issue emergency 
currency with proper collateral, charging a sufficiently high tax, so that the 
same will be quickly retired, which, in addition to our present banking laws, 
would answer the requirements of the country much better than the pro
posed bill?

It certainly seems to us that the banks should have some voice in the matter, 
and that their suggestions should be given consideration and not entirely be
littled and made to appear to the country at large as emanating from the big 
New York banks. W e certainly have a few ideas of our own, and do not want 
to have our business endangered in the manner that it appears to us will be 
the case by the present Glass-Owen bill.

I have been with this bank over 30 years and have a considerable financial 
interest in it. W e have built our bank slowly, but steadily and solidly, and we 
believe that we have been a factor in the upbuilding of the city, county, and even 
outside territory.

W e trust that the provisions of whatever currency bill that is passed will not 
be so objectionable that it will compel us to change into the State system in
stead of continuing as a national bank.

Respectfully, G. D. L a  B a r ,
President.

Senator H o llis . Mr. Chairman, I wish to put in the record a 
letter which I have received from Mr. Frank H . Foster, cashier of
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the Claremont National Bank, of Claremont, N. H.. having special 
reference to the savings-bank provisions.

Senator I I it c iic o c k . Without objection the letter will be incor
porated in the record.

(The letter referred to is as follows:)
Claremont National Ba n k , 

Claremont, N. H., September IS, 1913.
Hon. H e n r y  F. H o l l i s ,

United States Senate, Washington, D. C.
My  Dear Senator: I have received your kind letter of September 9 and am 

much interested to learn that the savings-department section of the Federal 
reserve act will receive careful attention by the Senate committee.

I am going to take the liberty to present a number of criticisms which occur 
to me on the section as it stands, which I assure you are offered in an entirely 
friendly spirit. It is my hope, which I am sure is shared by most national 
bankers in New Hampshire, that the act will be passed and in such form 
that it will not result in a wholesale surrender of national-bank charters. 
Such result would be deplorable, both from the standpoint of the general 
public interest and the credit of the administration. It would inevitably bring 
heavy financial loss to all national banks through the depreciation in the 
market price of the 2 per cent bonds, which would follow any general with
drawal from the national system; a loss which wrould fall with equal severity 
upon banks which remained in the system. As I understand it, any national 
bank surrendering its charter is obliged to deposit lawful money to the amount 
of its outstanding circulating notes, and the bonds would then be released to 
it and would, of course, come on the market. Should any considerable per
centage of the $800,000,000 or so of twos now held by the banks be thrown on 
the market they would have to be sold practically on the basis of their in
vestment value, and the market price, under these circumstances, might easily 
fall to 75 or 80.

Beginning with the phraseology of section 27: The section seems to take 
away with one hand what it offers with the other. First, on page 45, lines 
2, 3, 4, and 5, and on page 46, lines 1 to 10, the purpose seems to be announced 
to exempt savings departments from restrictions existing in the present national- 
bank act. But there follows, on pages 46, 47, and 48, a set of new restrictions 
in regard to investments far more drastic than any existing in the present law.

Second, on page 45, lines 20 and 21, it seems to authorize savings departments 
to make loans on personal security, while the restrictive clauses, lettered A  to 
F, on pages 46 and 47, eliminate loans on personal security altogether.

Furthermore, the language of the section is certainly ambiguous as to the 
status of savings departments now being operated by national banks under the 
present law, as it does not expressly state that such departments may not 
continue to be operated as at present.

Another criticism to which the section seems to me to be fairly open relates 
to the provisions requiring segregation of assets for savings-department busi
ness. It seems to me that segregation of assets is of little importance so long 
as no prior lien is created in favor of savings depositors upon assets so segre
gated. It is difficult to see wherein protection to depositors in savings depart
ments would result, unless they were protected from loss made by the banks in 
their commercial departments. On the other hand, it is probable that the 
amount of capital stock segregated would in most cases constitute a smaller 
margin of protection to the savings depositors than they now have, where the 
whole capital, surplus, and undivided profits of the bank stand as a general 
guaranty fund for protection of all the depositors. I find that in the State of 
New Hampshire at the present time, as shown by the last published abstract 
from the comptroller’s office, the national banks have in their capital, surplus, 
and undivided profits and stockholders’ liability a guaranty fund equal to 60 
per cent of their total deposits of all classes, and the percentage for the whole 
of New England is 52. In view of this very liberal protection to depositors, I 
can not see how the public interest calls for any separation of assets for the 
special protection o f one class.
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Again, on page 49, lines 1 to 13, a requirement is inserted in regard to de
posits carried in other banks, making it necessary to carry separate accounts 
for such funds of the savings departments as may be deposited with other 
banks. This seems to be unnecessarily burdensome. Again, there is the pro
vision, in lines 11, 12, and 13, forbidding the savings departments of the na
tional banks to keep any current funds on deposit in the commercial department 
of the same bank. It seems to me that is the very place where they ought to 
be kept— at least a portion of them. As to the clause relative to a notice of 
withdrawal being required of savings depositors, that would be of very doubtful 
value to any bank. The requiring of such notice would only be resorted to in 
times of stress, and would in such case be a danger signal which would seri
ously imperil the bank in its commercial department. We have always gone 
on the theory that our assets must be kept invested in such a manner that we 
could meet heavy withdrawals without requiring any notice, and that to re
quire such notice would come so near to being an act of insolvency in the eyes 
of the public that it would be of very little value to us.

The restriction upon investments of mutual savings banks imposed by New 
England and New York States, where such banjos have been familiar to the 
public for many years, have been imposed, as I view it, mainly for the reason 
that the depositors are the bank, and any losses sustained must fall directly 
upon the depositors, whereas in national banks an entirely different situation 
exists, the stockholders necessarily assuming all risk of loss up to the amount 
of their stock and 100 per cent liability in addition. It does not seem logical to 
apply restrictions and regulations to national banks which may be entirely wise 
and proper in the case of purely mutual institutions. The management of every 
national bank must be credited with an honest purpose to safeguard not only 
the money of its depositors but also the interest of the stockholders, who must 
stand in the breach absolutely whenever a loss occurs.

If I were to be asked to make recommendations, they would take form some
what as follows:

(a) Require no segregation of capital or assets.
(&) Allow not exceeding 50 per cent of savings deposits to be invested in 

loans on real estate in the State, Territory, or district where the bank is located, 
such loans being limited to 60 per cent of the value of the property.

(c) Allow, say, 20 per cent of savings deposits to be invested, subject to the 
approval of the comptroller, obtained in advance of such investments, in the 
stocks of railroads or other public-service corporations in the United States 
which have regularly earned and paid dividends for five years next preceding 
date of such investments.

( d ) Require 9 per cent reserve against savings deposits, one-third cash in 
bank, one-third with regional reserve bank, and one-third with reserve agents.

If the principle of segregation of assets and restriction of savings deposits 
to certain specified classes of securities is to be retained in the bill, the lines 
should certainly not be so drawn as to needlessly exclude from the field of 
investment good notes, bonds, and mortgages obtainable in the locality in which 
the bank is doing business. As the restrictive clauses stand a great majority 
of country banks would be unable to invest any considerable percentage of their 
savings deposits at home, as will be seen by an examination of the clauses in 
detail, as follows:

(a) Page 46, line 15. Farm mortgages having not over five years to run and 
not exceeding 50 per cent of the assessed valuation of the property. Savings 
banks in New England are allowed to make loans on any real estate without 
definite maturity up to 60 per cent in some States and 70 per cent in others of 
the value of the property, and it is left to the discretion of the bank itself to 
determine the value for the purpose of loaning.

(d) Page 47, line 6. Under this clause all municipal bonds in the States of 
New Hampshire and Vermont would be ruled out by the 25,000 population 
limitation except bonds of the cities of Burlington, Manchester, and Nashua. 
Whether these would come in at all under the 5 per cent debt limitation I have 
not ascertained. Most of the States, in defining what municipal bonds may be 
purchased by mutual savings banks, do not prescribe any population limit. 
Some of them prescribe a 5 per cent debt limit, exclusive of debt incurred for
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waterworks in the case of cities, and a 3 per ccnt limit exclusive of waterworks 
bonds in the case of towns.

(e ) The limitations imposed in this clause seem rather unscientific for the 
reason that many second mortgages or general lien railroad bonds are better 
secured than some first-mortgage bonds, as is well known to anybody at all 
familiar with such securities. For instance, some railroads and public utilities 
are built largely out of the proceeds of their first-mortgage bonds, which might 
not be a desirable security for a bank under any circumstances, whereas such 
active bonds as American Telephone & Telegraph Co. general lien bonds, or the 
convertible bonds of the same company, which are not mortgage bonds at all, 
would be a perfectly conservative investment of bank funds, readily marketable 
at all times.

( / )  Bonds of real estate corporations are not to be had in this part of the 
country, or at least I know of none such ever having been offered to us.

It seems to me that these proposed restrictions display the futility of attempt
ing, by statute, to lay down rigid rules within which investments must be made 
governing banks all over the United States. Doubtless the purpose is a laud
able one, but if the banking business of the country is to be strengthened and 
broadened the field for investment must not be narrowed to the vanishing point 
and a wide range must be left for the judgment and discretion of the officers 
of the bank itself, who must be credited with an honest purpose to safeguard 
the interests of their depositors and to loan the funds in their charge in such a 
way as to further the commercial interests of the communities which they are 
serving.

It does not strike me that it would be practicable to require that savings 
departments of national banks make their investments in conformity to the laws 
governing mutual savings banks in the States where they are located. It might 
work all right in New Hampshire, but mutual savings banks are little known 
outside the Northeastern part of the country, and the diversity and voluminous 
minutiae of the many State laws governing savings-bank investments, together 
with the practical nonexistence of mutual savings banks in some of the States, 
would make the administration of such a system very arduous to the authorities 
at Washington, and I believe unsatisfactory as well.

I wish it were possible for the new act to enlarge the powers of national 
banks to permit them to compete on more equal terms with trust companies—  
that is, to empower them, under proper regulations, to act as trustees and 
executors. I believe thoroughly in the proposition that a Federal bank charter 
should convey broad enough powers to enable the bank operating under it to 
transact any legitimate branch of banking, including the functions of trustee
ship normally incidental thereto.

In conclusion, I feel impelled to strongly urge the elimination of the savings- 
department section altogether, or, if that should not meet with the approval of 
the committee, the substitution for it of a few short clauses reducing somewhat 
the reserve required against such deposits from the present 15 per cent and 
authorizing the investment of some portion of savings deposits in loans secured 
by real-estate mortgages and some reasonable percentage in approved railroad 
or public-service corporation stocks, leaving the existing field of investments 
otherwise untouched.

Thanking you for the opportunity given me to present these suggestions, I 
remain,

Very truly, yours, Frank H. Foster, Cashier.
Senator H it c h c o c k . The committee will now stand adjourned 

until Monday at 10.30 o’clock a. m.
(Thereupon, at 5.20 o’clock p. m., the committee adjourned until 

Monday, October 20, 1913, at 10.30 o’clock a. m.)
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M ONDAY, OCTOBER 20, 1913.

C o m m it t e e  o n  B a n k i n g  a n d  C u r r e n c y ,
U n it e d  S tates  S e n a t e ,

Washington, D . 0.
The committee assembled at 10.40 o’clock a. m.
Present: Senators Hitchcock (acting chairman). O’Gorman, Reed, 

Pomerene, Shafroth, Hollis, Bristow, Weeks.
Senator H it c h c o c k . The committee will come to order, and we will 

hear this morning from Mr. Victor Morawetz.

STATEMENT OF VICTOR MORAWETZ, ESQ., OF NEW YORK, N. Y.

Senator H it c h c o c k . Will you please give your name, address, and 
business, Mr. Morawetz, so that we may have them in the record.

Mr. M o r a w e t z . Victor Morawetz, New York.
Senator H it c h c o c k . And your occupation?
Mr. M o r a w e t z . I am  a lawyer.
Senator O ’G o r m a n . And you have, I  believe, specialized in corpora

tion and banking law ?
Mr. M o r a w e t z . I was for a period of 12 years chairman of the 

executive committee of the Atchison, Topeka & Santa Fe Railroad 
Co., having special charge of its financial affairs, and I am now a 
director of the National Bank of Commerce, of New York.

Senator H o l l is . Y ou might tell us what textbooks you have p u b 
lished and on what subjects.

Mr. M o r a w e t z . I have given special attention to banking and 
currency questions for the last five or six years, and have published 
a small book and numerous pamphlets treating1 on this important 
subject.

Senator H it c h c o c k . Will you please proceed with your statement 
in your own wav, and I would like to ask whether you care to be 
interrupted with questions, from time to time, or whether you prefer 
to finish your statement in consecutive order ?

Mr. M o r a w e t z . I prefer to be interrupted by questions whenever 
any member of the committee finds that I am not entirely clear or 
wishes additional information.

Gentlemen, for more than four years I have written and spoken 
in opposition to the central bank or Aldrich banking and currency 
plan. I have advocated the adoption of the regional or divisional 
reserve bank plan, which is. in substance, the plan embodied in the 
bill now before this committee. All my prejudices, therefore, are in 
favor of this plan. I am anxious to have the bill, now before the 
committee, perfected, so that it will carry into effect the plan which 
T have been advocating, and which I believe to be the best and most 
practicable plan for this country.

However, careful examination of the House bill before the com
mittee, No. 7837. has convinced me that it contains a number of very 
serious defects, and that if it should become a law without amend
ment it would fail to carry into effect the beneficient purposes of 
its authors.

The first point to which I shall address myself is the issue of the 
notes provided for in this bill. The bill provides for an issue of notes 
which is to be printed by the Government and delivered to the banks.
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which subsequently are to issue these notes. The bill says that the 
notes are to be Government obligations. Presumably, therefore, they 
are to be in the form of promissory notes of the Government. But 
the Government is not to issue any one of these notes; they are all to 
be issued by the banks.

The Government is not to pay any one of these notes; they are 
all to be paid by the banks. It is clear, therefore, that these notes 
are to be entirely unlike the present issue of greenbacks, which are 
promissory notes issued by the Government to pay its debts, and 
which are to be paid by the Government out of its funds. Under 
existing law the Government has pledged itself to maintain a very 
large reserve of gold for their payment.

The proposed notes, in truth and fact, are to be bank notes, al
though in form they are Government notes. They are, in truth and 
in fact, to be like our present national-bank notes, except that they 
are not to be secured by a deposit of Government 2 per cent bonds,, 
but they are to be an asset currency secured by a first lien on the 
assets of the banks, and with a provision that the banks are to keep 
a reserve of 33J per cent for their payment.

The Government also, is to be liable on these notes, nominally as* 
maker, but really as guarantor. That is the honest fact concerning 
these notes.

Now, I have no quarrel with that arrangement except as to its 
form. It is artificial, and to many it is and to many it will be mis
leading.

Senator H it c h c o c k . Will you stop there to let us know how you 
think it will be misleading?

Mr. M o r a w e tz . It is misleading to all those who do not study the 
provisions of this bill and ascertain the real facts underlying a cer
tain amount of disguise.

The framers of this bill have been subjected to criticism^ and I 
think very unjust criticism, within the last week on the ground that 
the bill provides for the issue of more greenbacks—fiat money, i f  
you please. I say that criticism is unjust because these notes are 
not, in fact, to be Government notes; they are not to be issued by the 
Government; not one of them is issued by the Government. They 
are really notes of the banks, guaranteed by the Government.

Furthermore, it seems to me that this arrangement is likely to prove 
more or less misleading to those of our citizens who still adhere to 
the ideas which were prevalent 20 or 30 years ago, that it is desirable 
to pay the debts of the Government in its promissory notes and to 
have outstanding currency consisting of Government fiat money. 
They will not get under this bill what they may suppose they are 
getting.

And there is another consideration. It seems to me that a due re
gard for the opinion of foreign nations and of posterity is a reason 
for adopting a more direct method of issuing these notes. People 
will wonder why on earth the Congress of the United States found 
it necessarj' or desirable to resort to this indirect way of issuing 
what really amounted to guaranteed bank notes, and it is somewhat 
galling to my pride as an American citizen to think of the reasons 
which would have to be assigned to explain why these notes were put 
in this form.
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Senator O ’G o r m a n . Let me ask you, Mr. Morawetz, is it unusual 
for Governments to guarantee bank issues?

M r . M o r a w e t z . V e r y  unusual.
Senator O ’G o r m a n . D o any G overn m en ts guarantee bank issues?
Mr. M o r a w e t z . I do not know of any Government which, in terms, 

guarantees the notes of any bank, though the great foreign central 
banks are so closely allied to the Governments that T believe there 
exists a practical guaranty by the Governments for their ultimate 
redemption. I should not myself see any objection to the Govern
ment of the United States guaranteeing this issue of bank notes. 
They will be perfectly good, and personally I see no objection to 
placing the guaranty of the Government on them.

Senator O ’G o r m a n . Then, so far as the responsibility of the Gov
ernment is concerned, it will make no difference whether the Gov
ernment becomes the primary responsible party for the purpose of 
redeeming the notes or whether it is acting as a guarantor behind 
the bank? In either event the Government is responsible for the 
notes ?

Mr. M o r a w e t z . In either event the Government would be second
arily responsible.

Senator O ’G o r m a n . In one case secondarily responsible and in one 
case primarily responsible ?

Mr. M o r a w e t z . In both cases secondarily responsible, because this 
bill would have to be read into the notes; it would be a part of the 
notes, and this bill says, in so many words, that the notes are to be 
paid by the banks; they are to be the primary obligors, and that the 
notes are merely loaned by the Government to the banks as accommo
dation paper.

Senator O ’G o r m a n . Then, in either event the Government be
comes responsible for the notes?

Mr. M o r a w e t z . Yes, sir.
Senator O ’G o r m a n . And as I  understand you, up to the present 

time you only criticize the method or the form?
Mr. M o r a w e t z . Yes, sir; I criticize only the form. I think it 

important that the form should be right, because of the reasons I 
have assigned and because of the precedent it might establish in the 
minds of many people who would not understand the real facts of 
the situation.

Senator O ’G o r m a n . D o you see any advantage in the form pro
posed by the pending bill with respect to the enlarged confidence 
that might result from the Government apparently being the-respon
sible party behind the notes?

Mr. M o r a w e t z . None whatever. I f  people should attach greater 
faith to these notes because they are executed by the Government as 
principal obligor, then they would be misled, because the Government 
is not the principal obligor, and it will not have a dollar of money 
of its own for their payment. It can draw only on the banks to get 
the money to pay these notes if they should be presented to the Gov
ernment.

Senator W e e k s . Y ou suggested, Mr. Morawetz, that if it were nec
essary to explain the reason for issuing the notes in this form in the 
future it would be an embarrassing thing to do.

M r . M o r a w e t z . I think so.
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Senator W e e k s . What reason do you think could be assigned for 
issuing them in this form ?

Mr. M o r a w e t z . Political reasons.
Senator W e e k s . Any other ?
Mr. M o r a w e t z . I include in political reasons the platform of the 

Democratic Party.
Senator W e e k s . Then you mean party reasons?
Mr. M o r a w e t z . Part}' reasons; yes.
Senator W e e k s . Any other reasons ?
Mr. M o r a w e t z . I know of none.
Senator H it c h c o c k . Suppose we assume, Mr. Morawetz, that 

among the 90,000,000 people in the United States there is a certain 
proportion, perhaps a large proportion, of people of an undiscrimi- 
nating character, not able to understand the science of money, who 
will look upon these notes as money, and who think, primarily in 
their own minds, that money should be issued by the Government and 
that if  issued by the banks, it gives the bank an unfair advantage 
and opens the possibility of imperilling the rights and interests of 
the common people, would you still say, taking that fact into ac
count, that the Government, representing all the people, should nev
ertheless legislate so as to create bank notes which many of that class 
of people lack confidence in and which they reprehended as not 
desirable ?

Mr. M o r a w e t z . My answer, in the first place, is that the facts are 
not as assumed. We have to-day outstanding $720,000,000 of na
tional-bank notes wThich are accepted as good as gold by the people 
o f this country. These national-bank notes have not even on their 
face the guaranty of the Government, but they are indirectly guar
anteed by the Government under the legislation pursuant to which 
they were issued. So, the assumption that it is necessary to issue 
these notes in the form of Government notes is entirely unfounded; 
but even if it were so I should not consider it justifiable to issue the 
notes in this form, and I should educate the people to the true situ
ation.

Senator H it c h c o c k . It is true, as you say, that throughout the 
country there is this confidence in these particular bank notes, but I 
think it is also true that there is a very considerable sentiment 
among the people that the issuance of those notes constitutes a spe
cial privilege to that class of banks, out of which they have made a 
great deal of money, as they think, at the expense of the people. 
Does not that prejudice constitute, at least in part, the sentiment for 
the retirement of those notes? I do not share it, but that does exist, 
does it not ?

Mr. M o r a w e t z . I think, Mr. Chairman, it will be harder to de
fend before the people the loaning of the notes of this Government 
as accommodation paper to the banks than to defend the guaranty 
of properly constituted bank notes by the Government, because, as I 
have stated, this paper is simply accommodation paper which the 
Government is to lend to the banks.

Senator O ’G o r m a n . Will you pardon me right there while I ask 
you a question, Mr. Morawetz ?

Mr. M o r a w e t z . Certainly.
Senator O ’G o r m a n . Would your view regarding the obligation of 

the Government be affected at all if it appeared that the Government
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would receive a substantial consideration from the banks of the 
country for the assumption of this liability? For instance, I have 
in mind what has been suggested more than once, that the profits 
of the regional banks, if we have regional banks, in .excess of the 
r> or 6 per cent that will be returned to the member banks as a return 
on their capital contribution, that the excess of surplus ought to go 
to the Government, and it has been estimated that that would amount 
to many millions each year. What do you think of the proposition 
that in return for that affirmative benefit to the Government, the 
Government, to advance the system generally, should undertake to 
issue these notes and become primarily responsible?

Mr. M o r a w e tz . I attach no importance whatever to that con
sideration. In the first place the Government of this country is not 
in the business of selling its credit. The fact that the Government 
may receive a profit from these regional reserve banks is no reason 
for the issue of the notes, or for the lending of the credit of the Gov
ernment. The only reason why the Government might be warranted 
in lending its credit in this way is to benefit the whole country by 
providing it with an unquestionably sound issue of currency. Per
sonally I hope that the regional reserve banks Avill be managed so 
that there will be no profit in them. I hope they will be managed in 
such a way as to keep our banking and currency system on an abso
lutely firm and sound basis. That is the benefit to be obtained by 
this scheme, and none other.

Senator W e e k s . Has it occurred to you, Mr. Morawetz, that there 
is a good deal of confusion in the minds of not only the average 
citizen but in the minds of many who have given some consideration 
to this subject as to the difference between money and credit instru
ments, and that many men who have taken the position, leaders and 
teachers in this subject, have believed that it was the duty of the 
Government to issue credit instruments as well as money?

Mr. M o r a w e t z . No doubt there is that idea prevalent among many 
of the people, including some of the political leaders in this country, 
but it is not so anywhere else.

It has been asserted that the provisions of this bill for the issue 
of notes may lead to an inflation of the currency, with all the dangers 
consequent to an inflation of the currency. I do not share those 
fears. I f we are to have in this country a flexible currency which 
will be subject to contraction as well as expansion, and which will 
adjust itself to the business needs of the country, it is absolutely neces
sary to place somewhere the power to control the issue of the notes, 
to limit their issue, to force their contraction when necessary.

Under his bill the several regional reserve banks are to have 
the power to issue notes subject, however, to an absolute veto power 
in the Federal reserve board representing the Government. This 
arrangement, therefore, is more conservative and safer than the 
Canadian plan, under which the banks have the power to issue notes 
without this outside check placed upon them. The only possible 
danger of inflation, of an excessive issue of currency under this plan, 
will arise from the number of regional banks. The more of these 
banks there are the more danger is there that they will put out more 
currency than the country really needs. I f the number of these 
banks were limited to five or six, I should say that the danger of
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inflation would be removed entirely, even without the veto power 
of this central board.

Senator H i t c h c o c k . Can you outline how you think this tendency 
toward inflation will occur? As it stands now------

Senator B r i s t o w  (interposing). I f  Senator Hitchcock will allow 
me, before you go into that matter, I would like to ask a question. I 
understand you feel that there should be imposed in some board the 
authority to say when there shall be a contraction and when there 
shall be an expansion ?

M r . M o r a w e t z . N o t to say w hen there shall be an expan sion , but 
to force a contraction w hen the cou n try  requires it.

Senator B r i s t o w . And that would be a matter of judgment ?
Mr. M o r a w e t z . Yes,.sir.
Senator B r i s t o w . H o w  are you going to provide against the very 

wide diversity of opinion that prevails among men as to what would 
be an expansion and what would not be?

Mr. M o r a w e t z . It is a banking problem which experienced bank
ers do not have much difficulty in dealing with. It is a question 
which arises wherever there is a central bank, and in Canada, where 
there are nearly 30 banks, 10 or 12 of them, however, being leading 
banks, and practically ruling the others. They have no difficulty 
in these cases in determining the volume of notes that is safe.

Senator B r i s t o w . This Federal board is not a bankers’ board. It 
is a political board; it is a board appointed by the President to ex
ercise political functions. Otherwise it would not be made a Govern
ment board. Government is politics; I do not mean partisan poli
tics, but its functions are political.

Senator S h a f r o t h . A people’s board, you mean?
Mr. M o r a w e t z . It is a governmental board.
Senator B r i s t o w . A  governmental board. One political school of 

thought in regard to banking matters may be in control or another 
political school of thought may be in control. I f  Mr. Bryan was at 
the head of that board he might say the currency out was not suffi- 
icent; that we did not have enough. I f  Mr. Aldrich was at the head 
of that board he might say it was excessive, and that there ought to 
be contraction. The difference of opinion among men is so varied 
that might there not be danger of precipitating this matter into 
politics and making it become a political question instead of a busi
ness question?

M r . M o r a w e t z . I f  y ou  please, I w ill take up the question o f  p a rty  
p o litics en terin g  into  this p lan  a little  later. W h a t  I  Avish to say  n ow  
is th at I  do n ot fear that there w ill be inflation  o f  the currency so  
lo n g  as the num ber o f  the region al banks is lim ited . I f  there w ere  
no central board o f  con trol, there w ou ld  be no dan ger o f  in fla tio n , 
p ro vid ed  th at the banks are required to  keep an adequate reserve fo r  
the pa ym en t o f  th e notes on dem an d. I  sh ou ld  consider th a t the  
dan ger o f  in flation  w ou ld  exist even i f  there w ere n o  veto pow er in  
the central board .

Senator H i t c i i c o c k . We have had discussed at these hearings this 
question of possible inflation, and I was going to ask you to outline 
briefly the processes under this bill by which inflation might result. 
I do not know whether you mean an inflation of bank credits or an 
inflation of currency, or both?
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M r. M o r a w e t z . I do not know how there could be inflation under 
this bill if you have a fairly intelligent management of these regional 
reserve banks.

Senator H it c h c o c k . I understood you to suggest there might be, 
under this bill.

Mr. M o k a w e t z . It has been asserted. I say I do not agree with the 
criticism.

Senator O ’G o r m a n . Did you not say whether there would be infla
tion or not might depend upon the number of banks?

M r . M o r a w e t z . Y e s ;  I  do say th at i f  you  increase the num ber o f  
these banks so la rg ely  as to prevent them  fro m  a d op tin g  a u n ifo rm  
po licy  th ey  m igh t put out so m an y  o f  these notes unless restrained  
as to p ra ctica lly  force all the g o ld  and la w fu l m oney in circulation  
into  the bank vau lts, thereby increasing enorm ously the reserves and  
credit p ow er o f the banks.

It is this process which in Canada has resulted in this situation: 
The only currency in Canada which is current among the people 
consists of bank notes and small government notes and subsidiary 
coin. All the gold in Canada has been taken into the banks, which 
have issued their notes in exchange.

Senator O ’G o r m a n . D o you think there would be greater danger 
of inflation with 12 regional banks than with 5?

Mr. M o r a w e t z . I think so. The same process has caused the na
tional-bank notes all to be outstanding. They have displaced, taken 
the place of, that much lawful money, because ever}  ̂ bank when it 
receives currency combs it out, keeps the lawful money, and issues 
its notes when currency is demanded. But to the people the notes 
and the lawful money and the gold are of equivalent value. When 
a man has more currency than he wants to carry in his pocket or 
keep in his till he does not pick out the national-bank notes and de
posit them in the bank. He t akes his currency without regard to its 
description and deposits it. But the bank immediately combs it out, 
as I have stated, and keeps the lawful money while issuing its notes 
whenever it can pay its debts in that way. By that process bank 
notes will become the circulating medium among the people as far 
as the people will take them and as far as the law permits them to 
be issued, while the gold or other lawful money will be taken into 
the banks.

Senator H it c h c o c k . What is the provision in Canada regarding 
the redemption of these bank notes? Suppose a bank receives one 
of its own notes, can it pay it out again ?

Mr. M o r a w e t z . I think not; no.
Senator H it c h c o c k . Suppose the bank receives the note of another 

bank ?
Mr. M o r a w e t z . I  do not know wThether they are permitted to pay 

it out, but I know the practice is to send them in for redemption.
Senator W e e k s . Well, they are permitted to pay it out?
Mr. M o r a w e t z . They are permitted to pay it out.
Senator W e e k s . And whether they pay it out or not is dependent 

on whether it is profitable to put out their own notes?
Mr. M o r a w e t z . Yes.
Senator W e e k s . I f  it is profitable to put out their own notes they 

do so and send the notes of the other banks in for redemption.
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Mr. M o r a w e t z . But this process of substituting notes for money 
in circulation among the people will go on without regard to whether 
or not there are easy redemption opportunities. When a bank sends 
the notes of another bank in for redemption in lawful money, that 
does not put the lawful money into circulation; it merely transfers 
it from one bank to another bank. It is in my judgment a delusion 
to imagine that easy redemption opportunities will restrict this proc
ess of substituting bank notes for gold or other lawful money in 
circulation among the people. The only thing that will restrict that 
process is an absolute limit on the amount of bank notes which can 
be issued.

Senator H it c h c o c k . D o you think that limit should be placed 
within the the judgment of a supervising board?

Mr. M o r a w e t z . It has to be somewhere. Now, I should be satis
fied if that limit were placed in the regional reserve bank with a veto 
powder on the part of a Government board.

In the plan which I outlined some years ago for the creation o f 
regional reserve banks, and for the issue of bank notes by them, I 
contemplated that the regional reserve banks would have a central 
bureau consisting of representatives of these banks, who would de
termine what amount of notes might be issued by the banks.

As I shall point out a little later, I think some such provision would 
be a beneficial one in this bill—I mean the constitution of a central 
board to deal with the issue of notes by the regional banks, instead 
of having each one separately deal with the Government.

Senator H it c h c o c k . I s not the power to limit or fix the volume 
of the currency the power to affect prices?

Mr. M o r a w e t z . I do *not think so.
Senator H it c h c o c k . Can you conceive of a condition of a con

siderable expansion of the currency that does not advance prices and 
stimulate business; or can you conceive of a contraction of currency 
that will not force sales and reduce prices? Are those not the in
evitable consequences of those conditions?

Mr. M o r a w e t z . There is a good deal of loose reasoning, as it seems 
to me, about the functions of currency. Nothing the banks can do; 
nothing the Government can do will put a dollar more of currency 
in actual circulation among the people. The people will carry in 
their pockets, and in their tills whatever amount of currency they 
find convenient; and no matter what quantity of the currency may 
be printed, they will not carry any more. I f  there is a surplus, 
they will deposit in the banks.

Senator H it c h c o c k . Does not the quantity in circulation in the 
pockets of the people, or in the tills, depend upon the activity of 
business, and is not the activity of business largely affected by the 
ease of loans?

Mr. M o r a w e t z . Now you come to the real point. Business may be 
affected by the credit situation in the country—the ability to borrow 
from the banks. And this credit situation depends, first, on the 
ability of the banks to grant credit; secondly, upon their willingness 
to grant credits; and thirdly, on the confidence of the people in the 
future; their willingness to take credit and to embark in enterprises.

The only way in which an increase of the currency—we will assume 
of course that the currency is all kept at a parity with gold—the only
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way in which an increase of the issue of bank notes can affect this 
situation in the least is by displacing gold, or lawful money, in circu
lation among the people; driving that into the bank vaults and thus 
increasing the reserves of the banks and their power to grant credit.

Senator H it c h c o c k . Suppose a law was passed compelling the 
banks to increase reserves; would not that inevitably contract the 
currency ?

Mr. M o r a w e t z . No; it would not contract the currency; it would 
contract their power to make loans.

Senator H it c h c o c k . Well, I mean under a note-issuing power. 
Suppose there was a power to issue currency, controlled as proposed 
in this bill, or as you suggest, by the banks; then suppose there were 
changes made in the law which increased the reserves from 33  ̂ to 50 
per cent; would not that inevitably contract the currency ?

Mr. M o r a w e t z . It would not contract—it depends upon what you 
mean by contracting the currency. It would contract the power o f 
the banks to make loans surely.

Senator H it c h c o c k . And it would also contract their power to 
issue their demand obligations, and that would contract the currency, 
would it not?

Mr. M o r a w e t z . It would not contract the amount of currency in 
circulation among the people.

Senator H it c h c o c k . It would contract credits, wrould it not?
Mr. M o r a w e t z . It would contract the power of the banks to make 

loans; yes.
Senator O ’G o r m a n . Therefore, it would have a restraining influ

ence upon the credits that the banks would extend throughout the 
country.

Mr. M o r a w e t z . C ertainty.
Senator O ’G o r m a n . I do not want to anticipate you, Mr. Mora- 

wetz; probably you are going to touch on it again; but in view of a 
remark you made a little while since, I should like to ask you a ques
tion or two. You said that the danger of inflation under a system 
substantially such as is proposed in the pending bill would be less 
with 5 or 6 regional banks than with 12; is that correct ?

Mr. M o r a w e t z . Yes.
Senator O ’G o r m a n . The danger would be still less i f  you.had but 

three regional banks, would it?
M r. M o r a w e t z . I th in k  so.
Senator O ’G o r m a n . Would not the danger be entirely removed, i f  

you had but one ?
Mr. M o r a w e t z . No. A  central bank managed unwisely could in

flate currency just as much as 3 or 5 or 12 regional banks.
Senator O ’G o r m a n . Yes. Now, would there be less danger with a  

single bank than with three ?
Mr. M o r a w e t z . I doubt it. I think if you had a number of these 

banks, each watching the other, it would tend toward conservatism, 
rather than to the contrary.

Senator O ’G o r m a n . Then von think it would be better to have 12 
than 5?

Mr. M o r a w e tz . N o. I think 12—I think it would be better to 
have 5 than 12, for various reasons, which I will touch on a little 
later.
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Senator O ’G o r m a n . Yes. Now, I have but one other inquiry to 
make at this time. You said a little while since, while discussing 
what you conceived to be the impropriety of the Federal Government 
issuing these notes, or taking primary responsibility for them, that 
there were certain political or party reasons which seemed to suggest 
this change; and I think there was some reference made, either by 
you or by some member of the committee, to some declaration of the 
Democratic Party in its last national convention on the subject. Now, 
was any declaration made that makes it necessary for the Democratic 
Party to insist upon a Government issue, rather than a bank issue?

Mr. M o r a w e t z . I do not think so.
Senator O ’G o r m a n . Well, I have the language here. I do not find 

any such declaration.
Senator S h a f r o t h . Will you read it into the record, Senator 

O ’Gorman ?
Senator O ’G o r m a n . The declaration made by the Democratic Party 

at the Baltimore convention last year is as follows [reading]:
W e oppose the so-called Aldricli bill or the establishment of a central bank—

As I read that, the central bank referred to is the central bank in 
the Aldrich bill, which was a central bank to be dominated by private 
interests, which was the only kind of a central bank ever discussed up 
to that time—
And we believe the people of the country will be largely freed from panics and 
consequent unemployment and business depression by such a systematic revision 
of our banking laws as will render temporary relief in localities where such 
relief is needed, with protection from control or dominion by what is known as’ 
the Money Trust.

Banks exist for the accommodation of the public and not for the control of 
business. All legislation on the subject of banking and currency should have 
for its purpose the securing of these accommodations, on terms of absolute se
curity to the public, and of complete protection from the misuse of power that 
wealth gives to those who possess it.

W e condemn the present methods of depositing Government funds in a few 
favored banks, largely situated in or controlled by W all Street, in return for 
political favors, and we pledge our party to provide by law for their deposit by 
■competitive bidding in the banking institutions of the country, national and 
State, without discrimination as to localty, upon approved securties, and sub
ject to call by the Government.

That is the only declaration made by the party ; and it does not 
touch upon the subject to which your attention was invited a moment 
ago.

Mr. M o r a w e t z . I can not deny it.
Senator O ’G o r m a n . That is all, Mr. Morawetz, for the present.
Senator W e e k s . Then the only reason you had in mind that could 

be assigned for issuing notes in the manner proposed in this bill 
does not exist ?

Mr. M o r a w e t z . It seems so.
Senator W e e k s . I wanted to ask you if you recalled any instance 

where a central bank had been managed with such lack of wTisdom 
that there had been an inflation in the country served by that bank?

Mr. M o r a w e t z . I know of no such instance; but my information 
is limited to the principal commercial countries of Europe.

Senator O ’G o r m a n . But you never knew of an instance in the his
tory of any of the important commercial countries of Europe, did 
you?
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Mr. M o r a w e t z . None.
Now, gentleman, I wish to call attention to one provision of the 

bill relating to the issue of the notes which I regard as absolutely 
fatal to any sound or safe plan; and that is the provisions that the 
notes shall be paid or redeemed in gold or lawful money.

The objection to this provision for the payment of the notes in 
lawful money is not based on the ground that it would lead to infla
tion. There is no more danger of an undue increase of the aggregate 
amount of the currency if the notes are payable in lawful money 
than if the notes are payable in gold only.

But there is another danger. It is this: I f  the notes can be paid 
in lawful money, that is to say, in silver, or in greenbacks, the inevita
ble result will be to drain off from this country its gold and sub
stitute notes in the placc of the gold, without increasing the aggre
gate amount of the currency.

Senator O ’G o r m a n . I think you will find every member of the 
committee in perfect accord with you in that last observation.

Senator H it c h c o c k . 'Well, the Senator from Colorado is not in 
accord with that.

Senator O ’G o r m a n . I am not surprised.
Senator S h a f r o t i i .  N o ; I can not agree to that. I do not see 

how you come to that conclusion, Mr. M o r a w e t z ,  in view'' of the fact 
that we have had bank notes payable in lawful money to the extent 
o f $740,000,000 and we have not had our gold leave the country.

Sir. M o r a w e t z . Because of the limit of the amount of the bank 
notes that could be issued, due to the limited amount of Govern
ment bonds available for their issue.

Senator S h a f r o t i i . Well, $740,000,000 is a very large amount, con
sidering what it was in 1000—$230,000,000.

M r. M o r a w e t z . T h e  country has grow n  since then. Will you let 
m e take this question up in due course?

Senator S h a f r o t i i . All right.
Mr. M o r a w e t z . Any indebtedness which we have to pay to foreign 

nations has to be paid in gold. The balances of trade have to be 
settled in gold. So that it happens every year—sometimes twice a 
year—that gold sufficient to cover these balances has to be shipped one 
way or the other wav.

Furthermore the different interest rates in this country and in 
foreign countries sometimes results in shipments of currency from 
the country where the interest rate is low to the country where it is 
high, in order to obtain the profits resulting from the higher interest 
rate.

Now. as long as notes and gold and lawful money are at a parity, 
it is wholely immaterial to us in this country whether we use gold 
or lawful money. Foreign nations, however, can only use the gold, 
and when we have to make a payment to a foreign nation, it has to be 
made in gold. But subsequently, if we need more currency—if we 
require to use again the gold which we shipped abroad, what would 
happen under this bill, if you can keep lawful money in the banks as 
a reserve for the payment of the notes? Why, notes would be issued 
and the gold would not be imported. The gold would go out; but it 
would never come back, because notes would be issued whenever in 
this country there is a need for the additional currency.

S. Doc. 232, 63-1— vol 3 46
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Senator S h a f r o t h . When balance had to be met coming to this 
country, would not they have to ship the gold in here ?

Mr. M o r a w e tz . No, sir. You could loan it out.
Senator S h a f r o t ii . Yes; but investments here invite capital also; 

and that means the shipment of gold here. We have had shipment o f 
$5,000,000 gold, on the average, a year since 1878; the flow has been 
inward.

Mr. M o r a w e t z . It is true, because wre have sold about 6,000 millions 
of dollars of stocks and bonds to Europe.

Senator S h a f r o t ii . Well, we have had a very large export trade 
also.

M r . M oraw ê t z . Although, on its face, our exports of physical 
property exceed our imports by about $500,000,000 a year just 
now------

Senator P o m e r e n e  (interposing). More than that.
Mr. M o r a w e t z  (continuing). The true balance is heavily against 

us because of the enormous interest and dividend payments which we 
make abroad, the enormous expenditures of our people abroad, and 
the shipments of money by immigrants and other invisible exports.

Senator S h a f r o t ii . Yes; but that is a matter of guess, very largely, 
is it not ?

M r . M o r a w e t z . I th in k  n ot v ery  la rg e ly . I th in k  you  can figure  
it  out pretty  closely.

Senator S h a f r o t h . Well, I can not find statistics on it.
Mr. M o r a w e t z . However, I will take that up a little later; that 

is a little off my question.
The point I make is that as long as these notes are payable in 

lawful money the tendency will be and the result will be to deplete 
the country of gold, to make silver and greenbacks constitute our 
bank reserves and leave this country in a very dangerous position in 
case of any contingency arising which would require a large amount 
of gold for shipment. I f  we should have a war, or if for any other 
reason a sudden demand should be made upon this country for a 
large amount of gold, we might soon find gold at a premium and our 
notes and silver currency at a discount.

Senator S h a f r o t h . We had the Spanish War, didn’t we, and gold 
did not go to a premium?

Mr. M o r a w e t z . Oh, yes; that was a small matter------
Senator S h a f r o t ii  (interposing). Do you anticipate we are going 

to have any------
Mr. M o r a w e t z  (continuing). And we had not these notes out.
Senator S h a f r o t h . We had quite a large number of national-bank 

notes redeemable in lawful money.
M r . M o r a w e t z . It is a question of degree. This country to-day has 

vastly more uncovered paper currency than any other commercial 
country in the world, not absolutely, but also in proportion to the 
amount of gold in the country and per capita of population. There is 
not one of the leading countries in the world to-day which has any
thing like the amount of paper currency and silver that the United 
States has.

Senator H it c h c o c k , D o you call national-bank notes uncovered!
Mr. M o r a w e t z . I do.
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Senator H it c h c o c k . Because a gold reserve is not provided against 
them ?

Mr. M o r a w e t z . Practically no reserve.
Senator H it c h c o c k . Although they are protected by national 

bonds?
Mr. M o r a w e t z . That does not protect them.
Senator O ’G orm an. It simply gives them the credit of the Gov

ernment.
Senator S h a f r o t ii . Y ou admit that the Aldrich bill was generally 

favored by the bankers of this country?
M r . M o r a w e t z . I believe it w as b y  the m a jo r ity  o f  the b an k ers; 

yes.
Senator S h a f r o t h . Do you not recall the fact that the currency 

which was authorized to be issued under that bill provided that it 
should be payable in lawful money, and did not even mention gold?

Mr. M o r a w e t z . Yes; but that does not affect me.
I want to make a confession right here. A  few years ago I sug

gested a regional bank plan providing for an issue of notes by the 
regional reserve banks and I proposed that the notes should be pay
able in lawful money. At that time I considered only the question 
of inflation, and I did not consider that to make the notes payable 
in lawful money would cause any inflation, but I overlooked this 
other danger. I confess I made a mistake then and I hope that this 
committee will not make the same mistake in the bill which you 
report to the Senate.

Senator S h a f r o t h . H o w  long ago did you get that plan up ?
Mr. M o r a w e t z . About four and a half years ago.
Senator S h a f r o t h . My view is that making this money payable 

in lawful money has a tendency to preserve the gold reserve and 
therefore to make it easier for the Government to maintain a gold 
standard, because you do not have such a drain on gold. I f  you are 
going to have gold in each one of these regional banks, you are going 
to have 12 centers competing against the United States Treasury 
for gold which will take three or four times as much gold, scattered 
around in 12 regional banks, than it would if they were redeemable 
in lawful money and the lawful money redeemable in gold. It is a 
kind of buffer which the banks put up against paying it in gold, and 
therefore has a tendency to maintain the gold reserve and to main
tain the gold standard. Mv usual illustration is, if a man has $1,000 
in this currency and goes'to one of these regional banks and says, 
“ I want gold,” the regional bank can say, “ No; it isn’t convenient 
for me to give you gold; I will give you lawful money.” Then the 
man sends it down to Washington, and says, “ I want gold for my 
lawful money,” and the Government says, “ Yes.” The regional 
bank locks up its $1,000 and the Treasury here locks up its $1,000.

Mr. M o r a w e t z . What money will the Government have in Wash
ington to pay for this silver in gold?

Senator S h a f r o t h . Gold.
Mr. M o r a w e t z . Where will it get it?
Senator S h a f r o t h . It has got $150,000,000 of gold------
Mr. M o r a w e t z  (interposing). It has not a dollar, sir; not a dollar 

of that belongs to the Government.
Senator S h a f r o t h . It has got $150,000,000 of gold reserve.
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Mr. M o r a w e t z . That is pledged for greenbacks alone.
Senator S h a f r o t h . Certainly; and this proposes that there shall 

be a reserve of 33-J per cent.
Mr. M o r a w e t z . Not for the silver.
Senator S h a f r o t h . No; not for the silver.
Mr. M o r a w e t z . Y ou say a man can get his gold by going to Wash

ington and presenting his silver------
Senator S iia f r o t ii  (interposing). I do not know whether they 

have ever settled that or not, because silver is a full legal tender, 
and it seems to be taken current no matter whether the Treasury 
undertakes to do it one way or the other. But he has a right to 
demand gold; it is legal-tender money, and he gets it, and in that 
way the Government can act as a double redeemer. That is, with 
less money I can redeem greater quantities of outstanding currency 
by having the reserve bank cooperate with the Government in paying 
off and preserving the gold standard.

Mr. M o r a w e t z . I candidly confess I do not see how that would 
operate in that way. I know in all cases I have observed bank notes 
took the place of gold in circulation.

Senator S iia f r o t ii . Did you ever hear of a national banker that 
wanted to make the present national-bank notes redeemable in gold 
instead of in lawful money ?

Mr. M o r a w e t z . I do not know of any case.
Senator S iia f r o t ii . Isn't it because it has a tendency to preserve 

the gold ?
Mr. M o r a w e t z . I think not.
Senator S h a f r o t ii . There is a less quantity of gold than there is 

of gold and lawful money, and consequently it would be easier to 
maintain the gold reserve if it were redeemable in one or the other 
than if it were redeemable only in gold, it seems to me.

Mr. M o r a w e t z . I don’t think it would operate that way. I think 
that the trouble with this provision is that no conservatism on the 
part of the banks and no conservatism on the part of the Federal 
reserve board can prevent the substitution of notes for gold as long 
as the gold does not have to be kept for the redemption of the notes.

Senator S h a f r o t h . Y ou know that the Bank of France prevents 
a run on gold by reason of the fact that their paper money is payable 
in gold or silver?

Mr. M o r a w e tz . N o, sir; I paid a premium this summer for gold 
in France. When I asked Morgan, Harges & Co. for gold they said, 
“ We will give you 500 francs,” $100, “ but do not ask us for more, 
because We have to pay a premium for gold when we ask for it at 
the Bank of France.”

Senator S h a f r o t ii . What was the premium?
Mr. M o r a w e t z . A very small premium.
Senator S iia f r o t ii . A tenth of 1 per cent?
Mr. M o r a w e t z . I do not know.
Senator H it c h c o c k . Unfortunately we have a session of the 

Senate at 12 o’clock, and we shall have to take a recess. In order 
that we may be close at hand during the session, we will meet this af
ternoon in the Judiciary Committee room in the Capitol.

(Thereupon the committee took a recess at 11.55 a. m. until 2 p. m).
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AFTER RECESS.

Senator H it c h c o c k . Mr. Morawetz. I think you had perhaps better 
proceed with your statement.

STATEMENT OF VICTOR MORAWETZ, ESQ.—Resumed.

Mr. M o r a w e t z . Before the adjournment of the committee I en
deavored to point out that the provision in the pending bill allow
ing the banks to redeem the notes in lawful money inevitably would 
result in driving a large amount of gold out of this country and sub
stituting notes in its place, and this result would occur without any 
fault or lack of conservatism on the part of the banks or of the 
Federal reserve board.

The bill provides that national banks which fail within a year 
to come in under this plan shall be dissolved. I f  any considerable 
number of the national banks should be dissolved in this way there 
might ensue a very disastrous result, which apears not to have been 
contemplated or considered by the authors of this b ill; there would be 
an enormous contraction of the currency, because the national-bank 
notes of these dissolved banks would have to be taken up in lawful 
money. The contraction of the currency which would occur, if only 
a third of these banks failed to come in, in my judgment, would very 
likely result in a very severe money stringency and possibly a great 
panic. For that reason it seems to me that this provision dissolving 
such of the national banks as fail to come in under this plan should be 
stricken out of the bill.

I f  the plan is a good one, as I believe it is in substance, let the plan 
be put in operation first and at the next session of Congress, or wTithin 
a year, if you please, let Congress then deal with those banks which 
have remained out. It would be an enormous peril, not to the banks, 
but to the country, to force the dissolution of any considerable num
ber of these national banks as long as they have their present issues of 
bank notes outstanding. I am confident, from conversations which I 
have had with officers of leading national banks in New York, that 
all or nearly all of them will gladly join in carrying out any plan 
along these lines wThich they believe to be economically sound. I 
believe they will willingly make large sacrifices of profits rather than 
stay out of any plan which they believe sound. This threat of dis
solving these banks is not really a threat of doing a great injury to the 
banks themselves; the pistol is not pointed at the banks, but it is 
pointed at the country. The effect of that provision is practically 
to say to the banks:

You must come in under this plan; if you don’t the country is going to suffer 
from a great money stringency and possibly a panic.

N owt, I do not think that is permissible legislation.
Senator H it c h c o c k . May that money stringency be overcome by 

the issue of asset currency under this bill?
Mr. M o r a w e t z . That is the very point. It can not be. I f the 

banks stay out. the reserve banks would not be strong enough, if 
they can be formed at all—they won’t be strong enough to issue the 
requisiste amount of these new notes to take the place of the national-
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bank notes which must be withdrawn, because you will observe for 
every one of these notes that may be issued the reserve banks must 
put up an equal amount of the prescribed collateral and, in addition, 
a reserve in lawful money equal to 33-J- per cent of the notes. The 
fact ought to be recognized that the cooperation of the banks is es
sential in order to make this plan a success, and the banks will give 
their cooperation if they are given half a chance; but I think it is 
due to them, it is due to the country, that the Government should 
try to put this plan through with the cooperation of the banks and 
not force it upon them in the first instance. First establish these re
serve banks with the cooperation of such of the banks as are willing to 
join, and then let Congress, which always will have the mastery, 
deal with such of the banks as refuse to come in.
. Senator O ’G o r m a n . Would you permit the banks that refuse to 
come in to avail themselves of this rediscount privilege?

Mr. M o r a w e t z . Certainly not. Only the banks which come into 
the plan and become members should have these privileges. I have 
not a doubt that practically all of them, particularly the big banks 
that I have come in contact with, will gladly come into this plan 
at considerable sacrifices, if it is made economically sound.

Senator O ’G o r m a n . Y ou see it would be quite difficult to exclude 
nonparticipating banks from the privileges of the rediscount sys
tem, inasmuch as they could, by indirect and not entirely illegitimate 
methods, pass their paper on to a bank that is a member of the sys
tem and that bank would in turn enjoy the advantages of the redis
count features of this system.

Mr. M o r a w e t z . It might be so if the member banks join with the 
banks that are not members to defeat the purpose of the bill.

Senator O ’G o r m a n . It is fair to say in this connection, Mr. Mora
wetz, that a number of bankers who have testified before you have, 
without any reservation, expressed the opinion that this plan, if de
vised, should have all the national banks in it, and they favor the 
compulsory feature of the proposed bill which compels them tc 
come in or surrender their charters. It has been stated, in that same 
connection, that bankers are, of course, like other people and, if it 
is entirely optional with them to come in or stay out, they would be 
likely to defer their coming in at all events until some one else experi
ments, and that, in that wray, it might be difficult to complete this 
system within any such period as the authors of the bill hope it would 
require.

Mr. M o r a w e t z . I agree that all the national banks should be re
quired to come into this plan, but I think that this requirement 
should not be imposed by Congress until it can be done with safety 
to the country. And it can not be done with safety to the country 
until after you have established the reserve banks and assured the 
success of the plan. It is possible, it is probable, that if you do not 
make this plan compulsory, but make it permissive merely, there will 
be established, at the outset, only three or four of these reserve 
banks. Under a permissive plan, I  am confident, a strong reserve 
bank would be established in the eastern part of this country, New 
York, Boston, Philadelphia, and the neighboring cities. There would 
be enough banks there to iorm a strong regional reserve bank. I 
mean enough would come in.
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Senator O ’G o r m a n . D o you mean by that one bank in that ter
ritory ?

Mr. M o r a w e t z . One for that territory. I  believe that another 
bank could be formed without the compulsory provision, in and 
around Chicago; another one could take care of the Central West, 
and another one on the Pacific coast.

Senator O ’G o r m a n . Well, now, are you sure as to that Pacific coast 
proposition?

Mr. M o r a w e t z . I am not sure as to the Pacific coast proposition.
Senator O ’G o r m a n . Would it not meet your view, as you have in

dicated during the day, to start out first with the reserve board in 
Washington, and then three regional banks to take the place of the 
banks in the central reserve cities, New York, Chicago, and St. Louis, 
and leaving the power confided to the reserve board to provide for 
one, two, or three, or possibly a greater number, ultimately, of reserve 
banks in excess of the initial number, as the needs of the country 
seemed to require and as the disposition of the country banks ap
peared to be favorable to the plan?

Mr. M o r a w e t z . I should start with authorizing the central board 
to organize five of these banks, one for the Northeast, one for the Cen
tral West, including Chicago, one for the Pacific coast, one with its 
headquarters in St. Louis for the South and Southwest, or possibly 
one in St. Louis for the Southwest and another one in the South for 
the Southern States—the old Southern States. That would be five. 
But I should put the plan in operation as fast as any of these five 
banks should be organized. I f three only should be organized, let it 
start with three.

Senator O ’G o r m a n . Or if one or two?
Mr. M o r a w e t z . Yes.
Senator P o m e r e n e . Would you have those three cover the entire 

country or only sections of it?
Mr. M o r a w e t z . Only sections of it.
Senator B k i s t o a v . Then would you have a double head and operate 

the old system in one part of the country and the new system in 
another ?

M r. M o r a w e t z . I do not think there would be any difficulty. 
Simply the banks in those sections in which a regional bank had not 
been established would be in the position of nonassenting banks. 
There would be no difficulty.

Senator W e e k s . Y ou speak with considerable confidence o f what 
would be done in the East and the Middle West. Do you think that 
could be done unless changes were made in the pending bill?

Mr. M oraavetz. Certainly not. I think changes would have to be 
made in the bill—changes* not to benefit the banks financially, but 
changes which experienced bankers deem necessary to sound banking.

Senator W e e k s . That is substantially what you are pointing out, 
or what you are intending to point out—the changes you think neces
sary or desirable?

Mr. M o r a w e t z . Yes, sir.
Senator W e e k s . N o w , do you not think. Mr. Morawetz, we have to  

use the greatest care not to produce confusion and uncertainty o f  
what is going to come from this legislation or when it is going to take 
effect ?

Mr. M o r a w e t z . Assuredly.
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Senator W e e k s . Otherwise, is there not going to be a natural con
traction and hesitation and stopping of business enterprises of the 
country ?

Mr. M o r a w e t z . I believe that is going to happen no matter what 
legislation you pass, and I think that a great many of the voters o f 
this country will charge the legislation which is passed, whatever 
it may be, with being the cause of it.

Senator W e e k s . Y ou recognize we have a very delicate proposition.
Mr. M o r a w e t z . Y ou have a delicate proposition and you have a 

delicate situation to deal with.
Senator W e e k s . And we ought to be quite sure of what Ave are 

doing before we do it?
Mr. M o r a w e t z . Certainly.
Senator B rtstow . N o w , Mr. Morawretz, before you leave that point: 

You spoke of starting with three, possibly, and adding the others 
later. I f it will come in nowT as part of your remarks, just as well, 
what objection would you have to the Federal board which is created, 
having the immediate charge of the Federal bank itself?

Mr. M o r a w e t z . You mean to establish a central bank which is to 
be managed by the Government?

Senator O ’G o r m a n . B y  the Federal board.
Senator B rtstow . B y  the Federal board.
Senator O ’G orm an. O f  seven commissioners.
Senator B r is t o w . Yes; of seven commissioners. This is the idea I 

had in mind, and that is, that this board which will not have any 
ex officio officers—I do not think there ought to be any Government 
officers on the board—but let them be in the active management of the 
bank itself so that they are coming in direct personal contact w7ith the 
operation of the business and thus understand it. I do not say a 
centra] bank, because according to my view it would not be a central 
bank; it would be a Federal bank.

Senator O ’G o r m a n . A Federal bank of discount and reserve.
Senator B r is t o w . A bank of discount, a bank of reserve, and a 

bank of deposit of Government funds, and any reputable banking 
concern which has the proper assets could discount those assets at 
this bank, and let its operation be extended to the various sections of 
the country so as to meet the convenience of the people.

Now, what objection would you see to that?
Mr. M o r a w e t z . Well, that is, in substance, the central bank or the 

Aldrich plan over again.
Senator B r is t o w . No. Now, I beg your pardon; you do not under

stand. This we will have now is the Aldrich plan with the head 
cut off. We have now, with the Aldrich plan, a bank managed by 
bankers, owned by bankers, operated by bankers—a private enter
prise so far as the regional banks are concerned. Now, the central 
bank of the Aldrich plan has been left out, and in lieu of it a 
Federal reserve board of supervision has been created. Now, in sub
stitution for that plan, I w ôuld create a bank that is not owned by 
the bankers, that is not operated by the bankers, but that is owned by 
stockholders and operated by the Federal Government for the con
venience of the banking system of the country, but not controlled by 
the bankers at all.

Mr. M o r a w e t z . I  understand. It is to be a central institution or 
central bank, the capital of which is to be furnished by private indi
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viduals, if you please, anybody who wants to take stock in it or will 
take stock.

Senator O ’G orm an. Preferably by the banks who want to come 
into the system.

M r . M o r a w e t z . They are not to have a vote in it, but it is to be man
aged by the Government itself through this board.

Senator B r is t o w . The subscriptions will be wholly voluntary. 
Now, it is not a central bank, and I will tell you why: A central bank 
is the center of a banking system, connected up, and it is the head 
and the center. Now, it is not proposed that this shall be the center 
of a banking system, but this shall be a Federal institution which will 
come to the relief of the banking system of the country, the demo
cratic system which now exists, when such relief is needed.

Mr. M o r a w e t z . Of course, it is all a question of definition, whether 
you call that a central bank or not. I should call it a central bank; 
it performs the functions and is very similar, in substance, to several 
of the great central banks in Europe which are managed by gov
ernment appointees.

Senator B r is t o w . I guess there is but one, and that is the Bank 
of France ?

Mr. M o r a w e t z . The Bank of Germany.
Senator B r is t o w . The system we are now discussing is more nearly 

like the Bank of Germany than the one suggested by the question.
Mr. M o r a w e t z . I do not think so, but that is of no consequence.
Senator B r is t o w . Is the Bank of France called a central bank? 

That is, the Bank of France, is it not?
Mr. M o r a w e t z . It is generally called a central bank; yes.
Senator B r is t o w . I have never heard it called the central bank; I 

always heard it called the Bank of France.
Mr. M o r a w e t z . That is a question of definition. I consider it a 

central bank, a large central institution which is the principal de
pository of the bank reserves, and whose function is not primarily 
to make money for its shareholders but to act as the balance wheel 
of the banking institutions of the country and to keep the finances of 
the whole country sound and safe. But that is a matter of definition. 
This is one of the points I expected to take up later, but I will take 
it up now. To my mind, the particular objection to any such scheme, 
which I call a central-bank scheme for the United States, is that it 
would inevitably result in sectional controversies and inject politics 
into the management of the whole system. In European countries 
banking and currency questions never have been considered political 
questions. In this country banking and currency questions have been 
considered as fit subjects of party politics from the beginning of the 
Government up to the present day. The First Bank of the United 
States ended in 1810 or 1817 in bitter political controversies and in 
the dissolution of the bank. The Second Bank of the United States 
ended in the so-called bank war in Jackson’s time, and the bank 
was dissolved, not because it was inefficient or because it was not a 
useful institution but because the banking question was seized upon 
by the two political parties as a suitable political issue, and Mr. Clay 
and Mr. Jackson made it the principal issue of their presidential 
campaigns. After the war we all know that the question of the 
issue of our Government notes became a political question—not an
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economical question, to be dealt with on its merits. Sections of the 
country wanted the National Government even to pay the interest on 
its bonds in its own depreciated paper currency. Then for 12 years 
the silver question was the principal issue between the political 
parties—I mean the free coinage of silver at 16 to 1. After that 
we had the compulsory guaranty of bank deposits as the principal 
issue of a presidential campaign, and now this very question—this 
very bill wre have before us—is a party measure and, possibly, will 
have to be forced through by party caucus.

Senator O ’G o r m a n . There is no substantial sentiment, of which 
I am aware, justifying that last conjecture of yours.

M r . M o r a w e t z . I hope it may not be so; but I was going on to say, 
if it should be so, I do not blame anybody; I do not think anybody 
here should be blamed. It is the result of the conditions which have 
prevailed in this country from Washington’s time down. It is be
cause the people of this country have chosen to treat banking and 
currency questions as fit subjects for party politics. What I am 
leading up to is this: The moment you have a central institution 
which is to dispense credit or take care of the banks throughout the 
country you immediately will have sectional demands made upon the 
central institution. At sometimes the South will want this central 
institution to lend credit to the banks of the South, so that they can 
help the planters to corner their cotton; at other times the West will 
want credit from this central institution to help the farmers to carry 
their products. And so it will be impossible, if you have a single 
central bank or central institution in this country, to avoid these 
sectional differences and sectional controversies, and the moment 
sectional differences and sectional controversies arise party politics 
will seize upon them and make them political issues.

Nowt that, to my mind, is the principal reason why one central 
bank or central institution for the whole of this country is unwise. 
It is wholly unnecessary. You can avoid these sectional differences 
by dividing the country into districts each as big as any country in 
Europe and quite big enough to have a central bank of its own. The 
central-bank system lias been tried and has been found to work per
fectly in every country in which it has been tried. The principle of 
the system unquestionably is sound. I would simply apply that prin
ciple, and you will have to apply it if you ever have sound banking 
in this country, but I would take each great division of this country 
separately and give it its own regional central bank.

Senator B r is t o w . Mr. Morawetz, suppose we do that. You have 
presented your views clearly, I think. Suppose we do that. Then 
do you favor giving the central board, wrhich wTe create here in 
Washington the power to compel one regional bank to discount the 
paper of another regional bank?

Mr. M o r a w e t z . I am convinced that it wrould not be wise to give 
the Federal board this power. I should grive the Federal board some 
powers wrhich are not given it by this bill, but I should take away 
that particular power to which you refer. I f  I believed that it was 
necessary to give the Federal board the power to hand over the re
serves of one regional bank to another bank, I should consider the plan 
unsound. I f  these regional reserve banks are not strong enough to 
stand independently without giving that powrer to the Federal
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board I should consider that they were not adequate to serve the pur
poses for which they are created, and the whole plan, in my eyes, 
would stand condemned. But I believe that if you establish not more 
than five of these banks they would be strong enough, and they would 
serve all the purposes for which they were created without giving 
this power to the Federal reserve board.

Senator B r is t o w . I f  it is necessary to give that power to the 
Federal reserve board then the Federal reserve board would become 
the tyrant of political attacks, unless upon the request of a regional 
bank it would call upon some other regional bank to discount its 
paper. Now, the South might be in need of help.

Mr. M o r a w e t z . Yes.
Senator B r is t o w . New York or Chicago might think they could 

not spare the help which the South wanted, and decline, because they 
would feel their own section of the country needed all the resources. 
The South would appeal to the Federal board to require them to do 
it, and this would at once precipitate the political controversy which 
you seek to avoid, it seems to me.

Mr. M o r a w e t z . Exactly. And, furthermore, I  think that provision 
would lead to unsound banking. It would be an invitation to some 
of these banks to rely upon the Federal board to help them with the 
reserves of other banks; and furthermore------

Senator S h a f r o t h  (interposing). Do you think they would do 
this, Senator Bristow, in view of the fact that each one of the re
serve districts has a right to present the bank paper to the reserve 
bank and have money issued on it? What is the use of going to 
another bank?

Senator B r is t o w . But the authority is in the bill; and Mr. Vander- 
lip and others have said that they believed that authority was neces
sary.

Senator S h a f r o t h . Well, it may be necessary in very extreme 
cases; but I do not believe it would be necessary one time in a year.

M r . M o r a w e t z . With great deference to these gentlemen, I  be
lieve it is not necessary.

Senator P o m e r e n e . I was going to ask you a question in that con
nection. As I understand, your position is this: That each of these 
regional banks, when organized, would have sufficient strength and 
power of itself to meet the demands of that particular section. Now, 
if that be so, then what harm could come from giving the Federal 
reserve board the right, in the event that an emergency should arise, 
to transfer from one regional bank to another?

Mr. M o r a w e t z . Each of these regional reserve banks, if properly 
managed, would be strong enough. But if you are going to start 
in by saying, “ Go on, if your reserves fall short; if you extend your
self too much we will help you by turning over some of the reserves 
of the New York banks or of the Chicago banks,” you are going to 
make unsound banking; and furthermore------

Senator P o m e r e n e  (interposing). Well, for what reason would it 
be unsound banking?

Mr. M o r a w e t z . Because they would be too free with their dis
counts. They would not keep up their discount rate to the proper 
point to prevent overextension in their sections of the country.

Senator S h a f r o t h . I f  there were only one central bank, however, 
they would practically do the same thing, would they not? They
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could take from the reserves of the central bank and say, 44 New Or
leans needs more than this, and we will give it an undue proportion.”

Mr. M o r a w e t z . Yes.
Senator S h a f r o t h . Or they may say, “ California needs more and 

we will give it to them.” And under one central bank it would 
have exactly this same power.

Mr. M o r a w e t z . That would result in the sectional controversies 
which I want to avoid. And so this provision, I think, would lead 
to sectional controversies and ultimately would introduce politics 
into the situation.

Gentlemen, this country under its present system, without any 
regional banks or central bank, has prospered beyond all other 
nations. We have had occasional panics. Most of these panics 
were due to unsound currency conditions which no longer exist. 
Our currency to-day is all as good as gold, and there is no danger—  
if it is not increased—that any of it will ever become less valuable 
than it is.

All that is needed now, in my judgment, to prevent a recurrence 
of this scramble for money is to centralize to some extent—not whollyr 
but to centralize to some extent—the reserve money, so that it will be 
available when and where it is most needed. And that is the object 
of these regional reserve banks.

My advice would be, as I have stated, to limit the number of the 
banks to five; to establish them as fast as you can get them estab
lished by the voluntary action of the banks; and then, after you have 
your plan in working order, take up the question what shall be 
done with those banks which stay out. I think, ultimately, they 
ought to be coerced into coming in, but only after you have estab
lished a successful plan, and after this great difficulty of the present 
situation has been provided for—the difficulty arising from the out
standing national-bank notes. You can not dissolve any considerable 
number of these national banks until you have made adequate pro
vision, through the regional banks, for the issue of currency to take 
the place of national-bank notes which wiU be redeemed.

Senator B r is t o w . Mr. Morawetz, you approve, as I understand, 
the appointment of this Federal board by the President, so that it is 
an appointive board?

Mr. M o r a w e t z . I believe that if this system is adopted there should 
be a central board appointed by the President with the fullest su
pervisory powers, and also certain powers of controlling the opera
tion of the banks. But these powers of control—these discretionary 
powers—should be strictly limited in such a way as to keep out sec
tional controversies and so as to prevent politics interfering with the 
operations of the board.

Senator B r is t o w . Well, if this central board is the supreme and 
superior authority, and if it is appointed by the President------

Mr. M o r a w e t z  (interposing). On certain subjects only.
Senator B r is t o w  (continuing). Yes. Now, it seems to me—this 

is my view of it; it may be erroneous, of course, but I very firmly 
believe that the real authority in the management of this system— 
that is, the practical authority—exists in the board of management of 
the regional banks.

Mr. M o r a w e t z . It ought to be there.
Senator B r is t o w . N o w , why should not--------
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Mr. M oraavetz (interposing). Yon say the board of management 
of the regional banks. I)o you mean the board of directors of each 
bank ?

Senator B ristow . Yes; of each bank. That is the real governing 
force in this system. The other authority is off here in Washing
ton—not in direct contact with the system. Of course, there may 
be complaints here and there, and it interferes with the system 
more or less. It might manage it wisely and it might not; but why 
should not the Government appoint the board of directors of the 
regional banks if these regional banks are to be the real controlling 
factor in the administration of the system?

Mr. M oraw etz. Because I do not think that such a management 
by Government appointees would be a good management. There 
have been cases in which the Government has appointed directors 
of Pacific railroads. You remember there used to be Government 
directors of some of the Pacific railroad companies," such as the Union 
Pacific. But I think that all railroad men will agree that the Gov
ernment directors were not helpful to the good management of those 
railroad companies.

Senator B ristow . They were political appointees, were they not?
Mr. M oraw etz . I am simply stating a fact.
Senator B ristow . Well, if it is wise for the President to appoint 

the supreme board, with authority in theory, why should not he ap
point the managers who have authority in fact?

Mr. M oraw etz . It is all a question of fact, not of theory. Now, as 
a fact, there is no doubt in my mind whatsoever that the business 
management of these institutions should be in the business men chosen 
by the banks. I think you would then have a good management. 
But the supervision of these institutions should be in the hands of a 
Government board, which should consist wholly of appointees of the 
President, and upon which the banks should not be represented.

Senator B ristow . Well, that is similar to the authority which the 
comptroller has over the present system.

Mr. M oraw etz . Yes; and something more.
Senator B ristow . Yes; and something more. That is a theoretical 

supervision; and where something radical goes wrong, he takes pos
session—but it is after it has gone wrong.

Mr. M oraw etz. That would not happen here. The comptroller has
7.000 and odd banks under him. Here there would be five; and you 
would have a body of eight first-class men, I hope, who would be 
appointed by the President, by and with the advice and consent of 
the Senate; and they would be in constant direct communication with 
each of these institutions and would have wider powers than the 
comptroller has over the individual banks now.

Senator B ristow . Mr. Morawetz, my object ion to Mr. Aldrich’s plan 
was that it was controlled by the banks, and that the central bank, 
which was the central authority and for which in this plan the cen
tral board has been substituted—was chosen by the banks; and I be
lieve that certain great interests would control this institution so as 
to promote their desires when occasion required it.

And I believe that the country is against the plan suggested by 
Mr. Aldrich, because the country believes it would be controlled by 
selfish interests to serve their own purposes.
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Now this system takes away the central bank and substitutes a 
board. But it centers the real control which the central bank under 
the Aldrich system had, in regional banks, and leaves the control of 
those regional banks exactly where Mr. Aldrich would put it in his 
system.

So my objection to this is that, instead of preventing the thing 
which the country feared would happen in Mr. Aldrich’s bill, will 
actually happen by the control of the regional banks in this b ill; and 
it is altogether------

Mr. M orawetz (interposing). I frankly must say that I think you 
are conjuring up a specter of the imagination.

Senator B ristow . Well, then, what is the objection to Mr. Aldrich’s 
system ?

Mr. M oraw etz . I will come to that in a moment. These regional 
banks—what will they control ? All they are there for, and all they 
are to accomplish is, to introduce a bond of unity among the scattered 
banks of the district to enable them, in a measure, to pool reserves, so 
that, in case of stress, or trouble, the reserves will be available to stave 
off a run upon individual banks, or a panic of any kind, and to fur
nish a general market for commercial paper, so that the banks will 
not be obliged to loan so much on stock-exchange collateral.

It is, to my mind, not a centralization scheme at all. It is a most 
democratic scheme. It is to help to strengthen the individual banks, 
the small banks particularly, and to make their credit—the whole of 
their credit—available for the commerce of this country, instead of 
forcing the individual banks to tie up a considerable part of their 
resources in railroad bonds and in stock-exchange loans.

Senator B ristow . Well, why could not all that you have said in 
behalf of these regional banks be said in behalf of Mr. Aldrich’s sys
tem of organization?

Mr. M oraw etz . It could, sir; it could. The fault of the Aldrich 
plan or of any central plan, as I have endeavored to point out, is that 
it inevitably will introduce sectional controversies and party politics 
into the management of the wThole business.

Now, I brush aside as of minor importance in the Aldrich plan 
the controversy as to who shall control the board of directors of the 
central institution. I know that there are many who believe that 
some of the rich men of this country who would in some way, by 
hook or by crook, get control of that board of directors. I do not 
think so myself. I think the greater danger under the Aldrich plan 
was that the scattered small banks throughout the country—the 
country banks—would get the control of the management and that 
unsound banking practices—possibly inflation—might be the result 
under the Aldrich plan.

But, it is not a question of that; I do not care wrho controls the 
central institution. I f  it wTere controlled by individuals to-day, next 
year you would have the Government step in and take charge because 
sectional controversies would certainly arise. You never could work 
in this country a single central institution which would have to 
establish a uniform discount rate for all the country, or different 
rates for different sections, under any central bank, without having 
sectional controversies occur.

Senator B ristow . Well, it has been alleged, and we are urged to 
pass this bill because it is alleged, that it will break up what is com
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monly termed the “ Money Trust ” ; and that the intention of this leg
islation is to break up the control of credits that has been complained 
of, and that this legislation is intended for that purpose. Well, Mr. 
Bryan, the Secretary of State, in his speech which he delivered at 
Waterloo, Iowa, has stated, last week, that that was what this legis
lation was intended to do. And he intimated that those of us who 
were insisting upon examining the subject with some care, before we 
approved or disapproved the legislation, were simply the agents of 
Wall Street in undertaking to delay legislation, because it was legis
lation that would interfere with the operations of Wall Street.

Now, with such eminent authority as that making such statements 
as that, it seems to me that we can not ignore the fact that this 
legislation is primarily intended, at least, to free the country from 
what it is believed to be the controlling authority of certain great 
financial interests. Well, if that is the case and these interests are in 
control of the regional banks------

Senator O ’G orman  (interposing). Will you permit an interrup
tion there, Senator Bristow ?

Senator B ristow . Certainly.
Senator O ’G o r m a n . Y ou know that the authors of this bill have 

never stated that that was the purpose of this legislation. They have 
invariably claimed, and I think correctly, that the only need of this 
legislation is to provide a system whereby the elasticity of our cur
rency can be promoted and whereby the metallic reserves of the coun
try can be concentrated—mobilized.

Senator B ristow . That is true. I  think that is true. B ut this 
other element has been------

Senator O ’G orman  (interposing). Injected.
Senator B ristow  (continuing). Very forcibly, in a way, injected 

into this question. The papers have been full of it and it leads me to 
inquire if that is the purpose of this legislation, then should we not 
undertake to provide against that evil? And I maintain that with 
the banks in control of the actual authority, by having control of the 
regional board, they are just as much in authority now—will be 
under this law—as they otherwise would be.

Mr. M o raw etz . Oh, no; not at all, in my judgment. This plan 
makes careful provision for keeping the control of each regional 
reserve bank out of the hands of any clique of banks. The division of 
the board into three classes of directors, and the division of the banks 
into groups for purposes of election, would wholly eliminate any 
danger of that kind. The few big banks, in Newr York, for instance— 
and those are the ones which I suppose are the “ niggers in the wood
pile ”—would have very little to say in choosing the board of direc
tors of the regional reserve bank which is to control them.

Senator B ristow . Well, now, Mr. Morawetz, you are a practical 
man, and I try to be one. Do you not think that the influential 
bankers in these regions will control the election of these directors?

Mr. M oraw etz . I do not.
Senator B rtstow. What makes you think they will not ?
Mr. M oraw etz . Because of my general knowledge of mankind 

and of the conditions existing.
Senator B ristow . D o you not think they would like to control ?
Mr. M oraw etz . Oh. yes; anybody would.
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Senator B ristow . Yes; any great banker would like to have con
trol of the management of this great institution with which he is 
doing business.

Mr. M oraw etz . Yes.
Senator B ristow . N o w , has it not been your experience that a few 

powerful men can carefully organize an election and control it—or a 
convention and control it?

Mr. M oraw7etz . Sometimes, if it is not too big.
Senator B ristow . Did you ever see a convention so big that a few 

powerful men could not control it ?
Mr. M oraw etz . Oh, yes; I have seen a good many unexpected 

results happen at presidential conventions. [Laughter.]
Senator B ristow . Yes; unexpected; that is true. But, nevertheless, 

the powerful men ŵ ere there. It has been suggested—and I think 
with a good deal of practical sense and judgment—that men thor
oughly familiar with our region of the country can name now the 
men who would control the election of the board of directors of the 
regional bank. I think that a few of us can tell who will be in con
trol of the regional bank out in that section where we live.

Senator O ’G o r m a n . Are they good men ? [Laughter.]
Senator B ristow . Yes; they are good men. But I think they have 

certain interests that they would protect first, and they would think 
they were doing the right thing in doing that; but it would be their 
interests wTith wThich they had a personal connection, which they 
would protect first.

Now, it is advocated by those who stand for these regional banks 
and their methods of electing directors, that it is a very democratic 
way of electing these boards of directors.

It has been my lot to attend a good many county and State con
ventions ; and in a county or State convention every delegate has one 
vote, whether he comes from a township and is simply a farmer or 
whether he is a great lawyer living in the city; they are all on an 
-equality; every man has one vote.

But it would be idle to say that the innocent farmer that conies up 
from the township has as much influence in the control of the action 
o f that convention as the strong, aggressive man from the city.

Mr. M oraw etz. Of course, intelligence everywhere ought to have, 
and does have, more influence than ignorance. This country would 
go to ruin in a very short time if superior ability did not give supe
rior control, superior power. It ought to be so.

Senator B ristow . N o w , in managing a convention— and this is a 
convention that is to elect the directors—intelligence plays a great 
part, of course, and it should do so. I do not want to discredit in
telligence. But Sam Smith will say to John Jones, “ You fellows 
down in your part of the county support our man for clerk of the 
court, and we will support your man for county superintendent.”

And they fix up a slate the night before the convention meets; and 
the next morning it goes through—unless some clog gets in the wheels 
unexpectedly.

Senator O ’G o r m a n . I s that the way they do it in Kansas, Senator 
BristowT ? [Laughter.]

Senator B ristow . That is the way they do it everywhere— New 
York, California, and Texas, and everywhere else.
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Senator S h afr o tii. They do not do it when the direct primary 
comes into effect.

Senator B ristow . N o w , in order to avoid the evils which have

?^rown up in our political life under that system, the direct primary 
ms been injected in and made a part of our political institutions. 

N owt, we propose here in this bill, in selecting directors of this power
ful institution that is to control the currency and banking system of 
a vast region, the old method. There has not been a method used by 
a political boss for 50 years that can not be used effectively in the 
selection of these directors, in my opinion.

Mr. M oraw etz. I do not agree with you as to that. I think this 
is a very democratic system which will work perfectly, and I think 
the other system of having the management appointed by the Gov
ernment will be sure to inject party politics into the selection of thê  
directors and to introduce every vice which you very justly wish to 
exclude. I think it would have just the effect which you wish it not 
to have. However, of course, that is merely a matter of judgment.

Senator B ristow . I do not believe I have gotten your reasons 
clearly as to wThy it is desirable to appoint the general supervising 
board and not to appoint the actual operating board.

Mr. M oraw etz . Because the one is a business board having the 
business management of this banking business and the other is a 
supervisory board, with only very limited powers of direction con
ferred upon it for the protection of the general interests of the whole 
country.

Now, under this plan each reserve bank is required to pay the notes 
of any other reserve bank which comes to it and is to collect them 
from the issuing bank. There is no provision in this bill which 
would enable the paying bank to recover from the issuing bank the 
costs of exchange and the loss of interest. I think that ought to be 
covered. Under this plan if the New York reserve bank should issue 
a million dollars’ worth of notes and those notes should be sent to 
California, the California bank would have to hand out a million 
dollars of its gold or lawful money and it would have to then reim
burse itself by sending the notes to New York and getting its gold 
back, and it would have no recourse under this bill for the exchange 
or loss of interest. That certainly is a defect which ought to be 
covered.

Senator H itch co ck . There is a provision in the bill under which 
the San Francisco bank could charge those notes to the Government 
account.

Mr. M oraw etz . I f  it has a Government deposit there, and then the 
Government would lose. It would stand in the breech.

Senator H itch co ck . The Government would then be required to 
demand payment of those notes from the New York bank?

Mr. M oraw etz . Yes. But there is another provision in the bill 
which requires a reserve bank to receive at par as a deposit checks 
drawn or drafts drawn on other reserve banks. That is subject to 
the same criticism. It is not fa ir; it is not wise.

It seems to me that an essential feature of this plan is to require 
these reserve banks to establish a clearing house, and each reserve 
bank to keep a part of its reserve in that clearing house, not for 
banking purposes, but to settle balances that can not be cleared,
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whether they be upon notes or other claims, such balances to be 
charged to the several banks with proper charges for exchange* 
That, however, is a practical matter which the banks would easily 
and readily work out for themselves. All that would be required 
is to give them authority to do this under regulations to be approved 
by the central board.

Now, my judgment is that inasmuch as all these provisions relat
ing to the note issues are very imperfect, and I think practically 
unworkable under the present bill, the best course would be to strike 
out of the present bill not only the provisions dissolving the banks 
which do not come in within a year, but also all the provisions re
lating to note issues, and to take up these subjects at the next session 
of Congress, or within a short time after the organization of these 
banks. I do not think that provision for the issue of additional 
notes is at all necessary. The United States has, as I pointed out 
this morning, a superabundance of paper currency. We have more 
uncovered currency, more currency which is not gold, than any other 
country in the world, not only absolutely but also in proportion to 
our supply of gold and per capita of population.

Senator P o m erene . That has probably answered the question I was 
going to ask you as to whether or not the ratio between the paper 
currency uncovered in this country and the gold was greater or less 
than the ratio between the paper currency and gold in the other 
countries.

Mr. M oraw etz . Much greater in this country. It is about twice 
as big in this country as in any other great country. We have out
standing, year in and year out, more uncovered paper currency than 
any of the great countries of Europe when its currency is expanded 
to its utmost.

Senator S h a fr o th . D o not the Dominion notes o f Canada have a 
reserve of only 25 per cent behind them ?

M r. M oraw etz. Yes; I will take that up in a moment.
Senator P om erene. I s not our commerce very materially different 

from that of the other countries,'so that we really need more of the 
currency ?

M r. M oraw etz . I speak of the ratio between the paper and the 
gold. We do not need as much currency for circulation as does 
France, where nearly all the debts are paid in currency, and not by 
check. But in England they have practically no paper currency at 
all. There are outstanding £18,000,000—under £18,000,000—under 
$00,000,000 of Bank of England notes, issued against Government 
deposits. Every other Bank of England note is issued against an 
equivalent amount of gold locked up in the vaults of the bank, and 
specifically set apart for its payment. So that Bank of England 
notes, for practical purposes, are the same as our gold certificates. 
Therefore in England there is gold enough to cover the currency for 
practical purposes. Yet England is the principal center of com
mercial credit for the whole world, and it is also the principal source 
from which the whole world draws gold when gold is needed. How 
do they do it? Simply because they have a proper reserve back in 
the Bank of England. It is not an enormous institution, but it is a 
properly managed reserve bank, such as we want to establish under 
this bill. The Bank of England is sufficient to keep financial condi
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tions sound and strong in England, and is sufficient to enable England 
to maintain her supremacy in commercial credits and in money trans
actions throughout the entire world.

In my judgment, if this bill is right, if it is worked out correctly, 
conditions in this country would be perfectly safe and sound without 
providing for the issue of another dollar of paper currency.

However, in urging------
Senator H itchcock  (interposing). Will you discuss, for a mo

ment, the paper currency of France and Germany as you have dis
cussed that of England?

Mr. M o raw etz . The system in France and in Germany, of course, 
is different. The Bank of France and the Imperial Bank of Ger
many have the power to issue notes, asset currency, to a limited ex
tent ; but they use that power very sparingly.

As I have stated several times before, they never, under any cir
cumstances, have as much uncovered paper currency in those coun
tries as we have outstanding year in and year out. Each one of these 
banks is managed as a reserve bank ought to be, and I hope as these 
banks are going to be managed. They use their power of issuing 
notes solely as a means of keeping the financial situation in equi
librium throughout the country.

Senator H itc h c o c k . I s there any real restraint upon the Imperial 
Bank of Germany in the issuing of notes except that they must 
always keep a reserve of 33  ̂ per cent ?

Mr. M oraw etz. Thirty-three and a third per cent. When they get 
beyond a certain point they have to pay 5 per cent tax.

Senator H itch co ck . Does that not seem to be a rather moderate 
limitation? Is there anything very stringent there?

Mr. M o r a w e t z . No; but, gentlemen, a tax is not necessary in Ger
many, because the management of that bank would not dream of put
ting out notes merely to make money, and the tax is not really neces
sary to deter them from putting out notes when notes ought not to be 
put out.

Senator H itch co ck . At the time that Germany had her reserve 
below 40 per cent, how much uncovered currency did that involve?

Mr. M oraw etz . I do not know the figures.
Senator H itch co ck . Y ou are sure it would be less than we have?
Mr. M oraw etz . Oh, yes; much less. I have forgotten just what 

those figures are. I think about one-half as much as we have, per 
capita.

Senator H itch co ck . In France the limitation is a little less than 
6,000,000.000 francs; a little below 6,000,000,000 francs?

Mr. M o raw etz. Yes; but they carry an enormous reserve of coin 
in the Bank of France, as you know.

Senator H itch cock . Our uncovered currency is about $200,000,000 
of greenbacks------

Mr. M orawetz (interposing). $200,000,000 of greenbacks, $600,- 
000.000 of silver, and $725,000,000 of national-bank notes.

Senator H itch cock . Germany has a great deal of silver?
Mr. M oraw etz . Not nearly so much. France has more silver in 

proportion than Germany.
Senator H itch co ck . In speaking of uncovered currency I sup

pose you are only referring to demand currency ?
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Mr. M oraw etz . I am speaking of all currency which has to be 
kept up to the gold standard. Silver, except subsidiary silver, is 
exactly the same, for practical purposes, as paper.

Senator P om erene . I have been informed that the actual per 
capita, circulation in France, and by that I mean in actual circula
tion, is about $40 per capita. In this country, while nominally we 
have about $33 or $34 per capita, as a matter of fact we have only 
about $17.70 per capita actual circulation. I mean that, taking the 
reserves from the total money of the country, which is in fact not in 
circulation.

Mr. M orawtetz . About $17,1 think, is right. But you understand 
the reason for that is that in this country we pay largely by checks. 
In France scarcely anything is paid by checks. Every tradesman 
always collects payments and makes payments in money.

Senator H itch co ck . Y ou recommend that this bill be passed after 
striking out the clause authorizing the issuance of additional cur
rency ?

M r. M oraw etz. I  recommend—I think really the wisest course 
would be to do that, with the intention of dealing with the currency 
question separately at the next session of Congress.

Senator H itch co ck . In that case the reserve banks would have 
nothing to loan to the member banks and nothing with which to dis
count the notes of member banks, except the reserve in the vaults.

Mr. M oraw etz . Except capital and deposits.
Senator H itch cock . Would there not be a tendency to produce a 

stringency by that process of moving these reserves from their pres
ent place to the new place and not authorizing the banks ŵ hich have 
been created to issue currency ?

Mr. M oraw etz . I do not think so. Of course you would not do it 
all at once. The transfers would be made gradually.

Senator S h af r o t h . There would be no currency, in that event, 
to take the place of the retired national-bank notes.

Mr. M oraw etz . There would not be any retired national-bank 
notes. They would remain outstanding for the present. You can 
not deal with the question until you have your divisional reserve 
banks successful and sufficiently strong to enable them to issue notes 
in place of such of the $700,000,000 of these notes as are retired.

Senator O ’G orm an. Where would your relief come from in a time 
of stress or in time of conditions such as we had in 1907 ?

Mr. M oraw etz . The relief would come through the use of the 
reserves which have been pooled in the divisional reserve bank.

The trouble in 1907 arose from the fact that whereas there was 
plenty of reserve money each bank locked up its reserve and was 
afraid to use it to help the weak banks.

Now if this reserve money has been in a central institution, in a 
divisional reserve bank, it would have been available, and we would 
not haves had the trouble. As a matter of fact, the trouble was 
stopped by this very process of pooling reserves through the clearing 
house. What you want to do is------

Senator H itch co ck  (interposing). Was there not something 
more than that ? Did not those clearing houses issue clearing-house 
currency which relieved the stringency ?
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Mr. M oraw etz . Yes; but it really was not that. The clearing 
house forced the banks to accept these orders upon each other, but 
if the currency had been in the hands of the clearing houses so that 
the clearing houses might have said, “ We will rediscount some of 
your paper; here is the money,” the trouble would have been avoided.

This bill, if it works at all—and it will work—will give us five 
banks working on the same principle as the Bank of England, and 
each one of these banks will have a territory five times as big as the 
Bank of England.

Senator P om erene . Mr. Morawetz, I think, in answer to a ques
tion a moment ago by Senator Bristow, you made a statement that 
you would take from the Federal board the power to make transfers 
from one regional bank to another, but at the same time you would 
give it certain other powers, but I do not think you went into that 
subject.

Mr. M oraw etz . Not yet.
Senator P om erene . Have you that in mind ?
Mr. M oraw etz . I have it marked down, and I will discuss it a little 

later.
Senator P om erene . I would like to have your suggestion.
Mr. M oraw etz . I recognize fully—I think anyone must recognize 

that these regional banks will have to be under very strict govern
mental supervision, and that certain discretionary powers must be 
vested in the governmental board. I think everybody must agree 
also that the greatest possible pains should be taken to exclude party 
politics from this central board.

Now, the bill as drafted here provides that of the four appointed 
members not more than two shall belong to the same political party, 
thus recognizing the likelihood of politics entering into it. It goes 
on then and provides that three of the seven members shall be ap
pointed by the administration. In fact, two of them are to be 
Cabinet officers. Now, it seems to me that is a most unwise pro
vision, because inevitably the result would be to make the adminis
tration responsible in the eyes of the people for the acts of this 
Federal reserve board. I strongly urge that all of the seven mem
bers of this central Federal reserve board shall be appointed by the 
President, by and with the advice and consent of the Senate, and that 
all the restrictions which are imposed by the bill in the selection of 
the members of this board be eliminated. We must trust somebody, 
and I think far and away the safest plan is to trust the President and 
the Sen‘ate to get good men for this board.

Senator H itch co ck . What do you mean by “ good” men? What 
type of men will they be? What qualifications should they have?

Mr. M oraw etz . Men of high character, who are not in politics, 
and who are not in the banking business.

Senator H itch co ck . For instance, would you appoint a lawyer 
who had never had any banking experience?

Mr. M oraw etz. There are a great many lawyers who have not had 
banking experience who, in my opinion, would probably fill this po
sition better than the average banker. The fact is, gentlemen------

Senator H itch cock  (interposing). Would you appoint a college 
professor ?
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Mr. M oraw etz . Not too many of them.
Senator H itch co ck . Would you think there should be upon the 

board any men who are familiar with the workings of a bank?
M r. M o raw etz . Yes; I think so. I think probably one or two of 

them. I think it is better that they should not all be ex-bank presi
dents. As a matter of fact, men of the------

Senator H itciicock  (interposing). Why would you object to prac
tical bankers?

M r. M oraavetz. I do not object to them, but I recognize the fact 
that the great majority of the successful bank presidents in the 
United States are routine men, who started in as clerks and worked 
their way up, and who really do npt know very much about finance. 
They know all about discounting paper and making loans, and they 
know the mechanical end of banking. Some of them, of course, are 
very able financiers, but I am speaking of the average. I think there 
are many successful bank presidents who would be wholly inadequate 
to fill this position.

Senator S h afr o tii. You were about to comment on the qualifica
tions of the lawyer as a member of this board, and you were stopped 
by a question. Will you go on with that?

Mr. M o raw etz. I was about to say that there are a great many 
lawyers who have acquired a general business knowledge which 
would make them eminently fitted for this position.

Senator B ristow . What about newspaper men?
Mr. M o raw etz. I do not know. I presume there are some news

paper men who might be fitted for the position. You can not, by 
any statutory definition, insure the appointment of good men to this 
office. You have got to rely on the President of the United States 
and the Senate, and there is no better reliance.

Senator H itch co ck . I was trying to get at your idea as to what 
class of men should be on this board, or what general qualifica
tions they should have. Should they be men of experience in the 
financial history of the world, for instance, and familiar with the 
history of banks of issue; familiar with the experience of Germany 
and France and England and Canada, and with world commerce, 
or should they be men who understand the details of the banking 
business, or should they be college professors and theorists ?

Mr. M o raw etz . They should not be college professors or theorists.
Senator H itciico ck . Would a professor of political economy be 

qualified ?
Mr. M oraw etz . No; I do not think so. His knowledge of political 

economy would not disqualify him, but, I think, perhaps he would 
not have sufficient practical business knowledge to enable him to fill 
the position.

Senator H itciico ck . Would you object to nominating the eight 
men in the record here ? [Laughter.]

Mr. M orawtetz . I should object; yes, sir.
Senator S h a f r o t h . You might start a boom for some of your 

friends. [Laughter.]
Senator O ’G o r m a n . Just in passing, Mr. Morawtetz, so we may 

keep this record straight, you are a lawyer yourself ?
Mr. M orawtetz . I am a lawyer.
Senator O ’G o r m a n . And you know something about banking?
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M r. M oraw etz . A  little.
Senator B ristow . N o w , it has been the practice in the national in

stitutions to appoint a Secretary of the Treasury who has been a 
banker and then let him choose his assistants from newspaper boys 
who have been useful about the Capitol. Do you think that would be 
a good plan for this board, or do you think that would likely happen 
in the creating of this board ?

Mr. M oraw etz . I do not think that would happen; no, sir.
Senator O ’G o r m a n . Not under Democratic administration.
Mr. M oraw etz . I think everything would depend on how this 

system is started, and I am satisfied, under the present administration, 
it would be started right. The standard would be high. It has been 
suggested that the men on this board should be men of high stand
ing, similar to the judges of the Supreme Court, and, I think, the 
Interstate Commerce Commission, likewise, has been mentioned. I 
believe that if the standard were set high at the beginning it would 
be kept up.

Senator O ’G o r m a n . Mr. Morawetz, I am clear in my own mind 
that there is no reason a Secretary of Agriculture should be a member 
of this reserve board. I am equally clear that the Comptroller of the 
Currency should not be. I am a little in doubt as to whether there 
may not be some special reason why the Secretary of the Treasury 
might not be a member of the board. What is your impression as 
to that?

Mr. M o raw etz. I thought over that a good deal, and my first im
pression was that it wTas desirable the Secretary of the Treasury 
should be on that board. But I have reached the firm conviction 
that it would be better not to have him on that board at all, so that 
the action of this board should not be considered the action of the 
administration.

Senator B ristow . D o you think, Mr. Morawetz, there is any more 
reason for putting the Secretary on this board than there would be 
for putting the Attorney General on the Interstate Commerce Com
mission ?

M r. M o raw etz. There is some difference, but the illustration is 
not inapt. Of course, the Secretary of the Treasury represents the 
financial interests of the United States, and the United States will 
have large dealings with the banks. Nevertheless, I think the Sec
retary of the Treasury should stand apart, and he should be supreme 
in all things within his jurisdiction. I f  he were on this board he 
would only be one-seventh of the board, and he never should be put 
in that position.

Senator O ’G o r m a n . Then, apart from that, you would suppose that 
the Secretary of the Treasury would have all of his time occupied 
with the duties of that office?

Mr. M oraw etz . I am very sure of it.
Senator O ’G o r m a n . And that it would not be fair to impose addi

tional burdens upon him?
Mr. M oraw'etz . I feel that way. That is another reason and a 

very strong one.
Senator H itch co ck . It has beeen suggested that the Secretary of 

the Treasury, however, should control to some extent the deposits 
o f the Government funds and, in that way, he probably would be 
able to influence the system.
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M r. M oraw etz. That is a different matter. I f  the deposit of Gov
ernment funds is to be discretionary, then, of course, the Secretary 
of the Treasury should exercise that discretion. You mean the 
choice of the banks?

Senator H itc h c o c k . Not altogether. A  question has been raised 
here whether or not the bill wisely makes it absolutely obligatory 
upon the Secretary of the Treasury to deposit in these banks every 
dollar of Government funds as fast as it comes in. An emergency 
might arise which would make it necessary for the Secretary of the 
Treasury to accumulate funds or accumulate gold, or an emergency 
might arise in which the administration might not approve a certain 
policy of the board. It might feel that the policy was getting in the 
direction of inflation, and that the withdrawal o f Government funds 
would tend to counteract it.

Mr. M oraw etz. Perhaps I have a more trustful disposition than 
some of the gentlemen present, but I should trust the Secretary of the 
Treasury with a discretion in that regard, just as I would trust the 
managers, the boards of directors of the reserve banks, with the same 
measure of honesty and sense of fair dealing with which I would trust 
the Government officials.

Senator S h a fr o th . I s it not important that the Secretary of the 
Treasury should be on this board because the question as to whether 
Government funds shall draw interest or not is to be determined, 
and we have, at the present time, about $280,000,000 of money that 
would be Government deposits?

Senator O ’G o r m a n . I f  you are going to give the Government all 
the surplus profits earned by the regional banks beyond the 5 or 6 
per cent that will be paid to member banks as interest on their 
capital contributions, what advantage is there in giving the Govern
ment interest, because you are simply making the Government pay it?

Mr. M oraw etz. Then, there is another point------
Senator S h af r o t h . It is not the way it is now.
Senator O ’G o r m a n . No; of course not.
Mr. M oraw etz. A s the bill is drawn, after paying 5 per cent 

dividends on the stock, part of the surplus is to be given to de
positors by way of interest, and the Government would share in 
that. I do not like the provision in the bill requiring the payment 
of special interest on Government deposits.

Senator P om erene . In that connection it has been urged that the 
Government should not have interest unless the member banks get 
interest.

Senator O ’G o r m a n . On their deposits?
Senator P om erene . On their deposits; but, on the other hand, the 

member banks, a great many of them, if not the majority of them, 
pay their depositors interest. This is particularly for the benefit 
of the banks. Now, if the depositors in the member banks are to get 
interest, what reason is there why the Government should not, for 
the same reason, get some interest on the deposits it may have ?

Mr. M oraw etz . Why, because the deposits in the member banks 
are used in the regular course of the banking business, whereas the 
deposits of these reserve banks are not there to make money, but are 
there for the purpose of rediscounting.

Senator P om erene . For the banks.
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Mr. M oraw etz . For the benefit of the banks, yes. This bill con
tains a provision which will make it necessary at the end of 20 years 
to go through all this turmoil over again, because at that time the 
charters of these banks are to expire. I suggest that this limitation 
be stricken out, the charters of these reserve banks being subject to 
withdrawal or dissolution at any time by Congress and the bill itself 
being subject to amendment, alteration, or repeal at the will of Con
gress. You will recall the cases of the first bank of the United 
States and of the second bank of the United States, which had simi
lar provisions.

Senator P o m erene . That is, you would let power be vested in some 
administrative branch of the Government to renew the charters?

M r. M oraw etz. N o, sir. I  should have the charters run indefi
nitely until repealed. I f  ever there was a lesson of history which 
we ought to heed, it is that such banks should not be chartered for a 
lim ited period. The bill says:

The Federal reserve bank, so incorporated, shall have succession for a period 
of 20 years from its organization, unless sooner dissolved by act of Congress.

Now, what I would provide is, “ shall have succession until dis
solved by act of Congress.” At the end of the bill, furthermore, there 
is a provision that the right to amend, alter, or repeal this act is- 
hereby expressly reserved. Therefore this limitation of 20 years is 
wholly unnecessary for the protection of the public, but it makes it 
necessary before the expiration of 20 years to pass a new act o f 
Congress to keep the banks alive.

The bill does not make specific provision as to the executive man
agement of the reserve banks. It provides that there shall be a 
chairman of the board of directors, who is to be appointed by the 
central board. But it does not indicate what his powers shall be. In 
my judgment, the executive management of the bank should under 
no circumstances be in the chairman or representative of the central 
board. The business management should be in a president and other 
officers selected by the board, all of whom should hold office at the 
will of the board. The chairman appointed by the central board 
should merely preside at the meetings of the board of directors and 
should perform the other functions assigned to him under this bill as. 
representative of the Federal board of control.

In section 15 there is a provision giving to the reserve banks the 
power to fix their discount rates, subject to the review and determi
nation of the Federal board. The purpose, as I understand it, o f  
that reservation of power to the Federal board is to enable that board 
to compel a reserve bank to raise its discount rate, if, in the opinion 
of the Federal board, the bank has established too low a discount 
rate that is depleting its reserves too fast by making rediscounts. 1 
think that should be amended by expressing the purpose which I 
understand to underly this reservation of power, namely, that the 
Federal reserve board shall have power to fix the minimum discount 
rate of a Federal reserve bank. No reserve bank can be kept safe 
and sound if its board of directors can be compelled by some outside 
authority to lend out its reserves when they think the reserve ought 
not to be lent out, when the bank ought to strengthen itself. The 
control over the discount rate should be simply to enable the Federal
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board to require the discount rate to be raised to such a point as the 
Federal board thinks necessary for the safety of the banks.

Senator B ristow . Well, now, would not that lead to one reserve 
bank raising, and, possibly by so doing, seek to fortify its reserve 
and another bank undertake to do the same thing, and so you 
will have a competition among the reserve banks for reserve?

Mr. M o raw etz. I do not think so. O f course it is conceivable that 
the management of these five regional reserve banks, if there are five, 
or the management of a single reserve bank, may so manage their 
affairs as to harm the interests of the country. But you have to trust 
somebody.

I have already discussed the question as to the number of regional 
reserve banks. I only want to say that the whole plan is enormously 
weakened by having so many as 12. I do not think, myself, it will 
be practicable to carry out the plan at all, as under this "bill they are 
compelled to start with 12 of them. I doubt very much whether it 
would be possible to establish 12 regional reserve banks at the present- 
time with the qualifications prescribed in this bill.

Senator O ’G orm an. And, as you understand this bill, if  11 of the 
regional reserve banks were formed and organized and ready for 
business, they could not do anything until the twelfth was organized?

Mr. M oraw etz . That is my understanding. But there is no possi
ble advantage that I can see from having so many. The whole object, 
to my mind, of this plan is to have a separate reserve bank for each 
great subdivision of the country—I mean subdivision according to 
interests. The East, the South, the Central West, the Pacific States, 
and possibly the Southwest. Every additional reserve bank you 
establish will simply weaken the scheme. Now, the capital of these 
banks is to be subscribed by the member banks. There is a provision 
that each member bank shall subscribe for capital of its reserve bank 
an amount equal to 20 per cent of its own capital, of which 10 per 
cent is to be paid up and the other 10 per cent stand as an overhang
ing debt.

Senator O ’G orm an. It is a double liability.
Mr. M oraw etz . It is a stock liability. Now, that provision is, to 

my mind, unwise. The interests of the member banks and the regional 
reserve banks are the same and their needs probably will come hand 
in hand. Whenever a regional reserve bank will wTant to call in the 
unpaid capital, the member banks will need it a great deal more than 
the reserve bank. Whatever capital is subscribed should be paid up 
promptly—that is, within six months or in installments; but it should 
>be paid up. I should limit the subscriptions of the banks to 10 per 
>cent of their capital, but I should authorize the regional reserve banks 
to obtain additional capital by issuing and selling to the public a 
5 per cent cumulative preferred stock without any voting power, 
such stock to be free from taxation.

Senator H itch co ck . State taxation or national?
Mr. M orawtetz . Both. It would be a very attractive investment. I 

Tiave no doubt people would subscribe for any amount of it that would 
be needed, and it would greatly strengthen these banks and also 
interest the public in their management. I should be glad to see it 
arranged so that only a limited amount of this stock may be held by 
any one person.
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Senator H itch co ck . Free from taxation. Do you think it would 
be necessary to offer such stock on a 5 per cent basis ?

Mr. M oraw etz. N o ; I should say 5 per cent wTould be a maximum.
Senator H itc h c o c k . It seemed to me it could bear less very easily 

if it is free frQin taxation.
Mr. M oraw etz . At the present time I do not think it should bear 

less than 4 per cent.
Senator H itc h c o c k . Oh, not less than 4. I thought you said 5.
Mr. M oraw etz . I did say 5.
Senator B ristow . D o you think, Mr. Morawetz, the Federal Gov

ernment would have any trouble in getting subscriptions to the Fed
eral bank stock with a 4 per cent dividend free from taxation ?

Mr. M oraw etz. N o. The Government, as long as it keeps up the 
gold standard and as long as it issues obligations strictly redeemable 
in gold, I think, can obtain money at a 3  ̂per cent basis to-day.

Senator H itch co ck . Mr. Morawetz, do you thoroughly believe in 
this system of having the banks rediscount their paper in order to 
increase their business? Of course it is un-American thoroughly; it 
is a new departure. Now, are not there some evils in that we are 
likely to have ?

Mr. M oraw etz. N o. The rediscount rate will always be kept up 
so high that there w7ill be very little, if any, profit to the bank in re
discounting. There will be no profit to them in rediscounting except 
as they want to replenish their reserve.

Senator H itch co ck . That is not the case in other countries having 
a rediscount system. The rediscount rate is quite low, and it is to 
encourage rediscounts.

Mr. M o raw etz. They vary, of course. They are regulated accord
ing to the prevailing conditions.

Senator H itch co ck . Then, is it possible that the discount rate 
will be high in this country and low in the European countries after 
the banks in the United States have contributed a tenth of their capi
tal and impounded their reserves, neither of which is required in 
European countries? If, then, they are to be subject to a high dis
count rate------

Mr. M oraw etz . In European countries the central bank has a capi
tal, a considerable capital, as we propose here.

Senator H itch co ck . But I mean none of it has been contributed 
by the banks. The banks of Europe are not asked to make any sacri
fices at all to their central banks—none whatever.

Mr. M oraw etz . They did that originally.
Senator H itc h c o c k . N o.
Mr. M oraw etz . They did originally, because the capital had to 

come from somewhere.
Senator H itch co ck . In the case of Germany they bought up the 

Bank of Prussia and there was no forced contribution from any other 
banks. And in the case of the Bank of France, as I recall, a new 
institution was established.

Mr. M oraw etz. The capital of the bank, the money of the bank, 
has been taken from somewhere.

Senator H itch co ck . Not necessarily from the banking capital of 
the country.

Mr. M oraw etz . Where would it come from?
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Senator H itch co ck . Why, it may come from many different 
sources.

Mr. M oraw etz. What source?
Senator H itch co ck . Suppose it is thrown open to public subscrip

tion ?
Mr. M oraw etz. Then the people to get money to pay for their 

subscription wdll have to draw the money out of the banks.
Senator H itch co ck . It does not detract from the investments o f 

the banks. Let me instance you: A  bank is making 10 per cent on 
its capital. It is required to take out one-tenth of that and be con
tent with 5 per cent. That is a real sacrifice. Now, shall a bank in 
the United States be required to make that sacrifice and then be sub
ject to a higher discount rate than European banks are? How high 
a rate of discount were you estimating, in your judgment, when you 
thought the rate of discount would be high ?

M r. M oraw etz . Why, the rate of discount I  should.say would be 
adjusted according to the reserves of the reserve banks.

Senator H itch co ck . At that ime?
Mr. M orawetz. For the time being.
Senator H itch co ck . N o w , then, if it is a high rate, as you seem to 

think it ought to be, is not that a direct burden upon the borrowing 
public?

Mr. M oraw etz . I do not think so. So far as the deposits in the re
serve banks are concerned, they are the same as cash in vaults. They 
continue to be reserves of the banks which may be the depositors in 
the reserve bank.

Senator H itch co ck . D o you think, as the authors of this bill argue, 
that this will result in reducing the rate of interest to the borrowing 
public ?

M r. M oraw etz . I think it will ultimately; yes. It will take time 
to adjust it, however.

Senator H itch co ck . H ow  do you reconcile that with having a high 
rate of discount and make it difficult for the banks to discount?

Mr. M orawetz. When I say “ high rate,” I mean higher than a low 
rate. It will be a steadier rate.

Senator H itch co ck . Let me instance you: Suppose the rate of dis
count in a Western town—the bank was lending money at 6 per cent.

Mr. M oraw êtz . Yes.
Senator H itch co ck . What rate of discount will the bank have to 

pay in order to get money from the Federal reserve bank?
Mr. M oraw etz . That, I would say, would depend on the condition 

of the Federal reserve bank. I f  the Federal reserve bank found that 
credits were expanded, it would make a discount rate of 7 per cent, 
perhaps. If, on the other hand, it found that money was accumulat
ing, and that the rate ought to be lowered, it would make a 5 per 
cent rate, and that would bring down the rate of the banks. It is in 
that way that the Bank of England regulates the discount rate—in
directly regulates the discount rate for the whole country. The bank 
rate nearly always differs a little from the open-market rate—I mean 
the current rate.

Senator H itc h c o c k . Then, I  understand you to argue that the dis
count privilege is not likely to be very largely used?

Mr. M oraw etz . It will not be largely used when money is easv; it 
will be largely used, it will be valuable, only when money grows tight.
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Senator H itch co ck . N o w , if these Federal banks start out with 
$100,000,000 capital, $400,000,000 deposits, and $150,000,000 Govern
ment deposits they would have available $100,000,000 in capital, and 
they would have two-thirds of $400,000,000 itself, for loans, which, we 
will say, is $275,000,000, and they will have available two-thirds of 
the Government deposits, which will be $100,000,000—or $475,000,000. 
Now, will there be a demand for anything like that amount from 
banks that are members of the organization?

Mr. M oraw etz . I do not think there will be a demand for that 
amount when money is easy.

Senator H itciico ck . Then, how are these reserve banks going to 
pay expenses if they are not going to be able to loan out the cash 
they have, and they have these enormous running expenses to pay, 
because they are clearing houses for the whole country?

Mr. M o raw etz. Well, whenever money rates go up, then the banks 
will avail themselves of the rediscount privilege and the central bank 
will make money—will make a high rate of interest.

Senator O ’G orm an. The rates will be regulated according to exist
ing conditions?

M r. M oraw etz. According to the existing conditions. There will 
be times when the earnings of these reserve banks will be small. 
There is no doubt about that, when money is very easy. However, 
in this country money rarely is easy for a long time. When money 
is easy the banks will prefer not to rediscount their paper, but to 
keep it for themselves. I do not doubt myself that these reserve 
banks will be able, wThile keeping a large reserve, 50 per cent reserve, 
which they ought to keep in normal times, to make the 5 per cent 
dividend on their capital and something over.

Senator O ’G o r m a n . Y ou do not think they will?
Mr. M oraw etz . I think they will. I am sure they will.
Senator H itciico ck . Have you made any computation of the cost 

o f clearing these checks and drafts for the whole country?
Mr. M oraw etz. I have not. I think that this scheme would con

siderably reduce the cost of clearings of member banks among them
selves—that is, the members of a particular reserve bank—because it 
would be by simply book entries and would involve no cost except a 
little postage. Clearings among the different reserve banks also 
could largely be adjusted without shipments of coin, and, so far as 
it should involve expense, the expense would have to be paid by the 
different banks. But I do not think it would amount to a very large 
sum.

Senator H itc iic o c k . D o you think that the rate of discount in 
these banks—say there are a dozen of these regional reserve banks— 
should be under the control of the Federal board?

Mr. M oraw etz. No. As I stated a little while ago, I think the 
Federal board should have or may properly have the power to require 
a reserve bank to raise its rate of discount, if it is too low. But it 
ought not to have the power to lowTer a rate of discount w7hich the 
board of directors think is necessary.

Senator R eed. Now, Mr. Morawetz—if you will pardon me, Sen
ator ?

Senator H itch cock  (interposing). Go ahead.
Senator R eed. One of the great reasons for undertaking to estab

lish this system is to prevent a congestion—congestion is not the
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right term—it is to prevent a squeeze, if  you please, in the money 
market.

Senator P om erene . Contraction in the money market. It is to 
prevent the accumulation of large sums of money in given places* 
which may be very necessary to have in order to relieve a stringency.

M r. M oraw etz. Yes.
Senator E eed. I f  you take away the power of a controlling board 

to reduce the rate, do you not defeat one of the principal objects o f 
this legislation?

Mr. M o raw etz. I do not think so. I  think that the great ma
jority of stringencies in this country invariably have resulted from 
too iow discount rates. The cause of all money stringencies—the 
ultimate or original cause of all money stringencies—is interest rates 
so low as to invite the overexpansion which causes the trouble.

Senator R eed . Well, that you maintain is the primary cause?
Mr. M oraw etz. Yes; the primary cause.
Senator E eed. Let me give you a concrete illustration—I do not 

mean to interrupt you. But these 12 banks, if all the banks of the 
country join, or the greater proportion of the banks, State and 
National—they are powerful institutions, they will have enormous 
capital. That, indeed, is the very object of the bill, to make them 
powerful; and most advocates of this system who have appeared 
here have advocated making a smaller number in order that each 
bank might be more powerful.

Mr. M oraw etz. Certainly.
Senator E eed. S o that it may come to the aid of the country in 

time of distress. That thought implies that there will come a time 
of distress, a time when banks become somewhat frightened; when 
the public gets somewhat frightened.

Now, if each of these 12 banks, being great reservoirs of money 
and power, are run by the bankers who are the directors, of course 
the first thing that they will desire to do will be to protect their 
banks; make them safe.

Therefore, when a stringency comes on, when a shiver goes over 
the financial world, their disposition will be that which obtains in 
every bank, to conserve their resources and get ready for the evil day, 
and be sure they are very ready.

The very purpose of this bill is to draw on this reservoir at a time 
of that kind; to make it so that the small banks of the country and 
the banks of the cities will have a place to go that is not drawing 
in money at the time all the other banks are drawing in money, but 
stands ready to pay it out. Do you think it is wise to take away from 
this central board the power to say that the time has come to pay 
it out?

Mr. M oraw etz . I think it very unwise to do that, because it would 
lead to unsound banking, and it is not right, in my judgment, to say 
that these banks are established to quell panics. Their purpose is 
to prevent the conditions which result in panics.

Senator E eed. I understand that.
Mr. M oraw etz . The main purpose of these banks is to prevent the 

cause of panics; and the cause of panics in almost every instance is 
too low discount rates, or interest rates.

Senator E eed. Then you think the purpose of these banks, stating 
it practically, is to raise discount rates in this country ?
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Mr. M oraw etz . No; to steady the discount rates.
Senator R e e d . To keep them up?
Mr. M oraw etz. T o steady the discount rates; to make them suffi

ciently high at certain times to prevent overexpansion and to make 
them low, reasonably low, at other times. In France the discount 
rate does not vary 1 per cent year in and year out; and it is all be
cause of this system.

Senator R eed. Do you think it is safe then to vest in the board o f 
directors of the regional banks the power to raise discount rates and 
to lower discount rates?

Mr. M oraw etz . I think it is necessary and proper to give them the 
power to adjust the discount rate according to the banking situation.

Senator R eed. Yes.
Mr. M oraw etz. It must be—we can not have any properly man

aged bank unless its directors have this power. It is through the 
discount rate that a bank can keep itself sound and strong; and only 
by that means.

Senator R eed. Yes. Then you think it is safe to put that power 
in the regional-bank directors?

Mr. M o raw etz. Surely.
Senator R eed. Of course, six of those men are elected by the 

banks.
Mr. M oraw etz. Yes.
Senator R eed. And will represent the banks?
Mr. M oraw etz. Yes.
Senator R eed. And they will dominate and control ?
Mr. M oraw etz. Yes.
Senator R eed. D o you think those six men w ill be any m ore  

patriotic, any more intelligent than the seven— or nine— men that 
m ay constitute the central board?

Mr. M oraw etz. They will be more capable of managing the affairs 
of their district than the seven members of the central board, as
suredly.

Senator R eed. Suppose there was a central bank, Mr. Morawetz, 
with about 12 branches—almost everybody advocates the central bank 
around here—not everybody: but there is a great trend that way.

Senator S h a f r o t i i . Mr. Morawetz says not.
Senator R eed. I am not saying Mr. Morawetz does. But if there 

was a central bank with 12 branches, what would the directors of 
that central bank do? They would raise and lower discount rates, 
would they not? Do you think they could do that intelligently?

M r. M oraw etz. I do not think they could do it intelligently for  
the whole country. I  think it is utterly impracticable that the same 
discount rate should be established for all the country at the same 
time.

Senator R eed. Well, I do not mean that.
Mr. M oraw etz. N o w , under a central-bank plan, you would either 

have to do that, have a cast-iron rate applicable to the whole country, 
or you would have a varying rate. I do not think any central board 
could establish a varying rate; no.

Senator R eed. Well, in the last analysis your position, as I take 
it, is this: That the regional bank directors having been elected by 
the banks, the regional bank would be under the control of the 
bankers and not under the control of the public ?
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Mr. M oraw etz. Yes.
Senator R eed (continuing). Ought to be allowed to run that 

bank and have the full right to raise the discount rates as far as they 
wanted to raise them and to lower them as far as they desired to 
lower them—subject only to the right of the central board to re
quire the raising of the rates?

Mr. M oraw etz. T o require a minimum rate.
Senator R eed. And that is because you think, first, that a central 

board is not so closely in touch with the situation as the directors of 
the 12 banks will be; and secondly, is it not because you also think 
the bankers are better capable of handling this business than the 
public ?

M r. M oraw etz. Yes; that is true.
Senator R eed. So that what you really want is a bank-controlled 

system of banks?
M r. M oraw etz. With certain limitations.
Senator R eed. Yes. And I  suppose you think that the Govern

ment ought, by statute, then, provide that the Secretary of the Treas
ury must put all of the money the people now have, and all of the 
money they may hereafter get, excepting the 5 per cent reserve, in 
the system of banks that is to be controlled by the banks ?

Mr. M oraw etz. No, sir. As I said a little while ago-----
Senator R eed (interposing). I did not hear that; I  was not here 

then.
Mr. M orawetz (continuing). I should leave that in the discretion 

o f the Secretary of the Treasury.
Senator R eed. From the experience of the past, the bankers hav

ing run the banking business of this country in their own way, and 
disaster after disaster having occurred, do you not think it is almost 
time that the representatives of the public should put, if not a con
trolling hand, at least a restraining hand, upon the banking system 
of the country?

Mr. M oraw etz. No, sir. Every disaster, every financial disaster 
which has happened to this country, with the exception of the last, 
I  should attribute to Congress, and not to the banks. I should at
tribute it to the unsound currency system which has prevailed 
throughout this country.

And the last trouble was due to a variety of causes. It was due to 
overexpansion; to the fact that the banks gave the public all the 
credit the public wanted, instead of holding it down; so that there 
ŵ as overexpansion, and a smash came. When the smash came, the 
leading banks in New York and the leading trust companies got 
together and they poured out their money and stopped it.

Senator R eed. They stopped it principally with money from the 
Federal Treasury, did they not?

M r. M oraw etz. N o, s ir ; they poured out— there was a little trust 
company in which I  happened to be a sm all stockholder, and I  
know that word was sent to hand over $500,000 to help this situation, 
and they handed it over.

Senator Reed. Yes. I know the banks can do that there as they do 
in other places.

Now, you speak of Congress being to blame for all the panics in 
this country. We did not have any national-bank system until the
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war, did we, and Congress did not do much legislating about the 
banks before then ? And we had wildcat banks all over this country, 
did we not ?

Mr. M oraw etz . Well, Congress refused to renew the charter of 
the First Bank of the United States, and Congress refused to renew 
the charter of the Second Bank of the United States.

Senator R e e d . Are those two of the crimes that you attribute to 
Congress ?

Mr. M oraw etz . Well, when you go back so far; I will say that I 
was not thinking of those olden times; I was passing them over. I 
was only thinking of events within my own memory.

Senator R eed. Let us come then to what act Congress did that 
brought on the panic of 1876.

Senator S h a f r o t h . 1873.
Senator R eed. Yes; 1873. What did Congress do along that time 

to bring that panic on ?
Mr. M oraw etz . Well, it had not enacted a sound currency system.
Senator R eed. Well, then, you simply put it to the question of the 

enactment of a sound currency system—at least by Congress ?
Mr. M oraw etz. We have that now. I consider the present cur

rency system sound. I think the present currency is all right. There 
would never be any trouble if you leave it alone.

Senator R eed. What brought on the panic of 1893? What act of 
Congress brought on the panic of 1893 ?

Mr. M oraw etz. Well, the silver coinage.
Senator R eed. The silver coinage?
Mr. M oraw etz . Yes; the issue of silver dollars.
Senator Reed. D o you think that brought on that panic ?
Mr. M oraw etz. I do.
Senator Reed. Y ou do not think the banking situation had any

thing to do with it ?
Mr. M o r a w e t z . Yes; undoubtedly. I  have been preaching always 

that our banking situation is defective, because we have no concen
tration—we have no reserve banks in this country; none at all.

Senator R eed. Well, the banks have always had a chance to get up 
a reserve scheme of their own, and they have not done it. I do not 
think it is just or fair, Mr. Morawetz, for a man of your distinguished 
reputation as a lawyer in this country to charge if a thing does hap
pen under a law that it is the result of a law that Congress passed; 
and then, if it happens that there is no law, to say that Congress 
is chargeable with not having passed a law; and then, in the same 
breath, that Congress ought not to interfere in these matters, but 
ought to let them run themselves.

Mr. M oraw etz . Of course, it was not fair if construed strictly. 
After all, Congress only does what the people of this country want 
Congress to do; and the real culprit is the whole people; we did 
not------

Senator R eed (interposing). You do believe that Congress— that 
the people must pass the laws which provide the currency system? 
You believe that that is to be done by the laws of Congress, do 
you not?

Mr. M oraw etz. Certainly.
S. Doc. 232, 63-1— vol 3-------48
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Senator E eed. That far, then, we are agreed. Then, again, you 
believe that Congress ought to establish a system of banks, do you 
not?

Mr. M o raw etz. O f reserve banks; yes, sir.
Senator E e e d . And I suppose you are in accord with the establish

ment of the national-bank system?
Mr. M oraw etz . Yes.
Senator E eed. Well, if we are going to establish this system of 

banks, and if we have had all of these troubles, do you not think 
there ought to be checks and safeguards put into the law that will, 
as far as possible, make that system a safe system ?

Mr. M oraw etz. Yes; making sure that these safeguards will not 
introduce evils greater than those they are designed to correct.

Senator E eed. Yes; of course, we had better abide a present evil 
rather than to experiment a while?

Mr. M oraw etz . Or introduce a worse one.
Senator E eed. Yes; I agree with you on that. Have you discussed 

the question of possible inflation under this bill? I  came in rather 
late.

Mr. M oraw etz. Yes; I  have.
Senator E eed. Then I will not ask you a question about that.
M r. M oraw etz. I w ill state, in just a word, that I consider that* 

the issue o f these notes is all w rong in form , but it is all right in sub
stance. I  consider that there is no danger of inflating the volum e o f  
the currency, because it can only be issued by the voluntary action 
o f these reserve banks, subject to the veto power vested in the central 
board.

Senator E eed. But you are going to veto their right to stop re
ducing rates, are you not?

Mr. M oraw etz. I am speaking now of the issuing of notes, sir.
I  say the issuing of notes is safer even than the Canadian system, 
because there the banks issue the notes when they want to.

Senator P om erene . Did you say it is safer “ in Canada ” or safer 
than the Canadian system?

Mr. M oraw etz. Safer than the Canadian system  ̂because here the 
banks can only issue the notes subject to a veto power vested in the 
central board. But I was going on to say that the provision in 
this bill permitting the notes to be paid and redeemed in lawful 
money is a fatal defect, not because it leads to an inflation of the 
volume of the currency but because its inevitable result will be to 
drive the gold out of the country and substitute these notes for it, 
notwithstanding the utmost conservatism on the part of the banks 
and of the central board.

Senator E eed. Mr. Morawetz, you said a little while ago that every 
financial disturbance had back of it the fact that money was too 
cheap------

M r. M orawetz (interposing). I  said had been.
Senator E eed (continuing). That money flowed out too easily; 

the rate was too cheap.
Mr. M oraw etz . Yes.
Senator E eed. N o w , who has fixed the rate?
Mr. M oraw etz. The competition of the banks.
Senator E eed. Congress never fixed it, did it?

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



BANKING AND CURRENCY. 2679

Mr. M oraw etz. No; the banks did.
Senator Reed. The banks did?
M r. M oraw etz. Yes.
Senator Reed. N ow , you propose to leave in these Federal reserve 

directors the power, still, to reduce the rates ?
M r. M oraw etz . N o, sir ; I  say that the central board shall have the 

power to raise them.
Senator R eed. Yes; to raise them. But you leave in the bank the 

power to reduce. You take away from the board up here the power 
to fix, and you vest in the banks the power to raise if it wants to and 
lower if it wants to the rate, and limit the powers of the Federal 
board to simply raising it?

Mr. M oraw etz. Yes, sir.
Senator Reed. Y ou still leave in the banks that very power wThich 

has proposed, according to your theory, all the panics, do you not?
Mr. M oraw etz. N o, sir. Of course, no bank can be managed un

less its board of directors can fix its discount rate.
Senator R eed. Yes.
Mr. M oraw etz . Of course, you are quite right, that the fixing of 

the discount rates must be left with the banks. But I see no objec
tion to giving to the central board the power to raise the rate if it 
thinks that safety requires it. The trouble under the present system 
is that we have 25.000 banks, all competing for business.

Senator R eed. That will still continue, will it not?
M r. M oraw etz. Yes, sir; the 25,000 will compete for business, 

each lending its resources up to the limit. But these reserve banks 
will not be managed that way.

Senator R eed. D o you not think that a wise central board would 
never order one of these regional banks to low7er its rate of discount 
unless it became manifest that bank was piling up money, and in 
some way injuring business pretty plainly?

Now, I am talking about a board that is composed of wise men, 
students of finance, and appointed, as such a board ought to be, of 
the very best talent of the country?

Mr. M oraw etz . I do not think that it is any more practical to 
get high-class able men to act on this central board than it is to 
get them to act on the boards of directors of the reserve banks. On 
the contrary, I think it would be easier, much easier, to find able, 
conscientious, patriotic men to act as directors of these reserve 
banks than it will be to find such men to come here to Washington 
and devote their lives to sitting on that central board. That is my 
judgment.

Senator R eed. But your wise and patriotic man who is selected 
here is utterly disinterested. Your wise and patriotic man who sits 
upon the board of directors of the regional bank is not disinterested, 
for two reasons: First, he is selected by an interested class; and, sec
ond, he is very likely to be financially interested in the transactions 
that he must handle from time to time—and any man would be in
fluenced by that. Do you think an interested party is as likely to be 
as patriotic as a disinterested one?

Mr. M oraw etz . Oh, the self-interest is far off. I  can only speak 
of my own experience, my own observation, my own beliefs. We 
are now speculating on things that may happen in the future. I am 
satisfied that you will get as able, as patriotic, and as disinterested
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action from the directors of these reserve banks appointed by the 
banks as you will get from that Federal board sitting in Washington.

Senator R eed. Y ou say the interest is far off. Let us see if that 
will necessarily follow. I f  you were to put upon this board of direc
tors o f the regional banks, say, a country banker that had a bank with 
$50,000 of capital, his interest might not be very great. But suppose 
that the banks of New York City were to select as one of the directors 
o f the regional bank there located Mr. Vanderlip, whose bank carries 
$250,000,000 of deposits, and suppose they were to select the next two 
largest bankers of New York, men who were interested not only in 
one bank, but in a dozen banks; men who had organized trust com
panies that are to control the stocks of banks, and who control the 
trust companies through voting trusts, and so on. So that if they 
could control the rate of discount in that regional bank they might 
be able to raise it, say, 1 per cent, whereby they would gather into' 
their own particular banks very largely increased profits. Do you 
not think that would be a pretty substantial interest ?

Mr. M oraw etz . Yes, sir; I do; I do.
Senator R eed. I am glad to hear you say that, because I looked for 

you to be just that frank.
Senator H itch co ck . H ow  would you avoid that danger; that evil? 

That is a new thought which Senator Reed develops. Here are these 
big banks in the city interested in maintaining a higher rate of inter
est, possibly. I f  represented on the board they might use their in
fluence to fix such a rate of interest for the reserve bank as would 
enable them to continue to get the maximum rates on their customers?

Mr. M o raw etz. I think all bankers of experience will agree that the 
interest of the banks is not to have tight money or a very high inter
est rate; but it is to have a fair, steady interest rate without pres
sure, and that they will always try to obtain. They do not make 
money when the interest rate is very low, and they do not prosper 
when the interest rate is very high and their deposits are drawn out.

Of course, we will never make much progress by assertions of 
what people will do, because you never can prove it. But I should 
suggest that a proper course would be to enact this bill with the few
est limitations upon the action of the bankers—of the banks, or inter
ferences by this central board with the action of the banks—as possi
ble. Then, if you find on trial that changes in the bill, restrictions 
upon the board of directors of the reserve banks, or an extension of 
the power of the central board is advisable, why, Congress will so 
enact.

Senator H itch co ck . D o you think that the same rate of discount 
should prevail all over the country ?

M r. M oraw etz . N o, sir; I  think it would be utterly impracticable.
Senator H itch co ck . Well, is it right for Congress to create a great 

public facility of this sort, a utility, and then make it possible to 
charge people in one part of the country a higher rate for its use 
than the people in another part?

Mr. M oraw etz . Y ou speak of Congress creating a public utility. 
Congress is merely enabling the banks of each district to serve their 
constituents.

Senator H itch co ck . N o w , let me take that up a little. It is sup
posed to put $150,000,000 in the banks to be loaned out.

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



BANKING AND CURRENCY. 2681

Mr. M oraw etz. On the terms proposed I should prefer to have the 
Government keep this money.

Senator H itciico ck . I am talking about the bill as it is. It puts 
$150,000,000 in the banks.

M r. M oraw etz . Presumably the Secretary of the Treasury will 
put the money in those banks which he thinks deserve to have it the 
most.

Senator H itciico ck . In addition to that, it is loaning its credit on 
the notes?

Mr. M oraw etz . I do not think the banks want it. I do not think 
so. I do not think it is necessary.

Senator H itciico ck . I am talking about the bill as it is. As a 
matter of fact, the Government’s credit is being loaned to the banks, 
and the money is being used for the supposed purpose of standardiz
ing and reducing the rate of interest to the people and making the 
banks safe for depositors. Now, then, is it proper to make such a 
public utility bv using what belongs to all the people, namely, the 
Government’s balance and the Government’s credit, and then per
mitting them to charge the people in one part of the country a higher 
rate of interest than is charged to the people in another part of the 
country for its use?

Mr. M oraw etz . I grant you that the money or the credit furnished 
by all the people should not be furnished to some of the people on 
better terms than to others. But what is proposed here is to take 
the money from some of the people and give it to other people.

Senator I I itciico ck . N o w , let us see what is proposed here. There 
are to be 12 regional banks, we will assume, and each of those repre
sents a certain district. It holds the reserves of that particular dis
trict. Each of those reserve banks, in addition, has the right to 
apply to the Government for currency upon the segregation of a cer
tain class of paper. Now, that currency is Government currency. 
Is it right to have one rate of interest charged for the use of the 
Government’s credit to one section of the country at a higher rate 
charged to the people in another part of the country?

Mr. M oraw etz . The Government should charge the same.
Senator I I itciico ck . We are agreed upon that point. Now, do 

you think the reserve banks should be required to charge the same 
rate to each one of their member banks?

Mr. M oraw etz. For the same kind of paper, most assuredly.
Senator I I itciico ck . The same rate should prevail over any given 

area covered by any given bank. Do you not think, in addition to 
that, that the Federal board should have the power to equalize the 
rates charged by the different reserve banks?

Mr. M oraw etz. 1 do not.
Senator R eed. Then we would have the spectacle of a bank, say, 

in Minnesota, being compelled to pay and discount, possibly, at the 
rate of, say, 7 per cent, and a bank down in Virginia having a rate 
of, say, 5 per cent, and of course that would mean that the borrow
ing community in Virginia would be getting its money at a lower rate 
of interest than the borrowing community in Minnesota would be 
getting its money, although the people in Minnesota have contrib
uted just as large a proportion of their means and resources to the 
institution as the people in Virginia have.
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M r . M o r a w e t z . W h y  is the rate h igh er in M in n esota  th an  in  V i r 
g in ia ?

Senator H itc h c o c k . I do not think it should be. I think that we 
are undertaking to unify this system, or ought to unify it.

Mr. M oraw etz. There is a reason for it. It is a question of sup
ply and demand, is it not?

Senator H itc h c o c k . Yes.
Mr. M oraw etz. The rate in Minnesota is high because Minnesota 

has not the same capital or because there is greater speculation going 
on in Minnesota.

Senator H itc h c o c k . You are taking just as large a proportion of 
the capital of Minnesota as you are taking of that of Virginia.

Mr. M oraw etz. I know; but the interest rate is due to the supply 
and demand of all the capital within the district.

Senator H itc h c o c k . And yet you are agreed that the currency 
which you sent to Minnesota should bear the same rate of interest as 
the currency which is sent to Virginia ?

Mr. M oraw etz. I do not see how it can be avoided.
Senator H itc h c o c k . But that the regional bank which gets the 

currency should not be required to put it out on the same basis ?
Mr. M oraw etz. The regional bank fixes its rate of discount accord

ing to the necessities of its situation. It puts it up if it finds that 
its reserves are running out. It has to do that as a matter of pro
tection.

Senator H itc h c o c k . In Minnesota the regional bank pays nothing 
tor its reserves. In Virginia it pays no interest upon its reserves. 
It receives its reserves on the same basis. Its operating expenses are 
no larger in Minnesota than they are in Virginia. Why, then, should 
the regional reserve bank be permitted to charge its member banks 
higher rates of interest in one place than another?

Mr. M oraw etz. Because it has only a certain amount of reserve 
money, and it is bound to hold on to a very large amount of that in 
order to meet the situation of its constituents.

Senator H itc h c o c k . But this currency furnished by the Treasury 
Department is supposed to supply whatever lack there may be.

Mr. M oraw etz. That is a delusion, I think. I do not think it will. 
The currency furnished by the Government of the United States is 
not going to give credit power to the banks. All it possibly can do 
will be to save the banks from the necessity of paying out reserve 
money.

Senator H itc h c o c k . Y o u  are speaking now of the reserve banks?
Mr. M oraw etz. The reserve banks; yes. What can a reserve bank 

do with this currency ? It can not loan on it. It can not rediscount 
on it, and the bank which wants to replenish its reserves—a local 
bank which wants to replenish its reserves—will not find any conso
lation if the reserve bank offers it some of these notes which are no 
good as reserves.

Senator H itc h c o c k . That is very true. But the reserve bank is 
constantly receiving funds for deposits, every day ?

Mr. M oraw etz. Yes.
Senator H itc h c o c k . If it can hold the gold which comes in and 

the legal tender which comes in, and loan out instead, on application, 
the currency it receives from the Government, it seems to me it is 
expanding its means and serving its customers.
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Mr. M oraw etz. All that these note issues will amount to and all 
that they are good for is to take care of the fluctuations in the amount 
o f currency used in circulation by the country, the hand-to-hand cir
culation. It will not give credit to the banks, and what the people 
want is credit.

Senator H itch co ck . At certain seasons of the year heavy with
drawals are made from the banks by depositors that these notes will 
take care of.

Mr. M oraw etz. During the crop-moving season more money is 
used, more hand-to-hand circulation, and these notes will supply 
that. But the high interest rate is due to a demand for bank credit, 
because the banks are loaned up to the limit, and then they charge a 
very high rate. The issue of notes will not help that.

Senator H itch co ck . It seems to me that as long as the reserve 
banks can keep a 33J per cent reserve it can continue to procure cur
rency from the Government and advance it to its member banks, and 
that the member banks can use that currency to meet the demands of 
the depositors.

Mr. M oraw etz. T o the extent that they want circulating currency, 
and there is a fluctuation of, perhaps, $200,000,000 a year. You can 
not make people take more than that.

Senator H itch co ck . Y ou think the elastic character of currency 
should be only to the extent of $200,000,000 a year?

Mr. M oraw etz . That would be about enough.
Senator H itc h c o c k . D o you not think, in view of that fact, that it 

is foolish to tear up this $700,000,000 of national-bank notes when 
this system is thoroughly established and satisfactory ?

Mr. M oraw etz . I think there is no hurry about it. I should like 
to see this matter postponed until the next session of Congress. I 
do not think it is necessary to settle this matter at present.

Senator H itch co ck . We have interrupted you a great deal and 
would be glad to have you continue now.

Mr. M oraw etz . I will enumerate a few more points that I would 
like to call to your attention. Under this bill the reserve banks are 
given power to invest in Government, State, and municipal bonds.
1 think that is all wrong. They should no more have power to in
vest their reserves in Government, State, or municipal bonds than in 
railroad bonds. No part of the reserves of these banks should be 
tied up in anything except business paper. They should, however, 
be authorized to buy short Treasury warrants or obligations of the 
Government, obligations having no more than six months to run.

Senator H itch co ck . What would you think of having the 2 per 
cent bonds converted into bonds which should be at pleasure convert
ible into currency and having the reserve banks buy those bonds?

Mr. M oraw etz . I f  I understand you, the reserve banks are to buy 
the 2 per cents and the Government is to convert them into noninter
est-bearing notes ?

Senator H itch co ck . On demand, and convert them back into bonds 
on presentation. Have the Treasury stand ready at any time when
2 per cent bonds are presented to issue currency to the same amount, 
and when the currency is presented issue bonds, so that when the de
mand for currency ceased it would stop interest on the bonds, and 
when the demand for currency subsided it would be returned to 
the Treasury and the investor would get his 2 per cent investment.
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Mr. M oraw etz . The Government notes are promises to pay gold on 
demand. Suppose they are presented and payment is asked for in 
gold, how is the Government going to pay them ?

Senator H itch co ck . They would be made only payable in 10 
years, so that they would be 10-year bonds and meanwhile at any 
time payable in currency certificates or bond certificates which would 
pass as currency.

Mr. M orawtetz . Yes; but who is going to redeem those certificates 
i f  they are presented ? They are payable on demand.

Senator H itch co ck . The certificates are payable in bonds.
M r. M oraw etz . Y ou mean it is a kind of fiat money?
Senator H itch co ck . No; it is a currency payable in bonds, and the 

bonds payable in currency, interchangeably, and good for reserves 
in reserve banks.

Mr. M oraw etz . Then it is an irredeemable Government note.
Senator H itch co ck . No; at the end of 10 years it is payable in 

gold.
Mr. M oraw etz. It is a Government note redeemable at the end of 

10 years.
Senator H itch co ck . The bond would be a Government note pay

able in 10 years in gold ; the currency would be payable in the bond.
Mr. M oraw etz . But it is, as I say, simply a note of the Govern

ment in 10 years.
Senator H itch co ck . Yes; that is what it is now, but it is payable 

in 30 years.
M r. M oraw etz . No; it is not currency at all now. It is supposed 

to be an investment. You want to have this pass from hand to hand 
and make it a legal tender?

Senator H itch co ck . No; it has been proposed that these are to be 
used by the banks for reserves.

Mr. M oraw etz . But, sir, a reserve——
Senator H itch cock  (interposing). Either in the form of a 

bond------
Mr. M orawetz (interposing). A  reserve is not a reserve unless it 

is gold. It would be a sham reserve. It would not be real money. 
Supposing a man wanted to cash in his bank notes. Suppose he 
wanted to send gold abroad or pay a debt in gold—for many debts 
are payable in gold. They would be of no earthly use to him, would 
they ?

Senator H itch co ck . Yes; they could be made redeemable in gold 
at the banks, just as the other currency is made redeemable in gold. 
They would be just as available to the banks as gold.

M r. M oraw etz . I f  I understand you, then, the banks would be
come obligated to pay in gold the $700,000,000 of 10-year notes?

Senator H itch co ck . The plan suggested to the committee through 
Senator Thomas wTas that $75,000,000 of the 2 per cent bonds should 
be retired every six months, and in lieu of them should be issued 
10-year Government bonds, payable in gold, bearing 2 per cent in
terest. Those bonds should be available by the banks—by the reserve 
banks—for reserve purposes, and in case they needed currency to 
meet obligations they could turn the bonds into the Treasury instantly 
and get currency, and when the bonds were in the Treasury they 
would cease to bear interest. When the demand for currency sub
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sided the currency would be returned to the Treasury and the bonds 
would be returned to the banks and resume bearing interest.

Mr. M oraw etz. I f  I understand that, sir, it seems to be utterly 
unsound.

Senator H itch co ck . We thought it was rather peculiar. We 
would like to have you point out the defects in it.

Mr. M oraw etz . In the first place, the 10-year bonds are 110 more 
reserves than are 1 .000-year bonds. Reserve money must be gold 
or legal tender; it must be real money. Now, these bonds, when con
verted into Government notes, would not be money, if I understand 
the matter. I f I understand you correctly, they would be the promis
sory notes of the Government to pay money in 10 years.

Senator H itc h c o c k . A s I recall the proposition, the reserve banks 
would be under obligations to redeem them in gold on presentation.

Mr. M oraw etz . Redeem the Government notes?
Senator H itch cock . Yes; just as they are required to do under 

this bill.
Mr. M oraw etz . Oh. well, then, the scheme, if I understand it, 

amounts to this, that the banks are to buy these Government bonds 
and are to have the option, instead of holding the 2 per cent bonds 
as an investment, they are to have the option to issue in exchange 
therefor their own notes payable in gold. Is that right ?

Senator B ristow . Yes; whenever it was more profitable to take 
out currency and currency was needed, they could take it out and 
retire the bonds; and then when the currency was not more profitable 
and the bonds were more profitable they would take out the bonds 
and retire the currency.

Mr. M oraw etz . I presume that the United States ultimately would 
expect to pay those 2 per cents; that is, if a bank should take back 
its currency, it could go to the Treasury and get back its bonds?

Senator H itch co ck . Yes.
Mr. M o r a w e t z . The scheme would be unsound, for the reason that 

the banks would be issuing their promises to pay in gold without 
having any reserve for the payment of those notes in gold.

Senator H itch co ck . They could afford to keep a reserve against 
those notes just as well as the notes provided for in this bill. They 
would have currency when there was a strong demand for currency, 
and they would have a 2 per cent investment when the demand was 
slack.

Mr. M oraw etz . Well, if the banks are strong enough; that is, i f  
they have the gold reserve, I do not see any objection to it, if I un
derstand it correctly.

Senator W e e k s. H ow are the banks to be reimbursed for retiring 
Government indebtedness?

Mr. M oraw etz. I f  I understand the statement of Senator Hitch
cock, at the end of 10 years the Government is going to pay them in 
gold.

Senator W eek s . That is the proposition, yes. But suppose, at the 
end of one year the notes are presented at the bank and the bank 
retired them?

Senator H itch cock . These notes then are in the vaults of the 
bank, and as soon as it has a sufficient number of notes it presents 
them to the Government and gets back its bonds and the bonds bear
2 per cent interest.
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Mr. M o r a w e t z . It really, sir, appears to be a substitution of new 
bond-secured notes for the present national-bank notes.

Senator B ristow . And gives it flexibility?
Mr. M oraw etz. Only there is a flexibility about it, and there will 

be an adequate reserve for these notes. It seems to me that limited 
to the present issue of national-bank notes, it is all right.

Senator H itch co ck . Do you suppose these 10-year bonds would be 
salable abroad?

M r. M oraw etz. No; I do not think they would be salable now at 
an acceptable price.

Senator H itch co ck . It has been suggested, Mr. Morawetz, that in 
order to allow you to keep your engagement to-morrow morning, 
you might return to-morrow afternoon and Mr. Gilbert might go 
on in the morning.

M r. M oraw etz . I would rather come at half past 10 o’clock, morn
ing, if it suits the committee.

Senator H itch co ck . Very well. I f  there are no further questions 
at this time------

Senator R eed (interposing). I  wanted to ask Mr. Morawetz one 
question on the theme that we were talking about a while ago, and 
which I have not quite finished.

I want to return to the proposition in regard to the control o f a 
regional bank in New York City. I suggested to you, Mr. Mora
wetz, that if, for instance, Mr. Vanderlip should be a director—I 
do not know which of the banks in New York City are next largest 
to the bank of which he is president.

M r. M oraw etz. The Bank of Commerce is the largest, and the 
First National Bank is next after that.

Senator R eed. N o w , if the presidents of those banks, or men selected 
by them, were selected, you agreed with me that they might have a 
substantial interest in the question of the rate of discount, because it 
would affect their bank. I want to proceed one step farther than 
that and ask you if it is not a pretty well known fact that a consid
erable number of banks in New York, generally known by the name 
of Morgan group, while they have independent directors, at the pres
ent time, nevertheless, they have a trustee arrangement by which 
the directors of those banks are controlled through this voting trust,

M r. M oraw etz . A voting trust?
Senator R eed. I will put in plain, blunt, speech.
M r. M oraw etz. Yes; so I will understand it.
Senator R eed. I am not vouching for the accuracy of this, but I 

am asking you thinking you may know: It has been stated to me that 
there are a considerable number of banks in New York City, all of 
them having their separate directors, and yet having an agreement 
by which three men name the board of directors of all of these banks, 
and that one of these men is Mr. Daniel Reed. Do you know any
thing about that?

Mr. M oraw etz . I never heard anything of that kind before; no, 
sir. But if you ask me whether I believe it to be a fact, I  should say 
no, I do not. It is something entirely new to me.

Senator R eed. Y ou do know, do you not, there is a system of inter
locking directorates there, of course? There are a good many banks 
who have upon their boards of directors a number of men who are
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on the boards of other banks, so that there is an interlocking in that 
wav. I do not think, of course, that is the result of accident, do 
you? That means that there is some plan back of that condition— 
some reason for it.

Mr. M o raw etz . Yes; of course there is some reason. But may I 
explain ?

Senator E eed. Certainly. I  am not insinuating that it may be a 
malicious and bad reason, but there is some reason. Now, do you 
know what that reason is? And you can make any explanation, of 
course, Mr. Morawetz, you desire to. We are asking your advice 
here.

Mr. M o raw etz . Let me explain. In the management of a big 
bank you have a board of directors, generally a large board, of men 
prominent in affairs who might once a month, rarely oftener, have 
read to them a report in general terms of how many millions were 
loaned each week on call and how many on time, etc., and a state
ment of the condition of the bank. Then they ratify the action of 
the executive committee of the bank, the executive committee of the 
bank having met sufficiently often to pass on the discounts. The 
board of directors at their meetings, no matter how able, how wise, 
how acute they might be, could not possibly pass on the active busi
ness of the bank. That is managed by the executive committee and 
the president.

Senator R eed. Yes.
Mr. M oraw etz . N o w , these large banks like to have prominent 

names on their boards of directors, and occasionally—very rarely, 
however—some great question may come up upon which the opinion 
o f the full board is desired.

Senator R eed. But this board of directors does something else than 
that, does it not?

Mr. M oraw etz . The board of directors choose the president and it 
chooses the executive committee.

Senator R eed. Exactly. The man, then, that controls the board 
of directors controls that bank, does he not?

M r. M oraw etz . Yes; ultimately.
Senator R eed. And the man who influences potentially the board 

of directors potentially influences the bank?
Mr. M oraw etz . The management of the bank.
Senator R eed. N o w , don’t you think, Mr. Morawetz, that there is a 

reason for this interlocking directorate system that has been so ex
tensively followed, outside of any mere desire of the bank to have 
prominent names?

Mr. M oraw etz . Unquestionably if a man owns a large amount of 
the stock of a bank he chooses the people whom he trusts, whom he 
believes in, to act as directors.

Senator R eed. Yes.
Mr. M oraw etz . And the people who are chosen by him would 

realize or recognize that fact. But in the vast majority of cases I am 
sure that the directors of these large banks, even when they hold a 
small amount of stock, would act according to their best judgment 
without any regard to the control of the stock of the bank.

Senator R eed. I am not challenging motives; that is, I am not 
attributing unnecessarily any sinister or bad motives.
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Mr. M oraw etz. Yes.
Senator R eed. But I am trying to get at this thought, whether 

there is not a reason for that system, and whether, if I may suggest, 
the banks have not practiced this for the purpose of a unification 
of interest.

M r. M oraw etz . I do not think so; no.
Senator R eed. Let me see if I  can not cite you something that may 

have a bearing on it. You know, do you not, that Mr. Vanderlip’s 
bank created a trust company with $10,000,000 of capital, and that 
it created every dollar of that capital by declaring a dividend to its 
stockholders out of the city bank?

Mr. M oraw etz . Surplus.
Senator R eed. And transferred that over to the coffers of the trust 

company. You also know, do you not, that provision was made and 
written upon every share of stock of that trust company that it 
should be voted for a long period of years by three trustees, and that 
those three trustees were officers of the city bank ?

Mr. M oraw etz . It was really a part of the city bank. It was 
intended to continue part of the city bank.

Senator R eed. N o w , you know, do you not, that that trust company 
immediately embarked in the enterprise of acquiring the stock of 
other banks, and that the larger portion of its assets were speedily 
invested in the stock of other banks, so that, among other things, it 
absolutely owned all of the stock of the Butchers’ Bank—the Butchers’ 
and something else. Now, does not that look a little as though there 
was an attempt at unification of interest and control of the banks as 
a whole, as a system ?

Mr. M oraw etz. Obviously, to that extent.
Senator R eed. N o w , adding to that fact, you find the same system 

of banks that have been largely supposed to be dominated by one 
great controlling interest, and you find the directors of each of these 
banks interlocking with the directors of other banks or being a part 
of the directors of other banks. Taking into consideration the 
fact that the whole trend of modern business is toward consolidation 
and against active and keen competition, and adding to all that that 
they got up a clearing-house association in the city of New York 
which transacts some very important business and has very large 
deposits on hand—I am just asking you to take all that into con
sideration as a sort of a hypothetical statement—and then I want to 
ask you this question: I f  you do not think that these same great 
interests, through a joint-stock ownership in a reserve bank estab
lished in New York City, with full power of control in the board of 
directors, elected by these banks, would be able to pretty thoroughly 
dominate the New York financial market, and if they wTill not make 
that the very medium of control—if there is not a danger there, now. 
I am asking you as a patriotic citizen if there is not a danger there. 
I am not using this as an attack on New York; I am just talking 
about the condition.

Mr. M oraw etz . Well, I will answer you frankly. I f  I thought that 
the results would be as you say, I should think there was a danger. 
But I am perfectly convinced that there is not any danger whatso
ever. In the first place, I do not think that this unification of interest 
is carried nearly as far as you have, apparently, in mind. In the sec
ond place, I do not think that these large institutions in New York,
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under this arrangement here, would get the control of the reserve 
bank.

Senator R e e d . Of the regional bank in New York.
Mr. M o r a w e t z . The regional bank in New York.
Senator R eed . N o w . why would they not inevitably control it?
Mr. M o r a w e t z . I do not think they would have the voting power 

in the selection of the directors here. Every country bank—this 
regional bank in New York would include Pennsylvania, and, I 
suppose, all of the States north of the Pennsylvania line.

Senator R eed . What division of it would have to be made? I f  you 
go according to capital, I think there would be a regional bank in 
New York City alone.

Mr. M o r a w e t z . I do not think that there ought to be. I  should 
have one for all the Northeastern States, including New York—well, 
all the States north of Maryland and east of Ohio.

Senator R eed . That would, of course, make the bank very large— 
the largest bank in the country.

Mr. M o r a w e t z . It w o u ld ; yes.
Senator R eed . And very much the more powerful.
Mr. M o r a w e t z . It would be; yes.
Senator R eed . And the talk that has been had here of deconcentrat- 

ing—if I may use that term—the congestion of money in New York 
and sending it elsewhere would at once be defeated, because you 
would create a regional bank there that would have a tendency to 
secure further increases.

Mr. M o r a w e t z . I do not see how it would draw from the other 
parts of the country.

Senator R eed . It will draw from all this territory you propose to 
add to New York.

Mr. M o r a w e t z . It would strengthen the banks there. I do not see 
how it would diminish their credit power in the slightest.

Senator R eed . Y ou then do not think it would be wise to establish 
a regional bank in New York City? You would want to take in some 
country territory as a kind of a safeguard ?

Mr. M o r a w e t z . N o, sir; not on that ground. I would take it in 
because I think the number of these regional reserve banks should be 
limited to five. I see absolutely nothing to gain by multiplying the 
number of these banks, and I see a great deal to lose.

Senator R eed . I s there anything to be gained in having more than 
one?

Mr. M o r a w e t z . Yes.
Senator R eed . What is the gain? I f  12 is too many and 1 is too 

little, you must have in mind, of course, some reason why there should 
be a definite number. Perhaps you have gone into that, and if you 
have I will not detain you, because I will read your evidence.

Mr. M o r a w e t z . I have gone into it quite fully. But to tell, in a 
few words, my reason, it is this: One of the important things to avoid 
is the injecting into the management of the banks sectional controver
sies and party politics, because if you do that you will not only ruin 
the business interests of the country but you will bring ruin, fre
quently, on a political party which does not deserve ruin. I f  you have 
the management of these banks an issue of party politics, the party to 
which the administration for the time being belongs will inevitably
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be held responsible by a large number o f the voters o f this country 
for the management of the banks, and when times of business depres
sion, of unemployment and distress, come, such as I believe there will 
be before long, the party which established these banks or has control 
of them will be held responsible—unjustly so, but it will be held re
sponsible. Therefore I think it is in the interest o f sound business, and 
it is in the interest of good government, at any rate in this country, 
that sectional controversies and party politics be kept out of the man
agement of the banks. I f  you have one bank representing the whole 
country, you are bound to have sectional controversies and party 
politics. Therefore the only safe course, in my judgment, is to have 
a separate reserve bank for each of the great sections of the country— 
one for the East, one for the South, one for the Central West, one 
for the Pacific coast, and perhaps one also for the Southwest.

Senator R eed. Then, that would argue you perhaps ought to have 
more than 12, because then you could so distribute them that the 
whole question of sectionalism would be avoided.

Mr. M oraw etz . Then you won’t have any reserve banks, you know. 
That would defeat the plan. There would not be the concentration 
of money which was necessary to any safe plan.

Senator R eed. I f  you had $100,000,000—it is a very pleasant sug
gestion I am making now------

Mr. M oraw etz . I am smiling.
Senator R eed (continuing). Which I hope will produce a favorable 

reply—and you had it all in one place, do you think it would be much 
more powerful than if you had it in 12 places and you could instantly 
reach the 12 places?

Mr. M o raw etz . Well, I  could only answer that by quoting Lord 
Bacon. One of his aphorisms was, “ Generalities are barren.” I  
think that is one of those general statements.

Senator R eed. I am going to apply my general statement. Sup
pose there was, in the 12 regional banks, a given amount of money?

M r. M oraw etz . Yes.
Senator R eed. It is one-twelfth of the whole amount in the banks. 

But there is a central power that can use each of the 12 parts in
stantly. Do you think that system is much weaker than if you had 
it all piled up in one treasury dominated by the same controlling 
power ?

Mr. M oraw etz . It is practically the same thing.
Senator R eed. Exactly. That is the way I  understand this system.
Mr. M oraw etz . And if you are going to have the Federal reserve 

board have this power you will have the pricipal vice of the Aldrich 
plan back again.

Senator R eed. Only this, that this is controlled by the people o f 
the United States, while he proposed to have it controlled by the 
banks of the United States.

Mr. M oraw etz . Well, by the representatives of the people—that is, 
by the political party in control of the Government for the time 
being.

Senator R eed. I  hardly think so under this system, because this 
board is, in effect, a permanent board.

M r. M orawtw e t z . Well, they would be held responsible, sir.
Senator R eed. Oh, yes.
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Mr. M oraw etz. It would have the evil effect of------
Senator K eed (interposing). Well, we must choose between bank 

control and Government control, in the last analysis, must we not, 
Mr. Morawetz? We can not get away from one or the other; and 
each of them will have their defects.

Mr. M oraw etz . I think there is a middle course, and that is bank 
control, subject to supervision by the Government, and subject to 
limitations in special matters.

Senator H itch co ck . It is now half-past 5 o’clock, and the com
mittee will adjourn until to-morrow morning at half-past 10, to 
meet in the regular committee room of the Committee on Banking 
and Currency.

(Thereupon, at 5.30 o’clock p. m., the committee adjourned until 
to-morrow (Tuesday) October 21, 1913, at 10.30 o’clock a. m.)

TUESDAY, OCTOBER 21, 1913.

C o m m ittee  on  B a n k in g  and  C u r r en cy ,
U nited  S tates S e n a t e ,

Washington, D . C.
The committee assembled at 10.40 o’clock a. m.
Present: Senators Hitchcock (acting chairman), O’Gorman, Reed, 

Pomerene, Shafroth, Hollis, Nelson, Bristow, and Weeks.
Senator H itch co ck . Mr. Morawetz, will you resume where you 

left off yesterday, as nearly as you can? I will say that we have a 
session of the Senate at 12 o’clock.

STATEMENT OP VICTOR MORAWETZ, ESQ., OF NEW YORK, N. Y.—
Resumed.

Mr. M oraw7etz . The bill before the committee provides that each 
reserve bank may establish a limited number of branches within its 
district, and it may be held that it does not permit a reserve bank 
to establish any other branch offices or agencies.

I think this power should be broadened and each regional reserve 
bank should have power to establish branches, offices, or agencies for 
the transaction of any of its authorized business anywhere wTithin 
its district or outside of its district, in its discretion. I think the 
broadest power should be given to these banks to carry on their legiti
mate business wherever it is found advisable; and in particular I 
think the broadest power should be given to each of these banks to 
deal with other reserve banks throughout the country.

Senator H itch co ck . What phraseology would you suggest as to 
the establishment of branch banks by reserve banks?

Mr. M oraw etz . I should provide that each reserve bank may estab
lish branches or agencies wherever its board of directors may deem 
advisable, within or without its district.

Senator H itch co ck . Would there be any occasion to establish 
them outside of the United States?

Mr. M oraw etz. N o ; probably not. It might be limited to the 
United States.

Senator N et .s o n . Would you have those branches outside of the 
district of the bank?

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



2692 BANKING AND CURRENCY.

M r. M oraw etz. Yes, sir.
Senator N elson . Would there not be a conflict, then, between those 

regional banks and other regional banks? Would there not be com
petition, then, between the different regional banks in their respec
tive territories?

Mr. M oraw etz . I do not mean to give to the reserve banks power 
to carry on their operations at will outside of their districts. But 
whatever proper and legitimate business a bank may have occasion 
to carry on outside of its district it should be enabled to carry on 
through an agency established for that purpose.

Senator N elson . Well, would you allow it to do a deposit and 
discount business outside of its district?

M r. M oraw etz . I should not. But each reserve bank should have 
authority to employ another reserve bank or any agency to take 
care of the redemption and collection of its notes and to do whatever 
the statute permits the reserve bank to do outside of its district.

Senator H itch co ck . Well, the power might be, then, to establish 
' branches within its district or to locate agencies outside of its dis

trict for the transaction of legitimate business.
Mr. M oraw etz . I think that should be the provision, exactly.
Senator H itci-icock . There is a difference between a branch and 

an agency of a bank?
Mr. M oraw etz . Yes, sir. I do not mean to broaden the authorized 

operations of the reserve banks by this provision which I am sug
gesting.

Senator I I itciico ck . Yes; I see. Will you proceed?
Mr. M oraw etz. A s I stated yesterday, I think that the reserve 

banks should be empowered—I think they might be required to 
establish a central clearing house to clear the debts, including notes, 
among the various reserve banks.

Senator N elson . By the term “ notes,” do you refer to the ordi
nary promissory notes?

M r. M oraw etz . I refer to the proposed currency notes.
Senator N elson . The currency notes; yes.
Mr. M oraw etz . The success of this plan depends upon securing an 

adequate concentration of reserve money in the regional reserve 
banks. I think that under this bill the desired result would not be 
attained, and that for two reasons.

One reason is that the number of reserve banks is too large. It 
should be limited to five or six at the most.

The other reason arises from the provisions of section 20 of the 
bill, relating to the disposition of the reserves of the member banks.

Senator W eek s . Do you think that your testimony given here 
before the committee yesterday will clearly set forth your reasons 
why you think a number of reserve banks are preferable to one? I 
did not hear all of it, so that I am not sure whether it did.

Mr. M oraw etz . I have endeavored to cover that point. My prin
cipal reasons for preferring the regional reserve-bank plan to the 
central-bank plan are that any plan providing for a centralization of 
all the reserves of the country in one bank, or any plan subjecting 
control of the reserves of all the banks to one central body, would 
inevitably result in sectional controversies, and would inevitably 
inject party politics into the control of the banking situation of this 
country. That, to my mind, would be absolutely fatal.
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Senator N e l s o n . But do you not think that this system of regional 
banks would be entirely ineffective if you did not compel one regional 
bank, willingly or unwillingly, to discount the paper of another 
regional bank?

Mr. M o r a w e tz . I  do not, sir. I  dealt with that point yesterday.
Senator N e l s o n . Y ou think they could do business without that 

provision in the bill ?
M r . M o r a w e t z . I do. I think that provision in the bill would be 

a source of weakness rather than a source of strength. I f  this plan 
is worth anything, each regional reserve bank would be strong 
enough to stand independently. I f  this plan is worth anything, 
each regional reserve bank would be ample to enable the banks 
within its district to serve the public adequately.

Senator N e l s o n . Your theory, then, is that these regional banks 
should be conducted as though they were the only bank for that par
ticular region ?

Mr. M o r a w e t z . Yes.
Senator N e l s o n . And as though that region, in respect to the bank, 

was a country by itself ?
Mr. M o r a w e t z . I think that each of these regional banks should 

be conducted as a reserve bank for the banks located within its dis
trict, I f  the number of these banks were limited to five or six, each 
having a territory larger than Germany or France, and nearly all of 
them being very powerful institutions, I think that the centralization 
of reserve money would be adequate.

Senator N e l s o n . Suppose a regional bank, during the seasonal de
mand at New Orleans, should be short of funds, and suppose at that 
same time a regional bank at Chicago should have an abundance of 
loanable funds, you would not have anything in the law, then, com
pelling the regional bank at Chicago to help out the regional bank at 
New Orleans?

Mr. M o r a w e t z . I should not. I should trust the business sense 
of the banks; and I should leave to the Government, through the 
Secretary of the Treasury, the power to dispose of the Government 
deposits.

Senator N e l s o n . Yes.
Mr. M o r a w e t z . At his discretion; and, also, I should leave to the 

central board the power to permit particular banks to issue notes— 
to permit notes to be issued by anyone of the regional reserve banks 
which it thinks is in need of currency.

Senator N e l s o n . Yes; but it could not do that without an applica
tion from the regional bank and the tender of securities by it.

Mr. M o r a w e t z . Exactly.
Senator N e l s o n . The tender o f commercial paper.
Mr. M o r a w e t z . Exactly.
Senator N e l s o n . The move would have to come from below, not 

from above.
Mr. M o r a w e t z . In the case you mentioned, the regional bank at 

New Orleans would apply for notes, and probably it would apply 
also for the deposit of more Government funds, and the Secretary 
or the central board would then pass upon the propriety of the ap
plication.

Senator N e l s o n . Well, would not that embarrass the administra
tion, if they should use the Government funds in favor of one par-
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ticular reserve bank as against another; dump them all into New 
Orleans, instead of putting them into other places; would not that 
lead to friction and embarrassment?

Mr. M o r a w e t z . I think not. That is being done now; and I think 
public opinion------

Senator N elso n  (interposing). Well, is that not one of the criti
cisms of the system now in vogue ?

Mr. M o r a w e t z . It is the subject of some criticism; but I do not 
think it is a severe criticism. I think if you had the five regional 
banks established, and had also this power in the Secretary of the 
Treasury, each would operate as a check upon the other.

Senator N e l s o n . Yes.
Mr. M o r a w e t z . And I think there will be less criticism than there 

is at the present day.
Senator N e l s o n . Then, the long and short of it is that you believe 

that this provision in the bill compelling one regional bank to dis
count and help out another regional bank, whether it was willing 
to do so or not, on the mandate of the Federal reserve board, is un
necessary and ought to be eliminated?

Mr. M o r a w e t z . I think it is unnecessary, and I think it is bad in 
its results, for several reasons, one being that it will inevitably re
sult in sectional demands and sectional controversies and in party 
politics entering into the question of controlling the action of the 
central board.

In the second place, it may lead to unsound banking, because in 
some instances it may cause the weaker regional banks to discount 
notes when they ought to hoard their resources.

And, thirdly, it will prevent any of the regional banks from being 
managed safely, because no bank can be managed with safety if  
the disposition of its reserves is in the hands of an outside body. 
The only way in which a bank can be kept sound is by the control 
of its reserves, and no board of directors can manage the bank 
properly unless it has that control.

Senator N e l s o n . But are you not doing violence in your theory 
to the fundamental principles? The fundamental principles, as 1 
understand them, are, first, to provide an elastic currency based upon 
commercial paper. The other is to mobilize the reserves and make 
them available in case of an emergency.

Now, in the case I put to you of the New Orleans bank, you said 
relief would come from two sources. One was from the Govern
ment deposits and the other was from the issue of these new bank 
notes upon application of the bank.

So, in that matter, instead of relying upon two of the main fea
tures of the bill, you took one principle of the bill and then that col
lateral matter; the one principle of the bill you took was the right to 
issue asset currency, and the other— a sort of collateral issue—was 
the right to handle Government deposits. And you overlooked the 
other fundamental principle of the bill and would not apply that, 
or did not apply it, in respect to the mobilization o f the reserves. 
In other words, when it came to that feature of the bill, you would 
confine that to the operation of the bank at New Orleans. Do you 
not see that that is where your doctrine leads you to ?

Mr. M o r a w e t z . I stated that if  this plan is worth anything, if  
these regional banks are strong enough to serve their purpose, it will
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not be necessary to take away the reserve from other sections and 
transfer them in the way proposed. This bill, i f  it gives this power 
to the central board, practically is the central-bank plan shorn of 
a good many of its advantages. Instead of having------

Senator N elso n  (interposing). No doubt it is the central-bank 
plan, as it is in the bill.

Mr. M o r a w e t z . It has the vice of the central-bank plan without its 
advantages. It practically—instead of having a properly organized 
banking institution having control of all of the reserves of the 
country—splits them up under the management of separate boards of 
directors and then puts the control in the hands of an outside board 
sitting in Washington. It is the Aldrich plan, or the central-bank 
plan, in a disguised form, shorn of many of its business advantages.

Senator N e l s o n . Well, is not the radical difference between that 
and what you call the Aldrich plan the fact that, under his plan, 
the banks were to control, while under this plan the control is 
absolutely in the hands of the Government, through a board ap
pointed by the President?

Mr. M o r a w e t z . Yes, sir; it is an artificial, badly constructed cen
tral bank, with a board of directors appointed by the Government 
and sitting in Washington.

Senator N e l s o n . Yes. It is, then, in essence a central bank as 
the bill is framed.

Mr. M o r a w e t z . I think so.
Senator N e l s o n . Yes.
Senator W e e k s . Well, does it not provide for as great concentra

tion of power in its final analysis as most central banks ?
Mr. M o r a w e t z . Very nearly it does. It introduces the principal 

vice of the central-bank system, namely, that it will inject sectional 
controversies and party politics into the management of the banks 
throughout the country.

Senator W e e k s . It does not seem to me that I am able to follow 
you, Mr. Morawetz, as to the question of sectional influence or sec
tional policies, if we have more than one bank. It seems to me that 
if, as you suggest, we have five banks representing five different sec
tions of the country, that in itself is going to create a sectional policy.

M r . M o r a w e t z . The reason it seemed to be advisable to have in 
this country what practically amounts to five central banks or reserve 
banks, which is the same thing, is that in this way you are able to 
avoid the conflict which arises from the great difference in the re
quirements of the different sections of the country for credits and for 
currency. It enables you to establish a bank for each of the prin
cipal sections of the country; and if you keep down the number 
sufficiently, these banks will work in harmony with each other volun
tarily, not under compulsion.

You have in Europe, and Europe is not larger than the United 
States, territorially, you have 15, I  think, central banks. They do 
not fight each other, but they work harmoniously with each other, 
each country having its own bank and looking out specially for its 
own interests; but in large matters the banks act in harmony.

Senator H it c h c o c k . Mr. Morawetz, that is a question that I  am 
greatly interested in. Can you detail briefly how these central banks 
of Europe operate together? Do they buy and sell paper of each 
other ?
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Mr. M o r a w e tz . Not under ordinary circumstances.
Senator O ’G o rm a n . D o  they under any circumstances buy and sell 

paper of one another?
Mr. M o r a w e tz . Well, whether they buy paper or not, I do not 

know. They lend gold to each other.
Senator O ’G o rm a n . They lend paper to each other?
Mr. M o r a w e t z . The}?' lend gold to each other.
Senator O’Gorman. They lend gold?
Mr. M o r a w e t z . Yes; they lend gold to each other.
Senator H it c h c o c k . N o w , in the case of a loan of gold, is that a 

loan or is that a transfer by the purchase of commercial paper or 
national obi igations ?

Mr. M o r a w e t z . My understanding is that it is by way of loan.
Senator H it c h c o c k . A direct loan or a deposit at interest?
Mr. M o r a w e t z . I regret that I can not give you definite and reli

able information on that point.
Senator N e l s o n . I s it not a fact------
Mr. M o r a w e t z  (interposing). My understanding is that on occa

sions—for instance, the Bank of France has loaned large sums of gold 
to the Bank of England, which, after some months, was returned.

Senator H it c h c o c k . Well, is that not due to the fact that all of 
these central banks are interested in stable conditions in Europe?

Mr. M o r a w e t z . Yes, sir; it is.
Senator H it c h c o c k . So that if conditions result in a stringency 

in one country it is to the interest of the other, if it has a surplus, to 
relieve it?

Mr. M o r a w e t z . Yes. But I think the cooperation of the central 
banks in Europe is more in the form of adjustment of the bank rates 
than by the actual transfer of gold. Each one of these institutions 
keeps itself informed as to conditions in the other countries, and of 
the central banks of these other countries. And then there is a 
mutual adjustment of the bank rate, so as to allow the gold to flow 
where it is needed the most.

Senator H it c h c o c k . Well, in this country, for instance, if one of 
these reserve banks had a slack demand for advances, or for loans, 
and another bank had a strong demand in its district, the one having 
the surplus of cash could readily buy paper of the other one; that 
would relieve the necessity of having that other one apply for 
currency.

Mr. M o r a w e t z . Exactly. And I will strongly urge, as I have said 
before, that power be given to these reserve banks to deal freely with 
each other. In the present bill it is only after obtaining permission 
from the central board that a reserve bank can rediscount paper or 
otherwise deal with another reserve bank.

Senator H it c h c o c k . N o w , there is no reason why these reserve 
banks should not buy and sell exchange of each other, very much as 
a bank in New York buys and sells European exchange.

Mr. M o r a w e tz . Most assuredly.
Senator H it c h c o c k . In fact, it is necessary for the equalizing of 

conditions in the country that they should do that very thing, is it 
not?

Mr. M o r a w e tz . Assuredly. I  think the correct policy in the draft
ing of this bill is to give the broadest power to these banks to deal 
with each other and see how they exercise those powers. Congress
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will be sitting here every year, and if the practices developed by these 
banks should not be satisfactory, Congress can easily remedy the 
situation by additional legislation. It is true that a power for good 
may be abused and become a power for evil. But you can not have 
a good bank and make these institutions beneficial to the country 
unless you give broad, discretionary powers of management to their 
boards of directors.

Senator W e e k s . It does not seem to me, Mr. Morawetz, that your 
territorial theory has any bearing 011 this case at all; but it is simply 
a question of a political unit. I f  it had any bearing in Europe they 
would have half a dozen regional banks in Russia, for instance, be
cause the territory of Russia is 20 times as large as the territory of 
the Netherlands—or perhaps 30 times; I do not know how many 
times. I f  territory has any bearing, I should think that that condi- 
lion would prevail in Europe. But the central banks of Europe are 
established in each country, because it is a political unit, and the 
citizens of that country want to have their own bank, and not be 
obliged to go to the bank of some other country for their rediscounts 
and their accommodations.

Mr. M o r a w e t z . I grant that it is not merely a matter of territorial 
expanse. It is a matter of sectional interest and of traditions of the 
country. In no country of Europe are banking and currency ques
tions considered fit questions for party politics; and in 110 country 
of Europe do the people of the various sections of the country at
tempt to regulate the banking policy of the country.

In the United States, on the other hand, banking and currency 
have, from the very beginning of the Government to the present day, 
been considered particularly attractive subjects for party politics.

Senator W e e k s . Y ou know that is all over now. do you not? 
[Laughter.]

Mr. M o r a w e t z . I do not, sir. I see it going on at the present day, 
in connection with this very bill which you have before this com
mittee.

Senator O ’G o r m a n . Where do you observe evidences of that?
Mr. M o r a w e t z . In the newspapers—not among members of the 

committee. [ Lau gh t er. ]
Senator O ’G o r m a n . Well, I  think it is fair to say that in my own 

opinion—and I would almost venture to speak for all my colleagues 
on this committee here—there is less reason to suspect that partisan 
considerations have anything to do with the national banking and 
currency system at this time than at any previous time of the history 
of the Government.

Mr. M o r a w e t z . I hope that that is true, sir.
Senator N e l s o n . Y ou need not hope about it; it is really true. 

[Laughter.]
Mr. M o r a w e t z . I am sure it is true in this committee. But 

whether it is true throughout the country is another matter.
Senator N e l s o n . Oh, well, the country has a great faith in this 

committee. [Laughter.]
Senator O ’G o r m a n . And I  think that opinion very generally pre

vails among public men in Washington that the time has passed, not 
to return, when political or partisan considerations will have any
thing to do with banking and currency legislation in this country.
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Mr. M o r a w e t z . I sincerely hope so.
Senator P o m e r e n e . There is not any doubt about it.
Mr. M o r a w e t z . I was going on to say------
Senator H it c h c o c k  (interposing). Well. I would like to ask the 

Senator from New York a question: Whether he thinks it would be 
possible to incorporate in this bill a system of note issue not in accord 
with the Democratic platform ?

Senator O ’G o r m a n . The Democratic platform of 1912, which is the 
only party declaration now recognized b}̂  members of the Demo
cratic Party, has nothing to say on the subject alluded to by the 
chairman. It makes no reference whatever to note issues.

Senator H it c h c o c k . Well, I had in mind the Democratic platform 
of 1908, which did cover that point.

Senator O ’G o r m a n . Well, I think it would be assumed that the 
party creed now influential with followers of the Democratic Party 
is to be found in the national platform of 1912, and in no other 
platform.

Senator W e e k s . I suppose, Senator O’Gorman, that your conclu
sion would be that the Democratic Party had been progressive in that 
respect ?

Senator O ’G o r m a n . Yes; it has been progressive. This is a pro
gressive age. The Republican Party has progressed so far that it has 
lost a very respectable part of its former following. [Laughter.] 
Now, I think we may return to the bill. [Laughter.]

Mr. M o r a w e t z . I was going on to say that the provisions of this 
bill would prevent adequate concentration of the reserve money in 
these reserve banks for two reasons: One being the large number of 
banks required to be formed; and the other, the provisions of section 
20 of the bill, relating to the reserves of the individual member banks.

These provisions, in my judgment, should be altered; instead of 
compelling each individual bank to keep locked up in its own vaults 
a certain specified percentage of its required reserve, it should merely 
permit them to keep a specified percentage locked up and compel 
them to deposit all the rest in the reserve banks.

It may be that it is expedient to have 6 per cent of the reserves— 6 
per cent of the 15 per cent of the reserves of the country banks locked 
up in their vaults, because some of the country banks may be at some 
distance from a reserve center where they can obtain currency when 
needed.

But there is certainly no reason why city banks should be required 
to retain, locked up in their vaults, more than the country banks, 
because they will have within reach at any time the reserves of the 
Federal reserve bank of their district or some branch of this reserve 
bank.

Senator 0 ‘G o r m a n . In other words, the city banks will have 
greater facilities for procuring aid when needed?

M r . M o r a w e t z . Yes; when needed.
Senator R eed . Greater than the country banks?
M r . M o r a w e t z . Yes. sir; they need less cash in their vaults than 

the country banks.
Senator R eed . D o you think there ought to be. any system estab

lished that would discriminate in favor of city banks as against the 
country banks?

Mr. M o r a w e t z . No, sir.
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Senator O ’G o r m a x . That is the discrimination that he wants to 
avoid. I f  the country bank may contend that 6 per cent of its re
serves locked up in its vaults is enough, there is no reason why the 
city bank should he required to keep a larger amount.

M r. M o r a w e t z . The ciiv banks will be in a better position to ob
tain currency from the reserve banks.

Senator R eed . That is just what I  asked: Do you think there 
ought- to be a system established that would give the city banks a 
facility that was not extended to the country banks?

M r . M o r a w e t z . N o . sir.
Senator N e l s o n . N o w , can you see any occasion, Mr. Morawetz, 

in view of the tenor of this bill and of the plan proposed—can you 
see any occasion for keeping up the distinction between country 
banks, banks of reserve cities, and banks of central reserve cities; 
could we not now, under this system, adopt one uniform plan as to 
reserves for all three classes of banks?

Mr. M o r a w e t z . I think so. I think you are probably right in 
that regard.

The only reason why the reserve city bank, or central reserve city 
bank, should be required to hold larger cash reserves than the coun
try banks, is that those reserve city banks and central reserve city 
banks hold the reserves of other banks. But if the------

Senator N elso n  (interposing). But they will cease to do it now 
under this bill.

Mr. M o r a w e t z . They will cease to do it under this bill.
Senator H it c h c o c k . Well, now, will they?
M r . M o r a w e t z . They ought to.
Senator H it c h c o c k . Well, as a matter of fact, will they, under 

this bill? Suppose half the banks of the country do not come in 
under this system; they must still have their city reserve agents.

And suppose also the banks that come into the system desire to 
keep a part of their balances with city banks—as they undoubtedly 
will, according to all the testimony here—those balances will be sub
ject to seasonal withdrawal, often quite sudden.

Should the citv bank be permitted to run so low on the reserves 
that whenever the country banks begin to draw out their balances 
the city bank must rush to the reserve banks for assistance ? Would 
not that be apt to put a sudden strain upon the reserve banks?

Mr. M o r a w e t z . I think you are right. But I hope that ultimately 
it will be provided that no bank shall keep any part of its reserve 
as a deposit in any bank except a reserve bank.

Senator H it c h c o c k . Well, of course, w7e can not legislate for State 
banks, which constitute two-thirds of the banks of the United States; 
and if, after this bill is passed, a large number of country national 
banks denationalize themselves, they are not permitted to keep their 
reserves in the reserve banks; and they must necessarily keep them 
in the city banks.

Mr. M o r a w e t z . Then the subject might be covered by providing 
that any bank which holds reserves of other banks shall itself keep 
up a larger reserve, and that the banks which do not hold reserves 
of other banks shall be required only to keep up the smaller reserve 
required for the country banks.

Senator H it c h c o c k . I think some distinction of that sort is im
perative, because the situation will not be the same in this country
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as it is in Europe. The European private bank or the incorporated 
bank is able to do with a very small reserve for the very reason that 
it has no country-bank balances.

M r . M orawte t z . I fully agree with.that policy.
Senator N e l s o n . Have you looked into this question: Does this 

section 20, providing for this new system of reserves of national 
banks, operate to repeal the existing system of reserves, or is that 
wiped out by this------

Mr. M o r a w e t z  (interposing). It is, as I understand it, wiped out 
by this as to member banks.

Senator N e l s o n . Repealed by implication? There is no express 
repeal of that part of the law; there is not in this section at all 
events.

Mr. M o r a w e t z . This section relates only to member banks.
Senator N e l s o n . Yes; but I mean while this provides the reserves 

of member banks shall be kept in their own vaults and in the regional 
banks, does it do away with the other system?

Mr. M o r a w e t z . Of those banks which are not member banks ?
Senator N e l s o n . N o . Does it do away with the system as it now 

exists—depositing in reserve cities and central reserve cities? Does 
this become a complete substitute for the present system ?

Mr. M o r a w e t z . As I understand it ; yes, sir.
Senator N e l s o n . Well, it is only by implication; it does not di

rectly repeal the other system.
Mr. M o r a w e t z . It begins by stating:
That from and after the date when the Secretary of the Treasury shall have 

officially announced, in such manner as he may elect, the fact that a Federal 
reserve bank has been established in any designated district, every banking 
association within said district which shall have subscribed for stock in such 
Federal reserve bank shall be required to establish and maintain reserves as 
follows:

I think that, in connection with the remaining language of this 
section------

Senator N e l s o n  (interposing). It repeals it because it is incon
sistent with the other provisions.

Mr. M o r a w e t z . Yes, sir.
Senator N e l s o n . It is repealed by implication.
Mr. M o r a w e t z . By implication--------
Senator N e l so n  (interposing). Arising from inconsistency.
Mr. M o r a w e t z . Yes, sir; if you like.
Senator W e e k s . A s a practical proposition is there any reason 

why a bank in a city where a reserve bank is located, or a branch of 
a reserve bank, should keep any of its reserve in its own vaults? 
Why should it not keep all its reserves with the reserve bank?

Mr. M o r a w e t z . I think it should keep all of its reserve with the 
reserve bank, except a small amount convenient for the use of the 
day.

Senator W e e k s . That is exactly what it would do unless the law 
prevents it.

Mr. M o r a w e t z . Exactly; but the proposed bill prevents it, and it 
ought to be changed in that regard. I suggest that this provision 
be amended by requiring each bank to deposit in a reserve bank or 
banks the whole of its lawful money reserves except such portion, 
not exceeding in any event 5 per cent, as it may carry in its own
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vaults. I should be willing to give all the banks coming in under 
this plan, city banks and country banks, the privilege of keeping in 
their vaults 5 per cent out of the prescribed percentage required, but 
compel them to deposit in the reserve banks the balance.

Senator W e e k s . I think you would make a mistake to do that, be
cause the reserve which the country bank must maintain depends 
very largely on the location of the bank. It may be removed from 
any other bank such a distance that its requirements would compel 
it to carry a larger amount of cash than a bank located in the same 
town with other banks or in a community near other banks. I think 
the bank itself has got to determine the amount of cash it shall carry, 
and that must be determined by the experience it has had with its 
customers.

Senator P o3ie r e :n e . Y ou would leave that optional with each 
bank?

Senator W e e k s . To some degree, I think, it has to be.
Mr. M o r a w e t z . I fully agree with you, Senator, in that regard, but 

certainly no bank should be required to lock up in its vaults more 
reserve than the bank itself thinks necessary.

Senator W e e k s . No; I do not think so either.
Senator E eed . N o w  let me ask just one question about this matter. 

I am going to ask it in the form of a statement. It seems to me that 
the reserves of banks were ultimately intended as a security to deposi
tors. Therefore, if the bank has that reserve where it is absolutely 
certain to be ultimately and within a reasonably short time at the dis
posal of the depositors, it seems to me the purpose of the measure is 
met. It seems to me utterly immaterial therefore whether a country 
bank has 1 per cent reserve or no reserve or 20 per cent reserve in its 
own vaults, provided it has the full reserve in the vaults of the re
gional bank, because it is there and can be obtained.

Senator N e l s o n . H ow  can it be obtained from the regional bank? 
Suppose a local bank is in an emergency, a run is made on it. H ow  
can it get those reserves ?

Senator E e ed . For the mere matter of meeting a run the reserve 
does not do any good. You are not allowed to impair it except under 
these penalties. Then it is rarely the case that a country bank is so 
far from another country bank that it can not get help from there on 
the instant, and any country bank would advance the ten, twenty, or 
thirty, or even one hundred thousand dollars if it absolutely knew 
that the bank asking the accommodation had that amount of money 
with the regional bank subject to its call. So that if a few hours’ 
time were necessary they could get help in that way. Now, does not 
that affect this question of reserves all the way through?

Mr. M o r a w e t z . It is a practical question. Each case depends upon 
the circumstances. The principle, however, is that no bank should 
lock up in its vaults more money than is reasonably necessary to 
meet its immediate requirements.

Senator E eed . I agree with that.
Mr. M o r a w e t z . Under this bill a bank can only deposit its reserve 

in its own regional reserve bank. I think that is a mistake. In 
effect it will force the country banks throughout the United States, 
and the reserve city banks, to keep separate bank deposits in other 
cities for the purpose of transacting their necessary banking busi
ness in those cities.
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Senator H it c h c o c k . That has been my judgment, but that objec
tion has been answered by stating that drafts of a member bank on 
a reserve bank will pass at par under the terms of this bill anywhere 
in the United States, and, therefore, a member bank will have no 
need for a New York correspondent, even though its reserve bank 
is located in New Orleans, because the draft 011 New Orleans will 
be accepted by the regional bank in New York at par.

Mr. M o r a w e t z . I don’t think that is a sound wray of meeting the 
difficulty. I think a better plan is to permit a member bank to 
keep part of its reserve in any other of the reserve banks in the 
country.

Senator N e l s o n . D o you see where that leads to, Mr. Morawetz? 
Your doctrine that you stated a moment ago was that each regional 
bank should be, as it were, a law unto itself; that it should conduct 
its business independently of other regional reserve banks, especially 
as to reserves. Nowr, if you make these territorial reserve banks and 
allow the member banks in that territory to put their reserves 
in other districts you can cripple a local regional bank. Suppose 
the member banks in the regional bank at New Orleans, instead of 
depositing their reserves with that bank, could deposit them all in 
New York and Chicago. Would you not cripple the New Orleans 
regional bank? Would you not deprive it of a part of its reserve 
that is supposed to be a help for it in time of need ?

Senator P o m e r e n e . Except that under this plan the Federal re
serve board could require a transfer.

Senator N e l s o n . Yes; but he is opposed to that; he says that ought 
not to be. He says that the provision of the bill never ought to be 
in here; that they do not iieed that. That is wThy I am asking this 
question. Would not that cripple the regional reserve bank at New 
Orleans, if the member banks in that territory could keep their re
serves in the regional bank at Chicago or New York?

Mr. M o r a w e t z . I f  the member banks in New Orleans should make 
a practice of keeping their reserves, or most of their reserves, outside 
of their district, it would undoubtedly weaken the local bank. But 
the member banks are not there for the benefit of the reserve bank. 
The reserve bank is established to benefit the member banks. The 
member banks wTould keep in the New Orleans bank so much of their 
reserves as business conditions indicate ought to be kept in New 
Orleans, and they would keep------

Senator N el so n  (interposing). Mr. Morawetz, can you not see 
that the application of your doctrine would pile up the reserves in 
great centers like New York and Chicago; that if it were optional 
with the member banks where to put their reserves they could all 
be piled up in New York and Chicago?

Mr. M o r a w e t z . They would not be any more than they are to-day. 
The piling up of money in New York to-day is due partly to the fact 
that all these banks throughout the country have to keep some money 
available in New York for their legitimate business, and that should 
be continued, and it must be continued under any plan which you 
adopt. Largely, however, this concentration of money in New York 
is due to the fact that the money can be loaned out on call in New 
York on stock-exchange collateral, and the banks holding this money 
pay interest on the deposit. Now, under this plan the money is not 
available for those purposes. I f  you do not allow the banks tnrough-
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out the country to keep a sufficient amount of their money deposited 
in the reserve banks of Chicago and of New York to transact their 
legitimate business in those cities you simply force them to keep that 
amount of money deposited in ordinary commercial banks in those 
centers, and that is a thing to be avoided, because no commercial 
bank should act as a depository of the reserves of other banks. You 
do not avoid the thing which you wish to prevent by providing that 
the banks of each district must keep all their reserves in their own 
reserve bank. You simply force them, in addition, to keep adequate 
deposits in those money centers where they have to transact business 
for their customers.

Senator R eed . N o w , Mr. Morawetz, what business is there that can 
not be transacted through the regional bank under this plan? Sup
pose that a bank in Omaha, Nebr., has a large amount of business to 
transact in New York regularly—large numbers of drafts that it 
must drawT from day to day. Why can not those drafts be put 
through the regional bank of New York?

Mr. M o r a w e t z . In the case you mention I understand that the 
Omaha bank would have payments to make and payments to receive 
in New York.

Senator R eed . Yes.
Mr. M o r a w e t z . I f  that be so, the business ought to be transacted 

in New York—must be transacted in New York—and can best be 
transacted by a bank in New York.

Senator R ee d . Well, we are assuming we will have a regional 
bank in New York. Now, the merchant in Omaha wants to pay a 
bill to an importer in New York.

Mr. M o r a w e t z . He draws on his deposit in New York.
Senator R eed . He makes his draft------
Senator N e l so n  (interposing). No; he draws on his deposit at 

St. Louis. Call that the regional bank. That is the way you want 
to put it.

Senator R e ed . Well, I do not know that that would follow. He 
wants to pay this man in New York, and he goes down to his bank, 
and he gets a draft on that bank. He sends that draft to the mer
chant in New York, and the merchant in New York puts it through 
his bank, gets credit for it, and that bank puts all the drafts through 
the regional bank, and the balance is effected there. Why is not that 
entirely practicable?

Mr. M o r a w e t z . It means that the Omaha merchant is going to pay 
the importer by giving him in effect the money in Omaha.

Senator R eed . No; it gives him the money in New York, and the 
balances are arranged between the regional bank that is located in 
Omaha and the bank there.

Mr. M o r a w e t z . It could be done in that roundabout way, un
doubtedly.

Senator R e ed . H o w  is it done now ? They send it on to their cor
respondent in New York, where they have some money, and it is 
paid.

Mr. M o r a w e t z . Paid there?
Senator R eed . Paid there. And this provides that all this paper 

shall be par, and therefore when the merchant in New York goes 
with a draft drawn by a member bank in Omaha he gets his money.
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Mr. M o r a w e t z . It ought not to be par. It is all wrong, according 
to my view, that the exchange and loss of interest through exchange 
should be suffered by------

Senator R eed  (interposing). I  think what you say there is worthy 
of favorable consideration, but let us say that it is not par, and that 
their rate of exchange is fixed and is a reasonable rate of exchange. 
That would have to be paid, of course, to any bank in New York 
where you kept the money, or else you would have to keep enough 
money there to offset the accommodation. First or last, these things 
have to be paid off.

Mr. M o r a w e t z . The suggestion I made is not vital, I agree. It 
could be worked out without this privilege given to member banks 
to keep part of their reserves outside of their district. I think it 
would be an advantage.

Senator R eed . N o w , I want to spend a moment with you on that 
reserve question. You are anxious to get away?

Mr. M o r a w e t z . I understand the committee will rise at 12.
Senator R eed . I shall be through in a moment with this one ques

tion. I understand one of the great evils of our present system is 
this: We have what we call a reserve. We keep part of it in the 
vaults of the member banks, and that is a reserve. We deposit the 
balance in other banks, and they redeposit it and loan it out, so that 
the reserve practically ceases to exist as a real reserve in case of 
emergency. Now, that is the evil we are trying to get rid of. What 
is the use of perpetuating that evil by providing that a part of the 
reserves shall be kept in other banks? That is only clinging on to 
the evils of the present system. Why not put the reserves down to 
the lowest point they can safely be maintained at, and require an 
actual bona fide reserve at that point—a real reserve that can not be 
impaired except under penalties ? Then, having reduced that reserve 
as low as it can safely be reduced, let the banks deposit their other 
moneys wherever they please, not calling them reserves when they 
are not reserves, but calling them what they are, deposits of money 
with other banks. Why not do this thing directly, and not have a 
reserve that is not a reserve?

M r . M o r a w e t z . I think the bill does do so, only it does not go far 
enough in requiring the reserves to be concentrated in these reserve 
banks. The deposit by one bank in another commercial bank, which 
is not conducted in the way in which a reserve bank must be conducted 
to be safe, is a possible danger which I think ought to be avoided.

Senator R eed . Let me ask you one further question. Do you not 
think that the great element of danger, or one great element of 
danger, is in the fact that money is deposited from one bank to 
another, and then perhaps to still a third or fourth, so that when the 
money is tied up by any one of this chain of banks it ties up that 
amount of money in all of them? Is not that one of our dangers 
to-day?

Mr. M o r a w e t z . I think it is.
Senator R eed . Now, why would it not be proper to require a bank 

receiving the deposits of another bank to keep a larger reserve as 
against the deposits of that other bank than it is required to keep 
where it simply receives a deposit from an ordinary customer?

M r . M oraavetz. That suggestion, I think, is entirely sound. I  
published it myself some years ago.
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Senator R e ed . I have not seen it. I am glad you did.
Senator P o m e r e n e . Was not that thought borne in mind when you 

-said a moment ago a large reserve was required in reserve and central 
reserve cities------

Senator N e l so n  (interposing). Will you excuse me a minute, 
Senator ?

Senator P o m e r e n e . Surely.
Senator N e l s o n . N o w , the reserves outside of the vaults of the 

bank are to be put in the regional reserve bank; is not that so ?
Mr. M o r a w e t z . Yes, sir.
Senator N e l s o n . And does not the bill contemplate that the re

gional bank shall have a reserve of 33 per cent?
Mr. M o r a w e t z . As a minimum.
Senator N e l s o n . As a minimum against deposits as well as cur

rency ?
Mr. M o r a w e t z . Yes, sir.
Senator N e l s o n . So that under the law, as I understand it—and I 

wanted to get his views on it—these regional banks are required to 
keep a reserve of 331 per cent on their deposits ?

Senator R eed . I understand that, Senator.
Mr. M o r a w e t z . It ought to be larger.
Senator R e e d . And I recognize the value of that, but I am dealing 

with a little different question.
Senator N e l s o n . I see.
Senator R eed . Assume, now, that a bank has its reserves in the 

regional banks, but now it is required for purposes of business to 
deposit a large sum of money in another bank outside of the reserve, 
and that bank then takes it and redeposits part of it, so that you have 
a lot of money now that is not called a reserve but which, neverthe
less, is money which must be used by the bank in case of emergency, 
and which is liable to be tied up by the same processes through 
which the reserves have heretofore been tied up.

I am directing my inquiry to this proposition, whether it would 
not be wise to provide that ordinary commercial banks, where they 
receive the deposits of other banks, shall hold a larger reserve in 
their vaults against those deposits than they are required to hold 
as against the deposits of the ordinary customer, so that not so much 
of this money will be loaned two or three times ?

Mr. M o r a w e t z . I cordially agree with the Senator’s suggestion. It 
is economically sound.

I shall say little on the subject of loans on farm lands. I  think 
everybody agrees that making nine months’ loans on farm land is 
not sound banking.

Senator N e l s o n . Oh, n o ; we do not agree about that at all. What 
we disagree about is that nine months is of no account. It ought to 
be five years.

Mr. M o r a w e t z . Then, I should say, it is not banking at all.
Senator N e l s o n . What about your railroad bonds that are due in 

20 to 30 years? Loans are made with those bonds as security, and 
the railroad bond is secured by a mortgage.

Mr. M o r a w e t z , The loans are not made for five years, sir. The 
only kind of loans which a properly managed bank ought to make 
are a short-time loan on business paper.
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Senator N e l s o n . Not on stock collateral?
Mr. M o r a w e t z . Any collateral. The collateral is not the point. 

The objection is not to the security. I am not objecting to the security 
in this case. Farm lands may be perfectly good security, but it is 
the character of the loan—nine months and probably not payable 
then.

Senator R eed . Do I understand you to mean this, that I am a 
member bank and Senator Pomerene comes in to me with a farm 
mortgage payable in five years and borrows from me $100,000 and 
puts up a farm mortgage as collateral. He puts up his note with that, 
collateral attached to it. His note is carried by me to you as a re
gional bank. Do you mean that is a perfectly good transaction 
because I put the money out on 30 days or (50 days?

M r . M o r a w e t z . There is no insuperable objection to that, but it is 
another proposition.

Senator R eed. That would put us on the same basis as though we 
had attached a railroad bond secured by a mortgage due in 50 years 
as collateral.

Mr. M o r a w e t z . There is no material difference between those two 
cases; but that is not the point I am discussing. I am discussing------

Senator R eed (interposing). That is the one I am discussing now, 
because I am glad to find some man that agrees with me that a farm 
mortgage as collateral is just as good as a railroad bond as collateral.

Mr. M o r a w e t z . I th in k  it  is, or it  m a y  be.
Senator R eed . It is the character of the maturity of the paper and 

not the maturity------
Mr. M o r a w e t z  (interposing). O f the collateral.
Senator R eed . Yes; of the collateral.
Mr. M o r a w e t z . I think everybody agrees to that; it is the char

acter of the loan' itself. But the point I am referring to is that con
tained in section 2G of this bill, which provides that a national bank
ing association not situated in a reserve city or central reserve city 
may loan not only its part of its surplus but part of its capital on 
nine months’ paper secured by a farm mortgage. I say that is not 
sound banking. The only thing that can be said in mitigation of this 
section of the bill is that the baby is not going to be a very large one 
by reason of the limitations placed by this section upon the exercise 
o f the power.

Senator N elson . Instead of a percentage of the capital and sur
plus, suppose you took a certain percentage of the time deposits o f 
the bank, as distinguished from the check deposits?

Mr. M o r a w e t z . Well, I  do not think that would make any differ
ence, because time deposits are not for nine months or anything like 
nine months.

Senator N elson . Oh, yes; any amount of deposits are for six 
months, nine months, and a year.

Mr. M o r a w e t z . It is very rare, however.
Senator N elson . N o. Y ou are not acquainted out West, evidently.
Mr. M o r a w e t z . I  stand corrected, then.
Senator P o m e r e n e . In the Western States, even in Ohio, there is a 

very large amount of bank deposits there made for a year, and cer
tificates of deposit are taken.

Mr. M oraw etz . I supposed they were all payable upon 30 days’ 
notice.
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Senator P o m e r e n e . Oh, no. They issue certificates of deposit.
Mr. M o r a w e t z . Then I stand corrected.
Senator N e l s o n . Drawing interest.
Mr. M o r a w e t z . I acknowledge that the nine-month loans on farm 

mortgages are not really more objectionable than the loans which 
I believe are made in certain sections of the country for a shorter 
period with a perfect understanding* they are not going to be paid 
at maturity. I should like to see this subject also dealt with in the 
bill so as to prevent that practice, which I believe is quite common in 
certain sections of the United States.

The bill provides for savings departments in the national banks, 
and it contains a very strict provision that if a bank establishes a 
savings department the securities or the assets in such department 
shall be physically separated from the assets of the commercial de
partment. Now, we all recognize that it is of the utmost importance 
that savings banks should be kept absolutely safe and sound. A 
default of a savings bank is, to my mind, a very much more serious 
thing than the default of an ordinary commercial bank. For that 
reason I trust that this committee will not listen to any suggestions 
that would tend to a weakening of the security of the depositors in 
the savings departments of the banks which may be established under 
this clause. But in particular I hope the committee will not listen 
to the suggestion which I believe has been made that the banks be 
permitted to establish these savings departments and to commingle 
the assets of the two departments and to carry them on as one bank.

Senator P o m e r e n e . Y ou think they ought to be entirely separated?
Mr. M o r a w e t z . I think the bill is right—they ought to be sepa

rated.
Senator P o m e r e n e . With separate books, etc. ?
M r . M oraw ê t z . Yes, sir.
Senator P o m e r e n e . Well, you would be practically doubling the 

expense in these smaller banks; for instance in the West where they 
have $15,000, $25,000, or $50,000 capital stock.

Mr. M o r a w e t z . I do not think that would be the result. What
ever system may be adopted it certainly will be necessary to keep the 
books, whether in separate volumes or different portions of the same 
books, in such a manner as to indicate the liabilities and the assets 
of the savings departments.

Senator R eed . How will you get the banks in then, Mr. Morawetz ? 
At the present time it appears that nearly every national bank in the 
country is engaged in doing what is here termed a savings-bank 
business. It receives time deposits and it receives time deposits to 
an enormous amount.

Senator N e l s o n . And pays interest on them.
Senator R eed . And pays interest upon those deposits. Now, when 

this bill is prepared I can not see where a national bank has a sub
stantial right that every State bank does not possess. And if we 
make the restrictions in this bill hard there will be nothing to keep 
the national banks from denationalizing and going into the State 
systems where they are permitted to mix their funds and permitted, 
in addition to that, to do many things a national bank can not do. 
Now, how are you going to keep them in? That is one of the hardest 
problems this committee has to solve.
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M r. M oraw etz . It should not keep them in by enabling them to do 
their business in an unsound and unsafe way. Time deposits I do not 
consider savings deposits. They are two distinct things.

Senator R e e d . Well, if you draw that line and say that a bank 
may, notwithstanding any inhibition of this bill, receive money on 
time deposits, that would, of course, meet many difficulties that have 
been raised. But throughout these hearings all bankers have in
sisted that a time deposit is merely a savings-bank arrangement.

Mr. M oraw etz . I do not think that is correct. Savings deposits 
are deposits which are to be invested in securities and which are to be 
repaid only on a substantial notice.

Senator H itch co ck . Twelve o’clock has now arrived, and the 
Senate meets at 12. I f  there is no objection the committee will take 
a recess until 2 o’clock.

Senator R eed. Does Mr. Morawetz have to leave now?
Mr. M oraw etz. I have an appointment at 3 o’clock in one of the 

Government offices which I must keep.
Senator R eed. Will it take you the rest of the afternoon ?
Mr. M oraw etz . That I do not know.
Senator H itch co ck . Then Mr. Gilbert has been here for two days. 

This is the second day. Mr. Gilbert is president of the Market & 
Fulton National Bank of New York City.

Senator R eed. Mr. Chairman, I make this suggestion, that any of 
the members of the committee who feel it is necessary to go over to 
the Senate will go and the rest will remain. We get this notice to 
go there, for every Democrat to be in his seat, and so forth, and then 
we get notice we must get this bill out very quickly, and it is difficult 
to do both. I would be content to sit here until 1 o’clock unless w7e 
get notice. We might send a guard over there to see they do not 
make any mistakes in our absence.

Senator H itch co ck . I will ask Senator Reed to take the chair as 
I am going over. There are several papers here which probably 
ought to be printed in the record.

Senator R eed. Y ou can all read Mr. Morawretz’s testimony.
Senator H itch co ck . Without objection the communication from 

Mr. Scudder of the Richmond Trust & Savings Co., will be printed 
in the record as an addition to his testimony heretofore given. Also 
the communication from Mr. Sereno S. Pratt, secretary of the Cham
ber of Commerce of the State of New York, transmitting a report of 
that body on the Federal reserve act. Both of these, I think, should 
be printed in the record and also a supplemental communication 
from Mr. Flannagan, who testified before us, and who asked for the 
privilege, as I recall, of submitting a supplemental communication.

(The papers referred to will be found at the conclusion of Mr. 
Morawetz’s testimony.)

Senator R eed. The matter is before you. Are there any further 
questions you desire to ask?

Senator N elson . I want to call your attention, Mr. Morawetz, to 
this fact. A practice has grown up among the national banks of the 
West and I do not know how far east it extends (I mean the great 
agricultural States of the Mississippi Valley, the upper valley), of 
national banks doing practically a savings-bank business. That is, 
they receive time deposits agreeing to pay interest on them, usually
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in the form of deposit, which generally run from four months to a 
year. They hardly ever pay interest unless they are kept at least 
four months. And their rates vary. I f  they are certificates of de
posit for one year they pay a greater rate of interest than they do 
for four months or six months. Now, that business has grown up 
there, and the banks, especially in the agricultural communities, that 
is the small banks with $25,000 capital, have over half of their de
posits of that kind. In many instances two-thirds of their deposits 
are time deposits. Now, that practice has grown up and it has 
worked satisfactorily in those communities, but they require the same 
reserves for that kind of deposit as for the other. The proceeds of 
that money are used like the other proceeds in a bank for commercial 
purposes. It has worked well. Now, Whithers, in his book on 
money, describes something analogous in the English system. He 
says the banks there have two forms of deposits, one he calls “ cur
rent deposits,” subject to check, and the other is a deposit account 
which requires notice before they can withdraw it and on which they 
pay interest. That is, the joint stock banks in England have two 
accounts with their customers, one they call a current account sub
ject to check, on which no interest is paid, and the other is a deposit 
account requiring 20 days’ notice, or 30 days’, I do not know which, 
on which they pay interest.

Mr. M o r a w e t z . That is correct.
Senator N e l s o n . Now, that is analogous to the system our banks 

out West have been operating; and the banks doing that kind of 
business see no occasion for establishing a separate savings bank 
department as contemplated in this bill. That would be deterring in 
the case of the country banks and would be tying up over half of the 
deposits of those banks for purely permanent investments such as 
contemplated by a pure savings bank, instead of making them avail
able for commercial purposes. Now, can you see any harm in that 
system which has prevailed in these country banks ?

Mr. M o r a w e t z . I see no harm in that system.
Senator N e l s o n . And is not that better than requiring these small 

banks to have an independent savings department and keep their 
funds, as you said a moment ago, physically separate?

Mr. M o r a w e t z . I agree with all the Senator has said. And if I 
supposed this provision of the bill relating to savings departments 
applied to time deposits such as the Senator has subscribed, I should 
unhesitatingly agree that it ought to be amended. I  think there is 
no need, either, of keeping as large a reserve for such time deposits 
as for demand deposits. But the time deposits should fall into the 
category of demand deposits within a certain number of days before 
they mature.

Senator N e l s o n . Y ou must never lose sight of the fact, Mr. Mora
wetz, that while in a big city you can have three branches—you can 
have a commercial department; you can have a savings department; 
and you can have a loan and trust company—in the small country 
town of 2,000 or 3,000 people it is utterly impossible to have those 
three institutions. They can not live. A  bank there must do all of 
those kinds of business, and must do it in order to make it pay for 
the bank, and must do it to accommodate the public.

S. Doc. 232,63-1— vol 3------ 50
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M r. M oraw etz . I agree to that. In  a pam phlet which I published  
several years ago I  urged that power to establish savings departments 
should be given to the national banks. I  agree, further, as I  have  
stated, that the reserves for these savings deposits should be m a
terially less than for the demand deposits.

Senator N elson . Well, that should not be the case where the 
moneys derived from the deposits are mingled together and kept as 
one fund for commercial purposes, should it?

M r. M oraw etz . I think so.
Senator N elson . Our banks, while they carry on this savings 

business that I have described, when it comes to loaning their money 
they mix all these deposits, both savings and the other deposits—they 
mix them all. It is a common fund, and out of that common fund 
they supply the wants of the community.

M r. M oraw etz. I appreciate that, but reserves are kept to secure 
the immediate payment of the deposits. They are not to make good 
the loans. Therefore, if a bank has large demand liabilities in the 
form of deposits, it should keep large reserves. I f  it has large obli
gations that mature at some future time, there is no need why it 
should keep equivalent reserves on hand until about the time when 
these time deposits are going to mature.

Senator N elson . N o w , what other parts of the bill here— I  was not 
here yesterday, and I regret very much I could not be here—what 
other parts of the bill which you have not referred to would you 
like to refer to and take up and discuss with us now ?

Mr. M oraw etz. Well, I have gone over—I think there are more 
than 20 different provisions in the bill which I discussed.

Senator N elson . I shall read what you said yesterday.
Mr. M o r a w e t z . I f  I may be permitted, in closing my testimony, 

I  will state a few of the provisions of this bill which I think it is 
vital to amend.

Senator N elson . Yes; I will be very glad to have you recapitulate 
in brief.

Mr. M oraw etz . First, the proposed notes to be issued under this 
bill should be payable in gold.

Senator N elson . Nothing else?
M r. M oraw etz. Nothing else. Second, great care should be taken 

to eliminate from this bill all provisions which are likely to result 
in sectional differences and controversies, because sectional differences 
and controversies will bring politics ultimately to bear upon the 
control and management of the banking system. The Federal board 
of control should be a body entirely separate from the administra
tion for the time being. No Cabinet officer or officers, subject to 
appointment and removal by the President, should be a member of 
the Federal board of control. In my judgment, also, no banker or 
appointee of bankers should be on that board. It should be made 
up of seven high-class men appointed by the President, by and with 
the advice and consent of the Senate.

All those provisions giving to this central board discretionary 
power to interfere with the management of the regional reserve 
banks where sectional interest or sectional demands are likely to 
arise should be eliminated. The Federal board of control should 
not have power to hand over the funds of one reserve bank to 
another. It should not have power to fix the discount rate of any one

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



BANKING AND CURRENCY. 2711

reserve bank, but it may have power to fix a minimum discount rate 
for any separate district.

Third, the provision of the bill dissolving all such national banks 
as fail to come into the plan within a year should be stricken out— 
not out of consideration for the banks. The banks have no constitu
tional or moral right to continue in existence and to do business 
under the existing laws if the welfare of the country requires that 
the law be changed. It is the right of Congress, in fact it is the 
duty of Congress, to change the laws governing national banks 
whenever and to the extent that Congress deems changes necessary 
for the welfare of this country.

Senator N e l s o n . Even to legislate them directly out of existence.
Mr. M o r a w e t z . Yes; even to legislate them directly out of exist

ence.
Senator N e l s o n . Suppose we have no new currency law, but simply 

pass a bill, make a bill providing for the immediate dissolution of all 
national banks.

Mr. M o r a w e t z . I f  it were for the welfare of the country, you 
would have a right to do it, and I think it would be your duty to do 
it. But, sir, the objection to this provision is that under existing con
ditions it would be fatal to this country to destroy the national banks. 
It would be fatal in its result. I f  this bill were passed in its present 
form and any considerable number of the banks went out of existence, 
it would be fatal for the reason that the result would be such a 
contraction of the currency of this country as would almost certainly 
precipitate a panic.

Senator R eed . Suppose they do not come into the system ?
Mr. M o r a w e t z . I f  they do not come into the system, after you have 

gotton these reserve banks established and after you have made pro
vision for the issue of a safe currency to take the place of the out
standing national-bank notes, then pass an act compelling them to 
come in or go out of existence.

Senator R eed . But if they do not come into the system, perhaps 
we will not have any power to establish these banks. The establish
ment of this system presupposes that the national banks or some 
banks will come in enough to create regional banks with sufficient 
power so that they amount to something.

Mr. M o r a w e t z . Mr. Chairman (Senator Reed), it seems to me that 
it is necessary to face the fact you can not carry out this plan or any 
other plan without the cooperation of a large part of the banks.

Senator R eed . I agree to that, but the point that is troubling me 
now is this: You say we shall not compel the banks to come in, be
cause if we should pass the law in that way and a large part of them 
should disorganize there would be universal ruin following. That 
is not your expression, but that covers it. Now, let us grant that is 
true.

Senator O ’G o r m a n . It is not universal, it would be national ruin.
Senator N e l s o n . Yes; that expresses it.
Senator R eed . National ruin. I  mean universal as applied to our 

conditions in this country.
Senator N e l s o n . It might reach into the Philippines.
Senator O ’G o r m a n . Or Porto Rico.
Senator N e l s o n . Yes; or Porto Rico.
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Senator R eed . Accepting the correction: Now, if the banks were 
so averse to this bill that they would lay down their charters and 
cease to do business rather than come in, does it not almost neces
sarily follow that they wrould not voluntarily come in, and if they 
do not voluntarily come in, we would have nothing with which to 
establish these banks. Therefore, the suggestion you make that after 
the system is established we might apply coercive measures if we de
sire, seems to me to have the fallacy in it that we can not establish 
the system unless the banks do come in.

Mr. M o r a w e t z . I see no fallacy. I have stated that you must face 
the fact that you can not carry out this plan unless a large proportion 
of the banks come in. Not all need come in, but a considerable pro
portion of the banks. After you have established the reserve banks 
with such of the banks as come in, then you will be in a position to 
put pressure to bear upon those who remain out.

Senator N e l s o n . But what Senator Reed means, and you overlook, 
is: Suppose you leave it entirely optional with all national banks 
whether they will come in or not, under this bill, and do not provide 
in the first instance that if they fail to come in they shall .be subject 
to forfeiture or loss of their charters as national banks. Would there 
then be a sufficient number of national banks coming into this volun
tarily to establish these regional reserve banks ? Have you any idea 
they will be sufficient, if you leave the matter wholly voluntary?

Mr. M o r a w e t z . I am confident that if this bill should be amended 
in the few particulars, all of which, according to mv view, are neces
sary to make the scheme economically sound and safe, a considerable 
majority of the banks in the East will come in.

Senator W e e k s . What makes you confident of that?
Mr. M o r a w e t z . My conversations with financial men in New York.
Senator R eed . Mr. Morawetz, what would you say of applying the 

power of Congress under its interstate-commerce rights to this situa
tion so that the banks would find it very unprofitable to stay out?

M r . M orawte t z . Y ou m ean a ll o f  the banks?
Senator R eed . Yes; the banks doing an interstate business; that is, 

sending checks and drafts from one city to another.
Mr. M o r a w e t z . I am very strongly opposed, on principle, and also 

as a matter of policy, to legislation by indirection. I think a much 
better and a wiser course wrould be to make this bill acceptable not to 
all banks but to fair-minded bankers, such as I believe a majority of 
the bankers to be.

Senator W e e k s . Is not this true, as a practical proposition: It is 
necessary to start the system and it must be started fairly promptly, 
or else we are likely to have chaos in our banking and industrial 
affairs.

Mr. M o r a w e t z . Yes.
Senator W e e k s . N o w , unless we compel banks to come in, are we 

not likely to see all banks hesitate and want to see what develops, 
what the experience of the others who have gone in is or has been, a 
generally conservative desire to take advantage of the experience of 
those who have tried the experiment ? That is exactly what happened 
when we passed the Aldrich-Vreeland bill, which you and I agree was 
not a great measure, but might be a very useful one. W e  provided 
that associations should be formed, and the associations were not
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formed until pressure was brought by the Treasury Department 
on groups of banks to form the associations as provided by the 
bill. Now, will not exactly that thing happen in this case, unless we 
compel national banks to join, and join without any considerable 
delay ?

Mr. M o r a w e t z . Well, my objections to the clause of the bill which 
we are discussing are not founded on consideration for the banks. I 
should be willing to put pressure upon them, but I urge that you 
can not put the pressure upon them in that way. You must find 
some other way of bringing pressure to bear upon the banks to come 
into this plan. You can not, with safety to the country, adopt the 
method which is provided in this bill.

Senator R e e d . I I o w  would this do, Mr. Morawetz: If I  under
stand, the kernel of the objection to compulsory measures, in your 
mind, lies in the fact that if we provide in the bill a hard and fast 
rule by which, at the end of a given time, banks not coming in will 
cease to exist, and therefore, as they are the sources of the bank 
currency, whenever they would go out of business that currency 
would be contracted and a sudden contraction would bring panicky 
conditions. I understand that to be the kernel of your thought. 
That is your thought ?

M r . M o r a w e t z . Y e s , sir.
Senator R eed . N o w , how would it be, instead of providing a hard 

and fast rule that at the end of 12 months those not coming in 
should be forced out of existence, to provide that this board, this 
central board, should have the right, or the Secretary of the Treas
ury should have the right, to arrest the charter of such bank or 
banks as he saw fit, so that he might apply this pressure or might 
not; he might apply it to all banks at once, or he might apply it 
to part of them.

Mr. M o r a w e t z . I do not think that would be any better than the 
provision now in the bill. I should urge that the proper course 
would be to make the provisions of this bill in such form as to be 
acceptable to a majority of the banks for, after all, their cooperation 
is essential. It would be a sound policy to work in consultation with 
the banks in preparing a bill which a majority of them will be will
ing to accept and work under. And then, after you have succeeded 
in organizing some of these Federal reserve banks, pass a law com
pelling the remaining banks to come in. But I should like to see 
the compulsion extend a great deal further than this bill provides. 
I  should like to compel the State banks as well as the national banks 
all to come in.

Senator R eed . H o w  could we do that, because the interstate com
merce powers of the Government have already been stretched to a 
point that sometimes I think is alarming.

Mr. M o r a w e t z . I am  inclined to th in k  it  could be done.
Senator R eed . I wish you would suggest how. I have very great 

regard for your opinion as a lawyer.
Senator N e l s o n . I would suggest to him that we ought to have 

done it in the income-tax law requiring State banks to take out a 
license before doing business as State banks, and then put in the con
ditions. Perhaps we could have reached it in that way.

Senator R eed . That would be exercising the taxing power.
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Senator N e l s o n . How is that?
Senator R eed . That would be applying the taxing power.
Senator N e l s o n . Yes.
Mr. M o r a w e t z . I am utterly opposed to the exercise of the taxing 

power to nullify the Constitution by indirection. I do believe, how
ever, that sound banks, organized and conducted according to a 
uniform system, are as necessary to the transaction of interstate com
merce as are railways and highways, and therefore I do believe that 
Congress has a broad power of regulating the banking business 
throughout the country.

Senator R eed . Under the interstate-commerce provision?
Mr. M o r a w e t z . Yes.
Senator R eed . That is what I suggested. Now, can you give us a 

method of practically applying that? By what means? Just by a 
general law that all banks engaged in interstate commerce must 
become members of this system? That is compulsion with a ven
geance.

Mr. M o r a w e t z . I should like to consider that question further 
before answering.

Senator R eed . I wish you would.
Mr. M o r a w e t z . I wish to state, however, Senator, that I have 

gh7en very careful consideration to the constitutional powers of 
Congress to regulate corporations engaged in banking or interstate 
business of any kind, and I published an article in which I dis
cussed that matter in the June, 1913, number of the Harvard Law 
Review.

Senator R eed . I am sure I speak for the other members of the 
committee, both present and absent, when I say that we would like 
very much if you would file with us your views as to the method of 
applying this principle, and we will have the clerk of the committee 
get your article, unless you desire to rewrite it, applying it to this 
proposition. That is a matter which has not been much discussed, 
and I am glad to find a lawyer of your eminence agreeing that we 
have that power.

Now, I want to ask you this, as a practical proposition, aside, and 
in asking this question, I do not mean that I am committing myself 
to it. It is a mere suggestion: How would it do as a matter of induce
ment to banks to come into this system if we were to provide a very 
low rate of exchange, or an absolute parity, as is in this bill, for 
member banks, with a higher rate of exchange for business done by 
other banks passing through, and permit all business of other banks 
to pass through, under some regulation, making a discrimination in 
favor of the member banks ? That is, by way of inducement, rather 
than compulsion.

M r . M o r a w e t z . I should be disposed to dou bt the efficacy o f  the  
p lan  ju st  suggested. I  th in k  th at the w ay  o f  acco m p lish in g  the  
desired result w ou ld  be to m ake a few  changes in  the b ill to m eet 
the ideas o f  the lead in g  bankers as to w h at sound b a n k in g  dem ands.

Senator R eed . But, Mr. Morawetz, we can not, in order to get the 
banks in, permit the bankers to write this bill for the country.

Mr. M o r a w e t z . I do not mean that, sir.
Senator R eed . I know you do not mean that.
Mr. M o r a w e t z . I did not mean that. You need not see them 

again. You probably know, from the testimony before this com
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mittee, what will be needed to satisfy the leading bankers; and as 
the leading bankers go the great majority of the bankers will go.

Senator R eed . I mean more than that. We can not afford to write 
a bill for the whole country which gives to the banks any advantage 
they ought not to possess. Neither do I think, under the same con
struction, that we can afford to deny to the bankers those rights 
which are necessary to the maintenance of a banking system; but we 
might make this bill so attractive to the bankers that it would be so 
unattractive to everybody else that it would not live long.

Mr. M o r a w e t z . Sir, I  believe that a great many of the leading 
bankers of this country are patriotic men, who will come into this 
plan even at a great loss to their own banks.

Senator R eed . I am glad to hear you say that. Let me ask you 
one question which is aside from that. This bill, in the contribution 
to the capital of the regional banks, proposes to require a contribution 
of a certain amount of capital. Now, many banks in the country 
have a very small capital m proportion to their real assets; I mean 
their real net assets. They have a very large surplus, and they have 
other funds. Do you not think that the contribution ought to be, not 
upon the basis of capital but upon the basis of capital and surplus, 
whatever the percentage might be?

Mr. M o r a w e t z . I do not think so.
Senator R eed . Let me see. I  think there is a bank in New York—■ 

I have forgotten which one------
Mr. M o r a w e t z  (interposing). You are probably thinking of the 

Chemical National Bank, which had a surplus perhaps 40 times the 
amount of its capital.

Senator R eed . Yes.
M r. M o r a w e t z . But that has all been changed. The Chemical 

National Bank increased its capital stock enormously and changed 
surplus into capital.

Senator R eed. But now, as banks are ordinarily organized to-day, 
right in the inception of the organization most of them provide 
capital stock and at the same time provide surplus, and start with a 
surplus. Now, the surplus in some banks is very large; and then 
they have undivided profits, which is also a very large sum some
times. Is the amount of the capital stock the real starting point?

Mr. M o r a w e t z . It is. The capital is fixed and can not be impaired. 
The surplus is a fluctuating thing, which can be paid out as dividends, 
and which changes from year to year and from month to month.

I f  thought advisable, there would be no objection, to my mind, in 
requiring a corporation to take stock in its reserve bank equal to 10 
per cent of its capital and surplus at the time of its formation.

Senator R eed . That is what I  meant.
Mr. M o r a w e t z . But I do not think it would serve any useful pur

pose, and it would introduce uncertainty in the plan, because the 
surplus is not a matter of record. It is subject to constant change. 
The bank could increase the surplus the day after its subscription to 
100 per cent. And it could pay out its surplus to its stockholders.

Senator R eed . I do not refer to what would happen hereafter, but 
I meant in the primary subscription of the bank.

Mr. M o r a w e t z . Suppose a bank, then, reduces its surplus. What 
then?
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Senator R eed . I f  it does that------
Mr. M o r a w e t z  (interposing). It gets part of its subscription back.
Senator R eed . It has increased its assets, and it would have a larger 

contribution to the central bank than it would then need to main
tain------

Mr. M o r a w e t z  (interposing). Than it would be allowed to have 
under the bill ?

Senator R eed . Yes; than it would be allowed to have under the 
bill.

Mr. M o r a w e t z . I  really think the advantage is so very trifling that 
it is entirely outweighed by the manifest inconveniences which would 
arise if the right or the obligation to subscribe wTere fixed by the 
surplus, which is not a matter of record, and which is subject to daily 
fluctuation, and which is wholly within the control of the bank. I 
do think, however, and I urge the committee to consider my sugges
tion carefully, that it would be advisable to require member banks to 
invest 10 per cent of their capital in the stock of their reserve bank, 
to be paid up within six months and subject to no further liability 
to contribute an additional per cent, as provided in this bill, but to 
authorize the reserve banks, under the supervision and control of the 
Federal board, to offer for public subscription a preferred stock 
without voting power, entitling the holders to cumulative dividends 
when earned at a rate not exceeding 5 per cent. It is very desirable 
to strengthen the capital of these reserve banks as much as possible, 
so that they will not be so largely dependent on the deposits of other 
banks for their power to help the banking situation in time of need.

Senator R eed . Y ou would have that preferred stock paid this 5 per 
cent dividend before the banks received any profits ?

Mr. M o r a w e t z . Surely.
Senator N e l s o n . Mr. Morawetz, do you not think that if we here 

in the Senate should have gone to work and passed this bill just as it 
came to us from the House that it would have wrought a great deal 
of financial and commercial disturbance in this country and proved a 
detriment to the country ?

Mr. M orawte t z . I th in k  it  wTould have resulted in  a catastrophe.
Senator N e l s o n . Y ou think this committee, then, is fully justified 

in deliberating and carefully considering this bill, in order to improve 
it?

M r . M o r a w e t z . I th in k  it is m ore than  ju stified , sir, in d o in g  th at.
Senator N e l s o n . And to get all the light we can from experienced 

men like yourself and others?
Mr. M o r a w e t z . I do not like to include myself.
Senator N e l s o n . Well, I think you have given us a good deal of 

valuable information.
Mr. M o r a w e t z . But I cordially agree with the view that this bill 

needs a careful overhauling.
Senator N e l s o n . And ought we not, in a matter of such supreme 

importance to the welfare of the country, proceed with caution and 
deliberation ?

Mr. M o r a w e t z . Surely.
Senator N e l s o n . And is it not a further fact, Mr. Morawetz, that 

this fall we are in a fairly good condition; crops are moving; there 
seems to be plenty of money in the country to handle the crops;
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there seems to be no immediate urgency for making a running pace. 
Is that not so ?

Mr. M o r a w e t z . That is true.
Senator N e l s o n . I want to call your attention to the fact that a 

short time ago the Secretary of the Treasury proposed to distribute 
$50,000,000 to move the crops throughout the country. He could 
only succeed in disposing of half of that. He offered $3,000,000 to 
our banks in Minnesota to move the crops. You know we are a great 
wheat State. O f the $3,000,000 he offered a million and a half, I 
think, to Minneapolis, which is a great grain center, and half a 
million to St. Paul and half a million to Duluth, and Duluth took a 
half a million, but Minneapolis and St. Paul did not need it.

Mr. M o r a w e t z . They are very prosperous cities.
Senator N e ls o n . D o you not think under those circumstances we 

should take time to act with deliberation and caution and judgment?
Mr. M o r a w e t z . I feel that of all legislation none requires more 

care and deliberation than banking and currency legislation, and it 
would be a fatal thing to this country if this banking and currency 
bill were passed in as incomplete and unfinished and imperfect a 
condition as was the income-tax bill.

But, on the other hand, I think it is very desirable that banking 
and currency legislation subjects be disposed of with all practicable 
speed. It has been hanging over the country now for years, and 
it is in itself a disturbing element. While all time should be taken 
to make the bill as perfect as it can be made, no time should be 
wasted.

Senator N e l s o n . You must remember one thing, that while we 
may be able to pass fairly good laws, we can not manufacture good 
bankers.

Mr. M o r a w e t z . That is true.
Senator N e l s o n . And do you not recognize the fact that the 

bankers’ panic in New York in 1907 came rather from bad banking 
than from bad laws ?

M r . M o r a w e t z . I th in k  it cam e, sir, fro m  a bad system , a system  
u nder w hich  there existed 25,000 in d iv id u al banks scattered over th is  
cou ntry  w ith  no m eans o f  obtain in g  cooperation or u n ity  o f  action  
w ith regard  to the use o f  the reserve, the aggregate  am ount o f  w hich  
w as quite adequate.

Senator N e l s o n . The trouble was, Mr. Morawetz, the little country 
banks in the interior, like rivulets, had all been pouring their streams 
into the big central reserve cities, especially New York and Chicago. 
They had been pouring it in freely, gathering it up from their country 
merchants and farmers and sending in their money to those cities, 
and when the emergency arose they found a good deal o f it tied up 
in call loans on stock collaterals, and they could not get it. Is not 
that a fact?

Mr. M o r a w e t z . It is a fact, as I  stated a little while ago, that the 
underlying trouble was that there was no way of using the reserve 
money in the aggregate when and where it was needed, and that 
situation was due to the fact that the deposits of the country banks 
of their reserves with reserve city banks and the central reserve city 
tanks were of no use as reserves.
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Senator N e l s o n . D o you not consider the fact—now to begin with, 
a national bank, in the ordinary sense, is supposed to be a com
mercial bank, is it not ?

Mr. M o r a w e t z . Yes, sir.
Senator N e l s o n . N o w , do you not think it is diverting the busi

ness of that bank from its legitimate commercial purposes to invest 
the moneys of such a bank in call loans on stock collaterals, for the 
purpose of carrying what they call margins.

Mr. M o r a w e t z . I do.
Senator N e l s o n . I s it not a diversion of the business of such a 

bank from its commercial purposes, for which it was designed, into 
channels it ought not to go into ?

Mr. M o r a w e t z . To that I agree.
Senator N e l s o n . That is a thing that has grown up. not because 

the law directed it, but because the banks have been guilty of that. 
That is what the banks have been guilty of, is it not?

Mr. M o r a w e t z . That practice has grown up because of the absence 
o f any reserve banks which would furnish a market for the redis
counting of paper held by the banks.

Senator N e l s o n . The law did not plan that system. That is a 
system—this system of loaning on call loans is a system which has 
been created and built up by the banks, it is not?

Mr. M o r a w e t z . It is because of the defective nature of the system. 
Inasmuch as under this system there is no rediscount market for com
mercial paper, it is not a liquid asset. Each bank feels that it must 
keep part of its assets so that it can get reserve money when it needs 
it. That is the reason why the banks make these call loans.

Senator N e l s o n . D o you not know that in the case of a bank these 
stock collateral loans are anything but liquid loans?

Mr. M o r a w e t z . Yes.
Senator N e l s o n . They are not liquid.
Mr. M o r a w e t z . Each bank looks no farther than its own situation. 

Each bank says, 46 We will keep part of our assets in the form of 
these call loans on stock exchange collateral, so that when we want 
the money we can demand it,” but it does not consider the fact that 
■every other bank is in the same position, and that when one bank 
calls a loan to replenish its reserves the money must come out of some 
other bank, so that the gain of the one bank is the loss of the other.

Senator N e l s o n . Yes. Is it not a fact, Mr. Morawetz, that in the 
midst of a panic or stringency such as we had in 1907, that really the 
only liquid loans are bills of exchange, accompanied by bills of lading 
for the necessaries of life, like cotton, wheat, flour, and such products? 
Those are really the only liquid loans. Was it not by means of such 
bills that we secured upward of $100,000,000 of gold in the panic of 
1907? Some people called them documentary bills; some people 
called them commercial bills. Was that not what brought nearly 
$100,000,000 of gold into the country? It was not brought here on 
finance bills.

Mr. M o r a w e t z . That, and to sales of commodities and bonds and 
stocks.

Senator N e l s o n . My information was, and I got it from no less 
an authority than Mr. Vanderlip—I have his letter written some time 
ago—and he said that the 95 million odd of gold were obtained upon

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



BANKING AND CURRENCY. 2719

commercial bills of exchange drawn against wheat, flour, and cotton, 
and not through what they call finance bills. You know the distinc
tion between a commercial and a finance bill?

Mr. M o r a w e t z . Perfectly. I think, Senator, this gold was ob
tained in part also by sales of securities and out-and-out sales of 
commodities, and probably------

Senator N el so n  (interposing). Mr. Vanderlip, and I have his 
letter for it, says not.

Senator Reed. It would be strange if there was not something of 
that kind done.

Mr. M o r a w e t z . I think a great deal of it came in that way. The 
foreigners undoubtedly bought more wheat than usual, and more 
cotton than usual, but not such a vast amount more than usual. A 
great deal of it was------

Senator N e l so n  (interposing). You recall that during that fall 
the crop of wheat in the world was not very large, and there was a 
great demand for i t ; there happened to be, fortunately, a great de
mand abroad for wheat that fall. There was not such a surplus 
at this time, so that, Mr. Morawetz, when you study it you will 
find that the banks, by the stock loans, loans on stock collateral 
for the purpose of carrying margins, have built up a system that has 
proved in times of stress their own ruin. Is that not a fact, to some 
extent ?

Mr. M o r a w e t z . To some extent, it is quite true; yes, sir.
I want to add that I have no sympathy with the argument which 

has often been advanced by the bankers and officers of trust com
panies that the investment of these institutions of large sums in 
bonds and stocks, principally bonds, makes a kind of secondary re
serve in times of stress.

Senator N e l s o n . But not in times o f panic?
Mr. M o r a w e t z . I say I do not sympathize with that view. Such 

investments are less excusable than the collateral loans. It is un
doubtedly true that the call loans are a very convenient way of 
using part of the credit power of the banks.

Senator N e l s o n . In normal times that may be so. What we 
should legislate against is a hurricane and a storm.

Mr. M o r a w e t z . What you want to legislate for is not to create a 
cyclone-proof cellar to protect people in case of a hurricane, but what 
you want to obtain is a system which will prevent a hurricane from 
ever striking this country again. You wTant to prevent the recur
rence of panics and not merely mitigate these dangers after they 
have occurred.

Senator N e l s o n . Y ou see, in piping times of peace, wTe get along 
fairly well with our present national banking system. We have at 
all events had a sound currency if it has not been elastic.

I am old enough to have had a little experience with our old 
State banks’ paper currency. I knew wThat that meant. We have 
had a good currency, and a safe currency. It may not have been as 
elastic as it might have been. But outside of that currency this 
system has brought on the catastrophes in New York time and again, 
and did not grow from that currency system. It grew out of a 
vicious system of banking.

Mr. M o r a w e t z . The panics in Cleveland’s time were due to the 
currency.
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Senator N e l s o n . No.
Mr. M o r a w e t z . The currency to-day I regard as sound. There 

is not the slightest danger.
Senator N e l s o n . You are mistaken. In Cleveland’s time the 

country was in a state of stagnation, and then we had injected a 
good deal of silver into our currency, but in 1907 the country was in 
a prosperous condition, and economically sound. There "was no 
occasion for that panic, and to show you that I will state that out 
in the West there were a good many places, small country towns, 
where they kept open shop and paid out money and took in money, 
just as though there had been no panic in New York at all.

Mr. M o r a w e t z . The currency in this country------
Senator R eed  (interposing). Had you anything else to say, Mr. 

Morawetz ?
Mr. M o r a w e t z . I was going to reply to Senator Nelson’s question.
Senator R eed . I beg your pardon. Go right ahead.
Mr. M o r a w e t z . The currency of this country, in my opinion, is 

perfectly safe and sound at this day. The issue of silver dollars 
worth 50 cents, intrinsically, to the dollar has been stopped. The 
issue of greenbacks has been stopped and the Government has pledged 
itself to pay those outstanding on demand in gold, and to maintain 
an adequate reserve in gold; and the issue of bank notes has been 
stopped by the exhaustion of the Government bonds.

Senator R eed . Mr. Morawetz, I think I am warranted in thank
ing you, sir, on behalf of the committee, and I only wish you might 
continue your talk indefinitely.

At 2 o’clock Mr. Gilbert will begin at once. Unless we are forced 
to remain in the Senate, we will reconvene at 2 o’clock this afternoon.

(The papers referred to by Senator Hitchcock are as follows:)
R i c h m o n d  T r u s t  &  S a v i n g s  C o .,

Richmond, Va., October 20, 1913.
Hon. R o b e r t  L. O w e n ,

Chairman Senate Committee on Banking and Currency,
Washington, D. C.

D e a r  S ir : Pursuant to the committee’s request of last week I now beg to 
submit my suggestions in writing for the consideration of your committee, viz:

(1) Federal reserve districts (sec. 2).— Reduce the number of Federal re
serve banks to seven *and name the points to w it: New York, Boston, Wash
ington, New Orleans, Chicago, Denver, San Francisco. The headquarters of 
this Federal reserve board to be established at Washington, but with a clause 
authorizing removal to any other “ Federal reserve bank point” (for instance, 
in time of national danger) ; i. e., by and with the consent of Congress.

The capital to be supplied on a basis of 6 per cent of the member banks’ 
capital, surplus, and undivided profits as of July 1, 1913; one-half payable at 
once, one-fourth in 60 days, and the remainder in 120 days. (It must be ob
vious that the only fair computation is on surplus as well as capital.)

(2) Division of earnings (sec. 7).— Six per cent instead of 5 per cent.
(3) Federal reserve board (secs. 11 and 13).—Abolish the “ Federal advisory 

council ” by entirely eliminating section 13. Increase the Federal reserve 
board to 11, so that one appointment can be made by the President from each 
of the seven sections or districts having in it a Federal reserve bank, the eighth 
member to be chosen by vote of a majority of the banks belonging to the entire 
system. Make the term for life, subject to good behavior, just like the Su
preme Court judges, and, in order to get good men, place the salary at $12,000 
per annum.

(4) Rediscounts (sec. 14).—Amend line 1, page 26, to read: “Any member 
bank ” instead of “Any national bank.”
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I think it important to prohibit Federal reserve banks lending either on their 
own stock or on the stock of any other Federal reserve bank, directly or 
indirectly.

(5) Open-market operations (sec. 15).— Place a conservative “ limit” on 
these transactions.

(6) Note issues (sec. IT).— On page 33 amend by erasing in lines 14 and 15 
the words “ at par and without charge for exchange or collection,” and insert 
instead, after line 19, these words, “ in accordance with the rules and regula
tions to be prescribed from time to time by the Federal reserve board.” Erase 
lines 20, 21, 22, and the word “ patrons” in line 23, and insert the following 
words instead: “ Member banks shall make such charges to their patrons for 
collecting checks and drafts as shall be prescribed by the rules and regulations 
issued from time to time by the Federal board.”

(7) Savings department (sec. 27).—The conditions regarding “ savings” 
being entirely different in some sections of the country from the conditions 
prevailing in other parts of the United States, I suggest that this entire clause 
be simplified as follows: 1

“ That the Federal reserve board shall be, and is hereby, authorized to exempt 
the savings departments of national banking associations from any and every 
restriction upon classes or kind of business laid down in the national banking 
act. And it shall be the duty of said board within one year after its organi
zation to prepare and publish rules and regulations for the conduct of business 
by the savings departments of every member bank under this act.”

But if the committee insists on inserting in this section all that the Federal 
reserve board shall do, then I call attention to the fact that they should amend 
the eighth line, page 48, by inserting, after the words “ savings department,” 
these words: “As well as the method and form of withdrawal.”

(This is important because in many localities pass-book withdrawals have 
degenerated into wholesale checking accounts; to the great danger of the com
munity, by thus destroying the only known safeguard on “ savings deposits.” )

(8) Foreign branches (sec. 28).—Amend line 16, page 49, to read that any 
“ member bank ” instead of any “ national banking association ” ; and wherever 
this same error in phraseology occurs, in the entire bill, amend accordingly.

(9) Change of numbers.— Amend sections 29 and 30, numbering them instead 
respectively 30 and 31.

(10) Agricultural credit banks.—Add section No. 29, as follows:
“ The Federal reserve board shall have the power to consider applications for 

the establishment of, and to establish throughout the country agricultural credit 
banks under such rules and regulations as it shall formulate and promulgate 
from time to time; but in no event shall any Federal reserve bank subscribe 
exceeding 5 per cent of its capital stock toward the capital stock of an agricul
tural credit bank, and then only when such agricultural credit bank is located 
in the district covered by the said Federal reserve bank. No “ branch ” of a 
Federal reserve bank and no member bank under this act shall subscribe to the 
capital stock of such an agricultural credit bank, nor lend directly or indirectly 
upon the stock of such agricultural credit bank.”

Yours, very truly, S. D. S c u d d e r ,
Vice President and Treasurer.

C h a m b e r  o f  C o m m e r c e  o f  tele S t a t e  o f  N e w  Y o r k .

N e w  Y o r k , N. Y., October 20, 1913.
Hon. R o b e r t  L. O w e n ,

Chairman Committee on Banking and. Currency,
United States Senate, Washington, D. C.

D e a r  S ir : I am directed to send to you the inclosed printed copy of a report 
adopted to-day by the New York Chamber of Commerce on the Federal reserve 
act and to call your earnest attention to it.

This report was adopted on recommendation of a committee, 11 of whom 
are prominent merchants and 6 are leading bankers of this city. A copy of 
the report and also a copy of the Federal reserve act, as it passed the House of 
Representatives, were sent to each of the 1,600 members of the chamber in 
advance of the special meeting of October 20, to consider the same.

1 Note carefully.
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Every effort was made to obtain a full and free expression of opinion by the 
membership of the chamber; and its adoption at the special meeting is there
fore proof that it represents the sentiment of New York on this great measure. 
As will be seen from the language of the report the desire is to cooperate with 
Congress in perfecting this most important legislation.

Yours, very respectfully,
S e r e n o  S. P r a t t , Secretary.

[Inclosure.]

Chamber of Commerce of the State of New York.

At a special meeting of the Chamber of Commerce of the State of New York, 
held October 20, 1913, the following report, presented by the committee on 
finance and currency, was unanimously adopted. The committee was enlarged 
by the addition of 11 merchants, and the report and a copy of the proposed act 
were sent to every member of the chamber in advance of the meeting.

J o h n  C l a f l i n , President.
Attest:

S e r e n o  S. P r a t t , Secretary.

REP O R T  ON T H E  F E D E R A L  R E S E R V E  A C T .

N e w  Y o r k , N. Y., October 16, 19IS.
To the Chamber of Commerce:

Your standing committee on finance and currency, composed of 7 bankers, 
having been enlarged by the addition of 11 merchants for the purpose of the 
consideration and report upon the Federal reserve act (H. R. 7837), now pend
ing in the United States Senate, has made a careful study of this important bill 
and now respectfully submits its report. This report was first adopted by a 
subcommittee of 5 merchants and later by the full committee of 18. Its con
clusions are based upon an independent study of the provisions of the bill, 
which study was illumined by the instructive discussion of the measure at the 
recent conference conducted by the Academy of Political Science. The two 
sessions of the conference, held in the hall of the chamber, were attended by 
hundreds of the members of the chamber, who listened with the deepest interest 
to the statements of Chairman Oŵ en, of the Senate Committee on Banking and 
Currency, and Representative Bulkley, of the House Committee on Banking and 
Currency, and the debate which followed. In order that our membership might 
be further prepared to act intelligently upon this measure, a copy of the Federal 
reserve act was mailed to each member, and, moreover, a copy of this report has 
been sent to the members in advance of the special meeting called to pass 
upon it.

Your committee believes that experience is the greatest asset as it is also 
the surest guide to wisdom and the best preventive of errors in judgment in 
professional, political, commercial, and industrial life.

If there is one phase of the complex conditions of modern business in which 
more than another the wisdom gained by experience should obtain and be ex
pressed it is in the currency and banking system of any great nation and in 
its administration.

For reasons which it is not necessary to discuss or review here the United 
States has long rested under a system unscientific, if not, indeed, unsound, 
which has proven inadequate to stand the strain of stressful times; and with 
many serious restraints and setbacks has achieved its material progress in spite 
of rather than because of the structure of its financial system.

Yet all the while we have had the example of other great nations pursuing 
their way through wars and pestilence, through fire and floods, through collapse 
of unwise speculation and shrinkage of security values with no disastrous dis
turbance or serious interruption to the progress of their productive energies 
and the interchange of commodities.

Experience, therefore, lies ready at our hand. Shall we avail ourselves of 
it; and, grasping the fundamental principles which underlie all successful 
systems, differing only in details, apply them to our own needs and conditions 
with equally beneficent results,
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It is the conviction of your committee that such has been the intention of the 
Federal Congress and administration; and if we differ with them in our views 
as to the methods to be employed, it is because we believe that some of the pro
visions of the present bill will not permit of the free play and influence of some 
of those pronciples which it has attempted to recognize and which experience 
has proved are fundamentally necessary to security, flexibility, and fluidity of 
credit and exchange.

We should be untrue to ourselves and to the record of this chamber on the 
banking and currency question if we failed to point out what we believe to be 
the ideal solution, and frankly recognizing that, because of the complex condi
tions in our country, the ideal may be unattainable at this time, to suggest 
such changes in the present bill as we believe of vital importance to accomplish 
the ends which the needs of our commerce demand and which the security and 
advancement of our industrial and financial existence require.

The ideal solution, in our judgment, would be one central reserve association, 
dealing only with member banks and the Government; issuing currency against 
commercial notes having a definite and limited maturity, redeemable in gold 
and protected by an adequate gold reserve, this currency to be the obligation 
of the central reserve association issuing it and not involving the credit of the 
Government for its guarantee or redemption; other outstanding forms of cur
rency to be gradually retired; the Government to use the reserve association 
as its depository and fiscal agent and to be adequately represented on its board 
of management; its operation generally to be under Government supervision, 
but not under absolute political control.

I f  this solution is not attainable at this time, recognizing that the 
present bill contains some features greatly superior to the existing 
system, your committee urges amendments to the proposed act in the 
following particulars:

1 . The reduction in the number of Federal reserve banks to not 
exceeding four, with powers to operate branches within their own 
Federal reserve district.

N o t e .— If the desired strength resulting from the concentration of reserves is 
really to be obtained, and if in times of emergency there is to be a greater 
strength by unity of action of the reserve banks, with a small number of Fed
eral reserve banks, cooperation tending to approximate the advantages of a 
single reserve reservoir might be possible. With 12 or more we believe that 
would be difficult and improbable and that there would in emergencies be likely 
to develop the same individual struggle for reserves that we have seen cause 
disaster before. The fewer their number the greater their strength would be 
in proportion, and the greater therefore the sense of security in the minds of all 
the people in their respective districts, a factor which must not be overlooked, for 
timidity and fear breed panics.

With too many districts it is entirely possible that in some of the large centers 
there would be a number of joint-stock banks and possibly even of private 
banks of greater financial power than the Federal reserve bank of that district, 
which in itself would deprive the latter of much of its expected influence, and 
of the confidence of the people. Four reserve banks as the maximum, suggested 
by your committee, would amply permit, North, South, East, and West to be 
fully embraced.

2. That membership in the Federal reserve banks be made of such 
importance to the national banks that it need not be made compul
sory.

3. The retirement as promptly as possible of existing national- 
bank notes by the purchase by the Government at par of the out
standing 2 per cent bonds, or by some equitable arrangement by which 
the Federal reserve banks would take over these bonds from the 
national banks.

N o t e .— This country has long since passed the point where it needs to sustain 
a market for its bonds by an arbitrary and artificial means, which operates to 
the disadvantage of its commerce and of its citizens by maintaining an inflexible 
currency.
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On the other hand it is unjust that banks which have invested their funds in 
Government bonds which did not return in interest and profits on circulation a 
sufficient sum out of which to create a sinking fund, should have to suffer loss 
by the withdrawal of the privilege or the substitution of a bond unmarketable 
at par.

4. That of the seven members of the Federal reserve board, not 
more than five should be appointed by the President, none of whom 
should hold other executive office, and not fewer than two should be 
elected by the member banks of the regional reserve banks, and that 
the compensation of the members of the Federal reserve board should 
be not less than $25,000 per annum each.

N o t e .— The present provision in the bill designates three of the seven consti
tuting the Federal reserve board from executive members of the Government 
charged with a multiplicity of duties in administration which must inevitably 
absorb so much of their time and thought that it is not apparent to your com
mittee how they could possibly also exercise the important and responsible func
tions entailed upon members of the Federal reserve board.

In urging as strongly as we know how that at least two members of this 
board should be elected by the member banks of the Federal reserve banks, 
your committee again refers to the opening paragraphs in this report, pointing 
out that experience in administration is, in its opinion, of vast importance, 
and while this proposal would preserve a majority and control for the Govern
ment representatives this plan would assure beyond peradventure a minority of 
men trained and experienced in such special functions.

Private capital, and particularly banking capital, has been charged with being 
grasping and with the desire to take to itself great earnings, but even if this is 
true private capital has shown great care in the selection and liberality in the 
compensation of men to place at the head of its banking institutions, and 
stockholders in banks of even moderate size have always been ready to pay to 
a talented man several times the salary provided for the members of the Fed
eral reserve board in the present bill. If private capital has indeed been grasp
ing, it has been willing to pay large remuneration, because it believed that 
thereby it could secure high talent, and your committee believes that it will not 
be possible to secure the talent, experience, and judgment requisite to admin
ister the broad powers and responsibilities of the Federal reserve board at the 
compensation proposed in the present bill.

5. That the rate of dividend to be allowed to member banks on 
their proportionate shares of the capital o f their regional reserve bank 
should be 6 per cent instead of 5, and that all further profits of the 
regional reserve banks should be paid over to the Government of 
the United States.

N o t e .— If the Federal reserve banks are to be in fact public-utility institu
tions, chiefly if not solely for the safeguarding of the commerce, industry, 
and financial operations of the country, they should be operated primarily for 
that purpose and not for profit beyond a reasonable return upon the necessary 
capital contributed, and member banks should be free from the influences or 
temptations to govern their relations with regional banks by expected further 
profits, which the present provisions in the bill might tend to create.

6. That the Federal reserve notes be issued by the Federal reserve 
banks without guaranty by the Government.

N o t e .— It is questionable whether in the proposal to make these notes the 
obligations of the United States the question has been considered from an 
international viewpoint as thoroughly as from a purely national one. Whether 
it desires to be so or not the United States is about as much affected by inter
national monetary conditions as any of the foreign nations. Already the great 
nations of western Europe as well as India in the East are engaged in an 
extraordinary struggle for the accumulation of increased gold reserves. Con
ceive of the conditions which might be caused by a great European conflagra
tion of war intensifying this struggle for gold to titanic proportions. Possibly 
the citizens of the United States, no matter what domestic financial conditions
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arrive, may not create embarrassment by wholesale demands for redemption 
in gold; but, rich as the United States is it is still an immensely debtor 
nation and must continue to be so for many years, while there remain many 
natural resources to be developed and new industrial activities to be provided 
with capital, and moreover there remain enormous quantities of our securities 
held for investment abroad.

A European conflagration, and it has been perilously near at least twice 
within the past three years on the admission of the leading statesmen of 
Europe, would certainly result in an enormous foreign demand for gold, and 
the liquidation of our securities would dominate our international exchange 
market.

Conceivably, conditions might thus arise which would create such an ebb 
tide of gold that even the Federal reserve banks, if they were the issuers of 
the currency, could not stem or stop it, and in such an event the Government 
might have to come forward with its power and credit for the preservation 
of our domestic interests, but in that case the Government would be entering 
the lists with undiminished power on behalf of others and for the sustaining 
of other’s credit and not entering the contest as a suppliant on its own behalf 
and for the preservation of its own credit, an immensely different position in 
strength and effectiveness than would exist if the Government itself had issued 
the notes.

Having these various considerations in view, your committee pro
poses the adoption by the chamber of the following preamble and 
resolution:
Whereas we are keenly alive to the defects of our present banking system and 

to the great advantages to commerce and industry that will certainly follow 
the enactment of a law recognizing the correct principles governing a cen
tralization of banking reserves and the creation of an elastic bank-note 
currency; and

Whereas we believe that the measure which has passed the House of Repre
sentatives and is now pending in the Senate of the United States embraces 
in a considerable degree the recognition of those principles, and with neces
sary amendments may, if enacted into law, be of untold value to the com
merce and industry of America; and we are in strong sympathy with the 
desire of the administration for the enactment of an adequate law: There
fore be it
Resolved , That the Chamber of Commerce of the State of New York recom

mends the enactment of the present measure after such changes have been 
made as banking and commercial experience may indicate to be necessary for 
the practical working of the law, and that this body specifically recommends:

(1) The reduction of the number of Federal reserve banks to not more 
than four;

(2) That a strong effort be made to save the national banking system from 
a loss in numbers through national banks taking out State charters, by making 
the provisions of the measure sufficiently satisfactory to banks to obtain their 
cooperation, and, if possible, to secure the accession of State banks and trust 
companies to the Federal reserve organization, so that the measure will tend 
to unify our banking system;

(3) That provision be made for a speedier retirement of the present bond- 
secured national bank note circulation by the redemption of Government bonds 
now securing circulation, in order as promptly as possible to make room for a 
sufficient amount of the new notes to give true elasticity to the currency;

(4) That at least two members of the Federal reserve board shall be elected 
by the member banks of the Federal reserve banks, and that the members to be 
appointed by the President shall not hold other executive offices;

(5) That after paying 6 per cent dividend on the capital of the Federal 
reserve banks that any further profits shall be paid into the Treasury of the 
United States Government;

(6) That the proposed note issue be the obligations of the Federal reserve 
banks issuing the notes and not of the United States: And be it further

Resolved , That if the pending measure be amended so as to conform in funda
mental principles and administration to the approved practices of world banking 
in security and flexibility, we urge upon the management of national banks a 
broad and unselfish view and a hearty cooperation, believing that any temporary 
inconvenience arising from changed methods will be far more than compensated

S. Doc. 232, 63-1— vol 3------ 51
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by advantages .which will flow from a sound banking and currency system that 
will benefit the commerce of the whole country.

Respectfully submitted.
Cornelius N. Bliss, jr.; John Claflin, president; Ralph L. Cutter; 

Otto L. Dommerich; Samuel W. Fairchild; Alexander J. Hemp
hill; Francis L. Hine; Augustus D. Juilliard; Joseph B. Mar- 
tindale; Eugenius H. Outerbridge; William Jay Schieffelin; 
Mortimer L. Schiff; William Sloane; James Talcott; Frank A. 
Vanderlip, chairman; Clarence Whitman; Albert H. Wiggin; of 
the committee on finance and currency and members of the cham
ber associated therewith for the consideration of this subject.

N e w  Y o r k , October 16, 1913.

A d d i t i o n a l  S t a t e m e n t  b y  W i l l i a m  W .  F l a n n a g a n , o f  M o n t c l a i r , N. J.

On reading pages 1650 to 1656 of the record of the committee, it seems that the 
questions and answers lead to the conclusion, that in order to prevent an over
issue of circulating notes by the Federal reserve banks, it will be necessary or 
desirable to regulate the interest rate by the time for which the discount is 
made; the examination concludes by the witness saying: “ There should be some 
Slight excess of the rate from month to month,” the questioning Senator con
ceding “ that is of course reasonable.”

Now, we know that this is entirely impracticable, and that if such a provision 
was put into the bill it would raise “ a howl ” from one end of the country to 
the other as being an effort to uproot the business usage of the country. How 
could you defend the assertion that this was putting a penalty upon the exten
sion of reasonable credit in accordance with usual trade requirements and was 
encouraging, in addition to interest charges, the demand for the payment of a 
useless premium for the nearest approach to cash transactions?

I believe this wrong conclusion is based upon the false premises assumed, as 
shown in the examination of the witness, to w it:

(1) “ That a discount by the reserve bank is a loan of money.”
(2) “ That the issuance of circulating notes is measured by the volume of 

discounts made.”
Banks don’t lend money. They lend a substitute for money. I know this 

assertion will be called by some, uselessly drawing a technical difference 
“ spliting hairs,” “ a distinction without a difference,” all of which I deny. On 
the contrary, the fact is fundamental; it is the statement of a distinction which 
must be drawn in order to understand the mechanism of banking, especially by 
our legislators, if they would save themselves from wrong conclusions and the 
people from the result of grave errors occasioned thereby.

The common belief, exemplified in the expression that banks receive money 
from one class and lend it to another class is entirely erroneous. They do noth
ing of the kind. If it were true, then the total amount of the loans by the banks 
would be the volume of money in circulation or less, which we know is not so. 
The loans and discounts by the national banks alone are more than double the 
total “ money ” of the country, including as “ money ” all the coin and all the 
paper substitutes in circulation, whether issued by the Government or by the 
banks, and all held in their vaults.

I said the banks lend a “ substitute for money ”—it is usually called “ credit ”—  
and this term is apt to produce confusion of thought from the various meanings 
in which the word w credit ” is used.

It is “ credit ” that is loaned or given, but only in the sense of a book credit 
made by the bank, as an acknowledgment of a debt; it is not “ credit ” in the 
usual sense of confidence nor of belief in future compliance with a promise. 
This latter “ credit ” is what the bank’s customer extends to the bank when he 
accepts the book credit. This book credit made by the bank is the debt of the 
bank; it is called in banking parlance a deposit; it is the “ substitute for money ” 
which the bank lends, and it is used as such substitute by the borrower by means 
of a check.

At a risk of being prolix I would say that the mechanism of banking consists 
of the exchange of bank debts for other debts or for money. In the case of 
exercising the function of discount or loan, the bank exchanges its promise 
to pay on demand for the customer’s promise to pay in the future. Because 
the fulfillment of the bank’s promise is occasionally immediately required it 
does not change the nature of the transaction. This requirement, as a matter
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of practice is usually, if not invariably, a separate transaction by means of a 
check— either the customer’s or the bank cashier’s check.

In the case of exercising the function of deposit the bank exchanges with 
the customer its promise to pay on demand for some other promise to pay when 
the deposit is in the form of a check or currency (paper money), or gives 
such promise to pay in exchange for coin when the deposit is made in coin; the 
latter does not constitute 1 per cent of the deposits made.

The remaining function of banking is called circulation or note issue; it 
is properly only a change in the form of the bank’s debt and should be exer
cised only for the convenience of the depositor and not for the profit of the 
bank. We have been erroneously taught through the national-bank act to look 
upon the bank function of note issue as a source of profit. This profit was the 
great inducement held out by the framers of that act, for it allowed the draw
ing of interest from the Government on the bonds deposited and at the same 
time the earning of interest from the public on the circulating notes issued— i. e., 
double interest on the same capital invested. But this act was adopted pri
marily to provide a market for the Government bonds, not for the purpose of 
providing a uniform currency. The former destroyed the true bank function 
of note issue, from the evils of which destruction we now seek relief, while 
the latter is the unexpected benefit which we must retain.

The only difference between the debt of the bank represented by the circulat
ing note and the debt represented by the deposit is that the first named is a 
debt to the public— i. e., an unknown creditor— and the last named is a debt to 
the depositor, a known creditor. A circulating note can not properly come into 
existence except in discharge of a preexisting debt by the bank, either in the 
form of a deposit created by the exchange for other debts or coin, or as the 
proceeds of a loan or discount; and hence it follows this form of bank debt 
should be created only at the creditor’s option.

To illustrate the mechanism of banking with a concrete case, and in order 
to emphasize what I have said, let us take the example of a bank with a paid- 
up capital of $100,000, and say that on the first day it opened it received cur
rent deposits of $100,000 from many customers, of which $50,000 was in checks 
on other banks, $40,000 in currency, and $10,000 in coin. At the close of busi
ness that day the statement of condition would show as follows:
Assets:

Cash for capital paid in___________________________________________ $100,000
Due from other banks_____________________________________________  50,000
Cash—

Currency--------------------------------------------------------------------- $40,000
Specie--------------------------------------------------------------------------- 10, 000

-------------  50,000

Total__________________________________ ______________________  200,000

Liabilities:
Capital stock______________________________________________________ $100,000

Deposits____________________________________________________________  100, 000

Total________________________________________________________  200, 000
We will suppose that within a week the bank has made discounts at 6 per 

cent to the full amount of its capital and to the extent of one-half the first 
day’s deposits at an average time of, say, 60 days; supposing, also, that the 
checks paid and the deposits received during the week have left the net deposits 
from customers (other than discounts) the same as on the opening day,
Then the statement of condition will show as follows:
Assets:

Bills and notes discounted__________________________________________ $150,000
Due from other banks_____________________________________________  50, 000
Cash—

Capital paid in_______________________________________$100, 000
Currency____________________________________________  40,000
Specie_______________________________________________  10,000

---------------  150,000

Total 350,000

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



2728 BANKING AND CURRENCY.

Liabilities:
Capital stock_________
Discount and interest. 
Deposits_____________

$100, 000 
1,500 

248, 500

Total 350,000
The statement shows a much stronger position than prudence requires or 

banking practice ever demands, the bank having a reserve in quick assets of 80 
per cent of its liabilities. But the statement shows also that the bank has loaned 
$150,000 and has added $148,500 to the circulating medium of the country, at 
a profit of $1,500, and still has $200,000 in available cash assets, being double 
the amount of the capital with which it started.

This looks on its face as a case of “ having your pie and eating it, too,” but 
the truth is that this and many other transactions in banking are exemplifica
tions of this supposed impossibilty.

The reson of this and the solution of the paradox is that the banks create a 
debt which the public— i. e., the banks’ customers— accept as a substitute for coin. 
The promise of payment or debt, as evidenced by the credit on the bank’s 
books, is accepted by the customer in lieu of payment, and this credit— or 
deposit— is transferred by the customer by means of an order—or check—which 
Is used by the customer to discharge other debts created in the daily interchange 
of commodities and service by the people, called the requirements of trade.

Now, these deposits or debts of the bankers are as much a part of the cir
culating medium of the country as if they were coin or bank notes: indeed, 
they constitute more than 95 per cent of this circulating medium, and are 
used to perform all the functions of money except the final cancellation and 
extinction of debt, which can be done only with coin.

To the extent that this substitution of bank debts for coin can be safely made 
both the people and the banks benefit. It has become a necessity for all civil
ized peoples and is the essence of banking everywhere.

All banking and currency legislation in every country are but variations or 
restrictions under which this substitution may be made, in order to accord wth 
the habits, customs, and development of the people, all such laws being only 
different methods of securing safety in this substitution from the people’s stand
point.

The banker’s problem is to have the people substitute his demand debt for coin, 
to the fullest extent consistent with safety, which safety, from his standpoint, 
consists in being in the position at all times to discharge this debt whenever de
manded. Experience has demonstrated that the law of average applies to these 
•demand debts in a similar manner as it does to the business of life insurance. 
Men don’t die all at one time, nor do they demand payment of their deposits at 
any one time.

Epidemics do sometimes come, and we provide against them as best we may 
by sanitary laws and quarantine. Financial panics also sometimes sweep over 
the land, and against these you are now seeking to provide as a part of the 
beneficial legislation you are considering.

The Federal reserve banks are intended to do for the member banks what 
the member and other banks do for the people. They are to furnish a debt, 
which can and will at all times be accepted as a substitute for coin, irrespective 
of commercial crises and financial panics. This debt, unless our whole business 
methods are revolutionized and entirely changed (which does not appear likely 
;and certainly is not desirable), will be in the form of deposits to be transferred 
and used as a circulating medium, as now, by means of checks.

The member bank, when it asks for a rediscount from the Federal reserve 
bank, will have the proceeds placed to its credit and will use these proceeds in 
its regular operations by means of checks, or drafts as they are usually called, 
when made by a bank. It should not be presumed that these proceeds will be 
asked to be remitted in circulating notes any more than is done now. There 
appears to be no reason why such would be the case.

At some seasons of the year these notes will be required, but only because the 
member bank needs them for its customers, it being wisely provided that these 
notes can not be counted as reserve money by the member banks.

The measure and limit of discounts by the reserve banks will be the demand 
by the member banks, restricted to commercial paper as defined by the act, 
and further restricted by the required gold reserve to be held by the reserve 
bank against deposits as well as note issues. The volume of notes which may
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be issued has no relation whatever to the amount of discounts which may be 
asked by the member banks.

The reserve banks will grant discounts as the business requirements of the 
member banks demand, limited by the reserve requirements of the law. The 
issuance of notes is entirely a different function and will be exercised in re
sponse to an entirely different requirement.

A d d r e s s  b y  R a y m o n d  B. C o x , A s s i s t a n t  C a s h i e r  F o u r t h  N a t i o n a l  Bank 
o f  t h e  C i t y  o f  N e w  Y o r k , B e f o r e  t h e  C l e a r i n g  H o u s e  S e c t i o n  o f  t h e  
A m e r i c a n  B a n k e r s ' A s s o c i a t i o n , T h i r t y -n i n t h  A n n u a l  C o n v e n t i o n , att 
B o s t o n , O c t o b e r , 1913.

“ n e e d e d  r e f o r m s  i n  c h e c k -c o l l e c t i o n  l a w s  a n d  m e t h o d s .”

The history of banking is the history of note issue. Note issue, in a broad 
sense, may be defined as the process through which the individual exchanges 
his credit, which has only a local value, with the credit of the bank, which haa 
a general value. While the granting of credit may be said to be the founda
tion on which commercial banking rests, the effective use of credit through 
credit instruments is the test by which a banking system is measured to de
termine its success or failure. Note issue has been declared to be a lost art in 
American banking, a statement that is not without same basis of fact when we 
consider that the system provided by the national-bank act fails almost entirely 
to properly perform those functions for which a bank-note issue is especially 
intended.

It is an economic truth that commerce and trade depending for its existence 
upon exchange will find a medium of exchange whether or not one is provided 
by the Government under which the exchange of commodities is effected. Thus 
we find shells and beads performing the functions of a medium among primi
tive peoples. In colonial days, when there had been little specie imported to 
the newly discovered country, skins of animals, tobacco, and other forms of 
wealth supplied the deficiency, not through any legislative statute, but in obe
dience to natural law which knows no rule save the law of necessity.

The operation of this law of economic necessity is well illustrated in the 
evolution of our chief circulating medium during the period between 1865 and 
1875. When the national-bank act put an end to the issue of notes by individual 
banks we were left without a medium that would respond readily to the de
mands of trade. Obedient to the economic law of necessity something else was 
substituted that performed the functions of the more elastic State bank notes 
which had been discontinued. The instrument employed was the bank checks 
not new in itself, but new in the sense that it took on an increased importance 
from that day, an importance that has steadily increased to the present time* 
until now more than 90 per cent of payments are made by check.

This development has been due not only to the need of some such medium 
as has been suggested, but also to the fact that the check is superior in many 
ways to the true bank note which it so closely resembles in use. It is better 
adapted to the service of the people and to our independent, system of more than
25,000 banks. People are encouraged to open bank accounts and make use of 
checks who would never carry such accounts otherwise. Thrift is thus encour
aged and millions of dollars are turned into productive channels instead of 
being allowed to lie idle. We have educated the people to carry check books 
rather than wallets. While the amount of profit resulting to the banks is not 
entirely tangible, it can be appreciated even by the most shallow observer of 
financial conditions. It is hard to see how the business public could very welt 
get along without the check, and bankers of to-day would not think of doing 
otherwise than encouraging the use of checks to the fullest possible extent.

But while the check is like the bank note, both in function and principle, in 
form it is like the bill of exchange, and hence we find that it is governed by the 
law applying to bills of exchange. It is drawn upon a bank as drawee, to the 
order of a payee, and is signed by the drawer. It is for a definite amount 
payable at a certain place on demand. Hence it seems only natural that the 
laws of the bill of exchange should govern the use of the check. Yet this is 
only relatively true. The bill of exchange is a commercial commodity to be 
bought and sold, but the check must be considered from the side of the function 
it is intended to perform. A check is primarily for the payment of debt, and is
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seldom intended to be used for any other purpose. In this it enjoys an 
advantage over the bank note in that it can be made to fit the debt, whereas 
the note is ready made. It is for the exact amount of the debt and can be 
negotiated only by the payee. Title does not always pass by delivery, as is 
the case of the bank note, but usually by indorsement. Hence the check for 
many purposes is as superior to the bank note as the clearing-house currency 
certificate is superior to actual gold for the payment of clearing-house balances.

Unfortunately, however, in the rapid development of the check system, banks 
have utilized the check to a gradually increasing extent for their own advantage, 
so that now its original function has disappeared from the minds of bankers 
and they consider only its collection, and this as a means of enlarging their 
business or of enhancing their profits. This perversion of the true purpose of 
the check has been further augmented and complicated by the lack of definite 
and uniform State or National laws governing its increasing use in this country. 
In other words, both practice and law operate to hamper its rapid passage from 
payee to paying bank. As result of this hopelessly confused condition bankers 
are confronted with the problem of first reorganizing their own practice and of 
then securing from the courts a code of statute laws which will be specifically 
drawn for the check and which will similarly apply thereto throughout the 
Nation, as checks are sent from every State into every other State.

It is not the purpose at this time to state definitely the changes which should 
be made in our customs and laws, but to analyze the present status of the bank 
check and to suggest the nature of changes which are necessary before our bank
ing system can ever be considered economic and scientific, for checks are just 
as important a part of the system as are note system and reserves.

As previously stated, checks are created generally for the sole purpose of 
satisfying an existing debt. The drawer of a legitimate trade check never 
contemplates that his instrument is to be used for any other purpose, and it is 
a function of the bank to use its facilities for the consummation of this purpose 
and for no other. The extent to which they do otherwise is a clog in the wheels 
of commerce and a tax on other business industries. However, banks, in the 
mad rush for deposit balances and profits, seem to have disregarded this 
fundamental business principle. It must be admitted in the first consideration 
of this subject, however, that all of these errors are the outcome, directly or 
indirectly, of what is known in this country as the collection-exchange charge. 
Original offenders are the banks which charge more than expenses for payment 
of their own checks presented through the mails. Rarely does a bank ever 
charge even expenses for payment of checks presented in person at its own 
window. On the other hand, rarely do they neglect to charge a distant holder, 
who has not the opportunity of objecting. This is the practice followed or 
encouraged by nearly all banks, which lias created a system in this country 
which must be called at least inconsistent and unscientific. It is to avoid this 
charge upon these checks which can not be collected by the receiving bank’s 
own messengers that they are sent here, there, and everywhere, apparently 
irrespective of their place of payment, and in being so sent are used for addi
tional incidental purposes both by the sender and by the receiver. The sender 
not only adopts the group system to reduce expenses, but also to use these 
checks for creating balances in desired cities, a purpose most certainly not 
contemplated by the makers.

If this sender is also one of those banks which charges more than expenses 
in remitting for its own checks, it is therefore guilty of excessive tax, delayed 
presentation, and perverted use of checks. Further, if this same bank solicits 
from other banks, as do most city institutions, large volumes of checks payable 
outside of its own city, it does so mainly to secure the balance which it may 
require for such collection service. Having secured these balances and the 
volume of business, the bank sees another opportunity to secure an additional 
balance from these same checks, and for this purpose it proposes to pay a sub
agent for collecting a portion of the business in return for a commensurate 
balance. Such are the ramifications through which probably 50 per cent oi 
the checks pass before they fire finally presented for payment. Necessarily, 
such a system extremely hampers and retards the free circulation and rapid 
redemption of checks, which is demanded by the best interest of commerce and 
industry. Not only would a remedy of this situation be a benefit to business 
generally, but also it would be a boon to the banks themselves, if they would 
realize it, and as a unit cooperate to that end. There is no aggregate profit 
in such business, for what one makes another loses, and as has been aptly said, 
no industry as such can tax itself rich. To eliminate this confusion would be
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to dispense with many of the present-day unprofitable bickerings and to place 
the banking business on a more scientific basis.

The problem has been partly solved in some sections of the country through the 
operations of what is known as the country clearing house. The entire solution 
of the problem and its complete elimination from American banking is now 
offered to the public in paragraph 6, section 17, of the proposed Federal reserve 
act. The very fact that such a paragraph has been introduced into the bill 
indicates that the situation has become so serious that Federal legislation seems 
necessary. While comparatively insignificant, this, is undoubtedly one of the 
most important and most carefully constructed sections of the bill. Its author 
was evidently thoroughly familiar with existing conditions, and he has in a few 
brilliantly conceived sentences proposed to reform through the new system the 
great practical weakness and difficulty in our present banking methods. Its 
influence will be far-reaching and be equally beneficial to the banks and to the 
business public, for whom alone the banks are organized. If enacted and op
erated as at present outlined, checks will assume their proper place in the trans
actions of the Nation’s business. They will serve the purpose for which they 
are created by business men, and when this is done they will be immediately 
redeemed and disappear instead of being used in many subsidiary ways inci
dental to the business public, yet expensive to them and confusing to the banking 
system. Banks will then be as they should— purely institutions of discount, 
deposit, and issue, and will conduct their business accordingly without having 
to assume the role which they do. Pyramided bank balances will disappear 
and deposit balances will represent the true funds or credits which their figures 
indicate.

That such a condition should have become part of our system is no discredit 
to the American banker. Our present system, the amalgamation or adoptions 
from many heterogeneous systems, has been in a continual process of develop
ment and has been forced to serve many varying conditions of war and peace, 
of trade activity and inactivity. Throughout our history the entire banking 
effort has been to provide funds and credit to build up our industries, with little 
time to consider perfection of the machinery used for the purpose. The condi
tion is peculiar to this country, for the European systems of banking were 
thoroughly established before the advantages of checks were realized, and it 
was an easy matter for them to adjust their check system to the banking sys
tem, which they did. The crossed-check system and the London Country Clear
ing House, organized in 1858, or 175 years after the establishment of the Bank 
of England, regulates such matters in that country. Likewise does the Giro 
Conto serve the business public of Germany.

This, however, is but one phase of the question, the practical phase. The 
legal status of the check is equally confused and undetermined, not only here, 
but also in England and wherever used. While this subject has not received 
much consideration in America, it has been conspicuously before foreign bank
ers, and for many years they have been endeavoring through local and inter
national conferences to adopt a code which, while establishing the necessary 
laws to regulate checks, would permit them to facilitate commercial transac
tions, for which they exist, in a manner free and unhampered by legal uncer
tainties or differences.

Now that there is proposed a remedy for the existing wrong check-collection 
methods, it would be most opportune to join with other countries and consider 
at this time the revision and unification of check-collecting laws. While the 
uniform negotiable-instrument law is generally in force in this country, yet this 
statute is designed primarily for bills of exchange, and, as has been said, the 
check is but one form of a bill of exchange and is so different from all others 
and plays such an important part in the commerce of the country—90 per cent of 
the transactions being effected by it— that a uniform check law would not only 
be justified, but has become almost a necessity. Such a reform would be entirely 
within the province of the American Bankers’ Association, and for this purpose 
no other organization or body of men are’ so well equipped.

Reviewing the present legal status of the check of the United States we find 
that its free circulation and redemption are hampered by certain legal encum
brances—variances between statute laws of States and differences of prominent 
judicial decisions in similar cases. Conspicuous among these handicaps and 
differences may be noted the following:

The permission under the negotiable-instrument law to indorse checks as bills 
of exchange, qualified and conditionally, thus subjecting them to the complica
tions of law possible in such cases and imposing a burdensome duty on the
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paying bank. Legal indorsements on checks should be simplified to include only 
those which are necessary to complete the transactions for which the check was 
issued.

Indefiniteness and length of time which may elapse after delivery before a 
check is presented for payment.

Lack of definiteness in the prescribed form of drawing a check.
The wide differences among statutes and decisions regarding the relations 

between banks and depositors and banks and correspondents.
It is a universal practice among banks to receive checks from depositors and 

give them immediate credit for the same. Despite this common custom, the 
courts differ as to who is the real owner of the checks in question and what 
liability the banks assume in their actions. This should undoubtedly be defi
nitely established by uniform statute, as should the relation between banks 
which send miscellaneous checks to each other. All goes well until the check 
is lost or some bank interested in its collection fails, when there is a needless 
confusion. The courts seem to disregard the present-day customs and intent of 
parties and base their decisions on rulings passed many years ago under very 
different conditions. A code of laws definitely regulating these matters would 
eliminate many disputes and difficulties occurring daily in banks all over the 
country. Likewise there should be a uniform statute relieving banks of respon
sibility for sending checks direct to the paying bank for redemption.

These are but a few of the local problems in the check-collecting laws which 
should be regulated, yet even these few are of sufficient importance to justify 
this body in giving serious consideration to the subject.

In Europe international conferences have been held at The Hague to draw up 
a uniform bill of exchange act. The International Law Association has held in 
all about 30 conferences, with the result that not only are the laws of shipping 
and carriage by sea fast approaching unification, but the laws governing the 
bill of exchange have narrowed dowTn from a dozen or more conflicting codes to 
practically two, the law of Continental Europe and that of England and 
America, which are nearly identical. It is a significant fact that these many 
conferences have developed the thought that there should also be a uniform 
international check law. The efforts in this direction have disclosed that nearly 
all the important nations abroad recognize that checks should be subject to 
laws of their own, paralleling yet distinct from the bills of exchange laws.

We need not concern ourselves in this paper w’ith international check law, 
except to make the broad statement that in any legal remedies proposed we 
should consider the future possibilities of the use of the bank check as a 
medium for making international payments. It is universally admitted that 
there are many matters concerning checks which must be adjusted to conform 
to local customs and practices. It is with this phase of check legislation that we 
are interested, especially since American laws in this respect seem to be far 
behind those in force in other nations. It is not within the possibilities of m 
paper of this length to note all the very interesting laws that are in force 
abroad pertaining to the collection of checks. It is enough to draw the contrast 
that there are such laws where we have .none. For example, in nearly every 
country except England and America there is a law requiring checks to be 
presented for payment within a definite time. In Belgium the period between 
date and presentment is 3 to 6 days; France and Switzerland, 5 to 8 days; 
Germany, 10 days; and so on. Even Japan has a limit of 7 days. The need 
of such a law has not been so apparent in England, probably because since 
3858 country checks have been collected through the London Clearing House. 
That there should be a law of this nature in our country, based, of course, 
on distances, is not an extravagant proposition in any sense.

Another custom prevailing abroad that is worthy of note is the practice of 
“ crossing” checks. By drawing parallel lines across the face of a check the 
maker gives notice that the check may be negotiated only between banks, and 
it is therefore useless between individuals or subsequent indorsers. Protection 
is thus afforded the banks against items that may be lost or get into the hands 
of improper parties who could get value by forging an indorsement. The 
custom of “ crossing ” checks is spreading from England to France and Ger
many. Is it too bold a statement to suggest that a better plan in this country 
to protect both banks and the public would be to limit the number of indorse
ments? Such a precedent is already established by the Government in con
nection with post-office money orders, which might otherwise be used as n 
circulating medium instead of being sent for prompt redemption.
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Generally speaking, the foreign banker enjoys a much more certain ground 

than his American confrere in making payment of checks sent for collection. 
As a German writer has well put it:

“ In the mighty rush of daily business the clerk to whom the settling of 
these instruments is trusted ought only to look at the balance of the customer 
and his signature, and not ponder over any judicial questions and possible 
discrepancies of check laws.”

Summing up the various conditions that operate against the proper use of 
the bank check as a convenient and satisfactory debt-paying credit instrument, 
it has been shown that they classify themselves into two groups: Those which 
may be termed unscientific, if not actually improper banking practices on the 
one hand, and legal obstacles and differences on the other. There is every evi
dence that the first difficulty is already in process of correction, and whether 
it shall be left to organization of banks, such as this body or ciearing houses 
or individual banks, or whether, as seems probable, the" solution will come 
through new currency legislation, the effect will be the same.

On the other hand, the legal phase of the check-collecting subject seems to 
hinge upon the following points, which can only be cleared up by legislation 
similar to the uniform negotiable instrument act:

(1) A separate code should be enacted covering bank checks.
(2) The relationship between the depositor and the bank must be definitely 

fixed as regards the deposit of checks for collection when credit is given at the 
time the deposit of checks is made.

(3) The relations between banks handling such items for collection must be 
established.

In adjusting these problems several important details are involved, such as 
the intent of indorsement stamps, fixing of the time between the date of 
delivery of a check and the date of presentation, the liability of banks in 
choosing proper agents, and the rights of both the banks and depositors when 
checks are unpaid.

These reforms can not be accomplished without considerable study and much 
discussion. It is apparent, however, that they must be provided for if we 
really wish to adjust our banking system to the best interest of the Nation’s 
commerce and industry. Now that banking reform is at such a critical stage, 
it would be well for the American bankers to begin at once a serious and 
active consideration of our check-collecting laws and methods.

(Thereupon, at 1 o’clock p. m., the committee took a recess until
2 o’clock p. m.)

AFTER RECESS.

Senator R eed . Mr. Gilbert, will you please state for the benefit of 
the record your name, place of residence, and your business ?

STATEMENT OF ALEXANDER GILBERT, PRESIDENT OF THE 
MARKET & FULTON NATIONAL BANK, OF NEW YORK.

Mr. G il b e r t . My name is Alexander Gilbert; I  reside in Plain
field, N. J. I am president of the Market & Fulton National Bank, 
of New York.

Senator N e l s o n . Of what bank?
Mr. G il b e r t . Of the Market & Fulton National Bank, of New 

York.
Senator R eed . H o w  long have you been in the banking business ?
Mr. G il b e r t . I am almost ashamed to answer that question. I 

have been in the banking business over 50 years.
Senator R eed . And what is the capital of your bank and its sur

plus ?
Mr. G il b e r t . The capital is $1 ,000,000 and the surplus is $1,900,000.
Senator R eed . H o w  long have you been president of that bank ?
Mr. G il b e r t . I have been president for 17 years.
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Senator P o m e r e n e . What deposits have you in that bank ?
Mr. G il b e r t . Our deposits are about $10,000,000.
Senator R eed . Can you tell us, in the rough, what proportion of 

your deposits are the deposits of other banks?
Mr. G il b e r t . About $2,500,000.
Senator R eed . Have you been, at any time, the representative of 

other banks, or of other banking associations, such as clearing 
houses, etc.?

Mr. G il b e r t . I was president of the New York Clearing House 
during the panic years of 1907 and 1908.

Senator R eed . Had you, prior to 1907, been the president of the 
clearing house?

Mr. G il b e r t . No; I had been a member of the clearing-house com
mittee, but prior to 1907 I was not president of the association.

Senator R eed . Were you president at the time the panic came on, 
or did you come into office after that?

Mr. G il b e r t . No. I was president before the panic.
Senator R eed . H o w  long before the panic ?
Mr. G il b e r t . I think I was elected in October, 1907. The panic 

broke out very shortly after that.
Senator N e l s o n . On the 21st.
Senator R eed . And, prior to that, you had been a member of 

what board of the clearing house?
Mr. G il b e r t . The clearing-house committee.
Senator R eed . Well, the clearing house of New York is composed 

o f what?
Mr. G il b e r t . It is composed of 31 national banks, 17 State banks, 

and 15 trust companies.
Senator R eed . Do you know what the aggregate capital of the 

members of the clearing house is?
Mr. G il b e r t . The banks have a capitalization of about $119,- 

000,000, I think.
Senator R eed . Y ou say “ the banks.” Does that include the trust 

companies ?
Mr. G il b e r t . That does not include the trust companies. I could 

not say definitely just what the capital of the trust companies is.
Senator R eed . This clearing-house association, does it have any 

fund that it carries for any purpose?
Mr. G il b e r t . No. It has no funds outside of its yearly income, 

which is all used up for administrative purposes every year.
Senator R eed . I had in mind------
Mr. G ilber t  (interposing). Except that it owns its own real 

estate.
Senator R eed . What I  had in mind was a fund for the purpose of 

clearing, that was kept in some form.
Senator P o m e r e n e . That is, do the banks keep a fund in the clear

ing house?
Senator R eed . Yes; do they keep a fund in the clearing house?
Mr. G il b e r t . Practically, yes; and practically, no. The banks 

deposit gold in the clearing house and take out clearing-house cer
tificates, which they use in settlement of their daily balances. That is 
simply in order to protect the banks against loss—from carrying 
their cash settlements through the streets.

Senator R eed . It is a sort of guaranty fund ?

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



BANKING AND CURRENCY. 2735

Mr. G il b e r t . Well, the certificate is substituted for the gold.
Senator E eed . And the clearing house is the custodian of that 

gold?
Mr. G il b e r t . Yes.
Senator E e ed . Do y o u  know about how much of that there was in 

1907; about what that fund was ?
Mr. G il b e r t . No; I do not. I think it very seldom amounts to 

more than $50,000,000 or $60,000,000. It varies with the amount of 
cash. When I say “ cash,” I mean the clearings of cash, lawful 
money, gold, and legal-tender notes, which, from time to time, 
accumulate in the banks. Of course, when the banks get a larger 
amount than they want to carry in their own vaults they send it 
down to the clearing house and take out clearing-house certificates, 
because those clearing-house certificates are always available for 
settlement of our daily balances.

Senator E eed . And when the bank comes and gets clearing-house 
certificates they are charged against this gold; is that it ?

Mr. G il b e r t . Yes; on the books of the clearing house.
Senator E e e d . Well, why do they keep gold instead of lawful 

money ?
Mr. G il b e r t . Well, they keep a certain amount of both. The New 

York bankers, the clearing-house bankers, are, and always have been, 
a very conservative body of men. I do not think it would be possible 
to find a more conservative body of men in the world than the bankers 
of the NewT York Clearing House; and they always aim to develop 
and maintain the highest degree of conservatism among their mem
ber banks and are very strict and rigid in their examinations from 
time to time.

Senator N e l s o n . This money, or this gold, is deposited there by 
the brokers------

Mr. G il b e r t  (interposing). Brokers have nothing to do with it.
Senator N e l s o n . I mean the banks deposit it.
Mr. G il b e r t . The banks deposit the gold in the clearing house.
Senator N e l s o n . The banks deposit the gold in the clearing house; 

and is the gold actually kept in the vaults of the clearing house?
Mr. G il b e r t . Oh, yes.
Senator N e l s o n . You have a sort of bank, then, for that business?
Mr. G il b e r t . The clearing house has its own vaults.
Senator N e l s o n . Yes; and the gold is deposited there, and you 

issue these clearing-house certificates ?
Mr. G il b e r t . Yes.
Senator N e l s o n . And that is used in liquidating the balances ?
Mr. G il b e r t . Yes.
Senator P o m e r e n e . And for no other purpose?
Mr. G il b e r t . And for no other purpose.
Senator N e l s o n . And it is to save the lugging around of the gold 

or the money, is it not?
Mr. G il b e r t . Yes. And in answer to Senator Eeed’s question as 

to why they keep gold instead of lawful money, they realize it is a 
good policy to establish and to carry from time to time a good gold 
reserve.

Senator E eed . That is a good way to keep it in one place.

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



2736 BANKING AND CURRENCY.

Mr. G il b e r t . Yes. I want to emphasize just one thing, and that is 
these clearing-house certificates differ from the clearing-house certifi
cates which we issued during the panic in this respect only, that in 
the panic in order to protect our lawful money reserves, we issued 
these clearing-house certificates against the assets of the member 
banks—that is, commercial paper and such other bond securities or 
stock securities as they might have—and those certificates were not 
used outside of the clearing house; they never circulated as money.

Senator R eed . What certificates do you mean ?
Mr. G il b e r t . The ones that were issued during the panic.
Senator S h a f r o t h . The clearing-house certificates?
Mr. G il b e r t . The clearing-house certificates.
Senator N e l s o n . But let me ask you this question: Those certifi

cates were certificates held by the individual banks, were they not?
Mr. G il b e r t . By the in d iv id u a l members.
Senator N e l s o n . They did not do as was done in the panic of 1873, 

make them a joint liability of the clearing house?
Mr. G il b e r t . Oh, yes; the joint liability o f all the banks who were 

members of the clearing house.
Senator N e l s o n . Yes.
Mr. G il b e r t . But they were not used outside of the clearing house 

association; they were only used for the purpose of settlement of 
balances from day to day.

Senator N e l s o n . They took the place of those other gold certifi
cates that you had?

Senator R eed . You did not pay them out over your counter?
Mr. G il b e r t . No; we did not pay them out over our counters; and 

they did not go out of our possession; and there was a penalty against 
using them outside the clearing house. I want to again emphasize 
that, because there is a wrong impression which has gotten abroad 
about these certificates.

Senator R eed . They used them generally in my district as cur
rency.

Mr. G il b e r t . During the earlier panic, in 1873 and 1893, before 
their use extended itself to other clearing houses of the country, they 
were not used outside of the clearing houses; and New York has 
never departed from that custom. It was simply an agreement among 
the member banks with each other, in which they practically said, 
“ You have not the money to pay us in gold; we will lend you this 
money; you owe it to us.” And we owed one another; that is all; 
and these certificates were simply due bills which represented the 
debts one bank owed another in the clearing house; they never went 
outside the clearing house.

Senator N e l s o n . But these due bills were the joint due bills, then, 
of the entire association, were they not?

Mr. G il b e r t . Yes.
Senator N e l s o n . But they were delivered to the banks which had 

an account to settle; and if that bank used when to settle its balances, 
they wrere a debt from it to the clearing house, were they not ?

Mr. G il b e r t . When a bank found its lawful reserves were getting 
low it would take security to the clearing house committee and say, 
“ I  would like to take out a certain amount of clearing-house cer
tificates to settle balances,” and the clearing-house certificates were
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issued on the deposit of securities with a margin of 25 per cent over 
and above the amount of certificates issued.

Senator N e l s o n . Yes.
Senator P o m e r e n e . The collateral consisted of approved bonds, 

did it ?
Mr. G il b e r t . Approved bonds and commercial paper.
Senator P o m e r e n e . And stocks?
Mr. G il b e r t . Yes; stocks that were approved by the committee.
Senator R eed . Can you tell us, in the aggregate, how much of that 

was done; what was the aggregate of the certificates ?
Mr. G il b e r t . That were issued during the panic?
Senator R eed . Yes.
Mr. G il b e r t . I think the maximum issue was something over 

$90,000,000.
Senator R eed . At one time?
Mr. G il b e r t . At one time; and those certificates bore 6 per cent 

interest.
Senator P o m e r e n e . That is $90,000,000 in addition to the gold cer

tificates which were out?
Mr. G il b e r t . Yes; $90,000,000 of clearing-house certificates.
Senator N e l s o n . I suppose, for the time being, they took the place 

o f the other certificates?
Mr. G il b er t . Yes; for the time being they were used for that.
Senator N e l s o n . In lieu of those you issued on the gold?
Senator R eed . Y ou held your gold intact, did you not?
M r . G il b e r t . N o w , gentlem en, in connection w ith  that, let us d is 

cuss this feature— section 17 o f  this bill.
Senator R eed . May I interrupt you, Mr. Gilbert, to ask one 

question ?
Mr. G il b e r t . Yes; certainly.
Senator R e ed . Y ou were charged 6 per cent on those certificates 

during the panic?
Mr. G il b e r t . Yes.
Senator R eed . Why?
Mr. G il b e r t . So that a member of the clearing house would not 

keep them out one day longer than was absolutely necessary.
Senator R eed . Y ou bankers, dealing among yourselves, thought 

it was a proper and necessary thing to put that sort of a check on the 
issue of those certificates, did you?

Mr. G il b e r t . Exactly; that was it, I think. And it served its 
purpose, because just the moment a bank found that it was in a posi
tion to pay off those clearing-house certificates, or a portion of them, 
they were paid off or reduced.

Senator W e e k s . How long did they remain outstanding?
Mr. G il b e r t . Why, I think that they were all retired within four 

months; that is my impression; four or five months.
Senator W e e k s . And most of them within GO days?
Mr. G il b e r t . Most of them within 90 days; I would not say 60 

days.
Senator W e e k s . Your rate of interest was lower than the rate on 

clearing-house certificates that was charged in some cities.
Mr. G il b e r t . Our rate was never higher than 6 per cent.
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Senator W e e k s . In Boston the rate was 7.2 per cent.
Mr. G il b e r t . Our rate was never higher than 6 per cent.
Senator N e l s o n . Those other certificates that you spoke of first— 

they do not draw interest, do they ?
Mr. G il b e r t . No; those certificates are simply substituted for gold.
Senator N e l s o n . Yes; they are like our gold certificates here?
Mr. G il b e r t . N o w , section 17 of the new bill. I  would like to call 

your attention to this while we are on that subject.
Senator E eed . What page is that on?
Senator P o m e r e n e . It begins on page 29, I think.
Mr. G il b e r t . I was looking for the section. I thought it was 

section 17 which provides that.
Senator S h a f r o t h . Section 17 is the section about the note issue.
Senator N e l s o n . It is the discount provision that I think you are 

after.
Mr. G il b e r t . It refers to the prohibition against the issue o f 

clearing-house certificates hereafter.
Senator P o m e r e n e . Oh, I did not know that was what you were 

after.
Mr. G il b e r t . I thought it was section 17. Well, I  can not find it 

just for the moment; but the bill provides, in substance, that here
after no------

Senator E eed  (interposing). Here it is.
Mr. G il b e r t . Will you read it, please ?
Senator N e l s o n . What page?
Senator E eed . I found it on page 36—beginning at the bottom of 

page 35. [Eeading:]
Meanwhile every national bank may continue to apply for and receive cir

culating notes from the Comptroller of the Currency based upon the deposit of
2 per cent bonds or of any other bonds bearing the circulation privilege-------

Mr. G il b e r t . That is it.
Senator E eed . [Eeading:]
But no national bank shall be permitted to issue other circulating notes, 

except such as are secured as in this section provided, or to issue or to make 
use of any substitute for such circulating notes in the form of clearing-house 
loan certificates, cashier’s checks, or other obligation.

Mr. G il b e r t . That is it, exactly. Now, you will notice the lan
guage there:

But no national bank shall be permitted to issue other circulating notes, 
except such as are secured as in this section provided, or to issue or to make use 
of any substitute for such circulating notes in the form of clearing-house 
loan certificates, cashier’s checks, or other obligation.

What I want to call your attention to is, that the clearing-house 
certificates as issued by the New York Clearing House under panic 
conditions never were issued as a substitute for circulating notes. So 
that this prohibition does not apply to those clearing-house certificates 
that were issued, for they never were used as circulating notes. Do 
you get my idea ?

Senator E eed . Yes; I  get your idea.
Senator P o m e r e n e . Well, were they so used among the members of 

the clearing house; if so, they served the same function, did they not?
Mr. G il b e r t . They never were circulated outside the clearing 

house, or served any other purpose than to settle the balances between 
the members.
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Senator R eed . Well, what would you say as to this provision, is it 
not broad enough to cover it.

But no national bank shall be permitted to issue other circulating notes, 
except such as are secured as in this section provided, or to issue or to make 
use of any subs:itute------

Mr. G il b e r t . Where is that, Senator Reed?
Senator R eed . That follows right on.
Mr. G il b e r t . In section 20?
Senator R eed . No; in section 19.
Or to issue or to make use of any substitute for such circulating notes in 

the form of clearing-house loan certificates, cashier’s checks, or other obligation.
Mr. G il b e r t . Well, the point I  make is that they never were used 

as a substitute for circulating notes, any more than cashier’s checks 
as generally issued are so used.

Senator S h a f r o t h . Well, in case they were used as currency it 
would apply.

Mr. G il b e r t . Yes; it would apply to them then.
Senator R eed . Well, do you think this language ought to be 

broadened so as to stop the thing that occurred in New York during 
the panic?

Mr. G il b e r t . I do not think it should. I think the time may 
come when the use of clearing-house certificates for the purpose for 
which the New York Clearing House uses them might be very ad
vantageous.

Senator R eed . Between the banks ?
' Mr. G il b e r t . Yes; between the banks.

Senator R eed . For use between the banks?
Mr. G il b e r t . Yes, sir.
Senator R eed . You would not want a section put in the bill that 

would bar the banks of New York from the privilege of taking, say, 
$50,000,000 of gold to a common center and putting it into the cus
tody of some man or institution and then issuing a certificate to each 
bank for its proportion of that gold, so that it might exchange those 
certificates for liquidated balances? You would not think that 
ought to be done?

Mr. G il b e r t . Oh, no.
Senator N e l s o n . Well, what about the other certificates, such as 

you issued during the panic ?
Mr. G il b e r t . Well, I was going to say that you can not appreciate 

without having had practical experience the great advantage to the 
business interests of the country that arises from the fact that the 
New York banks can maintain the settlement of exchanges through 
the New York Clearing House, through which checks, drafts, and 
other items to the extent of $200,000,000 or $300,000,000 are passing 
for redemption every day, and are redeemed by the use of those 
clearing-house certificates between its members.

Senator R eed . That is, the gold certificates ?
Mr. G il b e r t . No. That is the clearing-house certificates which 

we issue in times of panic against securities held by the banks.
Senator R eed . Well, I wanted to be sure.
Mr. G il b e r t . Of course there could be no objection against the 

gold certificates, because they are simply certificates issued against 
the deposit of gold.
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Senator N e l s o n . I suppose you think this language, “ loan certifi
cates,” leaves the certificates that you issued during the panic out
side—not covered by the bill?

Mr. G il b e r t . Well, I  think it could be so interpreted. I  hope it 
could be so interpreted, because I think it very essential that they 
should not be prohibited.

Senator R eed . Well, would that be so necessary if you could take 
collateral directly over to the regional reserve bank and get the 
money ?

Mr. G il b e r t . No; if the regional reserve bank maintains its char
acter at all times as a reserve association and does not dwindle into 
an ordinary, commonplace bank, through its desire to do a large 
business. I can foresee the possibility of one of the regional reserve 
banks loaning its assets to such an extent that it would not be able 
to afford any relief in time of panic.

Senator S h a f r o t h . The power to issue money, however, would be 
there.

Mr. G il b e r t . The power to issue circulating notes.
Senator S h a f r o t h . Upon collateral.
Mr. G il b e r t . Upon 33| per cent gold reserve.
Senator S h a f r o t h . Yes.
Mr. G il b e r t . Which ought to be 50 per cent. But even that 

power may be exhausted if we should pass through a period of in
flation to which the regional reserve banks would give way.

Senator N e l s o n . It would be contingent on whether the banks 
had the commercial paper to deposit with their reserve bank, would 
it not?

Mr. G il b e r t . It would be contingent upon their ability to loan any 
further.

Senator N e l s o n . Yes.
Mr. G il b e r t . They may have exhausted their loaning power.
Senator R eed . Y ou think, Mr. Gilbert, that we might confront a 

condition sometime when, if you needed $100,000,000 in a great emer
gency, the $50,000,000 in gold could not be produced—if we had a 
50 per cent reserve—or the $33,000,000 under the present provision— 
could not be produced?

Mr. G il b e r t . I think it is possible.
Senator R eed . And right at the very crucial hour we would have 

to stop.
Mr. G il b e r t . Yes; w h y  n ot?
Senator R eed . And you think there ought to be a saving clause of 

some kind in the bill to cover that situation ?
Mr. G il b e r t . Why, in our own clearing-house banks we are obliged 

to carry a 25 per cent reserve, and when the indication of an ap
proaching panic is most seriously felt it is indicated by our reserve, 
which has got down to a limit which makes it necessary for us to stop 
the loaning, because we have exhausted our loaning limit.

Then the demand is for banking credit. It is not for currency; 
currency would do us no good, because currency does not count in our 
“ lawful-money ” reserve. And very few people are able to differ
entiate, really, in discussing this question, lawful-money reserve, 
banking credit, and currency. And almost every man who—I will 
not say almost every man, but a very large number o f magazine 
writers who write on banking reforms—seem to think that the bank
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aote is the most important factor in the problem, the great cure-all 
for panics and mone}' crises.

Senator R eed . What do you think about it?
Mr. G il b e r t . The fact is that banking credit is the thing; 95 per 

cent of the business of the country is done on credit, and when a 
merchant goes into a bank, in times of great stringency, and says, 
“ I want you to loan me $10,000, or $15,000, or $20,000 to meet notes 
1  have coming due,” he does not want bank notes, he wants the bank 
to put $10,000, or $15,000, or $20,000 to his credit.

Senator N e l s o n . So that he can check against it.
Mr. G il b e r t . So that he can check against it. And the bank says: 

“ Why, I can not do that; if I do that, I have got to increase my 
lawful money reserve. I am below my reserve now; I can not loan 
any more.” Bank notes would not do the bank any good.

Senator N e l s o n . And that very loan would make you put up a 
bigger reserve?

Mr. G il b e r t . Exactly.
Senator R eed . Well, if these notes are received as a reserve only 

requiring 33  ̂per cent to be kept against them in the regional reserve 
bank, then he could get $3 for $1. That is, he could take $100,000 
of gold to the regional bank—I mean a bank can do this—and they 
can get $300,000 of paper. Now, they could use that paper in their 
own reserves.

Mr. G il b e r t . No; he could not do that.
Senator R eed . Under this bill?
Mr. G il b e r t . No; he could not do that.
Senator N e l s o n . N o ; they can not issue currency on the deposit of 

gold, can they?
Mr. G il b e r t . No.
Senator S h a f r o t h . It must be additional------
Senator R eed (interposing). Of course, I  implied that they carry 

over paper that this man who desires to borrow $300,000 would give 
to the bank—his paper for $300,000. They would have that. They 
would have to carry that over to the regional bank, and they would 
have to carry over $100,000 of gold, and then they could get $300,000 
of paper.

Mr. G il b e r t . Do you not see that if they had $100,000 of gold they 
could increase their own loans on the basis of that $100,000 of gold?

Senator R eed . They could increase their own loans on that basis, 
but they could increase them more with the currency, could they not ?

Mr. G il b e r t . No; they could not, because $100,000 of gold in a 
national bank will carry an expansion of $400,000 of loans.

Senator R eed . Of loans? But $300,000 of this paper money would 
carry $1 ,200,000------

Mr. G il b er t  (interposing). Will you please let me explain?
Senator R eed . Yes; that is what I want.
Mr. G il b e r t . A merchant comes in and says to the bank: “ I want 

to make a loan of $400,000 and I want you to put it to my credit.” 
Now, if they had that $100,000 free------

Senator N e l s o n . In gold.
Mr. G il b e r t . In gold. That $100,000 would be sufficient reserve 

to carry against that $400,000 loan.
Senator N e l s o n . Under existing law?

S. Doc. 232, 63-1— vol 3------ 52
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M r . G il b e r t . Yes; under existing law.
Senator R eed . Yes; I  understand. But suppose that you had your 

$100,000 of gold, and you get your $400,000 of paper from your 
merchant, and you take the $100,000 in gold and your merchant’s 
paper and go to the Federal reserve bank, and they issue $300,000 of 
this money, which you carry over and put in your vaults—and which 
is a full legal tender—a reserve now is held against that money, 
and there is held in the regional bank the gold reserves.

Mr. G il b e r t . Y ou are reasoning on the theory that the notes of 
the Federal reserve bank will be not only a legal tender but “ lawful- 
money ” reserve in a member bank, and that will not be the case.

Senator R eed . Well, let us leave the question out, for the moment, 
of the lawful-money reserve.

Mr. G il b e r t . But it could not be left out.
Senator R eed . Y ou think that you could not use them for re

serves—you would have to go and get 25 per cent of gold to put 
up in your own vaults—do you?

Mr. G il b e r t . I mean to say that they could not make the loan 
unless they had the reserve there.

Senator R eed . Of gold?
Mr. G il b e r t . Yes; the reserve o f  go ld .
Senator R eed . Then it is necessary to make these notes available 

as reserves or you destroy their utility ?
Mr. G il b e r t . You destroy the elasticity of the bank notes by mak

ing them available for reserve purposes.
Senator N e l s o n . It would make them inelastic if they are used as 

reserves ?
Mr. G il b e r t . Yes, sir.
Senator R eed . Yes. But if Mr. Gilbert is correct, and I under

stand him, the sum of his reasoning is that there could be no possi
ble benefit coming from this bill.

Mr. G il b e r t . I do not say that. I have not said that.
Senator R eed . But if you said that a bank having enough money 

to put up with the reserve bank in gold, and putting it up and get
ting this money, and carrying it back in the proportion of 3 to 1 
and putting it into its vaults, is no better off------

Mr. G il b e r t  (interposing). No; you misunderstand me.
Senator R eed  (continuing). And can not loan any more money 

than it could before------
Mr. G il b e r t  (interposing). You misunderstand what I say.
Senator R eed . I evidently do.
Mr. G il b e r t . I f  I wanted to use the Federal reserve bank to in

crease my reserve I would simply send over the bills receivable to 
the Federal reserve bank and tell them to put those to my credit. 
And that balance in the Federal reserve bank would be additional 
reserve for me, because my balance in the Federal reserve bank 
counts as part of my reserves.

Senator R eed . Yes.
Mr. G il b e r t . It would not be necessary for me to take the gold 

out of the Federal reserve bank.
Senator R eed . I understand that.
Mr. G il b e r t . And then there might possibly be this condition, 

which frequently happens in the ordinary everyday banks—in the
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large banks—there might be this condition in the Federal reserve 
bank, that they had all loaned up to the full capacity of their reserves.

Senator R e ed . Their gold ?
Mr. G il b e r t . Their gold; and they would not be able lawfully to 

increase their loans. I only instance the fact of the New York banks 
to show that it is possible for the reserve banks in the course of time 
to be placed exactly in the same condition that the present commer
cial banks of New York are frequently placed in.

Senator R eed . Well, do you think that the remedy for that is to con
tinue—or provide that banks still can get together and, among them
selves, circulate their own obligations?

Mr. G il b e r t . N o; I do not. But I mean to say that, when con
ditions arise in New York and a panic is about to ensue, the use o f 
the clearing-house certificate as it has been used by the New York 
banks in the time of panics simply between the members, not as circu
lating notes but simply between the members for the settlement o f 
balances, confers very, very great advantages on the business Inter
ests of the country, for the reason that if the daily settlements at 
the New York Clearing House should become paralyzed so that they 
could not settle their daily exchanges, you can not foretell what might 
happen.

Senator R eed . Then you would want to add to this bill a clause 
something like this:

Provided, however, That nothing herein contained shall prohibit banks which 
are members of clearing houses from arranging betwee nthemselves a method 
for clearing their balances through clearing-house certificates.

Mr. G il b e r t . In times of extreme emergency.
Senator R eed. Yes; in times of extreme emergency.
Senator N e l s o n . H o w  would it be, Mr. Gilbert, to put in a proviso 

that you should have authority with the consent of the Federal re
serve board?

Mr. G il b e r t . Well, I think in a case of that kind I would be 
perfectly willing to leave that in the hands of the board, because I 
think any board composed of intelligent men would see how neces
sary it would be.

Senator W e e k s . The present law provides sufficient means to pre
vent issuing clearing-house certificates and putting them into circu
lation, does it not?

Mr. G il b e r t . I think that they have been issued by various clear
ing houses in the country and circulated.

Senator W e e k s . A great many clearing houses issued them and 
put them in circulation.

Mr. G il b e r t . I think that ought to be stopped.
Senator W e e k s . Well, if you apply the 10 per cent tax on State 

circulation, that would stop their circulating, would it not?
Mr. G il b e r t . Yes; that tax would stop it.
Senator R eed . Mr. Gilbert, a suggestion comes from Senator Bris

tow, which is that when you have concluded your statement, in order 
that the statement may be in concrete form—either to-day or within 
two or three days—you take one of these bills and prepare your sug
gestions as amendments and attach them right to the bill.

Mr. G il b e r t . Y e s .
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Senator R eed. And then we will have them in a form in which we 
can use them.

Mr. G ilbert. Yes.
Senator R eed. That has been done by one or two others. Now, Mr. 

Gilbert, is there anything else along this line of which you wish to 
speak ?

Senator P o m erene . Before Mr. Gilbert leaves this question in ref
erence to certificates, I want to call your attention to this language. 
This inhibition here applies to national banks alone: “ But no na
tional bank shall be permitted to issue,” and so forth.

Mr. G ilbert. Yes.
Senator P om erene . It seems to me, from my reading of this, that 

in view of the fact that State institutions and trust companies are 
permitted to come in under the bill, whatever this inhibition is, it 
ought to apply to all of them, as well as to national banks. What is 
your thought about that?

Mr. G ilbert. Well, of course it would not apply to any other than 
national banks.

Senator P om erene . Not as it stands?
Mr. G ilbert. No.
Senator N elson . The clearing house is not a national bank; it is 

an association of national and State banks?
Mr. G ilbert . Yes.
Senator N elson . And these certificates are the notes of that con

cern?
Mr. G ilbert. This inhibition applies to the clearing houses.
Senator P om erene . But this says: “ No national bank shall be per

mitted to issue,” etc.
Mr. G ilbert. Yes.
Senator R eed. And it is not broad enough to cover the clearing 

houses now. It should be “ no national bank, member bank, clearing 
house, or other association.” And that language will have to be 
broadened not only to cover the member banks but the association 
formed by banks.

Senator P om erene . Clearing-house associations.
Senator R eed. And then, should this bill not contain an absolute 

prohibition against any bank that is not a member bank, or a tax for 
engaging in this business ?

Senator P om erene . That may be so, too.
Senator N elson . Y ou could add a proviso there, after the word 

“  obligation.”
Provided, however, That such loan certificates may be issued in times of 

financial stringency with the consent of the national board.
Senator P om erene . The Federal reserve board?
Senator N elson . Yes; with the approval of the Federal reserve 

board; that is, if you get their approval, then you can issue such cer
tificates as you did in the panic.

Mr. G ilbert. Yes.
Senator N elson . A s I understand it, you simply believe that the 

privilege should exist in case of an emergency or financial stringency; 
you do not want it for any other purpose, and you want it on that 
account, that you fear that these regional banks may not always be in
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a position to bridge you over in such emergency, and you want this 
place of safety left open for you ?

Mr. G ilbert. The question would then arise as to whether the re
lation of the Federal reserve board to the clearing houses of the coun
try would be such that they could exercise any power in that direc
tion. Their control is simply over the regional reserve banks.

Senator N elson . Yes. But suppose we put in a condition that you 
could not use those clearing-house certificates without their consent 
and gave the board jurisdiction to that extent ?

Mr. G ilbert. Yes. That is something that would have to be 
thought over very carefully.

Senator R e e d . I want to make this suggestion in that connection: 
That that power can be exercised through a taxing power to provide 
that such certificates when issued should bear some tax burden which 
would stop it.

Mr. G ilbert. Yes.
Senator R eed. And I want to suggest and impress on the commit

tee the propriety of considering whether the system ought not to be 
so drawn that the nonmember institution could not avail itself of 
these benefits, offering an additional inducement for the banks ta 
come in.

Are there any other questions on this branch? Mr. Gilbert, you 
may proceed with your suggestions.

Mr. G ilbert. Y ou have no other questions?
Sen ator Reed. N o .
Mr. G ilbert. I have given a good deal of thought to the question 

of how many regional reserve banks ought to be organized under 
this bill, and I was asked to Avrite a paper upon that subject, and if 
you have patience enough to listen to it I will read it to you.

Senator N elson . I would be very glad to hear it.
Senator S h a f r o t h . All right; we would like to hear it.
Mr. G ilbert. In studying carefully the provisions of the “ Act to 

provide for the establishment of Federal reserve banks ” I am per
suaded that inasmuch as the Federal reserve banks are authorized to 
establish branches it would be unwise to provide for more than six 
reserve banks at the outset, for the reason that the proposed system is 
theoretical and experimental and should be started from a lower level 
and developed with the business requirements of the country.

The establishment of 12 reserve banks with an aggregate capitali
zation of $100,000,000 is illogical, and I fear would prove disappoint
ing for the reason that the capital of a majority of them would be too 
small to give them much importance or usefulness as reserve associa
tions. And again, it is doubtful if divided into small units they could 
be made to pay dividends promised the member banks on the capital 
invested. The dealings of the Federal banks are restricted to the 
member banks and the Government. Their principal source of in
come will be derived from rediscounting commercial paper for 
member banks. Outside of this they are restricted to investments 
in United States, State, and municipal bonds, gold and foreign ex
change. They can also in the open market buy and sell prime bank
ers’ bills—domestic and foreign. I f  their transactions are largely con
fined to rediscounting for member banks they would fulfill their most 
important function and prove their right to exist; but it does not ap
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pear that they could earn dividends. The last report of the Comp
troller of the Currency shows that borrowing and rediscounts by all 
the national banks o f the country at the present time amount to about 
$108,000,000, which divided between 12 regional banks would hardly 
pay running expenses, and this in a year of exceptional strenuous 
money conditions.

Senator R eed. Will you kindly read that last paragraph again?
Mr. G ilbert. The last report of the Comptroller of the Currency 

shows that borrowing and rediscounts by all the national banks of the 
country at the present time amount to about $108,000,000, which 
divided between 12 regional banks would hardly pay running ex
penses, and this in a year of exceptional strenuous money conditions. 
I  do not mean the principal, o f $108,000,000, divided up, but the 
interest.

When conditions are normal the demand for rediscounts is not 
nearly as large. Possibly the facility for obtaining rediscounts 
offered by the Federal reserve banks might awaken the spirit o f 
speculation and tempt the member banks into new fields of invest
ment, and thus increase the demand for rediscounts. Or they could 
go into the bond market and purchase such bonds as the law permits, 
and thus increase their earning capacity, but they could not do this 
to any great extent without impairing their usefulness as reserve 
associations. Their power to buy prime bankers’ bills of the kinds 
made eligible for rediscount in the open market would avail them 
little until an open money market is fully developed, which is not 
probable in the near future. Banks are not selling paper in the open 
market, neither are they accepting paper for their customers—I mean 
by that, accepting drafts—although it is within the range of possi
bility that the open market may be more quickly developed under 
the operations of the act than is now anticipated. Investing in prime 
sterling bills would be a safe and conservative investment, and prob
ably a wise one, for the reason that it would give them command of 
gold to the extent of the investment when wanted; but the rate of 
interest on this investment would not be very high. It would be 
much easier for 6 reserve banks to earn dividends than for 12. The 
running expenses would be largely reduced and their usefulness 
would be increased in proportion to their increased strength. The 
Comptroller of the Currency in his reports divides the national banks 
o f  the country into six groups, viz: New England, Eastern, Southern, 
Middle West, Western, and Pacific States. I f  one Federal reserve 
bank could be allotted to each group, it would, in my judgment, better 
conform to the present geographical and business requirements of 
the country than to have 1 2 ; and each reserve bank would by reason 
o f  its greater strength in capital and deposits exert greater influence 
in time of need. Under such a distribution the following state
ments will show, in round numbers, the aggregate capital, deposits, 
and borrowings of the respective groups as shown in the comp
troller’s report of August 9, 1913. Now, here I have divided the 
banks of the country into these groups, as shown------

Senator N elson  (interposing). Have you followed the grouping 
o f  the comptroller?

Mr. G ilbert. Yes; I have followed the grouping of the comp
troller. I will show how much capital each group would have under
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present conditions, and then I have made another statement showing 
what the strength of the reserve banks in these groups would be.

Senator P om erene . Are you limiting your figures to national 
banks?

Mr. G ilbert. Yes; limited to national banks.
Senator P om erene . Alone?
Mr. G ilbert. Yes, sir; the national banks.
Senator R eed. Assuming they all come in?
Mr. G ilbert. Assuming they all come in.
Senator R eed. And assuming they all borrow from these regional 

banks, whereas they might borrow from other banks.
Mr. G ilbert . Exactly.
Senator N elson . What is the capitalization of the several groups?
Mr. G ilbert. The present capital of the several groups is :
New England States: Capital, $101,000,000; deposits, $598,000,000; 

rediscounts and bills payable, $4,300,000.
The Eastern States------
Senator P om erene . N o ; $4,000,000,000, you mean, do you not?
Mr. G ilbert. $4,000,000.
Senator N elson . Discounts?
Mr. G ilbert. That is the discounts—their borrowings.
Senator P o m erene . Oh, I misunderstood you.
Senator B ristow . D o I understand the total amount of the bor

rowings is only $4,000,000?
Mr. G ilbert. The total of the New England group, as shown by 

the comptroller’s report, was only $4,300,000, which shows how little 
they borrow.

Senator N elson . Y ou mean the rediscounts of the banks?
Mr. G ilbert. Yes; the rediscounts of the banks.
Senator N elson . The amounts borrowed by the banks?
Mr. G ilbert. The amounts borrowed by the different banks of the 

whole group. And you want to bear in mind a very small portion 
of that is rediscounts. By far the larger proportion is on what they 
call bills payable, that would not be eligible for rediscount.

The Eastern States—that means New York, New Jersey, Pennsyl
vania, Delaware, Maryland, and the District of Columbia. The pres
ent capital of the national banks in the group amounts to $336,000,- 
000; the deposits, $3,145,000,000; rediscounts and bills payable, 
$18,600,000.

Senator B ristow . $18,000,000?
Mr. G ilbert. $18,600,000.
Senator R eed. I am going to suggest that when you prepare this 

for print you name the States—the New England States, such and 
such, etc.

Senator S h a fr o th . Y ou can do it by initials—-44 N. Y .,” etc.
Mr. G ilbert. Yes; I  can prepare that very easily.
Senator N elson . He has followed the grouping of the Comptroller 

o f the Currency.
Senator R eed. Yes; but there is nothing in this paper that would 

indicate to a Member of Congress just what the groups were, and he 
would have to go and look it up.

Senator B ristow . Mr. Gilbert, let me get that clear in my mind, 
the deposits were $3,145,000,000?
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Mr. G ilbert . Yes.
Senator B ristow . And the rediscounts only $18,000,000 ?
Mr. G ilbert. Rediscounts and borrowings.
Senator N elson . What the banks borrowed; not what they loaned 

out?
Mr. G ilbert. Yes; $18,600,000.
Southern States: Capital, $173,000,000; deposits, $796,000,000; re

discounts and bills payable, $63,000,000.
Senator N elson . Larger in proportion than anywhere else.
Mr. G ilbert. The South is a larger borrower than any other group. 

They borrow three-fifths of all that is borrowed.
Senator W e ek s . That is due, first, to insufficient capital; second, to 

the cotton crop maturing at practically the same time, and, third, to 
the fact that the South is developing very rapidly now.

Mr. G ilbert. Middle West: Capital, $283,000,000; deposits, 
$2,293,000,000; rediscounts and bills payable, $11,000,000.

Senator B ristow . What States does that take in?
Mr. G ilbert. Well, the Middle West takes in------
Senator B ristow  (interposing). Illinois, Michigan, Wisconsin, In

diana------
Mr. G ilbert. I have it here.
Senator N elson . It is in the comptroller’s report.
Mr. G ilbert. It takes in Illinois, Ohio--------
Senator R eed. He can get those States, and he will give them in his 

table.
Mr. G ilbert. Western States: Capital, $72,000,000; deposits, 

$539,000,000; rediscounts and bills payable, $4,400,000.
Senator S h afr o th . I f  you could follow up your statement with 

just naming those States and leaving out these interruptions in rela
tion to the States, I think it would make it more intelligible.

Senator N elson . I think this statement I have here will show it.
Mr. G ilbert. That will show it— the grouping.
Senator N elson . The New England States are Maine, New Ham- 

shire, Vermont, Massachusetts, Rhode Island, and Connecticut; the 
Eastern States, New York, New Jersey, Pennsylvania, Delaware, 
Maryland, and the District of Columbia ; the Southern States, Vir
ginia, West Virginia, North Carolina, South Carolina, Georgia, 
Florida, Alabama, Mississippi, Louisiana, Texas, Arkansas, Ken
tucky, and Tennessee; Middle Western States are Ohio, Indiana, 
Illinois, Michigan, Wisconsin, Minnesota, Iowa, and Missouri; the 
Western States are North Dakota, South Dakota, Nebraska, Kansas, 
Montana, Wyoming, Colorado, New Mexico, and Oklahoma; and the 
Pacific States are Washington, Oregon, California, Idaho, Utah, 
Nevada, Arizona, and Alaska.

(The figures given above by Mr. Gilbert are as follows:)
New England States (Maine, New Hampshire, Vermont, Massachusetts, Rhode

Island, and Connecticut) :
Capita]_________________________________________________________ $101,000,000
Deposits_________________________________________ ■---------------------- 598, 000, 000
Rediscounts and bills payable_________________________________  4,300,000

Eastern States (New York, New Jersey, Pennsylvania, Delaware,
Maryland, and the District of Columbia) :

Capital________________________________________________________ 336, 000, 000
Deposits______________________________________________________  3,145,000,000
Rediscounts and bills payable________________________________  18,600, 000
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Southern States (Virginia, West Virginia, North Carolina, South 
Carolina, Georgia, Florida, Alabama, Mississippi, Louisiana,
Texas, Arkansas, Kentucky, and Tennessee) :

Capital________________________________________________________ $173,000,000
Deposits______________________________________________________  796,000, 000
Rediscounts and bills payable________________________________ 63,000,000

Middle West (Ohio, Indiana, Illinois, Michigan, Wisconsin, Min
nesota, Iowa, and Missouri) :

Capital_______________________________________________________  283,000,000
Deposits______________________________________________________  2, 293, 000,000
Rediscounts and bills payable________________________________ 11, 000, 000

Western States (North Dakota, South Dakota, Nebraska, Kan
sas, Montana, Wyoming, Colorado, New Mexico, and Okla
homa) :

Capital_______________________________________________________  72,000,000
Deposits______________________________________________________  539, 000, 000
Rediscounts and bills payable________________________________ 4,400,000

Pacific States (Washington, Oregon, California, Idaho, Utah,
Nevada, Arizona, and Alaska) :

Capital_______________________________________________________  89,000,000
Deposits______________________________________________________  566,000,000
Rediscounts and bills payable________________________________ 7,500,000

Mr. G ilbert. Then I have made another table which shows the 
statement of Federal reserve banks of above groups, showing capital, 
deposits, cash, and amount of rediscounts for member banks at be
ginning of business if all of the national banks of the country imme
diately subscribe and pay for stock and transfer that portion of its 
reserve which the law requires after 14 months.

Senator N elson . The 5 per cent?
Mr. G ilbert. Yes. In the New England group the capital of the 

regional reserve bank would be $10,000,000, deposits $30,000,000. 
Senator N elson . That would give it $40,000,000?
Mr. G ilbert. That would give them cash $35,700,000; bills dis

counted, $4,300,000.
Senator B ristow . N o w , there are a number of banks, are there not, 

that are that strong in N ew  England?
Mr. G ilbert. That would be the Federal reserve bank—$10,000,000. 
Senator B ristow . I mean there are a number of banks there now 

that would have larger deposits than it would?
Mr. G ilbert. Not many. I doubt if there are more than one or two 

banks. Senator Weeks probably would know. What is the largest 
bank in Boston, Senator Weeks?

Senator W eek s . The National Shawmut.
Mr. G ilbert. What is its capital?
Senator W eeks . $10,000,000.
Mr. G ilbert. And deposits?
Senator W eek s . Deposits of about $85,000,000.
Senator R e e d . N o w , there is one misleading statement in your 

phraseology, and that was the amount of rediscounts. The amount 
of rediscounts which you have figured there is the amount of redis
counts that they now use in New England?

Mr. G ilbert. I mean to say, the Federal reserve bank would have 
all that borrowing if they borrowed the same amount. They would 
borrow it from the Federal reserve bank. They borrow $4,300,000.

Senator R eed. I understand; it is plain now, and I knew what 
you meant.

Mr. G ilbert. In the Eastern group, that is, New York, New Jer
sey, Pennsylvania, Delaware, Maryland, and the District of Co
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lumbia, the capital of the bank would be $33,600,000; deposits 
$160,000,000, and they would have cash on hand $175,000,000 and 
bills discounted $18,600,000.

Senator P om erene . I f  it will not interrupt you, you would ex
pect, of course, under the new system that the rediscounting would 
be very materially increased, would you not ?

Mr. G ilbert. Well, I would think this, that possibly the facility 
with which rediscounting could be obtained might stimulate the 
banks of the different groups to enlarge their business—to go into 
new fields and make new investments—and consequently require 
larger rediscounts.

Senator P om erene . Well, it would be practically introducing into 
this country the rediscount system which prevails in Europe.

Mr. G ilbert. Much of which is done in the open market.
Senator P om erene . Yes. That might be done here too, but have 

you taken into consideration this fact; for instance, in the group 
o f New England States, where your figures were capital and de
posits of about $40,000,000. Now, you are taking away from the 
banking capital of the New England States $40,000,000, which you 
are segregating in the regional bank, and there being that much 
under the control of the regional bank, it must necessarily follow, it 
would seem to me, that the rediscount privilege would have to be 
very greatly increased in order that the New England States might 
have the same banking capital that they had prior to the adoption 
o f the system.

Mr. G ilbert. They will have the same banking capital. The 
member banks will continue doing business. The only question is 
how much the member banks will borrow.

Senator P om erene . Yes; but they have $40,000,000 now that are 
in the ordinary course of trade now segregated and put into the 
regional bank.

Mr. G ilbert. It is part of their reserve, which they have been 
carrying, and will not be required to carry, that is put into the 
Federal reserve bank. There is no decrease of banking capital at 
all.

Now, the Southern group, would have a capital of $17,000,000; 
deposits, $40,000,000; bills discounted, $63,000,000. They would be 
required to issue notes, because their cash would be overdrawn.

Senator R eed. They would start out borrowers.
Mr. G ilbert. They would start out in debt; yes.
Senator R eed. Instead of being a reserve, there would be a deficit 

there.
Mr. G ilbert. In the Middle West the capital would be $28,- 

000,000; deposits, $115,000,000; bills discounted, $11,000,000; and 
cash, $132,000,000.

Senator N elson . What do you base that cash on?
Mr. G ilbert. That is the cash that is transferred to them by the 

member banks as reserve.
Senator N elson . Y ou count that as cash?
Mr. G ilbert. I am giving a table of Federal reserve banks as they 

would stand if all of the reserve of member banks was transferred.
Senator N elson . Y ou count the part of the reserve transferred 

as cash?

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



BANKING AND CURRENCY. 2751

M r . G il b e r t . In  the western g rou p  the capital w ou ld  be $7,200,000; 
deposits, $27,000,000. O f  course in this table I  have n ot m ade any  
allow an ce fo r  U n ited  States deposits, because I  do not know  how  th at  
w ou ld  be distributed . B ills  discounted w ou ld  be $4,400,000 and cash  
$29,800,000.

N o w , as to  the size o f  these various regional b a n k s : T h ere w ou ld  
be one ban k w ith  $7,200,000. T h e  next sm allest w ou ld  be $10,000,000, 
the next $17,000,000, the next $28,000,000, and the n ext $33,000,000. 
N ew  Y o r k  w ou ld  be the largest, the M id d le  W e s t  w ou ld  be the n ext, 
and the S o u th  w ou ld  be the next.

S en ator B r is t o w . Y ou d id  n ot read the Pacific coast d ivision .
M r . G il b e r t . N o ; I  w ill g iv e  you  that now .
T h e  P acific  slope grou p  capital w ou ld  be $8,900,000; deposits, 

$28,300,000; bills  discounted, $7,500,000; and cash, $29,700,000. 
Senator R eed . T h a t is the sm allest bank, th en?
M r . G il b e r t . N o ; the M id d le  W e s t— the western grou p .
Sen ator N e l s o n . T h e  w estern grou p is the sm allest.
Sen ator P o m e r e n e . W h a t  w as the Pacific coast cap ita l?
M r . G il b e r t . $8,900,000, and their b orrow in g  $7,500,000.
Sen ator N e l s o n . T o m ake that com e up to  th e others those tw o  

division s ough t to be grou ped  in  order to m ake them  have a capital 
com m ensurate w ith  the others.

M r . G il b e r t . I  have on ly  introduced th is to g iv e  you  gentlem en an  
in te lligen t idea o f how  it w ould be possible to g ro u p  those banks.

Sen ator B r is t o w . I f  w e m ad e 12 o f them , w e w ou ld  have a lo t o f  
trouble, w ou ld  w e n ot?

M r . G il b e r t . I  th in k  you  w ou ld .
(T h e  figures above g iv en  are as fo llo w s :)

New England States (Maine, New Hampshire, Vermont, Massa
chusetts, Rhode Island, and Connecticut) :

Capital__________________________________________________________$10,000,000
Deposits_________________________________________________________ 30,000,000
Cash____________________________________________________________  35,700,000
Bills discounted_________________________________________________ 4,300,000

Eastern States (New York, New Jersey, Pennsylvania, Delaware,
Maryland, and the District of Columbia) :

Capital__________________________________________________________ 33, 600, 000
Deposits--------------------------------------------------------------------------------------- 160,000,000
Cash____________________________________________________________  175,000,000
Bills discounted_________________________________________________  18, 600, 000

Southern States (Virginia, West Virginia, North Carolina, South 
Carolina, Georgia, Florida, Alabama, Mississippi, Louisiana,
Texas, Arkansas, Kentucky, and Tennessee) :

Capital__________________________________________________________ 17,000,000
Deposits________________________________________________________  40, 000. 000
Bills discounted--------------------------------------------------------------------------  63, 000.000
Cash____________________________________________________________ Overdrawn.

Middle Western States (Ohio, Indiana, Illinois, Michigan, Wiscon
sin, Minnesota, Iowa, and Missouri) :

Capital________________■_________________________________________  28, 000, 000
Deposits-_________________________________________ ______________  115, 000,000
Bills d i scounted--------------------------------------------------------------------------  11, 000,000
Cash____________________________________________________________  132,000,000

Western States (North Dakota, South Dakota, Nebraska, Kansas,
Montana, Wyoming, Colorado, New Mexico, and Oklahoma) :

Capital_________________________________________________________ 7,200,000
Deposits^__,_____________________________________________________  27, 000, .000
Bills discounted--------------------------------------------------------------------------- 4,400,000
Cash____________________________________________________________  29, 800, 000

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



2752 BANKING AND CURRENCY.

Pacific States (Washington, Oregon, California, Idaho, Utah,
Nevada, Arizona, and Alaska) :

Capital________________________
Deposits_____________________
Bills discounted_______________
Cash__________________________

$8, 900,000 
28,300, 000 
7, 500, 000 

29, 700, 000
Mr. G ilbert. An analysis of these statements shows that more 

than three-fifths of the borrowing and rediscounting was for the 
southern group and that the Federal reserve bank of that group is 
the only one that would show a paying business for 1913. A  care
ful investigation of the comptroller’s figures convinces me that the 
business of the country does not require at the present time 12 
Federal reserve banks; it does not require 6, but 6 would be better 
than 12, and if the proposed system is to become a law I should favor 
the division of the country into reserve districts to correspond with 
the grouping of the comptroller in his reports, viz., one each for 
New England, Eastern States, Southern States, Middle West, West
ern States, and the Pacific States.

It should be borne in mind that the object of banking reform is 
not to increase banking facilities but to remedy existing defects in 
our present system and make it conform to the requirements of mod
ern business conditions. It would appear that the framers of the 
proposed Federal reserve bill have failed to differentiate these two 
objects and that the proposed 12 Federal reserve banks will if organ
ized never attain to the dignity and prestige that should character
ize Federal reserve banks. We hear much about the influence to 
result from these new banks in stimulating business, lowering the 
rates of interest, and giving to banks facilities they never before 
enjoyed. But herein lies one great danger which if not properly 
guarded against may lead to dangerous expansion of credit. It is 
important that the Federal reserve bank or banks, whether there is 
one or more, should not lose the character of a reserve bank, but 
always be in condition to weather the severest storm that it may be 
called upon to pass through. In this respect I believe 1 bank would 
be better than 12—would be stronger, could be administered more 
economically and would not necessitate a close investment of its funds 
to make dividends for its stockholders. The reserve bank or banks 
should never in normal times carry less than 50 per cent reserve 
against liabilities in order to be ever ready for the unexpected.

S en ator Eeed. N o w , th at is very  interestin g , and it seem s to  m e  
th at y ou  have argued the im p ractica b ility  o f  esta b lish in g  six  ban k s  
w ith  th e country d iv id ed  as it is d iv id ed , in to  these particu lar six  
grou p s, that it w ou ld  be necessary to  m o d ify  that g ro u p in g , even i f  
w e h ad six  banks, so th a t the southern b an k w ou ld  be stron ger.

Mr. G ilbert. That is what I remarked a moment ago. I only put 
in these tables from the comptroller’s figures in order to present the 
idea. I did not mean to give the idea that it would be wise to 
follow.

Senator S itafrotii. Y ou would require a new grouping?
Mr. G ilbert. It might possibly, yes. But, inasmuch as the group

ing was there in that form, I thought it would show not only the 
banking capital of the different sections of the country, but the bor
rowing capacity of the different sections of the country, which was 
the important thing I had in mind.
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Senator R eed. Now, of course if all the national banks did not 
come in just in proportion as they stayed out this whole system is 
weakened ?

Mr. G ilbert . Yes, sir.
Senator R eed. Just' in proportion as the State banks and trust 

companies might come in, m addition to the national banks, it would 
be strengthened.

Mr. G ilbert. Exactly.
Senator R eed. And the whole question of how many will come in, 

of State banks at least, and trust companies, is problematical. The 
amount of rediscounts that banks might indulge in is problematical; 
the effect of the withdrawing of deposits of the reserves from the 
places they now are and the placing of them over into this reserve 
system is also problematical, is it not?

Mr. G ilbert. Yes.
Senator R eed. And does not all that indicate that in starting this 

system it would be well to start gradually?
Mr. G ilbert. That is what I recommend, that the system should 

be developed and built up as the business of the country requires; 
that you do not want at the outset to build up an entirely new system 
and substitute it for the present system.

Senator R eed. Will you kindly refer to your figures of the New 
York bank? I will assume that one of these regional banks in that 
group would be located in New York.

Mr. G ilbert. Yes.
Senator R eed. I would like to have you kindly tell me what its 

capital would be.
Mr. G ilbert. $33,000,000.
Senator R eed. It would be a little larger, then, than the largest 

bank of New York?
Mr. G ilbert. Yes; it would be $33,600,000; deposits, $160,000,000.
Senator R eed. And its deposits would be less than the deposits of 

the City Bank now?
Mr. G ilbert. Yes.
Senator B ristow . Is there any other bank in New York that would 

have more than that?
Mr. G ilbert. No. I think the City Bank has a surplus of $10,- 

000,000.
Senator W eeks . It would not have as large resources as the Na

tional City Bank?
Mr. G ilbert. N o ; but that would be in its favor, really.
Senator R eed. You say the City Bank has a surplus of $10,000,000?
Mr. G ilbert. I think it has a surplus of $10,000,000.
Senator R eed. So that it would then be, counting its surplus, a 

little larger than the capital of this bank?
Mr. G ilbert. Yes.
Senator R eed. And its present deposits would exceed the deposits 

of this particular bank?
Mr. G ilbert. Yes. This bank would come next to the City Bank.
Senator R eed. Let me ask, do you think there ought to be a limit 

on the amount of capital any one bank could have—private bank?
Mr. G ilbert. No: I do not.
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Senator R eed . Do you think there ought to be any limit on the 
amount of deposits a bank should have in proportion to its capital?

Mr. G il b e r t . Well, I  never have thought so. I  have thought 
this, along that line, applying simply my thought to my own bank, 
that about as large a business as we ought to do, to do it safely and 
conservatively, ought not to exceed six or seven times our capital 
and surplus. That is what I have thought with regard to our own 
business.

Senator W e e k s . Mr. Gilbert, if you will let me correct your state
ment about the City Bank, it has $25,000,000 capital and $25,000,000 
surplus and $4,500,000 undivided profits.

Mr. G il b e r t . And how much is the Commerce?
Senator W e e k s . The Commerce has $25,000,000 with $10,000,000 

surplus.
Senator R eed . So there would be two banks there with a greater 

capital than this bank?
Mr. G il b e r t . H o w  is the First National?
Senator W e e k s . Ten, fifteen, and six ?
Mr. G il b e r t . Yes.
Senator R eed . I wish, Senator Weeks, that right in this connection 

and at this point you would put in the capital and surplus and un
divided profits and deposits o f the larger of the New York banks, so 
that they might appear in the record.

Senator W e e k s . The banks which have the largest capital and sur
plus are the National City Bank, the National Bank of Commerce, 
the First National Bank, the National Park Bank, the Hanover 
National Bank, the Chase National Bank, and the Mechanics and 
Metal National Bank.

The capital, surplus, and undivided profits of these banks are as 
follows:

Name. Capital. Surplus. Undivided
profits.

National City Bank.................................................................................. $25,000,000
25.000.000
10.000.000
3.000.000
5.000.000
5.000.000
6.000.000

$25,000,000
10,000,000
15.000.000
13.000.000
5.000.000

10.000.000
6.000.000

$4,500,000
6,000,000
6,500,000

National Bank of Commerce..................................................................
First National Bank.................................................................................
Hanover National Bank..........................................................................
Chase National Bank.................................................... .......................... 5.000.000

5.000.000 
2,500,000

National Park Bank......................................................... ......................
Mechanics & Metals National Bank......................................................

Senator B r is t o w . I want to ask you a few more questions, Mr. 
Gilbert. You stated in your paper that you think one Federal re
serve bank would be better than any number. What would you think 
of one Federal reserve bank, managed by this Federal reserve board, 
which is designed to have supervision over the 12: and let it have the 
active------

Mr. G il b e r t  (interposing). I do not think the Federal reserve 
board would be necessary then. As I understand the new bill, the 
Federal reserve board is provided to tie, as it were, the regional 
banks together, to give them that same degree of unity which a 
Federal bank with branches would have. A  Federal bank with 
branches could, of course, transfer its money to any section of the 
country where there might be branches. As I understand the idea
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underlying the proposed bill, it is that the regional reserve banks may 
have the same facilities; that what one section lacks or what one 
reserve bank lacks another may be authorized to make up.

Senator B ristow . I understand that. That is the theory. Now, 
you said that this Federal reserve board would then not be necessary. 
That would then leave the control of the central bank in the hands 
of the bankers?

Mr. G ilbert. Unless you made other provisions------
Senator B ristow  (interposing). Yes.
Mr. G ilbert . Of course, I can see a possibility of your surrounding 

a central bank with the same safeguards and restrictions that you 
throwT around this regional reserve system. You could give it the 
same safeguards and might not require the central reserve board.

Senator B ristow . I think there were a number of features—at least, 
I believe that the proper thing in order to accomplish the purpose 
which this bill intends would be to have a Federal bank with 
branches, but I would not consent, so far as my vote goes, that there 
should be one bank as powerful and commanding as it would be if it 
were controlled by the bankers themselves. I would want that con
trolled by the Government, with the Federal bank giving all the 
facilities to the banks that their own bank would give, so far as the 
rediscounting of paper or the issuing of currency was concerned; 
and, of course, it would be a place of deposit ?

Mr. G ilbert. Yes.
Senator B ristow . It would not be run for profit, except to make a 

fair and reasonable return to the stockholders.
Mr. G ilbert. That is my idea of a Federal reserve bank—that it 

should not be run for profit.
Senator B ristow . It should not be run for profit, but run to sup

plement and strengthen the present banking system as it is?
Mr. G ilbert. Exactly.
Senator B ristow . To do that I think it ought to be independent 

from the control of any element of the banking system, or all elements 
of the banking system, and ought to have the same rights and the 
same opportunities, absolutely free. I think—I may be wrong, but I 
very firmly believe that the only way to do that and to satisfy the 
country that it is done is to have this Federal bank governed by a 
board "appointed by the President and confirmed by the Senate. I 
would have the stock subscription voluntary—not compel anybody 
to come, but invite them to come in and make it so useful that no 
bank could afford not to come in.

Mr. G ilbert. I think that is feasible and wise. I think in the case 
of one bank it could be done, because the capital would be forthcom
ing in the case of one bank. It might be more or less, but it would be 
sufficient to meet the requirements of a central bank. I say central 
bank; it would not be a central bank along the lines of the European 
central banks, because it would be confined to member banks alone, 
and would deal only with banks and the Government.

Senator R eed. Be a Government bank?
Mr. G ilbert. Yes. You can call it by any name you please—Fed

eral reserve bank, central bank, or central reserve bank; anything 
you please.

Senator R eed. Just so you do not call it the Bank of the United 
States ?
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Mr. G il b e r t . Yes. I think in that case the capital would be forth
coming and it would not be necessary to make it compusory, and 
for that reason it would be much less objectionable, and I think, if it 
was not made compulsory the objection to Federal control would 
entirely disappear. I think there would be no objection at all. I 
think a good deal of the objection to Government control as provided 
in the present bill arises from the fact that the banks are compelled 
to subscribe to capital and to furnish 75 per cent, more or less, of the 
three-fourths of the deposits and are denied representation. They 
practically own the Federal reserve banks. They have two-thirds or 
three-fourths of the deposits, and are denied representation. They 
do not ask for control. They never have asked for control, but they 
ask for proper representation on that board of control, in order that 
they may inject into it a healthy amount of banking knowledge and 
banking capacity and banking conservatism.

Senator O ’G o r m a n . Would that not be supplied by the advisory 
council named by the bankers?

Mr. G il b e r t . The advisory council is entirely without power. It 
would meet four times a year.

Senator O ’G o r m a n . I f  the bankers had a minority representa
tion------

Mr. G il b e r t  (interposing). But the advisory council------
Senator O ’G o r m a n  (interposing). They would not be in control; 

the majority would control. The only advantage of having a minor
ity representation of the banks would be that they would be enabled 
to intelligently advise the entire board what to do and how to manage 
the business. That same advice would be given by the advisory coun
cil named by the banks.

Mr. G il b e r t . It would, with this exception, Senator. As I under
stand the composition of the advisory council, the members are with
out a vote. Take three bankers on a Federal board of control com
prised of nine; while they would not control, they would have a 
vote, and if they were voting in favor of a correct policy, and two or 
three members were in unison with them, they could prevent the 
adoption of any unwise policy.

Senator O ’G o r m a n . Not any more than the protest of the ad
visory council. Public opinion has much to do in the regulation of 
governmental affairs, and it is difficult to conceive of a reserve board 
consisting of seven citizens doing anything with respect to the busi
ness aspect of it which would invite the condemnation and criticism 
of the other men constituting the bankers’ advisory council.

Mr. G il b e r t . N o w , admitting all that as true, let us look at it from 
another standpoint. There is great opposition on the part of the 
bankers to that feature of the bill simply because they feel, as I said 
a moment ago, that they own all the capital and two-thirds of the 
deposits, and they ought to have representation. Why not give it to 
them ? They do not control; they can not control. Why not remove 
that opposition? It will go a long way toward inducing the banks 
to come in.

Senator R eed . H o w  do you think the banks would feel if we would 
apply that at the other end? I f  we gave the banks a minority repre
sentation on the central board, and the Government took a further 
representation in the regional banks?
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Senator O ’G o r m a n . In other words, what would the banks do if 
they had a minority representation on the reserve board and a mi
nority representation in the regional bank?

Mr. G ilbert. Well, of course, the Federal board of control is the 
board that will shape the policy of the regional banks, and while 
they nominally have the election of six directors in the tegional 
reserve banks, they feel they have not control after all.

Senator R eed. How do you think it would suit them if we gave 
them, say, one-third at both places ?

Mr. G ilbert. I have felt this way about it myself, as I said awhile 
ago: Why not give them three members on the Federal reserve 
board? What harm can come from that?

Senator N elson . Would not two do? Give them two out of seven.
Mr. G ilbert. Y ou have nine------
Senator N elson  (interposing). No; seven on the Federal reserve 

board, is it not ?
Senator O ’G o r m a n . Seven.
Senator N elson . I f  you gave the banks two out of seven they 

ought to be satisfied with that.
Mr. G ilbert. I think very likely they would be.
Senator Reed. D o you  th in k  th ey  w ou ld  be satisfied, then, i f  they  

had three out o f  the nine directors o f  the region al banks ?
Mr. G ilbert. Why should they be ?
Senator R eed. I understood you to say a moment ago that it was 

a question of representation rather than control, and I thought per
haps we could make a swap.

Mr. G ilbert. Why would you want to make a swap ? That would 
only open another door for opposition. I would not do that.

Senator R eed. Of course, we can wipe out all opposition to this 
bill among the banks very readily, but we might get into some diffi
culty with the people of the country.

Mr. G ilbert. I do not think so. I do not think the people of the 
country are so anxious to have this—that is to say, I do not think 
the people of the country understand and interpret the bankers of 
the country as our legislators in Washington do, or a great many of 
them do. I think that the bankers, especially the bankers of the 
East, and more especially the bankers of New York, are misunder
stood and misinterpreted at Washington to a very, very much greater 
extent than they are throughout the country at large.

Senator R eed. Y ou do not live out in the country at large, and I  
do, and I say frankly I  think there is a great deal of prejudice which 
is unjust against banks—absolutely unjust prejudice—and there is 
also some prejudice among the bankers against the people at Wash
ington just as unjust. I think there is some right and wrong, but I 
think this, since we are discussing this matter in this desultory way: 
That the people in this country would never tolerate the creation of 
a great central bank controlled by bankers, nor the creation of a sys
tem over which they did not exercise a supreme control as to its 
broad and general policies. Now, I think that is the sentiment. I 
know it is the sentiment of the part of the country in which I live.

Mr. G ilbert. I think the bankers would be perfectly willing to 
concede all that.

Senator R eed. I said the other day to some gentleman that I get 
letters every few days attacking all the bankers, which I think are
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very intolerant. Yet I think that when bankers get the notion that 
there is somebody here at Washington wanting to wipe out the bank
ing system, they are equally intolerant and less excusable, because 
they ought to know better. We want to make the banking system 
of this country strong; we do not want to destroy the banks; we 
want to make a strong banking system, and that is the purpose of this 
biH.

I f  you are through with that branch of the subject, there is one 
thing I want to ask before you leave the stand.

Senator B r is t o w . I f  you will pardon me a moment, Senator Eeed, 
there is one question I would like to ask him before he leaves that.

Senator E eed . Certainly.
Senator B r is t o w . Mr. Gilbert, speaking of the control of these 

regional reserve banks, I am frank to say that I am opposed to the 
present system of control of the regional reserve banks. I do not 
believe in the control of the regional reserve bank as is provided in 
this bill, and I am going to do what I can to have that phase of 
the bill amended. There may not be many members of the com
mittee who agree with me, but I do not mind saying what my views 
are. I f  we are to have a Federal system, I want a Federal s}7stem 
open and frank and let the Federal Goveinment take the responsibil
ity for it. I do not want any hybrid. Which do you think would 
be the best—I want your judgment—to have a Federal reserve bank 
organized, as I suggested a while ago, governed by a Federal board 
similar to the one proposed in this bill, except that I would not have 
any ex officio members on it, with sufficient branches in the reserve 
cities of the country to handle the business, governed by a Federal 
board absolutely, with voluntary subscriptions to the stock, and let it 
perform all the functions which are needed in order to control the 
situation, as has been outlined. Would that be, in your judgment, a 
tetter system than the one we are undertaking to provide here, even 
with the reduced number of regional banks?

Mr. G ilbert. I think that it would.
Senator B r is t o w . I  believe that the banking business of the coun

try, so far as the credits that go to a large enterprise which comes 
in competition with such institutions as the Steel Corporation and 
some of the great railroads are concerned, have been controlled, so 
that the amount of money necessary to build a railroad, if it is in 
competition with some of the powerful lines, could not be obtained, 
and they would be strong enough with the banking institutions of the 
Nation to prevent it, and this does not break up that control.

I do not believe it does. I am asking you frankly, because I want 
your judgment on that. From your point of view, would this Fed
eral bank—could it not be made absolutely independent of such 
selfish control ?

Mr. G il b e r t . I th in k  it could.
Senator B r is t o w . And could not that be done without endanger

ing any legitimate commercial or financial enterprise which any 
bank might want to promote?

Mr. G il b e r t . I th in k  it could.
Senator B r is t o w . I s that not all you want to do when you have 

provided for any emergency system? Is not our banking system 
good enough for any nation on earth?
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Mr. G il b e r t . I think it is. Let me say in that connection just 
this: I have been officially connected with the New York Clearing 
House for 50 years. I have passed through every panic since the 
Civil War. And I think I can say conscientiously that I never have 
seen a panic that, in its incipiency, could not have been arrested and 
held in check if wre had had one bank of reserve, a Federal bank of 
reserve, a central bank of reserve, or a Government bank of reserve; 
if we had had one bank of reserve to which the banks of the central 
reserve cities could have taken their short-time commercial paper 
and had it converted into cash in order to have held their reserves 
together.

Senator R eed . Y ou have led up to the very question I  wanted to 
ask you about. You have been the president of the New York 
Clearing House and have had a long experience. I would like to 
back up on this question of panics, beginning with the latest. I 
wish you would tell this committee, in as succinct a way as possible, 
what brought about the panic of 1907, and what signals of warning, 
if any, the banks had, and give us your views on it.

Mr. G il b e r t . N o w , gentlemen, in order to do that I  would have 
to go back to about 1900 or 1901.

Senator R eed . Very well. Begin at whatever place is most logical 
with you.

Mr. G il b e r t . At the time the United States Steel Corporation was 
formed, that was the beginning of the era of big corporations in this 
country. The successful launching of the United States Steel Cor
poration and the large amount of money that was made out of it 
stimulated the formation of these big corporations throughout the 
country.

Senator R eed . What we commonly call trusts?
Mr. G il b e r t . Trusts; yes. One after another was formed until 

the country was flooded with syndicates seeking to merge big business 
enterprises and form  big corporations.

Senator R eed . Issuing a lot of watered stock?
Mr. G i l b e r t . That always follows, of course.
Senator N e l s o n . That alwTays follows in those cases.
Mr. G il b e r t . And that was followed by the formation of large 

trust companies throughout the country to finance the securities of 
these big corporations. That stimulated every kind of business en
terprise. The result was excessive expansion of business and exces
sive speculation during all the years between 1901 and 1907.

Senator O ’G o r m a n . Would you call those boom years?
Mr. G il b e r t . I would call them years of great business inflation— 

boom years; yes—1907 saw the culmination. It was something 
that had to come. It grew out of what had been taking place 
for four or five years before. It was like the thunder shower 
that comes to clear up the atmosphere. And it did clear it up. 
Nothing else would have cleared it up.

I do not have any sympathy whatever, gentlemen, with the theory 
that it was bad business management or the bad business operations 
of the banks of the East that precipitated the panic of 1907. The 
business inflation and the speculation which grew out of it was 
country-wide. It was all over the country. It came from every 
section of the country.
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Senator O ’G o r m a n . What was the immediate cause of the panic?
Mr. G ilbert. I think the immediate cause, as I recall it, was the 

failure of the Knickerbocker Trust Co.
Senator O ’G o r m a n . What could have saved that situation?
Mr. G ilbert. A bank of rediscount.
Senator O ’G o r m a n . Then there was a scarcity of currency at that 

particular time?
Mr. G ilbert. A scarcity, not of currency, but of banking credit.
Senator O ’G o r m a n . Credit?
Mr. G ilbert. Yes; banking credit. The credit of the country had 

become so strained that merchants could not get the accommodation 
which they required of their banks to meet their maturing obliga
tions, and when that condition ensues it is only a step from that to 
distrust, apprehension, fear------

Senator R eed (interposing). Panic.
Mr. G ilbert (continuing). Rising interest rates, the dropping of 

securities, panic, and a crash. Every panic comes the same way.
Senator R eed. Reduced to a sentence, the organization and over

capitalization of the big industrial combinations brought on the 
panic of 1907 ?

Mr. G ilbert. Well, I would not put it in that shape, exactly.
Senator O ’G o r m a n . Overexpansion of business activities for six 

years ?
Mr. G ilbert. That is it, exactly.
Senator R eed. I will add to my previous statement that the multi

plication or increase of business incident to that overcapitalization 
and speculation; would that be about it ?

Mr. G ilbert. Well, I would prefer------
Senator R eed (interposing). To let your statement stand?
Mr. G ilbert. Yes; to let my statement stand as it is.
Senator N elson . The first place in New York where trouble broke 

out was in the Mercantile Bank?
Mr. G ilbert. Yes; I think, very likely.
Senator N elson . I think that was the first.
Mr. G ilbert. The Heinze Bank.
Senator N elson . Yes; the Heinze Bank, and then the two trust 

companies ?
Mr. G ilbert. Yes.
Senator N elson . And it was like a prairie fire; it got away from 

you up there ?
Mr. G ilbert. Yes.
Senator R eed. I wanted to ask you a few more questions. You 

have been dealing with generalizations; you have been saying that 
there was overstimulation of business; the merchant could not renew 
his loans or get his accommodation as he had expected, and that 
introduces an element of distrust, etc. Now, that was country-wide.

Did that result in a drain of money from New York and the other 
central reserve cities, or did the New York and the other central 
reserve city banks have more money? Did they draw money to 
themselves or was the money drawn away from them before the 
panic actually came ?

Mr. G ilbert. No; the demand for money became so great that 
credit facilities were strained, and the New York banks commenced 
to lose their lawful money reserves.
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Senator K eed . Now, did they lose through other banks withdraw
ing; through country banks withdrawing?

Mr. G il b e r t . Through withdrawals by interior banks. Of course, 
the very approach of a panic stimulated the fears of the interior 
banks, and the}", actuated by a desire to strengthen their lawful 
money reserves, drew on New York very heavily.

Senator R eed . S o that New York had a drain upon it instead of 
New York drawing upon the country for money and locking it up?

Mr. G il b e r t . Oh, indeed, yes; New York ran largely below its 
reserves. I can not give you the figures now. I wrote an article for 
one of the New York magazines which gave a concise statement of 
the condition of things at that time.

Senator O ’G o r m a n . When were the first symptoms of the ap
proaching panic in 1907 observed?

Senator N e l s o n . The 19th of October.
Mr. G il b e r t . I was going to say about the 20th to the 25th of 

October.
Senator O ’G o r m a n . Were those the first symptoms?
Mr. G il b e r t . Those were the first symptoms—or, at least, the first 

acute symptoms.
Senator O ’G o r m a n . I ask that because I have a recollection of 

meeting a gentleman in July who had large business interests in New 
York, who spoke of the probable approach of the panic which cul
minated in October afterwards. In July that was.

Senator N e l s o n . Yes.
Mr. G il b e r t . Well, of course, the bankers themselves, for two or 

three months prior to the outbreak of the panic, realized that there 
was great danger of inflation and speculation being carried to such 
a point that it would get beyond control. And they felt a mis
giving as to the actual condition of things as early as July and 
August. There is no question about that.

Senator R eed . Y ou have spoken about the reserves in New York 
being lower in the banks. But that is a little different proposition 
from the one which I have put—your reserves might have been 
lowered by loans made in New York? / r

Mr. G il b e r t . No; they ŵ ere not.
Senator R eed . Were your reserves lowered through the withdrawal 

of balances, or parts of the balances, of the banks outside of New 
York?

Mr. G il b e r t . They were lowered by actual shipments of money.
Senator N e l s o n . Mr. Gilbert, one witness here stated that on the 

first Sunday of the panic a committee of the clearing house met and 
decided that they would not extend any help to that Heinze bank or 
to the Morse bank, unless they would remove Morse and Heinze from 
the control of those institutions. That is true, is it not ?

Mr. G il b e r t . That is practically true.
Senator N e l s o n . Yes. And this witness also claimed that that 

very fact, that that committee of the clearing house took that action 
on Sunday and it became known the next morning—that was one of 
the things that bred the want of confidence in your money institutions 
of New York.

Mr. G il b e r t . No; that is not correct. I have a very clear recol
lection of that, for I was one of the committee of three that went to
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the Mercantile Bank on that Sunday morning, and I was the spokes
man for the three.

Senator R eed. What did you go there for?
Mr. G ilbert. We went there because, I  think, through an examina

tion made by our own clearing-house examining force, we discovered 
that the Mercantile Bank was in a strained condition and it had 
applied to the clearing house for help.

Senator R eed. Oh, they had applied for help, and you went there 
to see whether you ought to give it to them ?

Mr. G ilbert. Well, they had applied for help------
Senator N elson (interposing). And you decided that you would 

not give it unless they removed Heinze; is that not correct?
Mr. G ilbert. Let me give the story as I remember it—and I think 

my memory is very clear on that point. They had applied to the 
clearing house for help. The clearing house, before deciding, sent 
their examining committee to look over the affairs of the bank and 
see how they stood. The committee reported that, through mis
management, the bank was in a bad condition—that is, they were 
not insolvent; they had assets enough to pay their liabilities; but 
they had made unwise loans and had mismanaged in a way that made 
it desirable for a change of administration------

Senator R eed (interposing). What was the character of that mis
management? Were these loans made to themselves to promote 
their own enterprises?

Mr. G ilbert. Y ou see, gentlemen, I am speaking entirely from 
memory.

Senator R eed. Yes.
Mr. G ilbert. And I do not wish to go into details for fear I may 

make some misstatement. I f  I had my memoranda before me, I 
would be perfectly willing to give it to the committee.

Senator R eed. I wish we had it, because it refers to a point which 
has been much disputed in the hearings before this committee.

Mr. G ilbert. In a general way I will tell you what happened.
We went there Sunday morning. First, we had a meeting at the 

clearing house and' we resolved that before extending any help we 
would call for the resignation of all the directors, in order that the 
bank might be put into new hands. And we went there. We were 
all gathered around the directors’ table, as we are now, and I arose 
and stated what the decision of the clearing house was. I said:

Gentlemen, we are willing to help you. We are anxious to help you. Your 
bank has a long and honorable record; but there is only one condition upon 
which we will help you, and that is that the directors hand in their resigna
tions to us and allow us to put the bank into new hands.

Senator R eed. Well, was it to be put in particular hands?
Mr. G ilbert. Our policy was to obtain the resignation of certain 

ones of the old directors, and in order to accomplish this to get the 
resignations of all------

Senator O ’G o r m a n  (interposing). That is, you wanted the resig
nations of some of them ?

Mr. G ilbert. We wanted the resignations of some of them; we 
wanted some to resign. This was accomplished; the ones objected 
to resigned, the others remained, and they chose their own president. 
They had one or two men in view. So far as that is concerned, the
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thing was done in a businesslike way and there was no clearing-house 
pressure in the direction of the management of the bank at all.

Senator R eed. They actually did it?
Mr. G ilbert. They actually did it.
Senator O ’G o r m a n . And they all handed in their resignations, did 

they not?
Mr. G ilbert. They all handed in their resignations.
Senator R eed. That was what bank?
Mr. G ilbert. The Mercantile National Bank.
Senator R eed. And who was president?
Mr. G ilbert. Mr. Heinze.
Senator O ’G o r m a n . Was it Heinze or Miles O’Brien?
Mr. G il b e r t . I think Miles O’Brien was vice president.
Senator N elson . Heinze was president.
Senator O 'G o r m a n . Miles O’Brien was the active officer.
Senator N elson . What steps did you take with Morse’s bank? 

Did you take similar steps with his bank?
Mr. G ilbert. Morse’s bank—let me recall. Morse was the presi

dent of the Bank of North America.
Senator W eeks . Morse was not the president, was he? Was not 

Curtis the president?
Mr. G ilbert. Yes; Curtis was the president. I  think Morse was 

vice president.
Senator W eek s . I think so.
Mr. G ilbert. Yes; I  think Morse was vice president.
Senator N elson . Well, tell us what you did with Morse and his 

bank.
Mr. G ilbert. Well, I  am trying to recall now just how the thing 

occurred with the Bank of North America.
Senator O ’G o r m a n . That was a very large bank, was it not?
Mr. G ilbert. Yes; it was a large bank—a good-sized bank.
Senator O ’G o r m a n . With approximately what deposits?
Mr. G ilbert. Oh, I  think they had about $30,000,000 of deposits. 

It was not one of the largest banks, but it was a large bank.
Senator O ’G o r m a n . Well, to refresh your recollection there, was 

there not some statement at that time that Morse was using the 
credit of his own bank to promote some of his industrial enterprises?

Mr. G ilbert. There was that statement; yes. I  think the resig
nation of Morse was brought about through a meeting of some mem
bers of the clearing-house committee, with some of the directors of 
the Bank of North America, which resulted in their obtaining Morse’s 
resignation and Curtis’s resignation, and making Mr. Havermeyer 
president of the bank. That is my recollection, but just exactly 
the details of the thing I do not remember.

Senator O 'G o r m a n . Well, a practical question: Did the clearing 
house give all the assistance to the Heinze and the Morse bank that 
they needed at the time?

Mr. G il b er t . Yes; we issued clearing-house certificates to them 
and gave them what help they asked for.

Senator N e l s o n . That is after they had purged themselves in the 
manner you have indicated ?

Mr. G ilbert . Yes.
Senator N el so n . Well, do you not think that that action—I am not 

criticizing the action of itself; it may have been warranted; but do
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you not think if the public found out the action you had taken on that 
Sunday with Heinze’s bank and Morse’s bank, that tended to breed a 
want of confidence?

Mr. G il b e r t . I do not think so.
Senator N e l s o n . Did it not aggravate it; was it not worse after 

that ?
Mr. G il b e r t . I do not think so. I think the public were highly 

satisfied with our elimination of the objectionable element.
Senator N e l s o n . But did you not follow that up immediately with 

suspension ?
Mr. G il b e r t . Not for several months afterwards.
Senator N e l s o n . Why, the banks closed ?
Mr. G il b e r t . No. The Mercantile Bank--------
Senator N el so n  (interposing). I do not mean suspension of the 

bank; I mean suspension of payments.
Mr. G il b e r t . Oh, no.
Senator N e l s o n . Oh, yes. They closed within a week after that.
Mr. G il b e r t . Oh, no; the Mercantile Bank did not close.
Senator N e l s o n . I do not mean the bank suspended and went into 

liquidation; but I mean your banks there stopped paying cash, as 
you say, promptly.

Mr. G il b e r t . We issued clearing-house certificates.
Senator N e l s o n . That is what I mean. Immediately the follow

ing Monday or Tuesday after this Sunday ?
Mr. G il b e r t . I can not tell you whether our dealings with the 

Mercantile Bank were before the issuance of clearing-house certifi
cates or afterwards. But I think that------

Senator O ’G o r m a n  (interposing). Now, Mr. Gilbert, will you get 
down to the panic preceding that—the panic of 1893 ?

Senator R eed. I would like to ask this question before you leave 
this subject: Do you know anything about a meeting at Mr. Morgan’s 
house at which it was decided to refuse to return to the banks of the 
interior the money that was in the Newr York banks?

Mr. G il b e r t . Never heard of such a thing.
Senator R eed . Would you have been likely to know of it if it was 

true?
Mr. G il b e r t . I very likely should.
Senator R eed . Before I leave the question, if Senator O’Gorman 

will pardon me one further inquiry—you spoke about being unable to 
give details because you did not have your memoranda, and said if 
you did have it you could probably give the details. I am very 
greatly interested myself in clearing up this much-disputed question, 
because it has been contended in said quarters, and believed by some 
people, that the banks of New York for certain reasons desired to 
eliminate Mr. Heinze and Mr. Morse, and that they started with the 
purpose of eliminating them, and that the result was a distrust wThich 
finally came mighty near eliminating all of them for the time being.

Now, it would therefore be interesting, and I think very valuable, 
to have at first hand from a man who was on the ground the details 
and the reasons—the exact reasons. I think it would be of value to 
the banks—of value in the matter of advising the public.

And if you have no objection, I would thank you very much if you 
would procure that memoranda and give us a statement of it, either 
personally or in writing.
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Mr. G il b e r t . I would be only too happy to help clear it up. I 
would be only too glad to go home and refresh my memory and come 
back and tell you all about it.

Senator O ’G o r m a n . Y ou probably would not have to come back if 
you would just dictate the statement to your stenographer and send 
it to the chairman of the committee, giving your recollection of the 
incidents connected with the panic of 1907.

Mr. G il b e r t . I would rather come back, because I want to put it 
in right.

Senator R e e d . I should be very glad to have you do so.
Mr. G il b e r t . I do not want to make a bald statement which might 

be misinterpreted.
Senator B r is t o w . Yes; it would be more satisfactory to have you 

return and give it to us personally.
Senator O ’G o r m a n . Going back to the panic of 1893, what were the 

features of that, and the conditions that led up to it?
Mr. G il b e r t . The 1893 p an ic?
Senator O ’G o r m a n . Yes.
Mr. G il b e r t . I think that grew out of the Treasury conditions, 

did it not
Senator O ’G o r m a n . Well, your recollection is not clear on that?
Mr. G il b e r t . No.
Senator O ’G o r m a n . What was the cause of the 1873 panic?
Mr. G il b e r t . General expansion and speculation.
Senator N e l s o n . The Jay Cooke failure.
Senator O ’G o r m a n . The general inflation ?
Mr. G il b e r t . Yes.
Senator O ’G o r m a n . That explains everything, does it not?
Mr. G il b e r t . Yes; excessive speculation, general inflation of busi

ness, too much railroad construction after the war. This reached its 
culmination in 1873.

Senator N e l s o n . With the Jay Cooke failure also.
Mr. G il b e r t . Yes.
Senator N e l s o n . But do you not remember this, Mr. Gilbert, that 

after the panic of 1873 you appointed a committee of the clearing house 
to investigate that panic and to make a report, and that committee 
reported unanimously to the clearing house of New York that the one 
bad feature that brought about the situation there was the fact that 
they were paying interest on the deposits of banks?

Mr. G il b e r t . Yes; I remember that.
Senator N e l s o n . And that the board unanimously recommended 

that the banks cease paying interest on bank deposits?
Mr. G il b e r t . I recall that; yes, sir.
Senator N e l s o n . Yes. And that you attempted to enforce it, but 

there was a small minority of the banks that would not agree to it. 
Is that not true?

Mr. G il b e r t . Yes; quite a large number would not, agree to it.
Senator N e l s o n . Well, do you not think, still, that that has been 

a vice of the present reserve system—the drawing of funds of the 
country banks to the cities and paying them interest on them; that 
that has been one of the things that has piled up money in New York 
and led the banks to protect themselves, or to recoup themselves 
from paying that interest on bank deposits to loan out their money 
on call loans with stock collaterals?
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Mr. G il b e r t . Well, I do not think they did it for that purpose— 
to loan out the money on call loans—because they never get a very 
high rate of interest on their call loans.

Senator N e l s o n . Well, they get more than 2 per cent—a little.
Mr. G il b e r t . Not much; not enough to justify them in doing that.
Senator N e l s o n . Well, they save themselves.
Mr. G il b e r t . Oh, this much I  will agree to in your statement: 

That it would be better for New York if so large an amount o f money 
did not concentrate there.

Senator N e l s o n . In dull times.
Mr. G il b e r t . Yes.
Senator O ’G o r m a n . Why would it be bettor?
Mr. G il b e r t . Simply because in times of panic the withdrawal of 

that money, or the danger of withdrawal, is otic of the things that 
we have to look out for; and if it was not there, the interior banks 
could not make such heavy drafts upon us.

Senator N e l s o n . And the payment of interest attracts the money 
there, does it not?

Mr. G il b e r t . Yes; the payment of the interest. The interior banks 
send it to New York because they get the interest on it, of course.

Senator R eed . T o what extent did the loaning of money on call in 
New York upon stock-exchange securities contribute to the panic 
o f 1907?

Mr. G il b e r t . Well, that is hard for me to answer; that is a situa
tion that is hard for me to diagnose. There is one thing you want 
to bear in mind, and that is to differentiate what I would call legiti
mate, nonspeculative Wall Street loans from what you would call 
speculative Wall Street loans.

Senator N e l s o n . Marginal loans.
Mr. G il b e r t . Well, I  would not say marginal loans, because the 

marginal principle is connected with every branch of business that is 
carried on in this country. Tobacco is bought on margin; wheat 
is bought and sold on margin; corn is bought and sold on margin; 
everything is bought and sold on margin.

Senator O ’G o r m a n . And the business man nine times out of ten 
is carrying on his business on a margin.

Mr. G il b e r t . Exactly; and a very large proportion of the busi
ness of this country is carried on without any margin at all. It is 
carried on open accounts on the books of the merchant, and 95 per 
cent of the business of the country is done on credits.

But I want to fix your thought on this Wall Street business, which 
seems to be somewhat misunderstood and exaggerated in your minds. 
There is a large amount of that Wall Street business that is just as 
legitimate and nonspeculative as any business in the world.

Senator N e l s o n . But look here, Mr. Gilbert—excuse me if you 
have not finished.

Mr. G il b e r t . Yes; let me finish, please. There are a large number 
of large, respectable banking houses in New York that have to bor
row large sums of money to carry the securities of the country that 
are placed in their hands for sale and distribution, without which 
the country could not get along. Those houses and those loans are 
just as important to the business enterprise of the country as any 
other business.
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Take our large transportation companies and all our large in
dustrial enterprises that are issuing bonds and stocks and other se
curities. They could not get along were it not for the facilities 
that are offered by these big houses to furnish money as they re
quire it.

New York— Wall Street, the stock exchange of W all Street— that 
is the largest and quickest open market in the world for the sale of 
securities. It is the quickest call-loan money market in the world. 
And we cf.n not get along without it. Under all the restrictions and 
safeguards you may throw around it you can not lessen the amount 
<,f money that Wall Street in its legitimate business requires to bor
row firm the banks of New York.

Senator N e l s o n . I know; but is not that diverting the liquid assets 
or monev from the channels of commerce and manufacturing indus
tries into quasi-permanent investments? Is that not drawing it out 
fn;m our every-day trade and commerce that should be supported—  
the traffic of the country--and is it not investing it in something of 
a more permanent character? Is it not more of the permanent in
vestment and diversion of funds from purely commercial purposes?

Mr. (f i l b e r t . No: it is not a permanent investment at all.
Senator N e l s o n . N o : it may not be in the sense that it is per

petual; but, still, it is more of a long-time investment than com
mercial paper, ordinarily.

Mr. G il b e r t . The banks o f New York carry a certain amount of 
their money in call loans to have what you would call a secondary 
reserve—to adjust the fluctuation of their lawful money reserves. 
And it is always quick and responsive, except------

Senator N e l so n  (interposing). But not in times of panics?
Mr. G i l b e r t .  Not so much so; but it does not entirely lose its re

sponsive character in times of panic. It may wTit.h some houses; but 
there are always a large number of houses that are able to respond.

Senator N e l s o n . N o w , I want to ask you a question, and I am 
very anxious to get to the bottom of it. Sly recollection is that dur
ing the panic somewhere about $95,000,000 of gold was imported, 
mainly on commercial bills. The bank circulation wras increased, in 
round numbers, about $50,000,000 during that period, and the Gov
ernment deposited mainly in the New York banks and mainly in two 
or three banks between $30,000,000 and $40,000,000.

So that during the panic—I mean during the panic when you were 
living on clearing-house certificates there—there was injected $95,- 
000,000 of gold, $50,000,000 of additional bank-note circulation, and 
Government deposits to the extent of—my recollection is somewhere 
around $40,000,000.

Now, where did that money go to during that period? Was it used 
to stop the panic on the stock exchange?

Mr. G il b e r t . No; it was not used to stop a panic on the stock 
exchange.

Senator N e l s o n . Where did it go ? Most o f the money—the Gov
ernment deposits—went to New York at that time, nearly all of it.

Mr. G il b e r t . In 1908 I appeared before the House committee or 
the Senate committee—I think both—and I was asked this question: 
“  Is it true that you are loaning money at this time to stock-exchange 
houses for purposes of speculation ? ” I said: “ It is not true.” “ But
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are you not loaning money to stock-exchange houses at this time? ” 
“ We are.”

Senator N e l s o n . Yes.
Mr. G il b e r t . “ We are loaning money and trying to protect every 

weak spot that legitimately needs protection in order to stay the 
panic.”

Senator N e l s o n . Yes.
Mr. G il b e r t . “ And if it is a responsible Wall Street house that 

needs protection or a responsible dry goods establishment or indus
trial corporation, we loan the one as quickly as the other.”

Senator N e l s o n . What about these stock brokers who deal in call 
loans and put up securities ? What about them ?

Mr. G il b e r t . Well, it is necessary that you should understand this 
connection with the stock brokers: There are a large number of first- 
class, strong stock brokerage houses------

Senator N e l s o n . Yes.
Mr. G il b e r t  (continuing). Who keep large accounts with certain 

of the New York banks and do a legitimate business.
Senator N e l s o n . Yes; I am not criticizing. I am not saying it is 

illegitimate, but my idea is that it is a business that is o f a specula
tive character.

Senator O ’G o r m a n . Mr. Gilbert— are you through, Senator 
Nelson?

Senator N e l s o n . N o ; just a moment. But I  will stop if you want 
to go on now, Senator O’Gorman.

Senator O ’G o r m a n . N o . I  only wanted to ask a question sug
gested by a remark which you made, Senator Nelson. Is it not a 
fact that when New York received about $170,000,000 or $175,000,000, 
in the manner indicated by Senator Nelson, inclusive of the money 
that was furnished by the United States Government and sent over 
to Wall Street, a large part of that money was used by the New 
York bankers to accommodate the country bankers throughout the 
country during that time, Mr. Gilbert?

Mr. G il b e r t . To accommodate the country bankers?
Senator O ’G o r m a n . Yes; to make loans. We have had country 

bankers testify here before this committee that right in the midst 
of the panic they went to New York and got their money. I  received 
a letter to-day from a country bankers to the same effect, that during 
the height of the panic he received from the New York bankers at 
6 per cent.

Mr. G il b e r t . Yes; we were sending them money all the time; 
just as we could afford to spare it.

Gentlemen, I try to make every word express conscientiously what 
I have to say upon this subject, but I want to say to you that al
though I was close to the command of the ship during the whole 
panic of 1907, I never really became aware of anything in our busi
ness transactions, either with Wall Street houses or the bankers of 
the country or the merchants of the country, that I would be ashamed 
to tell in the utmost detail.

I  have seen statements made from time to time about the New 
York banks dealing with Wall Street that were not only very much 
exaggerated but which were untrue. They simply showed that the 
people who made those statements—and they were made in high 
political quarters—did not really understand the transaction of busi
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ness between the banks of New York and Wall Street or the neces
sity for their making advances here, there, and in other places.

But during the panic of 1907 the bankers of New7 York—the 
clearing-house bankers—worked as conscientiously as they possibly 
could to help every legitimate business man who needed it, if he had 
an account with them.

Senator O ’G o r m a n . Mr. Gilbert, will you allow7 me to ask you 
another question here?

Mr. G il b e r t . Certainly.
Senator O ’G o r m a n . It has been suggested that there is an induce

ment to the country banker to send part of his reserves to NewT York 
because he is able to secure 2 per cent of interest; and that to the 
extent that he is induced to send his money to New York local 
legitimate demands in his own locality are neglected.

Is it not a fact that every country banker who sends his money 
to New York does it more because he wants to be in a position to 
get accommodation from city banks than because lie gets a nominal 
return of 2 per cent interest on deposits?

Mr. G il b e r t . There are two or three things which influence the 
country banker to keep his account in New York. In the first place, 
he wants to be able to draw against the New York bank for New 
York exchange. He wants interest on his money. It constitutes a 
part of his reserve. The law requires him to carry a reserve, and he 
can get interest on that portion he keeps in New7 York, and he can 
get rediscounts from his bankers. I f he did not have a balance there, 
o f course he would not have any claim on his bank and would not ask 
accommodation.

Senator N e l s o n . D o you not think this bill is much better as to 
the reserve than the existing system?

Mr. G il b e r t . Yes. I really think it will be to my interest to say 
so. I think it favors the banks.

Senator N e l s o n . In one respect wTe have carried out the report o f  
your clearing-house committee in 1873; that is, to not pay interest 
on balances.

Mr. G il b e r t . N o w , gentlemen, while we are talking about this 
clearing-house business, here is a thing I would like for you to know.

Senator N e l s o n . I am afraid I am diverting you.
Mr. G il b e r t . No; that is all right.
Senator B ristow7. You started out, originally, when Senator Nel

son began interrogating you. and stated there were two kinds of busi
ness in Wall Street, and the Senator did not allow you to finish, and 
yon have never stated what the two kinds of business are that are 
done on Wall Street. Now, what is the difference in those two?

Mr. G il b e r t . Well, the difference, I tried to explain, w7as what I 
would call a legitimate, nonspeculative Wall Street business which 
the New7 York banks have to handle, is the business of those large 
concerns who negotiate loans and securities for the large corpora
tions of the country. Take our transportation lines and our indus
trial lines that are issuing securities all the time, and which need to 
be distributed, and they need advances on those securities before they 
are distributed.

Senator B r is t o w . That is, if the Santa Fe Eailroad concluded to 
extend its lines somewhere or double its track, and wanted to issue
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bonds to get the money to do it, there is a banking house on Wall 
Street that takes and floats that security on commission ?

Mr. G il b e r t . There are banking houses, there are large banking 
houses of New York or in the near adjacent large cities that are 
always willing to undertake the sale and distribution of those securi
ties.

Senator B r is t o w . Y ou would call that legitimate banking busi
ness?

Mr. G il b e r t . I think it is not only legitimate, but I think it is a 
highly important business.

Senator N e l s o n . I f  you will allow me, I would like to have you 
explain to the committee how they go to work— what is the plan on 
which they float those securities and what is the bonus or compen
sation ?

Mr. G il b e r t . I could not go into that, because I do not belong to 
the inner circle.

Senator R eed . Y ou still have not given us the speculative. You 
have told us about the legitimate things but you have not told us 
about the speculative business.

Mr. G il b e r t . The speculative business is what you call the margi
nal business. It is the purchase and sale of stock on the stock ex
change, which is carried on margin.

Senator R eed . N o w , wTas there, d u rin g  th is panic o f  1907, a lo t o f  
cap ita l used fo r  the purpose o f en ab lin g  certain  in stitu tion s or m en  
to control that m ark et?

Mr. G il b e r t . So far as my knowledge goes, I  should say no; I  
never heard of it.

Senator O ’G o r m a n . You mean to steady the market, Senator?
Senator R eed . Suppose I am a speculator on Wall Street. I am 

not a speculator, I am a broker; and I have been doing business for 
a lot of speculators by buying and selling simply on margin for 
what they can make from day to day. Now, the Santa Fe Railroad 
Co. finds its securities are tumbling, and they give me a lot of money 
to go in and steady the market with. Was a lot of that done?

Mr. G il b e r t . Not done through the clearing house.
Senator R eed . By the banks?
Mr. G il b e r t . Not to my knowledge.
Senator R eed . N o w , let me ask you another question. Do you 

know anything about any refusal to advance money to any large 
institutions so that they were forced into liquidation or forced to sell 
just prior to that panic?

Mr. G il b e r t . No, I do not.
Senator R eed . Not during the panic?
Mr. G il b e r t . No; I do not.
Senator R eed . I refer, now, to be specific, to the Tennessee Coal & 

Iron Co. It has been claimed here that it wTas a perfectly solvent 
concern, and that their credit was shut off at the bank, and they were 
forced to sell.

Mr. G il b e r t . I do not know anything personally about the Ten
nessee Coal & Iron Co. I  was not present at the meeting at Mr. 
Morgan’s house.

Senator O ’G o r m a n . Or the subsequent meeting at the White 
House?
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Mr. G il b e r t . No; I w as not.
Senator N e l s o n . I happened to be at the White House that very 

night, about an hour before.
Mr. G il b e r t . But I  can easily understand they could have applied 

for loans and were not able to get them.
Senator R eed . I understand that could happen to anybody. But 

it would be a mighty different thing if it happened to a legitimate 
enterprise, when the banks were in cash and it is a part of the busi
ness of the banks, as you have stated, to take care of these large in
dustrial concerns—to float their loans for them. Now, that being the 
case, it is quite one thing to have denied an institution credit which 
was tottering on the verge of bankruptcy, and was about to fall, 
and to have denied credit to an institution that was entitled to credit 
for the ultimate purpose of forcing that institution either into bank
ruptcy or into a sale they did not desire to make. That is what I 
am talking about.

Mr. G il b e r t . Of course. I  know what you are after; but. at the 
same time, as I say, I am not familiar with the inside history of 
that. I was not at the meeting, and I never learned the details.

Senator N e l s o n . Y ou suffered from that panic through a scarcity 
of currency?

Mr. G il b e r t . We always do in time of panic.
Senator N e l s o n . The newspapers sent out a report that Mr. Mor

gan had stopped the panic and relieved the financial situation and 
broken the back of the panic bv absorbing the Tennessee Coal & Iron 
Co. Now. what lie did—he did not put any money into it—he ex
changed the 4 per cent bonds of the Steel Trust for the stock of the 
Tennessee Coal & Iron Co. Can you explain how that made currency 
more plentiful in New York City?

Mr. G il b e r t . No; I can not. I would not undertake to do that. 
But I do not think the Tennessee Coal & Iron Co. had any relation 
whatever to the currency. When currency became scarce, when the 
speculators in currency saw that it was getting scarce—they always, 
in times of panic, know that currency will probably get scarce— 
they commenced to hoard it for speculative purposes.

Senator N e l s o n . Then Mr. Morgan did not really relieve the panic 
by effecting that exchange of securities?

Mr. G il b e r t . N o ; not at all.
Senator N e l s o n . It had no effect on it at all?
Mr. G il b e r t . It had no relation to it.
Senator N e l s o n . H o w  do you account for the fact that the papers 

heralded it—what a great thing he had done?
Mr. G il b e r t . I would hardly be responsible for what the news

papers said.
Senator N e l s o n . Y ou remember the papers said so?
Mr. G il b e r t . I can not say I do.
Senator P o m e r e n e . You remember at that very time there were 

$27,000,000 in Government funds deposited in banks in New York?
Mr. G il b e r t . There wras $25,000,000.
Senator O ’G o r m a n . I do not know that we are making much 

progress, Mr. Chairman, with our bill. This, of course, is all very 
interesting. Is there anything else you want to say, Mr. Gilbert?
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Mr. G il b e r t . While we are on that Wall Street theory I want to 
say this------

Senator R eed . I want you to discuss, if you kindly will, this pro
vision of the bill which undertakes to limit the loaning of money 
on speculative collateral.

Mr. G il b e r t . Yes. You will allow me to introduce this?
Senator R eed . Oh, certainly.
Mr. G il b e r t  (continuing). Because I think it has some bearing 

on the subject, and I think it possibly may correct a wrong impres
sion which prevails in Congress in regard to the relation of New York 
banks and Wall Street to other sections of the country.

Senator O ’G o r m a n . Mr. Gilbert, you will not find that impression 
prevailing in this committee, except on the part of those gentlemen 
from the West.

Senator N e l s o n . Oh, I want to disabuse the Senator’s mind. Mr. 
Gilbert, wThile I have asked many questions, I have no prejudice 
whatever against the banks; not at all. I am only, in these questions, 
voicing the sentiment of the Mississippi Valley, of our people out 
there; that is all. [Laughter.]

Mr. G il b e r t . This is a statement that was made up at the close of 
business on September 24, which showed------

Senator O ’G o r m a n  (interposing). This year?
Mr. G il b e r t . Yes; September 24 of this year. It shows the dis

tribution of loans and discounts made by 30 of the largest banks and 
trust companies in New York, each having approximately $20,000,000 
or more of loans and discounts, and aggregate loans and discounts 
of $1,226,974,500. I present this to show one thing, that the state
ment made here by one of your body—one of the Senators—that the 
banks of the South failed to get accommodations from New York 
because New York was investing its money in Wall Street, was not 
correct.

Senator O ’G o r m a n . That has been contradicted by other southern 
bankers during this hearing.

Mr. G il b e r t . I would like to read this to you just to show you 
how far from the truth that is. The loans made to Wall Street 
brokers for banks outside of the city of New York; that is, through 
their New York correspondents on September 24------

Senator R eed  (interposing). What year?
Mr. G il b e r t  (continuing). This year—was $174,945,900. That is, 

loans made to Wall Street brokers for banks outside the city of 
New York.

Loans made to Wall Street brokers for banks’ own account; that 
is, by the New York banks, $264,383,800.

Senator B r is t o w . One wTas $179,000,000?
Mr. G il b e r t . $174,000,000 loans made to Wall Street brokers for 

banks outside of the city of New York; that is, the interior banks.
Senator B r is t o w . The other was $264,000,000?
Mr. G il b e r t . The other was $264,383,800.
Other loans, discounts, and advances of every nature, distributed 

geographically as follows:
Northern States: Maine, New Hampshire, Vermont,Massachusetts, 

Rhode Island, and Connecticut. Eastern States: New York, Penn
sylvania, New Jersev, Marvland, District of Columbia, and Delaware, 
$617,830,800.
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Southern States : Virginia, West Virginia, North Carolina, South 
Carolina, Georgia, Florida, Alabama, Mississippi, Louisiana, Ken
tucky, Tennessee, Texas, and Arkansas, $174,140,500.

The Middle Western States: Ohio, Illinois, Indiana, Michigan, 
Wisconsin, Minnesota, Iowa, and Missouri. Western States: North 
Dakota, South Dakota, Nebraska, Kansas, Montana, Wyoming, Colo
rado, Oklahoma, and New Mexico. And Pacific States: Washington, 
Oregon, California, Idaho, Utah, Nevada, and Arizona, $167,720,600.

Foreign (Canada, etc.), $2,898,800.
Making a total, altogether, of $1,226,974,500, out of which 

$264,000,000 was made by New York banks to Wall Street. So there 
is nearly one thousand millions of dollars loaned outside.

Senator O ’G o r m a n . That is, made by New York City for the rest 
of the country?

Mr. G ilbert. Yes; made by New York for the rest of the country.
Senator N elson . It was investments made by the brokers for coun

try banks, was it not ? Loans ?
Mr. G ilbert. No; you do not understand; $174,000,000 was sent 

to New York banks by their interior correspondents—the country 
banks.

Senator N elson . Yes; for investment.
Mr. G ilbert. For investment? To loan on call, so that they could 

have it as a secondary reserve. Some of these large interior banks 
carry a secondary reserve in New York all the time, so that they can 
get it on demand.

Senator O ’G o r m a n . $175,000,000 came from interior banks to New 
York?

Mr. G ilbert. Yes.
Senator O ’G o r m a n . N o w , during the same period, how much 

money went out of New York City to the various sections of the 
United States?

Mr. G ilbert. At the same time New York banks were loaning for 
their own account $264,383,000 to Wall Street, and to all other sec
tions of the country, including that $264,000,000, $1,226,974,500.

Senator O ’G o r m a n . Then approximately, in rough figures, Mr. 
Gilbert, while $174,000,000 or $175,000,000 came from the interior 
banks for investment or deposit in New York------

Mr. G ilbert (interposing). No; not for deposit in New York. It 
was not sent for that purpose.

Senator O ’G o r m a n . For investment in New York call loans, New 
York was sending out almost a billion dollars through the country?

Mr. G ilbert. That is it exactly.
Senator N elson . And New York had a little over $200,000,000 in 

call loans?
Senator R e e d . But while New York was sending this money out 

for loan over the country, it ought to be stated how much New York 
had of the moneys of the country banks deposited in her banks.

Mr. G ilbert. Well, they had due national banks outside $330,- 
000,000.

Senator R eed. So that New York was not furnishing money to the 
country, but New York was receiving from the country something 
like $100,000,000 more than it loaned back. Am I not correct ?

Mr. G ilbert. Oh, no. We were loaning a billion dollars.
Senator R eed. Oh, I understand.
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The figures above given by Mr. Gilbert are, in tabulated form, as 
follows:)
Distribution of loans and discounts made by 80 of the largest banks and trust 

companies in New York City, each having approximately $20,000,000 or more 
of loans and discounts, and aggregate loans and discounts of $1,226,91 It,oWt 
at close of business September 2k, 1918.

First, loans made to Wall Street brokers for banks outside of the
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city of New York----------------------------------------------------------------------  $174, 945, 900

Second, loans made to Wall Street brokers for banks’ own ac
count -------------------------------------------------------------------------------------------  264, 383, 800

Third, other loans, discounts, and advances of every nature dis
tributed geographically as below:

Total Eastern States: Northeastern States— Maine, New Hamp
shire, Vermont, Massachusetts, Rhode Island, and Connect
icut; Eastern States—New York State, Pennsylvania, New Jer
sey, Maryland, District of Columbia, and Delaware____________ 617, 830. 800

Total Southern States: Southern States—Virginia, West Vir
ginia, North Carolina, South Carolina, Georgia, Florida, Ala
bama, Mississippi, Louisiana, Kentucky, Tennessee, Texas, and
Arkansas_______________________________________________________ 174,140, 500

Total Western States: Middle Western States— Ohio, Indiana,
Illinois, Michigan, Wisconsin, Minnesota, Iowa, and Mis
souri; Western States—North Dakota, South Dakota, Ne
braska, Kansas, Montana, Wyoming, Colorado, Oklahoma, 
and New Mexico; Pacific States— Washington, Oregon, Cali
fornia, Idaho, Utah, Nevada, and Arizona______________________  167, 720. 600

Foreign: Canada, etc______________________________________________ 2, 898, 800

Total banks’ own loans_____________________________________ 1, 226, 974, 500
Senator P omerene . Let me understand what is the nalure of those 

loans. With money from the outside you say there is more tha.n a 
billion dollars loaned out. What is the nature of those loans?

Mr. G ilbert. It is paper discounted and loans in various ways.
Senator P omerene . Does it include bond issues and matters of that 

sort?
Mr. G ilbert. Yes, to some extent; seven-eighths of the amount 

would be probably commercial paper and loans on securities.
Senator R eed. H ow  much of that money loaned to the country was 

insurance money that had been collected from the country?
Mr. G ilbert. I do not know what you refer to by “ insurance 

money.”
Senator R eed. Insurance premiums collected over the country and 

brought into the insurance coffers and put into the banks.
Mr. G ilbert. That has never exerted an important enough influence 

to be spoken about to any extent. I never heard anything about it.
Senator R eed. I s it not something like $300,000,000 ?
Mr. G ilbert. I could not tell you that. Of course the insurance 

companies in New York keep their bank accounts in New York.
Senator R eed. What I was interested in was a question Senator 

O’Gorman apparently had in his mind—he was never quite able to 
bring it out—was that New York not only financed itself, but the 
business of the rest of the country, and I am trying to disabuse his 
mind. [Laughter.]

Senator O ’G o r m a n . But you see that, for a given year, 1913, while 
$175,000,000 has come into New York from interior banks. New York 
sends out over a billion dollars.
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Senator N elson . A s I understand your figures, Mr. Gilbert, see if I 
get the right idea: One hundred and seventy-five million dollars has 
been sent in by country banks for investment in call loans.

Mr. G ilbert . Yes.
Senator N elson . But during that same period New York banks 

have invested something over $200,000,000 in the same kind of loans.
Mr. G ilbert. $26-1.000,000.
Senator N elson . And about 1,000 millions in commercial loans 

through the country.
Mr. G ilbert. That is it exactly.
Senator R eed. The country banks have deposited $300,000,000.
Mr. G ilbert. $331,000,000.
Senator O ’G o r m a n . In addition to the $175,000,000?
Mr. G ilbert. That is the amount of reserve money that they car

ried, due other national banks.
Senator B ristow . That was national banks only?
Mr. G ilbert. Yes.
Senator B ristow . What about State banks and trust companies?
Mr. G ilbert. It is not a large amount. I should say, in round 

figures, about $150,000,000. But I can tell you accurately just what 
it is. [After a pause.] No; I can not, either.

Senator R eed. Was that money sent to the country banks, or was 
it in the shape of bank credits—that 1,000 millions of dollars?

Mr. G ilbert. Why, it was discounting commercial paper and ex
tending accommodations of all kinds, asked for by merchants, manu
facturers. and banks of the country.

Senator B ristow . Of course. New York is not a commercial center, 
and this 1,000 millions that you sent out. of course, you got from the 
country in the processes of business. It did not originate—there is 
nothing in New York that is created there? It is simply a mart of 
trade, is it not?

Mr. G i l b e r t . Oh, my dear fellow, nothing in New York that is 
created there.

Senator B ristow . What do you create in New York?
Senator O ’G o r m a n . Will you allow me to interpose? Our manu

facturing interests in the City of NewT York exceed in volume all 
the manufacturing interests of all the NewT England States, includ
ing the great manufacturing State of Massachusetts.

Senator B ristow . In the City of New York?
Senator O ’G o r m a n . In the City of New York. It is the greatest 

manufacturing city in all the world.
Senator N elson . They make all the clothing there for America. 

[Laughter.]
Senator O ’G o r m a n . Am I right. Senator Weeks?
Senator W e ek s . I think you are substantially right, but that is 

not disparaging New England.
Senator O ’G o r m a n . Not at all.
Senator N elson . I think from your total, Mr. Gilbert, from the 

1,000 millions your banks advanced for commercial purposes to the 
outside country, you should deduct the $200,000,000 of country de
posits you have, reserve money. Give them credit.

Senator B ristow . That was $331,000,000.
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Mr. G il b e r t . Why not deduct all the deposits we receive from all 
of our customers?

Senator N e l s o n . N o ; I refer to bank deposits.
Senator R eed. Why not deduct them all?
Mr. G il b e r t . Yes; w h y  not deduct them  a ll?
Senator N e l s o n . So you can not claim you are loaning out your 

own money, altogether.
Mr. G il b e r t . We have nothing but our capital and surplus. All 

the rest belongs to our depositors.
Senator N e l s o n . And the bulk of your deposits, a large share of 

them, are country bank deposits?
Mr. G il b e r t . Oh, no.
Senator P o m e r e n e . A great many manufacturing concerns are in 

the West.
Mr. G il b e r t . The deposits in the clearing-house banks amount to 

about $1,350,000,000.
Senator N e l s o n . H o w  much of that is represented by New York 

discounts ?
Mr. G il b e r t . A large portion of it. That is the fund we use for 

discounting purposes.
Senator N e l s o n . Your deposits, you know, are to a large extent 

bank credits that you give for your discounts.
Mr. G il b e r t . Yes.
Senator N e l s o n . N o w , a merchant comes in there and gives his 

note for $10,000. You hold his note and give him credit for $10,000 
on the books and call that part of your deposits.

Mr. G il b e r t . We do, of course, because we loan out our deposi
tors’ money.

Senator N e l s o n . Yes. And, deducting your discounts to New 
York people from your deposits, what is the net amount ?

Mr. G il b e r t . That I could not tell without going into a very close 
calculation. The deposits from customers amount to 200 or 300 
millions daily, principally in New York City. That is actual de
posits.

Senator N e l s o n . H o w  much do your discounts average?
Mr. G il b e r t . I could not tell that.
Senator N e l s o n . They constitute the bulk of your deposits?
Mr. G il b e r t . What I am speaking about now is the actual deposits.
Senator P o m e r e n e . Mr. Gilbert, let me suggest in that connection: 

You have a large number of manufacturing establishments and mer
cantile establishments in the Western States that carry accounts in 
your New York banks?

Mr. G il b e r t . Yes.
Senator P o m e r e n e . Large manufacturing establishments will get 

lines of credit of your banks?
Mr. G il b e r t . Yes.
Senator P o m e r e n e . And they carry heavy accounts in your banks?
Mr. G il b e r t . Yes.
Senator P o m e r e n e . S o that while there is a large amount of paper 

discounted, there is a large amount of deposits also made over your 
counter by western concerns. That is correct, is it not ?

Mr. G il b e r t . Yes.
Senator P o m e r e n e . Can you state the amount?
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Mr. G ilbert. Well, I would not try to. It would be simply strain
ing my memory.

Senator O ’G o r m a n . The particular item he is interested in is, Can 
you give an idea of the amount of Ohio money coming into New 
York City? [Laughter.]

Senator R e e d . I am interested in this question, as to how much of 
the deposits of this money that New York sent out to the country was 
actual money belonging to the citizens of New York and how much 
of it was money that belonged outside of New York. Could you 
tell us that ?

Mr. G ilbert. Well, it would be rather difficult to differentiate. 
I would like to express it on the general principle that the business 
of the New York banks#is to receive deposits from their customers 
and to loan out the deposits of their customers after keeping a law
ful reserve against it in their vaults.

Senator R eed. And their customers are not limited to New York, 
but extend over the country?

Mr. G ilbert. That is it exactly.
Senator Reed. So that there is a large-sized hole------
Mr. G ilbert. We do not differentiate as to whom we loan or where 

we loan it. We have our own clientele and the interests of the bank 
is to accommodate its customers, if it can do it with safety.

Senator R eed. I was only discussing Senator O’Gorman’s------
Mr. G ilbert (continuing). And it always tries to do it. It does 

not discriminate between the man who lives out of New York and 
the man who lives in New York.

Senator O ’G o r m a n . Your bank would take Kansas City money 
just as readily?

Mr. G ilbert. Yes; it would take Kansas City money just as 
readily.

Senator R eed. But just as soon as it takes that Kansas City money 
Senator O’Gorman says it is New York money. [Laughter.]

Senator N elson . N o w , Mr. Gilbert, are there other portions of the 
bill you want to discuss?

Mr. G ilbert. After listening to Mr. Morawetz with a great deal 
of interest last night, I went home and wrote this off before I went 
to bed:

Whatever view is expressed as to the practical working of the proposed cur
rency bill must be on the assumption that all of the national banks will enter 
the new system. If we could definitely determine this point we could accu
rately determine the changes that would follow the introduction of the measure. 
If perchance it should happen that a large number of banks should decline 
to make the change, it would imperil the success of the bill at the start. The 
advantages which this bill offers would seem to outweigh the disadvantages, 
and yet there are some features which serve to keep alive a good deal of oppo
sition to the measure, and which can be removed without any sacrifice of prin
ciple. The most prominent of these is the refusal to give the banks a proper 
representation on the board of control. They are to become the owners of all 
the stock and about two-thirds of the deposits, and be without voice in the 
management. They do not ask for control, but simply for a healthy leaven 
of banking knowledge, banking capacity, and banking conservatism. Why 
not concede this? The request is reasonable and logical and would be justified 
by all business practice.

The compulsory features of the bill compelling subscription to capital and 
deposit of reserves seem very obnoxious, but it must be admitted they are vital 
to the working out of the plan as laid out.
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They would not seem so obnoxious if tlie member banks should be given 
proper representation on the board of control, but to be threatened with disso
lution on refusal to accept the plan creates an opposition that otherwise might 
not exist. And if the penalty should have to be enforced to any great extent 
the result would be disastrous for a time to the -business interests of the 
country.

While it may be that all national banks will within a reasonable time enter 
the system, it would not be wise to rely entirely on compulsion to get them in.

Senator O’Gorman. Does that conclude your views?
Mr. G il b e r t . Unless you  want to talk to me on some other point.
Senator R eed . I want to ask you a question: I f  this bill is put into 

effect, of course the money that goes into those regional banks must 
come from some place. I take it that a large amount of the money 
will be withdrawn from central reserve cities in order to transfer it 
into the regional bank?

Mr. G il b e r t . Yes.
Senator R eed . And, of course, from the reserve cities there will be 

money drawn from, strictly speaking, the country banks ?
Mr. G il b e r t . Yes.
Senator R eed . N o w , during that transition period, will that in

volve any considerable contraction?
Mr. G il b e r t . Well, I have some figures here which bear on that 

point. I will give it to 3̂ 011 in gross.
Senator R eed . Have you written an article upon it?
Mr. G il b e r t . No; but I  have a calculation that was made by a 

personal friend of mine, a banker, which he gave me to look over. 
I do not feel at liberty to present it, but it contains the information 
3rou would like to have. From this analysis of the best working of 
the proposed bill it would appear that at once after the law goes 
into effect the banks in New York City may be called upon to pay out 
the amount of $85,000,000 of the present deposits from national 
banks, which, after allowing for the 20 per cent reserve released 
thereon, would mean a contraction of loans to the amount of 
$68,000,000, all of which, it would seem, would have to be provided 
for from their own resources, because their deposit of 3 per cent of 
their reserve with the Federal reserve bank is not called for until 
after 60 days, and they probably would have no claim upon said 
bank for discount accommodations until deposit had been made. In 
addition to the contraction of the amount named above would be the 
amount required to meet two of the 4  ̂per cent that the reserve city 
banks could draw out after 60 days, which would amount to 
$34,468,263, and the 10 per cent payment on account of the capital 
of the Federal reserve bank, wThich would amount to $11,970,000, 
thus producing a total contraction in the loans of the New York 
City national banks, after allowing for the 18 per cent reserve re
leased on deposits withdrawn, of $40,000,000 at the expiration of 60 
days after the act goes into effect; showing that in 60 days after the 
act becomes operative the withdrawal of deposits of national banks 
in the c ^  of NewT York would amount to $120,000,000, and the 
loans of such national banks of the city of New York would be con
tracted $108,000,000.

Senator R eed . That is the application o f  this to the city of New 
York?

Mr. G il b e r t . Yes, sir; to the clearing-house banks of the city of 
New York.

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



BANKING AND CURRENCY. 2779

Sen ator R eed . N o w , i f  th at is true, and assum in g we w an t to  
create th is system  and that it is a desirable th in g , w hat su ggestion  
h ave you to m ake as to a m eth od b y  w hich  the system  could be  
created w ith ou t su dd en ly  w ith d raw in g  that m oney and so d o in g  the  
w ork  o f  creatin g  the system  as not to g iv e  the financial situ ation  a 
violent and sudden lurch or ja r ?

Senator O ’G o r m a n . Suppose that provision were made to have the 
20 per cent payment made in five different installments of 4 per cent 
each------

Senator N e l s o n  (interposing). They will be in two payments; the 
other is only subject to call.

Senator O ’G o r m a n . I understand that. My question will only 
relate to the first payment of 10 per cent. I am making that in five 
payments, extending over a period of 18 months. Would that lessen 
the contraction ?

Mr. G il b e r t . That is only a matter of $11,000 ,000 .
Senator N e l s o n . Senator, will you kindly allow me to suggest 

another thought in connection with yours, and that is, if we adopted 
Mr. Gilbert’s plan of one central bank, or reduced the number to four 
or five we could reduce the corporation to half the amount and get 
enough capital for this central bank to start on.

Mr. G il b e r t . Yes; if it were one central bank $20,000,000 would 
be ample to start with.

Senator O ’G o r m a n . Suppose you make the actual cash contribu
tion 5 per cent, in 5 payments extending over a period of 18 months.

Mr. G il b e r t . I do not think, so far as the capital payments are 
concerned, it would cut very much of a figure.

Senator O ’G o r m a n . Suppose the same idea were carried out with 
reference to the deposits; instead of requiring the deposit of 5 per 
cent o f the reserves------

Mr. G il b e r t  (interposing). That would make a very good deal of 
difference.

Senator O ’G o r m a n  (continuing). Have that in 5 equal pay
ments, covering a period of a year or more. Would not that mini
mize the disturbance necessarily incident to such a change?

Mr. G il b e r t . Yes; it would, of course. But it would also lessen 
the ability of the Federal reserve banks to discount, because they 
would relv on the transfers of reserves.

Senator O ’G o r m a n . But the development of the bank would in that 
way be gradual.

Mr. G il b e r t . Y ou  could easily see, though, from the statement 
I have furnished here, that the borrowing bv the banks of the 
country is not heavy, and they probably would have ample resources 
to accommodate all legitimate borrowing.

Senator R eed . Besides that the banks would not need to borrowr a 
large amount if they were required to transfer only a small amount.

Mr. G il b e r t . No; they would not.
Senator B r is t o w . Tf we followed out the idea o f the Federal re

serve bank, of one Federal reserve bank, this transfer could be made 
with very much less disturbance, could it not, to the whole banking 
and financial system of the country ?

Mr. G il b e r t ! Yes; it could be. It would not require as much capi
tal to commence with, and the transference of the reserves to the 
central bank could be made in several installments.
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Senator B r is t o w . I f  experience demonstrated that we needed 
more; if  we found that, because of the peculiar conditions in our 
country, additional banks should be created, that could be done as 
experience pointed out the way?

Senator O ’G o r m a n . The power could be confided to the reserve 
board from time to time to create additional banks, indicating the 
limit to which the board might go.

Senator B r is t o w . Yes; that might be done. It would simplify it 
very much.

Mr. G il b e r t . I think it w o u ld ; yes.
Senator O ’G o r m a n . Let me ask you another question right there. 

Do you think, Mr. Gilbert, that a Government board of seven mem
bers, such as is proposed in this bill, constituting the reserve board, 
could dispose of the applications for rediscount from the member 
banks as intelligently as the members of the regional banks as con
stituted by this bill ?

Mr. G il b e r t . I do not.
Senator O ’G o r m a n . Y ou would have more confidence in the per

sonnel of the regional banks------
Mr. G il b er t  (interposing). The administration of the regional 

bank alone is competent to decide the question, it seems to me.
Senator O ’G o r m a n . As to rediscount?
Mr. G il b e r t . As to rediscount.
Senator O ’G o r m a n . Y ou do not think this reserve board could 

take up that work ?
Mr. G il b e r t . I should not think it ought to do it.
Senator O ’G o r m a n . It would have to do it if we had but a singie 

bank.
Mr. G il b e r t . No; the administrative officers of the bank could do 

it. The Federal board would simply supervise.
Senator N e l s o n . Suppose, Mr. Gilbert, you had, under the Fed

eral board for this central bank, a discount committee of nine.
Mr. G il b e r t . Every well-regulated bank of any size has an execu

tive committee. Now, the bank officers are the ones that are familiar 
with the standing of their customers. The administrative officers of 
a regional reserve bank would know the banks of their district. It 
would be their duty to become familiar with their habits.

Senator O ’G o r m a n . Y ou evidently look upon that as one of the 
advantages of the regional bank system, do you?

Mr. G il b e r t . It is an advantage; yes. At the same time the central 
bank should distribute its branches throughout the country and the 
branches would come in close and intimate contact------

Senator O ’G o r m a n  (interposing). And perform that same func
tion?

Mr. G il b e r t . Yes.
Senator P o m e r e n e . I think that Mr. Gilbert, among other things, 

was going to discuss before us the question of foreign exchange, and 
I was anxious to hear him.

Mr. G il b e r t . I do not want to go into that now, but perhaps the 
next time I come I shall do so. However, here are one or two things 
that I jotted down last night, and that I should like to emphasize.

Much stress is being laid on the industrial expansion that will 
result from the establishment of the Federal reserve bank owing to 
their capacity to expand credit. It must not be overlooked, however,
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that there is a limit to their power to expand credit, and when that 
limit has been reached they will be simply ordinary banks in com
petition with each other with no reserve power to meet unexpected 
crises. The reserve bank should not seek to build up a big business, 
to expand credit, or to make profit. Its prime object should be to 
maintain its reserve power and be always ready to perform its proper 
function in a money crisis. I f  it can not do this and earn dividends 
it would be better to dispense with the dividends. Under normal 
business conditions it should not carry less than 50 per cent reserve 
against all its liabilities, otherwise it will not be ready for a crisis 
when it comes. Under normal conditions it is doubtful if all of the 
reserve banks can pay dividends to stockholders; certainly not for 
several years.

The bank-note issue should not be guaranteed by the United States 
Government nor made payable at the United States Treasury. This 
would be a mistake that would prove embarrassing to the Government 
in a panic. We have only to go back to the panic of 1907 to find a 
parallel case in the volume of national-bank notes that were presented 
for redemption.

I was in Washington in 1908 and I called on Secretary Cortelyou* 
to talk over the Aldrich-Vreeland bill, which was then before 
Congress. He told me at that time that the Treasury Department 
was very much embarrassed bv the large volume of national-bank 
notes that were being presented for redemption; that it had almost 
exhausted his cash balances; and that his force was not large enough 
to send the notes that were presented for redemption home to the 
banks of issue, and he was waiting for an appropriation to enlarge 
his force to do that. After talking with him, I suggested that he 
use his influence with Congress to omit from the face of the notes 
issued under the Aldrich-Vreeland bill, if the bill became a law, 
the words “ Payable by the Treasury of the United States in lawful 
money,” and I think it was done. I know that he and I both com
municated with several of the influential members of both Houses at 
that time, and I think when that bill passed it was omitted. I think 
it is very necessary you should consider that, because it is not neces
sary that these bills should be payable at the Treasury of the 
United States.

Senator W e e k s . I f  you will allow me to interrupt you, you will 
find that the bills that have been printed since have all been alike, 
and they have had these words on them: “ Secured by a deposit o f 
United States bonds or other securities,” instead of “ Secured by 
deposit of United States bonds ” as heretofore. That, I think, was 
the only change made in the bill.

Mr. G il b e r t . But, under the national-bank act, the old bills were 
stamped on their face, “ Payable at the Treasury of the United 
States.”

S en ator W e e k s . I have not one o f  the b ills in  m y  pocket, but i f  
that were true I  th in k  that has been le ft  off.

Mr. G il b e r t . I think it has been left off, and I think it was left 
off as a result of that experience in 1907. Don’t you remember?

Senator W e e k s . Yes; I remember very well. But even now in 
normal times the Treasury has redeemed more national-bank bills 
than the 5 per cent fund amounts to. There is an actual debit there 
to-day against the banks.
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Mr. G il b e r t . The volume was very, very large, indeed, and it 
embarrassed the Treasury Department very much.

Senator R eed . What is the limit, Senator?
Senator W e e k s . There is no limit.
Senator N e l s o n . Y ou believe, of course, that these notes should be 

redeemable in gold only ?
Mr. G il b e r t . I do. Let me continue.
Let these be the notes of the Federal reserve banks protected by a 

50 per cent gold reserve, a first lien upon the assets, and payable on 
presentation in gold at any Federal reserve bank. They would be 
amply secured by the 50 per cent reserve and the commercial paper 
behind them, and the fact that they were not guaranteed by the Gov
ernment might possibly add to their elasticity by causing them to be 
presented for redemption more quickly than otherwise would be the 
case.

Federal reserve banks should pay out their own notes only. Notes 
o f other Federal reserve banks when received should be sent home 
for redemption. I f  not guaranteed by the Government, they would 
be less likely to be carried in reserves of State banks and trust com
panies, nonmembers.

Senator O ’G o r m a n . D o you see any advantage at all in having 
the notes Government notes ?

Mr. G il b e r t . No; I do not.
Senator O ’G o r m a n . D o you know why it is proposed that they 

be Government notes rather than bank notes ?
Mr. G il b e r t . I do not. Since I became familiar with the bill I 

have formed the impression that there is an influence in the Cabinet 
which is in favor of having the Government issue its own notes, in
stead of allowing the banks to issue notes.

Senator O ’G o r m a n . That is the only explanation you can think of?
Mr. G il b e r t . That is the only explanation.
Senator O ’G o r m a n . Y ou do not approve of it?
Mr. G il b e r t . I  do not.
Senator O ’G o r m a n . Y ou think it is not sound?
Mr. G il b e r t . I do not think it is sound. My own view is that 

I would as much as possible divorce the Government from------
Senator R eed (interposing). Do you think that the 50 per cent re

serve under this bill against notes issued by these Federal reserve 
banks would be perfectly sound?

Mr. G il b e r t . I do.
Senator R eed . D o you think they should always be redeemable 

in gold?
Mr. G il b e r t . Yes; I  th in k  so.
Senator R eed . I f  that is true, if you have a system that provides 

that the notes shall always be redeemed in gold at the till of the bank, 
a system which is safe and sound, how can a run upon the Treasury 
be effected, and why should it ever be effected ? The minute you say 
that currency is absolutely safe you take out all danger to the 
indorser.

Mr. G il b e r t . There never was any question about the national- 
bank notes, but they were turned home in such large volume for pay
ment to the Treasury of the United States.

Senator R eed . That is because there was a raid on the gold ; they 
were raiding for gold, were they not?
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Mr. G il b e r t . They were payable in lawful money.
Senator N e l s o n . Ought not the burden of gold redemption to be 

put entirely on the regional banks instead of the Government?
Mr. G il b e r t . I think we should do everything we can to con

centrate in these regional reserve banks a large gold fund.
Senator R eed . And make them keep it?
Mr. G il b e r t . And make them keep it.
Senator N e l s o n . And call upon the Government to supply the gold.
Mr. G il b e r t . In fact. I sometimes think that, being regional re

serve banks, they ought to be a higher order of bank than the 
ordinary commercial bank of the country, especially as we have be
tween 700 and 800 million of national-bank currency outstanding, and 
that it will be a good many years before it is largely reduced, and that, 
in order to make these regional reserve banks extra conservative, we 
should compel them to carry a much larger gold reserve.

Senator O ’G o r m a n . Why do you urge a 50 per cent gold reserve 
instead of the 33 J per cent proposed in the bill?

Mr. G il b e r t . Because I think it would be safer.
Senator O ’G o r m a n . Would not 33-J per cent be safe?
Mr. G il b e r t . I do not say I do not think 33-J per cent reserve 

would be good, conservative management—using care to discount 
short-time commercial paper—but a reserve bank should only dis
count short-time commercial paper; it should be maturing all the 
time.

Take the Bank of France. Under the First Empire, when Napo
leon became Emperor he felt that he wanted a bank that would have a 
little more banking power than the Bank of France, as it existed at 
that time, had. So he said to his finance minister, “ I have drawn 
up a scheme for a bank; I want to read it to you.” And he read 
it over to him. It was a scheme which provided for making ad
vances on short-time commercial paper, with three good names, 
and a very small gold reserve, but a gold reserve large enough to 
meet any demands that might be made for the redemption of the 
notes. He said to him, 661 want you to take that to the corps legis- 
latif and present it as your own bill, because if they know it, is 
my bill they won’t pass it. I f  you present it as your own bill they 
will give it more consideration.” That bill was introduced and 
eventually became the system under which the Bank of France was 
organized and operated.

I only mention that to show he had the right idea there, that a 
reasonable gold reserve and short-time commercial paper amply 
secured, which would be redeeming itself all the time, would keep 
that bank amply supplied with gold to meet its notes as they be
came due.

Senator O ’G o r m a n . Y ou now touch upon an objection which has 
been strenuously urged on behalf of the country bankers. It is 
this: In various sections of the country the country bankers do not 
deal in the commercial paper with wThich the banks in large cities 
are familiar—the paper running for 30, 60, or 90 days. They deal 
largely in what is called “ seasonal paper,” very frequently running 
from six to nine months. It is claimed on their behalf that they 
can not avail themselves of the rediscount privileges of this bill, 
or, if they do enjoy the privilege at all, they can only enjoy it in a 
modified way. Of course, it is suggested that even with six months
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paper it is available for discount during the second half of that 
period; so also with the nine months’ paper. But it has appeared 
before this committee that under the plan proposed in this bill 
country banks will only have a modified use of this privilege. How 
can you remedy that ?

Mr. G il b e r t . Unfortunately that is an obstacle.
Senator O ’G o r m a n . D o you think it possible that the reserve 

board might, under rules and regulations, permit a certain per
centage of the rediscounts in certain regions to be used for paper 
maturing longer than 90 days ?

Mr. G il b e r t . I do not think the correct working of the system 
ought to admit of the rediscounting of------

Senator O ’G o r m a n  (interposing). You think any maturity longer 
than 90 days is not a liquid asset ?

Mr. G il b e r t . I do for a reserve bank.
Senator N e l s o n . I think there is an avenue out of the difficulty,, 

and that is this: The large commercial banks would always have an 
abundance of such paper to discount, and they could supply the 
smaller banks. The smaller banks could obtain their discounts from 
the larger banks.

Senator O ’G o r m a n . That is true------
Mr. G il b e r t . They could supply the currency.
Senator N e l s o n . Yes.
Senator O ’G o r m a n . The fact would still remain that the country 

bank is not permitted to enjoy the rediscount privileges of this 
bi]1------Senator N el so n  (interposing). That is true.

Senator O ’G o r m a n . T o the same extent as the large city bank.
Mr. G il b e r t . That is right.
Senator P o3ie r e n e . I was about to suggest this thought with regard 

to that matter: Assuming you are right as to the 90-day provision, 
here is a farmer who wants $1,000, and he gives his season note for it. 
He expects to pay that out of his wheat crop or out of the sale, it may 
be, of stock which he has fatted. Assuming that his credit is the 
same as that of the merchant who has commercial paper within the 
contemplation of this statute, why should he not be given the same 
right? Why should not that paper be given the same right of dis
count at the bank as the merchant’s note that is given for merchan
dise? Why is it not one and the same thing?

Senator O ’G o r m a n . They are maturing at different periods.
Senator P o m e r e n e . I am waiving that, for the time being. I f  a 

note of that character is to mature within 90 days, why should it 
not have the privilege of discount just the same as the merchant’s 
note ?

Mr. G il b e r t . The only reply I  could make to that would be this r 
I understand the character of the farmer’s paper very well, and I 
know it is difficult for the farmer to borrow money on the same terms 
as a merchant can borrow money. Of course, the farmer borrows 
from his own bank, and the amount of paper that is received from 
farmers must be a very small portion of the amount of paper that 
the bank would discount.

Senator P o m e r e n e . That depends. I f  you go into the agricul
tural regions—for instance, in Minnesota, Kansas, or Nebraska,
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where the industries are almost entirely agricultural or closely allied 
thereto—I suspect a goodly part of their paper would be farmers’ 
paper.

Mr. G ilb e r t .  They would have to have a sufficient amount of good 
commercial paper, eligible for discount, to supply their needs, I 
should think, in case they wanted rediscount.

Senator R e e d .  That is what we are told by these gentlemen from 
the small banks that are really farmers’ banks; that is, banks of 
which the farmers are the principal supporters or shareholders.

Senator P o m e re n e . And that is true in a good many of the rural 
•districts.

Mr. G il b e r t . Exception might be made in favor of the paper in 
rhe agricultural districts, up to a certain percentage. I can not see 
any other solution.

Senator P o m e re n e . Would there be any objection to it from an 
economic standpoint?

Senator O ’G o r m a n . I f  you will pardon me, Senator, it occurs to 
me there might be this objection: The success of this proposed sys
tem depends upon several requirements, an important one being that 
the assets of these regional banks shall always be liquid; and, in the 
estimation of bankers, an asset can not be considered liquid that 
takes more than 90 days to mature.

Senator P o m e r e n e . Here is a farmer that wants $1,000, which he 
expects to pay as soon as his wheat crop is harvested and marketed. 
When he borrows it it may be 6 months’ paper, but when it is within 
90 days of maturity------

Senator O ’G o r m a n  (interposing). He can use it under this bill. 
He may have a 1-year note, but during the last 90 days he can dis
count it.

Senator P o m e r e n e . That is just one of the difficulties here. It is 
said by some of the witnesses that that is not really commercial paper, 
within the contemplation of the act.

Mr. G il b e r t . I should say so, too.
Senator O ’G o r m a n . That it is not commercial paper?
Senator P o m e r e n e . What is there inherently different between the 

merchant’s paper maturing within 90 days and the farmer’s paper 
which is maturing within 90 days? I am assuming, of course, that 
they are men of equal credit and standing in the community.

Mr. G il b e r t . Is it not true that the farmers as a class rely upon 
their banks to carry them until their crops are marketed ?

Senator R eed . But he has drawn the note------
Senator P o m e r e n e  (interposing). He has drawn the note so the 

note has to mature, and its collection is enforcible just the same as 
the collection of the merchant’s paper is enforcible.

Senator R eed . It is a 9 months’ note, due in the month of August, 
and he intends to pay it out of his wheat crop, and by that time his 
wheat crop is harvested, thrashed, and marketed. Now, it is not put 
up with the bank until the 1st day of July. It is then due, we will 
say, the 15th day of August.

Mr. G il b e r t . I f  his crop did not turn out well, it would have to be 
carried another year.

Senator B r is to w . What about the merchant ? I f  the crop did not 
turn out well------
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Mr. G il b e r t  (interposing). He is provided with the merchandise 
to pay his note.

Senator P o m e r e n e . The farmer has the same credit, even if his 
crop is a failure. He expected to take care of it in the same way.

Mr. G il b e r t . Of course, we draw our conclusions from experience. 
We find that, as a rule, the commercial paper we get from business 
men is very largely paid at maturity, and our experience with eastern 
farmers—of course, we have had no experience with western farm
ers—is that a note payable in even three, six, or nine months is really 
payable at the farmer’s convenience.

Senator P o m e r e n e . I suspect we have got to recognize this as a 
fact: That when any paper is rediscounted the regional bank is going 
to depend largely upon the indorsement of the member bank.

Mr. G il b e r t . Yes.
Senator P o m e r e n e . And if the member bank is willing to take 

the paper of the farmer and to rediscount it, he would understand 
whether or not it was probably going to be paid when it matured.

Mr. G il b e r t . Here is one question I would like to submit to you 
gentlemen. I read the remarks made by Senator Owen last night at 
some gathering of bankers in tliis city. The remarks appeared in 
the papers this morning, and the question arose as to the banks’ 
ability to buy paper in the open market, and the Senator is quoted as 
having said that one of the powers of the regional reserve bank would 
be to enter the market and buy commercial paper. Some banker 
present raised the query as to whether or not that would not be com
peting with other banks. It occurred to me------

Senator O ’G o r m a n  (interposing). That is only for the purpose of 
regulating the interest and discount rate.

Mr. G il b e r t . It occurred to me that under the law as I understand 
it the regional bank can only enter the open market to buy commercial 
paper that is eligible for rediscount, and only paper that has the 
indorsement of a member bank is eligible for rediscount.

Senator N e l s o n . Y ou are right about that, I  think.
Mr. G il b e r t . And there will be no paper in the market that is in

dorsed by member banks until an open money market is created. Is 
that not correct ?

Senator R eed . I think you are right on that.
Senator N e l s o n . It seems to me you are right about it. I  think 

your deduction is correct.
Senator R eed . Unless the bill is amended.
Senator N e l s o n . There is one question more I would like to ask 

you, Mr. Gilbert, and that is do you not think that the extensive dis
count privileges are the discount privileges extended here to the re
gional banks and the privilege that the member banks have to discount 
may lead to the inflation of credit ?

Mr. G il b e r t . It can very easily do that.
Senator N e l s o n . And be very general?
Mr. G il b e r t . Yes, sir.
Senator N e l s o n . And there may be a danger in it?
Mr. G il b e r t . I th in k  so.
Senator N e l s o n . Can you suggest any limitation that we ought to 

put into the bill ?
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Senator R eed . I do not think that construction follows—that con
struction which has been made here. I do not think that construction 
necessarily follows.

Mr. G il b e r t . What is that?
Senator R eed . That they could not buy anything unless it was 

paper indorsed by another bank.
Senator N e l s o n . It must be paper eligible for rediscount.
Senator R eed . Of course, in construing any act you must take into 

consideration all of its language.
Section 15 says:
That any Federal reserve bank may, under rules and regulations prescribed by 

the Federal reserve board, purchase and sell in the open market, either from or 
to domestic or foreign banks-------

Mr. G il b e r t . “ From or to.”
Senator R eed  (reading) :
From or to domestic or foreign banks, firms, corporations, or individuals, 

prime bankers' bills-------

Mr. G il b e r t . “ Prime bankers’ bills.”
Senator R eed . Yes. [Reading:]
And bills of exchange of the kinds and maturities by this act made eligible 

for rediscount and cable transfers.

Now, I think the construction that would necessarily be put on that 
would be------

Mr. G il b er t  (interposing). What would you call “ prime bankers’ 
bills ” and “ bills of exchange ” ?

Senator R eed . What are prime bills or bills of exchange? I have 
contended all along we have no rule to go by. But, waiving that, I 
am simply discussing the question whether a bank would have to 
indorse them. I  think this section certainly would be susceptible of 
the construction and would probably be construed to mean this: That 
the words “ bills of exchange and the kinds and maturities by this 
act made eligible for rediscount,” that that would mean that they 
must be promissory notes or bills of exchange maturing within 30 
days and signed in the manner in which a note must be signed if it 
passes through a bank and is indorsed and by it rediscounted, but 
that the indorsement of a member bank—I hardly think that would 
be necessary under that language.

Mr. G il b e r t . I am sorrv if that is the proper construction.
Senator B r is t o w . I think that is undoubtedly a good construction.
Now, Mr. Gilbert, do you find anything in the bill as to the differ

ence in the paper that can be used as the basis for currency or which 
ihe bank will rediscount ? Could the bank rediscount paper that 
could not be used as a basis for currency by the regional bank?

Mr. G il b e r t . A s I interpret the bill, you can only rediscount com
mercial paper of certain maturities.

Senator B r is t o w . Any paper that it can rediscount can be used as 
the basis for currency, as I understand it.

Mr. G il b e r t . Well, it will be used, of course.
Senator N e l so n . That is the way the bill reads.
Senator O ’G o r m a n . It is contemplated that the paper must be of 

a character upon which currency can be issued by the Government ?
Senator N e l s o n . There is no doubt about that.
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Senator W e e k s . I f  we had a strictly correct system, when that 
rediscount was made it would be put to the credit of the bank mak
ing the application, and it would not make any difference to the 
reserve bank whether it gave the discounting bank currency or a 
credit on its books or a check.

Mr. G il b e r t . None at all.
Senator W e e k s . It w ou ld  be the same thing.
Senator R eed . I believe that is all at this time, Mr. Gilbert. I f  

you can come back, say, on Friday, and give us the additional in
formation which was asked for, I think we can near you on that day.

Mr. G il b e r t . I can return on Friday.
Senator R e ed . I have here a letter which was handed me by Sen

ator Martine for insertion in the record, and, if there is no objection, 
the letter will be placed in the record at this point.

(The letter referred to is as follows:)
First N a t i o n a l  B a n k ,  

Plainfield, N. J., October lJh 1918.
Hon. J a m e s  E. M a r t i n e ,

Washington, D. C.
D e a r  S ir : We feel constrained to call upon you to use your utmost endeavors 

to defeat the passage of the present currency bill. Among the features particu
larly objectionable to us are the segregation of savings and commercial funds. 
If the proposed bill becomes law, we will be forced to call in loans aggregating 
over $1,000,000, and you can readily imagine what that would mean to mer
chants of Plainfield, or, as an alternative, we must surrender our national 
charter and throw our Government bonds on a sagging market which at to-day’s 
prices would mean a loss of from $12,000 to $15,000. It would seem that if 
banks situated as we are are to be forced out of the national banking system 
a method should be provided by which the Government Iwos should be paid 
off immediately at par.

We have been 10 years building up our savings department business, and this 
segregation of assets plan would be the destruction of it, as we can not pay 4 
per cent interest, as we are now doing and are forced to do by the trust-com- 
pany competition, and loan the money at a profit on the securities to which it is 
proposed to restrict the investment of such funds. The proposed plan is not 
only bad for the banks, but bad for the community at large, as it curtails our 
loans to our home people who need the money and forces investment in outside 
securities. Moreover, it would immediately create a situation whereby we would 
have a surplus of funds in our savings department and an extreme shortage in 
our commercial department. The act proposes to prohibit one department using 
the surplus funds of the other, or, in other words, we must let our savings-depart- 
ment money lay idle or invest it out of town and borrow money to supply the 
needs of our customers, or else refuse to loan them their reasonable require
ments. We believe the strict enforcement of the proposed law will put the 
country in such a state of chaos that business men will not know what to do.

We urge you to give this matter most careful consideration, and would greatly 
appreciate a favorable reply from you.

Very truly, yours,
J. A. H u b b a r d . W. R. C o d i n g t o n .
C. F r a n k  F r e n c h . J. A. S m i t h ,
B. F r a n k  C o r i e l l . A. J. B r u n s o n .
D. M.  R u n y o n . P. Z. Z e i g l i o .
E. H. B i r d .

(The following are inserted at the request of the chairman of the 
committee:)

Statement showing clearings for 1912, from Jan. 1 to Dec. 28.

New York City________________________________________________ $100,111,150,886
Outside of New York City--------------------------------------------------------  73, 609, 760, 971

Total. 173, 720, 911, 857

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



BACKING AND CURRENCY. 2789
I.From the Financial Ago, Nov. 30, 1912.]

R e p o r t  o f  t h e  C o m m i t t e e  o n  In l a n d  E x c h a n g e  t o  t h e  N e w  Y o r k  C l e a r i n g

H o u s e  C o m m i t t e e .

The subcommittee on inland exchange which was appointed by the clearing
house committee last April to investigate the subject of exchange charges on 
inland checks after months of constant activity made its report last Monday.

After quoting the resolution under which the committee was appointed, the 
following results of the investigations are set forth:

Your committee approached this investigation with an entirely unprejudiced 
mind and has maintained an attitude of strict impartialty throughout. It has 
given careful consideration to the facts it has gathered and feels that it is 
now in a position to report its conclusions and the findings upon which these 
conclusions are based.

Under its direction two forms were prepared. A copy of one of these forms 
was sent to each bank and trust company member of the New York Clearing 
House Association, the purpose being to place the committee in possession of 
information with respect to what, if any, changes they felt should be made in 
our existing rules and regulations affecting the collection of country checks.

In furtherance of your committee’s desire to receive as many different 
points of view as possible on this most important subject it met frequently at 
the clearing house during the spring and summer months for the purpose of 
discussing it in a frank and unbiased way with the president or such officer 
as he elected to represent him of each clearing-house institution.

The second form prepared under the committee’s supervision was designed for 
use in conveying to it certain information for statistical purposes in respect 
of the amount, source of receipt, disposition, and cost of collection, as well as 
time consumed in collecting foreign items received by each individual institu
tion during the month of May, 3912. A copy of this form was handed to each 
member’s representative at the time he appeared before the committee, with 
a careful explanation of its purpose and confidential nature.

The figures compiled from the data contained in these reports indicate that 
the gross income of the members of the clearing-house association from collec
tion exchange during the year 1911 was—
Collection exchange during 1911_________________________________ $2,139, 551.00
Exchange cost____________________________________ $1,176,162.00
Proportionate share postage, rent, stationery, and

salaries for 1911________________________________  569,461.78
Estimated loss of interest on interest-bearing ac

counts where immediate credit is given for for
eign checks, based upon figures submitted by 
eight of the largest institutions in the clearing
]louse___________________________________________  296, 460. 00

------------------------ 2, 042, 083. 78

New income________________________________________________ 97,467. 22
It should be borne in mind that this net income is the result of handling a 

volume of business, based on the figures gathered for the year 1911, of, approxi
mately, $4,859,187,900, and when distributed between the 64 active members of 
the clearing-house association represents an annual increment of income to 
each of only about $1,500.

The figures gathered by your committee for the month of May, 1912, show: 
Daily average of foreign checks received, $16,284,346.

As to discretionary and charge points this volume was distributed as follows:
Discretionary points__________________________________ $11,404,363

One-tentli points_____________________________________  3,938,198
One-fourth points____________________________________  865, 785

It will be observed from these figures that of our daily volume of out-of-town 
business for May, 1912. 71 per cent was on the discretionary points, 24 per 
cent was on the one-tenth points, and only 5 per cent was on the one-fourth 
points.

The daily average amount of cash items outstanding during the same period 
was $68,215,328, indicating that the average time consumed in the collection of 
our country checks was 4.19 days.

S. Doc. 232, 63-1— vol 3------ 55
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Your committee also procured from the members of the clearing-house asso
ciation the data with reference to the average daily outstandings of cash items 
during the year 1911, which amounted to $67,860,658. Considerable labor was 
involved to the banks in providing this information, but as a medium for com
parison with the same figures for May, 1912, which, as previously stated, totaled 
$68,215,328, the committee was enabled to confirm its impressions that the 
month of May, upon which its principal figures were based, was an excellent 
average month.

The succeeding table shows the average daily amount, the average time con
sumed, and the average cost of collecting checks on the discretionary points, 
and also on a number of other more important nondiscretionary cities of the 
United States:

City.

Philadelphia..................
Boston.............................
Baltimore........................
Newark............................
Albany............................
Providence.....................
Troy.................................
Jersey City.....................
Hoboken.........................
New York........ .............
Greater New York........
Chicago............................
Pittsburgh......................
Cleveland........................
St. Louis.........................
Buffalo............................
Cincinnati.......................
Washington....................
Hartford..........................
Kansas City....................
Minneapolis....................
St. Paul...........................
Atlanta............................
New Orleans..................
Omaha.............................
Denver............................
Seattle.............................
San Francisco................
Los Angeles....................
One-tenth points...........
One-fourth points.........

Average.

Amount.

174,177 
874,831
958.796 
943,321 
889, 410 
351,282 
110,280 
370,781 
134,240 
068,025 
847,883 
417,320
132.797 
135,622 
109,470
96,850 
79,588 
71,374 
57,872 
42,719 
30,861 
23,615 
25,229 
20,838 
19,309 
19,786 
34,095 
50,745 
27,967

Days.

3.514 
3.523 
3.243
4.047 
4.117 
4.188 
3.935 
3.657 
3.63 
3.885 
4.053 
4.739
3.95 
4.341
4.787 
4.143 
4.178
2.95 
4.705 
5.31 
5.02 
4.923 
5.196 
6.941
5.787
6.47 
8.928 
9.404 
8.937 
4.177 
7.000

Cost.

2 banks, $0,340 per M (49 par, 13 not reporting).
4 banks, $0,069 per M (47 par, 13 not reporting). 
21 banks, $0.36 per M (28 par, 15 not reporting).
1 bank, $0.29 per M (48 par, 15 not reporting).
2 banks, $0,208 per M (47 par, 15 not reporting).
3 banks, $0,156 per M (46 par, 15 not reporting).
5 banks, $0,363 per M (39 par, 20 not reporting).
2 banks, $0.18 per M (46 par, 16 not reporting).
1 bank, $0.01 per M (46 par, 17 not reporting).
No cost (42 par, 22 not reporting).
2 banks, $0,107 per M (40 par, 22 not reporting). 
34 banks, $0.54 per M (13 par, 17 not reporting). 
24 banks, $0,768 per M (22 par, 18 not reporting).
37 banks, $0,618 per M (9 par, 18 not reporting).
38 banks, $0,788 per M (8 par, 18 not reporting). 
20 banks, $0,616 per M (23 par, 21 not reporting). 
41 banks, $0,631 per M (0 par, 17 not reporting).
37 banks, $0.60 per M (9 par, 18 not reporting).
15 banks, $0.62 per M (32 par, 17 not reporting).
38 banks, $0.91 per M (6 par, 20 not reporting).
40 banks, $1.14 per M (5 par, 19 not reporting).
39 banks, $1.18 per M (5 par, 20 not reporting).
37 banks, $1.06 per M (0 par, 21 not reporting).
32 banks, $1.16 per M (12 par, 20 not reporting).
39 banks, $1.11 per M (6 par, 19 not reporting).
41 banks, $1.15 per M (4 par, 19 not reporting).
40 banks, $1.36 per M (4 par, 20 not reporting).
39 banks, $0.87 per M (6 par, 19 not reporting).
40 banks, $1.10 per M (4 par, 20 not reporting).
44 banks, $0,609 per M (20 banks not reporting). 
44 banks, $1.40 per M (1 par, 19 not reporting).

Subsequent to the appointment of this committee on inland exchange by the 
clearing-house committee of the New York Clearing House Association the 
bankers’ association of New York, New Jersey, Connecticut, and Massachusetts 
took similar action. These committees in due course communicated to your 
committee their desire to discuss this subject fully with it. Their requests 
were gladly granted, and at appointed times your committee has had the 
pleasure of entertaining the representatives of each of these associations.

In view of the foregoing r£sum6 of the scope and detail of the work of your 
committee and of the facts thus ascertained, and because your committee is 
convinced that the operation of the present rules and regulations of the New 
York Clearing House Association in respect of charge 011 inland exchange 
results in barely making good to the banks and trust companies making their 
exchanges through the clearing house their actual outlay in handling such 
business, including the amounts of exchange charged on or deducted from re
turn remittances, without substantial return for the enormous volume of the 
business thus undertaken and its risks, your committee feels itself compelled, 
in the interest of the conservative business methods which are required in good 
banking, respectfully to recommend that the main body of the existing rules 
and regulations of the New York Clearing House Association regarding collec
tions outside of the city of New York shall remain unchanged.

In the judgment of your committee, however, within certain restricted terri
tories, and for reasons which are in each instance peculiar to the areas in
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volved, the rules should be modified with advantage alike to ourselves and to 
the inland banks and business interests affected by them.

After a careful consideration of all the questions involved it furthermore 
respectfully recommends that all banks and trust companies in the States of 
Massachusetts, Rhode Island, Connecticut, New Jersey, and New York which 
will engage themselves in writing to the manager of the New York Clearing 
House over the signature of the president, cashier, or treasurer to remit to 
the members of the New York Clearing House Association at par in New York 
funds 011 the day of receipt the charge shall in all cases be discretionary with 
the collecting bank.

It is not proposed that the foregoing recommendations shall in any way dis
turb the relations now existing between our members and the banks located in 
the present discretionary cities.

In the opinion of your committee this proposed modification of the rule re
specting discretionary places, so as to include the entire region mentioned, pro
vided the local banks themselves in any community wish it, rather than ex
tending the privilege to a few  specially designated cities or towns in that ter
ritory, will, if adopted, do much toward relieving the irritation and dissatis
faction which have heretofore existed among many near-by banks not situated 
in a discretionary city. This proposal affords opportunity to the banks in each 
locality to determine for themselves and for their customers whether or not they 
wish to enjoy the benefits and share the burdens of a discretionary or free 
collection point.

All of which is respectfully submitted.
J a m e s  G. C a n n o n , 
W a l t e r  E. F r e w ,
J o s e p h  T. T a l b e r t , 
E d w a r d  T o w n s e n d ,
J o h n  W .  F l a t t e n , 

Committee on Inland Exchange.
The report will be considered by the clearing-house committee and its recom

mendation acted upon by the full membership at a meeting to be held in the 
clearing house 011 December 4 at 2 p. m.

C h a m b e r  o f  C o m m e r c e  o f  t h e  U n i t e d  S t a t e s  o f  A m e r i c a .

Riggs Building, 
Washington, D. C., October 18, 1913.

Hon. R o b e r t  L. O w e n ,
Chairman Committee on Banking and Currency,

United States Senate, Washington, D. C.
D e a r  S e n a t o r  O w e n  : Pursuant to my promise I herewith submit for the 

record a complete tabulation of the referendum vote of this chamber upon the 
report of its committee on currency and banking relative to the Owen-Glass 
currency bill.

* * * * * * *
Very sincerely, yours,

Eiltot F. Goodwin, Secretary.
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R e fe r e n d u m  No. 4.

Statement of vote on the question of approval of the report of the standing committee on currency and banking of the Chamber of Commerce of the 
United States of America upon the Owen-Glass currency bill (S. 2689, H. R. 6454, Sixty-third Congress, first session).

[Question submitted Aug. 26,1913; vote closed Oct. 10,1913.]

A. B.
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Arizona:
Phoenix, Board of Trade.............................. 3 3 3 3 3 3 3 3 3

Arkansas:
Little Rock, Chamber of Commerce............ 4 4 4 4 4 4 4 4
Pine Bluff, Chamber of Commerce............. 2 2 2 2 2 2 2 2 2
Texarkana, Board of Trade........................... 1 1 1 1 1 1 1 1 1

California:
Los Angeles, Chamber of Commerce........... 10 10 10 10 10 10 10 10
San Diego, Chamber of Commerce............. 7 7 7 7 7 7 7 7 7

Connecticut:
Derby, State Business Men’s Association 

of Connecticut................................................ 1 1 1 1 1 1 1 1 1
Hartford, Chamber of Commerce. . . 1 1 1 1 1 1 1 1 1

Delaware:
Wilmington, Chamber of Commerce........... 2 2 2 2 2 2 2 2

District of Columbia:
Washington, Chamber of Commerce 3 3 3 3 3 3 3 3

Illinois:
Alton Board of Trade... 2 2 2 2 2 2 2 2 2
Champaign Chamber of Commerce 2 2 2 2 2 2 2 2 2
Chicago—

Association of Commerce..................... 10 10 10 10 10 10 10 10 10
Board of Trade 9 9 9 9 9 9 9 9 9
Bureau of Barley & Malt Statistics___
Central Supply Association....................

1 1 1 1 1 1 1 1 1
1 1 1 1 1 1 1 1 1

Garment Manufacturers’ Association. 1 1 1 1 1 1 1 1 1
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R e fe r e n d u m  No. 4—Continued.

Statement of vote on the question of approval of the report of the standing committee on currency and banking of the Chamber of Commerce of the United 
States of America upon the Owen-Glass Currency bill (S. 2639, H. R. 6454, Sixty-third Congress, first session)— Continued.

D.
~n XT' n.rvopuiu. £>.
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JZ
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Massachusetts:
Boston—

Chamber of Commerce............................
New England Shoe & Leather Associa

tion

10 10 10 10 10 10 10 10 10

2 2 2 2 2 2 2 2
Everett, Board of Trade.. 2 2 2 2 2 2 2 2 2
Fall River, Chamber of Commerce 3 3 3 3 3 3 3 3
Farmingham, Board of Trade 2 2 2 2 2 2 2 2 2
Malden, Board of Trade__ 2 2 2 2 2 2 2 2 2
New Bedford, Board of Trade 1 1 1 1 1 1 1 1 1
Springfield, Board of Trade . 5 5 5 5 5 5 5 5 5
Worcester—

Board of Trade................................... 5 5 5 5 5 5 5 5
New England Builders’ Supply Asso

ciation...................................................... 1 1 1 1 1 1 1 1 1
Minnesota:

Duluth—
Board of Trade......... 1 1 1 1 1 1 1 1
Commercial Club 6 6 6 6 6 6 6 6

Minneapolis-
Chamber of Cmomerte 3 3 3 3 3 3 3 3 3
Civic and Commerce Association 10

1

10 10 10 10 10 10 10 10
Minneapolis, Federation of Commer

cial C lu b s ....................................... 1 1 1 1 1
St Paul, Association of Commerce 5 5 5 5 5 5 5 5 5
Winona, Association of Commerce (Inc.).. 4 4 4 ..... , 4 4 4 4 4 4
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Mississippi:
Greenwood, Business League......................

Missouri:
Kansas City. Southwestern Interstate Coal

Operators’ Association................................
St. Louis—

Merchants’ Exchange..............................
National Leather & Shoe Finders’ 

Association.............................................
Montana:

Fromberg, Commercial Club.........................
New Jersey:

Passaic, Board of Trade.................................
Plainfield, Chamber of Commerce...............
Rahway, Board of Trade...............................
Trenton, Chamber of Commerce..................

New York:
Buffalo, Chamber of Commerce....................
Canajoharie, Board of Trade.........................
New Rochelle, Merchants’ Exchange.........
New York—

American Hardware Manufacturers’
Association..............................................

American Paper & Pulp Association...
Eastern Supply Association...................
Merchants’ Association...........................
National Association of Manufacturers. 
National Paint, Oil & Varnish Associa

tion...........................................................
National Wholesale Lumber Dealers’

Association........................... ..................
Natural Ice Association of America___
Railway Business Association...............
United States Brewers’ Association... 
United States Trade Mark Association.

Poughkeepsie, Chamber of Commerce........
Rochester, National Boot & Shoe Manu

facturers’ Association of United States..
Syracuse, Chamber of Commerce.................
Utica, Knit Goods Manufacturers’ Associa

tion..................................................................
North Carolina:

Washington, Chamber of Commerce...........
North Dakota:

Devils Lake, Commercial Club.....................
Fargo, Commercial Club................................
Grand Forks, Commercial Club...................

Ohio:
Cincinnati, Chamber of Commerce and 

Merchants’ Exchange.................................

1

6

2

1
21
1
2

10

"T

1
10
10

4

2

"¥

i
*Y  

10 .

2

1
211
2

10 

' T

i
10
10

10

1 1 1 1 1 I  1

1 1 1 1 1 1

6 6 6 6 6 6

2 2 2 2 2 2

1 1 1 1 1 1 1

2 2 2 2 2 ........... i 2
1 1 1 1 1 ...... | 1
1 1 1 1 1 ...... ! l
2 2 2 2 2 ...........  2

10 10 10 10 10
! !
........... ! 0

1 1 1 1 l 1
1 1 1 1 t . . . . . . . . . . . . . . . . . 1 ; 1

2 2 2 2 2 2 2
2 2 2 2 2 2

1 i i 1 1 i
10 10 10 10 10 10
10 10 10

4

10 10 10

4 4 4 4 4

2 2 2 2 2 2
2 2 2 2 2 2

2 2 2 2 2 2
4 4 4 4 4 4

3 3 3 3 3 3
3 3 3 3 3 3

1 1 1 1 1 1
5 5 5 5 5

1 1 1 1 1 1

1 1 1

1 1 1 1 1 1
2 2 2 2 ............ 2 2

3 3 3 3 3 3

10 10 10 10 10 10

BAN
K

IN
G

 
AND 

C
U

R
R

E
N

C
Y. 

2795

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



R e fe r e n d u m  No. 4—Continued.

Statement of vote on the question of approval of the report of the standing committee on currency and banking of the Chamber of Commerce of the United 
States of America upon the Owen-Glass Currency bill (S. 2639, H. R. 6454, Sixty-third Congress, first session)— Continued.

D.
F. nKeport. A . S3. C
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Ohio—Continued.
Cleveland—

National Cloak, Suit &  Skirt Manu
facturers’ Association..........................

National Machine Tool Builders’ Asso-
^loflA Tl

1
1

1
1

1 1 1 1 1 1 1

1 1 1 1 1 1 1
X T ofiA n ol X>*vHv\lonrn A QcnPi'ofiATl 1

3
1 1 1 1 1 1 1 1

T T om i'lf H h om K or* P.nTTlmDrpp 3 3 3 3 3 3 3 3
T /im o  PfAOTOccixfO AaQAOiCitif\Ti 1

2
1 1 1 1 1 1 1 1

Q f  AllV\QT1 TT111A OV» o TYl V\DT* /"if P.rvm TY1 dtp a 2 2 2 2 2 2 2 2O LcU U cIlV lllv^ v l la i l iU c I  Ul vUXILIilcXt“ ......
T n lo H n  r ,ftm m A rp p  O.liiV* 8 8 8 8 8 8 8 8

Oklahoma:
MnolrAora^ P .A m m a rp iQ l P l n h 3 3 3 3 3 3 3 3

Oregon:
P n r fla n H  P.ViomhaT* n f  P,atyittiPfPP 5 5 5 5 5 5 5 5 5X UlticUIU.) Ui VUiUlUCltC.................

Pennsylvania:
Beaver Falls—

Manufacturers’ Association of Beaver
P .A iin tT 1 1 1 1 1 1 1 1 1

Tile Manufacturers’ Credit Associa-
1 1 1 1 , 1 1 1 1 1

Philadelphia, National Manufacturers of
.QaHq W qfor TTloTTAro 1 1 1 1 1 1 1 1

Pittsburgh—
American Warehousemen’s Associa-

1 1 1 1 1 1 1 1 1

Chamber of Commerce............................ 6 6 6 6 6 6 6 6
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National Pipe & Supplies Association.
Oakland Board of Trade.........................

York, Chamber of Commerce........................
Porto Rico:

Ponce, National Coffee Growers’ Associa
tion.................................................. - ..............

San Juan, Porto Rico Association...............
South Carolina:

Charleston, Chamber of Commerce..............
Tennessee:

Chattanooga, Manufacturers’ Association.. 
Texas*

Beaumont, Chamber of Commerce.............
Houston, Chamber of Commerce.................
Paris, Board of Trade.....................................

Virginia:
Alexandria, Chamber of Commerce............
Norfolk, North Carolina Pine Association.. 

W  ashington:
Seattle, New Seattle Chamber of Com

merce................................................................
Tacoma, West Coast Lumber Manufactur

ers’ Association.............................................
Wisconsin:

La Crosse, Board of Trade.............................
Manitowoc, Citizens’ Association.................
Milwaukee—

Chamber of Commerce............................
Merchants & Manufacturers’ Associa

tion...........................................................
Wisconsin Manufacturers’ Association.

Superior, Commercial Club.................
France:

Paris, American Chamber of Commerce...

Total................................................................  303

1 1 1 1 1 1 1 1 1
1 1 1 1 1 1 1 1 1
2 2 2 2 2 2 2 2 2

6 6 6 6 6 6 6 6 6
1 1 1 1 1 1 1 1 1

3 3 3 3 3 3 3

2 2 2 2 2 2 2

2 2 2 2 2 2 2 2 2
6 6 6 6 6 6 6 6 6
1 1 1 1 1 1 1 1 1

1 1 1 1 1 1 1 1 1
1 1 1 1 1

__
1 1 1 1

7 7 7 7 7 7 7 7 7

1 1 1 1 1 1 1 1 1

2 2 2
1 1 1 1 1 1 1 1 1

3 3 3 3 3 3 3 3 3

6 6 6 6 6 6 6 6 6
3 3 3 3 3 3 3 3 3
3 3 3 3 3 3 3 3 3

2 2 2 2 2 2 2 2 2

303 17 346 70 333 82 343 73 397 17 378 31 367 48 378 38 390 23

(Thereupon, at 5.42 o'clock p. m., the committee adjourned to meet to-morrow, Wednesday, October 22, 1913, 
at 10.30 o’clock a. m.)
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2798 BACKING AND CURRENCY.

W ED N ESD AY, OCTOBER 22, 1913.

C o m m it t e e  o n  B a n k i n g  a n d  C u r r e n c y ,
U n it e d  S t a t e s  S e n a t e ,

Washington, I). C.
The committee assembled at 10.40 o’clock a. m.
Present: Senators O’Gorman (presiding), Hitchcock, Eeed, Hol

lis, McLean, Nelson, Bristow, and Weeks.
Senator O ’G o r m a n . Mr. Gilbert, you may resume where you left 

off last night.

STATEMENT OF ALEXANDER GILBERT— Resumed.

Mr. G il b e r t . The only part of my testimony which was not com
plete was that which dealt with the relations of the clearing house 
with four banks which afterwards went into liquidation. I did not 
yesterday feel that I could state clearly and definitely the dealings of 
the New York Clearing House with those banks, because the dates of 
the different borrowings with relation to the outbreak of the panic 
had escaped my mind entirely.

Senator H o l l is . What year was that, please?
Mr. G il b e r t . That was in 1907. After I got back to my hotel 

last evening I looked over my papers, and I found some memoranda 
there which refreshed my mind, so I got the thing pretty clearly in 
my mind.

By the by, before I go ahead with this I would like to correct my 
testimony of yesterday. I was asked when I was elected president 
of the clearing house, and I stated October, 1907. That was true, 
but I had first been elected president of the clearing house October,
1906, so that during the years 1906 and 1907 and until October, 1908, 
I was president of the clearing house, which covered the entire period 
of the panic and one year previous. That enables me to say this, 
that during the years 1906 and 1907, from October, 1906, to October,
1907, before the outbreak of the panic, there were four banks which 
were being very closely watched by the clearing-house committee.

Senator O ’G o r m a n . Y ou mean they were suspects?
Mr. G il b e r t . They were suspects.
Senator W e e k s . Were they members of the clearing-house associa

tion ?
Mr. G il b e r t . They were members of the clearing-house associa

tion.
Senator N e l s o n . Have you any objection to giving their names?
Mr. G il b e r t . None whatever. They were the Mercantile, the 

Bank of North America, the Mechanics & Traders, and the Oriental.
Senator N e l s o n . Those were all banks—not trust companies.
Mr. G il b e r t . They were banks.
Senator O ’G o r m a n . All Federal banks?
Mr. G il b e r t . No: the Mercantile was a national bank; the Oriental 

and the Mechanics & Traders were State banks; and the Bank of 
North America, I think, was a national bank—the National Bank of 
North America—yes. Two national banks and two State banks.

Senator O ’G o r m a n . Will you state, briefly, why they were under 
suspicion ?
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Mr. G il b e r t . The Mercantile Bank was under the Heinze in
fluence. Heinze had obtained a control of the stock and elected him
self president, and of course the bankers in the clearing house were 
very familiar with Heinze’s operations, and they knew pretty well 
what kind of a banking administration he would be likely to give the 
Mercantile Bank.

The Bank of North America was under the Morse influence, and 
Morse was in various operations which made him one of the suspects. 
The Mechanics’ & Traders’ Bank had been captured by a man named 
Sullivan, who owned a chain of banks in Brooklyn under the leader
ship of the Union Bank in Brooklyn. He had, I think, 20 or 22 
branch banks in Brooklyn, and he had acquired control of the Me
chanics’ & Traders’ Bank, because the Mechanics’ & Traders’ Bank 
was a clearing-house bank in New York, and he wanted to get a 
direct connection with the clearing house, and Sullivan became a 
suspect.

Senator O ’G o r m a n . I s he in prison now ?
Mr. G il b e r t . Yes; he is in prison now.
Senator O ’G o r m a n . He was afterwards indicted.
Senator N e l s o n . And imprisoned ?
Mr. G il b e r t . He is in prison now; yes. The Oriental Bank had 

a change of management. I think it was a southern representation 
that got control of the Oriental Bank, and from a number of their 
practices which the clearing house became cognizant of they thought 
it their duty to watch the Oriental, although the Oriental had had a 
long and honorable record.

Senator O ’G o r m a n . It subsequently liquidated and paid every
body.

Mr. G il b e r t . Yes; I think it did.
Senator O ’G o r m a n . I was a judge in New York at the time, and 

there were certain proceedings that came before me affecting that 
bank, and I know they liquidated and paid everybody.

Mr. G il b e r t . Yes; I think you are right. Three or four days 
before the outbreak of the panic these small banks—one or all of 
them—applied to the clearing house for help. That is, before the 
outbreak of the panic.

Senator N e l s o n . Applied to the clearing house for help?
Mr. G il b e r t . Yes. And the clearing house at that time, when they 

applied, had not issued clearing-house certificates. Please take note 
of this; I want to emphasize this to show you that there was no 
desire on the part of any member of the clearing house or the admin
istration of the clearing house to crush any of these banks, because 
as soon as they applied for help, although we had not issued clearing
house certificates, w7e formed a syndicate among ourselves to advance 
them the money they wanted.

Senator H o l l is . Was that not partly, at least, a m easure of self- 
protection ?

Mr. G il b e r t . Certainly.
Senator H o l l is . Because as soon as you get a hole through a dam  

the whole dam is apt to go.
Mr. G il b e r t . Certainly. We wanted to save the situation, and we 

simply said to the members who were gathered around the advisory 
board of the clearing-house committee: “ How much will you lend
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this bank?” “ How much will tyou?” “ How much will you?” to 
each of the members present, and we contributed to it and raised a 
fund to help these banks before we knew we w7ere going to issue 
clearing-house certificates. I mention that to show7 you the banks 
appreciated the situation, and there was no desire on the part of any 
member to crush out any other bank because of competition. We 
wanted to save the situation.

Senator O ’G o r m a n . Y ou looked on the management of those small 
banks with distrust ?

Mr. G il b e r t . We did, and yet we wanted to help them. We 
wanted to sustain them if ŵ e could.

Senator N e l s o n . When you started to help them what then took 
place?

Mr. G il b e r t . Let me read here, wThich is evidently a statement by 
some member of the clearing house, because it details very correctly 
the situation. It is headed, “A  Tale of Two Banks.” It wTas pub
lished in the Boston Transcript.

Senator O ’G o r m a n . I f  you have no objections, Mr. Gilbert, w7e 
will have the stenographer place that in the report.

Mr. G il b e r t . I w7ill not read it all, but let me read first the case of 
the Mechanics & Traders Bank.

Senator N e l s o n . That is the Heinze bank?
Mr. G il b e r t . No; the Sullivan bank. I  stated yesterday in my 

testimony, so far as the Mercantile Bank was concerned, after they 
applied for help we made an examination of the Mercantile Bank 
and that resulted in the Sunday morning interview and our asking 
the resignation of the officers and directors so, that a new adminis
tration could take charge and continue the bank. The Mercantile 
Bank was assisted promptly and they worked out all right and Mr. 
Morse and his influence resigned from the bank, and we eliminated 
that influence, which was a very good piece of ŵ ork so far as the 
Mercantile was concerned, because the Mercantile was shortly re
lieved of its troubles and put on its feet and worked out splendidly.

Senator W e e k s . Mr. Morse was not an officer in the Mercantile, 
was he?

Mr. G il b e r t . No; he was one of the directors, but Heinze wras the 
president.

Senator W e e k s . Are you quite sure about that? My recollection 
was the same as Senator O’Gorman’s that Mr. O’Brien was the presi
dent. Are you sure of that?

Mr. G il b e r t . No; Mr. Heinze was president.
Senator O ’G o r m a n . He may have been the vice president.
Mr. G il b e r t . That is right.
Senator O ’G o r m a n . He had had a long Mercantile career and 

association in the house of John Claflin. I think he had been in
vited to go into the banking business by Mr. Morse perhaps five, six, 
or seven years before the failure.

Mr. G il b e r t . Yes: I  think you are right about that. N owt, with 
regard to the Mechanics '& Traders, between October 18 and 25 the 
banks of the clearing house made cash loans to the Mechanics & 
Traders Bank of $2,220,000. This was converted into clearing house 
loan certificates October 26. 1907. As soon as the clearing house 
issued the clearing-house certificates then the loans w'hich had been
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made to the bank by various other member banks were retired and 
the clearing-house certificates took their place. These loans were 
made on the assurances of Chief Examiner M. W. Hutchins of the 
State banking department that the bank was solvent. The aggre
gate issue amounted to $4,520,000.

Senator W e e k s . To that bank?
Mr. G il b e r t . To that bank.
Senator N e l s o n . Clearing-house certificates?
Mr. G il b e r t . Clearing-house certificates.
Senator W e e k s . What was the capital of that bank?
Mr. G i l b e r t . I think the capital of the Mechanics & Traders was 

$2,000,000.
Senator W e e k s . And how much in deposits did they have?
Mr. G il b e r t . Well, it was not a large bank. The deposits were 

not, I think, over $10,000,000 to $15,000,000.
Senator W e e k s . Then, in all probability their loans were not 

smaller than, say, seven or eight millions?
Mr. G il b e r t . Probably not. Of course, I  have not the definite 

data before me and I could not speak intelligently.
Senator W e e k s . In other words, they must have taken out clear

ing-house certificates equal to about half of their loans?
Mr. G il b e r t . I think they took out pretty nearly as much as they 

had negotiable assets to borrow upon; that is, good liquid assets to 
borrow upon. That was my impression. The aggregate issue 
amounted to $4,520,000, and these were outstanding 137 days. That 
is nearly five months.

January 30, 1908, this bank was placed in the hands of the super
intendent of the State banking department. The charge was made 
and reiterated before the Pujo committee that had the clearing-house 
loan committee extended credit the bank would have been saved. 
The inference intended was, of course, that credit could and should 
have been extended, and that if it was not, the reason was that two 
representatives of the Corn Exchange Bank, who also were members 
of the clearing-house committee, had used their influence to put a 
competitor out of business. That was the statement made to the 
committee.

Senator N e l s o n . The Pujo committee?
Mr. G il b e r t . It is true that the clearing-house committee de

manded more and a different kind of collateral from the Mechanics 
& Traders Bank, and that when this was not forthcoming it refused 
to extend credit. The collateral back of the loans had a face value 
of some $6,373,000, but before the receivers of the Mechanics & 
Traders Bank paid off the balance due the clearing house, $2,100,000, 
the committee had begun to collect $3,447,000 of the collateral and 
had received $1,000,000 in cash; the balance went to protest. The 
point is that the result of the attempt to collect on the collateral 
clearly demonstrated that the loan committee of the clearing house 
exercised good judgment in confining their advances to the propor
tion they did. This bank had from October 26, 1907, to January 30, 
1908, to adjust its affairs. It wanted more money, but at no time 
could offer acceptable collateral in addition.

The point was made by Mr. Untermyer, in questioning witnesses 
before the Pnjo committee, that the Metropolitan Bank of New York
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had taken over the Mechanics & Traders and paid off all its de
positors in full, thus, according to the intimations of Mr. Unter- 
myer, confuting the judgment of the clearing-house committee that 
the bank was in danger when further loans were refused.

But the testimony was not permitted to go far enough to tell all 
the facts in the case. It is true that the Metropolitan took over the 
New York branches of the Mechanics & Traders and paid off the 
depositors, but it is also true that the bank was allowed to reopen 
by the State banking department on the deferred-payment plan 
under the title o f the Union Bank of Brooklyn.

Senator O ’G o r m a n . Would you prefer to read it all?
Mr. G ilbert. Yes; I would like to have this go on the record.
Senator O ’G o r m a n . The only reason that justifies my making this 

suggestion is that there are two witnesses who were here yesterday, 
and they were promised a hearing this morning.

Senator H ollis. I do not see the exact bearing of this.
Senator O ’G o r m a n . It was in answer to some inquiries made last 

night, particularly by Senator Eeed, who is not here to get the benefit 
of it, as to how the panic of 1907 began in New York.

Mr. G ilbert. I am exceedingly anxious that the Senator should 
understand this, because the New York banks have been placed in a 
wrong position in regard to this.

(At this point Senator Eeed entered the room.)
Senator O ’G o r m a n . Senator, Mr. Gilbert is giving at some length 

an explanation as to the panic of 1907.
Mr. G ilbert . A s I was saying, the Mechanics & Traders’ was per

mitted to reopen and go into business again under the title of the 
Union Bank of Brooklyn. After Sullivan, who was at the head of 
the Union Bank of Brooklyn, got control of the Mechanics & Traders, 
and when the Mechanics & Traders’ went out of existence he simply 
got permission to go ahead under his old banking affiliations in 
Brooklyn. I was just referring to the failure of the Mechanics & 
Traders’ Bank, because the statement was made that because of the 
refusal of the clearing-house committee in New York to extend it 
additional credit, it was compelled to go to the wall, whereas if credit 
had been extended it could have been saved. That is all in the record 
nowT, and I will go on.

The testimony was not permitted to go far enough to tell all the 
facts in the case. It is true that the Metropolitan took over the New 
York branches of the Mechanics & Traders’ and paid off the de
positors, but it is also true that the bank was allowed to reopen by 
the State banking department, on the deferred-payment plan, under 
the title of the Union Bank of Brooklyn. This occurred in October,
1908. This Union Bank, successor to the Mechanics & Traders’, closed 
its doors April 4, 1910, and up to date it has not paid one cent to its 
depositors.

The books showed that a large portion of the unliquidated assets 
of the Union Bank were in the Mechanics & Traders’ Bank when 
that bank closed January 30, 1908. In other words, the Union Bank 
allowed deposits of money to be used to pay off all deposits. Now, the 
probabilities are said to be that after a long wait the Union Bank 
depositors will receive dividends not to exceed 50 per cent. The 
former president of the Mechanics & Traders’, David J. Sullivan,
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and W. C. Damron, a director of the same bank, are serving terms 
in the State prison for offenses growing out of the situation de
scribed.

Senator O ’G o r m a n . Who is the director?
Mr. G ilbert. William C. Damron, a director.
Senator O ’G o r m a n . A Brooklyn banker?
Mr. G ilbert. Yes. Now, that, it seems to me, ought to pretty fully 

clear up the situation, as far as the Mechanics & Traders’ Bank is 
concerned.

Senator O 'G o r m a n . When did the Carnegie Trust Co. go under? 
That is more recent ?

Mr. G ilbert It is more recent; yes.
Senator R eed. So the sum of it then was that this bank was actu

ally in an insolvent condition?
Mr. G ilbert. To state it briefly, the bank borrowed money before 

the clearing house commenced to issue clearing-house certificates.
Senator N elson . It borrowed of the clearing-house members.
Mr. G ilbert. Yes; they borrowed of the clearing-house members, 

and after the clearing-house certificates were issued they paid off 
those loans with the clearing-house certificates, and the clearing 
house loaned them up to the extent of four or five millions of dollars, 
which was all they had collateral to offer for, and when they wanted 
more the clearing house refused to give it to them.

Senator R eed. A s I say, the sum of it all is that the clearing house 
supported them to the full extent of their good assets, and the bank 
was actually insolvent, and the clearing house, having gone to the 
point where it could go no further without danger o f losing, stopped 
advancing money?

Mr. G ilbert. That is it, exactly.
Senator W e ek s . N o w , Mr. Gilbert, the real point at issue, I think, 

in all this controversy is whether the New York Clearing House 
is preventing banks coming into the clearing house on account of a 
desire to prevent them from developing into active competitors, or 
whether it is using its strength and power to destroy banks that it 
wants to get rid of because they were competitors. When you boil 
all this controversy down about the New York Clearing House I 
think it is covered in that statement. You have had long experience 
with the clearing house, and I think if you will state to the commit
tee whether within your knowledge there has been any case where a 
bank has been refused membership in it or has been forced out, if it 
were solvent and serving the public, I believe you wTill cover the 
whole question.

Mr. G ilbert. Well, of course, Mr. Weeks, you, as a member o f 
banking interests in Boston, know that the clearing house has its 
rules and regulations with regard to the qualifications for member
ship, etc. A  bank to enter the New York Clearing House must have 
a capital of $500,000 and a reasonable surplus; and before being 
admitted to membership they are examined very carefully—very 
rigidly, I will say—with reference to their methods of doing busi
ness, the character o f their assets, and their banking habits. I never 
have known of any disposition on the part of members of the clear
ing house to force out or to deny membership to any bank that was 
worthy of membership. As an illustration of that—well, I will let
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the statement stand there. I have never seen any disposition what
ever on the part of the membership of the New York Clearing House 
to bar from membership any bank that was really eligible for mem
bership; and any bank that is not eligible for membership really 
has the facilities of the clearing house through its ability to make 
negotiations with member banks to clear for them.

Senator O ’G o r m a n . Have you ever known a case where business 
rivalry or jealousy has been sufficient to keep out a bank that wanted 
to come in the clearing house?

Mr. G ilbert. I never have known a single case, Senator; I  can 
not recall a single case.

Senator O ’G o r m a n . AVhatever may have been said with regard to 
the banking interests of New York toward Mr. Morse and Mr. 
Heinze and their banking activities, the objection of the clearing 
house to them was due to their methods rather than any other cause.

Mr. G ilbert. Entirely.
Senator O ’G o r m a n . I think that covers that situation. Is there 

any other question?
Senator H itciicock . I did not have the pleasure of hearing Mr. 

Gilbert yesterday afternoon, and I would like to ask a few ques
tions. Suppose, Mr. Gilbert, under this new system, when it is in 
vogue------

Senator O ’G orman  (interposing). Do you know who the writer 
of the article is ?

Mr. G ilbert. I do not.
Senator O ’G o r m a n . But it correctly states the facts?
Mr. G ilbert. It correctly states the facts as I know them.
(The article referred to by Mr. Gilbert will be found at the con

clusion of his statement.)
Senator H itch co ck . I wanted to propose a hypothetical condition 

to Mr. Gilbert and see what course would be adopted. I f  this new 
system were in practice which is proposed in this bill, suppose there 
should follow a condition when there should be a considerable deficit 
in our national revenues. Suppose that should be accompanied, as 
it might be and has been in the past, by a condition of fear in the 
business world, and railroads going into the hands of receivers, and 
a considerable exportation of gold, and such a stringency in the bank
ing world as to produce runs on the banks of the country or some 
of the banks here and there, with possibly an occasional bank failure, 
say, of a bank not in the system. What method would then be 
adopted by the board of control to check such a condition or the con
ditions that would arise under those circumstances?

Mr. G ilbert. That would be a very serious situation. It is really, 
I think, an extreme case. I think it would tax the regional banks 
to their utmost. Their discounting facilities would have to be exer
cised to their fullest extent and the issue of bank notes would have to 
be permitted up to the fullest extent of its reserve.

Senator H itch co ck . N o w , then, suppose they made a great issue 
of national currency under those circumstances. Would not that 
intensify the exportation of gold?

Mr. G ilbert . It probably would, if they had to go beyond their 
gold-reserve limit. I f  they could keep up their gold reserve, if they 
could keep it from going below 33i per cent, it might not have that 
effect.
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Senator H it c h c o c k , Would it not be very hard to maintain the 
gold reserve while there was a constant demand for more currency ?

Mr. G il b e r t . I th in k  it w ould .
Senator H it c h c o c k . And the more the currency expanded the more 

easily it would flow abroad?
Mr. G il b e r t . I th in k  it w ould .
Senator O ’G o r m a n . Do you know of any way, under those condi

tions, to discourage or prevent the exportation of gold ? Could it be 
stopped ?

Mr. G il b e r t . In the panic of 1907, when currency had been 
hoarded and a premium of 4 or 5 per cent existed on currency, the 
hanks imported gold, but they were only able to import gold through 
the issuance of clearing-house certificates. You say, How did they 
do it through the issuance of clearing-house certificates? We could 
use our clearing-house certificates for the settlement of our balances 
in the clearing house. We could arrange through our large foreign- 
•exchange houses to import gold for us. We were paying them for 
currency and a premium for doing it, but we were paying them in 
our checks, which were settled in the New York Clearing House, 
and our balances in the New York Clearing House were settled, not 
with money but with our clearing-house certificates. So we could 
buy gold or we could import gold from abroad so long as there were 
foreign-exchange balances abroad to draw against.

Senator O ’G o r m a n . Would not the conditions that would permit 
you to import gold also permit you to retain the gold in this country ?

Mr. G il b e r t . That would depend largely upon the condition of 
the exchange market.

Senator O ’G o r m a n . In that connection, I want to make this obser
vation. It has been suggested here at some time during these hear
ings that we could control the gold in our own country, or discourage 
its export, by placing a tax on the exportation of gold. What would 
be the effect of such a practice? Would it discourage the importation 
of gold ?

Mr. G il b e r t . I think it would have a disastrous effect on foreign 
trade as well as gold imports.

Senator O ’G o r m a n . Y ou think it would?
Mr. G il b e r t . I think it would. I think it would be difficult to pre

vent by tax the outflow of gold.
Senator R e e d . It would be a danger signal----------
Mr. G il b e r t  (interposing). A  dangerous thing to do; it would be 

an interference with the natural laws of trade.
Senator R e ed . What do you actually pay for this gold ? Say you 

want $10,000,000 of gold from Europe, Of course, you have to pay 
for it. What do you pay for it? What do you pay for it with? 
Bills of exchange or what?

Mr. G il b e r t . I f  we want $100,000,000 of gold from Europe we have 
to buy foreign exchange; we have to arrange with a foreign exchange 
house to import the gold for us.

Sen ator R eed . H o w  do  you  p a y  th at fo reign  exchange house?
Mr. G il b e r t . We pay the foreign exchange house in New York 

that imports the gold in check drawn against funds here which covers 
the gold, with interest, shipping charges, and commission added. 
The balances abroad accumulate just in proportion to the volume of

S. Doc. 232. 63-1— vol 3------ 56
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our export commodities more or less. I f  we have a balance abroad 
we can buy exchange just as we can buy any other commodity.

Senator R eed . I was assuming that the balance of trade was against 
us, and, o f course, there would be a balance abroad then, but it 
would probably be small------

Mr. G il b e r t  (interposing). Then your balances must be constituted 
in some other way, either through borrowings abroad, or finance 
bills------

Senator R eed (interposing). What do you include in finance bills 
in this sense ?

Mr. G il b e r t . Well, if a bank wants to borrow a half million dollars 
abroad for immediate use it would, through a foreign exchange house, 
sell foreign exchange.

Senator O ’G o r m a n . Where will it get the foreign exchange; will 
they get it in the market in the first place?

Mr. G il b e r t . N o ; it will create foreign exchange by drawing on a 
foreign bank or banking house through its agent in New York and 
depositing securities with the New York agent. This draft is in
dorsed by the New York agent and forwarded to the foreign bank or 
banker for acceptance. When accepted it becomes a prime bankers’ 
bill, eligible for rediscount or sale in the open market abroad. These 
drafts are generally drawn for 60 or 90 days and are cashed by the 
New York agent at the prevailing market price of exchange, less the 
agent’s commission. When due they are payable in sight exchange. 
This is the modus operandi of borrowing on finance bills.

Senator R eed . Just to get that down in A, B, C style, if your bank 
wanted $5,000,000 of gold you would first try to ascertain whether 
there were balances over there that some of your correspondents or 
people you were in relations with could draw against ?

Mr. G il b e r t . I f  we wanted the gold, we would have to import it 
through a foreign exchange house, either by negotiating a loan and 
depositing securities against it or by paying cash for it in New York 
or by buying foreign exchange and using it abroad. I f  we wanted 
money for immediate use, we could arrange to sell foreign exchange 
in this market, as I have already explained.

Senator O 'G o r m a n . T o sell or to b u y?
Mr. G il b e r t . To sell. They practically sell it in this market and 

give us the proceeds.
Senator R eed . You would then make a draft upon whom?
Mr. G il b e r t . Upon the foreign exchange house with which we 

were dealing.
Senator R eed . And this local exchange house would indorse the 

draft ?
Mr. G il b e r t . Yes; and we put up the securities.
Senator R eed . And you would put up bonds and stock, etc. ?
Mr. G il b e r t . Or commercial paper—any acceptable security.
Senator R eed . Then, that draft having been indorsed in this way, 

it would be sent over to the agent of this foreign exchange house in 
London and he would take that draft to a bank or capitalist and 
sell it?

Mr. G il b e r t . It would practically be sold in this market. They 
would buy it themselves, and they would give us the cash, and then 
they would send it to their agent for acceptance. I f  he wants to
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hold it until it matures, well and good; but if he wants money over 
there, it is eligible for rediscount.

Senator E eed (interposing). They give you the gold?
Mr. G il b e r t . Yes; if we should desire it.
Senator E eed . Very well. I merely wanted to get the details of 

that method.
Senator O ’G o r m a n . Would you get the gold or the proceeds?
Mr. G i l b e r t . The draft, after it had been indorsed by our foreign 

exchange house—the one we were dealing with—would be practically 
sold in this market. That house might buy it themselves, and they 
would give us their check at once. We want the money at once. 
They sell that for us; we are selling it to them.

Senator O ’G o r m a n . N o w , you get a check, for what?
Mr. G il b e r t . A check on their bank for currency—clearing-house 

money.
Senator E eed . How does that bring gold in?
Mr. G il b e r t . They can arrange to give us the gold if we want it.
Senator E eed (interposing). They send it abroad and they bring 

the- gold in ?
Mr. G il b e r t . If they want it; yes.
Senator O ’G o r m a n . And adjust balances from time to time.
Mr. G il b e r t . Yes.
Senator H i t c h c o c k , is it customary for the New York banks to 

keep balances in London?
Mr. G il b e r t . Some of the larger banks do; those who deal largely 

in foreign exchange.
Senator O ’G o r m a n . Of course, if there are certain large banking 

institutions, like Mi*. Morgan’s firm, that have large foreign con
nections?

Mr. G i l b e r t . Oh, yes; and there are banks like the City Bank 
and the Bank of Commerce and others who deal largely in foreign 
exchange and have balances on the other side.

Senator H it c h c o c k . They keep those balances simply for the pur
pose of accommodating their customers who have remittances to 
make to London ?

Mr. G il b e r t . Why, yes; they keep those balances to draw against.
Senator H it c h c o c k . Just as a western bank would keep a balance 

in New York, because western men must have New York exchange.
Mr. G il b e r t . Yes; exactly.
Senator H it c h c o c k . So the only way in which a man in New 

York can get exchange on London is by buying it of New York 
concerns ?

Mr. G il b e r t . That is it.
Senator H it c h c o c k . And that compels Newr York concerns to 

keep balances in London?
Mr. G il b e r t . Yes.
Senator H it c h c o c k , N o w , do London banks keep balances in New 

York?
Mr. G il b e r t . Not to any great extent.
Senator H it c h c o c k . H o w  do people in London, then, make their 

remittances to New York for grain and cotton and such goods as 
America sells?

Mr. G il b e r t . They would do it by buying foreign exchange, 
through foreign exchange bankers.
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Senator H it c h c o c k . Then the London firm which sells them the 
exchange must have an account to draw against ?

Mr. G il b e r t . Of course.
Senator H it c i ic o c k . S o some of the London banks do keep balances 

in New York?
Mr. G il b e r t . Of course. Suppose a merchant wants to settle a 

bill in New York. He goes to a foreign exchange banker there and 
buys a bill of exchange and sends it over here.

Senator H it c h c o c k . Well, a bill of exchange is simply an order 
on some one in New York, and that order can not be issued unless 
there is a credit there, can it?

Mr. G il b e r t . Of course not.
Senator H it c h c o c k . S o there must be balances kept in New York 

banks by European houses.
Senator O ’G o r m a n . They might not be balances; they might be 

credits.
Mr. G il b e r t . There are always debits and credits on both sides. 

Foreign exchange houses are constantly buying and selling exchange 
and adjusting balances by the shipment of exchange or gold.

Senator I I i t c i ic o c k . I s there anywhere anything like a report as 
to the extent to which those balances exist?

Mr. G il b e r t . I do not know of any.
Senator H it c iic o c k . We have, for instance, complete knowledge 

of the credits in New York belonging to the West, and we have 
knowledge of the credits in Chicago belonging to the West, and we 
have not any figures at all to show to what extent the New York 
houses have credits in London.

Mr. G i l b e r t . You see, this whole question resolves itself into this: 
It depends entirely upon the volume of exports and imports. A  mer
chant abroad wants to pay for the importation of goods from this 
side. A country that is not exporting to this country, of course, 
would have no balances here to draw against, and consequently a 
country that has very small export relations with this country would 
probably have to settle its balance through London and send us 
London exchange.

Senator I I it c iic o c k . Partly because London is a great buyer.
Mr. G il b e r t . Yes; London always has balances to draw against on 

this side. The ability of one country to maintain balances to draw 
against on this side depends entirely upon its export and import 
business.

Senator H it c h c o c k . I want to revert again to the question I 
asked you, based on a hypothetical condition. I  understand you 
to say that if the country should be afflicted as I pictured, if we 
should have a considerable exportation of gold to Europe, possibly 
by some perfectly legitimate method; if we should have runs on 
banks and uneasiness in the banking world and should have a deficit 
in our national revenues so that the Government would be drawing 
its funds out of these reserve banks in order to meet that deficit; if 
United States notes were being presented at the Treasury for gold, 
and gold certificates were being presented at the Treasury to procure 
gold, and gold exportations were in progress, and the reserve banks 
were met by a large demand from their member banks for redis
counts, and in order to grant those rediscounts they were compelled 
to call upon the Treasury for additional paper currency; and if that
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additional paper currency were issued so that there would be an 
expansion of our currency, that very remedy Avould tend to intensify 
the exportation of gold ?

Mr. G il b e r t . It would tend to inflate things materially. So long 
as they demanded currency for their customers, of course they would 
have commercial paper to deposit w'ith the Federal board agent for 
additional currency, but their gold reserve might be depleted; it 
might not be sufficient to maintain the volume they would have to 
carry. In that case they might have to borrow gold abroad. Fre
quently in a money panic England has to borrow of France, and 
they borrow 011 exchequer bonds or on commercial paper.

Senator H it c h c o c k . The difficulty about emitting an increased 
amount of paper currency is that it makes it easier for gold to leave 
the country, is it not?

Mr. G il b e r t . Yes; that is the effect.
Senator H it c h c o c k . So the remedy they would be compelled to 

apply would really intensify one of the evils they were seeking to 
combat?

Mr. G il b e r t . Yes; it would. The greater the volume of bank 
notes issued------

Senator N elso n  (interposing). But could not the discount fever, 
as I call it—the eagerness for excessive discounts—be checked by 
raising the discount rate to such a figure that it would not be pos
sible to discount ? Would not that be a restraining influence?

Senator H it c h c o c k . Senator, perhaps you have a misconception. 
I am not basing this increased issue of currency upon the idea that 
people are asking for an unusually large amount of credit at the 
member banks. They are not. But the member banks are embar
rassed by demands for deposits, and in order to satisfy those demands 
they take paper which they already have to the reserve banks, have 
it discounted, and get the currency.

Senator N e l s o n . But the depositors are the member banks..
Senator H it c h c o c k . Yes: but it is the individual men and women 

who are drawing this money out that creates a demand on the mem
ber banks for currency, and it is in order to settle the demand of the 
member banks for currency that the reserve banks are compelled to 
discount commercial paper. It is because commercial paper is being 
turned into currency.

Senator N e l s o n . But suppose the discount rates are high, it can not 
be profitable.

Senator H it c h c o c k . That does not make any difference. The 
bank that has a run on it, a withdrawal of funds that are being taken 
out to be put into stockings, can not benefit matters much by raising 
the rate. It must go to the reserve bank to get the relief.

Senator N e l s o n . But the reserve bank, in issuing currency------
Mr. G il b e r t  (interposing). Of course, that is a very extreme case, 

you know, and it is really a panicky condition that prevails.
Senator H it c h c o c k . That is what we want to provide against, and 

I am asking whether the remedy that is provided in such a case is 
really going to meet the situation.

Mr. G il b e r t . When a panic prevails and is under full headway 
no ordinary safeguard can check it.

Senator O ’G o r m a n . It is like a fever; it must run its course.
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Mr. G ilbert. It must work itself out. It is like a disease in the 
system. You have lived at a riotous pace until you have disordered 
your system to such an extent you must have a fit of sickness before 
you can relieve yourself of that condition.

Senator R e e d . Are we to understand, then, that there is no way of 
preventing these panics?

Mr. G ilbert. There is a way of preventing panics, but I  am speak
ing now with reference to the case that Senator ITitchcock stated.

Senator O ’G o r m a x . You wish to be understood, Mr. Gilbert, as 
saying that there is a way of preventing the conditions------

Mr. G ilbert (interposing). The conditions which lead up to 
panics.

Senator R eed. Rut if we take such a case as that stated in Senator 
Hitchcock’s hypothetical question, which, I think, really involves a 
panic, then you think there is a day of reckoning and there has got 
to be trouble and disaster, and how it will work out depends upon 
the particular conditions of each case?

Mr. G ilbert. That is very true.
Senator R eed. Then. I  understand, you think that with such a 

panicky condition given, neither this bill nor any other bill you can 
suggest would enable immediate relief to be given?

Mr. G ilbert. I do not know of any bill that would.
Senator R eed. Y ou do not think the issuance of this paper money, 

even in very large volume, would end the panic?
Mr. G ilbert. N o ; not after it got started. In 1907 the issuance 

of clearing-house certificates stopped the panic immediately, as far 
as credit was concerned. It made it possible for the banks to accom
modate their dealers and give them what they required for legitimate 
business purposes. Of course, no bank wanted to take out clearing
house certificates to a greater extent than was necessary, but they 
were all willing to take out a volume sufficient to accommodate the 
customers for their legitimate requirements. Before the issuance of 
clearing-house certificates, when a merchant went to his bank and 
said, “ I want $10,000 or $15,000 to meet my immediate obligations,” 
the bank was compelled to say, “ Now, you will have to go very easy 
with us, for we are below our reserve and we can not increase our 
loans and discounts.” But after the banks had decided to issue 
clearing-house certificates the banks could hypothecate their securi
ties and obtain clearing-house certificates, and then they could extend 
to their customers accommodations for their legitimate requirements. 
The trouble was this—that there was a hoarding of currency. Cur
rency, of course, is needed for certain things—tor the payment of 
wages, for all our retail business operations, and for oilier things— 
and our manufacturers and those who required currency wanted 
currency, and they wanted gold to make their customhouse pay
ments: but the hoarding of currency locked up not only the paper 
money but gold, and it was difficult to get that.

I came to Washington at that time. Senator Weeks probably re
members, because I went before his committee, and I suggested that 
they make an amendment to the banking act which would permit the 
New York banks, or the central reserve city banks, to deposit the 
clearing-house certificates with the controller and take out currency 
against those instead of being required to furnish ITnited States
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bonds—that the term “ other securities” would embrace clearing
house certificates. Do you remember?

Senator W e e k s . I think I do.
Mr. G il b e r t . N o w , if we could have been granted that facility 

at that time we could have broken the premium on currency in 10 
days, because the very moment we could advertise the fact that the 
Government was going to receive our clearing-house certificates and 
issue currency against them------

Senator O ’G o k m a n  (interposing). Do you understand there is any 
legal difficulty in the way of the Treasury accepting those clearing
house certificates?

Mr. G il b e r t . I think I had a talk with Senator Weeks at that 
time. I wrote an amendment and presented it to his committee, and 
I think Senator Weeks told me afterwards “ the difficulty is, we can 
not get such an act through Congress.”

Senator O ’G o rm a n . A s a matter of law, ĵ ou probably w;ould not be 
required to put it through Congress, because under a recent interpre
tation of the same law by the same administration it will be in the 
discretion of the Secretary to accept that as adequate security.

Senator R eed . Senator, is there not a basis there for misapprehen
sion? Mr. McAdoo deposited the moneys of the United States in 
various banks upon that kind of security. Mr. McAdoo did not 
issue new money.

Senator R eed . N o w , I confess that I am not clear as to how the 
issuance of the clearing-house certificates between the banks enables 
the banks to extend accommodation to their customers.

Mr. G il b e r t . I will try to make that clear.
Senator R e ed . For instance, John Wanamaker wants to borrow 

$5,000,000 for the purpose of meeting obligations, the notes of his 
firm that are out floating around the country and that are maturing. 
Now, he comes to your bank and says, “ I want $5,000,000.” The 
currency of the country is tied up and we have the condition of
1907. Take that condition. How does the issuance of clearing
house certificates enable your bank to extend to him $5,000,000 of 
credit and give him the money to actually pay that $5,000,000 of 
debt?

Mr. G il b e r t . I will try to make that clear to you. The necessity 
for maintaining a lawful money reserve in gold and lawful money 
is largely to meet our payments day by day in settlement of our 
balances with the clearing house. All the checks that are drawn 
against us and the notes that are maturing that are payable at our 
bank come to us, as a rule, from the clearing house. We take to the 
clearing house every day at 10 o’clock all the checks of the various 
banks, all the items drawn on the various banks in New York. We 
take them to the clearing house, and we receive all that are drawn 
against us, and we settle the balance.

Senator R eed . And you may transact $5,000,000 worth of business 
and actually not use $1,000 of cash?

Mr. G il b e r t . Exactly.
Senator R eed . Because one offsets the other?
Mr. G il b e r t . We strike a balance. But when there comes a time 

when we have not the money to use for the settlement of our clear
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ing-house balances—because they must be settled in gold or lawful 
money—then we have to provide some other means of settlement  ̂
and so long as we can provide some other means of settling our bal
ances at the clearing house every day we can go on making loans 
as usual.

Senator R eed. But they do not pay this money out.
Mr. G ilbert. No; we pay it by settling the balances every day.
Senator O ’G o r m a n . H ow  do you settle them? Just by adjusting 

the debit and credit?
Mr. G ilbert. Just by adjusting the debit and credit. When we 

make a loan it is not drawn out, Senator, in cash. It is drawn 
against us in a check and it comes against us into the clearing house 
the next day, and it is offset by the items we send to the clearing 
house for settlement, which are checks on other banks deposited 
with us.

Senator O ’G o r m a n . H ow  do you make the difference good—by 
cashier’s checks?

Mr. G ilbert . No; by taking the actual gold there.
Senator H itch co ck . Until you begin issuing clearing-house cer

tificates.
Senator R eed. I must ask your pardon for my apparent dullness* 

but you New Yorkers must have some charity for Senator Bristow 
and myself. Now, here is $5,000,000 that John Wanamaker owes to 
100 men scattered over the country. He must pay them $5,000,000 
on notes that mature on the first day, we will say, of the month o f 
July. That money has to be taken out of New York and sent to these 
people. In the ordinary course of business he would come to you; 
he would give you his note for $5,000,000; you would give him a 
credit upon your books for $5,000,000. He would immediately draw 
his checks for $5,000,000 and get drafts and send those drafts out to 
these different people to take up his notes. The drafts would come 
back, and the money would have to be paid.

Mr. G ilbert . Yes. Now, they would all come back through the 
New York Clearing House. I f  they were all on our bank they would 
come back to us from time to time through the New York Clearing 
House. Every day at the New York Clearing House we receive every
thing that is drawn against us, and we take to the New York Clearing 
House everything we receive from our customers drawn on other 
banks through the New York Clearing House, and we offset the debits 
and credits by settling the balance.

Senator R eed. N o w , there has actually been sent from New York 
$5,000,000. Does not that depreciate the aggregate of the money 
that the New York banks would have by that amount, although you 
use the clearing-house certificates?

Mr. GrLBERT. It would, if we were not getting money every day 
from other sources.

Senator R eed. I f  I understand you, then, at the same time this 
transaction goes on and that money is going out of your bank in this 
way there is another bank which collects in------

Mr. G ilbert (interposing). It goes to some other banks, of course.
Senator R eed. Collecting in money------
Mr. G ilbert (interposing). Yes.
Senator R eed. What you really do by the clearing-house arrange

ment is to unite all the banks into one general scheme whereby the
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debits and credits on the whole offset each other; and there must be— 
if you maintain your clearing-house stability and do not drain the 
whole system of banks—a stream of money or credits coming in to 
equalize the stream that is going out?

'Sir. G il b e r t . Exactly. The balance required to settle the whole 
every day at the Xew York Clearing House is a very small percentage 
of the whole.

Mr. G il b e r t . Exactly, and the balance required to sustain the 
whole every day at the Xew York Clearing House is a very small 
percentage of the whole.

Senator K eed . By this system checks and drafts all take the place 
of money for the time being, so that you can have transactions ag
gregating, perhaps, $50,000,000 or $60,000,000 carried on through 
checks and drafts, and perhaps there will not be $20,000 of actual 
cash in the transaction to digest the balance ?

Mr. G il b e r t . That is the theory exactly.
Senator K eed . And the fact of the clearing-house certificate being 

issued carries that balance from day to day, and what you lack to 
supply that to-day in the way of cash the clearing-house certificate is 
given, and to-morrow the balance being the other way, you use that 
certificate and wipe it out?

Mr. G il b e r t . That is it exactly. When we have not the money 
to supply the balance we issue clearing-house certificates and use 
those.

Senator R eed . It looks a good deal like the miracle of the loaves 
and fishes, but I guess you make it work.

Senator H it c iic o c k . That is all right when conditions are normal.
Mr. G il b e r t . That is when conditions are abnormal, Senator.
Senator I I it c iic o c k . Suppose rumors get afloat that a certain big 

bank is in trouble, and a run starts on that bank and some of the 
depositors go and demand their cash and others write their checks 
for the amount of their balances and deposit those checks in other 
banks, and the result is such a tremendous flow of checks upon that 
bank that they much more than offset the checks which it receives 
on other banks, so that that bank is not able to meet its clearing
house balance. Then the question arises whether the clearing house 
will issue certificates or give the bank credit.

Mr. G il b e r t . The general rule would be for the members of the 
clearing house to protect that bank. They would examine that bank 
to see if it was in a solvent condition.

Senator H it c h c o c k . What method of protection can they adopt?
Mr. G il b e r t . Loaning it money to meet the balances at the clear

ing house.
Senator I I it c iic o c k . Rediscount its paper?
Mr. G il b e r t . Yes; rediscount its paper.
Senator H it c iic o c k . N o w , I want to ask you this question: Sup

pose after this bill is in effect it becomes necessary for the Federal 
board to exercise one of its powers and nominally to suspend one of 
the Federal reserve banks for violating any of the provisions of this 
act. The Federal reserve bank is required to keep a reserve of 3B£ 
per cent against its notes and its deposits. Suppose its reserves, in 
spite of its efforts, fell to 25 per cent and the board should suspend 
that reserve bank and appoint a receiver. What would the effect of 
that action be?
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Mr. G il b e r t . The effect of that action upon the district repre
sented by the Federal reserve bank would be very serious.

Senator R eed . Would it not be so on the whole system?
Senator H it c h c o c k . There would be several hundred banks in the 

whole region which would suddenly have their reserves tied up?
Mr. G il b e r t . Their rediscount privileges suspended.
Senator H it c h c o c k . Their rediscount privileges suspended. What 

Would they do for rediscount?
Mr. G il b e r t . They would have to make arrangements elsewhere.
Senator H it c h c o c k . Xo reserve bank could rediscount their paper 

under this bill?
Mr. G il b e r t . Xo.
Senator H it c h c o c k . Is not that a serious possibility?
Mr. G il b e r t . It would produce a serious condition.
Senator H o l l is . It is a very serious possibility when a man owes 

money and can not pay it.
Senator R eed . I s there not a great difference between failure of a 

bank of this character, where there are some 600 or 700 or possibly
2.000 banks in a region, the stockholders in which all have their re
serves in the one bank, and that one bank has issued a large amount 
o f circulating notes, and, as Senator Hitchcock has put in his hy
pothesis, they have not been able to maintain their gold reserves, 
and that is the only bank of reserve for all the 600 or 700 or 2,000 or
3.000 banks, and you close the doors of that bank. What will happen 
to those other banks?

Senator H o l l is . My point is that that is exactly what would hap
pen if you assume that the Bank of England, or the Bank of France, 
or the Imperial Bank of Germany—if such a thing should happen 
there it would not mean a disaster.

Senator R eed . I  am not contrasting them with the Bank of Eng
land.

Senator H o l l is . Because the Bank of England would have a re
serve.

Senator R eed . This bill, put into operation and a condition as
sumed as Senator Hitchcock has stated in his question, is a very 
different proposition from that which would occur now, and I want 
to contrast the proposed situation with the present situation. At the 
present time the banks do not have their reserves in anŷ  one bank. 
They may be in many banks, and in fact are in many banks. In the 
second place, they do not have any common stock ownership. 
Their capital is unimpaired. They act as integers, each bank. 
Each bank is a thing by itself, and, as a matter of fact, in the last 
panic, the majority of the strictly country banks—I do not refer to 
the legal definition of country banks, but the small banks out in the 
country districts—never closed their doors and never restricted pay
ments, because they were independent banks. We are asked to leave 
that system and go into a new system, and it is very pertinent to 
know7 what the dangers are, as well as the advantages, and I confess 
I  am greatly interested.

Sentor H it c h c o c k . I think it is one of the defects of the bill that 
the spectacle is presented of one of these great reserve banks being 
suspended and in the hands of a receiver, probably because it is in
solvent, It has then a great many stockholding banks whose stock 
wrould be impaired, and it has a great many stockholding banks
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whose reserves would be impounded, and it is a clearing house for a 
vast region which is practically paralyzed for the time being, and it 
seems to me there may be a condition involving a possibility of a 
great dislocation of commerce, with nothing provided to be done 
under the circumstances.

Senator I I o l l i s . My point was that'any system that can be con
ceived by man can be supposed to be in a condition where it is hope
less. I can not assume a condition that would------

Senator I I it c iic o c k  (interposing). Do you not think, if such a 
condition should arise, the bill should contain a provision as to what 
should be done. Are we to have a financial desert and no provision 
for anything which may be done?

Senator H o l l t s . What- I mean is that you can not build up and 
construct a system concerning which you can not also assume that it 
may break down.

Mr. G i l b e r t .  Let me say this: The men who framed the present 
national banking system were fully as wise, in their day and genera
tion, as the men who are trying to legislate for a financial system 
to-day. They thought over this question of reserves and mobiliza
tion of reserves a long time before they adopted that bill. They did 
not do it without knowledge. It is not true that under this system the 
reserves of the banks are scattered over the country in a thousand 
and one places. It never has been true. That has been one of the mis
statements which has been accepted and considered as true in all 
the discussion of this currency question.

What did they do? They divided the banks of the country into 
three groups—the country banks, the reserve city banks, and the 
central-reserve city banks. They said the country banks shall carry 
15 per cent reserve, three-fifths of which may be on deposit in a 
reserve city bank. They said the reserve city bank should carry 25 
per cent reserve, one-half of which should be on deposit with a 
central-reserve city bank, and the central-reserve city bank should 
carry 25 per cent cash reserve in its vault. The tendency has been for 
the reserves of the country to grow steadily toward the central-reserve 
cities, so that the central-reserve cities, and particularly New7 York— 
the central-reserve cities, we will say, are the banks of rediscount for 
the other banks of the country, the country banks and the reserve city 
banks.

Now, that provided for a simple and natural flow of the reserves 
of the cities tow7ard a point where they would naturally flow in 
harmony with the natural trend of business.

Senator H it c h c o c k . Let me go on a little further. Suppose such 
a condition should arise so that the Federal reserve board felt re
quired, under the terms of this bill, to suspend a great reserve bank 
with, say, 2,000 member banks and a mass of reserve deposits and a 
great deal of currency outstanding, subject to presentation, and a 
receiver were appointed, as provided for in this bill. That receiver 
could not go on and discount paper, could he? Suppose the bank 
is put in the hands of a receiver, could he go on and discount paper ?

Mr. G il b e r t . Not at all, unless provision is made by law to meet 
the emergency------

Senator H it c h c o c k  (interposing). As it is now. when a bank goes 
into the hands of a receiver, that stops the operations of the bank?

Mr. G il b e r t . Nothing can be paid out.
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Senator H itch co ck . It must be liquidated. Do you think it is a 
wise provision to allow such a thing to happen ?

Mr. G ilbert. I do not.
Senator H itch co ck . It seems to me that is one of the serious 

defects.
Senator R eed. What can we do to remedy it ?
Senator N elson . I f  you will pardon me for interrupting you, the 

only way you could do that is to provide that all of the assets of the 
bank put in liquidation should be put into one of the other live 
regional banks, and let that live regional bank carry on the balance 
of the work. That is the only way you could do it. You would have 
to provide the machinery.

For instance, if we had five regional banks, and one of them should 
suspend or be put in liquidation, the only way you could get im
mediate relief would be for it to turn its assets into another bank 
for payment.

Senator R eed. H ow would it be to have the Secretary of the Treas
ury take hold of it and proceed to do very much as is done now; 
instead of closing its doors, as the bank examiner might do now, 
that they proceed immediately to discharge its obligations ?

Mr. G ilbert. H ow  would it do to provide that the Federal reserve 
board should take charge of it?

Senator H itch co ck . It might, under its receivership, if it were 
provided for.

Senator R eed. N o w , I want to suggest, in this connection, a thing 
that has been in my mind for some time. I am not referring to bank 
guaranties, but I am asking you if it is not wise for the income o f 
these banks to be so arranged that there is some surplus income, and 
that income to be set aside and held in the Federal Treasury in 
eome special fund for the purpose of strengthening the whole bank
ing sj Litem, retiring the debts of the Government, possibly, in part* 
to have a fund to make good just such a situation as this, or to make 
good any failed member bank, so that depositors could be paid?

I understand there is in Canada a system by which the banks pay 
a voluntary tribute into a fund, so that if any bank closes its doors 
the depositors at once get their money.

Mr. G ilbert. That is to protect the circulation?
Senator R eed. That is to protect the circulation. Why not ex

tend it to the protection, actually, of depositors?
Mr. G ilbert. I never believed in the principle of guaranteeing: 

deposits.
Senator R eed. I am not speaking about an absolute guaranty; I 

am speaking about creating a fund in this way that could be used for 
that purpose. There is a difference, of course, between paying, so 
far as the fund might go, and absolutely guaranteeing them.

Mr. G ilbert. I think the whole thing suggests this: How unwise it 
would be to undertake to force this measure through hastity. It re
quires a great deal of careful deliberation. There are a number o f 
problems that will be discovered in this bill that you have not yet 
discovered. You have been wrestling with this question for some 
time. You have heard the views of numerous people. You do not 
understand it. You simply understand the surface features of the 
bill. We do not know how it will work after it is set up as a piece 
of machinery, and you have got to carefully weigh this thing, to get
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-till the expert advice on the subject that you can. in order to help von 
to solve all these problems which now perplex you. and have them 
worked out, so that you may determine beforehand how it will be 
necessary to perfect this machinery before netting it up into practical 
operation, because if it is not right when it is set up, it may be very 
annoying or may be .very disadvantageous to the business of the 
country.

Senator H eed . But, in view7 of the fact that we need a house, and 
w7e are displeased w7ith the whole plan, do you not think we ought to 
build the house and then let the architects pass on it afterwards and 
find out whether it will stand up ?

Mr. G il b e r t . I think this: I think that time is not an essential 
element. I think that the old system is working well now7, and there 
are no portents of ill in the financial skies. I think we can run 
along with the present sy'stem for a number of years yet. There is 
no excessive speculation, no panicky conditions. The country is in 
excellent condition in a business w7ay, and I think it will pay you 
gentlemen, and I think it ŵ ill pay the whole country, to take all the 
lime that is necessary to work this out and reduce it to its most per
fect state before substituting an entirely new system for this old one.

Senator R eed . Referring to the proposition that was put to you 
in the form of several questions, but which remains as a proposition, 
as far as I am concerned, and I think I speak for the committee, you 
say you can not answer that now offhand?

Mr. G il b e r t . N o.
Senator R eed . I recognize the fact that a question of that kind 

ought not to be answered offhand, and is not answered offhand by 
thoughtful men. Will you, after you return home, if you think of a 
possible solution, suggest it to us in writing?

Mr. G il b e r t . I will. I f  you will reduce to writing several of 
these questions and send them to me. I will give it my most thought
ful consideration, and give you the benefit of my conclusions.

I am just as anxious as you are to help solve this problem and to 
work it out. I would like to say—I feel, in order that you may 
understand my position—T want to say this, that I am thankful to 
you gentlemen for undertaking to try to give us a bank of rediscount. 
It is the one thing we have needed for years and years. Ever since 
the panic of 18TB we have felt the need of a bank of rediscount, and 
have never been able to find any wav to get it, and we are indebted 
to you for trying to give it to us. In trying to give us that you intro
duce a number of other problems which require very careful con
sideration, and I will be only too glad to help you all I can in solving 
this problem.

Senator R eed . May I ask you a question on one other matter? I 
do not think Mr. Gilbert has touched on this matter. What method 
should be adopted to restrict the issuance of paper, so that a redun
dancy may not be created?

Mr. G il b e r t . Do you mean bank notes?
Senator R eed . Bank notes; yes. I mean this circulation that is 

contemplated in the bill, whether we call them bank notes or Treas
ury notes. What checks are necessary in order to prevent inflation? 
Is it an arbitrary amount fixed by law? Is it the interest rate; and 
if so, how should that be applied; or is it a combination of both?
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Mr. G il b e r t . I should say the best thing to restrict the issuance 
of bank notes is the requirement that a very heavy gold reserve should 
be carried against it.

Senator R eed . Of course, that is an absolute restriction.
Mr. G il b e r t . And that the paper rediscounted should be of such 

a quality that banks could not have it in overabundance. I do not 
think that in any other way it would be wise for you to undertake to 
restrict the issuance of it, because when a merchant rediscounts at a 
federal reserve bank, he is entitled to draw against it, either as a 
bank credit or in currency—draw his check against it or draw bank 
notes—and he would not draw bank notes for any other purrpose 
than for which he legitimately required them.

Senator R eed . Mr. Gilbert, I am absolutely unable to formulate 
in my mind, and I have not heard anybody else yet formulate a 
definition of commercial paper that to my mind means much. We 
can say that a note shall be commercial in its character, in accord
ance with the law merchant. We can say it must be signed by two 
people or three people, or any other number. AYe can say it must 
mature within a given period of time, and that before currency is 
issued against it, it must be indorsed. Of course, that system has 
many safeguards, the principal one being the fact that the member 
bank will probably not accept and indorse the paper unless the 
makers are supposed to be good. I do not know how you are going 
to go beyond that, unless you, following this idea of paper being 
self-liquidating, attach a bill of lading or a warehouse receipt to the 
paper, and everybody has said that will not do.

Mr. G il b e r t . Oh, no; that would not do.
Senator R eed . So that we come to the question of a promissory 

note of a certain maturity. Is not that a certain way ?
Mr. G il b e r t . It grows out of a legitimate business transaction.
Senator R e ed . H o w  will you know it grows out of a legitimate 

business transaction? I am distressed about this situation. I wish 
somebody would give us a solution.

Let me suppose that you run a bank out in the State of Kansas, 
or in the city of New York, and you want some money. I come to 
you with a note signed by John Jones for $100,000, and I put it 
through your bank, and you take it down and have currency issued 
against it, putting up $33,000 of gold, and we get $100,000 of cur
rency. Now, we have increased the circulation of the country 
$66,000 net. The other is there in gold, and that transaction can 
be indefinitely multiplied. On its face it is an absolute compliance 
with this bill. In times of speculation, in times of stress, I do not 
see how that is to be avoided.

Mr. G il b e r t . Let me say, Senator, you are building up a situa
tion that is not likely ever to exist.

In the first place, with regard to the overissuance of currency, 
it does not seem to me that there can possibly be any inflation of 
the currency if you will provide a 50 per cent gold reserve to be 
kept and maintained against the issuance of currency, and that the 
bills shall be payable in gold on presentation at any Federal reserve 
bank, and that no bank shall pay out bills of any other Federal 
reserve bank. It seems to me that that will undoubtedly take care 
of the situation, so far as inflation is concerned.
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Senator E ked. I concede that when you raise the gold reserve 
higher, that, of course, is almost an absolute check.

Mr. G il b e r t . In addition to that------
Senator H eed (interposing). But there is a great difference be

tween 50 per cent and 33  ̂per cent, is there not ?
Mr. G il b e r t . I know there is, and I think it ought to be 50. In 

addition to that, your trouble about the paper currency is not likely 
to exist, and for this reason:

In the first place you are discounting for your member bank, 
and your member bank is offering to you a short-time commercial 
paper which it has discounted for its customers. It may once in a 
while slip in a piece of paper that would not probably measure up 
to commercial paper, but he will endeavor to give you commercial 
paper, and when you rediscount that for him he is not going to 
ask you to give him currency against it; he is either going to redis
count it to make good his reserve, because he will not come to you for 
rediscount until his reserve requires it, and if he wants it for cur
rency perhaps he will not want very much, because currency is not 
required very much. Ninety-five per cent of the business of the 
country is done on credit, and currency is an unimportant thing except 
as it may be wanted for the payment of wages, and to carry on our 
retail trade, and the merchant generally gives his notes, and does not 
want currency unless it is for small retail items. He draws his 
check, and the issuance of currency by the Federal reserve bank is 
not likely to be very heavy. Of course, in manufacturing towns 
currency may be required to pay wages, and they may draw cur
rency for that purpose.

Senator R eed . Then your one idea is that the best check is a larger 
gold reserve, and if you make that 50 per cent you think that, in 
itself, fixes the line of safety?

Mr. G il b e r t . I think that with the care that will be exercised 
about the quality of paper that is rediscounted and the making 
of these notes payable in gold by the banks of issue—the Federal 
reserve banks—and prohibiting one bank from paying out any but; 
its own notes it will prevent inflation.

So far as the inflation of the currency is concerned, that does 
not trouble me at all in connection with this measure. It is the 
inflation of credits that I ŵ ould fear more than the inflation of 
currency.

Senator R e e d . Well, how would you prevent the inflation of 
credits ?

Mr. G i l b e r t . By being very careful as to the character of paper 
that is rediscounted.

Senator R eed . Well, that goes to the question of the management 
of the regional bank, does it not?

Mr. G il b e r t . Exactly; that is true.
Senator R eed . And we can hardly write it into a bill, can we?
Mr. G il b e r t . No; we can not.
Senator R eed . We have got to leave it to the board of directors 

of a bank—just the same as if I go to your bank to-morrow and 
want to give you my note and get a loan.

Mr. G il b e r t . Exactly; that is it.
S en ator R eed . Y o u , then, are g o in g  to  pass on the question o f  

w hether you are g o in g  to give me that m oney or n ot?
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Mr. G ilbert. Yes.
Senator E eed. And that puts the same power, then, in the regional 

hank over the member banks which the ordinary bank has to-day 
over its customers. You say that is where it ought to be vested?

Mr. G ilbert. Yes, sir.
Senator E eed. Then there is this unfortunate thing in connection 

with that. To-day the individual who is not satisfied with his bank— 
o f course, if he thinks he is badly treated, he goes to another bank?

Mr. G ilbert. Yes; that is right.
Senator E eed. But these banks, being members of a regional bank 

and living under its system, will have only one place to go, and if 
they are refused accommodations there they would be in pretty bad 
shape, would they not?

Mr. G ilbert. Yes.
Senator E eed. Well, that is not exactly desirable, is it?
Mr. G ilbert. Well, do you refer to the member banks being 

refused ?
Senator E eed. Yes.
Mr. G ilbert. Well, it would simply impress upon the adminis

tration of the member banks the necessity of doing business on wise 
and conservative principles.

Senator E eed. Suppose the board of directors, however, being pos
sessed of this great power should unjustly use it and discriminate 
against certain member banks?

Mr. G ilbert. Well, of course, there is always that risk. We are 
on the planet, and we have got to go around with i t ; and we are all 
human, and we have got to consider human defects, you know.

Senator E eed. Well, the present condition is this: It is one wThere 
that element of human selfishness or human, prejudice or individual 
mistakes has been constantly guarded against and offset by the oppor
tunity to go elsewhere.

So that it seems to me that, when I deprive you of your opportunity 
to go to a number of places and confine you to one place, it is my 
duty, if I am doing that, to be pretty careful to see that you shail 
be fairly treated at that one place. Now, is there not some way to 
provide for that

Mr. G ilbert. Well, as a general rule, Senator Eeed, every man is 
fairly treated according to his deserts, you know—especially in the 
business world.

Senator N elson . Y ou have one check here, Mr. Gilbert, on this 
discounting, and that is that these member banks always have to 
indorse and guarantee all paper that they seek to have rediscounted.

Mr. G ilbert. Yes; that is true.
Senator N elson . And naturally will not that make the banks care

ful as to what paper they take ?
Mr. G ilbert. It certainly will, and it is a good.thing.
Senator N elson . And does not a banker, as a matter of fact, in 

making his loans take into account who the borrowers are as well as 
the signature and the time the note runs ?

Mr. G ilbert. They are very, very careful indeed.
Senator E eed. All that is true of the general run of banks. The 

general run of banks do business honestly and discreetly. I am think
ing about the power of this regional reserve bank to crush a bank 
if they wanted to do so. And I think that the reputation of a bank
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for solvency is almost as delicate a thing as the reputation of a 
woman; suspicion is almost equal to destruction.

Mr. G ilbert. And do you not realize this, that the fact of a mem
ber bank, when it applies for rediscount, having to expose the char
acter of paper that it has taken from its customers, is going to make 
it very careful?

Senator R eed. Yes; I think that is true. But now I am speaking 
about the other end of it. The power is put into the hands of the 
board that controls the regional banks to say “ Y es55 or “ No.”

Suppose you come up with perfectly proper paper—paper that is 
ordinarily good—they refuse you. Then Senator Bristow comes up 
with paper that is no better and gets the accommodation. Every 
bank in the district will know inevitably—or at least a lot of them 
will know—that you have been refused bv that regional bank.

Mr. G ilbert. Well, refusing--------
Senator R eed (interposing). And your customers will get to 

know it.
Mr. G ilbert. I think any emergency of that kind would correct 

itself, because any member bank that was being unjustly dealt with 
would inevitably appeal to the Federal reserve board and say, “ We 
are not being treated right.”

Senator R eed. Y ou think that is the real check?
Senator B ristow . Well, it would be all over with that bank, as far 

as its reputation is concerned, if it has to take an appeal and fight 
out, practically, a lawsuit to establish its reputation with the public, 
you know.

Mr. G ilbert. Well, the customers of a bank understand pretty gen
erally what the reputation of the bank they deal with is, I find.

Senator B ristow . Well, this power will be abused—all power is 
abused more or less.

Mr. G ilbert. Well, of course, that is a------
Senator B ristow  (interposing). The powers of the courts have 

been abused outrageously in some instances. Receivers have been 
appointed for solvent concerns at the instigation of selfish and de
signing men.

Mr. G ilbert. But if the Federal reserve bank is administered as a 
reserve bank and not as a bank to make money, that spirit is not 
likely to prevail; and that is why I emphasized the point yesterday 
that these Federal reserve banks should be of a higher class than the 
ordinary, everyday bank. They must be made to administer the 
business at all times, remembering that they are reserve banks. They 
have got to maintain that character and they have got to be ever 
ready for an unexpected crisis. And the question of profit must be 
something that is not thought of.

Senator N elson . And that is one reason why they ought to have a 
50 per cent gold reserve.

Mr. G ilbert. Yes; that is one reason they should have a 50 per cent 
gold reserve.

Senator N elson . Yes. They should be the conservators of the 
credit of the country.

Mr. G ilbert. Yes; they should.
Senator B ristow . Why would it not be better— it grow* on me more 

and more as we go on from day to day—for this reserve bank to be 
S. Doc. 232, 63-1— vol 3------ 57
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a Federal bank and not owned or controlled by the banks at all; an 
independent Federal institution, with a capital and enormous re
sources of its own, so that any flurry that happened in the ordinary 
banking business of the country would not affect it ?

Mr. G ilbert. Well, I have always felt, and I feel now, that the 
banking business of the country, apart from the question of control, 
ought to be divorced from the Government. It ought not to—the busi
ness of the country will take care of the banking end of it, if it is per
mitted to without too much interfering. I see the necessity of Gov
ernment control, Government supervision, to the extent that the 
Government now supervises national banks of the country. But I 
do not think it would be wise to put the Government into the posi
tion where it could interfere with the legitimate business operations 
of the country.

Senator B ristow . Well, this Federal reserve bank would certainly 
not interfere with that ?

Mr. G ilbert. No; I think this bill recognizes the idea which I have 
in mind; it is simply supervision rather than administration.

Senator N elson . The fundamental principle, Mr. Gilbert, is this, 
that the basis of our whole credit system is founded after all, when 
you boil it down, upon the commercial paper, upon the notes and bills 
which your customers discount at the banks—which you discount.

Mr. G ilbert . Exactly; that is true.
Senator N elson . They come to your bank and put up their notes 

and bills of exchange.
Mr. G ilbert . Exactly.
Senator N elson . And you credit them on the books and call them 

depositors, and that is the whole basis of the fabric ?
Mr. G ilbert. Yes; that is it.
Senator N elson . Of course, if the Government would go into the 

business and say to the people: “ Come here and file your notes and 
bills with us and we will open an account with you, and give you a 
credit on the other side of the ledger,” then you could go to the Gov
ernment in place of the private bank.

Mr. G ilbert. Except that the Government would surround itself 
with restrictions and safeguards and technicalities.

Senator N elson . Yes.
Mr. G ilbert. That a real business operation of the banks would 

not do.
Senator N elson . N o w , the deposits that you parade, you banks— 

and I am not using the expression in an odious sense; but in one 
sense you are really parading what you owe to your customers.

Mr. G ilbert. Yes; if you exempt from that our capital and surplus.
Senator N elson . Yes; I mean if we exempt your capital and sur

plus. The deposits that you parade before the public are really 
what you owe to your customers.

Mr. G ilbert . Yes.
Senator N elson . And those debts which you owe to your cus

tomers—what you have to show for them are the notes and bills 
which they have deposited with you; is that not a fact ?

Mr. G ilbert. Yes.
Senator N elson . And that is the whole basis of the matter. And 

when you speak of the volume of the bank’s credits it simply means 
how much the people of the country have put up in commercial paper
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and deposited with the banks. That is the basis of it, is it not—out
side of the mere capital and surplus ?

Mr. G il b e r t . Well, the whole problem could be very easily stated. 
The merchant goes to his “ bills payable ” account and he finds he has 
a larger amount of notes maturing than he has money in bank to 
pay. What does he do? He simply goes to his portfolio and he 
takes out a certain amount of commercial paper and says to his 
banker, “ Put that to my credit.”

Senator N e l s o n . And you credit it on the books of the bank?
Mr. G il b e r t . And we simply say “ indorse it ”--------
Senator N elso n  (interposing). And then you credit it to him on 

your books and call him a u depositor? ”
Mr. G il b e r t . And his notes are presented for payment and are 

settled, and the world knows nothing about it whatever, and business 
goes on as usual. Now, that thing is taking place all the time. That 
constitutes the main business of the banking system all over the 
country.

Senator N e l s o n . Yes.
Mr. G il b e r t . And this builds up this tremendous superstructure 

of commercial credits that is always outstanding; and that tremen
dous superstructure rises and falls imd represents the exact rise and 
fall of the volume of business of the country.

And if anything happened to interfere with that so that when 
the merchant goes to his bank, when credit is stringent from over
expansion of business, or excessive speculation, or both combined, or 
from any other cause, and he goes to his bank and he finds that he 
can not do that as usual, then something happens.

Senator N e l s o n . Yes.
Mr. G il b e r t . Now, abroad nothing would happen. And why? 

Because the joint-stock banks there, when they find that condition, 
go to their portfolios, as the merchant did in the other case, and 
take out their 64 bills payable ” and go to the bank------

Senator N elson  (interposing). The Bank of England?
Mr. G il b er t . Yes; or the Imperial Bank of Germany, or the Bank 

of France; and they say to one of those banks: “ Put this paper to my 
credit:'* and they rediscount for their customers; they give their 
customers what they want, and everything goes on as usual, don’t you 
see (

Senator N e l s o n . Yes.
Mr. G il b e r t . But here when we come to that point that credit is 

strained and we can not accommodate our customers something 
happens. What is it? Credit gets scarce, interest rises, prices of se
curities fall, distrust prevails, and then panic.

Senator B r is t o w . But now when the joint-stock bank in England 
goes to the Bank of England, it does not own the Bank of England, 
it has not any stock in the Bank of England.

Mr. G il b e r t . But it has an account there.
Senator B r is t o w . Yes; it has an account, but the Bank of England 

is an independent institution, over which that bank has no control, 
and with which it has nothing to do, except as a creditor.

Mr. G il b e r t . Well, the cases are parallel there, because our cus
tomers do not own our stock.

Senator B r is t o w . But in this institution that we are providing for 
under this bill, the banks own an interest ?
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Mr. G ilbert. Certainly.
Senator B ristow . They are operating these institutions; and it is 

a part of the banking system ?
Mr. G ilbert. Yes.
Senator B ristow . And it would be affected by the same influences 

that affect the banks ?
Mr. G ilbert. Well, I do not think that that necessarily follows.
Senator N elson . We propose to take the control away from them.
Senator B ristow . Well, this control is, perhaps, a superficial and 

nominal control at Washington. It looks big, but there is nothing to 
it, any more than the power the Comptroller of the Currency has 
now—I would not say there is nothing to it, but------

Senator N elson (interposing). There is under the new system.
Senator B ristow . I am referring, to the new system. There is 

very little control over it.
Senator R eed. Y ou hold that in the practical operation of this 

bill, the six members of the boards of directors of the regional banks, 
who are elected by the banks, will run those banks, do you ?

Senator B ristow . They will run the institutions.
Senator E eed . And that there will be no interference by the cen

tral board, except some such regulation, perhaps, as the Interstate 
Commerce Commission exercises over railroads?

Senator B ristow . Well, it is entirely different from that.
Senator E eed. Very different; but I  am using that, Senator Bris

tow, only as a parallel to the extent that it is a supervision and not 
management.

Senator B ristow . Yes; that is true; except that the Interstate 
Commerce Commission has more the functions of a court than this 
will have; and its cases are tried out. The citizen who thinks that he 
is abused and is not treated fairly by a railroad goes to the Interstate 
Commerce Commission, and the commission examines into the case 
and orders the railroad to do a certain thing. I do not think this 
Federal reserve board will sustain that relation to the banking busi
ness of the country. I do not think that would be possible. It seems 
to me it would be more logical—like the supervision of the comp
troller’s office over the present system—or will be in its practical 
operation.

Mr. G ilbert. Well, I do not think there will be any objection to 
that.

Senator N elson . It is away beyond the power which the comp
troller has now.

Mr. G ilbert . Yes.
Senator B ristow . Of course, they would have more power than the 

comptroller has now.
Senator N elson . Absolutely.
Senator E eed. Well, it is a power—and I  am not prepared to differ 

with the Senator from Kansas at the present time, although I reserve 
the right to do so. [Laughter.] But it is a power, probably, that 
will not be exercised except where the board of directors of the re
gional bank are manifestly doing an unwise thing. And therefore I 
think what the Senator says is true. You have a bank owned by 
bankers and controlled by bankers, and in that respect it is to be dis
tinguished very radically from the Bank of England.
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Senator B ristow . Or the Bank of France; I think so, very much.
Senator N elson . Well, in this banking situation it is not altogether 

dependent on the statutes or laws that we enact, but it requires good, 
honest men. Now, there are a great many Republics in America that 
have, on paper, as good constitutions and laws as we have here in 
the United States; but their Governments are failures, because the 
men do not know how to use those instrumentalities.

But we ought to assume here: I think, in all fairness, that if we 
make a fair law the bankers of this country will seek to administer 
that in a spirit of fairness in the interest of the American people. 
Their very life depends on it.

Mr. G ilbert . I think they will.
Senator N elson . What makes the elasticity in currency is the wants 

of commerce. .Suppose I go to you as a banker, and I make a loan. I 
give you my note for $10,000, and I say to you, “ Mr. Gilbert, I  want 
$5,000 of currency.”

Mr. G ilbert. Yes.
Senator N elson . And the other $5,000 you give me credit for?
Mr. G ilbert . Yes.
Senator N elson . N o w , that transaction grows out of commerce.
Mr. G ilbert. We give you credit for the whole, and you draw 

what currency you want.
Senator N elson . Yes. I take the currency; and I say I want $5,000 

in currency, and the rest give me a book credit for. Now, that is a 
business transaction and it grows out of my needs and wants.

Mr. G ilbert. Yes, sir.
Senator N elson . And that is what regulates the ebb and flow of 

credits, is it not?
Mr. G ilbert. Yes.
Senator N elson . Or something of that kind. And that is how you 

get an elastic currency, when you base it upon the real commercial 
wants of the country.

But, now, yon bankers have a mission, high and low, and that 
is not to give credits, not to take the notes of people that are not 
entitled to credit.

Mr. G ilbert. Exactly.
Senator N elson . Not to allow gamblers or promoters, who engage 

in hazardous enterprises, to float them by giving them credit on your 
books, either in the shape of credits or in currency.

Mr. G ilbert. It is in the banking, as it is in every other business, 
everything depends upon the wisdom and conservatism of the men 
who are engaged in it.

Senator N elson . Yes. After all, we can pass the most stringent 
laws, and if you bankers are all scoundrels and rogues and do not 
want to carry on your business in a legitimate way the laws will be 
a failure.

Mr. G ilbert. Yes; and I want to state this: That I have a much 
higher opinion of the bankers of the country than—I will not say 
you, gentlemen—the average legislator has. [Laughter.]

I think,, when you consider that in every town in this country and 
in every city in this country the banking men are looked up to for 
advice by their customers, and the banking men are confided in and 
believed in and respected— -

Senator N elson (interposing). That is true.
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Mr. G ilbert (continuing). They must be a pretty high class of 
men.

Senator R eed. Well, Mr. Gilbert, I  want to get myself clearly in 
the exceptions in this legislative condemnation. I want you to* un
derstand that I have the profoundest regard for bankers. "They lend 
me money. [Laughter.]

Now, I do not think we need discuss this phase of it. But I want 
to discuss one feature. I want to suggest to the Senator from Kansas 
that, while it is true that there is merit in having a bank entirely 
disassociated from bankers, there are certain elements of strength 
in it; and while it is true that these regional banks under this system 
will be controlled by the banks, that might be an element of strength 
instead of an element of weakness if it is properly managed. And 
for this reason:

Every bank that is a member of that regional bank is interested 
in the maintenance of the regional bank. I f  it fails, all go down 
together.

Mr. G ilbert. And if it is unwisely administered all will go down.
Senator R eed. Yes: if it is unwisely administered all will suffer. 

They are not only interested in that, but they are interested in the 
solvency and in the safe business methods of all other member banks, 
because if a member bank is doing an unsafe business with the re
gional bank there the security of each other bank is impaired.

So that there is that compensating element, and it may be great 
enough to overbalance the objection. I do not want to discuss this 
at length; I simply want to drop that thought here, because I think 
it is a matter that we ought to consider.

Is there any other question that anv member wants to ask Mr. 
Gilbert?

Senator N elson . There is just one other matter that I  do not 
know that I ought to bother him with. But I wanted to go back to 
that importation of gold into the United States. As I  understand, 
those importations are made through two kinds of bills of exchange— 
what I call finance bills and commercial bills, usually accompanied 
with a bill of lading. For instance, a draft is drawn on a business 
house or a merchant in London, accompanied with a bill of lading 
for so many thousands of barrels of flour shippe'd from Minneapolis, 
or so many thousand barrels of wheat. That is a commercial bill of 
exchange, and on that gold can be brought here, can it not?

Mr. G ilbert. Yes; anything that piles up a balance abroad, you 
know, gives us a balance to draw on.

Senator N elson . Yes. Now, the difference with a finance bill is 
that it is not based on any such articles of commerce?

Mr. G ilbert. Yes; it is simply borrowing money abroad.
Senator N elson . It is simply borrowing money abroad on secu

rities that you have put up.
Mr. G ilbert. On securities that are deposited there.
Senator N elson . Yes; on securities deposited there—for the bene

fit of the man that is drawn on abroad ?
Mr. G ilbert. No; for the benefit of the man who wants the money.
Senator N elson . Well, the securities are for the benefit of the 

man abroad.
Mr. G ilbert. Exactly.
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Senator N e l s o n . And it is on those two classes of bills that vve 
get gold here from abroad?

Mr. G il b e r t . Well, I would not confine it to those, because those 
foreign banking houses have their expedients for getting gold. 1 
am not, of course, a dealer in foreign exchange, and I only have a 
general knowledge of the subject.

Senator N e l s o n . Yes.
Mr. Git,b e r t . Of course a foreign exchange house, w-ith strong 

backing abroad, can resort to other methods of building up its bal
ance there.

Senator N e l s o n . Yes.
Mr. G il b e r t . It might borrow on bonds, or it might have some 

means of discounting over there.
Senator N e l s o n . Yes; a great deal will depend upon whether you 

have to ship actual gold; and that is very seldom. But a great deal 
also will depend on the balance of trade, wTill it not?

Mr. G il b e r t . Oh, yes: a great deal will depend on the balance o f  
trade.

Senator N e l s o n . The balance of trade, whether the foreign country 
is owing us or we are owing them.

Mr. G il b e r t . Although in the panic of 1907, at the very worst 
iime, we imported $100,000,000 of gold from abroad.

Senator N e l s o n . Yes; well, Mr. Vanderlip tells me that that was 
imported on commercial bills.

Mr. G il b e r t . Very likely it was largely on com m ercial bills.
Senator N e l s o n . Yes; not on finance bills, but on commercial bills.
Mr. G il b e r t . But, prior to the outbreak of 1907, there was bor

rowed abroad on finance bills about $500,000,000. And it was 
that------

Senator N e l so n  (interposing). Yes; now, I remember the time------
Senator R eed  (interposing). Senator Nelson, will you not let Mr. 

Gilbert finish his sentence? You say, Mr. Gilbert, it was that that 
did what ?

Mr. G il b e r t . It was that, largely, that created a feeling of ap
prehension here, some months before the panic broke out; the knowl
edge that so large an amount of money was being borrowed abroad.

Senator N e l s o n . Yes; on finance bills.
Mr. G il b e r t . Because we were putting ourselves at the mercy of 

our creditors over there: the moment they would say: “ The time has 
come for you to pay up,” and ask us to pay up, it was going to cause 
a drain upon us.

Senator E e ed . N o w , i f  you had borrowed that on commercial bills; 
on bills representing wheat, cotton, corn, or cattle------

Mr. G il b e r t  (interposing). Our basis then would have been a 
sound commercial basis.

Senator E eed . Then the wheat, cotton, corn, and cattle, etc., would 
have liquidated it?

Mr. G il b e r t . Yes.
Senator N e l s o n . Yes; would have liquidated it. That is the differ

ence between a commercial bill and a finance bill ?
Mr. G il b e r t . Yes; that is it.
Senator N e l s o n . N o w , I recall that during the last year of Cleve- 

iand’s administration there were firms in New York who were con
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tinually shipping gold abroad; they would use the Treasury notes to 
get the gold out o f  the subtreasury.

Mr. G il b e r t . Yes.
Senator N e l s o n . And then they were paying for the gold over 

there, and those firms found it profitable to ship it, and they shipped 
the actual gold. I remember one firm—I think it was Heidelbach, 
Ickelheimer & Co., or some such name as that—that kept shipping 
week after week.

Mr. G il b e r t . I do not know that it was confined to any one firm.
Senator N e l s o n . No; but there were shipments of actual gold in 

those days.
Mr. G il b e r t . But the export or import of gold depends, as a rule, 

entirely on the profit in doing it.
Senator N e l s o n . Yes, of course.
Mr. G il b e r t . I f  there is no profit in exporting gold, it will not be 

exported.
Senator N e l s o n . And it depends a great deal on the state of the 

exchanges.
Mr. G il b e r t . Entirely. That is what regulates it.
Senator N e l s o n . Yes; if the balance, when you look over the 

whole horizon, is in our favor gold will come here, and if the balance 
is against us it will go abroad.

Mr. G il b e r t . Gold will come here if it is in our favor, unless it is 
temporarily thwarted by raising rates abroad.

Senator N e l s o n . Yes.
Mr. G il b e r t . Making it more profitable to keep the gold over there 

than to send it here.
Senator R eed . Is there anything in this bill now that will enable 

us, in an effective way, to control discount rates, or exchange rates, I 
should have said, so that if the gold started to drop' it: could be 
gathered in by these banks—I mean our gold reserve ?

Mr. G il b e r t . I do not see how. The raising of the interest rate 
by the Federal reserve bank would have this effect on its members, 
and no other effect that I can see: It would compel its members to 
confine their rediscounts to sheer necessity; to borrow as little as 
possible—that is, to borrow only what was absolutely required to 
.accommodate their customers—and if there was any, if among their 
customers there was anything like a tendency to expansion, or specu
lation, the member bank would try to control its customers and 
say, “ You must not push me too hard, because the interest rate has 
been advanced and I do not want to pay the rate.” Do you not see 
that it could have that effect?

Senator N e l s o n . There is only one possible exception that I can 
see. Take a great regional bank at New York City. I f  their dis
count rates were very high, a great deal higher than abroad, and we 
make our paper redeemable absolutely in gold, why, foreigners 
might come here and say, “ I f  we can get 7 per cent in New York, we 
will invest some of our funds there instead of at 5 per cent in Lon
don.”

Mr. G il b e r t . That might be if we had an open money market 
here and had the same class of prime paper always to be bought; 
but the foreigner is not apt to come here to buy our ordinary com
mercial paper, because he does not know anything about it. When
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he can buy the class of paper that is indorsed by strong, conserva
tive banks, it might tempt him.

Senator N elson . Yes.
Senator R eed. N o w , you speak about an open money market. 

What about that? Do you think that is a good condition to have?
Mr. G ilbert. Excellent.
Senator Reed. Well, what is necessary to bring it about? Is it a 

thing that can be brought about by any law, or is it a thing that must 
grow up out of business conditions?

Mr. G ilbert. It must grow up out of business conditions.
Senator R eed. Why has it never grown up here?
Mr. G ilbert . Simply because we never have exercised our banking 

privileges—or rather, we have never had the same banking privi
leges the bankers have abroad. The provision in this bill which per
mits bankers to accept the drafts of their customers drawn on the 
bank would make the same class of paper which prevails to a large 
extent abroad—prime bankers’ bills.

Senator N elson . Yes.
Mr. G ilbert. But they do not have that here now.
Senator N elson . N o ; you see, they do not deal in promissory 

notes, as we do. They deal in bills of exchange and drafts.
Senator R eed. Acceptances.
Senator N elson . Acceptances, yes.
Senator R eed. Is there any further question to be asked of Mr. 

Gilbert?
Senator N elson . No.
Senator H ollis. I just want to ask you this, Mr. Gilbert : D o you 

recall how it was that we borrowed that $500,000,000 before the panic 
of 1907?

Mr. G ilbert. Well, it largely grew out of speculation.
Senator H ollis. What was that?
Mr. G ilbert . Out of stock-exchange speculation largely.
Senator H ollis. That is, you sent gold abroad to speculate in se

curities?
Mr. G ilbert . No; we borrowed gold from abroad.
Senator H ollis. Oh, you borrowed it from abroad?
Mr. G ilbert. Just negotiated the ordinary finance bill, by deposit

ing securities and borrowing abroad instead of here.
Senator R eed. Do you know that recalls to my mind the fact that* 

while we started yesterday to discuss the question of the undesira
bility of the banks loaning money for speculative purposes—we will 
say on the New York Stock Exchange—we never did get down to 
what method of restriction, or what safeguard should be interposed.

Mr. G ilbert . I do not think that you can interpose any safeguard 
or any restriction that will prevent that condition, because------

Senator R eed (interposing). This bill undertakes to do it.
Mr. G ilbert. I know it does; and it will, to a certain extent. But 

then, I do not think there will be any less amount of money loaned 
to the stock-exchange houses in New York than there is now. Of 
course, speculation may be restricted to some small extent.

But there always is, and always will be, a certain volume of money 
required to carry on the legitimate—and when I say “ legitimate ” I 
mean the nonspeculative business of Wall Street and its large houses* 
and what you would call the speculative interests. There always will
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be speculative interests. In one sense it is legitimate, unless it is 
carried to excess. And there always will be a demand for a certain 
amount of money to carry on that business. It exists in every civil
ized country in the world under the best banking conditions. And 
after this bill goes into operation the result will be, probably, to limit 
the amount of call loans and to expand to a larger degree the time 
loans.

Senator H ollis. N o w , I want to ask you this------
Mr. G ilbert (interposing). There is one thing that you want to 

bear in mind, that those loans are so well secured that they are very 
desirable loans. I can not recall, in my long connection with the 
banking interests in New York, a single case where there has been 
an absolute loss to any bank from the loans made in Wall Street; 
and they are considered prime loans; and that is why the country 
banks, in order to make a secondary reserve, send their money there 
to have it invested on call. And a great volume of the money that is 
loaned in Wall Street is on time. It is attended with very much less 
risk than going into the market and buying commercial paper.

Senator R eed. I understand perfectly that a financial house, 
whether it is located on Wall Street or on Pennsylvania Avenue, that 
is engaged in gathering together large amounts of money and using 
them for the purpose of financing a new railroad or an electric-light 
plant or a telephone plant or anything of that kind, is engaged not 
only in a legitimate business but probably in a very useful business 
for the country, and that that involves the sale of the stock of that 
railroad or that electric light company, or the bonds, or both.

Now, that is legitimate. But what about this thing that is set up 
there in New York, where they post the value of stocks and men are 
betting that the stocks are going up two points; and if the stock 
goes up they make money and somebody else loses, so that you have 
a wild, almost indescribable mob, surging and beating back and forth, 
and suddenly the market breaks, and when the market breaks all 
the country, to a certain extent, reflects that condition, and then it 
breaks and breaks until the banks that held those securities begin to 
break ?

It seems to me there must be some remedy for that sort of thing, 
and I wondered if you could not suggest it.

Mr. G ilbert. But, Senator, if you were to go to New York and 
go into the stock exchange and watch the buying and selling of 
stocks, and then go down to the cotton exchange and watch the buy
ing and selling of cotton, and then go down to the wheat pit and 
watch the buying and selling of wheat, and then go down to the to
bacco exchange and watch the buying and selling of tobacco, you 
would see exactly the same conditions.

Senator R eed. Well, that only argues this, that whereas we once 
had in this country gambling joints running everywhere, a man 
who attacked the system could have been answered, “ Why, they have 
them in every city/’ I want to know if there is not some way that 
that influence, not only in the stock exchange; I am not saying it is 
worse than the others, but all that illegitimate speculation, gambling 
pure and simple, can be stopped and business reduced to a legitimate 
level. There ought to be some means to do this.

Mr. G ilbert. I will say this: Since the report of the Hughes com
mission. five years ago, which grew out of the conditions of 1907,
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strenuous efforts have been made. It was admitted at that time 
that there were evils existing in the New York Stock Exchange 
which ought to be corrected, and strenuous efforts have been made 
to correct them, and there is less to complain of in the New York 
Stock Exchange in that respect now than there ever has been before. 
I think there have been a great many reforms instigated, and they 
have gone about as far as they can go at the present time to reform it.

But it is only necessary to go back a few years to a time when the 
same agitation prevailed in Germany, and they actually passed laws 
there to prohibit this marginal speculation on the stock exchange. 
And after a year of two they repealed the law, because they found 
it.was really injurious to the country. They repealed the law.

Senator R eed . Yes; I know that that fact has been stated, although 
I have never understood the particular reason for it.

Mr. G il b e r t . And in every country, and in this country particu
larly, where fortunes are so easily made that men always have 
money, there is a disposition to speculate in something; and the 
easiest thing to speculate in is stocks and bonds, and one of the 
legitimate results of that speculation is the maintaining of prices 
at which these securities can always be sold. You can always find 
a place to sell them.

And if it was not for the fact that those prices are maintained 
through the daily operation of these exchanges men would be 
reluctant to invest in railroad securities. They would say, “ I do 
not want to buy a railroad security, because I can not dispose of it 
when I want to; I do not know, I might want to convert it and 
get my money back, and there is no regular market or opportunity 
for doing that.”

But the daily operations of the stock exchange make it not only 
the quickest market in the world for the disposal of those securities, 
but make it a market that maintains the prices of securities. And 
it is the same with wheat and grain and tobacco and corn.

Senator R eed . I believe that is rather aside from the purposes of 
this bill, but it dovetails in along the line of the effort to control the 
call loans.

Mr. G il b e r t . But it is interesting as a side issue.
Senator R e e d . Yes. Now. is there anything further to be asked 

of Mr. Gilbert?
Mr. G il b e r t . Am I  excused, Mr. Chairman?
Senator R eed . Yes; we are very greatly obliged to you. and appre

ciate your having given us your views.
Senator N e l s o n . Yes; we are very much obliged to you.
Mr. G il b e r t . I am very glad to have been with you, gentlemen; 

and if I can render any further assistance I will be very glad to 
render it.

Senator R eed . I f  you will agree to revise your opinion of the public 
men of Washington, we will agree to look as charitably as possible 
upon the bankers of New York.

Mr. G il b e r t . I want to say this, gentlemen, that I will go away 
entertaining a very much higher respect for our public men than 
I had when I came here.

Senator N e l s o n . Y ou have come to the conclusion that we are, 
after all. searchers after truth, have you?
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Mr. G ilb e r t .  I  have come to the conclusion that you kn ow  more
about this banking business-----

Senator N e ls o n  (interposing). Than you thought w e did?
Mr. G ilb e r t .  Yes.
(The newspaper article referred to by Mr. Gilbert follows:)

[From the Boston (Mass.) Transcript, Saturday, Mar. 1, 1913.]

A  T a l e  o f  T w o  B a n k s .

S O M E  N E W  L IG H T  ON M O N E Y -T R U S T  IN V E S T IG A T IO N ---- M R . U N T E R M Y E R  H A S  S O U G H T
TO C R E A T E  P R E J U D IC E  A G A IN S T  T H E  C L E A R IN G  H O U S E  A S S O C IA T IO N ; B U T  T H E
W H O L E  ST O R Y  H A S  N O T B E E N  TOLD— A  Q U E S T IO N  O F C O L L A T E R A L — S O M E  D E T A IL S
O F T H E  A F F A IR S  OF T H E  O R IE N T A L  OF B R O O K L Y N  A N D  T H E  M E C H A N IC S  &
T R A D E R S ’ OF N E W  Y O R K ----M O N E Y  P L E N T IF U L  A T  T H E  T IM E  OF T H E  D O W N F A L L .

[Regular correspondence of the Transcript.]

W a s h i n g t o n , February 28.
In the attack of the Pujo committee upon the New York Clearing House As

sociation and some of its practices, much stress has been laid by Attorney 
Untermyer upon the cases involving the Oriental Bank of Brooklyn and the 
Mechanics & Traders’ Bank of New York. Mr. Untermyer in fact has songht 
to create a general prejudice against the Clearing House Association by alle
gations, repeatedly hammered in at the hearings, that these two banks were 
closed by the action of the committee in refusing them credit during the panic 
of 1907-8, and an attempt has been made to show that this refusal proceeded 
from a desire to stifle competition.

The whole story of the events which led to the suspension of these banks 
was not told to the Pujo committee nor does the committee report set forth 
the facts in the two cases. On the contrary, this alleged abuse of the power 
of credit by the New York Clearing House has been worked for all it is worth 
to prejudice the country against certain of the New York financiers and to 
indicate to Congress that drastie legislation directed against the New York 
Clearing House is necessary.

C A S E  OF T H E  M E C H A N IC S  & T R A D E R S ’ B A N K .

The facts are that between October 18 and October 25, 1907, the banks of the 
clearing house made cash loans to the Mechanics & Traders’ Bank of $2,220,000. 
This was converted into clearing house loan certificates October 26, 1907. These 
loans were made on the assurances of Chief Examiner M. W. Hutchins, of the 
State banking department, that the bank was solvent. The aggregate issue 
amounted to $4,520,000. Certificates of the Mechanics & Traders’ were outstand
ing 137 days.

January 30, 1908, this bank was placed in the hands of the superintendent of 
the State banking department. The charge was made and was reiterated before 
the Pujo committee that had the clearing-house loan committee extended credit 
the bank would have been saved. The inference intended was, of course, that 
credit could and should have been extended, and that if it was not, the reason 
was that two representatives of the Corn Exchange Bank, who also were mem
bers of the clearing-house committee, bad used their influence to put a com
petitor out of business.

B E T T E R  C O L L A T E R A L  W A N T E D .

It is true, according to the most trustworthy information, that the clearing
house committee demanded more and a different kind of collateral from the 
Mechanics & Traders’ Bank, and that when this was not forthcoming it refused 
to extend credit. The collateral back of the loans had a face value of some 
$6,373,000; but before the receivers of the Mechanics & Traders’ Bank paid off 
the balance due the clearing house—$2,100,000— the committee had begun to 
collect $3,447,000 of the collateral and had received $1,000,000 in cash; the bal
ance went to protest. The point is that the result of the attempt to collect on 
the collateral clearly demonstrated that the loan commttiee of the clearing 
house exercised good judgment in confining their advances to the proportion they
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did. This bank had from October 26, 1907, to January 30, 1908, to adjust its 
affairs. It wanted more money, but at no time offered new collateral.

The point was made by Mr. Untermyer, in questioning witnesses before the 
Pujo committee, that the Metropolitan Bank of New York had taken over the 
Mechanics & Traders’ and paid off all its depositors in full; thus, according 
to the intimations of Mr. Untermyer, confuting tlie judgment of the clearing
house committee that the bank was in danger when further loans were refused.

T i n :  R E M A IN D E R  OF T H E  F A C T S .

But the testimony was not permitted to go far enough to tell all the facts in 
the case. It is true that the Metropolitan took over the New York branches of 
the Mechanics & Traders’ and paid off the depositors, but it is also true that the 
bank was allowed to reopen by the State banking department, on the deferred 
payment plan, under the title of the Union Bank of Brooklyn. This occurred 
in October. 1908. This Union Bank, successor to the Mechanics & Traders’, 
closed its doors April 4, 1930, and up to date it has not paid one cent to its 
depositors.

The books showed that a large proportion of the unliquidated assets of the 
Union Bank were in the Mechanics & Traders’ Bank when that bank closed 
January 30, 1908. In other words, the Union Bank allowed new deposits of 
money to be used to pay off old deposits. The probabilities are said to be that 
after a long wait the Union Bank depositors will receive dividends not to exceed 
50 per cent. The former president of the Mechanics & Traders’, David J. 
Sullivan, and W. C. Damron, a director of the same bank, are serving terms in 
the State prison for offenses growing out of the situation described.

O R IE N T A L  H A N K  C A S E  IL L U M IN A T IN G .

The case of the Oriental Bank is equally illuminating when reviewed witk 
knowledge of the actual facts. As with the Mechanics & Traders’ Bank, its 
affairs came to a crisis January 30,1908. It had borrowed several million through 
the clearing house loan committee and certificates for a part of its borrowings 
were outstanding. Most of the clearing house certificates in other parts of the 
country had been retired—those of the Chicago Clearing House were finally can
celled on January 17, the Chicago Clearing House on January 11 having decided 
that certificates could no longer be used in meeting debit balances.

The New York Clearing House Association became anxious for a return to 
normal conditions, and on January 25 the clearing-house committee, believing 
that the emergency which had made the use of loan certificates necessary had 
passed, sent, through its chairman, a letter to each bank which had not retired 
its certificates, expressing the desire of the clearing-house committee that all 
loan certificates be re.ired on or before February 6. On January 23, two days 
before this action, the directors of the National Bank of North America (the 
Morse bank) had requested that the national-bank examiner take charge of 
their bank because of heavy withdrawals during the previous three weeks and 
further expected heavy withdrawals. Notwithstanding that the Oriental and 
the Mechanics & Traders' had had more than three months in which to clean up 
their affairs, both banks notified the clearing house that they would be unable 
to retire their certificates. The clearing house, seeking to aid these ins itutions 
as far as was deemed prudent, immediately instructed its manager to notify the 
two banks that tlie note of the committee expressing the desire that all certifi
cates be retired by February 6 had been recalled and that the two banks would 
not be pressed to redeem their certificates. This was done by the manager on 
January 28.

D IR E C T O R S ’ R E F U S A L  TO G U A R A N T E E .

The story of the Mechanics & Traders’ already has been told. The Oriental 
Bank not only was unable to comply with the request of the clearing house, but 
it called on the clearing-house committee for a million dollars more. It was 
notified that it would be accommodated with the loan, provided the directors of 
the Oriental Bank would guarantee the loan. This evidently they were un
willing or unable to do. The clearing-house commi tee waited until midnight 
of January 29 to hear from the directors of the Oriental Bank, and as no word 
was forthcoming the bank was closed the next day. How the Oriental Bank
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could have been treated more considerately, consistently with the principles of 
safe banking, is not explained in the report of the Pujo committee.

It will be recalled that the downfall of the Oriental Bank was imputed in part 
to the machinations of two directors of the Corn Exchange Bank, of whom one 
was Walter E. Frew, now president of the bank, and one of the most interesting 
witnesses before the Pujo committee. Another witness was It. W. Jones, jr., 
former president of the Oriental Bank, whose reflections upon the New York 
Clearing House were made part of the Untermyer ammunition.

M R . J O N E S  W R IT E S  M R . F R E W .

How Mr. Jones reconciles his testimony before the Pujo committee with the 
following letter written by him to Mr. Frew, under date of January 17, 1913, 
is another of the mysteries unexplained in the Untermyer report:

N e w  Y o r k , January 17, 1911.
M y  D e a r  M r . F r e w  : I have been endeavoring for the past two or three days 

to call upon you personally and express the pleasure which I have had at the 
announcement of your election as president of the Corn Exchange Bank. While 
it has not been my pleasure to know you intimately, I want to avail myself of 
this opportunity especially to express to you the appreciation which I have 
always felt of the attitude taken by you at the time of the panic of 1907, in 
connection with the situation which surrounded the Oriental Bank at that 
time; and while your efforts to protect us did not succeed, they were none the 
less appreciated by both Mr. Hugh Kelly and myself.

I extend to you my very best wishes in your new official connection, and you 
may be assured that if an opportunity is ever presented to serve you it will 
afford me a great deal of pleasure to avail myself of it.

Yours, very truly, R. W .  J o n e s , Jr.

It is cited as interesting in connection with the period of the downfall of the 
Oriental and the Mechanics & Traders’ Banks that at that time the call rate of 
interest was only 2 per cent, which shows that money was plentiful. The sur
plus cash reserve of the members of the New York Clearing House Association 
was $40,526,000. Loans on proper security or good paper were easily obtainable 
at that time. It is asserted by gentlemen with authority to speak that if the 
Mechanics & Traders’ Bank had been able to offer proper security the same 
accommodation would have been offered to them as was offered to the Oriental 
Bank on January 30.

W. E. B.
Senator E eed. There is a gentleman in Greensboro, Pa., who 

wrote me. His name is Motsinger, and he wrote me on the letter
head of the Eotary Engine Co. He would like to appear before the 
committee. He says that he has studied this bill, and he thinks 
there are many objections to it which ought to be considered. And
I take it, from the general tone of his letter, that he does not mean 
he is against the system, but he thinks the system needs amend
ment. I think it is rather an antibank man: that he thinks that the 
banks have too much power.

Senator N elson . Yes.
Senator E eed. I know nothing about him, except the letters he 

has written, which are intelligent; and I want to submit to the com
mittee whether we can hear him. He writes:

I feel that I can be of service to your committee and will gladly sacrifice 
my private duties for greater public ones.

If a date for Friday of this week were arranged, or better still, for Saturday, 
it would please me.

What will the committee do about this ?
Senator H ollis. Well, on Friday we have the Minnesota country 

bankers and Mr. H . Parker Willis, and Saturday we have the 
national-bank examiners. I think we might invite him for Friday.
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Senator N e l s o n . I think we had better invite him Thursday, be
cause I do not know how many of the Minnesota country bankers, 
are coming here.

Senator R eed . With the consent of the committee, then, I  will 
notify Mr. Motsinger, by telegraph, that if he is here Thursday the 
committee will try to hear him.

Then there is another communication that has reached me. I 
presume that copies have been sent to the other members of the 
committee. It is on the letterhead of the First National Bank o f 
Tombstone, Ariz., and seems to be signed by T. R. Brandt, cashier 
of that bank. It incloses a memorial in the nature of a criticism 
of certain features of this bill. It seems to have been prepared with 
some care, and I suggest that it be printed.

Senator N e l s o n . All right; let it go into the record.
(The memorial referred to will be found at the conclusion of this 

day’s proceedings.)
(Thereupon, at 1 o’clock p m., the committee took a recess until

2 o’clock p. m.)
AFTER RECESS.

STATEMENT OF RICHARD H. LONG, FRAMINGHAM, MASS., MANU
FACTURER OF SHOES AND SHOE MACHINERY AND DEALER IN 
SHOES AND SHOE MACHINERY.

Senator H o l l is . Mr. Long, we will hear from you now. Please 
give your name and address to the stenographer so that we will have 
it in the record.

Now you may proceed and make your statement in your own way..
Mr. L o n g . I appear before the committee as a manufacturer and a 

merchant, and my reason for coming is that I had not seen any ac
count in the papers that merchants and manufacturers had appeared 
before the committee to any extent, and I believe the currency bill, i f  
it is enacted, should consider the merchants, manufacturers, and farm
ers fully as much as any other factors in the country. Under the 
present conditions of banking as it is in New England I believe the 
credit that is given by banks goes first to the large industries that are 
represented in the banks or connected with them, and after that to 
the men who are engaged in buying and selling stocks, and that the 
commercial man conies last.

I am in favor of the bill as it is, rather than not have a currency bill 
enacted. I believe a currency bill should be enacted to bring about 
more independence in banking circles and to give the trading people 
of the country, who are engaged in real business rather than specula
tive business, a better chance than they have to-day.

Senator B r is t o w . N o w , if you will pardon me, Mr. Long, wherein 
do you think this bill would make more independent the banking 
business o f the country?

Mr. L o n g . I believe the regional banks—that the individual bank
ing houses would do business with them where now they do it largely 
with a few banks. I believe it would be distributed better.

Senator B r is t o w . But the regional banks are owned by the bank
ers; they are run by directors elected by the bankers; it is part of the**
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banks; and the control is a banker’s control and a banker’s ownership. 
Now, wherein you are going to get independence is what struck me.

Mr. L o n g . I believe the banking interests now are controlled by a 
few people. For instance, in New England the banking interests are 
controlled largely by a few banks in Boston. They have correspond
ents largely throughout New England.

Senator B ristow . Y ou say through correspondents in New Eng
land, in your opinion, there are a few7 banks in Boston that control 
the credit?

Mr. L ong . That is it.
Senator B ristow . Have you any doubt that if the banks which 

those few banks control are to elect the directors of the regional bank, 
which they are to do under this bill, there will not be any difficulty in 
those banks controlling the directors ?

Mr. L ong . I do not think the bank ought to elect a majority of the 
directors. But I think, even if they do, that the control o f the re
gional bank, so far as it goes, from the men appointed by the reserve 
board, will make those regional banks much more independent than 
the banks are to-day of banking control.

Senator B ristow . Of course you think that. I think there will be 
less independence myself. I have not any doubt about it. Instead of 
setting away from the thing you are seeking to get away from, by 
favoring this bill I think you are simply riveting it by law upon this 
country. Now, let me suggest to you that those banks—with 1,500. 
2,000, or 4,000, I do not know how many banks you have in New 
England—with this independent arrangement, if they can not get 
discount at Boston, can go to New York or some place else if they 
want/to. If, with this democracy in the banking business in New 
England that we have now, these men are able to control and domi
nate as you suggest, then if they succeed in getting control of the 
board of directors of the regional banks they have absolutely got it, 
and you are helpless. You have got to go to that bank then; the 
banks could not go any place else under the law.

Mr. L ong . I do not understand that the bill would prevent the 
national banks or those that come into the regional bank—I do not 
understand it would prevent them from going to any other banks 
to do business. Is that a part of the bill ?

Senator B ristow . They can not discount, because they can not keep 
their reserves except at the regional bank. The country bank dis
counts its bills now with the city bank, the reserve bank where it keeps 
its reserve.

Mr. L ong . Yes.
Senator B ristow . N ow , if it is not satisfied with the reserve bank 

where it keeps its reserve, it will go to some other bank. It has an 
opportunity of going to other banks.

Mr. L ong . Doesn’t it have the same opportunity under this bill?
Senator B ristow . No; the law requires it to carry its reserves in 

this regional bank, and it can not carry them any place else.
Mr. L ong . Could it not keep a deposit any place else?
Senator B ristow7. Oh, it can keep a deposit, but it can not keep the 

reserve. The reserve, under the law, must be in the regional bank.
Mr. L ong . A s I understand it, this bill would not affect the banks 

except those that go into this system. The other banks would be 
independent.

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



BANKING AND CURRENCY. 2837

Senator B ristow . They would be just as they are now.
Mr. L ong . And the fact that the manager of the regional bank 

would be appointed by the Federal reserve board would take away 
the entire control, as the regional bank would not be so entirely con
trolled by the banks as the banks are to-day.

Senator B rtstow . There would be a difference of opinion there. I  
think it would be more so, but then I am just giving you my views. 
I do not want to interrupt you any further.

Mr. L ong . I believe, however, that the bank should not control 
the reserves of the regional bank, and that the capital for those banks 
should not be required from the national banks. I think it should 
be subscribed by the public, so that it would make the regional banks 
entirely independent. In that case it would take away, to a certain 
extent, the monopoly of credit that is now held by a few people.

Senator B r is t o w . That is, you would have the board of directors 
of the regional banks appointed by the Government instead of 
elected,by the banks?

Mr. L ong . Yes; if the capital was supplied by the public there 
would be no reason for the banks appointing the directors.

Senator B r is t o w . N o.
Mr. L ong . A s I understand, this bill provides they shall elect six 

directors.
Senator B rtstow. Yes; they shall elect six directors.
Mr. L ong . I believe that if the banks are to elect directors they 

should only elect three, and the Government should elect the ma
jority.

Senator B ristow . In that event you would not recommend com
pulsory subscription; that is, you would not advocate the principle 
of compelling the banks to create this institution and then not 
allowing them to have the control or a voice in managing a thing 
which their own money had created? You would advocate that it 
be a voluntary subscription and independently managed ?

Mr. L ong . That is it—voluntary subscription and independent 
management. And if the 5 per cent dividend was not sufficient to 
get the capital necessary, I believe it should be increased to 6, so a? 
to allow the stockholders to have a dividend of 6 per cent.

Senator M cL e a n . Have you ever had trouble in securing accom
modations ?

M r. L o n g . Yes, sir; I  have had troubles.
Senator M cL e a n . Do you have competitors in the shoe-machinery 

business ?
Mr. L ong . Yes, sir; I do not know whether the committee would 

like to hear it.
Senator H ollis. I wish you would give us a short history of your 

experience.
Senator M cL e a n . A  year and a half ago, in a hearing before the 

Committee on Interstate Commerce, Mr. Brandeis, or some one, 
then testified before the commitee of the existence in New England 
of parties who were very anxious to organize a competing concern 
to the manufacturers of shoe machinery. As he stated, if I recollect 
correctly, the project failed because the people interested in this new 
concern could not get accommodations from the banks, and they 
could not get it because the banks were in a conspiracy with the old 
shoe-machinery concern. Perhaps you are the person he referred to.

S. Doc. 232, 63-1— vol 3-------58
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Mr. L o n g . N o ; I was not the person he referred to, but I did have 
troubles along that line. I f  the committee would like to hear them, 
I can tell them briefly.

Senator H o l l is . I would like to have a brief statement of that.
Mr. L ong . It was in 1907; I petitioned for a bill in the Massachu

setts Legislature to prevent the shoe-machinery company from mak
ing certain contracts, and that bill was enacted into law after con
siderable controversy. At that time I was a shoe manufacturer of 
this machinery company, and I wanted to be free. During the time 
that contest was on in our factory we discarded the machines of the 
machinery company.

Senator H o l l is . Y ou mean what is known as the United Shoe 
Machinery Co.?

Mr. L ong . Yes. My company discarded the machines of that 
company, and a new company was organized to manufacture shoes 
with machines we bought—secured in different places. Shortly after 
that the United brought seven or eight suits for infringement against 
me personally and against the different companies that made the 
machines and against the new company we organized to carry on 
the shoe business, and I was informed, soon after that, by the 
manager of our machinery company, which was a very small com
pany, that if we did not stop trying to do business in competition 
with the United Co. and give up opposing them, they would see we 
were put out of business.

Senator M cL e a n . Who informed you?
Mr. L ong . The superintendent of our machinery factory. He said 

he was informed by a machine man, and that the information came 
from the management of the department of the United Shoe Ma
chinery Co. The information came to me that they had a representa
tive in every bank in the city of Boston, and they would see to it I 
could not borrow a dollar in Boston of any of the banks with which 
I  was doing business. At that time I had a credit line, when I wanted 
it, of, perhaps, $200,000, and soon after that all the banks I did busi
ness with told me to pay up, and since that time none of those banks 
would give me any credit. I was also informed that this machine^ 
company had power to prevent me from getting credit at any bank 
through New England or even through New York. I had had credit 
in those cities—New York, Springfield, Worcester, and Albany— 
and while I applied for it and they gave me to understand it would 
be granted, it was turned down. I did find one bank in Springfield 
where one of the directors arranged for a line of $25,000 credit. I 
met the credit man of that bank in Framingham on his way to 
Boston, and I was informed that his Boston correspondent would like 
to open an account with me and gave me a line of credit, and he 
took me and introduced me to the vice president of that Boston bank, 
and the vice president, after the Springfield man went out, said: 
“  You do not suppose, Mr. Long, you are going to get any credit here, 
do you; don’t you know that the president of the United Shoe Ma
chinery Co. and five other directors in that company are directors 
here and, of course, you can not get any money here? The result was 
that the Springfield bank turned down the credit.

Senator W e e k s . What bank was that, Mr. Long?
Mr. L ong. That was the First National of Boston.
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Senator B ristow . N ow , you attribute that to the influence of the 
United Shoe Machinery Co.?

Mr. L ong . I had the information before, and that was the result.
Senator B ristow . Was there any legitimate question as to the va

lidity of your solvency: that is, your ability to fulfill your obliga
tions ?

Mr, L ong . There should not have been more question then than 
there ever was.

Senator B ristow . Before that you had no trouble in getting credit ?
Mr. L ong . Before that I  had no trouble in getting credit.
Senator M cL e a n . H ow many years have you been in business?
Mr. L ong . Since 1896, the old company. This was in 1908.
Senator M cL e a n . Were you asking for a much larger line of credit 

than usual?
Mr. L ong . No. No; the banks had loaned me $50,000, or $75,000, 

on credit altogether.
Senator M cL e a n . You said you wanted $200,000?
Mr. L ong . No; I said we had lines of credit of about that amount. 

The local bank of Framingham would always give us credit when we 
asked it. They would be as well informed as anyone.

Senator M cL e a n . What reason did the banks give you for denying 
your credit?

Mr. L ong . Some of them said I  had better get out of the shoe-ma- 
chinery business. They were afraid of the machinery company, what 
it would do to us.

Senator B ristow . That is, you think that these banks that would 
have had a disposition to let you have the money were afraid that in 
competition with the Shoe Machinery Co. you would fail and were 
afraid you would not be good: or were they afraid that the hostility 
of the Shoe Machinery Co. to them would make them lose more 
money than your business was worth to them? Which was it?

Mr. L ong . I think they thought it advisable to be friendly to the 
Shoe Machinery Co., which had a large amount of money on deposit 
in Boston in the different banks. And they did have representatives, 
directly or indirectly, on the boards of most of the banks of Boston, 
or a large number of the banks.

Senator B ristow . N o w , the story you tell is very interesting, and 
of course I think a good deal of that kind of business has been done 
in this country myself. But the strange thing is that gentlemen 
like you think this bill would remedy that situation. I think it 
makes it worse. It seems to me, Mr. Long, you must admit that if 
the banks that can be influenced by the Shoe Machinery Co. should 
control the election of the board of directors of the regional bank 
for New England then they have everything they want, because they 
control the very source of supply and the banks could not go out and 
seek independent help, because the reserves are, by law, forced into 
this bank.

Mr. L ong . That would be true to some extent, but I think even 
under this present bill the three members of the board of directors 
who are appointed by the Federal reserve board would help to bring 
about more independence in banking.

Senator B ristow . Suppose they were not unfriendly to the Shoe 
Machinery Co.; then what would happen?
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Mr. L ong . Suppose they were unfriendly ?
Senator B ristow . Suppose they were not unfriendly.
Mr. L ong . Those three members?
Senator B ristow . Yes.
Mr. L ong . I do not see anything in this bill that would make the 

condition any worse than it is.
Senator B ristow . It would not make it any better, would it?
Mr. L ong . I think it would tend to make it better.
Senator B ristow . Will you please tell me just how?
Mr. L ong . I believe under the present condition there is a large 

concentration of credit. I believe that with these regional banks the 
credit would be distributed.

Senator B ristow . What makes you think that wrhen the regional 
banks are all controlled by the very men that now control the credit?

Mr. L ong . That gets back to the credit, whether the three men ap
pointed by the Federal reserve board would have enough inde
pendence to see that those banks would not be influenced.

Senator B ristow . They are in the minority, aren’t they ?
Mr. L ong . Yes; they are in the minority.
Senator B ristow . H ow  much influence does a minority stockholder 

have in the management of those corporations?
Mr. L ong . I understand that the Federal reserve board have the 

right to remove any of the members of the regional banks, and if 
those three men were independent and saw the banks were not being 
carried on independently they could appeal to the Federal reserve 
board and have those directors removed. But I believe the situation 
would be much better if the banks did not control these regional 
banks—if they did not have a majority of the board of directors.

Senator B ristow . I  agree with you—have the bank as an inde
pendent bank, and that the banks do not own it and do not control it. 
That is an entirely different proposition.

Mr. L ong . I believe it should be that way.
Senator B ristow . But I understood you to suggest that you 

wanted this bill as a remedy, and for my life I can’t see it. I  think 
instead of getting a remedy you are fastening your hands with 
shackles a great deal worse than you are to-day.

Mr. L ong . I  am not looking at myself at the present time.
Senator B ristow . I was referring to men situated as you have 

been.
Mr. L ong . Yes; but I think this bill, while it would not be a real 

remedy, it would to an extent be a remedy, and it would tend toward 
bringing about more independence in banking. I believe, as I un
derstand, this bill intends to bring about a method where banks can 
rediscount their paper and have a credit that will be more elastic 
than the present. I  think the principle is a good one.

Senator B ristow . Yes, Mr. Long. I am sorry to say that a good 
many gentlemen have the same impression you have from political 
stories that have been circulated through the country in order to 
give favor to this bill. But, for myself, I think it is an erroneous 
impression; that that does not come from applying your knowledge 
of practical affairs to the provisions as they are written in the bill.

Mr. L ong . Well, I  believe that under this present bill if  a person 
was discriminated against in a line of credit he could go individu
ally to his local bank:, and if  they did not give him relief there he
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could personally go to the Federal reserve board and point out the 
situation, and it would help to bring about a better condition. But 
I  do not think it is a perfect bill. I think a bill for the purpose of 
having a better system of credit could be drawn, and I  think this 
bill should be amended, and I think the best way to amend it would 
be to take away the control from the banks and not require the banks 
to furnish the capital, except so far as they wished to do it.

Senator B r is t o w . I entirely agree with you on that proposition, 
and, so far as I am concerned, I am in favor of that kind of a bank. 
But that is as antagonistic to the provisions of this bill as anything 
could be.
# Mr. L o n g . Well, you do not think this bill would make the situa

tion any worse than it is?
Senator B r is t o w . I think it would; yes. I think so. I  think it 

concentrates the credit a good deal more than it is now—makes it 
possible.

Mr. L o n g . Don’t you think the publicity that would be brought 
about in the conduct of the affairs of the regional bank would bring 
about more independence in banking?

Senator B r is t o w . I  do not see any publicity here that is provided 
for.

Mr. L o n g . Y ou do not think the three men appointed by the Fed
eral reserve board would have any influence?

Senator B r is t o w . I do not think they would pay much attention 
to it. I f  the board of directors did not pay any attention to this 
experience of yours—the board of directors was off somewhere; it 
was the officers of the bank that turned you down. You will have 
nine on the board of directors, but the officers will run this thing. 
That the directors will come, and they will be presented with the 
matter, and they will decide it is a delusion and a snare for men 
situated as you are, in my opinion. That is the reason I am opposed 
to it, because I do not think it accomplishes anything at all that gen
tlemen situated as you are feel the need of. I do not know anything 
about the facts of your case, but I have no doubt but what certain 
powerful interests can prevent a man from getting credit, no matter 
how good he is, because the banks do not want to incur the hostility 
of those interests; and the men who control those interests have 
power enough and selfishness enough to want to destroy their com
petitors and to do it in any way they can, and they will use their power 
with the banks, and the banks do not want to go up against a dan
gerous proposition. It may not be because they have any part in 
the conspiracy in question, but they are prudent business men and 
do not want to get into a controversy that will be dangerous or detri
mental to the interests of the stockholders, and that will stop them.

Mr. L o n g . There is one provision of this bill relating to farm 
loans that I think would be a good thing for all parts of the coun
try, because the farmers could have a way of borrowing money. 
Even in New England there are a good many small farmers that 
need money for a few months, who own property that is not mort
gaged, and if they could borrow money for a few months from their 
own bank, dealing with the regional bank, I  believe that would be 
a material help.

Senator B r is t o w . It would be a benefit to the farmers you have 
in New England?
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Mr. L o n g . I think so. I think, in my own town of Framingham, 
there are farmers it would help.

Senator B r is t o w . Can you tell us—a few months would not do 
us any good out West—the kind of paper that the farmers have?

Mr. L o n g . I understand those farm loans would be short-time 
paper with the property as collateral.

Senator H o l l is . A mortgage.
Mr. L o n g . Yes; a mortgage.
Senator B r is t o w . Would that be of much use to the farmer in New 

England ?
M r. L ong . I think it would.
Senator B r is t o w . How do they make their loans up there; just as 

business men do, three months’ time ?
Mr. L o n g . Three or four or six months. As I understand the bill, 

they could borrow for six months or eight months, and the banks 
would carry it for a few months and then send it to the regional bank 
for discount.

Senator B r is t o w . In the farming regions in the West and Central 
West a 12-months’ limitation would destroy the usefulness of that, 
because their loans practically are all made for five years; and I won
dered wThat conditions in New England would make a 12-months’ 
farm loan of value to you that it would not be to us out West. What 
crop does the farmer gather that enables him to meet the note ?

Mr. L o n g . They raise hay and other crops. I think hay is the 
principal crop. But there are times that the farmer needs money, 
and I think any help you can give to the farmer might help him to 
raise larger crops and reduce the high cost of living?

Senator B r is t o w . Well, the high cost of living does not come from 
the high price the farmer gets for what he raises. It comes from the 
prices we have to pay after it leaves the farmer. The farmer is not 
getting any more for his wheat now than he got many, many years 
ago. A few things are higher but many things are not. The high cost 
of living has been charged to the farmer, and in making this tariff 
bill—which ought not to be referred to, I suppose—he has been made 
the victim. The real evil is the commercial system we have and not 
the high cost of producing the farm products, in my judgment.

Senator O ’G o r m a n . Has this witness concluded?
Senator B r is t o w . There is nothing else, unless Mr. Long wishes to 

add something else to his statement.
Mr. L o n g . I think I have said about everything I wanted to say, ex

cept to reiterate that I think in this bill, before it is finally enacted, the 
merchant, the manufacturer, and the farmer should be considered; but 
even in its present form I think it would be a benefit to them and 
bring about more independence in banking.

Senator R e e d . H ow  are we to consider the merchants, the manu
facturers, etc., in this bill? H ow  are they to be protected any more 
definitely than they are by virtue of building up a strong, safe bank
ing system, regulated in its great outlines by the Government?

Mr. L o n g . In times of stringency I believe the merchant, the manu
facturer, and the farmer is the man that is refused credit first, and I 
believe this bill, with its rediscount feature, as it is in its present form, 
with its rediscounting privileges, will make a more elastic system of 
credit.
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Senator N e l s o n . Y ou know, of course, that the farmers and mer
chants can not go to these regional banks and get a discount, don’t 
you ?

Mr. L o n g . But their own banks. A  merchant would go to his own 
bank.

Senator N e l s o n . They can do that now, can they not ?
Mr. L o n g . Yes; but the bank in a small town could not loan over 

a certain amount of money to a manufacturer. I f  he wanted more 
money than his bank could loan at the present time, he would be 
obliged to go elsewhere ; but if the bank could rediscount his paper, 
he could get a larger line of credit.

Senator O ’G o r m a n . Can not any bank now find adequate oppor
tunity to rediscount its paper when it has to do that?

Mr. L o n g . I think under the present condition—at the present 
time—the leading banks frown on the idea of rediscounting paper. 
It is not considered to be sound banking.

Senator O ’G o r m a n . And you think the custom will become legiti
mate under the proposed plan ?

Mr. L o n g . I believe under this bill if the banks were required to 
deposit a certain amount of money with the regional banks it would 
bring about a practice of rediscounting paper.

Senator N e l s o n . D o you believe that the banks are the creators of 
wealth, or an}̂  banking system ? Does that create wealth or credit of 
itself?

M r. L ong . I  think a banking system m ay lim it credit or enlarge 
credit. I  do not think they create credit.

Senator N e l s o n . Does not the credit and currency of the country 
hinge upon the prosperity of the country?

Mr. L o n g . Yes.
Senator N e l s o n . And the volume of production— what the farmers 

produce and the manufacturers manufacture, and the merchants 
handle ?

Mr. L o n g . Yes, sir.
Senator N e l s o n . Is not that what makes business? Is not that 

what builds the credit ?
Mr. L o n g . That is.
Senator N e l s o n . And the banks do not do it. They are simply the 

vehicle; the instrumentality ?
Mr. L o n g . Yes.
Senator O ’G o r m a n . Does any other Senator desire to ask a ques

tion ?
Senator R eed . I did not hear this gentleman’s testimony. I have 

been told you say you were engaged in the manufacturing business 
and could not get money ?

Mr. L o n g . Yes, sir; I was manufacturing shoes and shoe ma
chinery.

Senator R eed . Where?
Mr. L o n g . Framingham, Mass. I introduced a petition for a bill 

in the Massachusetts Legislature in 1907 that became a law after 
quite a contest, and at that time I was using machines from that 
company under contracts of lease, and while the legislation was going 
through the house and senate we discarded the machinery from that 
company, and our old company that was under contract went out of
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business and a new company was organized to manufacture shoes with 
machinery that we bought. Soon after that the superintendent of a 
branch of our business that was looking after the machinery in
formed me that through another machinery man, a representative o f 
the United Shoe Machinery Co., word had come along to me that i f  
I  did not stop opposing them tKey would see I would not be able to 
borrow any money in Boston from the banks I was doing business 
with. At that time I had lines of credit in Boston of about $200,000. 
That credit was taken away, and since that time I have not received 
any discounts from those banks.

Senator O ’G o r m a n . Was any reason given by the banks for taking 
that away from you?

Mr. L ong . They said that I  had better go out of the machinery 
business and stop opposing the United Shoe Machinery Co.

Senator W eek s . What banks were you borrowing from?
Mr. L ong . I was borrowing from the Commonwealth Trust Co., 

of Boston.
Senator W eek s . H ow  much credit did you have?
Mr. L ong . I had a line of $100,000. I owed them $50,000, and I 

was promised $50,000 more. The Atlantic National Bank, of Boston, 
I  had a line of credit there up to about $75,000. I was offered a line 
of credit by the New England National Bank of $50,000.

Senator R eed. Y ou did not go out o f business, did you?
Mr. L ong . N o, sir.
Senator R eed. Where did you get your money ?
Mr. L ong . I was obliged to limit my business, to sell through 

retail stores that I owned, and be slow in paying my bills until we 
made money enough to be more independent.

Senator R eed. Are you running now ?
Mr. L ong . Yes, sir.
Senator R eed. Has your business been prosperous since?
Mr. L ong . Not anywhere near as prosperous as before, because I 

was limited for a time in credit.
Senator R eed. But you have not had any failure ?
M r. L ong . N o, sir.
Senator R eed. Y ou have been doing a paying business all the tim e?
Mr. L ong . W e  conducted business all the time.
Senator R eed. What I am trying to get at is whether there was 

any such condition in your business, at the time you say those credits 
were refused, to have led a conservative banker to have refused you 
credit because your business was not in a good condition?

Mr. L ong . I do not think there was. We paid the notes, and the 
different banks refused to make further discounts.

Senator O ’G o r m a n . Did the bank have reason to fear that your 
competition with these other large interests might so involve you as 
to impair your ability to meet your obligations ?

Mr. L ong . I do not think so. I owned real estate, free and clear 
o f encumbrance, that cost me nearly $500,000.

Senator N elson . Were you an incorporated company?
Mr. L ong . Yes, sir.
Senator N elson . Y ou succeeded another company, as I  under

stand it?
Mr. L ong . Yes; the Framingham Shoe Co. is the company that 

succeeded the old company.
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Senator N e l s o n . The old company succeeded that ?
Mr. L o n g . The Framingham Shoe Co. is the present company. 

The old company was the R. H. Long Shoe Manufacturing Co.
Senator N elson . Did you buy out the old company when you 

formed the new company ?
Mr. L ong . I owned the old company. I owned all the stock.
Senator N elson . And you changed into a new company. What 

did you make the change for ?
Mr. L ong . I did not change into the new company. The old com

pany went out of business. It had contracts with the United that 
it could not use any other machinery, and that company went out 
of business.

Senator N elson . That was your company, too?
Mr. L ong . Yes, sir.
Senator N elson . And then you formed a new company?
Mr. L ong . Yes, sir.
Senator N elson . H ow  much stock and bonds did it have?
Mr. L ong . The new company has a capital of $225,000.
Senator N elson . In stock?
Mr. L ong . Yes.
Senator N elson . And how many bonds outstanding?
Mr. L ong . N o bonds.
Senator N elson . N o m ortgage?
M r. L ong . N o, sir.
Senator N elson . And who held the stock?
Mr. L ong . I held the stock, all but a few shares.
Senator N elson . All but 2 shares?
Mr. L ong . All but a few shares—maybe 8 or 10 shares.
Senator N elson . So it was really a one-man company?
Mr. L ong . Yes, sir. The notes I offered to the banks were the 

notes of the Framingham Shoe Co., payable to me, with my indorse
ment.

Senator O ’G o r m a n . With your indorsement?
Mr. L ong . With my indorsement: and I  at that time owned real 

estate in Framingham that cost me about $500,000.
Senator R eed . N o w . you are bucking, as the term goes, this United 

Shoe Machinery Co., consisting in refusing their machines and no 
other ?

Mr. L ong . Yes, sir.
Senator R eki>. And putting in a rival machine?
Mr. L ong . Putting in other machines; yes, sir.
Senator R eed. And your old company had had a contract binding 

it to use the United Shoe Co.’s machines?
Mr. L ong . Yes, sir.
Senator R eed. Did you repudiate those contracts—that is, break 

any contract in any sense—or just refused to keep the machines 
longer ?

Mr. L ong . Yes; we claimed their contracts were illegal.
Senator R eed. Had you agreed to use their machines for a given 

period of years?
Mr. L ong . Yes.
Senator R eed. And you repudiated that by means of reorganiza 

tion?
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Mr. L ong . Not exactly that; the old company was a Massachu
setts company, which simply went out of business.

Senator R eed. It went out of business, and the contract came to 
an end because you no longer used them ?

Mr. L ong . Yes, sir.
Senator R eed. Did this contract bind your company to use the 

machines for a given period of time, or was it terminable when the 
company ceased to manufacture?

Mr. L ong . Most of the contracts would practically terminate when 
the factory ceased to do business. There were some which were con
tinuous.

Senator R eed. Was there any claim that you had been really guilty 
o f a breach of good faith when you adopted this method of escaping 
from the contract?

Mr. L ong . There was never a suit or claim brought against the old 
company on account of the contract. There was some infringement 
suit against me personally.

Senator N e l s o n . Were you the principal owner of the old com
pany?

Mr. L ong . Yes, sir.
Senator N elson . So you simply changed your corporate name?
Mr. L ong . N o ; the old company went out of business.
Senator N elson . Y ou went out of business, and then you took on a 

new name?
Mr. L ong . A new company was organized.
Senator N elson . A new company was organized?
Mr. L ong. Yes, sir.
Senator O ’G o r m a n . What did the old company do with its plant?
Mr. L ong . They had a plant which they hired.
Senator N elson . Did they have any plant which they turned over 

to the new company ?
Mr. L ong . No; the new company bought some merchandise.
Senator N elson . What did the $250,000 of stock represent?
Mr. L ong . Investments.
Senator N elson . In what?
Mr. L ong . Merchandise and cash.
Senator N elson . Good will?
Mr. L ong . N o. There was $25,000 of good will in the company.
Senator O ’G o r m a n . Y ou say the plant held by the first company 

was rented?
Mr. L ong . Yes, sir.
Senator O ’G or.ma n . From you?
Mr. L ong . N o.
Senator O ’G o r m a n . From whom?
Mr. L ong . From the Coburn Manufacturing Co.
Senator R eed. Y ou said there was some infringement suit brought. 

When was that brought, before or after you changed your company 
name?

Mr. L ong . They were brought after the new company was organ- 
ized.

Senator R eed. They claimed you were then using a machine which 
was, in fact, an infringement of other patents?

Mr. L ong . Yes.
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Senator R e e d . Did those suits claim  large am ounts o f m oney as 
d am ages ?

Mr. L o n g . There was no amount; it was simply a suit with a re
quest for an injunction.

Senator R e e d . Were those suits for injunction pending at the time 
the banks said they did not care to let you have any more money?

Mr. L ong . Some of them were.
Senator R e e d . After the suits had been disposed of, did you ever 

again apply to these banks for credit ?
Mr. L o n g . I did .
Senator R eed. Was it still refused to you?
Mr. L o n g . Yes.
Senator O ’G o r m a n . H ow  were the suits decided?
Mr. L o n g . So far as they went they were decided in my favor.
Senator O ’G o r m a n . Are you doing business with any of those 

banks which refused to give you credit then?
Mr. L o n g . N o , sir.
Senator W e e k s . Did the United Shoe Machinery Co. have an 

account with the Atlantic National Bank at this time?
Mr. L o n g . J do not think so.
Senator W e e k s . Y ou do not know whether it did or not ?
Mr. L o n g . No; I do not.
Senator W e e k s . Did it have any director on the board of directors 

of the Atlantic National Bank?
Mr. L o n g . I do not know.
Senator W e e k s . Did anybody connected with the United Shoe Ma

chinery Co. own any stock in the Atlantic National Bank?
Mr. L o n g . I do not know.
Senator W e e k s . Did the United Shoe Machinery Co. have a de

posit in the New England National Bank?
Mr. L o n g . I do not know.
S e n a t o r  W e e k s . Did anybody connected with the United Shoe 

Machinery Co. belong to the board of directors of the New England 
National Bank?

Mr. L o n g . I think they did.
Senator W e e k s . W h o ?
Mr. L o n g . I do not, know, except from what the vice president said 

to me about the loan.
Senator W e e k s . Y ou do not know who?
Mr. L o n g . N o .
Senator W e e k s . Did they own any stock of the New England Na

tional Bank?
Mr. L o n g . I do not know.
Senator W e e k s . Did the United Shoe Machinery Co. keep an ac

count with the Commonwealth Trust Co.?
Mr. L o n g . I understand they did.
Senator W e e k s . D o you know whether it did or not ?
Mr. L o n g . I w as to ld  they did.
Senator W e e k s . Did it have any directors on the board of the 

Commonwealth Trust Co.?
Mr. L o n g . I do not know that.
Senator W e e k s . Did thcv own any stock in the Commonwealth 

Trust Co.?
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Mr. L ong . I do not know.
Senator W e ek s . Before Mr. Long leaves the stand I want to make 

a brief statement, and I would like to have him make any corrections 
in regard to it before he leaves, if there are any points he wants to 
raise.

This is an old story which he has brought to us relating to a con
troversy between himself and the United Shoe Machinery Co. I  
know nothing about its merits; neither do I know of any influences 
brought to bear by any large corporations to prevent their rivals 
from obtaining accommodations in banks. It is possible that such 
may have been done in some cases, but I see no evidence of it in the 
complaint he has made, but in regard to the First National Bank, I 
want to say the information Mr. Long has given the committee is, 
in my judgment, not entitled to any credit.

Mr. L ong. I f  you will allow me to interrupt you.
Senator W e e k s . Let me finish my statement, and then you may 

make any corrections you desire.
At the time to which he refers I was one of the directors of the 

First National Bank, and as I was here in Washington I knew noth
ing personally about this matter. Mr. Long was my opponent in 
the primaries last fall as a candidate for Congress and made his 
campaign against me because of my being on a board of directors 
with certain directors of the United Shoe Machinery Co.

At that time I naturally wanted to find out whether Mr. Long had 
any real grievance against the First National Bank, of which I was 
an officer, so I made inquiry, and I learned as a result of my inquiry 
that Mr. Long did apply for a loan at the bank, but he never had kept 
an account with it. He asked to open an account at the bank by 
making a loan. Ordinarily, when a man predicates opening an 
account by making a loan, there is hesitation on the part of the 
bank as to proceeding any further with him. In this particular case 
one of the vice presidents of the bank, Mr. Dimmell, did say to Mr. 
Long that he did not think his statement warranted the bank’s loan
ing him money under such circumstances, and later on, after he had 
investigated Mr. Long and obtained a report upon his commercial 
rating, he was confirmed in that opinion, so that at another time 
when Mr. Long called at the bank and saw the president and asked 
to open an account and make a loan, the same reply was made to him. 
and that reply was made because, in the first place, Mr. Long had 
been engaged in business in Belchertown, Mass., and had made a 
pretty bad failure in his business, and, in the second place, he not 
only was manufacturing shoes and shoe machinery but he main
tained a considerable number of stores. He manufactures and sells 
the Waldorf shoe. It constitutes a business with a good many strings 
to it, and it has not been the policy of the bank to loan money under 
those circumstances to any borrower.

But these replies made by the president and vice president of the 
bank were made without any consultation with any director con
nected with the United Shoe Machinery Co. or any other director. 
They were based entirely, in my judgment, on the merits o f the case, 
and had no other motive whatever.

Mr. L ong . I would like to correct one statement made by Senator 
Weeks in regard to a failure in Belchertown. I did not make any
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failure. The same company was in business in Framingham that was 
in business in Belchertown.

Senator W eek s . I have always been told—I do not want to do yon 
any injustice—that there were a number of people in Belchertown 
who lost money through your manufacturing industry there.

Mr. L ong . That was a political story.
Senator W e e k s . I f  so, I apologize, and would strike that from the 

record.
Mr. L ong . I did not come here to refer to my own troubles with 

banks. I came before this committee to say that in framing the bill 
the manufacturers and merchants should be considered in the fram
ing of the bill that is to be enacted into law—manufacturers, mer
chants, and farmers. I think they need additional credit facilities 
more than the big industrial corporations and people connected with 
the stock exchange, who, in my opinion, have the first call on the 
money in the banks.

Senator W e ek s . That is a general opinion, I think.
Senator O ’G o r m a n . Are there any further questions? I f not. Mr. 

Long, we will excuse you.
We will now hear from Mr. Vinson.

STATEMENT OF TAYLOR VINSON, ESQ., OF HUNTINGTON, W. VA.

Senator O ’G o r m a n . Mr. Vinson, state your full name, your resi
dence, and business activities for the record.

Mr. V in s o n . My name is Taylor Vinson; my residence is Hunt
ington, W. Va.: I am a lawyer and interested in the coal business.

Mr. Chairman and gentlemen of the committee, I want to apologize 
for the presumption I have in appearing before your committee. 
There are some phases of this bill which is now under consideration 
which I have looked at from the practical point of view of the man 
who has most business with banks as as a borrower, as it affects his 
own personal affairs. I think, in that respect I represent one of a 
very large and numerous class of business men.

I am encouraged to proceed with this statement I am going to make 
by reason of statements I have heard since I have been here, coming 
from different members of the committee. They foreshadowed what 
I have to recommend, and I would not be here, in view of the very 
great and continued criticism coming from such high and respectable 
sources against this bill if I did not have something, which, in my 
judgment, is better to offer as a substitute. I hope that wTill be a 
sufficient apology, Mr. Chairman, for taking up your time for a few 
moments.

In my study of the principles of legislation, wThich I had to do as 
a student of law, there are two or three fundamental precepts which, 
if followed, ought not to lead any legislative body very far astray. 
There are one or two also which I would like to read, and which I 
think are axiomatic.

One is that the supply of currency is a governmental function and 
not a private function. I lay that down as a principle which I will 
elaborate a little later. The exercise of a governmental function 
should never be committed to private persons having personal interests 
to serve. In other words, no judge should decide a case in which he 
is personally interested.
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The central-bank plan, known as the Aldrich plan, and the 
regional-bank plan which is outlined in the bill before this committee 
are the same as far as this principle is concerned, and both these plans 
violate this principle. That is, the regional banks and the central 
bank are owned and controlled by private persons representing pri
vate rights and yet exercising the most sacred governmental func
tions.

Criticisms that have been directed toward the central-bank plan, 
as originated by ex-Senator Aldrich, so far as its being a private in
stitution, governed and controlled by private individuals repre
senting private stockholders, as being a most dangerous exercise of 
power over the supply of currency that is to be issued and controlled 
bv a purely private institution—I say the argument is just as strong, 
it not more so, against the principle that a regional bank as provided 
for in this bill.

Those are two precepts, and I have another on the question of re
serves. The necessity for reserves is to create primarily in the mind 
of the depositor the implicit confidence in the ability of his bank to 
return his money whenever he calls for it. To divert the bank re
serves into the purchase of bills and notes by the reserve agent 
weakens and impairs that confidence and produces fears and appre
hensions that, at times, necessarily lead to panics.

In other words, reserve money if diverted and spent for other 
purposes, however redeemed, ceases to be reserve.

Along that line and carrying out that idea, Mr. Chairman, I 
have prepared a bill which, if I had the honor of being a member 
of this committee, when the committee got into executive session, I 
would move to substitute for the bill now before you.

I will state the principle of this bill very briefly. It is to create 
a currency department of the Treasury of the United States. That 
currency department would be, for the sake of convenience, called 
a Treasury bank. I used that term because I did not think of any
thing more appropriate. That Treasury bank would be governed and 
controlled entirely by a board of governors composed of seven mem
bers. Of course six of these members would be appointed by the 
President; and the Secretary of the Treasury, by reason of his affilia
tion with the business, would be ex officio a member of the board 
but not the chairman.

These members would be appointed for periods of 12 years—I 
mean the 6 members. That is, the first appointment would be two 
for 4 years, two for 8 years, and two for 12 years, so that no Presi
dent, even if he might have the mind to do so—which I feel sure 
he would not—could put in different persons on the board—persons 
affiliated with any particular political party; he would be unable 
to do that.

This would be a board of governors, each of whom would have 
necessarily as a qualification an intimate knowledge of banking con
ditions, but yet be entirely divorced from banking or any banking 
interests, whether as a director or stockholder. This board would 
be as strong and as great in character and in ability to discharge the 
functions that they would be called upon to discharge as you find 
in the character and ability of the members of the Supreme Court 
of the United States to discharge the duties that they are called upon 
to discharge. It would not be influenced by any personal considera
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tions whatever. In other words, it would have a new form along the 
very particular lines of an interstate commerce commission, vested, 
however, with very much greater responsibilities and requiring a 
more conservative exercise of judgment.

Now, then, if that board were created, and we had this bank, if 
you please, which is simply another name for that part of the Treas
ury Department; we will call it a Treasury bank, because under that 
name this department would exercise its functions. Then, if any 
bank in the country, whether National or State bank, desired the 
privilege of rediscounting any of its commercial paper, or I might 
say short-time paper, it would make its application to this board 
of governors along the same lines as provided in this bill, the same 
as would apply to the regional bank. The application would not be 
made directly to the board of governors, would establish State offices, 
if you please, in each collection district of the United States, if it 
was necessary to accommodate the local banks, and they would use 
the internal-revenue collector for that particular district as their 
representative and agent, and he would be under their direction. So 
that when an application came it would go first into his hands, and 
then, having the supervision of the income tax and the excise tax on 
all corporations in his territory, he would have practically a credit 
statement showing the individual credit of most men and most makers 
and indorsers of paper that would come before him for action.

Senator W e e k s . What you propose is to make a separate bank in 
the Treasury Department, which shall, essentially, be a central bank 
under Government control ?

Mr. V in s o n . Absolutely.
Senator W e e k s . That is your proposition.
Mr. V in  s o n . That is it.
Senator W e e k s . Without going into details?
Mr. V i n s o n . Without going into details. It is necessary to go into 

a few details, so that these details may be contrasted with the pro
visions of the bill before you.

Senator H it c h c o c k . Where does the bank get the money it is to 
loan?

Mr. V i n s o n . The Treasury bank?
Senator H it c h c o c k . Yes.
Mr. V in s o n . Well, in the first place, it would be authorized, 

directly, to issue notes—to issue Treasury bank notes. The bonds 
that are now held by the Treasury to secure the circulation of the 
national banks would be reissued and turned over to this Treasury 
bank as 3 per cent bonds instead of 2 per cent bonds, and then all 
the national banks, and all other banks having national-bank notes, 
would simply send those notes to the Treasury bank, and the Treasury 
bank would issue those notes, and in that way you would have a 
retirement of your national-bank notes, the payment of which is 
secured by the $725,000,000 of bonds, 3 per cent bonds instead o f
2 per cents, w7ith the right of the Treasury bank to pledge these bonds 
at any time the gold reserve might run low.

Senator H it c h c o c k . The $700,000,000 of national-bank notes would 
be supplanted by $740,000,000 of Treasury notes to begin with— 
United States notes?

Mr. V in s o n . Yes. sir. Back of those Treasury notes would be the 
same amount of United States 3 per cent bonds.
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Senator H it c h c o c k . They would all be outstanding?
Mr. V in s o n . They would all be outstanding.
Senator H it c h c o c k . A s the bonds came in, where would the 

Treasury bank get the additional funds to lend ?
Mr. V in s o n . Well, I  have not yet reached that point. I wanted 

to explain how the bill will mathematically retire all bank notes, and 
silver certificates and gold certificates, so that the whole country will 
have but one character of paper money.

Senator O ’G o r m a n . Do you provide for the retirement of the 
greenbacks ?

Mr. V i n s o n . Yes,-sir.
Senator W eek s . Before you go on with that, I want to come back 

to your original premise. On what do you base your statement that 
it is a Government function to issue circulation ?

Mr. V in s o n . I base it upon the criticisms that were offered by the 
friends of the present measure against what we call the central-bank 
idea of the Aldrich measure.

Senator W eek s . I s there anything in the Constitution or in the 
practice of nations which warrants any such conclusion ?

Mr. V in s o n . I do not know that it would be a constitutional 
requirement.

Senator W eek s . But it is a constitutional requirement for the Gov
ernment to coin money.

Mr. V in s o n . I mean that would oblige the Government to keep to 
itself the sole power of regulating the currency.

Senator W eek s . I s there anything in the practice of other Gov
ernments which warrants the conclusion that it is a governmental 
function to issue circulation?

Mr. V in s o n . T think the practice of other Governments is directly 
to the contrary.

Senator W eek s . Y ou want to throw away the experience of the 
world and adopt something new?

Mr. V in s o n . I would like to throw away the experience that 
would not be applicable to our own country. A  great deal of stress 
has been laid by the friends of the Aldrich plan upon the fact that 
the banks of England. Germany, and France have been controlled 
along parallel lines to the proposed Aldrich bank so successfully for 
such a long period. That is the precedent which the lawyer would 
call it, that he sites in support of his proposition. But the condi
tions are so very different there from what they are here that the 
precedent ceases to be a precedent upon analysis.

Now, I have no doubt that the people of England and the Gov
ernments of these various countries feel that the Government, as 
such, must retain every particle of the credit that it has, so that it 
may, on extremely short notice, be able to use all that credit and raise 
a tremendous war fund, and that the people, knowing that fact, 
have more confidence, in all probability, in the stability of these 
banks of issue than they would have if the Government stood back 
o f  them. That is not our condition.

Senator N e l s o n . Your idea is to retire the present national bank 
notes by substituting 3 per cent bonds for the 2 per cent bonds, 
and having the Government keep those 3 per cent bonds as a basis 
for this new circulating medium?

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



BANKING AND CURRENCY. 2853

Mr. V in s o n . A s a basis rather of redemption. In other words, 
the bonds would only be let out whenever the notes which the Gov
ernment issued to retire the national-bank notes were presented for 
payment.

Senator N e l s o n . Would you measure the quantity of the notes by 
these new 3 per cent bonds?

Mr. V i n s o n . I think you would measure the quantity the same 
as now.

Senator N e l s o n . Would you not still have this bond-secured cur
rency to that extent? You would have a currency based on 3 per 
cent bonds instead of 2 per cent bonds?

Mr. V in s o n . Yes; that would be it, substantially.
Senator W e e k s . IIow can you redeem a note with a bond?
Mr. V in s o n . You would get one with a bond.
Senator W e e k s . How?
Mr. V in s o n . By selling it.
Senator W e e k s . T o whom are you going to sell them?
Mr. V in s o n . I think anybody would buy them.
Senator W e e k s . Any time anybody came with a note to redeem, 

you would sell the bond?
Mr. V i n s o n . Certainly not. I take it the governors of the bank 

always have on hand a suificient quantity of gold to meet all re
quirements.

Senator W e e k s . Have you provided for that?
Mr. V in s o n . Absolutely. I would give the governors the power 

to sell the bonds------
Senator N elso n  (interposing). You would have the currency re

deemable in gold?
Mr. V in s o n . Absolutely.
Senator N e l s o n . And made a legal tender?
Mr. V in s o n . Absolutely. My idea is this: That any currency— 

that is, the currency ought to be just as good as gold, under any 
and all circumstances. I think the very idea of the expression 
u lawful money ” used in this bill is bad. The idea of having any 
money that is not lawful money, paying debts with it and using 
it in our every-day affairs, using money that is not strictly speaking 
Jawful money, is a bad idea.

Senator N e l s o n . I am asking simply in order to get some light 
on your preposition. Now, beyond the circulation that would arise 
from the conversion of the 2 per cent bonds to 3 per cent bonds, 
what would you base that other extended circulation on, the circu
lation beyond that?

Mr. V i n s o n . For the discount of the notes?
Senator N e l s o n . Well, if you issued more circulating notes than 

would be covered by these new 3 per cent bonds, what would you 
base those on?

Mr. V in s o n . Y ou would not issue any more than were covered by 
the 3 per cent bonds and these notes would have back of them pre
cisely the same governmental guarantee which they have now.

Senator N e l s o n . Y ou would have Government bonds us the basis 
of that currency?

Mr. V i n s o n . Oh. to be sure. The faith of the Government would 
be back of all the note issues.

Senator N e l s o n . H o w  could you get elasticity in the currency?
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Mr. V in s o n . Very simple. As a bank would borrow money, or 
rather, rediscount it at this Treasury bank by the approval of the 
board, it would take notes that would mature inside of 120 days 
out of its own portfolio and have them discounted, and when those 
notes were paid the money arising from the payment of the note 
would go into the Treasury bank again.

Senator N elson . Then, unless }7ou provide the Treasury with a 
special discount fund, the Treasury would simply discount this paper 
by issuing more currency?

Mr. V in s o n . It would.
Senator N elson . So that really you provide, in addition to this 

bond-secured currency, more currency, based upon the paper dis
counted.

Mr. V in so n . Asset currency.
Senator N elson . Go on and give us the rest of your plan.
Mr. V in s o n . That is the plan, in a very few words; so that at no 

time could any individual or any section, or any bank, have any other 
feeling, so far as the currency supply is concerned, than a feeling that 
they had been exactly and justly dealt with.

Senator H itch co ck . H ow  much would you allow a bank to redis
count ?

Mr. V in s o n . Forty per cent.
Senator H itch co ck . Of what?
Mr. V in s o n . Of their loans and discounts.
Senator H itch co ck . H ow  do you arrive at that particular feature?
Mr. V in s o n . Forty per cent?
Senator H itch co ck . Yes.
Mr. V in s o n . Well, I took up the idea and made some little inves

tigation about it and found that, generally speaking, particularly 
among country banks, they would have 40 per cent of what you 
might call loans that would certainly be paid upon maturity. I 
called upon the banks at home in order to get that figure. I do not 
mean to say that is accurate at all, but in order to prevent an infla
tion of the currency there should be a limit of the amount of dis
count that any bank may secure.

Senator H itch co ck . Then, of course, the more the bank extended 
its loans, the greater its ability would be to secure currency from the 
Treasury ?

Mr. V in s o n . That would naturally follow, just as in the bill before 
you the more loans the bank would have the more capacity it would 
have to secure Treasury notes.

Senator H itch co ck . Would it not be safer and more conservative 
to place a limit on the bank’s capital rather than on its action in 
inflating its loans?

Mr. V in so n . A s the loans would mature the primary basis of the 
money to be secured on them would be better.

Now, then, there is another change which it seems to me is par
ticularly desirable. I would reduce the reserves from the 25 per 
cent now required, and the 15 per cent now required—reduce them 
down to 10 per cent; 5 per cent of that reserve would be deposited 
with the Treasury bank and the other 5 per cent would be required 
to be kept in the vault of the bank.

Senator H itc h c o c k . Suppose a bank had taken out bills to the 
full limit, and, in the first place, had loaned out all of its loanable
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funds, so that its reserve is down to the danger line, and then it 
procured 40 per cent additional currency, to extend its outstanding 
loans, and suppose, when it was unexpected, there would be a run 
on it; what would you do?

Mr. V in s o n . It would be limited to 40 per cent at any one time.
Senator H itch co ck . Take a hypothetical case of a bank which has 

$100,000 capital and a million dollars of loans. That is possible; they 
sometimes run as strong as that. Suppose such a bank, having 
loaned to its limit, should go to the Treasury and secure $400,000 
of currency and loan that out, so that it would have $1,400,000 of 
loans outstanding, and then suppose its depositors began a run on 
it so that it w7as pretty well extended. What would that bank do 
to protect itself?

Mr. V in s o n . In the first place, it wTould have its reserve to start 
on, in the Treasury bank.

Senator H itch co ck . Of course, but you say it would be only 15 
.per cent. It would still have 85 per cent of its depositors to pay, 
if they all came in at the same time.

Mr. V in s o n . Where there is a threatened run on a bank it can use 
all of its other assets to borrow7 additional money in order to stop 
that run if in the judgment of the governors it is entitled to it.

Senator H itch co ck . It has exhausted its resources and the Treas
ury would extend its loans?

Mr. V in s o n . Yes, sir.
Senator H itch co ck . Suppose it finds itself in a ŵ eak position, and 

its depositors get into a panic. Having exhausted its resources, how 
can it protect itself from its depositors?

Mr. V in so n . It has the other GO per cent, together with this 10 
per cent of reserves.

Senator H itch co ck . It can not discount those.
Mr. V in s o n . I know. I have a section covering that, so that when 

a bank run is threatened or started upon a bank the Treasury board— 
I mean the board of governors of the Treasury bank—may come to 
its rescue, if in their judgment it is entitled to the credit.

Senator O ’G o r m a n . Y ou would call that an emergency fund?
Mr. V in s o n . Absolutely for an emergency, and the board of gov

ernors would exercise their discretion as to whether it should have 
aid or not.

Senator O ’G o r m a n . D o you think it is prudent to allowT the privi
leges of rediscount in order to enable a member bank to extend its 
line of loans, or should the advantages of rediscount be restricted 
only to the procuring of money with which to pay depositors?

Mr. V in s o n . Senator, I think that, to a certain extent, and I 
might say a limited extent, the bank ought to have :e power to 
get additional money, provided always that it has paper—I mean 
bills and notes—in its vaults that have maturities running from 20 
to 30 to 40 or 60 days up to 4 months that ŵ ill surely be paid at 
maturity.

Senator O ’G o r m a n . Is that not always subject to the danger of 
inflation ?

Mr. V in s o n . It can only be an inflation for 4 months at the 
outside, and the inflation settles itself. It redeems itself.

Senator O ’G o r m a n . Going back for a moment, you suggested sub
stituting 3 per cent bonds without the circulating privilege?
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Mr. V in s o n . No circulation would be required.
Senator O 'G o r m a n . It would simply be a 3 per cent investment?
Mr. V in so n . That is it.
Senator O ’G o r m a n . D o you think that is a sufficient rate of in

terest in these times, even for a Government security—3 per cent?
Mr. V in s o n . Of course those bonds and the interest arising from 

the bonds would be nontaxable, nor would the interest on the bond 
itself be subject to the income or inheritance tax; but I think bonds 
of that kind would command a premium.

Senator O ’G o r m a n . D o you really think so?
Mr. V in s o n . Yes; I do. They are practically commanding a 

premium now.
Senator O ’G o r m a n . The 3 per cent bonds?
M r. V in s o n . I think so.
Senator H itch cock . They are about par.
Mr. V in s o n . About par? I think I saw them quoted at 101.
Senator M cL e a n . I think they have been quoted at 99.
Mr. V in s o n . The last quotation I saw was 101.
Senator O 'G o r m a n . D o you not think the normal trend in the 

future for the interest rate will be upward rather than downward ?
Mr. V in s o n . That depends on the supply of money.
Senator O ’G o r m a n . Having in mind our experience in recent years, 

the trend has been upward?
Mr. V in s o n . That is because the business has grown faster than 

the money, and, of course, as greater capital demands are made, 
naturally that increases the rate which business has to pay for its 
■capital. You take the best railroads in the country to-day, and it 
is very hard for them to get money under 7 or 8 per cent. Four or 
five years ago, until this tremendous capitalistic demand was created 
by the growing business of the country, they could get money for 
4-J or 5 per cent.

Senator O 'G o r m a n . Yes; and some of the best city bonds are now 
being sold at 4} per cent?

Mr. V in s o n . Yes.
Senator O ’G o r m a n . But nevertheless you feel confident that the

3 per cent bond would maintain its value at par?
Mr. V in s o n . I think so, judging from past experience, Senator. I 

do not believe there would be any doubt about it.
Senator H itch co ck . Returning now to this incident of a bank with 

a million dollars of loans, which, on the strength of its loans has se
cured $400,000 of currency, or 40 per cent from the Treasury; then its 
loans amount to $1,400,000. Now, then, would it be entitled to an ad
ditional 40 per cent on the $400,000 ?

Mr. V in s o n . Certainly not. It would not be entitled to any more 
loans until those loans had been paid off and the money arising from 
them was all sent back to the Treasury Department. You would have 
a continuing redemption.

Senator H itch co ck . Y ou would just allow it to make one loan?
Mr. V in s o n . No; I  would give it credit for 40 per cent.
Senator H itch co ck . Tins additional $400,000 would entitle it to an 

additional credit of $100,000?
Mr. V in so n . Not at all.
Senator H itch co ck . It is commercial paper.

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



BANKING AND CURRENCY. 2867

Mr. V in s o n . But you would base that on its deposits out, and it 
may be when it was running up to its full limit; then all that would 
have to be retired and paid before it would be eligible for another 
loan.

Senator H itch co ck . Just allow it one loan?
Mr. V in s o n . Just allow it one loan up to 40 per cent.
Senator O ’G o r m a n . Y ou would give it 40 per cent practically all 

the time ?
Mr. V in s o n . Yes; 40 per cent practically all the time, at the time 

when they required it.
Now, if the paper which was pledged or sold to secure that credit 

was all paid, there is no reason why, if it, has sufficient satisfactory 
paper in its vaults, that another 40 per cent credit might be added to 
it at the time the loan was paid back.

Senator H itch co ck . Let us make it specific. On January 1 the 
bank has a million dollars of commercial paper. It applies to the 
Federal Treasury and gets $400,000 of currency and that exhausts 
what it is entitled to on its commercial paper?

Mr. V in so n . Yes, sir.
Senator H itch co ck . Five days after that it comes to the Treasury, 

and as I have here $400,000—T have now $400,000 of commercial 
paper.

Mr. V in s o n . Yes.
Senator H itch co ck . No; at that time it would have------
Mr. V in s o n . It would not have that $400,000.
Senator H itch co ck , Well, I will restate that. On the 1st of Jan

uary it has $1,000,000 of loans and applies to the Treasury and se
cures $400,000 of currency. As security for that currency it puts 
up $400,000 of commercial paper, leaving $000,000 of commercial 
paper in its vaults, but exhausting its right.

Mr. V in s o n . Yes.
Senator H itch co ck . It thereupon loans out this $400,000 of cur

rency and secures $400,000 more of commercial paper, bringing its 
commercial paper up to $1,000,000 again. Would not it then be 
entitled to another $400,000 of currency?

Mr. V in s o n . I do not think so. Senator, under the plan.
Senator H itch co ck . Well, you have to fijuard against that.
Mr. V in s o n . They would hold the securities, I think, in there. I 

think it would be limited to the 40 per cent.
Senator O ’G o r m a n . Have you prepared a bill?
Mr. V in so n . Yes, sir; I have prepared a bill to that effect.
Senator H itch co ck . There is something in your suggestion: but I 

think the standard has got to be the capital of the bank.
Mr. V in so n . Well, I figured the other way—on the loans and dis

counts.
Senator H itch co ck . Y ou would put a premium upon risky banking. 

The conservative way to figure it would be upon the actual cash capi
tal of the bank, and not upon the paper the bank is manufacturing. ̂

Mr. V in s o n . That may be a good way to do. I had running in 
mind, however, the loans and discounts.

And on the matter of reserves, a great deal has been said about 
reserves; and going back to my primary principle, if you please, a 
reserve that is used for other purposes than a reserve ceases to be a 
reserve. That follows necessarily. Just as to-day the reserves that
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the country banks send to their New York reserve banks under the 
existing system, those banks are practically compelled to use those 
reserves and not keep them there.

Senator H it c h c o c k . Five per cent of them.
Mr. V i n s o n . Yes. I  say that it is a business necessity that they 

must be used. And the very minute they lend that money out, 
whether it is on a stock-exchange collateral, or on time paper, or 
whatever they do with it, it then ceases to be a reserve. And it is 
that fact, if you please, Senator, that creates in the minds of most 
bankers that apprehension, that dread, that fear that—
some time in the next month, or two or three months, we will have a money 
squeeze, and if we do, I had better bo looking out about my reserves, because I 
know to-day that they are not in existence.

Now, it seems to me that that is one fault, if not the great and 
chiefest fault, of our existing system.

Senator H it c h c o c k . You do not mean to have the bank keep them 
all in cash, do you ?

Mr. V in s o n . I would keep it in cash; one-half of it in the bank 
itself for its daily uses. I would have it keep that much more over 
its daily uses. Of course, it would have to deposit a lot of other cash 
in its correspondents, to take care of its business. And yet I would, 
keep in the Treasury always a 5 per cent reserve, available any 
minute.

Senator H it c h c o c k . What would the Treasury do wTith it?
Mr. V in s o n . They would simply hold it as a basis of its own circu

lation, if you please. I would have that paid in 1 per cent a month, 
for 18 or 20 months; have it paid in there as a permanent reserve 
fund.

Senator H it c iic o c k . Y ou mean as a basis for circulation?
Mr. V in s o n . I mean as a basis for the notes it issued to the banks 

that applied for them.
Senator H it c iic o c k . Y ou mean in case they are presented for pay

ment ?
Mr. V i n s o n . Yes; in case they are presented for payment. A  por

tion of that reserve, or a small portion of that reserve, might be used.
Senator H it c iic o c k . Would not the Treasury be doing exactly 

what you object to the New York banks doing, using the reserves of 
those banks?

Mr. V i n s o n . That is true; but it will be limited to using a very 
small portion of the reserves. The very fact, however, that the gold 
is there will create in the minds of the people into whose hands the 
notes go a confidence and a belief that they are safe.

Senator H it c iic o c k . What portion of it would you allow the 
Treasury to use?

Mr. V in s o n . From 1 to 2 per cent of it. The very fact that it is 
there, however, and available for the use of the bank is a creator of 
the confidence that is necessary in the conducting of the bankmg 
business.

So, I think, that our experience along that line should justify a 
position that would be against the diversion of reserves by the banks 
as they exist—and also the same practice that is now proposed to be 
perpetuated in the bill that is now pending.

In other words, the regional banks will lend out the banks’ reserves 
for the district in which it is located.
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Senator H it c h c o c k . Only two-thirds of it.
Mr. V in s o n . Two-thirds of the reserves?
Senator H it c h c o c k . Yes.
Mr. V i n s o n . Well, that would be subject to control, would it not?
Senator H it c h c o c k . No; the banks are required to keep a reserve 

themselves of 33J per cent, which means that they are permitted to 
lend out a maximum of 6G§ per cent of their reserves.

Mr. V i n s o n . Of their reserves? That is what I thought. They 
would lend out two-thirds of the reserves that are put »n there, and 
upon which the banks would have to depend to be used in a case of 
emergency.

Now, I want to point out, or make some contrast------
Senator H it c h c o c k  (interposing). Well, of course, in case of 

emergency, those individual banks can always apply to the reserve 
bank, and the reserve bank can procure currency to meet an emer
gency.

Mr. V i n s o n . Yes: if it has got the gold.
Senator H it c h c o c k . Yes.
Mr. V in s o n . I f  it has not got the gold it can not.
Senator O ’G o r m a n . D o you think an internal-revenue collector 

could as intelligently pass upon applications for rediscount as the 
officers of a regional bank, as provided for in this bill?

Mr. V i n s o n . I think. Senator, very much more so.
Senator O ’G o r m a n . D o you not think the average collector, under 

the new income-tax law, will have all he can attend to in performing 
the ordinary duties of his office, without imposing this additional bur
den upon him?

Mr. V in s o n . T would think there should be: and m y  bill provides 
for an increase of his force, so that he would be at the head of the 
business that he has now to attend to.

Senator O ’G o r m a n . Your plan, then, would really impose upon an 
internal-revenue collector a substantial part of the banking system 
of the country, would it not?

Mr. V in s o n . Only in getting information and passing upon the 
solvency of the paper that the banks have to offer; and also------

Senator O ’G o r m a n  (interposing). Well, that is one of the two 
most important functions of the proposed bill, is it not?

Mr. V in s o n . That is one of the functions that he w ould have to 
exercise, and he would have most of the information right in his office, 
by reason of his other duties.

Senator O ’G o r m a n . Y ou , of course, recognize that the abilities 
that might qualify a man for internal-revenue collector might not 
furnish the necessary equipment for performing the duty that you 
would now assign to him?

Mr. V in s o n . 'That may be very true. I say that might be very 
true, but the machinery to get at the information concerning the sol
vency and the desirability of the paper which the banks would offer 
for rediscount could be ascertained very much quicker by him.

Senator O ’G o r m a n . D o you not think that could be used to very 
much better advantage—and I can see that it could be used to advan
tage—by putting that information that an internal-revenue collector 
may have at the service of a regional bank, for instance, or the offi
cers of a regional bank? They would be at liberty, under the law, to
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make an examination of any returns that may be lodged in the office 
of the collector of the district.

Mr. V in s o n . I can readily understand that, if the regional bank 
would establish in each State or in each collection district an agency 
for securing this information------

Senator O ’G orm an  (interposing). For credit information?
Mr. V in s o n . Yes; for credit information. Why, doubtless it could 

be done as well. It would have to be done, though, in connection with 
the internal-revenue collector’s office; that is, to make it accurate.

Senator O ’G o r m a n . Yes.
Mr. V in s o n . N ow , it could be done, I  think, very much more 

effectively if it was done under his direction, because he has already 
got most of the information in his office.

Senator O ’G o r m a n . Y ou see, there is a sentiment prevailing in 
this committee largely, if not entirely, at the present time that the 
provision in the original bill making certain Cabinet officers members 
of the reserve board is unwise and will probably be rejected by this 
committee—if I may venture to say that much now—because of the 
belief that a Cabinet officer has all that he can attend to in looking 
after the business of his department, just as an internal-revenue col
lector has probably all he can attend to in looking after the affairs 
of his office. And men charged with the great responsibility—none 
greater, perhaps, under our system—of looking after the banking 
facilities of this country as contemplated by this bill or any similar 
bills will be required to be capable and big men, giving all their 
time------

Mr. V in so n  (interposing). That is true.
Senator O ’G orman  (continuing). To those duties and to no other 

duties.
Mr. V in so n . I say that is true. The idea I had in making the 

Secretary of the Treasury a member of this board was not so much 
to exercise the same kind and character of functions* as the other 
members of the board—I mean the same time and duty—but to have 
him be in touch with it.

Senator O ’G o r m a n . Yes.
Mr. V in s o n . So that one could be interdependent upon the other.
Senator O ’G o r m a n . I f you have your bill ready, we will have the 

stenographer insert it in the record.
Mr. V in s o n . Thank you. Yes; it is ready.
(The proposed bill referred to will be found at the conclusion of 

Mr. Vinson’s remarks.)
Senator N elson . Let me ask you a question in that connection. 

In your system what change, if any, do you make in bank reserves?
Mr. V in s o n . I reduce them; I reduce them from 25 to 10 per cent.
Senator N elson . Yes; you reduce them. But would you still al

low the reserves to be kept in reserve cities or central reserve cities, 
or would you have the reserves kept in the Treasury Department?

Mr. V in s o n . Kept right in the bank.
Senator N elson . Y ou would reduce the reserves and have them all 

kept in the Treasury?
Mr. V in s o n . I mean one-half of them.
Senator N elson . And the other half in the vaults of the bank?
Mr. V in s o n . Yes; the other half in the vaults of the bank.
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Senator N e l s o n . Would you do away with reserve cities and cen
tral reserve cities?

Mr. V i n s o n . Absolutely.
Senator O ’G o r m a n . That would be your method of mobilizing and 

concentrating reserves?
Mr. V in s o n . Absolutely. My own idea is that a reserve should be 

a real and an actual reserve.
Senator N e l s o n . And a protection for the depositors?
Mr. V j n s o n . And a protection for the depositors, and not a reserve 

that is represented only by a credit on some bank’s books.
Senator O ’G o r m a n . Yes.
Senator N et,s o n . Loans and discounts?
Mr. V i n s o n . Yes; loans and discounts.
Senator N e l s o n . I see.
Mr. V i n s o n . N o w , I want to contrast some of the provisions I have 

outlined with the provisions of the present bill.
Senator N e l s o n . Yes; I would be glad to hear you do that.
Mr. V in s o n . I want to take up the difference between the board of 

governors that I have outlined and the board of directors of the 
regional banks, and let us see which one would probably, if not neces
sarily, do the simplest and fairest justice to all the banking interests 
and the industrial and commercial interests.

I will first take up the regional directors. There are six of these 
directors and that is a majority of------

Senator N elso n  (interposing). O f two-thirds.
Mr. V in s o n . Of two-thirds that will have the control of this bank. 

Now, to illustrate the criticism that I have to offer on the bill as now 
drawn------

Senator O ’G o r m a n  (interposing). Is that not a modified control? 
It is all subject to the final supervision and control of the Federal 
reserve board here at Washington, is it not?

Mr. V in s o n . I do not understand that the reserve board at Wash
ington would pass, or assume to pass, on the judgment exercised by 
the board of directors of the regional bank on questions of discount. 
I mean on questions of rediscounting paper; I do not think they have 
any power to do that under the present bill.

Senator N e l s o n . Well, they would if it was the purpose to obtain 
currency. I f  the rediscount was for the purpose of obtaining cur
rency by the regional bank, then the board would have a voice in the 
matter.

Mr. V i n s o n . I do not understand, Senator, that the reserve board 
would ever pass on the application of any bank for rediscount to the 
regional banks. I understand that that would be determined entirely 
by the board of directors of the regional bank. I mean------

Senator N e l so n  (interposing). You mean to the member banks?
Mr. V i n s o n . To the member banks, yes; that is what I am speak

ing of.
Senator N e l s o n . Well, the member banks can not draw currency 

except indirectly.
Mr. V in s o n . Well, they can get credit, which is the same thing.
Senator N e l s o n . They have to apply to the regional bank for the 

currency.
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Mr. V in s o n . I understand. That is what I say, that the directors 
of the regional bank will pass upon whether it will allow me, as a 
banker, to get currency and rediscount my paper there or not.

Senator N e l s o n . Yes; you are right about that.
Mr. V i n s o n . And the reserve board will have nothing to do with 

that, except, of course, to furnish a general supply of currency that 
goes into the regional banks. But how that supply shall be distributed 
to the different banks in the different sections of that particular re
gion is left exclusively to the board of directors of that bank.

Senator N e l s o n . Of the regional bank?
Mr. V in s o n . Yes; of the regional bank, I mean.
Now, let me illustrate by what probably would be a fair example 

in the event that this bill becomes a law as it is now written.
The States of West Virginia, Virginia, Kentucky, Tennessee, Ala

bama, and Georgia would, in all probability, go into one region. 
Then in the organization of that regional bank there are six directors 
to be elected by the banks—in three groups. The three largest cities 
in that group would be Richmond, Va.; Atlanta, Ga.; and Louis
ville, Ky.

Each one of these groups would elect two directors. One would be 
a director of one of the banks and the other would be a friend.

The larger cities, controlling the money centers and having their 
correspondents all over the States, particularly that in which they are 
located, can concentrate the vote upon the man they would recom
mend, whereas in a State like Tennessee or West Virginia, that has no 
large city, the banks there would not know the people who had been 
offered or nominated by these large banks. And in that way each of 
these three large centers, if you please, both commercial and industrial 
and banking centers, would dominate necessarily the selection of these 
directors.

Senator N e l s o n . That might be possible as to six of them, but three 
of them------

Mr. V in s o n  (interposing). I am speaking of the six now, Senator, 
and I will come to the three a little later on.

Senator N e l s o n . Yes.
Mr. V i n s o n . N o w , what is the result of all of that? Take, for in

stance, the group of the banks in Louisville, Ky., to illustrate the 
point I want to make. They select from among their number a direc
tor of one of their banks for class A. Then they select some friend, 
who is supposed to represent the industrial and commercial interests, 
under class B.

Now, of course, that will be a personal friend, necessarily, of that 
particular group of banks that will get together and combine their 
efforts, and they will secure the greatest number of votes in the dis
trict—I mean in that particular group in that district—just exactly 
as it will occur in Richmond, Va., and will occur in Atlanta, Ga.

In other words, with the influence of the large centers, why, they 
can say and will say, 44 We want our directors to be elected here, be
cause we want men that we know ourselves.” In other words, they 
will proceed upon the theory that “ we want our friends in court,” and 
it is perfectly natural that they should do that. Then, when they get 
their friends------

Senator O’Gormax (interposing). I f  they can.
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Mr. V i n s o n . Well, they can do it. because they have got more 
power, and they can concentrate.

Senator O ’G o r m a n . H ow  will they have more power?
Mr. V i n s o n . They will have more power in this way: Take the 

banks in and around the larger cities and the small towns; they do 
their business in these large cities, and frequently the same parties 
that get a control of the larger banks in the city have shares of stock 
in a small way in a country bank, so as to tie the two together, 
rather, in a system and work in harmony. That is a characteristic 
all over that section of the country. You will find that the repre
sentatives—the cashiers and presidents, or some large stockholder— 
in a large bank will have his friends and his interests with the small 
banks, in order to get their business. It is rather a close corporation. 
It is a usual practice, and is a benefit to both of them.

Senator H it c h c o c k . Suppose they get the directions they want, 
what can they do with them ?

Mr. V i n s o n . Well, let us see. Then the directors are installed. 
There are two there representing the interests of the bankers in Rich
mond, V a . There are two representing the interests of the bankers 
in Louisville, Ky. There are two representing the interests of 
bankers in Atlanta, Ga. There are none there to represent the inter
ests of local banks, outside of a minority that would be appointed 
by this Federal reserve board.

Senator H it c h c o c k . N o w , assuming that, what can they do?
Mr. V i n s o n . Let us see: The first thing they will do is to sit down 

and appoint a discount committee, composed, perhaps, of three 
members.

Now, that discount committee is the real governor of that bank; 
and, of course, they will appoint that committee out of their own 
number. Naturally, they will have the power to do it and will exer
cise that power. Every piece of paper that comes up there from any 
bank in those five or six States must meet the approval of this dis
count committee.

It must be remembered and kept in mind that each member of this 
discount committee—or, rather, one member of it, surely—is a 
director of a bank of his own, and the other two are so tied up with 
the banking interests, either as borrowers or as friends of the bank— 
they may be railroad presidents, for that matter, or they may be 
the heads of the largest manufacturing establishments of the coun
try—yet they are great borrowers of large sums of money. In other 
words, those banks select their friends.

Then the question comes up of segregating and determining who 
shall have discounts at the bank and who shall receive favors, if they 
are not in a position to grant favors all around; and it is more than 
human nature could be expected to do, I think, to expect that those 
men will not grant their favors to their own cities.

Senator B r is t o w . There is no doubt about it.
Mr. V i n s o n . D o you think there is any doubt about that, Senator?
Senator B r is t o w . Not a bit.
Senator H it c h c o c k . What would you think of a provision that a 

member bank is as a matter of right entitled to discount to the extent 
of its capital stock, and no member bank shall have the right to dis
counts exceeding twice the amount of its capital stock, so as to limit 
the power of this board of directors?
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Mr. V in s o n . Senator, there is not any question in the world that it 
does and can mean nothing else. I know that there has been a lot of 
fear expressed by well-meaning people that the Federal reserve board 
and also the local board, although selected by banks, would be sub
ject to political manipulation. I have no fear of that. But, Sen
ator, the thing that I do fear is that they will be subject to and inter
ested in business manipulation.

Senator O ’G o r m a n . What is your answer to Senator Hitchcock’s 
question ?

Mr. V in s o n . I beg your pardon. Will you please ask the question 
again? I did not get it.

Senator H it c h c o c k . I say, what would you say to the proposition 
that the discretionary power of the board of directors should be so 
limited that any bank, being a member of the system, should be en
titled to discount to the extent of its capital stock at any time on the 
presentation of paper that comes within the terms of the bill, and 
that no member bank should receive discounts in excess of twice its 
capital stock?

Mr. V in s o n . Senator, if you are going to pass this bill along the 
lines on which it is drawn, it seems to me that your suggestion will 
be an absolute necessity.

Senator H it c iic o c k . Would you allow the board of directors some 
discretionary power?

Mr. V i n s o n . Naturally, I would allow them the discretion of say
ing what paper is good and what paper is not good. Of course they 
could use that discretion to the very great detriment of a section or a 
lot of banks which they do not want to favor.

Senator O ’G o r m a n . Would not Senator Hitchcock’s suggestion be 
also valuable in minimizing the dangers incident to inflation and 
overexpansion, which might exist if there was substantially no limit 
upon the activities of the regional bank in extending credits?

Mr. V i n s o n . I think undoubtedly that it would be a most danger
ous thing to do to leave the bill in the form in which it is now, which 
is that a bank may get a discount to an unlimited extent upon the 
paper which it has.

Senator H it c h c o c k . N o w , another question. What would you 
think of having one rate of discount on paper up to the extent of the 
capital stock of a bank and a higher rate of discount if it goes above 
that in its discounts?

Mr. V i n s o n . I think that the rate of discount should be variable, 
so that if a bank had a disposition to extend to too great an extent its 
discounts it could be discouraged.

Senator N e l s o n . And check by a higher rate?
Mr. V i n s o n . Yes; checked b y  the higher rate.
Senator N e l s o n . Yes.
Mr. V in s o n . In the bill I have prepared I provide that the board 

of governors shall regulate the rate, not less than 2 per cent and not 
more than 6 per cent.

Senator H it c iic o c k . Well, I think the rates ought to be the same 
to every member bank; and I am inclined to think that when a bank 
passes a certain amount in its discounts and still requires more, it 
ought to pay a higher rate for those discounts.
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Senator N e ls o n . Y o u  will find in practice— as to having one uni
form  rate, i f  you had a dozen regional banks, or six or eight, you  
would find that it would not work in practice.

Senator H it c h c o c k . I mean to say that every regional bank must 
have the same rates for its member banks.

Senator N e l s o n . Yes; but we could not have the same rate for the 
several regional banks over the country.

Senator H it c h c o c k . Well, I  want to approximate that at least by 
providing that the currency furnished the regional banks shall be 
furnished on the same terms to each of them.

Senator N e l s o n . Yes; that is right.
Senator O 'G o r m a n . Have you concluded your observations, Mr. 

Vinson ?
Mr. V in s o n . I simply wanted to point out, in a brief way, some 

other objections to the present bill.
One objection, and I think it is a very serious one, is that it will 

withdraw, by reason of the requirements under the bill that the bank 
shall pay 20 per cent of their capital into the regional banks—10 per 
cent at all events and probably 20—and in addition to that an aver
age of about 8 per cent on all deposits------

Senator O’Gorman (interposing). Five per cent.
Mr. V i n s o n . That is, in the------
Senator N elson  (interposing). Country banks.
Mr. V i n s o n .  Yes; in the country banks. Nine per cent in the large 

banks. Senator, I think it is.
Senator N e l s o n . It will probably average about 8 per cent.
Mr. V i n s o n .  I think it will average about 8 per cent.
Senator N e l s o n . That is after three years.
Mr. V i n s o n .  Yes; T mean when the bank is really in running order.
Senator N e l s o n . Yes.
Mr. V in  s o n . Now, let us see just what that really means. That 

really means that, in round numbers, there would be something over 
$100,000,000 on a 10 per cent basis, or $200,000,000 on a 20 per cent 
basis; and for the sake of the power vested there, we will say the $200,- 
000.000 is withdrawn from the banking power of the country by 
reason of the assessments on their capital.

Now, in addition to that, there is withdrawn an average of 8 per 
cent on all deposits, which, in round figures, would be $480,000,000 
more.

Senator O 'G o r m a n . O f  course, you think that would all possibly 
cause a contraction in the credit?

Mr. V i n s o n . Naturally.
Senator O ' G o r m a n .  Yes. Now, suppose the contributions were 

not made until the time had arrived—or it was close to the time when 
the banks could begin the rediscount features of the bill, so that the 
two things would be simultaneously—the money paid in and the right 
to withdraw it?

Mr. V i n s o n .  That was the very point T was coming to. I think 
(and I believe I have very good grounds for thinking) that the banks 
would be very reluctant to go into the discounting at all, and would 
only do so under compulsion.

Senator O ’G o r m a n .  What would you think of a proposition re
quiring the national banks to contribute only 5 per cent of their capi
tal, and allowing them to pay that 5 per cent in five payments?
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Senator N elson . Monthly payments—what would you say to that?
Senator O ’G o r m a n . Monthly, or perhaps a longer period, extend

ing to a year or 18 months. Would not the withdrawals be so grad
ual that they wrould not perceptibly interfere with the credit of the 
country ?

Mr. V in s o n . I f  you would limit it to 5 per cent, I think that would 
be true. But when you are holding over these banks—every one of 
them—the prospect, and you might say the expectation, of a call for 
10 per cent more------

Senator O ’G orm an  (interposing). No; I say suppose the law pro
vided for only 5 per cent ?

Mr. V in s o n . I mean, if you limit it to 5 per cent— that is, the 
amount of capital to be taken by the banks—and then do run it over 
a period of 18 to 24 months of course it would be withdrawn so grad
ually that it wyould not be the same shock to the business community.

Senator O ’G o r m a n . Would you say that that would create a suffi
cient fund for the regional banks to do business with?

Mr. V in s o n . I think so.
Senator N elson . What have you to say as to the number of regional 

banks ?
Mr. V in so n . I do not know, Senator. I f  you are going to have 

regional banks at all, I do not see any objection to having four or 
five.

Senator N elson . What about a dozen?
Mr. V in so n . Or a dozen.
Senator O ’G o r m a n . What about two dozen ?
Mr. V in s o n . Well, of course, you limit the power of the regional 

banks to do good by increasing the number. But you do more than 
that. There is an advantage to it, because you bring it down closer 
to the banks that need it; and these local banks will exercise more 
influence and be more independent the greater the number of regional 
banks.

Senator O ’G o r m a n . Well, if you had but four or five regional 
banks, each regional bank would have branches and agencies within 
its region.

Mr. V in s o n . Yes; that is, I mean if you have competitive agen
cies located in the different localities, then I think two or three 
regional banks will be sufficient.

Senator O ’G o r m a n . Yes.
Mr. V in so n . They would have to do all their work through their 

local agencies everywhere and simply sit up there and pass upon 
those things.

Now, there is one other matter I wrant to call the attention of the 
committee to, and that is the character of the paper that is eligible 
for rediscount. I am constrained to believe that the authors of the 
bill allowed this provision to go in through oversight—that is, the 
kind of notes that are to be eligible for rediscount in the regional 
reserve banks.

According to this, and the definition is not clear, it says:
Upon the indorsement of any member bank any Federal reserve bank may 

discount notes and bills of exchange arising out of commercial transactions.
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And then the bill undertakes to define what the term “ commercial 
transactions ” means.

That is, notes and bills of exchange issued or drawn for agricultural, indus
trial, or commercial purposes, or the proceeds of which have been used or may 
be used for such purposes.

And then it limits definition as follows:
But such definition shall not include notes or bills issued or drawn for the 

purpose of carrying or trading in stocks, bonds, or other investment securities.

Now, I can not quite believe that the committee that prepared the 
bill really meant just what they have said in there, because if they 
did, it means that most of the transactions in the country—I mean 
the business transactions and the paper growing out of them, how
ever solvent and safe it may be—are blacldisted; they are outlawed.

In other words, if I own stock in the bank and I want to sell that 
stock to some person, no matter how good their credit may be, he 
may say, “ I will give you my note for it due in 90 days,” and I am 
more than willing to do it.

The man who gives the note, the maker of the note, there is no 
question of his responsibility. I take that note to my bank and I 
want to get the currency to get it discounted. My banker looks at 
it and says, “ You secured this note by selling your stock to Mr. 
Smith.” I say, “ Yes.” He says, “ Then I can not take it.”

Senator O ’G o r m a n . I  do not think it is necessary to dwell on that, 
because it was obvious that it was the design of the authors to con
fine the restriction to purely speculative transactions.

Mr. V in s o n . Yes.
Senator O ’G o r m a n . And the committee, if I mistake not, will see 

that the verbiage of that provision is substantially changed, so that 
it will not operate to your prejudice in a case such as you now sug
gest.

Mr. V i n s o n . Yes. Well, I am very glad of that.
Senator B r is t o w . I unfortunately had to leave during a part of 

your statement, Mr. Vinson, but, as I understand it, you propose a 
Treasury bank, in substance ?

Mr. V i n s o n . Yes, sir.
Senator B r is t o w . That shall exercise these functions of rediscount, 

and so forth?
Mr. V i n s o n . Yes, sir.
Senator B r is t o w . And that the evil that you think is incident to 

this bill in the organization of the boards of directors of the regional 
banks, and I agree fully with your ideas, would be entirely elimi
nated, because this Treasury bank, as you call it, would be governed 
by a board appointed by the President ?

* Mr. V i n s o n . Yes, sir.
Senator B rtstow . And it would be a bank of rediscount ?
Senator O ’G o r m a n . And o f  reserve.
Senator B r is t o w . And a bank of issue and a bank of reserve?
Mr. V in s o n . Yes, sir.
Senator B r is t o w . And as a practical man you have no doubt but 

that the control, the vital control, of the regional banks will be by the 
big banks that have the largest number of country correspondents in 
the region ?
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Mr. V i n s o n . I think it is absolutely inevitable.
Senator B ristow . And any practical man can not have any other 

view about it, it seems to me.
Mr. V in s o n . I do not think they could.
Senator O ’G o r m a n . Are there any other questions?
Senator N elson . Y ou had better leave your bill with the committee, 

Mr. Vinson. And I ask, Mr. Chairman, that the bill be printed in 
the record.

Senator O ’G o r m a n . Yes; it will be printed in the record.
Mr. V in s o n . I want to extend my thanks for your courtesy, gentle

men.
Senator O ’G o r m a n . We are very much instructed by your sugges

tions.
(The bill referred to is as follows:)

AN ACT To create a Treasury bank, to provide an elastic currency, to afford means of 
selling or rediscounting commercial paper to provide a more effective supervision of 
banking in the United States, and for ether purposes.

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the short title of this act shall be the 
“ Treasury bank act.”

Sec. 2. There is hereby created an additional department of the Treasury of 
the United States, to be known as the United States Treasury bank, to be or
ganized and vested with the powers and duties as hereinafter prescribed. It 
shall continue in existence until such time as Congress may determine by sub
sequent legislation. Under the name of “ Treasury bank ” it m*y bring and 
prosecute any suit in equity or action at law in any court of the United States 
within whose territorial jurisdiction any one of the defends ns may reside, re
gardless of the amount in controversy, for the purpose of enforcing nnv claim 
it may have growing out of the provisions of this act. It shall be located in the 
city of Washington, D. C

Sec. 3. The Treasury bank shall be under the control and direction of a board 
of governors composed of seven members. The Secretary of the Treasury shall 
be ex officio member of the board. The other six members shall be appointed 
by the President, by and with the advice and consent of the Senate. Two 
members of the board shall be appointed for the term of 4 years and two for 
the term of 8 years and two for the term of 12 years, and thereafter all appoint
ments of members of the board shall be for a period of 12 years, except rp- 
pointments to fill vacancies shall be for the unexpired term only. Not more 
than three of the board to be appointed by the President shall at any time 
during their term be members of the same political party. The appointed mem
bers of the board shall receive a salary of $12,000 per annum, and the Secre
tary of the Treasury shall receive a salary of $4,000 per year for acting as 
member of the board. From among their number the board shall from time to 
time select a chairman. The board is hereby authorized and directed to appoint 
a secretary and such agents, representatives, and employees as may be ne^ps- 
sary in executing the provisions of this act. The board shall prescribe the 
duties and fix the compensation for all persons appointed or employed by it. 
All appointees and employees of the board shall hold their positions only during 
the pleasure of the board. The board is hereby empowered to establish HI 
rules, regulations, and conditions for the purposes of carrying out and enforc
ing the provisions of this act. The members of the board appointed by the 
President shall devote all their time to the duties herein imposed f,nd shall havo 
no pecuniary interest in any banking institution subject to this act during the 
time they are acting as such members. At least three members of the board 
shall have had a banking experience prior to their appointment. The board 
shall cause to be kept a record and books of account of all their transactions 
and proceedings. The board shall provide suitrble offices in the Treasury 
Building if practicable, and if there should not be accommodations in that 
building then as near thereto as may be. Any member of the board may be 
Impeached for incompetence, neglect of duty, drunkenness, or gross partiality
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in favor of or against any bank or group of banks, or locality, in the adminis
tration of this act. Such impeachment proceedings shall be the same as pro
ceedings for the impeachment of Federal judges, and during the time the im
peachment is pending such member of the board shall be suspended and pro
hibited from acting as a member of the board.

Sec. 4. The Treasury bank shall be the custodian and depositary of all Gov
ernment moneys and funds, which shalls be drawn upon by check or draft to 
meet governmental expenses and appropriations, under rules and regulations 
to be prescribed by the Secretary of the Treasury: Provided, however, That all 
Government deposits in national banks at the time this act goes into effect may 
remain with such banks until such time as the Secretary of the Treasury may 
determine. Government revenues as collected may be deposited with the Treas
ury bank at its State offices, under rules and regulations to be prescribed by 
the board. The board is hereby empowered to use the office of the collector of 
internal revenue for each diserict as a State or local agency, and the collector 
of each district shall be under the control and direction of the board, in aid of 
executing this act. The board shall prescribe the compensation to be paid the 
collector.

r e d e m p t i o n  o f  e x i s t i n g  n o t e s .

Sec. 5. All national banks shall, as soon as practicable after this act takes 
effect, transmit to the Treasury bank all the notes of national banks and all the 
notes and certificates issued by the United States, except gold certificates, which 
they may have or thereafter acquire, and shall receive therefor an equal amount 
of the notes of the Treasury bank in such denominations as the national banks 
may designate.
‘S e c . 6. The Treasurer of the United States shall turn over to the Treasury 

bank all the bonds deposited by national banks to secure circulation, and 
thereupon the obligation of national banks to redeem their outstanding notes 
in species shall cease and determine, but said banks may redeem their outstand
ing notes in Treasury bank notes. The Treasury bank shall redeem all na
tional-bank notes on demand either in gold or with its own notes at the election 
of the holder of the national-bank notes. Upon application of the board the 
Secretary of the Treasury shall issue 3 per cent bonds of the United States in 
exchange for 2 per cent bonds at par. The interest on the bonds to be issued 
shall be payable semiannually and the principal in 25 years, both principal and 
interest payable in gold. The bonds so issued shall become the property of the 
Treasury bank and may be pledged or sold from time to time to provide specie 
when required for redemption purposes. The Treasurer of the United States 
shall determine the premium on bonds deposited to secure circulation, based on 
the average market value of such bonds for the year 1912, and shall pay such 
premium to the banks depositing the bonds, and shall also refund to the national 
banks the 5 per cent heretofore retained to cover expenses of redemption.

S e c . 7. Any holder of notes or certificates heretofore issued by the United 
States in any form or denomination, or of gold coin or gold bullion, may deposit 
the same with the Treasury bank and receive therefor the notes of the Treasury 
bank in like value and amount. All notes and certificates heretofore issued by 
the United States coming into the Treasury bank shall be redeemed by the 
Treasury of the United States by paying to the Treasury bank the specie there
for according to the tenor thereof and in compliance with existing law for 
such redemptions. The notes and certificates redeemed as in this section pro
vided shall be canceled or destroyed.

S e c . 8. After this act becomes operative no notes shall be issued by national 
banks, nor shall the United States Treasury Department issue any notes or 
certificates to be used as a circulating medium. Any notes issued by State 
banks, trust companies, or State banking institutions, intended as a circulating 
medium, shall pay an annual tax of 10 per cent on the par value thereof to the 
United States. The issue of notes or certificates intended as a circulating 
medium shall hereafter be limited to the Treasury bank. And all notes issued 
by the Treasury bank shall be redeemed in gold, on demand, either by the 
Treasury bank or the United States Treasury at the election of the holder 
thereof.

S e c . 9. The United States Treasurer shall pay to the Treasury bank in gold 
the principal and interest of the bonds delivered to the Treasury bank as the 
same become due and payable, after deducting any sums which the treasurer 
may have paid in redemption of national-bank notes.

S. Doc. 232, 63-1— vol 3------ 60
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PURCHASE OF SECURITIES FROM BANKS.

Sec. 10. It shall be the duty of the Treasury bank to purchase negotiable 
notes, acceptances, and bills of exchange from national banks and pay therefor 
its own notes issued for that purpose upon the following terms and conditions), 
viz:

(a) The amount of such securities which may be purchased from any national 
bank shall not at any one time exceed 40 per cent of the loans and discounts of 
the bank selling the same; and

(&) The maturity of the securities purchased under this section shall noi 
be for a longer period of time than 120 days from the dates of their purchase: 
and

(c ) All such securities shall be approved by a majority of the board of gover
nors of the Treasury bank. The board may for any reason reject any security 
so offered for sale; and

(d) All securities purchased hereunder shall be indorsed by the bank offer
ing the same, authorized and directed by resolution of the board of directors of 
said bank. Such indorsement shall constitute a first lien upon all the assets of 
the bank as a security for the payment of the paper so indorsed at its ma
turity; and

(e ) Upon default in the payment of the purchased security when it is due 
and payable, the governors of the Treasury bank may direct the Comptroller of 
the Currency to take possession of said bank and all its assets, and forthwith 
collect therefrom a sufficient sum to pay any such defaulted paper, unless the 
indorsing bank shall pay the same to the Treasury bank in the same manner as 
if there had been no default; and

( /)  Upon all securities purchased the Treasury Bank shall charge a discount 
fee of not less than 2 per cent nor more than 6 per cent per annum of the prin
cipal and accrued interest, to be deducted from the proceeds arising from said 
sale, the residue of such proceeds to be transmitted to the order of the selling 
bank in the notes of the Treasury Bank; and

(g ) The funds arising from the payment of the securities purchased shall be 
forthwith returned in currency to the Treasury Bank, which when done shall 
release the indorsing bank of its obligations assumed by virtue of its indorse
ment; and

(h ) The board of governors of the Treasury Bank shall cause such independ
ent examinations to be made of the national banks and the securities offered 
and owned by them from time to time, as in their judgment may seem expedient.

STATE BANKS AND TRUST COMPANIES.

Sec. 11. Any trust company or banking institution organized under the laws 
of any State or Territory of the United States, having a paid up and unimpaired 
capital of not less than $25,000, may avail itself of the provisions of section 10 
of this act and sell to the Treasury Bank negotiable notes, acceptances, and bills 
of exchange owned by it upon the same terms and conditions applicable to 
national banks.

Sec. 12. From the sums arising from the bond-interest payments provided for 
in section —  and the discount on purchased notes provided for in sections 10 
and 11, and interest paid on deposits in banks, section — , the board of governors 
shall pay the cost and expense of executing the provisions of this act, and the 
interest on sums deposited with it as reserves, as required in section — , and the 
residue of its income shall be credited to the United States at annual periods.

Sec. 13. Each national bank shall keep an available cash reserve of not less 
than 5 per cent of its deposits in its bank and not less than 5 per cent of its 
deposits with the Treasury Bank. Deposits of reserves with the Treasury Bank 
shall be m gold and may be made in five equal instalments of four months 
each after this act takes effect. Reserves required by the law now in force shall 
not be reduced below 15 per cent until the full 5 per cent has been deposited 
with the Treasury banks. The reserve shall only be used in emergencies to 
meet the demand of depositors, and shall be subject to call by the bank owning 
the reserves with the approval of the board of governors of the Treasury Bank.

Sec. 14. The board of governors of the Treasury Bank may, in their discretion, 
advance notes of the Treasury Bank to any national bank or trust company or 
State banking institution in an amount sufficient to meet a run upon said banks
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or trust companies by its depositors, whenever in the judgment of said board 
such bank or trust company is perfectly solvent. But the board of governors 
shall only issue such Treasury Bank notes upon ample and easily convertible 
security to be approved by the board.

Sec. 15. The board of governors may authorize the Treasury bank to deposit 
with national banks, State banks, or trust companies any Government funds 
not required to meet current demands. Such deposits shall be secured by bonds 
of the United States, or State or municipal bonds, delivered to the Treasury 
bank for that purpose. Not more than 75 per cent of the par value of State 
or municipal bonds so delivered shall be deposited with the applicant where such 
bonds are offered as security. Such deposits may be withdrawn at any time 
by the Treasury bank upon giving 20 days’ notice of its intention so to do. The 
board of governors in determining the banks to receive such deposits shall be 
governed as far as practicable by the currency requirements in the different 
sections of the country. The bank receiving such deposits shall pay to the 
Treasury bank interest at the rate of 3 per cent per annum. As additional 
security for the repayment of such deposits, the Treasury bank shall have a 
first lien upon all the assets of said banks.

Sec. 16. The board of governors may establish branch offices of the Treasury 
bank in each of the States and Territories of the United States where the con
veniences of the banks located in that State or Territory may require, and 
prescribe rules and regulations for the management of said offices.

Sec. 17. Banks and trust companies desiring to sell securities to the Treasury 
bank, as provided in section 10, shall make application therefor upon blanks to 
be furnished by the board of governors, specifying in detail the kind of security 
with names of makers and indorsers and date of maturity, and upon receiving 
such application the board shall send a representative forthwith to examine 
said bank and the securities offered, who shall report to the governors. For 
the purpose of making the investigation the board may designate any regular 
bank examiner who is available. The Treasury bank may keep at any branch 
office a sufficient amount of its own notes or Government funds to facilitate 
the delivery of proceeds of purchased securities to the bank selling the same.

Sec. 18. The governors shall publish a weekly statement of the transactions 
and condition of the Treasury bank, and make a report to the Senate and House 
of Representatives every six months, and at such other times as either may 
request.

Sec. 19. The board of governors may authorize national banks to establish 
branch banks in foreign countries, under such requirements, rules, and regu
lations as the board may prescribe.

Sec. 20. The board of governors shall prescribe the form, size, and denomina
tion of all Treasury bank notes to be issued hereunder, and may exchange new 
notes for notes that are mutilated or soiled. All notes issued by the Treasury 
bank shall be a legal tender, and accepted in payment of all debts, dues, and 
obligations, public and private.

Sec. 21. The board shall prescribe rules and regulations whereby national 
banks will be permitted to make loans on real estate security: Provided, how
ever, That loans upon real-estate security shall Pt no time exceed 20 per cent 
of their paid-up and unimpaired capital.

Sec. 22. All notes issued by the Treasury Bank under the provisions of this 
act shall become obligations of the United States, payable in gold on demand, 
at the office of the Treasurer of the United States, and the Secretary of the 
Treasury is hereby empowered to issue and sell, or pledge the bonds of the 
United States for the purpose of providing gold necessary to redeem the notes 
issued by the Treasury Bank as the same may be required. The bonds author
ized to be issued under this section shall be 40-year bonds from the date of 
issue, bearing 3 per cent per annum, payable semiannually, both principal and 
interest payable in gold. Neither principal nor interest of such bonds and those 
mentioned in section — shall be subject to any tax or levy by the United States, 
or any State or municipality thereof, nor shall the same be subject to any 
income or inheritance tax imposed by the United States, or any State or 
municipality.

Sec. 23. A ll  acts and parts o f  acts, inconsistent w ith  the provisions of this 
act, are hereby repealed.
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STATEMENT OF F. J. SYME, OF NEW YORK, N. Y.

Senator O ’G o r m a n . Y ou are the publisher o f The Shareholder, 
Mr. Syme?

Mr. S y m e . Yes, sir.
Senator O ’G o r m a n . What is The Shareholder ?
Mr. S y m e . It is a regular Wall Street paper; strictly a Wall Street 

paper.
Senator O ’G o r m a n . What do you mean by that?
Mr. S y m e . I mean that the news it contains is almost exclusively 

relating to Wall Street affairs.
Senator O ’G o r m a n . It is a financial paper, is it?
Mr. S y m e . It is a financial paper; yes, sir.
Senator O ’G o r m a n . You have been conducting it for how many 

years ?
Mr. S y m e . For 17 years.
Senator O ’G o r m a n . Y ou are the editor of it?
Mr. S y m e . Yes, sir.
Senator O ’G o r m a n . What were your business activities before you 

became the editor of this paper?
Mr. S y m e . For a time I was interested in the selling of municipal 

bonds. Previous to that, however, I was located in New Orleans, 
La., and was largely in the rice-milling business.

Senator O ’G o r m a n . And then for the last 17 years you have been 
a student of finance, have you ?

M r. S y m e . A student o f finance, yes.
Senator O ’G o r m a n . And you have been familiar with the financial 

conditions in the country?
Mr. S y m e . Yes, for the last 25 years.
Senator O ’G orman .. Y ou have read the pending bill, have you?
Mr. S y m e . I have; yes, sir.
Senator O ’G o r m a n . Will you state to the committee what comment 

you have to make upon it?
Mr. S y m e . Well, gentlemen, one of the objections to that bill, as I 

see it, is the fact that it takes from Congress the right to designate 
what securities shall be taken to the Treasury Department and 
currency given for them. That has always been a right of Congress. 
Congress has always exercised that pecuiiar right. It was congres
sional legislation that stated that gold could be deposited with the 
Treasury Department and Treasury notes given out for the gold. 
It was also under a law of Congress that Government bonds could be 
taken to the Treasury Department in the same way and currency 
issued for those Government bonds.

At a later period the question came up whether silver could be 
taken to the Treasury Department and the holder receive currency 
for it; but Congress balked at silver and said “ no.”

Now, these were all congressional functions, the functions of Con
gress. At the present time it is proposed that a different class of 
securities shall be taken to the Treasury Department and currency 
issued for them; but the bill does not say that Congress shall say 
what those securities shall be. It does not state, for instance, that 
Congress shall say that such and such a security can be taken to the 
Treasury Department------
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Senator N elson (interposing). But can Congress do any more 
than lay down general rules ? How can Congress take up each piece 
of paper in detail and examine it and say whether it may be used?

Mr. S y m e . Very easily, Senator; that is done every day.
Senator N elson . H ow  could we pass on the paper here in Wash

ington ?
Mr. S y m e . I will tell ĵ ou how it is done. Take the stock ex

change of New York, for instance. It designates certain stocks and 
bonds which shall be listed.

Senator N elson . Yes.
Mr. S y m e . Our various State legislatures also designate what bonds 

shall be safely invested in by the savings banks. That question of 
designating is not near as difficult as you would suppose. It is very 
easy, in fact.

Senator O ’G o r m a n . What change would you suggest in the lan
guage used in the act?

Mr. S y m e . On that particular point?
Senator O ’G o r m a n . Yes.
Mr. S y m e . I would suggest, for instance, that all this designating 

be done by Congress.
Senator O ’G o r m a n . Congress will designate in this act, if it is 

enacted.
Mr. S y m e . N o ; I do not understand it so. Your act says that 

the regional bank shall do the designating—start the thing. It is 
their volition that starts the whole proceeding.

Senator N elson . N o ; we lay down the rule in the bill. We de
scribe the class of paper.

Mr. S y m e . Y ou describe the class?
Senator N elson . Yes; in the bill.
Mr. S y m e . Y ou do not designate the particular thing. You do 

not say, for instance, that the bonds of the New York Central Bail- 
road Co. can be taken to the Treasury Department.

Senator N elson . We do not want them.
Mr. S y m e . Well, I took that stock as a case in point. There are 

lots of other things you do want. For instance, what you want—.—
Senator N elson (interposing). What we want is commercial paper.
Mr. S y m e . That is not the whole object of the bill. All right, 

then, state your man. You pass a law that the notes of John D. 
Rockefeller shall be received at the Treasury Department and 
Treasury notes be issued for them. State your man. I f  you want 
a certain man, state your man.

Senator N elson . We have got to have a census of the country on 
that. [Laughter.]

Mr. S y m e . I say I rather object to this bill on account of its 
change of the whole tendency of the country on that particular 
point, as to the designation of what shall be used and what shall not 
be used.

Senator N elson . We would have to have a census of all possible 
borrowers in the country in order to put them in an act of Congress.

Mr. S y m e . I do not think that is the case. Of course that is a 
matter of opinion. But I do not think that is so. I  think, in other 
words, that Congress can, in a very short time, pick out a billion 
or two of dollars of stock throughout the country, or, if you choose.
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commercial paper throughout the country, and that when this is

Sresented to the Treasury Department currency shall be issued for it. 
ow, there is a whole lot of trouble that has grown out of the fact 

that Congress proposes to give up that right to designate. That 
right to designate, I do not think for the best interest of the country 
or Congress itself, for that matter, it should give it up. I think it 
is one of the perquisites of Congress, and it should be held onto.

Senator N elson . Well, we are glad to get everything we can. 
[Laughter.]

Mr. S y m e . You just take and see where all that leads to. You 
take, for instance, a case where Congress does not do that. These 
regional reserves do do it. The result of it all is that instead o f 
looking at the thing, which Congress would look at, these regional 
reserves look at the man, and all the modern finance is directed to
ward looking at the thing. For instance, a man comes to that bank 
and wants to get a discount, say, of $100,000, or $200,000, or, i f  you 
choose, $1,000. The bank president considers the man more than he 
does the actual thing.

Senator N elson . What is the actual thing in that case?
Mr. S y m e . In that case it would probably be the man’s general 

reputation. He was known as a man of good repute, and because 
he is known as a man of good repute the discount is allowed. As to 
what he brings there, it is not of near as much value as his general 
repute. In other words, the banking system of the country gradu
ally gets down to the point where good repute is everything and the 
thing on which the loan is to be made is nothing. Good repute is 
at a premium. The actual thing itself is at a discount. Now, I 
can illustrate that, perhaps, very well by a little incident that oc
curred in my own affairs only two or three days ago. I went to a 
certain gentleman from whom I had been accustomed to borrow for 
the last 10 years. I, of course, do hot owe anything at the present 
time. He was a private banker. I wanted to get a loan on some 
presses, some newspaper presses. We happened to need a little 
money. I suggested to him that he make me a loan on the two 
presses we had. He would not do it. The thing was not the right 
thing. There was a case where the man was a sensible man.

Senator N elson . Did you offer a mortgage?
Mr. S y m e . Oh, yes. That part would have all been fixed up, but 

he objected. The thing was not right; the security I offered him was 
not right. My general repute was all right, of course, and also the 
party who was interested with me, but that man, of course—he was 
a' wealthy man—took the right view of the case. He wanted the 
thing to be right, and not the man. Now, this law will reverse all 
that. It will make the man everything and the thing nothing. 
Most of the loans that will come into the Federal Treasury under 
those circumstances will be based not upon the thing but upon the 
general reputation of the man, and I regard that as slightly objec
tionable. I think, in other words, that the Government, in loaning 
its money out, ought to stick to the general idea of regarding the 
security more than regarding the individual that brings it there; 
and the whole tendency of this law, so far as I can see, is to exalt 
the man above the thing that he offers as his security.

Well, now, there is another feature of the case. It is proposed, 
under this bill, as far as I can make it out, that Government notes
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up to about seven or eight billion of dollars will be issued, and it is 
doing it on pieces of paper that I do not think are legally drawn for 
any such purpose as that. I have my doubts as to whether there is 
any paper in existence, to any such amount as that at all events, which 
the Government can, with safety, take and issue any such large 
amount of governmental certificates for. In other words, I think 
before any such extensive amount of loaning out is gone into we ought 
to have a system of national incorporation under which of course 
there would be governmental supervision over a great many of our 
corporations. And under tlio.se circumstances the loans of such com
panies, I think, would be correct for this particular purpose. I have 
my doubts as to whether a single piece of paper exists in the country 
to-day on which the best results would be received by the Government 
for the issuance of this very large amount of credit.

There is another decided objection to this plan, and that is the per
manency connected with it. Under this plan these regional banks can 
take a piece of paper to-day and pass it through and get the money 
for it. To-morrow they probably would not do the same thing. So 
there is no permanency connected with this peculiar thing. I do not 
think, in other words, that the bill as it stands would improve the 
general condition of the country a bit. I think it would raise a num
ber of general conditions which would be unfavorable. I am satisfied 
that what some of these gentlemen have said here to-day is true. I 
am satisfied there would be a very large amount of favoritism grow
ing out of it. Certain regional banks would make up their minds to 
favor certain institutions, certain manufacturing establishments. 
Take a case, for instance, where a regional bank was located in Louis
ville, if you choose. That particular bank would want to build up the 
interests of Louisville.

Senator R eed . Oh, we can not assume any such thing as that, when 
this bank at Louisville will not be officered by Louisville bankers and 
when the whole thing is under command of the general board. Is 
there any other criticism you have of this particular bill?

M r. S yivie. I  rather think that it is a bad bill. I  have nothing in 
particular to say o f the bill.

Senator R eed . It is just a general idea?
Mr. S y m e . Yes.
Senator R eed . I s there any other gentleman here waiting to be 

heard?
Mr. P e c k . I would like to be heard for a few moments.

STATEMENT OF L. T. PECK, CASHIER OF THE FIRST NATIONAL 
BANK OF HAWAII, HONOLULU.

Senator R eed . Proceed, sir.
Mr. P e c k . I would like the privilege of calling to the attention of 

the committee, Mr. Chairman [Senator ReedJ, that the act provides 
for the entry into a new system of national banks located in the con
tinental United States. That, in itself, elimniates the insular United 
States—the organized Territory of Hawaii. I have no objections to 
make to that. ' The bill, as it has come to the Senate, I am making 
no objection to that part of it, but there are provisions in this bill
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which seemingly apply to all existing national banks, whether con
tinental or insular.

There are five national banks in the island of Hawaii, one in the 
island of Oahu, of which I am cashier, and four in the island of 
Maui. Now, on the island of Oahu is stationed at present a large 
military force, and large revenues are collected from public dues, 
and large disbursements are made, relatively speaking. The pay of 
the troops alone is something in the neighborhood of three and a half 
millions a year. The disbursements, probably, will be upward of 
five millions a year.

Senator R eed. What are the average deposits of that bank ?
Mr. P e c k . The deposits of our bank at present, exclusive of the 

Government deposits, are about one and a quarter millions. The 
capital is $500,000; the surplus and profits about $230,000 more.

Senator R eed. What other national banks are there on that island?
Mr. P e c k . None, sir.
Senator R eed. Any other banks of any character ?
Mr. P ec k . Yes, sir; there are. The capital, surplus, and profits 

of the four leading banks in Honolulu alone are something like three 
and a half million dollars—the commercial banks. Then there are 
trust companies, savings banks, and private banks which bring the 
total capital and surplus up to about four and one half millions.

Senator R ef.d. H ow many national banks are there in the islands, 
speaking of all of them ?

Mr. P e c k . Five.
Senator R eed. N o w , what you want this committee to do is to 

consider those islands and the advisability of taking the banks of 
those islands into the bill?

Mr. P e c k . Not exactly, Senator. I said I had no criticisms to 
offer as to the action of the House in excluding Hawaii from the 
benefits or provisions of the bill.

Senator N elson . Y ou are willing to be excluded?
Mr. P e c k . I beg your pardon?
Senator N elson . Y ou are w illing to be excluded from  the system?
Mr. P e c k . We are not anxious to be excluded. We do not pre

tend to come up from out little island Territory and suggest to the 
Congress of the United States just how they shall legislate for this 
Nation.

Senator R eed. But do you want to be taken into this general plan 
or do you want to be left out of it?

Mr. P e c k . Speaking for myself and for my own bank, the First 
National Bank, which is the largest national bank there, I would 
say that up to this time we have never felt the need of a rediscount 
market. I do not think our bank has ever rediscounted a dollar of 
its paper, and the banks in the Territory have taken care, very 
readily, of the commercial needs of the Territory thus far. I came 
here to suggest that in passing this bill the existing rights of the na
tional banks in Hawaii be not unduly affected, because there are 
provisions in this bill which seemingly provide for partial annul
ment of portions of the national-bank act that would apply to us. 
For instance, it says in this bill that the section referring to the 
counting of 5 per cent redemption money lodged by any national 
bank in the Treasury shall no longer be allowed to any national 
bank. That, of course, includes the five banks in Hawaii; and it
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also provides in section 16, and this is the important part of it, which 
I especially wish to bring to the attention of the committee, that 
all moneys now held in the general fund, etc., shall be deposited 
in Federal reserve banks, etc., and thereafter the revenues of the 
Government shall be regularly deposited in such banks, and dis
bursements shall be made by agents, drawn against such deposits. 
1 should like to suggest that provision be made that that does not 
affect the Government depository or such depositories as may here
after be established in Hawaii. There is now a depository there— 
our own bank is a depository—with a maximum balance of $500,000, 
and upon it is placed the responsibility of making all of the dis
bursements and financing all of the cash needs of the Army, the 
Navy, and the other bureaus of the United States Government sta
tioned in Hawaii.

Senator R eed . Under a special act?
Mr. P e c k . Under the general banking act we have been designated 

as a depository by the Secretary of the Treasury and deposit United 
States bonds and Territorial bonds to secure that.

Senator R eed. When you say “ responsibility placed upon you ” 
you mean------

Mr. P eck  (interposing). As a depository.
Senator R eed. You mean as to the matter of paying those bills?
Mr. P eck . As a fiscal agent of the United States.
Senator H itch co ck . The Government is really under compulsion 

to use your bank there, if it uses any bank. It could not use a re
serve bank in the United States to make payments in Hawaii?

Mr. P eck . No, sir.
Senator H itch co ck . At least, I suppose you have to cash the 

Government checks there?
Mr. P e c k . All of the disbursing accounts, 39 of them, are kept with 

the depository itself and not in the Treasury of the United States. 
That was for the convenience of the Government.

Senator N elson . Does the Government remit the cash to you or 
how do you get it there?

Mr. P -’c k . I  think it has only remitted once, in any actual cur
rency.

Senator H itch co ck . What is the method of paying those bills?
Mr. P e c k . They are paid in gold coin and silver.
Senator H itch co ck . Where does the Government get the gold 

from ?
Mr. P e c k . From the public revenues, the import duties, customs, 

and internal-revenue receipts, and also placing the main-land credits 
to the credit of the depository when there are not sufficient local re
ceipts to meet the disbursements.

Senator H itch cock . That is, the customs and internal revenues 
are paid into your bank by the Government officers, and then taken 
out by the officer who makes the disbursements?

Mr. P e c k . Yes.
Senator H ic h co c k . The Government does not ship gold to make 

payments there?
Mr. P e c k . Exactly.
Senator H itch co ck . But it pays out of your bank because it has 

a credit in your bank from the receipt of revenues ?
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Mr. P e c k . Yes, sir; revenues.
Senator N elson . That belongs to the Territory?
Mr. P e c k . They belong to the United States Government.
Senator N elson . They do not exceed the customs duties and inter

nal revenues?
Mr. P e c k . And surplus moneys and funds are deposited elsewhere.
Senator N elson . I suppose you get exchange from the Pacific 

coast—from San Francisco—do you not?
Mr. P e c k . We utilize the exchange conditions between the islands 

and the mainland, and do this free of cost to the Government.
Senator N elson . Instead of shipping the currency there you ex

change your credits?
Mr. P e c k . Exchange them, as far as we are able. Occasionally, 

actual shipments are made, and whenever the revenues between 
steamers exceed the disbursements between steamers, we remit the 
excess deposits to the United States Treasury.

Senator N elson . D o the revenues of the Government that are col
lected by the Government there equal the disbursements of the Gov
ernment in your islands?

Mr. P e c k . Not at present.
Senator N elson . So there is a small balance that has to be sent 

there in some way?
Mr. P e c k . Quite a balance at the present time, Senator.
Senator R eed . The question I  wTant to get at is this, whether the 

banks out there want to come into this system or whether they wTant 
to be excepted from the bill and under some special provision ?

Mr. P eck . Well, Senator, we are the only national banks in 
Honolulu, and on the island of Hawaii there are other banks of lesser 
size.

Senator R eed. There are other banks on the island of Haw7aii?
Mr. P e c k . I said of lesser size. There are four banks on the island 

of Maui.
Senator R eed. -National banks?
Mr. P e c k . National banks, country banks, located right out in 

small villages.
Senator N elson. There are four right outside of this bank of 

yours, as I understand it?
Mr. P eck . Yes, Senator.
Senator N elson . National banks. Now, what he wants—I can see 

what he wants—he wants the Bank of Hawaii treated just like these 
regional banks are to be treated in respect to Government funds; 
that is, it is to be made the depository of Government funds there 
for disbursement. That is wrhat you desire, is it not, without com
ing into the system ?

Mr. P e c k . I am afraid I have not made myself clear. I will state 
it again. In legislating for the national banks in the continental 
United States I would suggest that you see to it that the legislation 
in no particular unwittingly affects the present status of the insular 
national banks in Hawaii. That is the proposition.

Senator N elson . Where do you keep your reserves at present ?
Mr. P e c k . And let me add  ̂ also, Senator, that that has nothing 

to do with the question of whether or not we come into the system. 
I  would answer that on its merits—that question. We keep our re
serve in designated reserve agents with San Francisco and New York.
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Senator N elson . That is, except what you have to keep in your 
own vaults?

Mr. P e c k . Yes. We are supposed to keep in our own vaults, by 
law, 6 per cent reserve; but on account of our isolated position, being 
six days removed by sail from San Francisco, we actually have to 
keep in our vaults, at present and have for some time past, something 
approaching 50 per cent of our demand liabilities, in order to be able 
to furnish the cash on the checks of the Government disbursing offi
cers, in order to supply the coin for the pay of the troops, etc., and 
other disbursements of the Government. I simply want that the 
status shall not be unwittingly affected by the passage of this bill.

Senator N elson . I would like to suggest that you prepare such 
amendments as you think would fit your case.

Mr. P e c k . I have just drawn up a few lines here, Senator. As I 
am a layman, they very likely would have to be altered, but the sense 
is in them. It would be, perhaps, to take the place of section 29:

Each and every provision of this act relating to national and other banks, 
banking associations, and trust companies shall apply only to those located in
the continental United States.

And I would also suggest that the committee make provision for 
the proper collection and depositing of public revenues in all places 
where there are collecting offices of the Government and no reserve 
bank provided for at that point, or no agency of a reserve bank, 
because if neither a reserve bank nor a branch be established where 
the revenues originate, there will be no place for the revenues pro
vided for in the bill to be deposited at all; because they must be de
posited, apparently as collected, in those reserve banks.

Senator N e l s o n . I can see it would be a great outrage to your 
Territory to take the revenues away from your bank and put them  
into the continental United States. That would be a great mistake.

Mr. P e c k . It would be an embarrassment to the Government which 
would be severe.

Senator N e l s o n . The Government would have to transmit the 
funds there to pay its bills?

Mr. P e c k . It would. And as everything there is paid in coin, and 
if they should keep transporting the funds from month to month 
eventually, perhaps, they would have a good share of the gold reserve 
of the mainland in that island.

Senator R eed . Are you inclined to come into this system?
Mr. P e c k . I would like to ask if the committee thinks it is practi

cable to take us in, being practically 2,000 miles away, and, for all 
commercial purposes being, as it were, like a foreign country. I  
would like to discuss that with the committee, if it desires.

Senator R eed . I expect we ought to hear about it, ought we not ?
Mr. P e c k . It is not provided in the bill now. It says the conti

nental United States shall be divided into districts.
Senator B r is t o w . Would it be practicable for you, 2 ,000  miles 

away from the United States, to be able to be a part of this system?
Mr. P e c k . I f  we needed discounts in a hurry we could send word 

by mail—six days to San Francisco, wait three or four or five days 
for a return steamer—and six days later we would get our reply. And 
in the meantime we might either be out of commission or not need the 
relief.
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2880 BANKING AND CURRENCY.

Senator R eed. D o you consider, then, you ought to be required to 
carry a larger reserve by law than you are now, if  you are allowed 
to keep there, in this isolated position, an isolated banking system ?

Mr. P e c k . We do that there now. We carry, instead of 6 per cent, 
the minimum required by law, a minimum of probably 40 per cent. 
And, in ordinary requirements, they practically balance each other in 
one island, where the whole thing, as it were, is a wash between 
debits and credits, and we provide for the coin requirements o f the 
United States Government for the pay of its troops, who are paid in 
actual gold coin, and the naval expenditures—everything is paid in 
gold coin.

Senator R eed. Why could not they be paid in ordinary national- 
bank notes?

Mr. P e c k . Because of the habits of the people.
Senator R eed. It is just a matter of habit, is it?
Mr. P e c k . Yes, sir; from time immemorial. Originally in these 

islands they had moneys from all parts of the world. In 1873 they 
had a Hawaiian coinage minted in the United States.

Senator N elson . Do you have currency circulating in the shape 
of gold certificates ?

Mr. P e c k . No, sir; we have gold coin. The people do not care 
to carry paper money. There is no paper money in circulation to 
speak of.

Senator B r i s t o w . None in circulation?
Mr. P e c k . Not to speak of. As fast as it accumulates from the 

tourists it is gathered together and held for the accommodation of 
returning tourists and the unused portion is shipped back by express 
or registered mail, insured, to the mainland.

Senator B r i s t o w . California uses a great deal of gold coin. I 
suppose there is more down there than in all the rest of the United 
States, and it is used even to a greater extent in the Hawaiian Islands, 
is it?

Mr. P e c k . It is universal.
Senator B r i s t o w . It seems to me to be a great waste to be using 

gold coin and wearing it out when it could be in the vault of a bank 
and its representative in the form of a gold certificate could be car
ried around.

Mr. P e c k . Some people think that coin is more sanitary.
Senator R eed. What about your own bank circulation? You have 

a national-bank circulation?
Mr. P ec k . We have $250,000 bank circulation.
Senator R eed. What do you do with it?
Mr. P e c k . It is paid out and distributed through the agency of 

the bank in Washington, as is the case with many other national 
banks.

Senator N elson . Do not your notes circulate among the people 
there ?

Mr. P e c k . N o paper money circulates there. We take that out 
for the convenience of the currency system of the United States 
Government.

Senator N elson . You have to take out a given amount?
Senator R eed. What do you do with it? You say you have 

$250,000 and that it was paid out through a bank in Washington?
Mr. P e c k . Yes; through our agency here.
Senator R eed. What do they d o ; get you gold ?
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Mr. P e c k . Where it was originally—all they pay out now from 
day to day is the redemptions which take place.

Senator R eed. I want to get this in my mind. You have $250,000 
from the Federal Government of bank bills which you never put 
back in circulation. What do you do with it ?

Mr. P e c k . We put it in circulation through our agency here.
Senator R eed. Y ou have a bank here with which you do business 

and you put this money in that bank, and then that bank, I suppose, 
handles your bills of exchange and everything of that sort for you 
in this country or part of it ?

Mr. P e c k . Only in a very small way. As national-bank notes are 
as good as any other form of money they are exchanged into eastern 
credits, and those eastern credits we transmute to local credits 
through the instrumentality of the exchange at Honolulu.

Senator R eed. And in that way you get gold ?
Mr. P e c k . Yes, sir.
Senator R eed. Transmit them into gold. I see the point. Then, if 

I get you right, what you want is an amendment to this bill providing 
that nothing in this bill shall impair the rights or the privileges 
of the banks situated outside the continental United States which are 
now national banks. You have no further suggestion than that to 
make at this time?

Mr. P e c k . Except^ if the committee had a notion that it might 
alter, fundamentally, this provision and include insular territory as 
well as continental territory and attach, as it were, our distant islands 
to the Federal reserve districts in which California would be included, 
for instance, I would like to discuss that point; but if it has no such 
notion I would leave the whole matter without discussing it.

Senator R eed. I do not know what the committee will do.
Senator O ’G o r m a n . I do not think it was intended to extend be

yond this continent.
Senator N elson . We could amend this section 16- which says:

That all moneys now held in the general fund of the Treasury shall, upon 
the direction of the Secretary of the Treasury, within 12 months after the 
passage of this act, be deposited in Federal reserve banks, which banks shall act 
as fiscal agents of the United States; and thereafter the revenues of the Govern
ment shall be regularly deposited in such banks, and disbursements shall be 
made by checks drawn against such deposits.

We could except Hawaii from that so that the revenues of the Gov
ernment collected in Hawaii need not be deposited in these regional 
banks.

Senator O ’G o r m a n . D o you think it was ever designed that this was 
to be extended to Hawaii, Porto Rico, or the Philippines ?

Senator N elson . I do not know that they have any national banks 
there.

Senator O ’G o r m a n . It should be confined to this continent; in my 
judgment that was the intention of the framers of the bill.

Senator R eed. We would have to go a little further than Senator 
Nelson’s suggestion, because my attention has been called by Mr. 
Peck to the fact that there is some other language in the bill which 
repeals certain privileges of the national-banking act.

Senator N elson . We would have to amend it. This relates to Gov
ernment deposits only. He has suggested an amendment to the other
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2882 BANKING AND CURRENCY.

provision of the bill. I do not know whether we have any national 
banks in Porto Rico.

Mr. P e c k . There are none there.
Senator N elson . And none in the Philippine Islands?
Mr. P e c k . None there.
Senator N elson . I think Hawaii is the only place.
Mr. P e c k . Alaska—if Alaska be a part of the continental United 

States, then this bill must give Alaska representation in this scheme.
Senator N elson . I suppose it is in the continent of North America, 

and it would be a part of the continental United States; but, o f 
course, that would not apply to your islands or to Porto Rico. But 
we can put a provision in the bill including Alaska in order to save 
any question about it, if it is necessary.

Senator R eed . I suggest that you file with the committee your 
suggestions as to what ought to be done, provided the system was 
extended to Honolulu, and your objections to its being extended there 
at all, if you have objections. I suggest that you file that with the 
committee in the form of a brief, so that we may save a little time 
and get through with the rest of the witnesses who are here to-day.

Mr. P e c k . I do not feel that I am empowered to speak for the 
other financial institutions of the islands.

Senator O ’G o r m a n . H ow  many banking institutions are there 
there?

Mr. P e c k . With the branches, about 15 or 20.
Senator O ’G o r m a n . H ow  many American?
Mr. P e c k . Everything is American there, with the exception of 

the branch bank of the Yokohama Specie Bank of Japan.
Senator O ’G o r m a n . Is that a large bank?
Mr. P e c k . It has the finest banking house in Honolulu.
Senator R eed . What is its capital ?
Mr. P e c k . I do not know. It is a bank with world branches. 

Their headquarters are in Japan. It is a very powerful institution.
Senator N e l s o n . The bank which is in Hawaii is simply a branch 

of this Japanese bank?
Mr. P e c k . That is it, Senator.
I would like to call the attention of the committee to this phrase, 

one page 14, line 9, of the bill: “ Any national banking association 
now organized.” The word “ continental” is not used there. It 
says—
any national banking association now organized which shall not within one year 
after the passage of this act become a national banking association under the 
provisions hereinbefore stated, or which shall fail to comply with any of the 
provisions of this act applicable thereto, shall be dissolved.

We want to feel sure that we will not be dissolved.
Senator O ’G o r m a n . Y ou will not be dissolved. How many na

tional banks are there in the island of Hawaii?
Mr. P e c k . Tive.
Senator N e l s o n . Those are small banks?
Mr. P e c k . Four on the island of Maui; two have $25,000 capital, 

and two have $50,000, and they are comparatively new, and the sur
plus is not large. But on the island of Hawaii the banking opera
tions are in rather large figures. The exports every year amount to 
about $55,000,000.
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Senator R e e d . I f  you care to express it, what is your opinion of 
permitting foreign banks to maintain branches in those islands?

Mr. P e c k . There are a great many Japanese aliens and Chinese 
aliens in those islands who can not become American citizens. All 
Japanese born there can become citizens. Eventually those that are 
born there will outnumber the Americans considerably. They will, 
of course, control the electorate of the islands.

Senator O ’G o r m a n . When will that condition arise?
Mr. P e c k . I think it has been estimated, but I could not tell. Sen

ator. There is a very high birth rate there.
Senator N e l s o n . Probably within 25 years?
Mr. P e c k . It might be within 25 years. It may be sooner. There 

are a number of oriental voters there now.
Senator O ’G o r m a n . How long have you been in the islands?
Mr. P e c k . iVbout 13 years; Brooklyn is my birthplace.
Senator R eed . Then we are in danger of having a dependency of 

the United States controlled from Japan, are we not?
Mr. P e c k . That is a pretty large political question, not a banking 

question, and, of course, I could answer questions as a banker better, 
perhaps, along these latter lines, but at the same time the Congress 
of the United States controls the status of the Territory of Hawaii. 
What it made it can unmake. It has the power.

Senator O ’G o r m a n . There is no doubt about that. What is your 
suggestion in that respect, if you have any to make?

Mr. P e c k . There is no danger whatsoever at the present time, and 
I hope there will be none in times to come. I hope that we will 
Americanize those Japanese who are born there and who are going 
to live amongst us and who are very worthy people, indeed. There 
is no prejudice in Hawaii against the Japanese. Sometimes some 
concern is felt as to the possible attitude of the Japanese Government 
toward America, as such concern is felt on the mainland; but, so far 
as the denizens in Hawaii are concerned, they mingle with us, they 
do business with us, and comport themselves with dignity and in
dustry, and I can not say anything but well of them.

Senator R eed . Y ou did not answer my question as to what you 
thought of a foreign bank maintaining a branch in Hawaii. Do you 
think it ought to be permitted to continue?

M r . P e c k . I th in k  so, sir.
Senator H o l l is . What amount of your bank notes are redeemed in 

Washington now?
Mr. P e c k . I presume about the same proportion as that of other 

banks.
Sen ator H o l l is . Y ou do not know  ex actly ?
Mr. P e c k . I could make up that statement and have it sent to you.
Senator H o l l i s . I wish you would.
(The memorial introduced by Senator Reed is as follows:)

Tombstone, Ariz., Octohcr 17, 1913. 
The S e n a t e  C o m m i t t e e  on B a n k i n g  a n d  Currency,

Washington, D. G.
G e n t l e m e n :  Before the “ steam roller” is invoked to pass the Glass bill. I 

desire to invite the attention of its sponsors to a point that appears to have 
escaped their attention.

During the debate on the bill upon the floor of the House it was sought to 
learn to what extent it would bo necessary for member banks to rediscount
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with the Federal reserve banks in order to inaugurate the system and how long 
it would be necessary to renew such rediscounts.

Mr. Bulkley, of Ohio, who is Mr. Glass’s right-hand man, had the floor. I 
Quote from the Congressional Record of September 12, page 5152:

“ Mr. S m i t h  of Minnesota. Have you made any computation as to just when 
the central reserve banks will be able to pay off that $162,000,000 that they 
rediscount, or is it a sort of an endless chain, whereby they will have to keep 
redepositing continuously?

“ Mr. Bulkl e y .  I think they may have to carry this for some time. I would 
not be able to say exactly how rapidly these banks will be able to readjust 
their circumstances; but certainly they are enormously in debt now because of 
deposits which have been made with them by country and outside banks, and 
in course of time they will have to liquidate that debt. This table only shows 
that there will be no embarrassment about their liquidating it. How long it 
will take to work it off I could not say.

“ Mr. Ma d d e n .  Did I understand the gentleman to say that there would be 
rediscounts amounting to about $300 000,000 altogether?

“ Mr. Bu l k l e y ,  The rediscounts will be about $266,000,000.
“ Mr. M a d d e n .  In order to make the payments required with the central 

reserve bank?
“ Mr. B u l k l e y .  With the regional reserve banks.
“ Mr. M a d d e n . W i t h  the different banks that are to go into it?
“ Mr. Bul k l e y .  Yes; that is correct.
“ Mr. Ma d d e n .  That means that they do not have any money with which to 

make the payment, does it not?
“ Mr. B u l k l e y .  It means that they are about that much short of having 

enough.
“ Mr. M a d d e n .  That if the cash was required to organize the Federal reserve 

banks, they could be organized under this system?
“ Mr. B u l k l e y .  Yes; that is true.
“ Mr. Madd e n .  When you rediscount the $266,000,000 in order to make pay

ments for which you hnve no money, will not this rediscounted paper have to be 
renewed at the end of the term for which it is rediscounted?

“ Mr. B u l k l e y .  T o  the extent that it can not be paid, which would be to a 
large extent, I think.”

The inference to be gathered from the foregoing is that perhaps the larger 
part of this paper would have to be renewed and so carried for some time, 
but there was no hint or suggestion given of the wild inflation that lies just 
ahead.

Here I desire to advert to the “ report ” of the committee when reporting 
the bil! to the House. I quote from item 12, on page 66:

“ I f it be asserted that this process will lead to inflation the answer to be 
made is that whether it will or not is a matter in the hnnds of the reserve 
banks which will have it in their power, by fixing their rate of discount suit
ably to prevent the banks from creating with them by rediscounting reserve 
balances in excess of the required 5 per cent.”

The 5 per cent referred to is the 5 per cent of the deposits of banks which 
it is proposed shall be paid over to the Federal reserve banks to inaugurate 
ihe system.

So. Mr. Bu’kley states that it will be necessary for the banks to rediscount 
266 millions of their paper in order to complete their payments of 5 per cent 
of deposits, and that such portion of it as can not be paid at maturity will 
have to be renewed.

The committee’s report states that when the payment of 5 per cent of de
posits is complete that from this point forward inflation will be within the 
control of the Federal reserve banks through fixing the rate of discount.

Now I will call attention that the bill provides for the retirement of the 
national-bank notes through a period of 20 years, amounting to 725 mil1 ions of 
dollars, and their replacement by Federal reserve Treasury notes. The Fed
eral reserve Treasury notes must be based upon rediscounts taken over from the 
banks.

To start the system the banks must rediscount 266 million, and at the end 
of 20 years must have contributed further rediscounts of 725 millions, making 
a round billion dollars of rediscounted paper that must be furnished by the 
member banks to cover these two items alone, and which must be furnished 
without reference whatever to a discount rate. They are absolute require
ments forced by the transposition of the currency.
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It should be noted and understood that the transposition of the currency 
will require 725 millions of rediscounts in addition to the 266 millions of re
discounts first mentioned, the situation being this: Holding the 266 millions 
of rediscounts, the Federal reserve banks could take out a like amount of cur
rency, but not having any demand liabilities they can not pay it out except in 
the purchase of additional assets (presumably further rediscounts). Thus, 
when they had paid it all out they would then have 266 millions of rediscounts 
in addition to the first 266 millions of rediscounts.

Therefore the minimum requirement to inaugurate the system and trans
pose the currency will be a billion dollars of rediscounts forced over from 
the member banks.

Furthermore, the natural growth, population, and business of the country 
will call for additional currency, which likewise must be based upon further 
rediscounts.

It is fair to estimate this increase for the coming 20 years at perhaps 500 
millions, which, if correct, will swell the volume of rediscounts to a billion and 
one-half.

Lastly, we come to the rediscounting for purely credit purposes, and which 
item is properly controlled by the discount rate.

From what lias been said of the bill wo have been led to believe that 
everybody and your Uncle could borrow all kinds of money under this bill, 
and renew about as you please. Banks are invited to loan without limit.

What will be the aggregate of rediscounts held by the Federal reserve banks 
at the end of 20 years?

Will the proponents of this bill answer the question?
Let us be conservative and guess the amount of rediscounts held at 1,500 

millions.
If this amount of the choicest paper in the banks be taken over, where will 

the banks get paper from to replace it with, and what will be the quality of 
said last paper?

Do the makers of this measure think that sound loans founded upon matured 
business grow on bushes over night?

What new path do you seek to lead us in?
The question, which will this bill produce, inflation or contraction, is no 

longer a matter of doubt. The facts as set forth and taken from the bill itself 
prove to a certainty that it is the wildest scheme of inflation set up within 
an age. Forced inflation at that.

Again, at the same time, we could easily experience drastic contraction in 
the attempt to install this system; causes by the banks declining to rediscount 
as it is intended they shall, but instead, exercise their right to call in their 
loans resulting in a panic in credit.

This bill is loaded at both ends.
Let us look at the earnings of the Federal reserve banks a moment; 1.500 

million of rediscounts at 5 per cent brings 75 millions of dollars a year— 
quite a chunk of interest and should leave very handsome earnings to be 
divided 60 per cent to the Government and 40 per cent to the banks; but we 
are not quite sure of the 40, for the Federal reserve board might (will) take 
a notion to raise the interest rate on currency from the minimum of one-half 
to possibly 3£ and in this way take over practically all the profits before division 
time comes.

Coming back to Mr. Smith’s question of, when will the banks become able 
to free themselves from liability on rediscount?

The answer is absolutely plain; never under the sun. It goes the other 
way.

The banks are to be permanently yoked to that burden and our system of 
individual and independent banks blotted out.

A continued and swelling line of rediscounts must be furnished by them 
for ever more.

Why was it that when this information was asked for on the floor of the 
House that it was withheld?

What was the object?
Why did not Mr. Bulkley inform the gentleman that this 266 millions was 

only an entering wedge, and that the amount was to be augumented by a 
forced increase multiplied many times over within the next 20 years?

Why this deception? What? Ye gods, is it possible that Mr. Bulkley him 
self did not know any different?

S. Doc. 232, 03-1—vol 3------61
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2886 BANKING AND CUBBENCY.

If this be true, then, what of the high company he has been associated with 
in the preparation of this most wonderful mistake?

Did they not know different? If they did, why then did they not disclose 
the facts in their report?

Which conclusion shall we arrive at?
There are other weighty objections to this bill, which are under current 

discussion, but the defect herein pointed out is fundamental and vital.
The bill must be reframed entirely. Therefore I suggest, gentlemen, to lock 

your steamroller up and go home and lets think it over a while longer.
We are not in the least dftnger from a currency panic and will not be as 

long as we have the Vreeland law (which can be extended), and as for tne 
credit situation, we are now suffering from inflation and a moderate restraint 
upon credit for some little time to come will be all for our own best good.

Study the subject; we can learn much yet; we have just commenced.
Make haste slowly.

Very truly, T. R. Brandt.
(Thereupon, at 5 o’clock p m., the committee went into executive 

session, and afterwards adjourned to meet at 10.30 o’clock a. m., 
to-morrow, Thursday, October 23, 1913.)

TH U R SD AY , OCTOBER 23, 1913.

C o m m ittee  on B a n k in g  and  C u r re n cy ,
U nited  S tates S e n ate ,

Washington. D. 0.
The committee met at 10.55 o’clock a. m.
Present: Senators O’Gorman (presiding), Hitchcock, Reed, Pom

erene, Shafroth, Hollis, Nelson, Bristow, McLean, and Weeks.
Senator O ’G o rm an . Mr. Crozier, we will now hear you. Will 

you kindly give your full name, address, and business activities to 
the stenographer?

STATEMENT OF ALFRED OWEN CROZIER, OF COLLEGE HILL, 
CINCINNATI, OHIO.

Senator O ’G o r m a n . What is your business?
Mr. C rozier. Lawyer and author of two financial books—The 

Magnet, and United States Money v. Corporation Currency.
Senator O ’G o rm an . Mr. Crozier, I  think I have been reading, with 

great interest, one of your productions during the last few days.
Mr. C rozier. With my sympathy if you have, Mr. Chairman. 
Senator O ’G o rm an . N o ; it is adding to whatever information I 

may have on the subject. You are not a banker yourself?
Mr. C rozier. N o, sir.
Senator O ’G o rm an . Y ou have a brother who is a banker?
Mr. C rozier. I have; yes, sir.
Senator O ’G o rm an . Y ou have written on the subject of banking 

and currency?
Mr. C rozier. Yes, sir.
Senator O ’G o rm an . Y ou have spoken and lectured at times?
Mr. C rozier. Yes, sir.
Senator O ’G o rm an . Y ou say you are a lawyer?
Mr. C rozier. I am; yes, sir.
Senator O ’G o rm an . You have no banking affiliations?
Mr. C rozier. None whatever.
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Senator O ’G o r m a n . Y ou have read this bill?
Mr. C kozier. Yes, sir.
Senator O ’G o rm an . N ow , you may state your views of this bill.
Mr. C rozier. Before discussing the subject more generally, if in

stead of adopting a complete ideal banking and currency plan it is 
decided to merely prop up the present system by enacting the meas
ure recently passed by the House, I respectfully suggest the follow
ing modifications:

First. Make cash reserves of each bank 15 per cent, of which 5 per 
cent shall be kept in the bank’s vaults, 5 per cent in the regional 
reserve bank, and 5 per cent in any banks in that system, the amount 
so deposited in any bank shall not exceed 10 per cent of the capital 
stock of the depositing bank, or of the bank receiving such reserve 
deposits.

Senator B rtstow. Just give me that again; I did not catch that 
fully.

Senator N elson . Read the whole paragraph.
Mr. C rozier. First, make cash reserves of each bank 15 per cent, 

of which 5 per cent shall be kept in the bank’s vaults, 5 per cent in the 
regional reserve bank, and 5 per cent in any banks in the system.

Senator N elson . Any other banks?
Mr. C rozier. Any other banks in system. The amounts so de

posited in any bank shall not exceed 10 per cent of the capital stock 
of the depositing bank or of the bank receiving such reserve deposit.

Sen ator H o l l is . T h a t w ould  cut it up very  b ad ly  in  the case o f  
m ost banks that w ou ld  have a fa ir ly  sm all capital and very  large  
deposits. Y o u  have that in m in d , and that is you r id ea?

Mr. C rozier. Precisely. Let me finish the paragraph, and then I 
would be glad to make any further explanation. I f  all State and 
national banks join, this plan would centralize about $500,000,000 of 
reserves for the purposes of protection and rediscount; leave $500,- 
000,000 in the banks’ vaults and decentralize and scatter in small 
amounts for safety the other $500,000,000, instead of centralizing 
same in a few large cities. I f  the reserves had been scattered in 1907 
there would not have been a general panic and suspension of cash 
payments by the banks.

Senator (T G o r m a n . Mr. Crozier, let me ask you here: You ap
peared before the House committee last year, did you not?

Mr. C rozier. In 1908.
Senator O ’G o r m a n . A s fa r  back as th at?
Mr. C rozier. Yes.
Senator O ’G o r m a n . Y ou appeared before the so-called Glass com

mittee a year ago, did you not?
Mr. C rozier. I did, hy invitation of the committee, but it wras sub 

mitted in printed form, rather than in person.
Senator O ’G o r m a n . Y ou presented then the same views you are 

presenting here now?
Mr. Cr o zie r . N o , sir; an entirely different side. You will find, 

Mr. Chairman (I  will say right here, in this connection) that through 
your courtesy you have already included in the report of your hear
ings an entire complete substitute bill and an analysis of the various 
systems, which I submitted through a Senator, a friend of mine, and 
that will be found in part 18 of your printed hearings.
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Senator O’Gorman. So that what you have to say to-day will be 
supplemental to that?

Mr. C rozier. Supplemental to that, but largely on a different sub
ject than there discussed.

The purpose of this, gentlemen, is to scatter, to concentrate a por
tion of the reserves for protection and rediscount and scatter the rest 
for the safety of the banks, and to also do justice to all parts of the 
country in giving a large part of the country an opportunity to have 
for local use a portion of the bank reserves. I do not believe it is 
fair or right or wise or safe to continue the present reserve system 
which compels by law the taking away of vast sums of money from 
every section of the United States and concentrating it in a few large 
so-called reserve cities for the exclusive benefit and use of those 
reserve cities. Now, if this change is made in your law, which you 
can do here, it will mean that the large banks in the cities will scatter 
their reserves. Why ? Because outlying sections, the country banks 
in outlying sections, can afford to pay 3 per cent and sometimes 4 
per cent for use of those reserves.

Senator N elson . Is not that a danger, to allow them to pay inter
est on it?

Mr. C rozier. I think not. I think that the demand for money, 
Senator, should regulate largely the interest rate.

Senator N elson . N o ; but I mean on these reserves. Would not 
that be a temptation for banks to send it to remote corners where they 
could get an extraordinary high rate of interest?

Mr. C rozier. I think there is no element of danger in that, Senator, 
provided the deposit in any given bank is restricted to 10 per cent 
of the capital stock of either bank.

Senator N elson . Suppose you had 10 or 20 banks to make deposits 
in one bank to that extent? You see what an enormous amount of 
bankers’ deposits they would have?

Mr. C rozier. But the concentration would not be anything like 
as great, Senator, as it is under the present system where New 
York gets in the neighborhood of a third of all the reserve money 
in the United States. And the present system has operated to make 
a rate of interest of from 1 to 2 per cent in one financial center 
where most of the reserve money is used for stock speculation, and 
while money for those purposes is loaned for those rates, commercial 
business of all sections of the country is compelled to pay 5 and 6 
per cent for the use of money for their business. This would tend 
to equalize the interest rate for the benefit of all sections of the 
country, and would not impair the safety of the reserve system.

Second. Make more clear the power of the Federal reserve board 
to remove class B bank directors for any act it deems not to be in 
the interest of agricultural, commercial, or industrial interests of 
the district, or for the welfare of the general public. That will make 
the Federal board a real power, instead of largely an ornamental 
figurehead. As now written, the Federal reserve board’s right of 
removal is only if it thinks those men have ceased to be representative 
of that class. In other words, ceased to be agricultural, commercial, 
or industrial people. Now, the board should have the power of 
removal if those men, by their official acts fail to represent the agri
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cultural, commercial, or industrial interests of the general public, 
because the Federal board represents the general public.

Third. Empower the Federal reserve board to fix from day to day 
for Federal banks the general discount rate charged local member 
banks which shall be uniform throughout the United States. Re
member, gentlemen, it is chiefly the public currency and revenues— 
the property of the people—that is being loaned by the Federal 
banks. When a system is created by an act of the General Govern
ment to dispose of the public currency and public revenues belonging 
to all of the people there is no justification in morals and should not be 
in law for discriminating in the interest rate charged for public cur
rency between sections of the same country. There is a further rea
son, gentlemen, a scientific reason: I f you would give to the Federal 
reserve board the absolute power possessed by the Bank of England to 
fix and change from day to day the interest rate, the discount rate, 
you will have created one of the most useful powers in the hands of 
an agency of the General Government of all the people by which it 
can intelligently and effectively check improper general speculation 
and encourage the development of prosperity. In other words, as you 
know and have been told by distinguished financial men who have 
been here, an increase in the general discount rate always tends to 
check speculative operation and activities throughout the country. 
On the other hand, a decrease of the general discount rate tends in
stantly to release money and thereby a tenfold volume of bankers’ 
credit based on that money that the banks at once seek to find profit
able outlets for, and business is artificially stimulated throughout the 
country. So that the mere raising and lowering of the general dis
count rate, if it is exercised wisely and intelligently by a central 
patriotic authority, can be made a tonic and means a governor by 
which automatically, to a measurable extent, the prosperity and busi
ness conditions of the country can be regulated. Therefore a power 
so enormous should not. in my judgment, be delegated to any private 
corporation or dozen private corporations to be used for private 
profit, because those corporatins naturally would use it to increase 
the interest rate and thereby increase the profit of such banks as own 
the corporations.

Fourth. Prohibit discrimination and favoritism by Federal banks 
as between member banks in the matter of service or interest rates. 
Now, gentlemen, while these regional banks are to be private cor
porations this bill gives them very large special privileges and powers.

Senator O ’G o r m a n . Gives to whom?
Mr. C ro zier . This bill gives to the Federal banks and regional 

banks very large powers and very large and rich and valuable special 
privileges. The system of control of these Federal banks is private.

Senator O ’G o r m a n . Why private? There are three members ap
pointed by the reserve board strictly governmental officials. Of course 
the six others are selected by the various member banks.

Mr. C ro zier . Precisely; and that is why it is private instead of 
public in the control and management of the banks.

Senator O ’G o r m a n . Y ou say the three officers named by the reserve 
board are private officials?

Mr. C ro zie r . No, sir. N o; you do not understand me. I  said 
the control and management o f the regional bank is a private control 
and not a public control and management.
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Senator O ’G o r m a n . I can not agree with you. The regional banks, 
even under the pending bill, are ultimately controlled by a public 
governmental board residing here in Washington. I can appreciate 
the observation you made a moment ago, that perhaps sufficient pow
ers have not been conferred on the reserve board to give it effectual 
control over the several regional banks.

Mr. C rozier. Yes.
Senator O ’G o rm an . That is a matter that can be easily corrected.
Mr. C rozier. Yes; but I am taking the present bill as it stands 

now, Senator. The House has already passed it, and I must neces
sarily discuss the b 11 in the legal form or its present structure.

Those are private corporations, they are privately owned and pri
vately managed in law. Now, it is true that the Government board 
has very large moral influence there, and that that moral influence 
would be very beneficial and useful, I grant. But speaking legally, 
the banks and not the Government choose six of the nine directors, 
and therefore it is private control and management as the bill now 
reads.

For that reason, it seems to me, as you are to take away from the 
Government and turn over to 12 private corporations formed by the 
banks an entire exclusive monopoly of every dollar o f the public 
currency of the United States and every dollar of the public revenues 
of the United States, and turn them over to these private central 
banks, if you please, for the profit of those private corporations, it 
seems to me it is the duty of Congress to absolutely insure in the bill 
that these public funds will be administered by those private banks, 
private corporations, without discrimination or partiality. For the 
same reasons that the Interstate Commerce Commission is author
ized— —

(At this point there was a call for a quorum of the Senate.)
Senator O ’G o rm an . Gentlemen, we will now adjourn to the com

mittee room of the Judiciary Committee on the ground floor of the 
Senate wing of the Capitol, as it is necessary for us to answer the 
roll calls.

(Thereupon, at 11.15 o’clock a. m., the committee adjourned to the 
Judiciary Committee room in the Capitol.)

Senator O ’G o r m a n . Y ou may proceed, Mr. Crozier.
Mr. C rozier. The matters of prohibiting discrimination by Federal 

reserve banks, as between local member banks, is a matter that is 
equally justifiable with the law prohibiting discrimination by rail
roads between customers in the matter of railroad rates and service, 
in my judgment.

And it is in some respects more important, because it is not incon
ceivable that, in some instances, a clique may obtain control of the 
regional banks; and unless there is this safeguard provided there 
may be favors extended to one local bank and denied to others, and 
there should be nothing of that kind; every bank, especially if they 
come in under compulsion, should have the protection of an affirma
tive prohibition in this law.

Senator N elson . N ow , how would you put that into the bill? 
What rule could you lay down in the bill—putting it into words?

Mr. C rozier. I would empower the Federal board to remove any 
and all directors of Federal banks that participate or permit discrimi
nation by Federal banks in the administration of their powers.

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



BANKING AND CURRENCY. 2891

Senator N elson . But that would not be laying down a rule of 
guidance for the regional banks. I mean, what rule would you lay 
down for the guidance of the regional banks to prevent discrimina- 
tion ?

Mr. C ro zier . The granting, for instance, of rediscounts to one 
bank and refusing them to another bank on precisely the same class 
o f paper.

Senator H it c h c o c k . What would you think of providing that 
every member bank, as a matter of right, should be entitled to redis
counts to the extent of the capital stock, and that no member bank 
should be permitted to have discounts in excess of twice its capital 
stock, except in case of an emergency, and then only upon reference to 
the Federal reserve board?

Mr. C rozier . That, Senator, is an absolutely essential provision if 
the law of supply and demand instead of the arbitrary will of the 
directors of a private regional corporation is to govern in the world 
of finance and banking.

Senator H it c h c o c k . Then, what would you think of this further 
provision, that the rate of discount should be the same to all member 
banks, and should be higher when the member bank is accorded dis
counts exceeding the amount of its capital stock?

Mr. C r o zier . I have already stated—I think you were not present 
at the time—that I favor a uniform rate of discount throughout the 
United States.

Senator N e l s o n . On the part of the regional banks. Mr. Crozier 
took that stand.

Mr. C r o zier . Yes; on the part of the regional banks, and fixed by 
the Government board, and changed from day to day or from week 
to week. And I would say, further, that for extra loans granted as a 
mere emergency I would make a special rate. I would provide in the 
rules put out by the Government board a special higher rate that 
would operate, when that emergency was over, to bring back the 
emergency currency into the general pile.

Senator H it c h c o c k . That is, you would allow a bank, up to the 
amount of its capital stock, for instance, to have the lowest rate?

Mr. C r o zier . The minimum—the maximum, rather.
Senator H it c h c o c k . Well, the minimum rate.
Mr. C ro zier . The minimum and the maximum are the same.
Senator H it c h c o c k . And then if it required discounts in excess of 

its capital stock it should pay a higher rate?
Mr. C ro zier . Yes, sir.
Senator H it c h c o c k . But the rate in all cases to be the same to the 

member banks?
Mr. C ro zier . Yes. I stated before that in morals, and I thought 

in law, there was no justification for granting by law to private re
gional corporations the power to discriminate between localities of 
the same kind in the price of interest for public currency and public 
revenues distributed through those private corporations for the pub
lic use.

Fifth. Prohibit any bank in the system charging more than 7 per 
cent for either time or demand loans, or discrimination between cus
tomers in the rates paid for deposits or charged for loans under simi
lar conditions. This refers, of course, to local banks.

Senator N e l s o n . Member banks.
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Mr. C rozier. Yes; member banks. You are all familiar with the 
fact that the practice in New York has grown up on the stock ex
change of bidding the price of call loans to 10, 20, 30, and 50 per cent, 
and sometimes 100, 200, and 300 per cent—during the Northern Pacific 
corner.

Now, that increased interest rate automatically acts as a magnet 
and entices the money all over the United States away from local 
business, local industry, and local banks into that one center, to be 
used chiefly for speculative purposes. It is a scandal; it is a wrong 
on the whole country; it is a thing that ought to have been abolished 
years ago.

Senator O ’G o rm an . What should be abolished?
Mr. C rozier. The charging of more than 7 per cent for either time 

or call loans.
Senator O ’G o r m a n . Y ou mean it should be prohibited?
Mr. C rozier. Prohibited; yes; because it is a fraud on the whole 

country. It is a thing that creates tensions, and it has done more 
than any other one thing, gentlemen, to bring on panics in this 
country.

Are the 48 States utterly helpless to change a condition in one 
city of one State that repeatedly operates to demoralize the financial 
and banking conditions of the whole country ? Are we helpless ? I 
think we are not helpless, gentlemen, provided in this very measure 
you gentlemen take the initiative and try to correct that wrong.

It is well known—it has been brought out in the investigations 
which have been conducted by authority of Congress—that banks 
incorporated under national law repeatedly participated in the 
scheme of inflating call rates, and over and over have called loans 
at one end of the bank for the sole purpose of forcing their cus
tomers to go to the other end of the same bank and submit to a 
usurious interest rate; and all this under charters granted and exist
ing by Federal laws. The system is wrong; it is a scandal.

Sixth. Prohibit the granting or calling of loans for the purpose of 
influencing the quotation prices o f securities and the contracting of 
loans or increasing of interest rates in concert or cooperation by the 
banks to influence public opinion or the action of any legislative body 
or the political action of bank customers.

Senator N elson . Will you please repeat that? I did not get it.
Mr. C rozier. Six, prohibit the granting or calling in of loans for 

the purpose of influencing quotation prices of securities and the con
tracting of loans or increasing of interest rates in concert or coopera
tion by the banks to influence public opinion or the action of any 
legislative body or the political action of bank customers.

Senator N elson . H ow could that be put in practical operation? 
In what way would you do it?

Mr. C rozier. I f  you will make a declaration, a prohibition in your 
law, a specific prohibition in this law, prohibiting that practice, even 
if you put no penalty behind it, the statutes of the United States 
will furnish a penalty of three years’ imprisonment or not to exceed 
$10,000 fine under the conspiracy act.

Senator H itch co ck . Y ou would have to prove a motive?
Mr. C rozier. Yes; you would have to prove it. All criminal mat

ters are subject to proof. I f  the proof can not be provided, then there 
is no injury to the banks. But I remember—and you gentlemen
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remember—within recent months the distinguished Secretary of the 
Treasury of the United States was reported in the open press notices 
as specifically charging that there was a conspiracy, or words to 
that effect, among certain of the large banking interests to put a 
contraction upon the currency and to raise interest rates for the sake 
of forcing public opinion—to force Congress into passing currency 
legislation desired by those institutions. I say that is not a proper 
business for banks to engage in chartered under Federal authority. 
And this is the place to correct that evil, if it is ever to be corrected.

Senator N elson . Did the Secretary of the Treasury furnish any 
proof of that fact?

Mr. C rozter. I can not say that he did. He referred------
Senator O ’G orm an  (interposing). Do you personally know of any

thing that justified that suspicion or fear on his part?
Mr. C rozier. No; not on his part. No; I am not in the confidence 

of the Secretary of the Treasury.
Senator S h afr o th . Well, on your own part, do you know of any 

combination? Have you any proof of any combination?
Mr. C rozier. I am a lawyer, and a number of these gentlemen 

are lawyers. We know that circumstantial evidence sometimes is the 
most valuable.

Senator S h afr o tii. Certainly.
Mr. C rozier . And six or seven months ago the condition of busi

ness in this country never had been as healthy as at that time.
Senator H itch co ck . Well, I do not know about that. In March, 

when the bank statements were made, the reserves were at their lowest 
ebb, and the banks have been struggling ever since that time to 
strengthen them.

Mr. C rozier. Senator, that has been, over and over, put up as 
an unhealthy—or as an evidence of lack of prosperity in the country.

Senator H itch co ck . No; it shows a strained condition of the 
banking resources.

Mr. C rozier. On the part of the banks.
Senator H itch co ck . But it does not show— and at once, when it 

was revealed, the banks went to work to try to fortify themselves, 
which they should have done.

Mr. C rozier. Yes; but not in the fire-alarm way in which it was 
done. An official of the National City Bank of New York, which 
bank is the leader, has ahvays been the leader in taking away from 
the Government and the people of the United States the control of 
their public currency and putting it into the hands of a private cor
poration—in other words, the leader in the movement for the Aldrich 
central-bank plan—an official of that bank went out to Detroit in 
the spring, and in a public address rang the fire alarm that natu
rally would set every bank in the United States into calling its loans 
and strengthening its reserves.

Senator H itch co ck . Can you put into the record what he said ?
Mr. C rozier. I have not it with me.
Senator H itch co ck . Can you procure it ?
Mr. C rozier. I think I could.
Senator H itch co ck . I ask that that be done. I would like to 

know what this was—what specific thing was done; what specific 
thing was said.
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Mr. C rozier. I will try to find that, because at the time I know I 
was sure that started a movement for the contraction of the cur
rency—for the contraction of bank loans that would be nation-wide 
before it got through.

Senator N elson. But do you not think the condition of the banks, 
as revealed by the statement that Senator Hitchcock referred to— 
do you not think that that justified------

Mr. C rozier (interposing). It justified the banks, Senator, in 
strengthening their reserves privately; but it did not justify the pub
lication in the public press of the whole country of an alarming con
dition and the publication of it in the face of the announcement 
from the President that an effort was to be made to put over cur- 
renc}  ̂ legislation at this session of Congress. Now, it is impos
sible------

Senator H itchcock  (interposing). I think you are getting your 
dates mixed, Mr. Crozier. The President did not take that position 
until later. It was midsummer before the President took that 
position.

Senator S h afr o th . It was the 24th of June.
Senator H itch co ck . Yes; and the condition of the banks of the 

United States, as I remember, was revealed in their March state
ments.

Mr. C rozier. I think you are correct as to the formal announcement 
of the President; but shortly after the President’s inauguration, if 
my memory serves me correctly, it was pretty generally published 
throughout the United States that currency and tariff were both to 
be considered, at least, at this session of Congress. I do not think 
that the formal statement of the President that they must be com
pleted during this session was made until the time you speak of, but 
it was generally understood by the banks and by everybody that cur
rency would come up at this special session, at least for discussion; 
and those people, the interests back of the Aldrich plan, have been 
busy night and day for the last six years.

Senator O ’G o rm an . Have you any other views bearing on the 
provisions of this bill, Mr. Crozier?

Mr. C rozier. Yes; that is exactly what I am coming to.
Seven. Empower the Federal reserve board to loan currency direct 

to any local bank in the system, as well as to the regional banks, on 
the same securities required by Federal banks.

Senator N elson. Will you repeat that statement and let me see if 
I understand it?

Mr. C rozier. Seven. Empower the Federal reserve board to loan 
currency direct to any local bank in the system, as well as to the 
regional banks, on the same security required by Federal banks or 
regional banks, whenever such board deems that the public welfare 
requires such action.

Senator Nelson . Well, the Federal reserve board would not have 
anything to loan; the only way they could do it would be to order 
one regional bank to loan to another.

Mr. C rozier. No. They have the public currency absolutely under 
their sole control at the outset.

Senator O ’Gorman. You may proceed, Mr. Crozier.
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Mr. C r o z i e r . That is the only way local banks and the business 
public can be protected against possible abuse of the currency 
monopoly by a regional bank; absolutely the only wajr. You are 
creating, if you put this bill through, 12 private monopolies—private 
corporations owned by the banks, to which private corporations you 
are delegating by act of Congress an absolute monopoly of every 
dollar of the public currency of the United States and every dollar 
of the public revenues of the United States.

Senator H i t c i i c o c k . Well, that is the way the bill is now. It will 
not be that way when it comes out of this committee.

Mr. C r o z i e r . I hope not. But I have no way of seeing into the 
minds of this committee.

You are doing that, gentlemen; more than that. You are putting 
into the hands of those regional reserve banks exclusively, and not 
in the hands of the Government board, the exercise of the power of 
elasticity that we all desire to establish.

Eighth. Preferably eliminate the regional-bank feature and merge 
a reasonable portion of all bank reserves for purposes of protection 
and rediscount under the control of the Federal board, such board 
to be increased in size, and have its powers enlarged and properly 
safeguarded. The number of regional banks should not be reduced 
if they are to be owned and controlled by private interests instead of 
the Government.

The object of the big banks in demanding fewer regional banks is 
to increase their grip on the system and make more easy and certain 
the monopoly of all money and bank credit, and of private control of 
the public c u r r e n c }^  which this measure openly grants to the powers 
of privilege.

I f  the Government is to retain absolute, instead of pretended, con
trol, then one bank or public agency is all that is needed, and will 
be more simple and scientific than a dozen or any other number of 
scattered agencies exercising currency powers.

The so-called administration currency bill grants just what Wall 
Street and the big banks for 25 years have been striving for, namely, 
private instead of public control of the public currency.

I know that, gentlemen, for on the 17th day of December, 1907, I 
was in the city of New York at the meeting of the National Civic 
Federation, when the chairman of the committee, Mr. Seligman, in 
the presence of the meeting in which the representatives of Wall 
Street were in the majority, presented their currency resolutions. 
This was right during the panic—or right after the panic.

I moved as an amendment a proviso to that resolution, and the 
proviso was this:

Provided. T h a t the p ow er  to con tro l the volum e o f  th e  p u b lic  cu rren cy  in 
c ircu la tio n  am on g  the p eop le  shall not be  taken  from  th e  G overn m en t an d  put 
in to  p r iv a te  hands.

I asked Mr. Seligman and the committee in public to accept that 
amendment, and they refused to do so.

Senator H i t c h c o c k . Do you think that the Government now con
trols the volume of currency?

Mr. C r o z i e r . It does to a large extent; but it is not elastic.
Senator H i t c h c o c k . Will you point out to the committee how 

the Government controls it?
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Mr. C rozier . It controls it— it issues it and turns it over, of course, 
on bonds------

Senator H itch cock  (interposing). Well, how would the Secretary 
of the Treasury—you mean by the Government, the Secretary of the 
Treasury, I suppose—how would he go to work, now, to expand the 
currency ?

Mr. C rozier. He can not do it under the present law.
Senator H itch co ck . Under the present law he can not contract it.
Mr. C rozier. Under the present law he can not contract it.
Senator H itch co ck . Then how do you say it is under the control 

of the Government?
Mr. C rozier. I say it should be under the control of the Govern

ment. That is the power I want put into the hands of the Federal 
board or agency, the power of elasticity; and I do not want it taken 
away from the Federal board or from the Government or from the 
people and put into the hands of private corporations, to be exer
cised for private profit and without due regard to the general wel
fare.

Senator H itch co ck . Well, do you know of any country where it is 
under the control of the Government?

Mr. C rozier. Well, I can not say I do, in the strictest sense; but I 
do not know of any other Government where we have the people in 
control of the Government as we have here—to the same extent.

Senator H itch co ck . Let me ask you this question: What would 
be the effect if it were in the power of the Treasury Department and 
the Treasury Department should be able to exercise it by greatly ex
panding the currency? What would be the effect of that?

Mr. C rozier. I am opposed to doing it in that way. I want cre
ated a deliberative, law-controlled agency or, preferably, a depart
ment of the Government segregated from the ordinary business of the 
Government and from the financial affairs of the Government; a 
United States monetary council; a body just as deliberative and intel
ligent as the Supreme Court of the United States.

Senator H itch co ck . Well, suppose that should be created to your 
liking, and it should expand the currency, with the power that you 
have suggested conferred upon it. What would the effect be?

Mr. C rozier. Increasing the volume of money in circulation would 
increase the credit tenfold.

Senator H itch co ck . What would be the effect upon prices?
Mr. C rozier. The effect would be to increase them.
Senator H itch co ck . Do you think that any body of men ought to 

have the power to increase prices?
Mr. C rozier. I think they ought to have the power to increase or 

decrease them.
Senator H itch co ck . Do you think that we ought to empower a 

commission to raise and lower prices in the United States?
Mr. C rozier. Yes; I think s.omebody is going to have that power 

over the elasticity of the public currency, and I would rather in
trust it to an agency of the Government than to intrust it to private 
corporations that are run for private profit. It is only a choice of 
evils, if you please.

Senator H itch co ck . Would it not be better to have the volume of 
currency responsive to the needs of business?
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Mr. C rozier . It will be so under an intelligent and wise board. 
That board will not be arbitrary, if it is intelligent and honest and 
efficient.

Senator N elson . But what rule of elasticity would that board fol
low ? What would be the rules that would guide the board ?

Mr. C rozier. The same rules that you have here, except that it 
would have a better judgment and a more public judgment, because 
it would have the instrumentality for influencing the thing with due 
regard, not to locality, but to the whole country and the whole 
situation.

Now, if we are to assume, gentlemen, that in a republican form 
of government it is impossible for Congress to create a public body 
that it is safe to delegate these governmental powers to and that 
therefore we must take these powers away from the Government and 
delegate them to some private corporation, run for profit, that is 
different; I do not agree with you. I believe in the republican form 
of government and in the ability of that form of government to con
struct a public agency, a department of government, that will be 
absolutely free from all political taint or partisan bias and free from 
control by the influence of Wall Street or anybody else—just the 
same as the Supreme Court is to-day.

But it should be a separate department of the Government; it 
should not be intermixed or intermeddled with the Treasury Depart
ment work at all.

Senator N elson . Y ou would have to have a bureau of elasticity 
then. [Laughter.]

Senator H itch co ck . A rubber bureau. [Laughter.]
Senator O ’G o rm an . Y ou may proceed, Mr. Crozier, with your 

remarks.
Mr. C rozier. I f  the gentleman will take the trouble and have the 

patience to read, in part 18 of your published proceedings, you will 
find a complete bill there.

Senator N elson . I will try to read it.
Mr. C rozier. It will give you an idea of the precise machinery that 

should be used for that purpose.
The so-called administration currency bill grants just what Wall 

Street and the big banks for 25 years have been striving for, namely, 
private instead of public control of the public currency. It does this 
as completely as did the Aldrich bill. Both measures rob the Gov
ernment and the people of all effective control over the public money 
supply and vest in the banks exclusively the dangerous power to 
make money among the people scarce or plenty. The Aldrich bill 
put this power in one private central bank. The administration bill 
puts it in 12 regional central banks, all owned exclusively by the 
identical private interests that would have owned and run the one 
Aldrich bank.

Mr. C rozier. There is absolutely no difference between the two 
measures in legal effect as to the control of the volume of currency 
in circulation. In one case the Aldrich bank and in the other the 12 
regional banks exclusively decide the quantity of public currency 
that shall be put out among the people through local banks by redis
counting commercial paper, what locality, and which banks shall get 
it, and the price that must be paid for it. They also exclusively de
cide the quantity of currency that shall be taken away from the
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people by stopping the- rediscounting and forcing local banks to 
gather up the people’s cash and hand it to the regional banks to pay 
maturing rediscounted paper, and they only decide when this shall 
be done.

Senator H itch co ck . None of that would be true if the law were to 
provide that every bank, as a matter of right, should be entitled to a 
certain line of discount at any time.

Mr. C rozier. That would help very much, and if you will increase 
the powers of the Federal board over those banks; to put the Federal 
Government in supreme control of the discount rate, so that the law 
of supply and demand will regulate it, I am in favor of this bill, if we 
can not get an ideal system.

Senator S h afr o th . Y ou do not think then the central board itself 
ought to have the power to increase and decrease?

Mr. C rozier. I will explain that a little later.
Senator S h a fr o th . All right.
Mr. C rozier. In other words, the imperial power of elasticity of 

the public currency and the tenfold volume of bank credit are loans 
built upon such currency, is wielded exclusively by these central 
corporations owned by the banks. This is a life and death power 
over all local banks and all business. It can be used to create or 
destroy prosperity ; to ward off or cause stringencies and panics. By 
making money artificially scarce interest rates throughout the country 
can be arbitrarily raised and the bank tax on all business and cost 
of living increased for the profit of the banks owning these regional 
central banks, and without the slightest benefit to the people. These 
12 corporations together cover the whole country and monopolize 
and use for private gain every dollar of the public currency, and all 
public revenues of the United States. Not a dollar can be put into 
circulation among the people by their Government without the con
sent of and on terms fixed by these 12 private-money trusts.

The Federal reserve board is utterly powerless. It can print and 
pledge the credit of the Government to a billion dollars of public 
currency and turn it over on its terms to the 12 reserve banks. Then 
its power ends. It can not compel the regional banks to put a dollar 
into actual circulation through local banks, no matter how badly it 
is needed by the people as a medium of exchange. It can not prevent 
the regional banks from suddenly withdrawing the entire billion 
from circulation, even if that course demoralized all business and 
wrecked all prices. The power to inflate and contract the volume of 
the public currency in the hands of the people and banks is vested 
not in the Federal board, but in the dozen private banking cor
porations.

Senator R eed. D o you think if the regional banks of this country 
were to do the things you speak of that it would be more than about 
two days and a half until the directors would be removed under the 
power of removal?

Mr. C rozter. There is no power of removal. I have already dis
cussed that. I discussed that before you came in, I  think. There is 
no power of removal of the three class B directors, so long as they are 
themselves commercial, agricultural, or industrial men. I asked for 
an amendment along that line before you came in, Senator.

Senator R eed. There is a power of removal which is limited to the 
three?
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Mr. C rozier. Yes.
Senator R eed. I f  we could remove those three and appoint three 

others, we would be able to run that bank again in a few days?
Mr. C rozier Yes; under this bill. I am only discussing the bill 

which may be evolved.
Senator R eed. I am talking about this unbelieveable thing.
Senator S h a fr o th . Of course, it is not likely that this will occur.
Mr. C rozier. Let me say in answer to the Senator, I  am not saying, 

and do not say, and would not say that every bank or any bank now, 
next week, next month, or next year would do these things to this ex
treme, but when you gentlemen are making a statute you do not as
sume that the powers you grant probably will not be abused, but you 
safeguard the language of the statute so that selfish interests can not 
abuse those powers, even if they are inclined to do so.

Senator R eed. That is all right. I  was asking about your claim 
that we could not control in an extreme case. Undoubtedly the con
trol would be there.

Mr. C rozier. Yes- There is, under the language of the bill passed 
by the House, no control or power in the Federal board to remove 
the directors of Federal banks, so long as these class B directors are 
themselves commercial, agricultural, or industrial men.

Gentlemen, that is private control of the public currency, the 
power in private hands to manipulate or arbitrarily raise and lower 
the prices of all securities, commodities, property, and human labor 
by simply inflating and contracting at the will of such corporations 
the outstanding quantity of the public currency of the United States.

Senator R eed. What do you say of this section in regard to the 
powers given to this central board :

To suspend the officials of Federal reserve banks and, for cause stated in writ
ing with opportunity of hearing, require the removal of said officials for incom
petency.

That would cover the case you have been discussing.
Mr. C rozier. I do not think so.
Senator R eed. “ Dereliction of duty,” that would cover it; would 

it not? “ Dereliction of duty, fraud, or deceit, such removal to be 
subject to approval by the President of the United States.”

Senator S h afr o th . There is another clause in there to the effect 
that when they shall be satisfied that they do not represent the agri
cultural or industrial interests they may be removed.

Mr. C rozier. That means if they stop being agricultural men and 
become bankers they should be put off the board. What I want in 
there is a section providing that if they cease, by their official acts, 
to serve the interests of those particular interests they should have 
the powTer of removal.

Senator R eed. Section D provides, among the powers of this cen
tral board:

To supervise and regulate the issue and retirement of Federal reserve notes 
and to prescribe the form and tenor of such notes.

Read that in connection with paragraph ( f ) ,  which says:
To suspend the officials of Federal reserve banks, and, for cause stated in 

writing with opportunity of hearing, require the removal of said officials for 
incompetency, dereliction of duty, fraud, or deceit, such removal to be subject 
to approval by the President of the United States.

It seems to me there would be a manifest power there.
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Mr. C rozier. Suppose, Senator, the regional bank directors should 
say, 46 Speculation is becoming rife ; let us call in 25 per cent of our 
loans.” Now, the Federal reserve board might believe that that was 
a tremendous burden on business, but it would be only an error of 
judgment.

Senator R eed. But that would be incompetencv?
Mr. C rozier. Yes, sir.
Senator R eed. The Federal reserve board undoubtedly would have 

the power, and there is no court in the country that would interfere 
with their power.

Mr. C rozier. I would like to see that clause put in the bill. Sena
tor. I would like to see that specific clause put in the bill, making the 
Federal reserve board the supreme court on this and all other ques
tions that come up under this bill.

Senator N elson . Will you repeat that statement you made a while 
ago?

Mr. C rozier. That is, private control of the public currency, the 
power in private hands to manipulate or arbitrarily raise and lower 
the prices of all securities, commodities, property, and human labor 
by simply inflating and contracting at the will of such corporations 
the outstanding quantity of the public currency of the United States. 
All authorities agree, so far as I know, that an inflation of the money 
in circulation, the money of the people, tends to automatically in
crease prices.

Senator N elson . The banks can not do it. The call for the cur
rency must come from the regional banks. They must put up their 
commercial paper. The regional bank can not issue, haphazard, 
currency and scatter it among the people and then bring it back. 
They can only issue it where there is a call by the member banks.

Mr. C rozier. That is true.
Senator N elson . So the demand comes from the consumers in the 

first instance ?
Mr. C rozier. They have the power to refuse to comply with the 

demand. I f the law of supply and demand of legitimate business— 
and commercial paper is legitimate business, if it is genuine com
mercial paper—if that law of supply and demand can be put into 
your bill, so it will be the Government and not the arbitrary will of 
the board of directors of the private corporation, you will take out 
very much of the danger.

Senator H itch co ck . That is undoubtedly the purpose of the bill, 
and the committee will see to it.

Mr. C rozier. I hope so.
Senator S h afr o th . You have your amendment all prepared?
Mr. C rozier. N o; I have just suggested it.
Senator N elson . He has a bill in the record.
Mr. C rozier. I have a complete bill in the record.
Senator S h afr o th . Y ou had better put in your amendment just 

as you want it, so that instead of going to your philosophy we can 
go to the language used.

Senator O ’G o rm an . Let me make this statement for the record. 
As I understand it, your proposed bill, which has been submitted, 
really provides for a central bank with branches under Government 
control ?
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Mr. C ro zier . It is not a bank in any sense of the word whatever, 
but a central agency, a monetary council.

Senator O ’G o rm an . It is intended to discharge the two main 
functions sought to be advanced by this bill, providing for the re
discount of commercial paper?

Mr. C r o zier . It is not strictly rediscount.
Senator O ’G o rm an . It is an accommodation?
Mr. C ro zier . No; it is loaning on the security of commercial paper 

instead of bonds; that is all. It is not a rediscount.
Senator O ’G o rm an . It also makes provision for the mobilization 

of reserves?
Mr. C ro zier . It is to form an ideal money and banking system. 

I am here because of the expression in the newspapers that there 
was some probability of this bill in its general form going through, 
and if that is to be, then I wanted it changed in certain particulars, 
and if it can be made so that it is a patriotic thing, so that the Gov
ernment is in control, I have no objection to the banks. They should 
be used. My bill provides that the currency must be put out through 
the banks. They are natural agencies. They have the situation in 
hand all over the country, but I want the banks to pay the Govern
ment whatever the true value of that, currency is, and I do not want 
it given to them and allow them to make all the profits from the 
Government. There is no reason why it should not be that way. It 
is a business matter, pure and simple.

This measure makes it possible for selfish private interests for 
selfish objects to use the whole public currency to harm or despoil 
all the people in spite of the Federal board, or all the powers of the 
Government of the Republic. Is this democracy? It is not rule by 
the people, but rule of the people by the dozen calculating private 
corporations.

The business heartbeats of 100,000,000 people can be stopped any 
time without notice of these corporations to raise interest rates or 
influence elections or legislation, suddenly obstruct the free play of 
circulation, the currency, the life fluid of all business, by temporarily 
stopping the rediscounting for local banks and requiring the payment 
of maturing short-time rediscounted paper in cash by the banks. We 
must remember that under our bank reserve system the volume of 
bank credit loans is ten times the total cash in the reserves. That a 
currency contraction that withdraws $500,000,000 from bank reserves 
will force the banks to instantly require their business customers to 
pay up $5,000,000,000 of bank loans. The sudden and unexpected 
contraction of bank loans five or even one billion dollars means 
nation-wide stringency, if not panic.

What folly, then, to put this dangerous power over all the people 
and their business activities into the hands of the very private inter
ests that will profit most by using such power for selfish purposes at 
the expense of the people.' Why not leave it where it now is and 
has been for 50 years—in the hands of the Government—for the good 
of all?

By establishing a proper Government agency to hold bank reserves 
and use the same with the public currency and revenues to protect the 
banks and put currency into circulation through the banks we can get 
the desired currency elasticity in practical and scientific form with-

S. Doc. 232, 63-1—vol 3------62
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out delegating these sovereign governmental powers to private cor
porations.

The administration currency bill should be simplified and changed 
so it will provide genuine public control of the public currency. The 
regional-bank feature should be eliminated and the Government 
board enlarged, safeguarded, and given adequate powers. It should 
not be a bank or do a banking business. It needs no capital stock. 
The bank reserves, currency, and public revenues will provide ample 
funds for all purposes. Every dollar should be a real dollar, good 
to pay a dollar of debt or purchase, full legal tender, redeemable in 
and secured by an adequate reserve of actual gold. Behind it should 
be the faith and credit and taxing power of the Federal Government. 
Such a currency always will be sound and never depreciate. What 
more do we need ? Why should we have less ? Congress must answer 
those questions.

Gentlemen, one of the wickedest things in this bill is the fact that it 
proposes to create a possible $1,000,000,000 of optional currency, not 
one dollar of which can be used to pay any private debt, and the man 
selling goods to a purchaser may refuse to accept it if it is tendered 
to him. And yet it is to be an obligation of the Government of the 
United States and for the banking of the Government of the United 
States. I say that it is not the province of Congress to authorize the 
creation and putting into circulation of $1,000,000,000 of currency 
that the people think is real money, and when they tender it to redeem 
some mortgage at the last moment to be told that that is not a legal 
tender and that they have lost their property.

Senator H itc h c o c k . Do national-bank notes have that effect?
Mr. Crozier. They have not, and that is why I am opposed to it.
Senator H itc h c o c k . Can you give us any instances of what you 

refer to ?
Mr. C rozier. I had one gentleman in Denver tell me of a case of a 

piece of mining property of great value on which there was borrowed 
in Wall Street about $150,000. The loan was made, and after they 
received it they developed the mine to the point where immense ore 
reserves were shown. These people suddenly foreclosed, and they got 
the money elsewhere and got together their last dollar to redeem it, 
and part of that money tendered was bank notes and part of it was 
gold certificates, and they were refused, because gold certificates are 
not legal tender, although there is 100 per cent of gold in the Treas
ury to secure them. They were mere warehouse receipts.

There is nearly 90 per" cent of money in actual circulation in this 
country under the law of Congress which is not worth the paper it is 
written on, if anybody cares to refuse it, because it is not legal-tender 
money.

Senator W e e k s. Did you investigate to see whether that story 
which you have related to us was true or not?

Mr. C rozier. I did not personally investigate it, but it came from 
a business man in Denver who, I suppose, knew what he was talk
ing about.

Senator N e lso n . Senator Shafroth may know something about 
that.

Senator S h a fr o th . Not that particular instance, but I remember 
a time when a man wanted to make a tender of $3,000, and he laid 
down $3,000 in gold, because he felt sure the people' with whom he
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was making the settlement would not take anything else. I have seen 
several instances where they have resorted to that.

Mr. C rozier. Now, gentlemen, I  would like to ask some member 
of this committee to explain why a gold certificate is not a legal 
tender ?

Senator H itc h c o c k . I supposed it was a legal tender.
Mr. C rozier. It is not.
Senator N elso n . It is not.
Mr. C rozier. Over $1,000,000,000 of those certificates are put out 

by the Government of the United States and they have 100 per cent 
of gold behind them, and yet they are utterly worthless paper in any 
business transaction between private individuals if the other party 
cares to refuse to accept them.

Senator O ’G orm an. Do you know any reason why any currency 
issued with the authority of the United States Government and with 
its approval should not be regarded as legal tender for all purposes?

Mr. C rozier. There is no reason.
Senator O ’G orm an. I am asking if you know any good reason.
Mr. Crozier. I have asked that question of a great many learned 

men about this legal-tender money, and the only answer I have ever 
obtained—I have asked it of college professors of economics, and 
they are preaching it in the great colleges and universities of this 
country to voung men who are coming up to be the future citizens, 
as the reason why it should not be the legal tender, and that is if it 
is made real money some time the Government of the United States 
may issue too much of it. In other words, they are preaching dis
trust of republican institutions and the safety of republican gov
ernments to those tens of thousands of young men in the educational 
institutions of the United States.

Senator Reed. That is interesting, but we can not undertake to 
reform the universities of this country.

Mr. Crozier. But the Senator asked the question. I  simply say 
I have put that question to a good many men.

Senator W e e k s . I do not think it is worth while to indulge in a 
discussion of that subject at this time, but I think the reasons are 
ample and conclusive why such a circulation should not be made 
legal tender.

Mr. Crozier. I have never yet found any reasons that were ad
vanced, excepting the one I have suggested, that there would be too 
much of it.

Now, then, my contention is this, that every dollar issued by the 
authority of Congress should be a full legal tender—should be re
deemable in gold and should have behind it a reserve of actual gold.

There can be no question about the soundness of that currency, 
because the Aldrich bill provided a currency that was to have behind 
it not the guaranty of the Government, but only 33£ per cent of gold, 
and not really even that, because under the Aldrich bill silver could 
have been used exclusively, and not a dollar of gold behind that 
currency. Greenbacks could have been used exclusively and not a 
dollar of either gold or silver to secure the Aldrich bill currency. 
The same is true of your bill.

Senator O ’Gorm an. Y ou  may proceed with your points, Mr.
Crozier.
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Mr. C rozier. The whole power of the Federal Government right 
now is being exerted to regulate or destroy trusts and combines as 
unlawful, dangerous, and against the general welfare. How strange 
that instead of protecting the independent banking system and com
petition for loans by forbidding banks to confederate to monopolize 
money and credit and raise interest rates, this pending currency bill 
would actually force the 25,000 banks to unite for mutual profit 
and advantage in a dozen corporate combines to which an absolute 
and binding monopoly of the entire public supply of money and 
bank credit of the United States is granted by act of Congress. A  
private monopoly of money and bank credit is the most dangerous 
and burdensome of all monopolies, because no important business can 
long thrive or even exist without a reasonable and ready supply of 
currency and credit available at fair interest rates.

I can not believe that the President and his advisers have as yet 
considered the question from this angle. It seems impossible that 
they would knowingly fasten upon the country by law an odious 
private monopoly of the public supply of money and bank credit, or 
while publicly proclaiming Government control of the public cur
rency actually seek to put through Congress a measure that in fact 
and in law establishes absolute private control of the public currency 
in most complete and dangerous form.

I have no desire to obstruct or unnecessarily delay currency legis
lation if it is wise, sound, and patriotic. But we must not go faster 
than we can analyze and understand the important and far-reaching 
effects of proposed legislation. Although a lifelong Republican until 
that party, under the lead of Aldrich in 1912, took its official stand 
for private control of the public currency, my sympathies have since 
been with the President and his supporters in Congress. But if 
Democracy, in spite of the teachings of Jefferson and the warnings 
of Jackson, is now to be also officially committed to private control 
of the public currency and surrender everything to the big banks 
for the sake of accomplishing currency legislation quickly instead of 
more deliberately, the way is likely to be opened for revolutionary 
political changes in the near future. There is not the slightest doubt 
that the progressive two-thirds of both parties desire public instead 
of private control of the public currency. Will not, these progressives 
come together in the Progressive Party or some new party in defense 
of their birthright and to preserve popular control of the public 
money supply if both Republican and Democratic Parties yield to 
the pressure of Wall Street and the big banks and take control of the 
public currency away from the Government and put it into private 
hands? What else can they do? Gentlemen, you may be shaping 
the issues of the next campaign and influencing powerfully the future 
history of the country in designing this currency legislation. I will 
gladly go with you in the support of any wise and practicable system 
that does not surrender to private interests the great sovereign power 
of issuing and regulating the volume of the public currency in circu
lation among the people.

Garfield said that whoever controls the supply of currency would, 
to a large extent, control the business and activities of all the people.

The great and immortal Jefferson declared that a private central 
bank issuing the public currency was a greater menace to the liberties 
of the people than a standing army.
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Senator O ’G orm an. Did he have in mind a central bank controlled 
by private interests?

Mr. C rozier. . Exactly that; the same as these regional banks are.
Would not he, if now among us, say the same of a dozen private 

central banks all owned by the same private interests and possessing 
an absolute monopoly of putting into circulation every single dollar 
of the public currency of the United States? Personally I shall 
continue to follow the wise and patriotic teachings of Jefferson even 
if all the leaders of modern Democracy choose to follow Aldrich and 
other strange gods.

It seemed unfair to oppose one plan without at least tentatively 
suggesting another. Therefore I took the liberty of preparing the 
plan for an ideal money and banking system found in the bill you 
so kindly printed in full in part 18 of the published hearings of the 
Senate Banking and Currency Committee.

I  have no prejudices against banks or bankers and want them 
protected fully as to all their legitimate interests. But they must 
keep out of the Government’s business of issuing and regulating the 
volume of public currency, and the Government should keep out of 
the ordinary banking business. There can be no safe or justifiable 
partnership between the Government of the Republic and any private 
interests.

Senator O ’G orm an. We thank you for coming before us, Mr. 
Crozier.

Senator S h a fr o th . Will you formulate those amendments which 
you suggested and send them to the chairman, and mark them as 
suggestions made by you for amendments to this bill?

Mr. Crozier. I will be glad to do so.
Senator O ’G orm an. I have here some suggestions which have come 

from Mr. Dawson, who appeared before us some days ago, containing 
proposed amendments to the pending bill, and, if there be no objec
tion, his communication will be printed in the record.

Senator B ristow . I desire to say we requested Mr. Dawson to send 
us suggestions.

Senator O ’G orm an. And in the same way Mr. Vanderlip has been 
recalled to amplify certain changes in the bill which he suggested 
when he was here before.

(The communication referred to is as follows:)
F irst National Ba n k , 

Davenport, Iowa, October 18, 1913.
Hon. Robert L. Ow en ,

Chairman Committee on Banking and Currency,
United States Senate, Washington, I). C.

My  Dear Mr. Chairman : In response to the kind invitation of the committee, 
I herewith present the amendments suggested to the pending currency bill 
which, in my opinion, will tend to make the measure satisfactory to the 7,000 
so-called country national banks.

I am much stronger in the opinions presented to your committee on the 10th 
instant than 1 was at that time. Upon my return I addressed a letter to every 
country national bank in Iowa and to about 60 more in Illinois. In that letter 
I stated the essential changes which I had recommended to your committee and 
asked for the opinion of the country banker with respect to the same. Up to 
this time replies have been received from about 125 banks and these replies are 
most interesting. I believe the committee will derive much information from 
them, and so I am forwarding them to you for the record.

You will, I am sure, be impressed with the sincerity and good temper of these 
letters from men who are conducting the national bank of from $25,000 to
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$100,000 capital in the average village or town throughout the country. You 
will note also that hardly a single suggestion is contained in all these letters 
that was not presented in my testimony to your committee. The most grati
fying feature of all, however, is the inevitable conclusion which one reaches 
after rending these letters that if the essential changes suggested to the bill 
are made the measure will meet with general approval in the smaller com
munities and by nearly 90 per cent of existing national banks.

As none of these essential changes go to the underlying principles of the bill, 
but are merely matters of detail which are relatively unimportant in comparison 
with the larger aspects of the measure, I am confident that they will appeal 
strongly to the good judgment of the committee.

The changes which will make the bill satisfactory to the smaller national 
banks are these:

(1) Lessen the capital-stock subscription.
(2) Protection against loss on the 2 per cent bonds.
(3) Protection against loss in the shifting of reserves.
(4) Permit the rediscount of a limited amount of six months’ paper.
(5) Equalize the privileges with State banks, with which they are in direct 

competition.
I am inclosing herewith copy of the letter which I addressed to the bankers 

in conducting my referendum and seeking to fairly ascertain the sentiment of 
that large class of the smaller banks. I have endeavored to obtain a fair ex
pression of their views, and this your committee will find in the responses which 
I am sending for the record. I am sure your committee will appreciate that 
this is about the only way that a direct expression from banks of this large 
class can be presented for your consideration.

In forwarding these replies I have prepared them for printing in the hearings, 
and. having carefully read them all, I am confident that your committee will 
find them useful to have at hand in convenient form.

In submitting the amendments I have put them down in the order in wThich 
they come in the bill. All of the amendments relate to the five changes above 
enumerated, except, possibly, the one regarding section 11, which pertains to the 
organization of the Federal reserve board.

Thanking you personally for your many courtesies, and assuring you that the 
smaller national banks of the country will heartily appreciate the friendly con
sideration of these suggestions, I am, with high regard,

V e r y  truly, yours, A. F. D a w s o n .

[Inclosure.]

F i r s t  N a t i o n a l  B a n k , 
D a v e n p o r t , Io w a , October 14, 1913.

B l a n k  N a t i o n a l  B a n k ,
BlanTctown, Iowa.

G e n t l e m e n  : At the conclusion of an extended hearing before the Senate 
Committee on Banking and Currency last Friday, I was requested by Chairman 
Owen to prepare and submit such amendments as would tend to make the bill 
satisfactory to the average national bank. In this hearing we discussed the 
bill wholly from the standpoint of banks with a capital of $25,000 to $100,000, 
of which there are nearly 7,000 in the United States; arguing that the pro
posed system could not be a success unless these banks were induced to enter it. 
I suggested the following changes to make the bill more satisfactory to banks 
of this class:

(1) Lessen the capital stock subscription.
(2) Protection against loss on the 2 per cent bonds.
(3) Protection against loss in the shifting of reserves.
(4) Permit the rediscount of a limited quantity of six months’ paper.
(5) Give us equal privileges with the State banks, with which we are in 

direct competition.
Will you kindly favor me with your opinion of these suggested changes and 

any other amendments that you think will improve the bill?
This looks like an opportunity to secure legislation that will better enable us 

to serve the people in our respective communities, as the amendments proposed 
will have careful consideration by the committee when it comes to put the bill 
in final shape to be reported to the Senate.
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Will you please give me the benefit of your advice and suggestion in this 
important matter so that the facts may be fairly laid before the committee? 
As the time for action is very short, I shall hope to have your reply by return 
mail.

Very truly, yours, A. F. D a w s o n .

A mendments Submitted by A. F. Daw son , of Davenport, Iowa .

Page 2, line 22, strike out the word “ twelve ” and insert in lieu thereof the 
word “ five.”

Page 3, line 4, strike out the word “ required ” and insert in lieu thereof the 
word “ permitted.”

Page 3, line 5, strike out the word “ twenty” and insert in lieu thereof the 
word “ ten.”

Page 8, line 10, after the word “ districts,” strike out all down to and includ
ing the word “ district ” in line 15.

Page 12, amend section 7 so that it will read as follows :
“ S e c . 7. That after the payment of all necessary expenses and taxes of a 

Federal reserve bank, the member banks shall be entitled to receive an annual 
dividend of five per centum on the paid-in capital stock, which dividend shall 
be cumulative. One-half of the net earnings, after the aforesaid dividend 
claims have been fully met, shall be paid into a surplus fund until such fund 
shall amount to twenty per centum of the paid-in capital stock of such bank, 
and of the remaining one-half fifty per centum shall be paid to the United States 
and fifty per centum to the member banks in the ratio of their average balances 
with the Federal reserve bank for the preceding year. Whenever, and so long 
as, the surplus fund of a Federal reserve bank amounts to twenty per centum 
of the paid-in capital stock the member banks shall be entitled to receive ah 
annual dividend of six per centum on the paid-in capital stock. Fifty per 
centum of the net earnings, after the aforesaid dividend claims have been fully 
met, shall be paid to the United States and fifty per centum to the member 
banks in proportion to their annual average balances with such Federal reserve 
bank; all earnings derived by the United States from Federal reserve banks 
shall constitute a sinking fund to be held for the reduction of the outstanding 
bonded indebtedness of the United States, said reduction to be accomplished 
under regulations to be prescribed by the Secretary of the Treasury.”

Reasons for changes suggested: It is a fair, businesslike proposition to pay a 
reasonable dividend to the stockholder, and then divide equaly the balance 
between the two partners, who supply the deposits. As the Government will 
supply about one-fourth of the deposits and the member banks about three- 
fourths a division of the excess profits half and half would seem to be eminently 
fair to the Government.

Page 16, line 15, strike out the words “ the reserve” and insert in lieu 
thereof the wrords “ all the.”

When State banks avail themselves of the privileges of the system they should 
be subject to the same requirements as national banks.

Page 17, amend the first paragraph of section 11 so that it will read as 
follows:

“ Sec. 11. That there shall be created a Federal reserve board, which shall 
consist of seven members, and it shall be composed in the following manner:

“ First. One ex officio member, namely, the Secretary of the Treasury.
“ Second. Two members to be elected by the member banks in the several 

Federal reserve districts. They shall be elected by ballot, each member bank 
having one vote. One shall be designated to serve for five and one for seven 
years, respectively, and thereafter each member so elected shall serve for a term 
of seven years unless sooner removed for cause by the President. Said first 
election shall be conducted under rules and regulations prescribed by the 
reserve bank organization committee. All subsequent elections shall be con
ducted by the board of directors of the several Federal reserve banks under 
rules and regulations approved by the Federal reserve board.

“ Third. Four members to be appointed by the President of the United States 
by and with the advice and consent of the Senate. In selecting the four ap
pointive members of the Federal reserve board, not more than one of whom 
shall be selected from any one Federal reserve district, the President shall 
have due regard to a fair representation of the different geographical divisions
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of the country. The four members of the Federal reserve board appointed by 
the President and confirmed as aforesaid, and the two members elected by the 
member banks shall devote their entire time to the business of the Federal 
reserve board and shall each receive an annual salary of $12,000, together with 
an allowance for actual necessary traveling expenses, and the Comptroller of 
the Curency shall, in addition to the salary now paid him, receive the sum of 
$5,000 annually. Of the four members thus appointed by the President not 
more than two shall be of the same political party, and at least one of them 
shall be a person experienced in banking. Two shall be designated by the 
President to serve for three, one for five, and one for seven years, respectively, 
and thereafter each member so appointed shall serve for a term of seven years 
unless sooner removed for cause by the President. Of the four persons thus ap
pointed, one shall be designated by the President as manager and one as vice 
manager of the Federal reserve board. The manager of the Federal reserve 
board, subject to the supervision of the Secretary of* the- Treasury and the 
Federal reserve board, shall be the active executive officer of the Federal 
reserve board.” ’

This seems to provide a control which will be secure against political con
trol on the one hand or the control of concentrated wealth on the other. This 
attempts to steer between these two dangers.

Page 22, strike out all of lines 1 and 2.
I do not think the board would ever have occasion to suspend the reserve 

requirements with reference to Federal reserve notes, but if an emergency 
arose where such suspension would save the day it should not be prohibited.

Page 23, strike out all of section 13.
The proposed advisory council is unnecessary if member banks are given 

representation on the Federal reserve board.
Page 25, strike out the third paragraph of section 14 and insert in lieu thereof 

the following:
“ Upon the indorsement of any member bank, if a country bank as defined 

by existing law, any Federal reserve bank may discount the paper of the 
classes hereinbefore described having a maturity of more than ninety days 
and not more than one hundred and eighty days; but not more than fifteen 
per centum of the total paper of the classes described in this and the preceding 
paragraph shall have a maturity of more than ninety days.”

This permits the rediscount of a limited amount of six months’ paper, and 
I regard this as vital if the benefits of the system are to be conveyed to the 
smaller national banks. The above might be inserted as a new paragraph, 
allowing the third paragraph to stand as it now is, if thought preferable.

Page 29, lines 2, 3, and 4, strike out the proviso.
This is a matter which, in my judgment, should be left to the discretion of the 

directors of the Federal reserve banks and the Federal reserve board. If the 
new system is not to be conducted as a money-making institution for the Gov
ernment, some people can not understand why the Federal reserve banks should 
pay interest on Government deposits and not on other deposits.

Page 29, lines 22 and 23, strike out the words “ or lawful money.”
These new notes should be redeemable in gold.
Page 23, line 13, strike out all down to and including the word “ patrons ” in 

line 23.
This provision is very objectionable to the smaller banks. I am convinced 

that it would be unwise to enter into this matter of exchange charges between 
banks further than to provide that drafts drawn on a Federal reserve bank by 
any member bank should be honored at par by every other member bank. This 
can easily be arranged by a regulation of the directors of the Federal reserve 
bank.

Page 30, line 13, strike out all after the word “ accredited ” down to the end 
of the paragraph and insert in lieu thereof the following:

“ Whenever in the opinion of the Federal reserve board the collateral deposited 
with the Federal reserve agent shall be less in value than the amount of the 
notes issued to said Federal reserve bank, it shall require additional collateral, 
in order that the collateral may always equal the amount of such notes, deduct
ing, however, from the amount of the notes any deposits in lawful money 
which may have been made with the Government to offset said notes, as here
after provided.”

Page 31, line 6, strike out all after the word “ bank ” down to and including 
the word “ out,” in line 15.
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Page 36, line 17, amend paragraph (a) of section 20 so that it will read as 
follows:

“ (a) If a country bank us defined by existing law, it shall hold and maintain 
a reserve equal to twelve per centum of the aggregate amount of its deposits, 
not including savings deposits hereinafter provided for. Five-twelfths of such 
reserve shall consist of money which national banks may under existing law 
count as legal reserve, held actually in the bank’s own vaults. After sixty 
days from the date aforesaid and for a period of six months at least one-twelfth 
within the next succeeding six months at least two-twelfths, and thereafter at 
least four-twelfths of such reserve shall consist of a credit balance with the 
Federal reserve bank of its district. The remainder of the twelve per centum 
reserve hereinbefore required may, for a period of thirty-six months from 
and after the date fixed by the Secretary of the Treasury as hereinbefore pro
vided, consist of balances due from national banks in reserve or central reserve 
cities as now defined by law. From and after a date thirty-six months sub
sequent to the date fixed by the Secretary of the Treasury as hereinbefore 
provided the said remainder of the twelve per centum reserve required of each 
country bank shall consist either in whole or in part of reserve money in the 
bank’s own vaults or of credit balance with the Federal reserve bank of its 
district.”

This provides a little more gradual process of shifting the reserves of country 
banks. I believe the shift could be accomplished in this way without material 
disturbance or inconvenience.

Page 39, after line 4, insert a new paragraph, as follows:
“ The board of directors of the Federal reserve bank may in its discretion 

fix from time to time a rate of interest to be paid on the deposits of member 
banks, subject to the approval of the Federal reserve board, and such rate 
shall be uniform throughout the United States, and in no case shall it exceed 
the rate of interest paid on Government deposits.”

I believe this discretion should be included in the bill. We have seen how 
potential this question of interest has been in centralizing reserves in private 
hands. One of the main objects of this bill is to mobilize reserves, and should 
those in control of the system not be given discretion to employ such means 
as will most successfully and fairly accomplish this reseultV

Page 39, lines 18 and 19, strike out the words “ or lawTful money.”
I would allow section 26 to remain in the bill as it now stands, so that 

national banks without a savings department might be permitted to make a 
limited amount of farm mortgage loans running not to exceed one year.

Page 44, amend section 27 so as to read as follows:

“  S A V IN G S  D E P A R T M E N T .

“ S e c . 27. That any national banking association may make application to the 
Comptroller of the Currency for permission to open a savings department. In 
making such application any national banking association may further apply 
for power to act as trustee for mortgage loans subject to the limitations and 
conditions herein prescribed. Whenever the Comptroller of the Currency shall 
have approved any such application he shall so inform the applying bank, and 
thereafter it shall be authorized to receive savings deposits as so defined, under 
rules and regulations to be prescribed by the Comptroller of the Currency.

“ All business transacted by the commercial department of any such national 
bank shall be in every respect subject to the limitations and requirements pro
vided in the national banking act as modified by this act, and such business 
shall hence forward be known as commercial business.

“ The savings department of each such national bank shall be authorized to 
accumulate and loan the funds of its depositors, to receive deposits of current 
funds, to purchase securities authorized by the Federal reserve board, to loan 
any funds so accumulated upon real estate or other authorized security and 
to collect the same with interest, and to declare and pay dividends or interest 
upon its deposits. In making loans secured by improved and unencumbered 
farm land, no such loan shall be made for a period longer than five years, 
nor for an amount exceeding fifty per centum of the actual value of the prop
erty offered as security, and such property shall be situated within the Federal 
reserve district in which the bank is located.

“ The Federal reserve board is hereby authorized to exempt the savings 
departments of national banking associations from any and every restriction 
upon classes or kinds of business laid down in the national banking act, and
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it shall be the duty of said board to make and publish at its discretion lists 
of securities, paper, bonds, and other forms of investment which the savings 
departments of national banks shall be authorized to buy or loan upon; and 
said lists need not be uniform throughout the United States, but shall be 
adapted to the conditions of business in different sections of the country.

“ It shall be the duty of every national bank to maintain, with respect to 
all deposit liabilities of its savings department, a reserve in money which may 
under existing law be counted as reserve, equal to not less than five per 
centum of the total deposit liabilities of such department, and every national 
bank authorized to maintain a savings department is hereby exempted from 
the reserve requirements of the national banking act and of this act in respect 
to the said deposit liabilities of its savings department, Except as in this sec
tion provided. Every regulation made in pursuance of this section shall be 
duly published, and also posted in every member bank having a savings depart
ment.”

This change eliminates the segregation of capital, etc., .which is impractical 
and unworkable in the smaller banks. The farm loan provision, to be of any 
material value in serving the people in this regard, must permit such loans 
to run for five years. It is generally conceded that the best investments for 
savings banks are first-mortgage loans secured by improved and unencumbered 
farms.

All of which is most respectfully submitted.
A. F. D a w s o n .

Senator Reed. Before Mr. Vanderlip begins, let me make this 
statement: Mr. Dawson forwarded to the clerk of the committee a 
large number of letters which he had received from the bankers in his 
State in response to certain questions which he had propounded to 
them, and he asked that all these letters be printed in the record. 
After looking through them in a desultory way and talking with 
Senator Pomerene, we suggested to the clerk that it would only be 
necessary to print the letter sent out by Mr. Dawson and the number 
o f  replies he had received in the affirmative or negative to each 
proposition instead of printing the mass of correspondence, which 
would take up a great many pages. I state that to the committee so 
they may understand the situation.

Senator S h a fr o th . H ow  many pages will this make now?
Senator O ’G orm an. Oh, not more than about 10 pages.
(The additional statement of Albert F. Dawson, president of the 

First National Bank, of Davenport, Iowa, follows:)
Mr. D a w s o n . Upon my return home after the hearing accorded to me by 

this committee on the 10th instant I took immediate steps to ascertain the 
views of the “ country ” national banks in the Middle West with respect to 
those amendments to the pending bill which I had suggested with a view to 
remove the objections made by banks with a capital of from $25,000 to $100,000. 
In order to get a fair expression direct from each bank I sent a letter to each 
of the 325 “ country ” national banks in Iowa and about 70 in addition to 
bankers of the same class in Illinois. This letter was sent out under date of 
October 14, and following is a copy of i t :

D a v e n p o r t , Io w a , October H , 1913.
My D e a r  Sir: At the conclusion of an extended hearing before the Senate 

Committee on Banking and Currency last Friday I was requested by Chairman 
Owen to prepare and submit such amendments as would tend to make the bill 
satisfactory to the average national bank. In this hearing we discussed the bill 
wholly from the standpoint of banks with a capital of $25,000 to $100,000, of 
which there are nearly 7,000 in the United States, arguing that the proposed 
system could not be a success unless these banks were induced to enter it. I 
suggested the following changes to make the bill more satisfactory to banks 
-of this class:

(1) Lessen the capital-stock subscription.
(2) Protection against loss on the 2 per cent bonds.
(3) Protection against loss in the shifting of reserves.
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k4j Permit the rediscount of a limited quantity of six-months' paper.
(5) Give us equal privileges with the State banks with which we are in 

direct competition.
Will you kindly favor me with your opinion of these suggested changes and 

any other amendments that you think will improve the bill?
This looks like an opportunity to secure legislation that will better enable 

us to serve the people in our respective communities, as the amendments pro
posed will have careful consideration by the committee when it comes to put 
the bill in final shape to be reported to the Senate.

Will you please give me the benefit of your advice and suggestion in this im
portant matter, so that the facts may be fairly laid before the committee? As 
the time for action is very short. I shall hope to have your reply by return 
mail.

Very truly, yours. A. F. Dawson .

(O f the 123 answers to the above filed with the committee 122 
expressed their approval of the suggested amendments, 1 being 
opposed thereto.)

Senator 0 ‘G o r m a n . Mr. Vanderlip, you may proceed. The com
mittee will be glad to receive any further suggestions you may have 
to offer regarding the pending legislation.

FURTHER STATEMENT OF FRANK A. VANDERLIP, NEW YORK,
N. Y.

Mr. V an d erlip . Following my previous hearing, it was suggested 
by some of the members of the committee that I engage my mind 
with the problem of whether or not a bank could be formed which 
would be entirely under the control of the Government, and which 
would be a feasible and workable institution. I have been giving 
my very best attention to that subject. To state the conclusion, 
rather than the road by which it was reached, I will say that I 
believe that is possible. I believe you can create an institution every 
officer of which will be appointed by the Government and the control 
o f which will lie solely with these public officers, an institution in 
which the banks will have no word of Government whatever, and 
which still would be satisfactory to the banks and would be a work
able plan. I shall be glad to elucidate that plan, if you wish.

Senator O ’G orm an. Y ou  may proceed.
Mr. V a n d e r llip . I would suggest the granting of a charter to a 

Federal reserve bank, with $100,000,000 of capital—a fixed amount 
of capital, not a variable amount. The head office would be located 
in Washington, and there would be as many branches as the gov
ernors of the bank might see fit to provide, probably starting with 
12, the number of regional banks now suggested.

I would adopt the idea of the present bill in regard to the ap
pointment, in the very first instance, of an organization committee. 
The function of this committee would be to divide the territory of 
the United States into, we will say, 12 districts, and to select one 
city in each of those districts which would be the seat of a branch 
of the Federal reserve bank.

The stock of this bank should be either entirely owned by the Gov
ernment. the funds for the purpose being secured by the sale of 
Government bonds at the lowest interest rate at which those bonds 
would float, or it might be offered to the public generally, and the 
success of that offering insured by requiring the banks to underwrite 
a pro rata proportion. There would be no need of any restriction
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on the purchase, sale, or accumulation of the stock, because it would 
have no rights whatever, except a right to receive a specified divi
dend. The stock would have no voting power, and no right o f any 
character except to receive dividends and, in the event of liquida
tion, to receive back the amount of money that was paid in, but no 
accumulation of surplus, should there be any surplus—which there 
probably would not be—in the event of liquidation.

I would have the Government of this institution absolutely and 
completely in the hands of a board of seven men appointed by the 
President of the United States with the advice and consent of the 
Senate. These men would serve for terms of 14 years, the first board 
to be classified so that the term of office for one director would ex
pire every second year, and thereafter appointments should be made 
for 14 years. There should be no ex officio appointments, but all 
members should be selected by the President for these terms, and 
there should be a clause in the act directive to the President that 
these appointments shall be made from men qualified for the duties, 
that the appointments shall in no case be made as political rewards, 
and that three at least of the seven should be men who have had 
acknowledged banking and financial experience.

Senator Reed. And I suppose, Mr. Vanderlip, you would add that 
at the time of their appointment and during the holding of that 
office they should have no banking connections whatever ?

Mr. V an d erlip . Oh, absolutely.
Senator W e e k s . Stockholding or otherwise.
Mr. V an d erlip . And that would be the case of all appointees of 

the bank in any official or executive capacity. They should have no 
relation, either official or financial, with any other existing banking 
institution.

I would provide that each branch be equipped with an executive 
committee of seven, to be appointed by the board of the Federal 
reserve bank, and with the same directive clause that they should be 
appointed for their qualifications or experience, and that at least 
three of the seven should have had acknowledged banking and finan
cial experience.

The President would designate one member of the board to act 
as governor and one as deputy governor; and the governor, or in 
his absence the deputy governor, would act as chairman of the board 
and be the chief executive officer of the bank. In the case of the 
executive committee the board of the Federal reserve bank would 
designate a chairman and a vice chairman, and the chairman would 
be chairman of the board, or in his absence the vice chairman would 
be. The executive committee would elect officers of the branch other 
than themselves. The titles of the executive officers would not be 
president, vice president, etc., but their functions would be similar to 
the functions of such officers in a bank; that is, the chief executive 
officers.

Senator H itc h c o c k . Who would elect those officers?
Mr. V a n d erlip . The executive committees.
Senator H itc h c o c k . The executive committees of what?
Mr. V an d erlip . Of each bank; that is, subject to the approval of 

the board of the Federal reserve bank. Every act of the executive 
committee would at all times be subject to the approval of the Fed
eral reserve board.

2912 BANKING AND CURRENCY.
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Senator N elso n . Here in Washington?
Mr. V an d erlip . Here in Washington. That board would be su

preme in every particular in the management of this institution.
Senator O ’G orm an. Will you state here, Mr. Vanderlip, why it 

would be necessary with a branch to have officials other than the 
seven governors who would be named by the reserve board?

Mr. V an d erlip . The branches would be the active executive fac
tors of this institution. These branches would have the right to 
rediscount and would rediscount commercial paper for member 
banks.

There should be a permanent trained banking staff, who would 
work under the direction, first, of the executive committee, and, in 
the last instance, under the board of the Federal reserve bank.

Senator H itc iic o c k . These directors would give their whole time 
to the service of the branch?

Mr. V an d erlip . That should be specifically provided, that they 
should give it their whole time.

I should have said in regard to the stock that I would attach a 
double liability to it if it is sold to the public.

Senator H itc h c o c k . Would you limit the quantity that indi
viduals might buy?

Mr. V an d erlip . I would not, because it would not make any dif
ference in the management if one individual owned it all he would 
have no influence whatever.

Senator O ’G orm an. I f  this entire system is to become a public 
utility system and is to be conducted not primarily for the purpose 
of private gain, and if the return to the holders of stock will be re
stricted to a fixed dividend rate of perhaps 5 or 6 per cent, would it 
be well to impose an additional liability on the holders of such stock?

Mr. V an d erltp . On reflection, perhaps not. I  probably was in
fluenced by the present practice.

Senator O ’G orm an. Would not that discourage the public from in
vesting in such stocks?

Mr. V an d erlip . I think it would, yes; and be such a discourage
ment as would offset the benefit. I am inclined to think you are right 
on that.

Senator Reed. Besides, Mr. Vanderlip, if this stock were sold, the 
best holding in the world for it would be a general hold ng among the 
people; I should think that would be the most helpful construction. 
And therefore it might be held in large part by people wTho invested 
their savings in it, and a double liability would not amount to much.

Mr. V an d erlip . I quite agree with you and withdraw that sugges
tion.

Senator N elso n . What dividend rate would you suggest, Mr. Van
derlip, on that stock?

Mr. V an d erlip . The lowest rate that will float the stock at par.
Now, there will be some question as to the earning capacity. Of 

course, the cheapest thing for the Government to do would be to sell 
its bonds at the lowest possible rate. It could sell $100,000,000 of 
bonds at per cent. I doubt if it could float $100,000,000 of stock at 
5 per cent. My judgment would be, as conditions are now, that about 
5  ̂ per cent would be the point at which that stock would float; 6 per 
cent would be a little too high, and 5 per cent would be distinctly
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doubtful. The rate ought to be such that the burden of underwriting 
the stocks which you impose on the banks would not be a serious one 
and would not result in the banks getting any great amount of that 
stock.

Senator H itc h c o c k . Would you think 5 per cent would be too 
low if it were made a cumulative dividend ?

Mr. V an d erlip . It should be cumulative, undoubtedly.
Senator N elso n . Do you not think a stock of that kind under those 

conditions would be analogous to a permanent annuity, and would it 
not be a popular investment for that purpose?

Mr. V an d erlip . It would after the bank had been running a suffi
cient length of time to demonstrate its earning capacity, and I think 
there would be no doubt about its earning capacity.

Senator H itc h c o c k . What would you think of the proposition to 
have the Government subscribe for a part of this stock and issue 
bonds to pay for it until a market was found for it?

Mr. V an d erlip . It might well be provided that the Government 
instead of the banks underwrite the issue. That is to say, they would 
offer it to the public and take what the public did not take and later 
sell it to the public.

Senator M cL ea n . H ow  would it do to allot it to the highest 
bidder ?

Mr. V an d erlip . I f  you made the rate 6 per cent, I think I should 
allot it to the highest bidder. I would think well of the plan that 
was adopted when the Spanish War loan bonds were sold of allotting 
to the smallest subscribers first, giving as wide a distribution of this 
stock as you could—give it to the public; give it to the small investor 
first. I f  the public won’t take it, then the banks must take it. Or 
we might adopt the suggestion that has been made here, and let the 
Government itself underwrite it, and not make a forced underwriting 
on the part of the banks. You must, in some way, if you launch 
this enterprise, insure its success. You would have to insure its suc
cess on the start by raising this money, and either the Government or 
the banks would have to stand ready to take what the public declined 
to take.

Senator W e e k s. Let me give you another thought about the double 
liability. Double liability presupposes the possibility of a failure. 
I do not think there ought to be such a possibility in this kind of 
bank'.

Mr. V an d erlip . 1 quite agree with you. I think the double lia
bility is wrong.

Senator W e e k s. That the organization should be such that there 
could not be such a thing as a failure of the bank.

Senator O ’G orm an. Mr. Vanderlip, bearing upon your suggestion 
that the stock be underwritten by the banks, you mean by all the 
national banks?

Mr. V an d erlip . By all national banks, pro rata; that is to say, in 
the proportion that the capital of each bank bears to the total capital 
of all national banks on a given day.

Senator O ’G orm an. Assuming there would be some national 
banks—because there would be some—not in favor of this plan, 
would they not be likely to protest, as they are protesting now, that 
this additional burdeii should not be placed upon them?
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Mr. V an d erlip . They would protest exactly as they are protesting 
now, but with less force, because they would not be obliged to make 
a permanent investment. They could perfectly well measure their 
loss, because they could sell the stock the day after they got it.

Senator O ’G orm an. D o  you not think this plan would more gen
erally invite public confidence if the banks had nothing to do with 
the creation of the system, leaving it to the public and the Govern
ment?

Mr. V an d erlip . It would be most desirable if you would be will
ing to do that. Leave the banks out entirely; the banks will wel
come that.

I should have said in regard to the appointment of the board of the 
Federal reserve bank that the President should distribute them geo
graphically, so as to give due weight to commercial sections of the 
country; not to geographical extent but to commercial importance,, 
and that the members of this board should be retired automatically 
at some age; the same age, perhaps, as the Supreme Court judges.

Senator Reed. When you say they should be distributed commer
cially, you mean distributed so that they could meet the present or 
developing lines of commercial activity?

Mr. V an d erlip . Yes, sir.
Senator B ristow . Mr. Vanderlip, why do you recommend 14 years 

as the term of service ?
Mr. V an d erlip . I regard long terms as absolutely essential to 

insure proper character for this board. It is through that point 
that I am willing to come at all to the thought of an institution 
entirely controlled by Government appointees. With one member re
tiring every two years there can then be hardly any question of par
tisan politics in that board. I think there is the greatest safety not 
only in the character of appointments, but in the ripe experience 
which the men would gather and in the thought that it was prac
tically a life appointment of the very highest character that a man 
in finance or business could attain.

Senator N elso n . And you would get more of a continuity of prac
tice, policy, and administration ?

Mr. V an d erlip . Yes, sir.
Senator B ristow . What salary would you recommend ?
Mr. V an d erlip . The very highest you are willing to pay; and any 

salary that is now paid by the Government to any officers other than 
the President would seem to me too small. I know you would find 
it hard to give these men salaries higher than the Supreme Court 
justices or Cabinet officers. Really, the minimum should be $15,000, 
with probably $17,500 for the governor.

Senator B ristow . Why do you suggest seven directors for the 
branches, the seven to devote their entire time to it, and then, out
side of the seven directors, have the officers selected? It seems to me 
that that is a pretty big organization for a branch.

Mr. V an d erlip . It will be a pretty big institution. It will be an 
extremely big institution with a tremendous amount of detail. I f  
this institution is to carry on the exchange business—which means 
the collection of exchanges—that in itself will require an organiza
tion—a genius of management—of the very highest character. It 
will be a work of detail equal to almost any job you might think of*
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Senator O ’G orm an. I f  I catch your meaning at this point, Mr. 
Vanderlip, these seven officials managing the branch, appointed by 
the members of the Federal reserve board, may act relatively as a 
board of directors does in an ordinary private institution, ana they 
will control the action of the bank ?

Mr. V an d erlip . Yes, sir; but I  would presume they would be some
what closer to the detail work than is an ordinary board of di
rectors. They would be more analogous to the managers of a foreign 
bank, that is not run by a president, but is run by two or three; or, as 
in the case of some banks in Germany, five managers, and under them 
the active executive officers.

Senator N e lso n . Would not five be sufficient?
Mr. V an d erlip . I should see no serious objection to that.
Senator H itc h c o c k . Can you make any guess as to the number of 

employees such a branch would probably have?
Mr. V an d erlip . The branches would, of course, be of different 

sizes. A number of employees are going to be required to handle the 
collections. That is a tremendously detailed work.

Senator B ristow . Why should it handle the collections?
Mr. V an d erlip . That is absolutely essential, it seems to me, to the 

working of this plan, or any plan such as you have in mind. One 
answer would be because it will be a great economy to the commerce 
o f  the country, a great saving, a speeding up of the handling of col
lections, and in every way an economy.

But there is a much more significant reason than that. To handle 
collections banks have to keep deposits with other banks. That some 
of them are seeking to avoid, or, at least, seeking to make unneces
sary. You ‘will find country bankers objecting—until they come to 
understand this plan—to the fact that they must keep their reserves 
without interest in the Federal reserve bank or the regional banks, 
and they feel they must also keep about the same lines of deposits 
with their correspondents as they have before, because they do not 
grasp the significance of the collection feature. I f  the Federal 
reserve bank will undertake the collection business and will have the

Eroper rediscount facilities, there is practically no reason for one 
ank to keep a balance with any other bank. Now, it is important 

that that should be done, for if you are going to compel the country 
bank to keep its reserve without interest, and still the exigencies of 
business compel it to keep a balance with a correspondent practically 
as large as it is already keeping, it works to the evident disadvantage 
o f the bank.

Senator H itc h c o c k . The branches you provide for would have 
substantially the same functions as the regional banks under this bill ?

Mr. V an d erlip . Almost precisely.
Senator H itc h c o c k . Are you able to make any estimate of the 

number of employees such a branch would require ?
Mr. V an d erlip . That would, of course, depend almost entirely 

upon the size of the branch and the volume of the collections. I  
should think it would take easily several hundred employees in the 
larger branches.

Senator O ’G orm an. Assuming, under the pending bill, that New 
York City were constituted a single regional center, that we had one 
regional bank for New York City, have you calculated the probable 
number of employees such a regional bank would require?
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Mr. V an d erlip . I suppose the City Bank employs more than 100 
men on that particular branch of business.

Senator O ’G orm an. Looking after collections?
Mr. V an d erlip . The City Bank has about 14 or 15 per cent of the 

total deposits of all the clearing-house banks. You can see from that 
that a rough guess would be 700 men, or something like that. Of 
course that is a very offhand estimate.

Senator H itc h c o c k . One man handles, I understand, 1,500 or 2,000 
checks a day. Is that right?

Mr. V an d erlip . I am not sufficiently familiar with that detail to 
answer.

Senator B ristow . Why would it not do to let the country banks 
divide their reserves, and let them keep part of them, say, with the 
Federal bank—that is, make a smaller reserve requirement, and let 
them keep their deposits with commercial banks, as they do now, to 
such extent as they think desirable ?

Mr. V an d erlip . That is feasible, but I have presumed the point 
was pretty nearly settled that you wanted to take from the central 
reserve city banks the duplication of deposits which results from 
their holding the reserves of other banks.

Senator Reed. That is the great danger in the present system, is 
it not ?

Mr. V an d erlip . N o, sir; that is not the great danger------
Senator Reed (interposing). Or, is it not one great danger?
Mr. V a n d erlip  (continuing). I am inclined to think the present 

system is not as good a system as you would have with all the reserves 
in the vault or in the Federal reserve bank.

Senator B ristow . Now, suppose this were a bank of issue and 
could issue currency to meet a stringency or demand; could the evil 
which has resulted from the pyramiding of these reserves result after 
that system was once established ? Could not the banks get the relief 
they desired so that there would be no trouble in these centers as a 
result ?

Mr. V an d erlip . I would not quite admit that the evil has come 
from this system of holding reserves; it has, in a measure. Either 
system—the one of the Government bank or the one you have been 
considering that has been passed by the House—will, I believe, ob
viate the recurrence of any such condition as, for example, in 1907, 
wThen it was a physical impossibility to supply the currency that was 
demanded by 25,000 frightened banks that wanted to build up their 
own reserves. There is the trouble. It is at the country bank end, 
not at the city bank end, that our system is defective. Of course, the 
twTo ends are related, but the trouble comes from the country bank 
becoming frightened—and by “ country bank ” I really mean all 
banks—and drawing to itself more reserve than it requires. What 
we want is mobilization of reserves—a reserve reservoir—and we 
want but one, and you will never get this thing just right until you 
get but one, either actually or in fact, or by relating the members you 
do have so they are in effect one.

Senator H itc h c o c k . What reserves would you require this Gov
ernment bank to hold?

Mr. V an d erltp . Perhaps it would be better for me to run through 
the plan and take these questions up in their natural order.

S. Doc. 232, 63-1— vol 3------ 63

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



2918 BANKING AND CURRENCY.

Senator Nelsom . I should like to hear your reserve plan and your 
currency plan.

Senator B ristow . That would be better.
Mr. V an d erlip . The earnings of the bank would—in the case of 

the Government subscribing to all the stock—first be devoted to an 
accumulation of a surplus of, let us say, 20 per cent. After that half 
to the accumulation of a further surplus and half to the Government, 
until the total surplus equals 50 per cent, after which all earnings 
would go to the Government. In the case of the public subscribing 
to the stock, the net earnings would first be devoted to paying the 
dividend, then to an accumulation of a surplus up to 20 per cent, 
then half to an accumulation of a further surplus and half to the 
Government, and after the surplus had reached 50 per cent all the 
remaining earnings to the Government.

I would devote all the earnings which the Government receives 
to the cancellation of the public debt, under specific terms which 
should be in the bill calling for tenders of bonds.

The customers of the bank should be only the Government and 
qualified member banks. Qualified member banks would include all 
national banks, and might include State banks and trust companies 
under proper restrictions of admission.

The Government should deposit all of its general fund with the 
bank and constitute the bank its fiscal agent.

Senator H itc iic o c k . Is there any objection to leaving that op
tional with the Secretary of the Treasury?

Mr. V an d erlip . I should think so. This is a Government insti
tution solely, and the funds of the Government ought to be deposited 
there. Otherwise a Secretary of the Treasury might withdraw from 
commerce that entire deposit, which would, of course, be the principal 
deposit of the bank, and you might have the management of the bank 
and the management of the Treasury at loggerheads, and the bank 
could be broken.

Senator H itc h c o c k . What would lead a Secretary of the Treas
ury to do that thing?

Mr. V an d erlip . I do not always know what leads Secretaries of 
the Treasury to do what they do.

Senator S h a fr o th . I f  these directors were long-time appointees, 
say 14 years, there might be an entirely different political party, and 
that might lead to a rupture.

Senator H itc h c o c k . D o you think the withdrawal of Government 
funds would seriously cripple the bank and possibly lead to its 
breaking ?

Mr. V an d erlip . I can readily conceive a condition of the bank 
where if you would draw $150,000,000 or more of reserve money out 
of it the reserve would then be away below the legal limit, and this 
would lead to the bank’s serious embarrassment, if not to closing.

Senator H itc h c o c k . Of course, you are providing a power to issue 
currency and a power to issue Government bonds------

Mr. V an d erlip  (interposing). But the Government bank could 
not pay its currency to the Government.

Senator H itc h c o c k . I understand you are giving the officers of 
the Federal board the power to issue Government bonds?

Mr. V an d erlip . N o power to issue bonds; no, sir. I  do not under
stand the question— power to issue bonds?
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Senator H it c h c o c k . Let me ask you this: You propose to give the 
Federal board the power to issue currency?

Mr. V a n d e r lip . Certainly.
Senator H it c h c o c k . H o w  do you propose to have that currency 

secured ?
Mr. V a n d e r lip . I will come to that in the regular order, if I may.
Senator H it c h c o c k . Would not that involve the power to sell 

bonds to get gold?
Mr. V a n d e r lip . No, sir.
Senator O ’G orm an. The hour for adjournment has arrived, and 

we will take a recess until 2 o’clock.
(Thereupon, at 1 o’clock p. m., a recess was taken until 2 o’clock 

p. m.)
a f t e r  recess.

Senator O ’G orm an. I think we may resume, Mr. Vanderlip.

STATEMENT OF FRANK A. VANDERLIP— Resumed.

Mr. V a n d e r lip . The reserve requirement for national banks I 
would have so changed as gradually to transfer the reserves from 
correspondent banks now acting as reserve agents, so that ultimately 
all reserves would be in the vaults of the member banks and in the 
vaults of the Federal reserve bank in the form of balances. The 
reserve requirement should be the same for all banks, country or 
city, because no bank would have any reserve responsibility to another 
bank, and there would be no reason why any one bank should be com
pelled to keep any larger reserve than any other.

Senator O ’G o r m a n . D o you suggest what that reserve ought to be?
Mr. V a n d e r lip . I am inclined to think that a reserve of 12 per 

cent for all banks would be sufficient; and, in that connection—I 
reached that conclusion for this reason—I would recommend that the 
minimum reserve* of the Federal reserve bank be 50 per cent rather 
than 33-J per cent—that it would be 50 per cent for all outstanding 
demand liabilities, including the notes that it might issue.

Senator W e e k s . The same reserve for notes would apply to all 
other forms of liabilities?

Mr. V a n d e r lip . Yes.
Senator N e ls o n . Fifty per cent?
Mr. V a n d e r lip . Fifty per cent for both notes and deposits. I 

would permit the board of the Federal reserve bank in an emergency 
to suspend the reserve requirements for 30 days and to continue such 
suspension for periods of 15 days. The reserve bank would be em
powered to rediscount for member banks paper of a self-liquidating 
character, to be defined by the act.

Senator N e ls o n . But there would be no member bank under this 
system, in the sense we have it in the bill?

Mr. V a n d e r lip . No, not exactly in that sense; but there would be 
member banks. Perhaps a better term would be “ depositing banks.”

Senator O ’G orm an. Because that would be the only test.
Mr. V a n d e r lip . The only test wrould be, Are bank depositors—are 

they permitted to deposit? All national banks would be depositors,
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and State banks and trust companies might be, and all depositor 
banks should have the right of rediscount.

Senator Pom erene. Y o u  would have no qualification?
Mr. V an d erlip . I would certainly have a qualification for the 

State banks. I will come to that in due order.
Senator Pom erene. But not so far as the national banks are con

cerned ?
Mr. V an d erlip . Every national bank must keep its reserve deposit 

as this law would indicate.
Senator Pom erene. Of 12 per cent ?
Mr. V an d erlip . Of 12 per cent, a portion in its vault and a por

tion with the Federal reserve bank. And, by the way, I should 
permit it to keep any amount which it choose to keep in the Federal 
reserve bank above the minimum that it must keep there. I would 
not make it keep in its vault any more than its needs require.

Senator N e lso n . Five per cent out of the 12 ?
Mr. V an d erlip . I would not have any fixed amount. I  would let 

it keep as little in its vault as it could. For instance, a city bank 
doing a character of business that required very little currency would 
keep practically all of its reserve with the Federal reserve bank, 
knowing it could, at a moment’s notice, convert its balance there into 
currency if it had a demand. Now, I would limit the amount that 
the depositor bank might rediscount. I think a fair limit would be 
the amount of its capital and surplus. I would permit the bank to 
go into the domestic market------

Senator N e lso n  (interposing). Excuse me, but you say you would 
limit it to that. You refer to discounts in general or discounts for 
the sake of obtaining currency?

Mr. V an d erlip . Discounts in general, made directly on the applica
tion of the bank that is rediscounting. I would limit it to the pur
chase of paper in the open discount market that bore the indorsement 
o f  a bank. I would permit the bank to go into the open discount 
market and buy paper, but only paper that bore the indorsement 
of a depositor bank. In the foreign market I would permit a bank 
to go into the discount market and buy prime foreign bills without 
any regard to an indorsement by a depositing bank. The bank would 
also have to have the power to deal in gold coin and bullion and in 
the obligations of the United States Government, and probably of 
the insular possessions.

Senator H itc h c o c k . Suppose the Government had need of more 
funds: Would it have the right to borrow of the bank?

Mr. V an d erlip . I should think it might have the right to borrow 
from the bank.

Senator N elso n . It ought to have that right?
Mr. V an d erlip . It probably ought to have that right, but there 

would be something of a question. The bank is an instrument of 
the Government. The bank is wholly controlled by Government 
officers, by public officers. That is a question I would want to reflect 
on before giving an opinion.

Senator H itc h c o c k . In Germany, as I recall it, the Reichsbank 
loans to the German Government by buying short-time bills, but 
those representing the stockholders have the right to put a veto on 
it so as to limit the amount.
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Mr. V a n d e r l i p .  The trouble here would be that there would be 
no one who could put a veto on it.

Senator O ’G o rm a n . Why not? Why not have the reserve board 
exercise that power?

Senator I I i t c h c o c k .  Because they are Government officials and do 
not represent the stockholders.

Senator O ’G o rm a n . It is true they represent the Government m 
the sense that they are Government officials. Yet their principal re
sponsibility lies in a proper administration of this system, and power 
could very well be confined to them, notwithstanding the fact they are 
appointees of the President, to use their own judgment as to the ex
tent to which the Government'might procure credit in an emergency.

Senator N e ls o n . At all events, Mr. Vanderlip, excusing me for 
interrupting you, the loans to the Government should be short-time 
loans and not permanent investments.

Mr. V a n d k r lip . That is exactly what I was about to say. In n© 
event ought the Government to place its obligation with the bank 
where the maturity was more than a year. It must be banking 
paper.

Senator O ’G o rm a n . The Government would at all times possess 
the power it now has of getting money on its bonds—by issuing and! 
selling bonds in the open market.

Mr. V a n d e r lip . Always. Now, I come to a point that 1 regard as 
of the greatest importance, and one that has always baffled me here
tofore in trying to see how a central bank, officered by public officers, 
could possibly be made to work. I think the question came updn 
the hearing I had here before. A central bank covering the whole 
country must have different rates of discount in different commu
nities, else a community with a high interest rate will borrow all 
the funds of the bank before the community with the low interest 
rate reaches the point where it wants to borrow any.

Senator H i t c h c o c k .  Suppose you limit the amount that can be 
advanced to any bank.

Mr. V a n d e r lip . Senator Hitchcock, you suggested in the hearing 
this morning a thought which I had never heard before in any dis
cussion, and one that I have embodied in this bill, and which I 
thought was a new invention. I believe it is the most important 
thought that we have had on the line of a Government bank. It is 
this: I would have a uniform minimum rate of discount in every 
branch and for every bank, but that uniform minimum rate would 
apply only to a certain percentage of borrowing. I f the individual 
bank is permitted to rediscount up to an amount equal to its capital 
and surplus, I would say that it may rediscount 30 per cent of that 
at the minimum rate. Then as it increased its rediscount above that, 
I would have a progressively increasing rate above the minimum 
rate. There you get the repressive measure where it belongs—not 
on the community but on the individual bank. You might have a 
community in which nearly all the banks were borrowing over the 
30 per cent and paying more than the minimum rate, and one bank 
that had been running conservatively and borrowed nothing. When 
it came in the market, if the rates were different in the different 
parts of the country, it would be at a disadvantage. It would have 
to be penalized because of what its neighbors had been doing. Under
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this plan the bank in a high interest rate community, where every 
one of its neighbors was paying more than the minimum, when there 
came need for it to borrow could borrow at the minimum rate up to 
30 per cent of the total amount it could borrow, the minimum rate 
in the West being just as low as for New York banks, New England 
banks, or any other banks. That would be perfectly fair to every 
bank, and the minimum rate would apply everywhere throughout 
the country to every bank alike, and would be advanced as the in
dividual bank’s borrowing increased above, let us say, 30 per cent 
of the total.

Now, it was the discovery of that idea that brought me to the 
conclusion you could have a Government bank officered by public 
authority. Without that, this thing would be perfectly certain to 
happen: There would be political pressure from the community that 
was being charged a higher rate than some other community, and 
that political pressure would certainly move a public body, and you 
could not get the repressive action of the discount rate which you 
would be able to get by this very simple method. I was somewhat 
astonished and greatly pleased that you had arrived at that con
clusion.

Senator H itc h c o c k . I am very glad to have your indorsement. 
[Laughter.]

Mr. V an d erlip . As fiscal agent of the Government I would have 
the Federal reserve bank charged with the duties now imposed on the 
Treasury of the United States, and on the Bureau of Redemption in 
the office of the Comptroller of the Currency. I would transfer the 
present redemption fund which is now in the general fund—im
properly in the general fund, because it is a trust fund—I would 
transfer that to this bank to be held as a trust fund, never as a part 
of its reserve, but to be held as a trust fund, and would charge this 
bank wTith the detail of redemption and the custody of bonds to secure 
national bank note circulation as long as that circulation is out
standing.

Senator H itc h c o c k . Of course, that would not add to the resources 
of the bank; it would simply be for economical reasons.

Mr. V an d erlip . Yes.
Senator W e e k s. H ow  much of a charge would that bank be per

mitted to make for that service?
Mr. V an d erlip . I think it should not make any charge. The Gov

ernment does not make any charge, and the bank ought properly, 
as fiscal agent, to assume that duty. Now, that is a suggestion. It 
is not an essential part of this plan, but it seems to be a sound 
suggestion.

I would authorize this banl£ to issue circulating notes. Now, there 
is the great difference and the great improvement that this plan 
would have over any plan that has been having your consideration, 
so far as I know. I think I said in my former hearing that I re
garded the issue of these notes in the form of an obligation of the 
Government as wrong and as tending to lead to disaster, but that 
until it led to disaster that scheme would work. That I believe. 
But the more I reflected on it the greater emphasis I put upon the 
unwisdom of placing the Government obligation on the notes. Here 
anyone who holds the opinion that the people should control the
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currency would find nothing contrary to that view by permitting 
this bank to make the obligation and to be solely responsible for the 
redemption of the notes. It would be the people. A bank wholly 
officered by public employees is the voice of the people, and that is 
the way the note ought to be issued—the obligation of the bank and 
not the obligation of the Government.

Senator H it c h c o c k . What would be back of the note of such a 
bank?

Mr. V a n d e r lip . The note should be secured by segregating redis
counted paper to the amount of 100 per cent, or one-year exchequer 
notes of the Government, to which I will refer later, and a 50 per cent 
gold reserve. Or the note might be secured by 100 per cent gold 
reserve.

Now, there might be conditions arise where there will be outstand
ing notes in excess of the amount of commercial paper the bank 
will have, but under those conditions the notes should be covered 
by 100 per cent of gold, and the bank should be perfectly free to issue 
its notes without limit so long as they are covered by 100 per cent 
in gold. There will be an actual flow of gold into the bank, and notes 
should be put out whenever they are demanded, and the bank’s gold 
stock could always be increased in that way with 100 per cent gold- 
covering notes outstanding to any extent.

Senator H it c i ic o c k . Y o u  mean notes may be put out even when 
rediscounts are not coming in, simply because the banks are asked for 
currency.

Mr. V a n d e r lip . Yes; but in that case they should have 100 per cent 
gold back of them.

Senator H it c i ic o c k . The bank asking for currency may procure 
it either by depositing gold or drawing against their balances?

Mr. V a n d e r l ip . Yes.
Senator P o m e re n e . Then you have two distinct classes of notes?
Mr. V a n d e r lip . No, sir: they would be exactly the same. The 

note must be covered either by 100 per cent of gold or by 100 per cent 
o f  rediscount paper.

Senator N e ls o n . With a reserve of 50 per cent?
Mr. V a n d e r lip  (continuing). Or exchequer notes and 50 per cent 

o f gold.
Senator N e ls o n . Your reserve?
Senator H it c i ic o c k . But to the extent that the notes exceeded the 

discount paper, they must be covered entirely by gold?
Mr. V a n d e r lip . Entirely with g old .
Senator P o m e re n e . Y o u  would expect those notes, redeemable then 

by the gold, to be practically the same as all gold certificates?
Mr. V a n d e r l ip . Yes.
Senator W e e k s . Would you make them legal tender?
Mr. V a n d e r lip . I would not.
Senator P o m e re n e . Why?
Mr. V a n d e r lip . Because they are, after all, a credit instrument. I 

see no reason whatever why a gold certificate, which is not a credit 
instrument, but a representative of gold, should not be a legal tender.
I can not conceive any reason at all why it should not. But, paren
thetically, T believe there are the strongest reasons why the size of the 
gold certificates should be increased. Gold in the form of gold certi
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ficates of $10 and $20 denomination ought not to be found in the 
pockets of the people. They ought to be in the bank reserves, and the* 
thing in your pockets ought to be the note of the bank, always re
deemable in gold.

Senator N elso n . Y ou would have these new notes legal tender?
Mr. V an d erlip . I would not, sir.
Senator B ristow . But you would make the gold certificates legal 

tender ?
Mr. V an d erlip . Yes.
Senator H itc h c o c k . Can you state briefly what evil might result 

from making them legal tender?
Mr. V an d erlip . They are not money in any sense; they are a credit 

instrument; they are a promise to pay—they are a promise to redeem 
in money. They ought not to be made money, and no hardship can 
follow not doing so. It may be that there has been sometimes a case 
where a man presenting a national-bank note has met with the 
statement, “ That is not legal tender, and I will not receive it.” That 
case is so rare, if it ever did occur, that the point is negligible. Cer
tainly the national-bank note was always convertible into legal 
tender, and, of course, the note of this bank always should be.

Senator H itc h c o c k . I understand, as an academic proposition, it 
is not sound or not wise or not legitimate to make them legal tender. 
But as a practicable proposition, I can not see what evil would 
result. Supposing it were done, just for the convenience of the peo
ple, what evil could result ?

Mr. V an d erlip . An obligation to pay is and ought to continue ta 
be an obligation to pay money—to pay gold—not an obligation to 
give somebody’s promise to pay gold. 1 do not think that is aca
demic ; I think it is real. On the other hand, I can see no objection 
at all to their not being made legal tender, because they will perform 
every function you want a circulating note to perform. I would 
give them every quality that the present national-bank note has 
They should be received for public dues, and they should have all 
the qualities contained in the national-bank act in reference to na
tional bank circulating notes.

Senator H itc h c o c k . I can see why they should not be made good 
for bank reserves, because then the gold might get away from the 
banks, which would be bad; but I have not been able to see why they 
should not be made legal tender. The man who receives them per
force can get gold for them. I can not see that he suffers anything. 
Now, there must be some practical reason.

Mr. V an d erlip . He does not suffer anything if he can get the gold. 
I f  he can not get it, he certainly ought not to be forced to take the 
promise to pay.

Senator H itc h c o c k . Y o u  are assuming that the note is always 
redeemable in gold.

Mr. V an d erlip . I f  that is so, the note will always circulate as 
well as legal tender, except in the rarest possible instances.

Senator H itc h c o c k . I realize that, but is there anything that can 
result as a practicable evil by making them legal tender ?

Mr. V an d erlip . Yes. I f  by any chance this bank got in such a 
condition that it could not redeem those notes and reserve conditions 
were suspended, and it was not compelled to redeem them, just as 
the Government itself did not redeem its promises to pay for a great
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many years, then to force a creditor to take that depreciated note, 
instead of the gold he is entitled to, would be an evil.

Senator N e ls o n . And they would be depreciated in price, as was 
the case of the legal-tender notes during the war.

Mr. V a n d e r lip . Yes.
Senator O ’G o rm a n . They went down, I think, as low as 33 or 35 

cents on the dollar.
Senator N e ls o n . It might not get as bad as that, but it would lead 

to depreciation.
Senator H it c h c o c k . Of course, those notes were issued without 

any gold reserve at all, without any provisions that are now made 
for safety. But I am still not able to see who would suffer or what 
evil would really arise by making them legal tender. They are legal 
tender, as I understand you to propose, when presented to the Gov
ernment.

Mr. V a n d e r lip . Because this is a Government institution.
Senator H it c i ic o c k . Yes.
Mr. V a n d e r lip . The Government ought to be ready and announce 

its purpose to receive them.
Senator H it c i ic o c k . Therefore the Government, receiving them, 

can pay them out for any purpose. They are perfectly good.
Mr. V a n d e r lip . It could not pay them for any purpose where its 

contract was to pay gold.
Senator H it c i ic o c k . Those cases are rare, and the great volume 

of obligations could be made in them.
Mr. V a n d e r lip . Nearly every corporation mortgage for the last 

10 years has been made payable in gold.
Senator H it c i ic o c k . They would not be affected, then; they would 

not suffer by making these legal tender ?
Mr. V a n d e r lip . They certainly might if they became depreciated 

and the income of the corporation was paid in the depreciated note, 
while the outgo was paid in gold. It would suffer very much.

Senator B r is to w . Would making these legal tender have a tend
ency to have contracts made payable in gold more than would be the 
case if they were not made legal tender?

Mr. V a n d e r lip . It would have a tendency. Contracts are now very 
largely made payable in gold when the amount is large and the period 
considerable.

Senator N e ls o n . Are these long-time railroad bonds payable in 
gold?

Mr. V a n d e r lip . Almost invariably.
Now, on the subject of having those notes the obligation not o f 

the Government but of the banks I heard a witness in this room this 
morning say that universities are teaching disloyalty to our Gov
ernment. They are teaching history, and there never lias been a case 
in history where the Government established a fiat obligation that 
that obligation did not go below par and usually lead to disaster.

Senator N e ls o n . Are you taking up the question of how to secure 
the gold for the redemption ?

Mr. V a n d e r lip . I am providing that they keep 50 per cent gold 
reserve.

Senator N e ls o n . Yes; but how is that gold to be acquired ?
Mr. V a n d e r lip . That will come in in the payment for the stock* 

in the deposits of the Government, and in the deposits of reserves by
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all the depositing banks. That will not all be gold; that will be 
partly gold and partly legal tender. I think that part of the reserve 
which specifically covers the note might well be made gold—to pro
tect a note redeemable in gold.

Senator N elso n . Would it not help 'us if we made the customs pay
able in gold ?

Mr. V an d erlip . No, sir; the customs in this case might just as well 
be payable in notes as gold, because they are going to be deposited 
right back into the banks. I f  the import dues were paid in gold, im
porters would draw gold out of the bank for it and it would come 
right back into the bank again.

Senator H itc h c o c k . Have you made any estimate as to the possible 
volume of these notes which would be issued ?

Mr. V an d erlip . A suggestion I am just about to make would oper
ate at once, or as soon as would be practicable, to replace $300,000,000 
or $350,000,000 of national-bank notes by these notes. Except from 
that I should doubt if in normal times there would be very many of 
these notes with the present level of business. In the crop-moving 
period I think there would be $200,000,000 more. Then in future 
years, as the needs for currency expanded with growing business, the 
amount of these notes would expand.

Senator H itc h c o c k . Why wrould you retire $350,000,000 of na
tional-bank notes, when in your former testimony you expressed the 
opinion that our currency is not redundant at any time to an extent 
greater than $150,000,000, as I recall it?

Mr. V an d erlip . I would do that and keep exactly in accord with 
my former testimony. It Avas to the effect that if you did not retire 
some of the present existing national-bank notes there would not be 
room enough in our circulation for the purely elastic factor; that in 
normal times we have enough circulation. We would only, there
fore, have to issue these notes for the peak of the load, and there 
might be none at all in the springtime, but only in the fall, in the 
crop-moving period. We ought to get some of these out of the way 
to make room for a note of an elastic quality. And then I would 
also provide the bank with a one-year exchequer note, as I explained 
in the hearing before. In a word, the plan would be this: Gradu
ally, and over such period as the Federal reserve board may decide 
upon, the Federal reserve bank shall offer to purchase the 2 per cent 
bonds of the United States deposited to secure circulating notes o f 
the national banks, at par, and up to an amount equal to one-half of 
such bonds deposited with the Treasury of the United States as 
security for national-bank note circulation. Now, it would pay for 
these by taking the redemption responsibility for the notes that are 
outstanding and would then exchange the 2 per cent bonds that it 
got for the 3 per cent one-vear exchequer notes.

N owt, you may say at once that that represents a loss to the Govern
ment. But with the tax the bank wTould pay—and that tax to be a 
lien upon its earnings ahead of any dividends—an amount equal to 
1-| per cent on an amount of notes equal to these exchequer notes 
issued—that would compensate the Government for the payment of
1 per cent additional interest, and would compensate also for the loss 
of the one-half of 1 per cent tax now paid on circulating notes se
cured by 2 per cent bonds.
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Senator P o m e re n e . D o I understand that tax to be on the ex
chequer notes you referred to?

Mr. V a n d e r lip . The tax would be on circulating notes secured by 
exchequer notes.

Senator P o m eren e . Yes.
Mr. V a n d e r lip . I would gradually substitute rediscounted paper 

for the exchequer notes and leave them free in the treasury of the 
bank. This gives the bank an employment for its funds in normal 
times. In normal times there will be 110 great amount of rediscounts 
in this country. You remember the advantage of the rediscount sys
tem is not to employ all of your funds all the time in such redis
counts. It is not for a bank to borrow from this central reserve 
bank, and loan those funds at a higher rate to its customers. In 
normal times the bank will not go to the central reserve bank to re
discount at all.

The advantage is only that you can go there in the last emergency; 
that is the great advantage of it, that you can always go there; 
that you can always make your commercial paper liquid. Nor
mally, the rate will be too high to go there. Normally, a bank will 
go into the open discount market and sell some of its commercial 
paper; or it may borrow through other banks. But the knowledge 
that it can always go there, can always make liquid its commercial 
paper, is the great thing.

Senator H it c h c o c k . 1 do not believe I quite get clear in my mind 
this process. You would have the banks take over $350,000,000 of
2 per cent bonds now held in the Treasury for the various banks?

Mr. V a n d e r lip . Yes.
Senator H it c h c o c k . N o w , what would the bank pay for those?
Mr. V a n d e r lip . It would assume the national bank notes now 

outstanding. That would be equivalent to paying par for the bonds.
Senator H it c h c o c k . Well, the national-bank notes outstanding 

belong to the banks of issue.
Mr. V a n d e r lip . I know7. Now, this bank would assume those 

notes outstanding that are secured by this $350,000,000 of bonds.
Senator H it c h c o c k . It would assume their redemption'{
Mr. V a n d e r lip . Yes; it would assume their redemption and retire

ment.
Senator H it c h c o c k . And what would it redeem them with?
Mr. V a n d e r lip . With its own notes, w7hich it would be enabled to 

issue by putting these exchequer notes under the new circulating 
notes. Now, they would only remain under them temporarily. 
Ultimately commercial paper would come under them and the ex
chequer notes wrould be free in the Treasury. But, generally speak
ing, the $350,000,000 of national bank notes would be replaced by 
$350,000,000 of notes of the Federal reserve bank.

Senator H it c h c o c k . Well, the $350,000,000 of 2 per cent Govern
ment bonds which wTould be taken over would be replaced then------

Senator O ’G orm an (interposing). Substituted.
Senator H it c h c o c k . Substituted by exchequer notes.
Mr. V a n d e r lip . They would be absolutely retired by the Govern

ment. They would be received by the Government, and in their 
place the one-year exchequer notes would be issued.

Senator H it c h c o c k . And they would belong to this bank?
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Mr. V an d erlip . Yes.
Senator H itc h c o c k . And bear 3 per cent interest?
Mr. V an d erlip . They would bear 3 per cent interest ; they would 

mature every year; but the bank would be under obligation to renew 
them. They would renew them, probably, one-twelfth each monthr 
or something of that kind.

Senator N elso n . But that right of converting 2 per cent bonds into
3 per cent exchequer notes, as you speak of, ought to be prorated 
among the banks, ought it not?

Mr. V an d erlip . Oh, yes.
Senator N elso n . According to their bond holdings?
Mr. V an d erlip . Certainly.
Senator N elso n . Otherwise it would not be fair.
Mr. V an d erlip . It would not fair. Each bank ought to be per

mitted to sell one-half of its bonds that are up to secure circulation 
at par for this purpose.

Senator H it c h c o c k . But the Government would be paying 3 per 
cent on its bonds instead of paying 2 per cent. How do you compen
sate it for that loss?

Mr. V an d erlip . By giving them the tax of 1-J per cent on the 
notes.

Senator H itc h c o c k . What notes?
Mr. V a n d e r lip . The notes that the Federal reserve bank is to 

issue to retire the national-bank notes.
Senator H itc h c o c k . But you see that would be taxing itself, would 

it not ?
Mr. V an d erlip . It would be taxing itself, except that I say that 

that tax shall be a lien ahead of any dividends.
Senator H it c h c o c k . But, then, if the bank earns dividends any 

surplus over the dividends it is allowed to pay goes to the Govern
ment ?

Mr. V a n d e r lip . Then you might say, in effect, that it will be taxing 
itself.

Senator H itc h c o c k . So that you do not relieve the Government; 
and the Government would be paying 3 per cent interest instead o f
2 per cent.

Mr. V an d erlip . The Government would be taxing itself, in effect, 
if  you could accomplish all the purposes that are sought to be accom
plished, without doing this thing and make the earnings of the bank 
as high as they would be if you had not converted 2 per cent bonds 
into 3 per cent notes. But the earnings of the bank would really be 
materially higher as a result of converting bonds into notes; so much 
higher that the Government would profit instead of lose by making 
the notes bear 3 per cent.

Senator O ’G orm an. Would not the benefit that the Government 
would derive from the enjoyment from the surplus profits of this 
Federal reserve bank be more than ample compensation?

Mr. V an d erlip . Very much more, in my opinion.
Senator O ’G orm an. For the immediate loss to which it may be 

exposed.
Mr. V an d erlip . Yes, sir.
Senator O ’G orm an. In paying 3 per cent interest, where heretofore 

it has paid only 2 per cent.
Mr. V an d erlip . Yes, sir.
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Senator Weeks. Have you made any estimate of how much that 
surplus profit would be ?

Mr. V an d erlip . I have not; but I feel quite confident that that 
would be the case.

Senator W e e k s. Do you think the dividends should be made 
cumulative ?

Mr. V an d erlip . Yes, sir.
Senator N e lso n . With a 50 per cent reserve in gold, Mr. Vanderlip, 

could you not issue that currency based upon these exchequer bills in 
larger volume than the par value of the exchequer bills—than their 
face value?

Mr. V a n d e r lip . I would not advise that, and I would not encour
age the bank at all to use these exchequer bills as cover for circulat
ing notes. The rediscounted paper is what should be used, and the 
exchequer notes should be held there in the Treasury for the employ
ment of funds in a scant time. You see you pay 3 per cent on these 
notes, but to whom do you pay it? You pay it right back to your
self, practically, because the Government gets the earnings of the 
bank.

Then these exchequer notes become of the greatest value in in
fluencing a gold movement or in protecting the bank in any time of 
stress. They would be a perfectly ideal bankable paper in any 
commercial market in the world. With the highest possible credit 
and short maturity, they would be the ideal thing for a bank to have 
to operate with in the money markets of the world. The bank 
could go to the Bank of France or to the Bank of England or any
where where there was credit to be had or gold to be bought and buy 
it with that obligation.

Senator H it c h c o c k . Well, as a matter of fact, would not they 
slowly drift out of the country, and would it not happen after 10 
years that this bank would not have any of these choice 3 per cent 
bonds ?

Mr. V a n d e r lip . At the end of every year they come back into the 
hands of the bank. The Government pays them and issues new ones 
in their place, which the bank buys. They can not drift out of the 
country in the way you suggest. I f  they drift out of the country— 
that is, if the bank used them in order to buy gold, we will say, 
in London as soon as they mature—and some of them will mature 
in 30 days, some of them will mature in GO days, and so on, and the 
last will mature in a year—they will at maturity be presented for 
payment and new ones at once bought by the bank.

Senator H it c i ic o c k . Then, suppose the United States should be
come involved in war and it should find itself in a position where 
it had to market great quantities of bonds, would it not happen that 
it would not be able to renew these bonds on a 3 per cent basis ?

Mr. V a n d e r lip . The bank pledges itself for 20 years to renew 
them------

Senator H it c i ic o c k  (interposing). Oh. you have that in the char
ter of the bank, have you ?

Mr. V a n d e r lip . Yes, sir. That must be fundamental, that the 
bank is under pledge to renew them.

I would have this measure provide a national clearing house, as 
I explained this morning, and not alone for the reason that it would 
be a great economic engine, but that you must provide for the col
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lection of checks without imposing on banks the necessity of keeping 
balances with other banks.

Senator W e e k s . Mr. Vanderlip, that would be one of the most 
difficult things to do in this measure which you propose. Country 
banks—probably 22,000 or 23,000 out of the 25,000 believe that their 
interests are going to be jeopardized if that is done, and universally 
they have opposed any such action. Now, what can we do to pre
vent their making a material loss in revenues and still carry out the 
suggestion which you make?

Mr. V a n d e r lip . Point out that they oppose it, not on economic 
grounds, which, if they understand it they must admit are sound, 
but on selfish grounds of earnings; and try to show them that i f  
they will be broad gauged and put into operation a measure that 
will be for the best interests of this whole country, their earnings 
will be larger, although reduced by this small amount of profit wThich 
they make now on collections.

Senator O ’G o rm a n . Mr. Vanderlip, let me give you a concrete 
case. A  gentleman representing the second largest bank in the State 
of Mississippi testified before us recently that the net profits of the 
bank amounted to $40,000 a year.

Senator W e e k s . $48,000, was it not ?
Senator O ’G o rm a n . Perhaps it was. It was something over 

$40,000, and he said $20,000, almost 50 per cent of the net profits 
of the bank, were derived from exchange charges; and he said, in 
substance, that if a system were adopted by which their profits would 
be so materially reduced, that they would, of course, surrender their 
national charter, and continue as a State bank and continue to enjoy 
that revenue. Now, what would you say to that?

Mr. V a n d e r lip . I would say that I fear that these $20,000 profits 
were gross. I f you analyze exactly what he said, he probably said 
that he got $20,000 in gross—he may not have used the word 
“ gross ”—in his collection charges. I can not believe that any bank 
that is doing anything like a normal business derives half of its 
net profits out of the net profits of the collection business. It is not 
so; that is all.

Senator O ’G o rm a n . We have been told by all representatives of 
country banks that their profits, perhaps on a capital of $25,000 or 
less, might probably not exceed $15,000 or $20,000 a year—and that 
they may make as much as $2,500 a year or $3,000 from exchange 
charges.

Mr. V a n d e r lip . A gentleman was making that statement to me the 
other day, and I challenged it ; and he admitted that what he meant 
was that the gross profits out of collections were equal to one-half 
of his net earnings. Well, when you come to analyze that statement, 
the taking away of the collection business would not fall so heavily 
on that bank. I f  a bank is doing a business where half of its earn
ings come out of the community for paying collection charges, it is 
charging the community too much, and that community is paying 
too great a charge for that bank’s services.

Senator W e e k s . I s  it not true in the case of small banks of that 
kind, that about the same force would have to be maintained, whether 
they were doing this collection business or not; so that the receipts 
from the collection business are practically net?
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Mr. V a n d e r lip . Well, that might be, in some measure, true.
Senator W e e k s . In small banks ?
Senator N e ls o n . N o w , is not the situation altered somewhat under 

your plan from what it is in the bill, because there is nothing com
pulsory? That is, the country bank need not come into the sys
tem ; they can stay outside and are not obliged to come in.

Mr. V a n d e r lip . They must come in, so far as the reserve provi
sions are concerned.

Senator N e ls o n . Yes.
Mr. V a n d e r lip . That is all. There is nothing else compulsory, 

particularly if you do not compel them to underwrite this public 
subscription of stock. There is nothing compulsory at all, except 
this reserve requirement; they must keep their reserve where you 
tell them to. That is all.

Senator N e ls o n . They need not do their clearances through these 
subsidiary banks?

Mr. V a n d e r lip . Not at all.
Senator N e ls o n . S o  that the situation is not, practically, under 

your plan as it would be under the plan proposed in the bill ?
Mr. V a n d e r lip . Well, in effect this bank would do the clearing 

business so cheaply and so effectively that it would take it away from 
the other banks The economy would be so great that that would be 
the effect.

Senator N e ls o n . Yes.
Senator H it c h c o c k . I  would like to have your opinion on this, 

Mr. Vanderlip. Suppose it is a fact, as I  believe it to be, that there 
are possibly several thousand small communities in the United States 
which depend upon a bank, say, of $10,000 capital, and that bank is 
a great convenience to that community, and it has, say, $7,000 of 
deposits. It is not possible with that volume of deposits to have 
loans sufficient to pay a dividend upon the capital and a decent salary 
to the men that run the bank.

Now, they eke out dividends and their salaries by these collection 
charges. Would you not say that the bank is of sufficient convenience 
to that community to warrant a continuance of that system?

Mr. V a n d e r lip . I would say that it is a great convenience to the 
community, and that under this plan it still would retain a consid
erable amount of what it makes out of collections. That is to say, 
a merchant in that community having a bill to pay in New York 
will come in to buy a New York draft under our present system. In 
order to sell a New York draft that bank has got to keep a balance 
in New York to write it on.

Under the system that I propose, or that is proposed in the bill 
that is before you, when a merchant comes in to get a piece of paper 
that will pay a New York draft the bank will merely write its check 
on the central reserve bank or, in the other case, on the regional 
bank. Instead of writing it on a New York bank it writes it on the 
central reserve bank or on the regional bank. It can sell i t ; it can 
get some charge, some commission, there just the same.

But its check on its deposit in the central reserve bank is par in 
New York or par anywhere else. It can write drafts for its custom
ers that will be par anywhere in the United States, without keeping
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the balance anywhere in the United States, except in the Federal 
reserve bank.

Senator H it c h c o c k . Well, that is true. But it still is not getting 
what it gets now. I understand a discount on such checks of its cus
tomers has come to it  ̂ 11 J * A 1 JJiat bank, not

interest on its loans to make a living, to make an existence possible, 
goes out of business. The people of that community then go back 
to the idea of keeping their little hoards in stockings or in bedticks 
or under mattresses or they go 10 or 15 miles away and deposit it in 
a bank. Has not that community suffered a loss ?

Mr. V a n d e r lip . They have suffered a very great and very real loss 
i f  that were the effect, but that will not be the effect. The effect will 
be that that bank having the new facilities provided by either of these 
plans will prosper more, even in spite of this small loss, than it ever 
prospered before.

Senator H it c h c o c k . I think it is very questionable whether that 
bank gets any advantage out of this new system, however, which is 
proposed, because it has a privilege of discount now with its city 
correspondent, and its city correspondent might take paper which 
could not be available under the bill that Ave have before us or the one 
which you have, so that it gets no benefit at all.

Mr. V a n d e r lip . The community in which that bank is operating 
will get a lower level of interest under either of thege plans.

Senator H i t c h c o c k . Well, I hope that will be the result, but I have 
never been able to see how such a bank gets any benefit out of this 
system.

Mr. V a n d e r lip . I f  the community does get a lower level of interest 
rate, the community will prosper more.

Senator H it c h c o c k . But I think all these little banks will be wiped 
out. They do not exist in any European country where the cen
tralized bank system prevails. You will find no such banks in France 
or in Germany or anywhere where that system prevails.

Mr. V a n d e r lip . Personally I should be very glad, looking at the 
question from the point of view of the bank with which I am con
nected, to pass a measure that will compel the small banks of the 
country to Keep deposits with us. My whole personal interest is on 
that side; But my judgment is that the advantage of the whole 
country lies on the side of the national clearing house.

Senator N e ls o n . Well, the little country banks, Mr. Vanderlip, 
not being required to keep deposits in other banks for exchange busi
ness as they do now would have more loanable funds at home, would 
they not?

Mr. V a n d e r lip . Yes; and instead of getting 2 per cent for that 
balance as they now do they would get 5 or 6 per cent.

Senator N e ls o n . And that would compensate them in a measure 
for that small loss, would it not?

Mr. V a n d e r lip . I believe it would compensate them fully.
Senator B r is to w . Mr. Vanderlip, if Senator Nelson is through, I 

should like to ask you a question.
Senator N e ls o n . I have finished.
Senator B r is to w . There is one feature that has been discussed a 

good deal since you were here the other day in regard to this exchange

being able through through the
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matter, and that is the payments by check. Bankers do not like it, 
but the people do.

We have developed these small banks all over the country, and 
the country bank solicits from farmers and different citizens in its 
community and asks the people to deposit their money with it, and 
then to take a check book and pay out by check.

And I think that that has resulted—the use of checks in this 
country in the establishment and maintenance of a great many small 
banks, because it has drawn the money that was kept around in 
bureau drawers and other places in the community into a center; 
and instead of keeping the money in his pocket or hidden away 
somewhere, the citizen takes a check, and when he pay for any article 
o f merchandise, or for a pig, or a cow he draws a check for it ; he does 
not carry the money with him; the money is in the bank; and some
body has borrowed it that needed it; and so it builds up the com
munity.

Now, the use of checks has become so common in this country that 
when a merchant in Salina, Kans., pays his Chicago house, he fre
quently—I say usuall}7—simply draw's a check on his local bank and 
sends it; it goes to Chicago, and they do not have to go and get a 
money order; they do not have to go and get an express order, or 
they do not have to go and buy a bank draft. The citizen does it 
at night, after everything is closed up. And in our part of the 
country the pay rolls are paid by check; everything it done by check.

Now, with this discount system—not discount system------
Senator O ’G o rm a n  (interposing). Clearing system.
Senator B r is to w . Yes; clearing system that is suggested here; 

would not that break up or interfere with that process?
Mr. V a n d e r lip . No ; it would greatly facilitate it.
Senator B r is to w . N o w , tell me how it would facilitate it.
Mr. V a n d e r lip . By facilitating the collection of the check. I f  

that check reaches the Chicago merchant, he deposits it with his 
bank and is charged exchange on it. Anything that will facilitate 
the collection of that check is of advantage to the merchant, and 
therefore of advantage to the man who issues the check, because, in 
the end, that is where the cost must fall.

The merchant is not going to do business without profit. He is 
going to put into his pocket something to cover the loss of time and 
o f commission in collecting that check. Anything that will facilitate 
the collection of that check will increase the use of similar checks.

Senator B r is to w . Well, that is very satisfactory if it will operate 
that wray.

Now, there is another advantage to the local merchant or the local 
citizen in our part of the country. Settlements are made the 1st 
of the month; and nearly all of the routine business is done and pay
ments made the 1st of the month; collections are made the 1st of 
the month. The merchant on the last day of the month will go over 
his accounts. He knows what is due and where his check will reach 
the creditor on the 1st of the month; that if it does, he will get a 
discount probably. He collects on the 1st of the month. He draws 
those checks when he probably has not the money in the bank. His 
bank account may be low; it would not begin to pay them, and he 
depends upon his collections on the 1st or 2d day of the month to 
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meet those checks by the time they get back; and that is done every
where.

Now, in the normal operations of the business of the country there 
are thousands and hundreds of thousands of men who handle their 
business in that way. And anything that we did here that would 
disturb or make difficult this routine-established method of business 
would be received with very great disfavor. And I do not want 
anything in this bill that we may pass here to in any way disturb 
that situation.

Mr. V a n d e r lip . This measure will not facilitate the kiting o f 
checks. It will not facilitate the business of writing a check when 
you have not a balance in the bank to pay it with. This will shorten 
the time between the blotting of your signature on a check and the 
time when that check is charged against your account; there is not 
any doubt about that.

Now, if you think it desirable for people to be able to write checks 
without having a balance in the bank, and let those balances come 
after a while, and increase the time between the day you sign the 
check and the day you are charged with it, you do not want this 
system.

Senator P o m e re n e . And the kiting of a check is neither fair to the 
banker nor fair to the payee of a check, is it?

Mr. V a n d e r lip . N o , sir.
Senator S h a f r o t h . Mr. Vanderlip, how would it do to put a 

maximum charge of $1 a thousand for collection ?
Mr. V a n d e r lip . I would not be prepared to answer that as to the 

figure. Certainly you do not want this bank to do a service without 
being paid for it. You do not want to impose on this bank the neces
sity of crediting in New York at par a check that has been drawn in 
San Francisco, and that the bank can not get its credit for until that 
check has traveled to San Francisco. You must permit it to charge 
what it is right to charge—what would be fair for the service per
formed—either a charge in the form of a commission, or in a de
layed credit of the item------

Senator S h a f r o t h  (interposing). The only thing is, the country 
banks are protesting very strongly against this bill, and there is also- 
some protest that excessive charges are made; and I thought that if  
you could put a limit upon it it might be a compromise that would 
be well to consider.

Senator B r is to w . Mr. Vanderlip, suppose that I draw a check for 
$1,000, living in Kansas, as I do, to pay a debt which I owed in 
Chicago—we will say to the Butler Paper Co. And that company 
deposits that check in a Chicago bank with which it does business, 
and that check is then sent back to the bank upon which it is drawn 
at Salina. The bank at Salina, Kans., does not charge me anything. 
It wants me to make my remittances that way. It prefers that I 
should do so. What charge is made—what bank gets the charges on 
that check?

Mr. V a n d e r lip . I will tell you who does charge you something; 
that is, the Butler Paper Co.; because you have paid them with 
something that is not worth par; you have paid them with a piece o f 
paper that they have to do one of two things with, either to put it in 
their bank and get a delayed credit for it, which means a credit after
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some days, just to give the bank time to collect it, or be charged a 
collection commission.

Senator B r is to w . Theoretically you are right, but practically you 
are not.

Senator O ’G o rm a n . Y o u  are a favored depositor there, Senator 
Bristow.

Senator B r is to w . The Butler Paper Co. credit me with that check 
just the same as if it were a bank draft, or a postal money order, or 
an express money order; it makes no difference to them. I get ex
actly the credit, penny for penny, that I would even if I sent the 
money by express.

Mr. V a n d e r lip . Y o u  will admit that it is worth less to the Butler 
Paper Co. than cash or a Chicago draft, will you not?

Senator B r is to w . I do not know.
Mr. V a n d e r lip . I can prove that it is, because I can tell you that 

they will not be able to get a par credit for that. They must pay a 
commission.

Senator B r is to w . Well, I want to know what charges are made as 
against this check in its trip from Salina to Chicago and back again.

Mr. V a n d e r lip . The Chicago bank will charge the Butler Paper 
Co. a commission. The Chicago bank will probably send that check 
to Kansas City and will pay nearly all of their commission to Kansas 
City. Kansas City will send it on to Salina, Kans., and probably 
has an arrangement with the Salina bank to remit once a week, so 
that the Kansas City bank will be out an average of four days. It 
must have charged a commission that will compensate it for interest. 
The Chicago bank must have charged a commission that will com
pensate it for interest, because it has credited this as cash to the 
Butler Paper Co. It does not get it back under a week. It is not 
cash, it is froth. It is a piece of paper in the mail. It will take a 
week to get that back from Salina, Kans., and perhaps more; a week 
to get it in the form of money in the vault of the Chicago bank.

The Butler Paper Co. has, however, obtained a balance that it can 
check on, and they must be charged a commission for collecting that 
piece of paper equal to the interest and to such work as may be con
nected with the collection, interest for the period from the time the 
credit is given to the paper company until the time the bank gets 
into its vault the equivalent amount of money.

Senator B r is to w . A s  a matter of fact, the bank may charge the 
Butler Paper Co., and it may not. All banks do not make a charge 
for that.

Mr. V a n d e r lip . I believe they do in Chicago. I believe there is a 
clearing-house rule there compelling all banks to charge.

Senator B r is to w . X o w  we will take another illustration. Sup
pose that I have a customer at Plainville, Kans., who owes me $100 
and sends me a check on the Plainville bank in payment of that $100, 
and I deposit the check and credit his account with $100. When I 
deposit that check it is credited to my account for $100. Well, as a 
matter of fact, that bank in the town where I live makes no charge. 
I  never pay anything, and my Plainville custon er never pays any
thing.

Mr. V a n d e r lip . Y o u  p a y  som ethin g, and you do not know  it.
Senator B r is to w . That is a very convenient way to pay debts.
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Mr. V a n d e r lip . Y o u  keep a deposit balance w ith  that bank , else it  
w ould n ot receive that check and credit you  w ith  it a t once.

Senator N e ls o n . Why?
Mr. V a n d e r lip . And it pays you no interest on that deposit bal

ance.
Senator B r is to w . No.
Mr. V a n d e r lip . And that is where you pay it.
Senator B r is to w . Well, if this system were changed so that I  could 

not do that, I would get no interest on the deposit anyhow.
Mr. V a n d e r lip . The system would not be changed so that you 

could not do that. You could do all of these things. You could do 
everything you have been talking about here. The new system would 
only facilitate—it would only shorten the time, make the collection 
more rapid.

Senator B r is to w . I do not object to shortening the time. I do not 
ask that this be artificially delayed. I think that it would be dis
honest to artificially delay it. B u t I  do contend that the system that 
has been developed by the small country banks for the purpose of 
gathering together the money in its vaults, so that the people can loan 
to the bank and the bank can loan it to the people, and take it out of 
the dark places where it does no good to anybody, and bring it where 
it can be used by the community—which is all the product of or 
which has resulted, rather, in the checking system—I think that any
thing that would destroy the check system or retard it would be 
injurious to the community and to the country as a whole.

And then its convenience is such that my sympathies have all been 
with the country bankers, because I felt that it was of great advan
tage to the country and that if these small banks had not been estab
lished, so as to gather together these sums and send them to the cen
ters, we would not have anything like the banking system we have 
got now. And it is a wonderful convenience. And that is why I do 
not want to favor any exchange provisions here that will in any way 
interfere with that.

Mr. V a n d e r lip . The bank is compensated by the proposed new 
conditions. They will more than compensate it.

Senator B r is to w . So far as the checks of a bank are concerned, 
that was only of secondary importance, except as it might affect its 
earnings which are necessary, but I was primarily looking at the 
convenience to the community, and I know that if that convenience 
was taken away the measure would not be considered upon its merits; 
it would be regarded as an aggravation; it would be a source of great 
opposition.

Senator W e e k s . Is  it not possible that the Butler Paper Co. might 
Lave sold to Senator Bristow a bill of goods at a slightly lower price 
if they knew they were going to receive cash instead of a check 
which would take five or six days to collect?

Mr. V a n d e r lip . I think it possible; certainly if it were a large 
transaction.

Senator B r is to w . I think the banks who get the use of this money 
absorb that charge, because they can afford to do it on account of the 
deposits they get, and the business men keep the deposits there be
cause it is convenient to have them there. The banks absorb those 
checks, and what I suspect is that the big banks who feel the burden 
of those country checks would like to get out from under.
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Mr. V a n d e r lip . We get from $200,000 to $300,000 a year gross in 
charges.

Senator O ’G o rm a n . Exchange charges?
Mr. V a n d e r lip . Exchange charges.
Senator B r is to w . New York has the reputation of being pretty 

swift on exchange charges.
Senator O ’G o rm a n . I understand you are quite prepared to see a 

system adopted by which you will lose that revenue?
Mr. V a n d e r lip . Yes, sir; because we believe we would get other ad

vantages.
Senator H i t c h c o c k . Would you materially reduce the force in 

your bank?
Mr. V a n d e r lip . Yes; quite materially.
Senator W e e k s . I would like to call attention to a controversy 

which has been going on in the press between two usually well- 
informed men about the cost of this collection system, and I would 
like your opinion in regard to it. I do not remember the figures.

Senator H it c h c o c k . I have them right here. One man estimates 
the cost of such a system to be $8,675,000 a year, and the other says 
that is about $0,000,000 more than it should be.

Senator W e e k s . What have you to say about that, Mr. Vanderlip!
Mr. V a n d e r lip . I am not a technical banker. I did not grow up 

in a bank. I know very little about the technical details of a bank. 
I am not prepared to express an opinion. I would suspect, perhaps, 
that here, as in many ether cases, the truth will lie between the ex
tremes. T am not prepared to express an opinion on that. I know 
the gentleman to whom you refer, and I have a very high opinion 
indeed of the technical knowledge of the one who makes the highest 
estimate. I am inclined to think he may be too high, but I would 
not undertake to demonstrate that without a study which I have not 
given to the subject.

Senator O 'G orm an. Y ou  may proceed, Mr. Vanderlip.
Mr. V a n d e r lip . I  would enlarge the charter rights of the national 

banks in order to permit them to compete successfully with trust 
companies that will be admitted to the system. That is to say, I 
would not put a premium on a national bank going out of the system, 
taking out a trust company charter and becoming a depositor of a 
Federal reserve bank.

The main expansion of charter rights should be to permit a na
tional bank to have branches in the city where it is located, and to 
establish foreign branches, and to exercise general trust-company 
functions. That will prevent banks going out of the national bank
ing system, taking out trust company charters, and becoming de
positors in the central bank.

Senator N e ls o n . Let me see if I understand you right there. You 
speak of trust-companv functions. Would you include in that the 
right, under proper restrictions, to loan on farm mortgages?

Mr. V a n d e r lip . I would not, if I was personally writing the bill. 
Still I sympathize quite strongly with the view of western bankers, 
who find they can make a better loan on that kind of security, and 
who find that State banks are competing with them.

Senator N e ls o n . Y o u  must remember one thing, Mr. Vanderlip, 
and that is what a great thing those farm mortgages are for the big 
insurance companies.
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Mr. V a n d e r lip . Y e s ;  I  know .
Senator N e ls o n . They are a very great source of investment. The 

insurance companies prefer them to stocks and bonds.
Mr. V a n d e r lip . A s I have said before, I do not believe the pro

vision in this act that is on the table is a dangerous one. I do not 
altogether like it, but I do not believe it is dangerous.

Senator W e e k s . Y o u  spoke of foreign banks just now. Have you 
come to any conclusion in regard to the amount of capital that would 
be required in order to establish a bank, for instance, in the Argen
tine Republic, to successfully compete with foreign banks there?

Mr. V a n d e r lip . It would take a large amount of capital. They 
are used to seeing very large figures in the capitalization of banks 
there, although in that case the stock is not fully paid, as a rule. 
We have, and I think should have, no system of partly paid capital 
stock, and I think to successfully establish a bank in any South 
American country will require a showing of very considerable capital 
in order to compete with existing banks.

Senator W e e k s . About how much?
Mr. V a n d e r lip . I would not think of anything under a million 

dollars. In Buenos Aires, I should think $5,000,000 would be a 
minimum for a great American bank.

Senator W e e k s . That is, capital segregated for that purpose?
Mr. V a n d e r lip . I f  you are going to segregate capital—I do not 

quite see the point of it. It seems to me that the honor, and really 
the credit of the whole bank, would have to be pledged to any branch 
of the bank.

Senator N e ls o n . Would it not do to have a branch in South Amer
ica and in London, and have those branches with the power of what 
you call accepting houses?

Mr. V a n d e r lip . They should have.
Senator N e ls o n . So that drafts could be drawn on those branches 

and accepted by them, and would not such drafts circulate like the 
European drafts?

Mr. V a n d e r lip . Yes, sir; they wTould go into the open discount 
market then.

Senator N e ls o n . They would go into the open discount market in 
London and every other continental bourse.

Senator O ’G o rm a n . Mr. Vanderlip, have you any acquaintance 
with the banking requirements in different foreign countries where 
some of our national banks would establish branches under either of 
these plans ?

Mr. V a n d e r lip . I have made a wide study of South American 
banking conditions.

Senator O ’G o rm a n . Of course, you would expect that any branch 
o f a national bank doing business abroad would continue to conform 
to the requirements of the national banking act?

Mr. V a n d e r lip . Perfectly.
Senator O ’G o rm a n . A s  we may modify it. Suppose the local laws 

may have some requirements at variance with the requirements of 
our national laws. How would that conflict be met—because the 
natives of those foreign countries will have an interest in the proper 
maintenance of these banks; they will be doing business with our 
banks; they will be depositors and borrowers?
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Mr. V a n d e r lip . A s  a matter of fact, the laws are very generous in 
South American countries toward either branches of foreign banks or 
banks organized under the laws of foreign countries. Of course, 
you could not permit a bank organized under our laws to have 
branches in another country that would impose conditions opposed 
to the conditions you impose. They might impose conditions in addi
tion to those; but you could not permit the establishment of a branch 
where the lawT of some other country wTould in anyway fundamentally 
change the impositions of our own laws.

Senator H it c h c o c k . Would the reserves be kept in this country ?
Mr. V a n d e r lip . They could not be entirely. That is a point that 

would have to be worked out. The whole subject needs very careful 
study, and is very lightly treated in the bill before you.

Senator H i t c h c o c k . There is nothing in the bill that would indi
cate what should be done with the reserves?

M r . V a n d e r l ip . N o.
Senator H it c h c o c k . Y o u  are opposed to segregation?
Mr. V a n d e r lip . I do not say I am opposed to segregation; but, as 

a matter of fact, I feel sure that the whole credit of the bank is 
pledged to the support of the credit of the branch.

Senator H i t c h c o c k . Unless you have segregation and the branch 
be organized, the reserves would necessarily have to be kept in this 
country ?

Mr. V a n d e r lip . They would, and any till money that the branch 
kept w7ould have to be in addition.

Senator O ’G o rm a n . D o  you not think the laws of foreign countries 
would have to be very liberal which would permit the reserves of 
one of our branches in a foreign country to be retained in this 
country ?

Mr. V a n d e r l ip . There are few countries that have any minimum 
reserve requirements.

Senator R eed . Mr. Vanderlip, is not this question you are now 
discussing—the amount of reserves to be kept in a foreign branch— 
one that would almost necessarily have to be referred to the discre
tion of a central board of control, so that that board, within the 
exercise of its discretion, could prescribe the rules and conditions 
writh reference to the reserves of such banks, and generally with refer
ence to the transaction of their business?

Mr. V a n d e r lip . I think it is, and I think it well could be with such 
a board as I have suggested here—a board absolutely removed from 
politics, made permanent, having continuity, and being of the char
acter that I believe such provisions as I have suggested here would 
insure.

Senator N e ls o n . These foreign branches, would they be branches 
of this big central Federal bank, or would they be branches of our 
national banks?

Mr. V a n d e r lip . Those are two entirely different subjects.
Senator N e ls o n . What have you been referring to?
Mr. V a n d e r lip . I have been referring to our national banks up 

to this time. It is true that the Federal reserve bank itself ought 
either to have agents or branches in at least three of the European 
centers.

Senator N e ls o n . Ought it not to have branches there, through 
which they could make our acceptances over there ?
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Mr. V a n d e r lip . I think, probably, it  w o u ld  h ave to  be som e
thing in the nature of a subbranch. We have ta lk ed  here of 12 
branches and any number of subbranches, and I sh ou ld  th in k  the for
eign offices would be in the nature of subbranches.

Senator W e e k s . Is  the National City Bank doing any business 
through such an agent at this time?

Mr. V a n d e r lip . It is doing no business. The National City Bank 
has a resident representative in London. He does no actual business. 
I mean he signs no paper; he is not an officer of the bank.

Senator N e ls o n . Does he make any acceptances?
Mr. V a n d e r lip . Nothing of the kind.
Senator N e ls o n . What we need is practically an acceptance house 

abroad, is it not?
Mr. V a n d e r lip . Yes; and we need the right of acceptance by na

tional banks, and I would not limit that as in this bill to the accept
ance of paper that arises out of the importation or exportation o f 
goods. I would permit acceptances also in domestic transactions, and 
keep a limit to the amount of half------

Senator N e ls o n  (interposing). And acceptances o f finance bills, 
to o ?

Mr. V a n d e r lip . N o , sir.
Senator N e ls o n . Commercial bills?
Mr. V a n d e r lip . Commercial bills.
Senator R eed . What limit do you refer to ?
Mr. V a n d e r lip . Half the capital and surplus would be a fair limit.
Senator E e ed . What is the objection, if any, to banks dealing in 

exchange ?
Mr. V a n d e r lip . What is the objection to banks dealing in exchange ?
Senator R eed . Yes.
Mr. V a n d e r lip . N o  objection  in the w orld  that I  know  o f.
Senator R eed . Foreign exchange?
Mr. V a n d e r lip . The National City Bank is quite the largest dealer 

in exchange in the country, and I have never heard any objection to 
engaging in that business. It is essentially a part of the commerce o f 
the country to handle foreign exchange.

Senator R eed . When I say exchange—what is the objection to a 
bank dealing in acceptances with foreign banks, provided there is a 
reasonable limit; is there any sound objection?

Mr. V a n d e r lip . There is no sound reason whatever, and there is a 
great advantage. It permits a bank which has the power of accept
ance to sell its credit, and it is a perfectly proper act for the bank to 
do. Under our present system you can not sell the credit of a bank. 
Its credit is only evidenced in the willingness of people to deposit 
monev in it.

Senator O ’G o rm a n . The moment a bank gives its acceptance, it en
larges its liability ?

Mr. V a n d e r lip . Yes, sir.
Senator O ’G o rm a n . It is not contemplated that such a liability is 

to be taken into consideration in fixing the reserve?
Mr. V a n d e r lip . No ; and therefore you limit the liability and 

hedge it about with collateral security. That is to say, collateral 
credit in the form of the liability of the drawer of the bill you 
accept.
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Senator O ’G o rm a n . In other words, when you give your accept
ance, if at the same time you btain adequate collateral, you are really 
enlarging your assets, at least to the same extent you are increasing 
your liabilities ?

Mr. V a n d e r lip . Yes, sir.
Sen ator O 'G o r m a n . S o the sa fety  o f the p lan  w^ould depend u pon  

the ju d gm en t em ployed in the acceptance o f the collatera l?
Mr. V a n d e r lip . Exactly.
Senator H it c i ic o c k . When you make a loan you increase your as

sets, do you not?
Mr. V a n d e r lip . It is just the same except that it does not take 

the cash out of your bank. Some one else provides that, because 
they put weight upon your credit which you have added to the 
credit of the other man.

Senator R eed. And the same character of judgment must be ap
plied in making an ordinary loan over the counter as would be 
applied in issuing an acceptance or signing an acceptance. It is the 
same thing?

Mr. V a n d e r lip . Just the same character, but perhaps a little more 
caution would be exercised in regard to an acceptance because it 
runs longer than the average loan. An acceptance might run for 
six months, while the average loan of city banks is less than that.

Senator X e ls o n . A good many of these bills are drawn upon the 
proceeds of the bills of lading which accompany them, and that 
amounts to a security accompanying the bill, does it not?

Mr. V a n d e r lip . That is a direct collateral security.
Senator N e ls o n . That is a direct collateral security in the very 

highest grade of bills?
Mr. V a n d e r lip . It is typical of the right kind of loans a bank 

should make.
Senator W e e k s . A s a result of your investigations in South 

America, if proper provision were made in this bill for establishing 
branches, do you think you would divert any of your capital to that 
purpose ?

Mr. V a n d e r lip . There are great difficulties in the way. There is, 
unquestionably, a profitable field there, and merchants of the United 
States would be greatly aided by the establishment of American 
banks. The greatest difficulty lies entirely outside of any legisla
tion. It lies in the inability to get men of the right type who will 
learn the language, and who will become residents among the people, 
and who will absent themselves from the country. I have become 
almost convinced that it is, at the present time, so difficult that at 
least the establishment of South American branches is going to be 
a slow process.

Sen ator W e e k s . D o com m ercial houses have any difficulty in  g et
tin g  m en fo r  that purpose ?

Mr. V a n d e r lip . They do.
Senator H it c h c o c k . I f  a bank should keep a reserve against a 

note which it issues, why should it not keep a reserve against an 
acceptance which it gives?

Mr. V a n d e r lip . Because an acceptance is not a demand obligation; 
that is, it is an obligation maturing at a fixed date. Why should 
you keep a reserve against that any more than against loans?
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Senator O ’G o rm a n . Y o u  may continue, Mr. Vanderlip.
Mr. V a n d e r lip . I would permit State banks and trust companies 

to be admitted to membership by conforming to the same capital, 
reserve, and examination requirements which national banks are 
•obliged to meet in similar localities. The Federal reserve board 
should have the power to examine any member bank, and should 
examine a State bank before it was admitted to the advantages of 
the system.

I would make the circulating notes of the Federal reserve bank 
a first lien upon all its assets, and I would make------

Senator N e ls o n  (interposing). Prior to dividends?
Mr. V a n d e r lip . Prior to deposits, absolutely a first lien on every

thing, and depositors could not be paid off until the circulating notes 
were paid. I would protect the innocent holder of a circulating note, 
absolutely. Then, in turn, I should let the Federal reserve bank have 
the first lien upon assets of member banks for any indebtedness due 
from the member banks. This central bank must not lose money 011 
bad loans. You would, by that method, give it not only the redis
counted paper but you would give it a first lien beyond that if some 
of the rediscounted paper proved bad. I f  it proved bad you have 
recourse to the first lien.

In respect to the rate of dividend that you would have to pay in 
order to float the stock at par, if you will exempt that dividend from 
all taxes which it is feasible to exempt it from—I am not a lawyer 
and I do not know how far you could so on that—that would be, of 
course, helpful in enabling you to float the stock at a lower dividend 
rate than otherwise.

These are the general heads of what I believe would be an econom
ically sound scheme for a bank entirely controlled by the Government, 
and I believe it would be acceptable to the bankers of the country, 
after they came to understand it. I am not at all sure------

Senator H it c h c o c k  (interposing). You did not make any state
ment of the subject of bank reserves since luncheon, did you?

Mr. V a n d e r lip . I believe I discussed that before luncheon; but I 
would have a uniform reserve requirement for national banks. That 
reserve, of course, would have to be kept either as a deposit balance or 
as cash in the vaults; rather, it would have to be kept as both, and I 
would permit a national bank to keep any part of the reserve which 
it saw fit with the Federal reserve bank, but would compel it to keep 
some minimum amount.

Senator H it c h c o c k . D o you think that a bank which itself acts as 
a reserve agent for country banks should keep a larger reserve than 
the bank which does not ?

Mr. V a n d e r lip . I know it should.
Senator H it c h c o c k . What would you fix the reserve to be?
Mr. V a n d e r lip . I think probably 12 per cent would be sufficient, 

if you increased the reserve to be held bv the central reserve bank. I f  
you left that reserve at 33-̂  per cent and dropped the reserve of all 
national banks to 12 per cent, there would be too much capacity for 
expansion. I would make the Federal reserve bank keep a minimum 
of 50 per cent reserve.

Senator N e ls o n . For notes and deposits?
Mr. V a n d e r lip . For notes and deposits both.
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Senator O ’G o rm a n . Mr. Vanderlip, why do you propose that the 
central reserve banks should have 12 agencies? How do you fix on 
the number as 12?

Mr. V a n d e r lip . I only fixed on it because presumably a great deal 
of thought has been given to the subject, and 12 was fixed on by the 
measure before you, and that seems to me about right.

Senator O ’G o rm a n . Would you be prepared to recommend that 
the number of agencies be left to the discretion of the Federal reserve 
board ?

Mr. V a n d e r lip . I would. I should say it would be wiser to fix the 
«exact number in the first instance in the bill and leave it, after one 
or twro or three years, to the discretion of the board to increase or de
crease that number.

Senator O ’G o rm a n . Mr. Vanderlip, is there any substantial differ
ence between the plan which you suggest and the plan described in 
the pending bill, excepting that you have revived a method of creat
ing a banking system without requiring the qualifying banks to fur
nish the capital?

Mr. V a n d e r lip . I believe there are most fundamental differences, 
and one that is of more importance than any other is the fact that 
you have made the bank note the obligation of the bank and not un
necessarily and dangerously added the obligation of the Govern
ment.

Senator O ’G o rm a n . Even under the system proposed in the pend
ing bill, that is still an open question.

Mr. V a n d e r lip . Of course, I can only talk to what the pending 
bill is.

Senator O ’G o rm a n . Yes.
Senator H it c h c o c k . You say that is the obligation of the bank?
Mr. V a n d e r lip . Yes, sir.
Senator H it c h c o c k . Can you conceive of the possibility that a 

bank officered entirely by United States officials appointed by the 
President would default on its obligations and those obligations not 
be assumed by the National Government? Would not the National 
Government be morally responsible for them?

Mr. V a n d e r lip . The National Government might ultimately as
sume those obligations. I am not altogether sure. I do not think the 
National Government has thus far shown to a certainty that it is 
going to discharge its obligations against the 2 per cent bonds, and 
the public does not think so; if it did, the bonds would not be selling 
below par.

Senator K eed . Mr. Vanderlip, say the Government sold a 2 per 
cent bond to A B : it agreed to pay him 2 per cent interest, and it has 
done so. It agreed that it would pay that bond at a given date, and 
that date of maturity has not yet arrived.

Senator S h a f r o t h . It will be 1930.
Senator K eed. How can you justly say the Government has de

faulted in its obligations?
Mr. V a n d e r ltp . I do not say the Government has defaulted in its 

obligations, but I do say that it has not, as yet, indicated to a cer
tainty that it is going fully to fulfill its obligation.

Senator K eed . What is its obligation?
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Mr. V a n d e r lip . Its obligation, presumably, is to leave a free field 
for circulating notes to the national banks who buy these very low 
interest rate bonds for the purpose of taking out circulating notes. 
You now propose to fill that field otherwise.

Senator R eed. Y ou are speaking about this bill, that we might in 
this bill do something------

Mr. V a n d e r lip  (interposing). Oh, certainly. It is the prospect as 
to whether you will or will not do the right thing in this bill that has 
sent the bonds below pjar.

Senator R eed. That is a very different thing from saying the Gov
ernment has defaulted. What you really mean to say is that some
body has imagined that the Government may do something that will 
impair a utility that has been heretofore attached to these bonds, and 
that that gentleman, in anticipation of a general fall which may 
never come, has been around peddling his bonds for less than their 
face.

Mr. V a n d e r lip . I would also say that nobody has imagined you 
would do something that would keep them at par and is therefore a 
buyer at par.

Senator R eed . Of course, it is said that bankers are the most un
imaginative people in the world. [Laughter.] And I suppose that 
is a good thing. Mr. Vanderlip, I am interested in one question here 
that I wish you would go into, even at the risk of repetition. It is 
proposed to establish, under this plan which you suggest, a Govern
ment bank. It is organized under a law to be enacted. It is to be 
officered, from president to janitor, by men appointed by the Presi
dent o f the United States. Its very activity and power spring from 
the Federal Government. It is to become the fiscal agent of the 
United States Government, and into its vaults every penny of money 
collected by the Government is to go. Now, that institution, created 
in that way, is about to issue letters of credit, if you please, and put 
them out to the people of the country as money. What reason is 
there that it should not make them good?

M r . V a n d e r lip . N o reason under heaven, and you  m u st be sure  
th at they w ill m ake it g oo d  and not depend on som e outside agen cy  
to do it.

Senator R eed . N o w , i f  the people must make it good, what is the 
difficulty about saying on the face of the note that the United States 
Government will make that note good ?

Mr. V a n d e r lip . Because it is no function of the Government at 
all to create a piece of fiat money and lend it to a banking institution. 
And if I can read history, there never has been a case where a Gov
ernment has started in to create fiat money in that way that it has 
not, after starting on a sound principle, edged along toward an un
sound principle and eventually found itself with its obligation below 
par and discredited.

Senator R eed . I think we differ about terms. I want to ask you 
what you mean by fiat money.

Mr. V a n d e r lip . I mean an obligation to pay on demand without 
having deposited in full the thing that you have agreed to pay.

Senator R eed . Very well. I am not assuming now that this bank 
will issue a single note unless it has back of that note gold coin or 
gold bars or good commercial paper guaranteed by the member banks
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and all the safeguards thrown around this currency that can be 
thrown around it. Now, you do not call that fiat money, do you?

Mr. V a n d e r lip . Absolutely fiat. That only speaks for the credit 
o f the borrower. The Government loans this note to the bank. The 
Government has no reserve back of i t ; it merely has looked well to 
the credit of the borrower.

Senator R eed . Very well. You say that it fiat money?
Mr. V a n d e r lip . Absolutely.
Senator R eed . Now. the bank, under proper management, may 

want to issue a billion dollars of that fiat money, secured in that way. 
I f  the bank makes a bad disposition of it, disposes of it without, 
proper collateral, of course the bank wTill go down. But it is pro
posed to make the conditions so that the bad disposition is impos
sible------

Mr. V a n d e r lip  (interposing). Then why add to a perfect note?
Senator R eed . I ask you the corresponding question. I f a failure 

is impossible, what difficulty is there about writing your name 
upon it?

Mr. V a n d e r lip . There is no demand on the part of anybody wTho 
will take that paper to have the name of the Government written on 
it. I f  there is any danger at all then the danger is a great one to 
the guarantor, and there is 110 demand for the guaranty; there is no 
necessity for it; you have created a good note. It will float on the 
characteristics you have given it, and you should not involve the 
credit of the Government by adding something that no one calls for 
simply because you feel that the Government should control the issue. 
Under the plan proposed the Government wTill control the issue, but 
the obligation w7ill extend only to the assets of the bank.

Senator R eed . N o w , I propose to sell to you the promissory note 
o f A B, which I decline to indorse except without recourse, and yet 
I say to you, There is 110 possibility of this note ever being de
faulted.” Mr. Vanderlip, is the only reason back of this argument 
the possible fact that the Federal Government may incur a loss by 
guaranteeing an absolutely sound currency?

Mr. V a n d e r lip . No, sir ; the reason is the Federal Government has 
started upon a course of issuing these demand promises to pay and 
loaning them to a bank. Started on that course, history tells us that 
the next step wTill be the creation of more money of the same kind 
for another purpose not so sound.

Senator R eed . Y o u  are afraid, then, not so much of this system 
which you propose to inaugurate, with the modification I am now 
discussing, as you are that in the future the Government of the 
United States might issue other and different money upon other and 
different kinds of security?

Mr. V a n d e r lip . That it may issue exactly the same kind of money 
upon a less security.

Senator R eed . In other words, the bank board of seven men which 
you propose to create might, simply because the Government created 
the note, proceed to let those notes pass out with less security than 
they would if the Government had not created the note?

Mr. V a n d e r lip . That is not the point; not that that bank board 
will not care for the credit of that bank, but that there will come a 
demand, if you are willing to create this fiat money and lend it to this
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central bank, that you next create some more of it and lend it to the 
shippers of wheat and the growers of cotton, to whom you will------

Senator R eed. I catch your point. You are afraid that the mere 
fact that the Government guarantees this money would lead to the 
demand that the Government guarantee other and different money. 
That would be a very different proposition.

Mr. V a n d e r lip . History is full of just such instances.
Senator R eed . I know; but, Mr. Vanderlip, history is full of every 

kind of wildcat banking. History is full of every kind of failure in 
government. The history of the world shows that there never was a 
Government set up that did not end in a monarchy, and yet our 
fathers had the temerity to build a Republic. I want to know if there 
is anything economically sound except that, because I am very much 
interested in it.

Mr. V a n d e r lip . N o , sir. As I have said repeatedly, the plan in 
this bill will work just as well if the note be the obligation of the 
Government as it would if it were properly and soundly the obliga
tion only of the bank, up to a point where the credit of the bank or 
the credit of the Government becomes involved, or, of course, up to 
a point where the Government will issue some more or similar notes 
for a dissimilar purpose.

Senator R eed. Yes. Now, you propose, under your plan, to make 
these notes a full legal tender?

Mr. V a n d e r lip . N o , s ir ; I  m ake them  the sam e q u ality  as th e  
present n ation al-ban k notes. T h ey  are receivable fo r  public dues* 
but are not a fu ll lega l tender.

Senator R eed . Receivable for public dues?
Mr. V a n d e r lip . Yes, sir.
Senator R eed . That is, the Government must take them ?
Mr. V a n d e r lip . The Government must take them.
Senator R eed . But private individuals not?
Mr. V a n d e r lip . Yes, sir.
Senator R eed . N o w , w ill you tell m e w h y  a p rivate  in d iv id u a l  

should  not take th em ?
Mr. V a n d e r lip . Because if a private individual has made a con

tract to receive gold he should not be compelled to receive payment 
in somebody’s promise to pay gold. Now, in the case of the Govern
ment, the Government would deposit its receipts with the bank daily 
in any event. It may just as well receive them in the bank’s notes as 
in gold; whichever way it receives them, it would turn them that 
day into a deposit balance with the bank. By depositing the note 
the bank redeems the note.

Senator S h a f r o t h .  Why do you say, Mr. Vanderlip, that the con
tract is made for payment in gold, when we know when we can take 
the United States notes there and compel the party to take those in 
liquidation of the claim?

Mr. V a n d e r lip . I say that it is payable in gold. It is true you 
can compel the other party to accept something else, because you have 
made a law which says that something which is not money is legal 
tender. Because of that law you can compel a man to receive a thing 
that is not money. Now, that is wrong. However, it is the law.

Senator S h a f r o t h .  D o  you not recognize that at the same time 
we have not a sufficient quantity of legal-tender money to act as re
serves for national banks?
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Mr. V a n d e r lip . N o , sir.
Senator S h a f r o t i i .  D o  not a stream of redemptions go to the 

Treasury every year to the extent of $600,000,000?
Mr. V a n d e r lip . I am happy to say they do; that is the proper 

function of the bank note. It should go to redemption.
Senator S i i a f r o t i i .  Then you think that is an advantage instead 

of a disadvantage?
Mr. V a n d e r lip . Unquestionably; that is perfectly fundamental. 

A bank note that did not go to redemption would cease to perform its 
proper function.

Senator S h a f r o t h . Did they go to redemption as much when 
there were fewer bank notes and proportionately a larger amount of 
legal-tender money?

Mr. V a n d e r lip . I think the proportion of redemptions was about 
the same when the amount was very much smaller. Of course, it is 
true, and should be true, that if there is a greater demand for cur
rency the bank note will not go to redemption so rapidly. That is 
what should happen and that is what happens in this case. That is 
to say, if there were a greater demand even for reserve money, the 
banks would collect reserve money from the public and it would be 
replaced by the bank note.

Senator S h a fr o t i i .  And is not the member bank sending that 
money down here to Washington to get legal-tender money for it?

Mr. V a n d e r ltp . It is.
Senator S h a f r o t h . And you think if there were more legal-tender 

money that would still continue? Would not the bank have actu
ally more of the legal-tender money in circulation, and therefore 
would not have to send to Washington for it?

Mr. V a n d e r lip . No: it would go on just the same. I f  you had 
more legal-tender money, if the bank reserves were redundant, the 
bank loans would be expanded just as certainly as any effect will fol
low a cause; and as the note came into the bank, not being available 
for reserve, it would then flow down here to be redeemed in legal 
tender. We always want more legal tender, because we will always 
expand our loans as long as we have legal tender enough to support 
the expansion.

Senator S h a f r o t i i .  Mr. Vanderlip, if the State banks and trust 
companies come into this system, they will make a very large demand 
for more legal-tender money, will they not, to act as reserve?

Mr. V a n d e r lip . That would depend upon whether the total re
serve requirement were larger in this measure than is now required 
from State banks. That would not be the case in New York; it 
would be the reverse.

Senator S h a f r o t h .  But if the 18,000 banks that now have a right 
to keep bank notes for their reserves were to come into this scheme 
with the same requirement as national banks, of compelling reserves, 
would not that necessitate a great quantity of legal-tender money to 
act as reserve?

Mr. V a n d e r lip . Y o u  mean to take the place o f the bank notes that 
they now hold in their reserves?

Senator S h a f r o t h . Yes.
Mr. V a n d e r lip . I was told by the chairman of the committee at 

the last hearing that the total amount of such notes held by State
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banks and in National banks was around $80,000,000, as I recollect. 
It is not a large amount.

Senator S h a f r o t h .  Yes; but don’t you see the State banks are 
not required to keep as large reserves, and if that requirement is 
made larger there will be a large demand for legal-tender money to 
act as reserves.

Mr. V a n d e r lip . But I say the State banks with which I am fa
miliar are required to keep a larger reserve.

Senator O ’G o rm a n . Of course, there are some States that do not 
require any reserve.

Mr. V a n d e r lip . Exactly; but even if there were no reserve re
quirement you would probably find they would keep a reserve about 
as large as this provides.

Senator R eed . Mr. Vanderlip, I confess that I still am unable to 
comprehend the real utility of a scheme which results in $600,000,000 
o f the $700,000,000 of national-bank notes being sent to the Treasury 
every year, redeemed at the Treasury, and immediately reissued. 
What useful purpose does that serve ? That may seem a kindergarten 
question, but I want to get at it.

Mr. V a n d e r lip . A bank note ought to be the currency in the pock
ets of the people, of course, ought it not ?

Senator R eed . The more we have of small currency in the pockets 
o f the people, I presume, the better.

Mr. V a n d e r lip . Not at all. You only want an amount in the pock
ets of the people that will facilitate their ordinary business. And, 
as I said, with much emphasis at my former hearing, that is a matter 
over which you have as little influence as any matter connected with 
the banking business. What we carry in our pockets is a fixed 
amount.

Senator R eed . Very well.
Mr. V a n d e r lip . N o w , that amount will fluctuate------
Senator R eed  (interposing). Why should it be a bank note rather 

than any other note ?
Mr. V a n d e r lip . Because you want the reserve money to be in the 

bank to form a basis for credit. You want circulating in the hands 
of the people a note that will conform in volume absolutely to the! 
needs of the people and will be wiped out of existence as soon as it is 
not in use in their pockets. As soon as it comes into the bank it 
should disappear. And you can not pay that note out again, as you 
say, unless there is a demand for currency. Frequently there is a 
little demand for currency and we are unable to get out our own cir
culation at all. That is the case through several months of the year 
in some years. You can not always get out circulation. You have 
an inflow of these notes for redemption that is much larger than the 
outgo of currency that is demanded, and you redeem the surplus------

Senator R eed  (interposing). Let us say that your bank has—how 
many million dollars do you have out in bank notes?

Mr. V a n d e r lip . About $3,500,000.
Senator R eed . Very well. Those bank notes of yours are gathered 

up by other banks and sent into the Treasury for redemption ?
Mr. V a n d e r lip . Yes.
Senator R eed . And pretty soon all your $3,500,000 is wiped out 

and there has been sent out in lieu of it greenbacks, silver certificates, 
etc.
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Mr. V a n d e r lip . N o . This is the point. There probably has been 
nothing sent out in lieu of it. There has been less demand for cir
culation in the pockets of the people.

Senator R eed . Very well; it is retired?
Mr. V a n d e r lip . Yes.
Senator R eed . And you have not any money out?
Mr. V a n d e r lip . Yes.
Senator R eed . How does it get out again?
Mr. V a n d e r lip . Then, when the people wTant more money, when 

we have crops moving, when we have to hire' the labor for crop mov
ing, and have that larger use for money, it comes out.

Senator R eed . That is what I want to get at. How does it come 
out?

Mr. V a n d e r lip . Because the banker in your State that is in a com
munity where the farmer is going to use more money finds his re
serves being drawn out, and he sends to St. Louis for currency, and 
St. Louis in turn sends to New York, and unless they ask for reserve 
money we will send them a bank note. The bank note gets right out 
into the hands of the day laborer------

Senator R eed  (interposing). And you send to the Government, 
saying you want some more money ?

Mr. V a n d e r lip . Yes, sir.
Senator R eed . Y ou say, in effect, “  You have retired all our bank 

currency, and now we want it again ”  ?
Mr. V a n d e r lip . As soon as it is retired we get it again and hold it  

in our own vaults. We have to pay no tax on it as long as it is in 
our own vaults. When a demand for currency comes we ship it  out, 
unless it is a demand for reserve money.

Senator R eed . N o w , you get $3,500,000 from the Treasury to-day. 
You take it down and put it in your bank vaults and hold it there, 
and you have to pay a tax upon it------

Mr. V a n d e r lip  (interposing). No, sir; we do not, until we emit it.
Senator R eed . Unless you emit it?
Mr. V a n d e r lip . Yes, sir.
Senator R eed . It goes around and circulates and gets into the 

banks in Chicago. The banks in Chicago send it down for redemp
tion, and now it is retired. Immediately it is sent back------

Mr. V a n d e r lip . Yes, sir.
Senator R eed . And you either pay it out at once or lock it up until 

you need it ?
Mr. V a n d e r lip . We lock it up i f  our receipts of national-bank 

notes are larger than the shipments of money that need not be reserve 
money. Now, we are shipping money, we will say, every day, some 
of which must be reserve money, because we are asked to send reserve 
money, and some of which need not be reserve money. We are re
ceiving national-bank notes every day. I f  the amount of our ship
ments is less than the amount of our receipts there is no point in 
getting out our own notes for these shipments. We might just as well 
pay out in these other notes and send the surplus down here for 
redemption.

Senator R eed . Then, as I understand you, the whole question 
amounts to this: The method of redemption, plus the tax, is a means 
of limiting the amount of this currency which may be out. I f  you
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had no tax you would draw your $3,500,000, you would put it in your 
vaults, and you wTould lend it whenever you pleased. It would go out 
into circulation, other banks would keep it in their vaults, lending it 
when there was a demand made. But, in view of the fact that there 
is a place of redemption and that by sending it in a bank can thereby 
escape this tax, there is an incentive to send it in and have it canceled?

Mr. V a n d e r lip . The great incentive is another one, however. The 
bank that sends it in does not thereby escape any tax. The motive for 
sending it in is to get reserve money. The bank has more currency 
than it can pay out. You can not pay out currency unless somebody 
wants it. It is not because you have a surplus of currency you are 
going to increase your loans. A  loan is usually collected in the form 
of a deposit balance; it is seldom collected in currency.

Senator R eed . But you must have a legal-tender reserve, so they 
send it in and exchange it for a legal-tender reserve ?

Mr. V a n d e r lip . Yes, sir; that is the motive back of the redemption 
of the national-bank note.

Senator R eed . In other words, the Government with its funds has 
to continually furnish the reserves back of the national-bank money?

Mr. V a n d e r lip . The Government is merely an agent. The national 
banks must first put up the money that the Government uses to 
redeem these notes. It is not Government funds at all that are going 
to be used to redeem the notes.

Senator R eed . It is the money we got for the bonds.
Mr. V a n d e r lip . Not at all; it is the money that is put up in the 

5 per cent redemption fund. It always has to be kept there, and 
always does redeem all that comes in. We have to make that good 
daily; just as often as there are charges against it we are notified 
that our redemption fund is deficient and we must build it up. Our 
redemption fund is never exhausted.

Senator R eed . I f  those bank notes were a full legal tender and 
could be used for reserves, there would not be any necessity for 
sending them in at all ?

Mr. V a n d e r lip . No ; nor any limit to the expansive possibilities 
they would be made a basis for.

Senator R eed . Except that the bank would have to buy Govern
ment bonds.

Mr. V a n d e r lip . That would be the only limit.
Senator P o m e re n e . Mr. Vanderlip, did you discuss the question of 

the qualifications which you would require of State banks and trust 
companies in order to enter into this plan of yours ?

Mr. V a n d e r lip . In a general way. I wrould make the qualifications 
the same as for national banks, with similar limitations as to capital, 
as to reserves, and as to examinations. I would permit the Fed
eral reserve board to make such other regulations as they found in 
practice necessary to make. I would always insist that that board 
examine a bank before it was admitted as a depositor, if it were a 
State bank.

Senator O ’G orm an. Then, in a word, you would permit the State 
banks to come into the system under such rules and regulations as 
the reserve board would establish?

Mr. V a n d e r lip . I  would; such a reserve board as I have suggested 
here. I  would always emphasize the character of that board.
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Senator O ’G o rm a n . T w o  of those essential requirements, however, 
would be that the State bank would comply with the national-bank 
requirements respecting reserve and the State bank would also, as 
you stated, deposit in this Federal bank?

Mr. V a n d e r lip . Oh, of course.
Senator O ’G o rm a n . What is your suggestion as to the amount or 

extent of the deposit that would have to be made by a State bank? 
Would you leave that with the reserve board?

Mr. V a n d e r lip . It should make exactly the same deposit as a 
national bank would make. It must have the same reserve require
ments.

Senator N e ls o n . And the same capital?
Mr. V a n d e r lip . The same capital as a national bank in a similar 

locality.
Senator O ’G o rm a n . What would be the requirement of a national 

bank with respect to deposits ? I did not hear you state that.
Mr. V a n d e r lip . That the national bank would keep a reserve of 12 

per cent, of which at least 5 per cent must be kept on deposit with 
the Federal reserve bank.

Senator O ’G o rm a n . When you spoke, then, of deposits by national 
banks you had reference to the portion that would be deposited?

Mr. V a n d e r lip . Nothing more at all.
Senator R eed . There has been a great deal said here about the re

luctance of banks to rediscount, and the figures compiled by the 
comptroller show that there is an astonishingly small amount of dis
counts recorded. What do you know about the custom of indirectly 
discounting paper?

Mr. V a n d e r lip . There is such a custom.
Senator R eed . T o  what extent do you think it is practiced?
Mr. V a n d e r lip . I do not know. It is discouraged by leading 

banks. I believe the highest amount of direct rediscounts that the 
comptroller’s reports have shown is $109,000,000, which was reported 
last summer.

Senator O ’G o rm a n . Outstanding at one time?
Mr. V a n d e r lip . Outstanding at one time. As a guess, I should 

think there might be $30,000,000 of rediscounts that do not show.
Senator N e ls o n . What is the form in which those indirect dis

counts appear?
Mr. V a n d e r lip . The form varies. A bank may induce a lending 

bank to buy certain commercial paper which it holds and give it a 
letter directing it to charge the borrowing bank’s balance when that 
paper matures. Sometimes the bank will sell to its own directors 
commercial paper, and its directors will unite in making a loan, the 
bank showing no rediscounts. Those, I think, are the two most 
important methods.

Senator O ’G o rm a n . Why is that resorted to?
Mr. V a n d e r lip . So as not to show a rediscount on the published 

statement.
Senator R eed . Mr. Vanderlip, I  was told of one bank that carries 

$9,000,000 of bank deposits, the president of which stated they actu
ally had loaned $4,500,000 to the banks by what he called indirect 
discounts.

Mr. V a n d e r lip . That bank was encouraging that sort of business. 
That is not a fair average.
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(At this point, to enable members of the committee to vote in the 
Senate, a recess was taken, at the expiration of which the hearing 
was resumed.)

Senator O ’G o rm a n . Mr. Vanderlip, have you any further observa
tions to offer?

Mr. V a n d e r lip . I have gone through the details of the plan. I  
have no specific observations to offer, except possibly to try further 
to emphasize the essential differences between the plan I have sug
gested, or outlined, and the plan that is before you, as it has passed 
the House. I believe those differences are absolutely fundamental 
and make the differences between a sound and unsound piece of 
legislation. I should say there are three differences o f vital impor
tance :

The difference that makes the note the obligation of a bank and 
not the obligation of the Government I regard as of the greatest 
importance. I can not overemphasize my feeling in that respect.

The difference which permits of a single bank and of a single dis
count rate alike to all banks I regard as a difference of great impor
tance, and one which gives much greater equity to this measure than 
to the other. It would be impossible to adopt this theory with 12 
or any other number of various banks—this theory of a uniform dis
count rate. It can only be adopted by a central bank.

Senator H it c h c o c k . Will you permit me to interrupt you for a 
question ? I  intended to ask you some questions before we took this 
recess.

Senator B r is to w . He was outlining the differences between th is  
suggested plan, Senator, and the present bill. Suppose he completes 
that first.

Senator H it c h c o c k . Yes.
Mr. V a n d e r lip . This measure will not be compulsory upon the 

banks unless you compel them to underwrite the stock, which you may 
do. But, in that event, the compulsion would be not nearly so ob
noxious, because the bank could sell the stock if it so desired. I  think 
it is superior in that it would distribute the stock to a large number 
of people.

Senator O ’G o r m a n . Eight there, if you will pardon me. Having 
in mind the dividend would probably be exempt from all taxation, 
do you care to modify the view you expressed this morning that it 
ought to be 5J or 6 per cent?

Mr. V a n d e r lip . I  am inclined to think if the dividend is exempt 
from all tax and there is no double liability on the stock, you could 
float it at 5 per cent.

Senator H i t c h c o c k . N o w , you speak of the national banks or 
member banks underwriting this stock subscription.

Mr. V a n d e r lip . Yes.
Senator H i t c h c o c k . Y o u  would give them a monopoly o f the 

initial purchase of this stock?
Mr. V a n d e r lip . Exactly the reverse. I  would give the public the 

monopoly, permitting the banks only to buy after the public had 
refused to take it.

Senator H i t c h c o c k . Would you permit the public to take it at 
par ?

Mr. V a n d e r l ip . Certainly.

2952 BANKING AN D CURRENCY.
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Senator W e e k s . H o w  would you allot it?
Mr. V a n d e r lip . I would allot it first to the smallest subscribers, 

just as the Spanish War bonds were allotted, so as to get as wide a 
distribution as possible.

Senator W e e k s . At par? I understood you to say you would sell 
to the highest bidder.

Mr. V a n d e r lip . That would be another view to take. In that 
event, of course, the stock would be allotted to the highest bidders, 
and you could not allot it to the smallest subscriber.

Senator N e ls o n . The fairest would be to make the dividend so 
fair and low that you would sell it at par.

Mr. V a n d e r lip . I think that would be the fairer way, to sell it at 
par and then to allot to the smallest subscriber.

Senator H it c h c o c k . Y o u  would not exempt the dividend from this 
stock as far as the income taxes are concerned—the Federal income 
tax?

Senator O ’G o rm a n . I f  you say “ all taxes ” that would embrace it.
Mr. V a n d e r lip . I would, if you deemed that feasible. That is to 

say, if you want to float this stock at the lowest possible dividend 
basis, then you will exempt it from all taxes. Any taxation you add 
would in effect make it necessary to pay a higher dividend rate. 
Whether the small amount of the income tax would make it neces
sary to pay a dividend above 5 per cent is a question.

Senator H it c h c o c k . Would not that be a direct inducement for 
wealthy people who would have a very high rate of income tax to 
pay, to invest in this stock and thus concentrate its ownership ? And 
that is exactly what we do not want to do.

Senator O ’G o rm a n . Y o u  could place a limitation as to the num
ber of shares any individual would be permitted to take.

Mr. V a n d e r lip . That would be possible. There would be no point 
in doing that, as the stock has no voting rights in any way.

Senator H it c h c o c k . But you said it was very desirable to have this 
widely scattered among the people.

Mr. V a n d e r lip . I th in k  so.
Senator H itc it c o c k . In rather small allotments, as those are people 

who have difficulty in making investments; but if you exempt it from 
the income tax it would not affect many of them, because those people 
have the minimum of income. But it would be an inducement for 
the very wealthy people to buy this stock, because they might escape 
a 10 or a 5 per cent income tax, so, I think, it should not be exempted 
from the income tax.

Mr. V a n d e r lip . There is no principle involved in exempting it 
from any tax. The only point in exempting it from a tax is to 
enable you to float it at the lowest dividend rate.

Senator H it c h c o c k . Have you any doubt that a 5 per cent Govern
ment stock of that sort would sell at par without any exemptions?

Mr. V a n d e r lip . I f  you are perfectly sure of it, and will provide 
that the Government will take any unsold part, all right.

Now, the last and one of the very important points of difference 
I  want to emphasize is the character of this board of management. 
I  think I said at the last hearing, in answer to a question of Senator 
Pomerene, that I was not afraid of Government management; I was 
greatly afraid of inexperienced or partisan management. I believe
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this insures a management that is continuous, experienced, and that 
will be free from partisan influence, and will be of a character that 
the banks can fairly trust. The long term, without any ex officio 
members, is of vital significance.

Senator H it c h c o c k . What limitation would you put on the power 
of that board as to the rate it would charge for the use of redis
counts ?

Mr. V a n d e r lip . N o limitation whatever.
Senator H it c h c o c k . Y o u  would allow them to give this for noth

ing—to give rediscounts for nothing?
Mr. V a n d e r lip . It is inconceivable that a board that is sane would 

do that. They are governed by the reserve requirement. You do 
not need a law further than that. I f  they must have a minimum 50 
per cent gold reserve, they would very quickly reach a point where 
they would have to raise the rate.

Senator H it c h c o c k . They might have a reserve of 60 per cent gold 
and yet refuse to discount, too.

Mr. V a n d e r lip . They should never refuse to discount sound paper. 
They should make the rate as high as the necessities of their position 
dictate. They should never refuse to discount sound paper.

Senator H it c h c o c k . Y o u  place this absolutely in the hands of this 
board—the power to say what the volume of currency should be— 
subject to the demands of the business world?

Mr. V a n d e r lip . Ah; subject to the demands o f the business world. 
The board would have no influence whatever, any more than your 
enactment would have an influence, upon what the volume of circula
tion will be.

Senator H it c h c o c k . I f  it made a discount rate of one-half of 1 
per cent, that would certainly greatly expand currency, would it not?

Mr. V a n d e r lip . No, sir; it would expand the credits of the bank, 
but not the currency.

Senator H it c h c o c k . That additional credit of the bank after the 
reserve surplus of the deposits is exhausted would mean an increase 
in currency ?

Mr. V a n d e r lip . H o w . can a bank get out any currency that is not 
needed for use in the hands of the people? Let us take a definite 
illustration. Suppose the National City Bank is a member and 
decides to rediscount $10,000,000 of paper, can it get out any more cur
rency as a result of that ? It will have a credit; it will have a balance 
in the central reserve bank, but it can not make you carry any more 
currency in your pocket, nor can it make any customer of the bank 
take any currency because it happens to have a credit somewhere.

Senator H it c h c o c k . Let me put a case this way: Suppose a bank 
out West has reached its legal capacity, and borrowers come to it for 
additional loans, and it finds that by applying to a branch of the 
United States bank it can discount paper on a very low basis. It will 
make the loans, because the discount rate is so low as to enable it to 
make an adequate profit.

Mr. V a n d e r lip . The discount rate of the Federal reserve bank will 
never be lower than the current rate that the depositing bank is 
loaning to its customers, presumably. It would be a very extra
ordinary condition under which you would find the discount rate 
lower than the current rate. The function of this bank is to be a 
place of last resort to go to after banks have found, because of
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changed conditions, they have taken too much commercial paper. It 
offers a means to turn commercial paper into a liquid reserve.

Senator H it c h c o c k . Take your bank. Suppose there is a strong 
demand for money, and you have been loaning freely, obtaining 
and perhaps 5 per cent, and you reach a point when you want to 
discount some paper. Suppose they refused to discount for you at 
less than 6 per cent. What would you do ?

Mr. V a n d e r lip . We will discount at 6 if we find we are running 
below our reserve. We would not do it in order to loan at 5J.

Senator H it c h c o c k . Suppose they made a discount rate of 3 per 
cent, what would you do?

Mr. V a n d e r lip . I f  they made a discount rate of 3 per cent it would 
be certain we could not loan at per cent. That situation can not 
exist, because our neighbors would also have a rediscount rate of 3 
per cent.

Senator H it c h c o c k . I f  you could discount your notes at 3 per 
cent you certainly can accept those loans that come over your 
counter?

Mr. V a n d e r lip . At 5J per cent; yes. But water would run up 
hill as quickly as such a situation would exist. It can not exist.

Senator H it c h c o c k . Has not that been the history in Germany? 
Whenever abroad there has been a strong period of exploitation of 
business and industry Germany has been developing and her foreign 
trade has been growing; that the German bank has rediscounted 
heavily at the Reichsbank, and the Reichsbank has finally reached 
a period of expansion?

Mr. V a n d e r lip . Has reached a period, undoubtedly, where it has 
a large amount of rediscounts, but has always sustained itself by 
advancing the discount rate until we have found the German banks 
borrowing in the New York market at times at 9 per cent. We have 
loaned to first-class German banks at 9 per cent.

Senator O ’G o rm a n . D o  you expect, then, that this system of re
discount will be used by a member bank for the purpose of making 
new loans, or will it be devoted entirely to procuring the money to 
keep up the required reserve?

Mr. V a n d e r lip . It will be its function to keep up the required 
reserve.

Senator O ’G o rm a n . Now, with that limited field of activity on the 
part of the Federal bank, will it be able to make this money that 
will be required for its maintenance and pay 5 per cent, if that be 
the dividend provided for, to the stockholders?

Mr. V a n d e r l i p .  It will be able to employ $350,000,000 at 3 per 
cent, less the 1J per cent tax, and to loan $350,000,000 circulating 
notes, as we have provided that amount of one-year Treasury notes. 
It will be able to go into the open discount market and buy paper 
indorsed by any member bank at whatever rate is ruling. It wTill be 
able to go into the foreign discount markets and buy prime bankers’ 
bills at whatever rate is ruling there.

Senator H it c h c o c k . Would you explain how the bank can issue 
$350,000,000 of notes? Perhaps you will let me ask some questions 
to develop it. You say a bank with 100 millions of capital?

Mr. V a n d e r lip . Yes.
Senator H it c h c o c k . Suppose that is all put in in gold.
Mr. V a n d e r lip . Yes.
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Senator H i t c h c o c k . You then propose that it shall take, we will 
say, over $300,000,000 of 2 per cent bonds; and you say issue $300,- 
000,000 of its notes?

Mr. V a n d e r lip . It will issue them as rapidly as the notes that the 
bonds are sustaining are retired; that is, as rapidly as an equivalent 
amount of national-bank notes are retired.

Senator H it c h c o c k . N o w , then, it must keep a 50 per cent reserve 
against those notes. How is it going to get that 50 per cent reserve?

Mr. V a n d e r lip . It will have 100 millions of capital, presumably 
$150,000,000 of Government deposits. I have not the figures in 
mind, but let us say four or five hundred millions of deposits of 
reserve banks.

Senator H it c i ic o c k . It must keep, though, a 50 per cent reserve  
against the Government deposits and also against the other deposits.

Mr. V a n d e r lip . Yes.
Senator H it c i ic o c k . N o w , then, what has it to loan in that case, 

if its capital is more than absorbed by the reserve required against 
the notes ? The notes are $300,000,000, and there will be $150,000,000 
reserve there, at the outset. I f  the Government deposits $150,000,000, 
that would require another 100 million of reserve.

Mr. V a n d e r lip . N o ; seventy-five.
Senator H it c h c o c k . $75,000,000 in reserve; and if the banks de

posit, say, $300,000,000, that would require another $150,000,000 in 
gold reserve.

Senator O ’G o rm a n . Did you not say the banks might deposit about 
$400,000,000?

Mr. V a n d e r lip . I should think they would deposit about $400,000,- 
000. The statement of the bank would be about this: It would have 
capital, $100,000,000; Government deposits, $150,000,000; and ban k  
deposits, let us say, of $,400,000,000.

Senator O ’G o rm a n . Making a total of $650,000,000.
Mr. V a n d e r lip . It would have deposits of $550,000,000, against 

which it would have to keep $275,000,000 of gold. It would have 
$375,000,000 of gold free.

Senator H it c h c o c k . H o w  does it get that $375,000,000?
Mr. V a n d e r l i p .  Capital, $100,000,000, Government deposits, $150,- 

000,000, and bank deposits, $400,000,000.
Senator H it c h c o c k . How can all the banks—all the banks could 

not pay in that much gold. How could you require the banks to 
make their deposits in gold?

Mr. V a n d e r l i p .  They would pay in that much gold—gold or law
ful money. They might have to rediscount some. I am presuming, 
in setting up this statement of the bank, that on the start they a ll 
pay it in and rediscount nothing.

Senator H it c i ic o c k . Y o u  have a need for $275,000,000 in gold 
reserves right off.

Mr. V a n d e r lip . Yes, sir.
Senator H it c i ic o c k . Against your notes.
Mr. V a n d e r lip . Y o u  have $375,000,000 of free gold or la w fu l  

money.
Senator H it c h c o c k . Y o u  have $375,000,000 cash?
Mr. V a n d e r lip . Of cash.
Senator R eed . Y o u  can loan that cash to the banks and rediscount 

paper with it?
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Mr. V a n d e r lip . Let us say you loan $100,000,000 to the banks; 
then you would have $275,000,000, and you would only need $175,- 
000,000 as a gold reserve against this $350,000,000 of notes, and you 
will have $100,000,000 of free cash remaining.

Senator H i t c h c o c k . Y o u  figure it will not be necessary to procure 
gold in any way except through the sale of capital stock------

Mr. V a n d e r lip  (interposing). The deposit of the Government and 
the deposit of the banks.

Senator H i t c h c o c k . And that that would procure sufficient gold 
for the initial issue of $350,000,000 in notes?

Mr. V a n d e r lip . Yes.
Senator O ’G o rm a n . Will interest be paid on Government deposits?
Mr. V a n d e r lip . Oh, no; not under any circumstances would in

terest be paid. Now, Senator Hitchcock, if the bank did find itself 
short, it could sell some of these one-year exchequer notes either in 
the domestic market or abroad. They would be freed from segrega
tion to secure the note issue as rapidly as the Federal reserve bank 
discounted for other banks and got rediscounts in hand to put under 
the note issue.

Senator O ’G o rm a n . Does any other Senator desire to ask any ques
tions ?

Senator B r is to w . I have been very much interested in this, Mr. 
Vanderlip. I have been in favor of a Government bank, such as you 
have described, controlled by the Government, the stock owned by the 
people and not by the banks, which was entirely independent of the 
banks and in shape so as to serve the banks when they needed it, 
and that this service will be extended under conditions which the 
law prescribes, and any bank that complied with those provisions as 
outlined in the law should have the right to the aid which it needed 
in time of stress as a matter of right. I have been in favor of that 
because I believe it is necessary in order to maintain the democratic 
banking system which we have, so as to render all of the banks in
dependent' of any monopolization of credit. I do not think that there 
is that independence now that ought to have been. I do not agree 
with the opinion Avhich you advanced in your last hearing, that any
body who had good security could get credit at the banks. I think 
that depends upon the interest of the bank, its depositors, and the 
directors, and if some one should come and want credit that came in 
conflict with the interests of some of the patrons of that bank that 
were powerful and had enough influence with it, it would be denied, 
not because it was not good but because it interfered with some other 
business. Now, naturally I am interested in the view—I know you 
are not for a Government bank, managed by the Government, for the 
same reasons I have indicated* which are reasons that prompted me.

Mr. V a n d e r lip . I believe those reasons do not exist, and I challenge 
you to present a single case where there has been such a discrimina
tion in any important way in New York. I never have heard of it. 
It may exist, but I do not believe it does exist, and I know that it does 
not exist as a general thing. But that is neither here nor there.

Senator B r is to w . We had one gentleman before the committee 
yesterday who told us his story, which I  believe to be substantially 
true in some particulars.

Senator O ’G o rm a n . Did you credit the whole of it, after Senator 
Weeks’s statement?
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Senator B r is to w . N o .
Senator W e e k s . I am sorry that the Senator from Kansas believed 

it, because I denied it explicitly.
Senator B r is to w . The Senator from Massachusetts denied his 

statement as to one of the banks, but not as to the others.
Senator W e e k s . I f  the Senator from Kansas will recall, I asked the  

witness if the corporation of which he was complaining had any de
posit in any banks where his deposits were, and he replied in th e  
negative in each case.

Senator B r is to w . I remember distinctly those questions, and I  
think they were very ingenious and plausible; but, nevertheless, I  
think the shoe machinery company is powerful enough to prevent a 
man from getting credit if  it interferes with their business.

Senator W e e k s . I  think that is likely, but I do not think it has 
ever been done.

Senator N e ls o n . Would you limit the deposit to banks?
Mr. V a n d e r lip . Banks and the Government positively to be the 

only depositors.
Senator N e ls o n . And would you limit the discounts to the banks?
Mr. V a n d e r lip . Unquestionably. I  would permit them to have no 

domestic transaction that did not bear the indorsement of a member 
bank.

Senator N e ls o n . The deposits and discounts must all be carried on 
with banks and not individuals ?

Mr. V a n d e r lip . Yes, sir.
Senator P o m e re n e . Would you permit it to go out and buy securi

ties of any kind ?
Mr. V a n d e r lip . N o  securities except the bonds of the United States 

and its insular possessions; and, really, the bank ought to have no 
obligations of that sort except short time ones. I would be quite 
willing to prohibit the bank having any obligation of any kind, even 
of the Government, which ran over a year, except the first issue of 2 
per cent bonds, which would at once be changed to exchequer notes.

Senator O ’G o r m a n . Y o u  have alluded to some great differences 
between the plan you suggest and the plan embodied in this bill, and 
I think the Senators recognize the difference between the two plans. 
With respect to one, I want to see if I  understand you correctly, and 
that is, while under the plan proposed by the pending bill the banks 
will have a controlling interest in each one of the proposed 12 
regional banks------

Mr. V a n d e r lip  (interposing). They will elect six of the nine di
rectors.

Senator O ’G o r m a n  (continuing). Under your system, which you 
recommend and suggest, the banking interests of the country will 
have no representation of any kind, from the top of the system in 
Washington down to the most humble position in any one of the 
agency banks.

Mr. V a n d e r lip . Absolutely none at all; no more than it has in the 
Treasury or in any other department of the Government.

Senator O ’G o r m a n . Every official would get his authority either 
through the President or through some one appointed by the Presi
dent o f the United States?

Mr. V a n d e r lip . Yes, sir.
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Senator O’Gorman. I s there anything else to be asked of the wit
ness?

Senator B r is to w . Yes; I have a number of questions I wanted to 
ask. Continuing the matter which wTe were discussing, Mr. Vander
lip, it of course would be unnecessary for you and I to proceed into 
an argument as to the control of credits by these great institutions of 
the country. I think Mr. Moffitt, in the financing of his railroad, was 
handicapped by the banks of New York who refused him the credit 
he was entitled to, because of the powerful interests he was antag
onizing, and not because he was not promoting a railroad that was 
just as good a railroad as those who were fighting him. And, I think, 
in my own State, that the railroad enterprises have been killed not 
because they were not good, sound, and economical, but because they 
interfered with the interests of the Santa Fe Railroad, the Union 
Pacific, the Southern Pacific, and other lines that run up there.

Mr. V a n d e r lip . Do you regard the building of a railroad as a 
proper function for a commercial bank?

Senator B r is to w . Banks that would be a part of this system 
finance railroads and handle their bonds and sell them. That is done 
by the banks that would be part of this system or any system that is 
created. But that is simply an illustration.

But if those are the reasons which have prompted me, that is to 
preserve the democratic independence of our banking system, which 
1 think is the best system in the world, because it gives opportunity 
to men to go out into the banking business and make a success on 
their own initiative; and this is one of the fields of activity in our 
country that is not monopolized, except when you get into the larger 
matters of credit. And I want to preserve that democratic inde
pendence. Now, I was interested, therefore, in the reasons that led 
you, holding views so radically different from mine, to finally come 
to the same conclusion I do.

Mr. V a n d e r lip . I would say that I never would have reached this 
conclusion, I believe, had it not been for the views you hold. I was 
profoundly influenced in my mind when I was before this committee 
the last time by what seemed to me a general opinion that tended 
toward this sort of a solution. I was given special impetus to study 
the matter by the opinions you expressed—not at the hearing, but 
afterwards—outlining almost exactly the plan that I have tried to 
explain—not in detail, but in a general form. It was the interest of 
yourself and of other members of this committee that has led me to 
put almost continuous study on this idea for nearly all of the time 
since I was last before this committee.

Senator B r is to w . D o you believe that such an institution as has 
been outlined here would preserve the independence of our country 
banks—the 25,000 banks that are now doing an independent business?

Mr. V a n d e r lip . I do.
Senator B r is to w . D o you not think it is a very desirable thing 

that it should?
Mr. V a n d e r lip . Extremely so.
Senator B r is to w . Well, you say “ loan only banks.” Why not 

loan to individuals in order to establish the rate?
Mr. V a n d e r lip . And then, after a while, have the Government 

issuing notes to individuals. There you go. [Laughter.]
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Senator N e ls o n . And would not that, Senator Bristow, compete* 
with your little country banks?

Senator E e e d . I suggest that the Senator from Kansas and Mr. 
Yanderlip have another private conference, so that we may derive 
still more benefit. [Laughter.]

Senator B r is to w . Well, now, tell me the danger. I  would like to 
know the danger of this bank discounting paper in the open market?

Mr. V a n d e r lip . I can hardly conceive a greater danger to our 
whole Government than the creation of a Government organization 
which might loan directly to individuals. I  can hardly conceive 
of there ever having been thought of such a machine for the control 
of politics or for the aggrandizement of a body of men than to put 
in their power such a great aggregation of capital as this and allow 
them to deal directly with individuals and to extend them credit.

Senator O ’G o r m a n . D o  you think that bank would be over
whelmed with applications if that was done? [Laughter.]

Mr. V a n d e r lip . I am quite sure it would. And there would be 
no relation of credit and deposit balance between the borrower and 
the bank such as we are establishing by law here—between the de
positing banks and the central bank. Here we are requiring that 
the reserves shall be kept within the vaults of the banks themselves 
and in the vault of the central reserve bank. That is the very sinew 
that the central reserve bank has to loan. It is inconceivable to my 
mind that there could be safely created such a machine as this that 
would be permitted to deal directly with individuals.

Senator B r is to w . Y ou think, then, as I understand, that it would 
be very dangerous for a reserve bank, a bank created to serve that 
purpose, and thereby strengthen the independent banking system of 
the country— for it to go and loan that money to individuals; you 
think that would destroy the very purpose for which it was created?

Mr. V a n d e r lip . Yes, sir.
Senator B r is to w . And make it impossible to serve it?
Mr. V a n d e r lip . Yes, sir; and be filled with collateral dangers.
Senator O ’G o rm a n . And discourage banks from entering the sys

tem if the accommodations of the central bank were to be extended 
to the public at large ?

Mr. V a n d e r lip . I have no conception of government that would 
permit the Government to enter into business in this way.

Senator O ’G o rm a n . I do not understand that Senator Bristow 
recommends this. He only wanted to get your views.

Senator B r is to w . Well, I wanted to understand its dangers. It 
has been urged, you know, that it would be necessary or ought to be.

Now, I do not know whether I got a very clear notion as to the 
requirements that would be necessary for a bank to have in order to 
avail itself of the benefits of this central reserve bank. It would 
become a part of the Federal system and be under its protection and 
entitled to the aid which this bank could give. .You would extend 
it first to national banks, then to State banks and trust companies, 
if I  understood properly, provided that the requirements of the na
tional bank -and of the trust companies and of the State banks should 
be the same, so that they would all be on an equality.

Mr. V a n d e r lip . The requirements as to capital, examinations, and 
reserves.
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Senator B r is to w . Yes; and you would modify the national bank
ing law so as to enable the national bank so as to enlarge their ac
tivities in certain States so as to compete with certain State institu
tions and be on an equality with State institutions ?

Mr. V a n d e r lip . I would, so as to prevent national banks from go
ing out of the national system, taking out State charters, and then 
joining this new organization.

Senator O ’G o rm a n . Right there, if you will permit me one ques
tion, that- bears on what was asked by Senator Bristow: What would 
be done by the national banks that, for any reason would not care to 
come into the system, if it should be optional?

Mr. V a n d e r lip . Any bank that refused to keep its reserves ac
cording to law would have to get out of the system.

Senator O ’G o rm a n . Then you would make it compulsory that 
every national bank would have to keep part of its reserves in this 
Federal bank ?

Mr. V a n d e r lip . I certainly would.
Senator O ’G o rm a n . So that, to that extent, it would be com

pulsory ?
Mr. V a n d e r lip . N o more compulsory than the present reserve re

quirements.
Senator R eed . Just about as much.
Mr. V a n d e r lip . No ; not nearly so much in amount as the present 

requirement.
Senator S h a f r o t h .  Mr. Vanderlip, how much money, under the 

system you have proposed do you think it would be safe to issue?
Mr. V a n d e r lip . Just as much as you could cover with the proper 

sort of rediscounted paper and with a 50 per cent gold reserve; and 
always have, really, something more than 50 per cent reserve, because 
that would be the minimum permitted by law as a general reserve of 
the bank.

Senator S h a f r o t i i .  Can you estimate about what, in your judg
ment, that would be—the maximum?

Mr. V a n d e r lip . I f  the whole plan were adopted, there would first 
be $350,000,000, which would replace an equal amount of national- 
bank notes. At the present time I think there would not be over 
$200,000,000 in addition to that, and that much only at the season of 
the year when there was a demand for the largest amount of circu
lation. With the growth of the country, with the development that 
would surely follow such a sound banking scheme, I can imagine that 
amount might grow to a very considerably larger volume. I would 
hope to live long enough to see it 1,000 millions.

Senator R eed . Have you consulted or talked with other bankers or 
financiers about this plan of yours?

M r . V a n d e r lip . I have.
S en ator R eed . H o w  have th ey  received it?
Mr. V a n d e r lip . With great favor. I  have talked with very few.
Senator R eed . H o w  do you believe it would be received by the  

banks? Do you think they would accept it, or do you think we 
would have another “ Boston convention I do not speak of that 
unkindly; but it was an opposition convention.

Mr- V a n d e r lip . It is difficult for me to say how they would receive 
it at first. I think they would be somewhat shocked at the idea of
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complete Government control. When they came to understand the 
safeguards that it is proposed to throw a£>out that, the character of 
the control which would flow from the method of its appointment, its 
term of service, and so on, I believe that they would accept it with 
great favor. They certainly would be relieved from the compulsory 
features of the bill that is now before you. They would be relieved 
from this extremely unsatisfactory but necessary provision for forced 
loaning by one Federal bank to another. And, more than everything 
else, they would be relieved, I believe, to find that the circulation was 
to be bank-note money and not a fiat obligation of the Government.

Senator R eed . Y o u  spoke about requiring the banks to underwrite 
a portion or all of the stock, except such portion as the Federal Gov
ernment might take. How would that be worked out, in a practical 
way?

Mr. V a n d e r lip . In a practical way, the banks would be compelled 
to underwrite a prorata proportion, based upon the relation of an 
individual bank’s capital to the total capitalization of all national 
banks.

Senator R eed . H o w  compelled ?
Mr. V a n d e r lip . By the act.
Senator R eed . And then if they did not?
Mr. V a n d e r lip . I f  they did not, they would have to get out of the 

system. Now, I do not recommend that plan, if you think you can 
float the stock to the public without it or if you are willing to have 
the Government stand in the gap and take any stock that the public 
should fail to subscribe for. There is no desire at all to have the banks 
do this. They would not regard it as a desirable thing to do. They 
would not want to retain the stock. And the only reason whatever for 
proposing such a scheme would be to insure the success of the public 
subscription.

Senator R eed . A s I understand your plan, you would first open the 
subscriptions to the public?

Mr. V a n d e r lip . Yes, sir.
Senator R eed . On a competitive basis, giving the preference to the 

smaller subscribers?
Mr. V a n d e r lip . Yes, sir.
Senator R eed . If, then, there was, by a given date, not enough 

offered you would then have a provision in the bill that at that time 
it would become the duty to take a certain proportion of these bonds?

Mr. V a n d e r lip . Yes, sir.
Senator R eed. And to pay for them at their face. Now, you spoke 

of underwriting.
Mr. V a n d e r lip . I would not do it quite that way, because, if it be

came obvious that it was going to be a failure—if that subscription 
ran for 30 days and on the twentieth day it became evident that the 
public was not going to take stock and that the banks would have to 
do so—you might have a scramble right then to get out of the national 
system. I would compel them to make the underwriting obligation.

Senator R eed . In the first instance ?
Mr. V a n d e r lip . In the first instance. I would compel them to 

agree to take all of that stock, provided the public did not take it; 
but they would get none of it that the public was willing to take.

Senator R eed . Then you would provide, in this bill, that by a given 
date the national banks of this country must file with the Federal
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Government an obligation binding each of them to underwrite—to 
accept that portion of these bonds which their stock bore to the entire 
amount of the capital stock------

Senator O ’G orm an. In the national banks.
Senator Reed. In the national banks. And that in the event of 

their failure so to do, their charter should be arrested and their 
business wound up.

Mr. V an d erlip . It would be equal to that.
Senator Reed. I f  they did that, then you would further provide 

that the banks had so underwritten the Government would offer this 
stock to the general public, and so forth—we need not go into the 
details.

Mr. V an d erlip . Yes, sir.
Senator N elso n . And that the banks could then only get what the 

public did not take.
Mr. V an d erlip . That would be all.
Senator N e lso n . I suppose in this plan you would adopt the same 

quality or the same rules as to the paper that could be discounted as 
there are in the bill before the committee, substantially.

Mr. V an d erlip . Substantially the same.
Senator N e lso n . The same quality of paper?
Mr. V an d erlip . Yes, sir; self-liquidating paper—that is, paper 

arising out of commercial transactions.
Senator O ’G orm an. Mr. Vanderlip, Senator Weeks has a question 

or two he would like to ask you.
Senator W ee k s. Suppose we provided for the engraving on the 

notes of this reserve bank something like this—I am led to ask this 
question on account of your discussion of issuing a bank note rather 
than a Treasury note:

United States of America. National reserve bank note. This note is secured 
by a gold reserve equal to 50 per cent of its face value by Government bonds 
or commercial paper equal to its face value by a first lien on all of the assets 
of the reserve bank and will be redeemed on presentation at the reserve banks, 
or any branch thereof, or at the Treasury of the United States.

Would that be a bank note or would it be a bank note with the 
Government guaranty ?

Mr. V an d erlip . It wrould be a bank note with a Government guar
anty of redemption.

Senator W e e k s . Do you think it would be unfair to arrange the 
guaranty of redemption—assuming that we provide in the law that 
the bank shall keep the Treasury properly supplied with funds to 
guarantee the payment of any notes that may be presented at the 
Treasury.

Mr. V an d erlip . I do; unnecessary and involving the Government 
in a possibly dangerous obligation.

Senator W e e k s . Well, do you think that would be sufficient as I 
have written it?

Mr. V an d erlip . I f  the Government redeems them, it is as great 
a danger as it would be if they were the obligations of the Govern
ment.

Senator W e e k s . O f course, we are going to provide that the 
banks shall provide the means for the Government redeeming the 
notes.
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Mr. V an d erlip . Very well, if you will so state on the face of the 
note.

Senator O ’G o r m a n . It would be stated in the bill that we pass,
S e n a t o r  W e e k s . Yes; it would be stated in the law.
Mr. V an d erlip . You ought then to state on the note that they will 

be redeemable by the Government, if the Government is in funds 
provided by the banks for the purpose. Then that would be all 
right. [Laughter.]

Senator Reed. That would be worse than saying nothing. 
[Laughter.]

Senator O ’G o r m a n . I s there any other question any Senator de
sires to ask of Mr. Vanderlip?

Senator H itc iic o c k . I do not quite see yet, Mr. Vanderlip, where 
you are going to get your gold reserve.

Mr. V an d erlip . I would like to figure that out with you.
Senator H itc h c o c k . I wish you would put in writing in the record 

the statement of how a bank would start in business when it had 
$150,000,000 of Government deposits, bank deposits of $300,000,000, 
and outstanding notes of $300,000,000.

Mr. V an d erlip . I should like to do that. I should like to ask if 
it will be helpful to put in the record the plan as I have it, very 
briefly outlined?

Senator O ’G o r m a n . I f  there is no objection, the paper now in Mr. 
Vanderlip’s hands will be incorporated in the record. And when 
will you be able to send the memorandum desired by Senator Hitch
cock, Mr. Vanderlip?

Mr. V an d erlip . I shall hope to do so within 24 hours.
Senator H itc h c o c k . Mr. Vanderlip, the only means this bank 

would have for securing additional gold for a reserve as its business 
grew would be the use of these Treasury notes, would it not ?

Mr. V an d erlip . Or its obligations; it could sell its own obliga
tions.

Senator H itc h c o c k . To whom?
Mr. V an d erlip . T o anybody who would buy them—any foreign 

money market. It could sell its obligations secured by rediscounted 
paper.

Senator O ’G o r m a n . I think that will be all, Mr. Vanderlip.
(The statement or plan referred to by Mr. Vanderlip is as fol

lows:)
The Government is to grant a charter to the Federal reserve bank o f  the 

United States, with capital stock o f $100,000,000, the charter to extend fo r  a 
period o f 50 years.

The head office is to be located in Washington, and 12 branches to be located 
in the cities selected by an organization committee, and subbranches wherever 
designated by the board o f the Federal reserve bank.

As soon as practicable after the passage o f the act the President is to appoint 
a committee o f five, to be designated as the “  Federal reserve bank organization 
committee.”  This committee will divide the country into 12 commercial dis
tricts, and designate one city in each district as the seat o f a branch o f the 
Federal reserve bank, and generally be charged with the responsibility o f  
organization.

The stock of the Federal reserve bank may either be subscribed for entirely by 
the Government, with funds raised by the sale o f bonds or offered for  public 
subscription, the success o f such subscription to be insured by requiring all 
national banks to be liable for the purchase o f their pro rata proportion o f any 
stock not taken by the public.
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The stock shall have no voting power, and no rights of any kind shall attach, 
to it except to receive dividends. There need, therefore, be no restriction on its 
purchase or sale or accumulation, either by banks or individuals.

The Federal reserve bank will be wholly under the management of a board ol 
seven directors, to be appointed by the President, with the advice and consent 
o f the Senate, with terms of 14 years, but the first board to be classified and 
the term of one director to expire each two years.

The bill should provide that the President will select men qualified by experi
ence and training for the proper discharge of the duties imposed and make no 
appointments in order to confer political rewards. At least three of the mem
bers should be recognized to have had wide financial and banking experience.

Appointments are to be distributed geographically so as to give due weight to 
the commercial sections of the country.

The President, with the advice and consent of the Senate, will designate one 
director as governor and another as deputy governor, and the governor, or in 
his absence the deputy governor, shall act as chairman of the board and be the 
chief executive officer of the bank.

Members of the board to automatically retire at the age o f 70.
The board of the Federal reserve bank shall appoint for each branch an exec

utive committee of seven members. The bill will contain the same general 
directive clauses as to their character as in the case of the board itself, includ
ing the provision that at least three of the members of the executive committee 
shall be recognized to have had wide banking and financial experience. The 
term of office of the members of the executive committee will be seven years, 
but in the case of the first members appointed they shall be classified so that 
one director shall retire each year. One member of the executive committee will 
be designated chairman and one vice chairman, and the chairman, or, in hisi 
absence, the vice chairman, will act as chairman of the committee.

All actions of the executive committees will be subject to the approva! 
©f the board of the bank. Each executive committee will elect a president and 
other executive officers to conduct the business of the branch, the men filling 
these offices to have no official or financial relation with any other bank.

The earnings of the bank shall, in case the Government subscribes to all the 
stock, be first devoted to an accumulation of a surplus of 20 per cent, and 
thereafter one-half of the earnings will be devoted to a further increase of the 
surplus until it reaches 50 per cent, and the other one-half go to the Government. 
After the surplus has reached 50 per cent all the earnings will go to the Gov
ernment.

In < ase the public subscribes to the stock the net earnings will first be devoted 
to paying a 6 per cent cumulative dividend, then to an accumulation of a surplus 
equal to 20 per cent of the capital, after which one-half of the earnings will 
go to the Government and one-half be devoted to the accumulation of a further 
surplus until the surplus reaches 50 per cent of the capital, and thereafter all 
the earnings beyond the dividend requirement will go to the Government.

All earn in gs rece iv ed  b y  the Government w ill be  d evoted  to  the retirem en t of 
the G overnm ent debt.

The customers of the bank shall be the Government and qualified member 
banks, which will include all national banks and may include State banks and 
trust companies.

The G overnm ent shall deposit all of its general fund with the bank and con
stitute the bank its fiscal agent.

The reserve requirement for national banks will be so changed as gradually 
to transfer all reserves away from correspondent banks now acting as reserve 
agents, and after this gradual transfer has been fully accomplished all reserves! 
will be held in the vaults of the member banks and with the Federal reserve 
bank. The reserve requirement will be the same for all member banks ancl 
shal be ultimately 12 per cent.

The reserve to be held by the Federal reserve bank shall never be less than 
50 per cent of its demand liabilities, including note issue, in gold or lawful 
;oaoney.

The board of the Federal reserve bank may, in an emergency, suspend all 
■.reserve requirements for 30 days, and continue such suspension for periods of 
15 days.

The Federal reserve bank may rediscount for member banks paper self-liqui
dating in character, to be defined by the act. It shall not rediscount for any one 
bank an amount exceeding the capital and surplus of such bank.

The bank may buy in the domestic market from member banks, nonmember 
ban^s, and individual self-liquidating paper under conditions to be defined in
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the act, bearing the indorsement of a member bank, and may buy in the foreign 
markets prime banker’s bills.

The bank may also deal in gold coin and bullion and in obligations of the 
United States Government and its insular possessions.

The board of the Federal reserve bank shall establish a minimum rate of 
discount, which shall be uniform at all branches and subbranches, and which 
shall be changed from time to time as conditions demand.

While the minimum discount rate shall be the same at all branches and to 
all banks, that minimum rate will only apply to the rediscounts of a bank 
up to an amount equal to a fixed percentage of its capital and surplus; thereafter 
such bank shall be charged a uniform progressively increasing rate upon 
discounts until said discounts shall have amounted to a maximum permitted 
by the act, fully equal to the capital and surplus of said bank.

As fiscal agent of the Government the Federal reserve bank shall be charged 
with the duties now imposed upon the Treasurer of the United States and the 
Bureau of Redemption in the Office of the Comptroller of the Treasury in re
spect to the custody of bonds securing national-bank notes and the redemption 
of such notes. The 5 per cent redemption fund now in the general fund of the 
Treasury shall be transferred to the Federal reserve bank as a special trust 
fund and shall be held intact and shall not count as a part of the reserve of 
the bank.

The Federal reserve bank shall be authorized to issue its circulating notes. 
Such notes shall be secured by the segregation of rediscounted paper, as de
scribed in the act, equal to 100 per cent of such notes outstanding or one 
year exchequer notes of the United States Government hereinafter provided 
for, and by a reserve in gold equal to 50 per cent. The notes shall have the 
same qualities as the present national-bank notes, shall be redeemable at any 
branch on demand in gold, and shall be the obligation of the bank. There shall 
be no restriction upon the issue of notes by the bank when the notes are fully 
covered by gold coin or bullion, it being intended that to the extent that the out
standing notes of the bank are not fully covered by gold they shall be secured 
by 100 per cent in rediscounted paper, or exchequer notes, and by a reserve in 
gold equal to 50 per cent.

Gradually and over such period as the Federal reserve board may decide upon, 
the Federal reserve bank shall offer to purchase 2 per cent bonds of the United 
States deposited to secure circulating notes of national banks at par and up 
to an amount equal to one-half of such bonds deposited with the Treasurer of the 
United States as security for national-bank note circulation. It shall pay for 
these bonds by assuming the responsibility for the redemption and retirement 
of the national-bank notes secured by them. Upon acquiring these bonds the 
Federal reserve bank shall receive from the Government of the United States 
in exchange for the 2 per cent bonds an equal amount of one-year exchequer 
hotes bearing 3 per cent interest. The Federal reserve bank shall give an 
undertaking to the United States Government that it will renew such one-year 
exchequer notes each year at maturity for 20 years. These notes will be made 
to mature at various periods during a calendar year. So long as these notes 
are outstanding the Federal reserve bank shall pay to the United States, out of 
its earnings and before any dividends are paid upon the stock, a tax of 1£ per 
cent on an amount of circulating notes equal to the amount of exchequer notes 
outstanding.

The bill should provide for a national clearing house.
The charter rights of national banks should be so enlarged as to permit banks 

to have branches within the city in which they are located, to establish branches 
abroad and to exercise general trust company functions to be defined in the act.

National banks shall have the right to accept drafts of a character to be 
defined up to an amount equal to one-half of their capital.

State banks and trust companies may be admitted to membership by conform
ing to the same capital, reserve, and inspection requirements that natural banks 
are obliged to meet in similar localities. The Federal reserve board shall have 
power to examine any member bank.

The circulating notes of the Federal reserve bank shall be a first lien on all 
the assets of the bank.

The Federal reserve bank shall have a first lien upon the assets of member 
banks for any indebtedness due from them.

As far as feasible the Federal reserve bank shall be exempt from the payment 
of all Federal and State taxes except taxes upon real estate. As far as feasible 
the stock of the Federal reserve bank and the dividends thereon shall likewise 
be free from all Federal and State taxes.
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(Mr. Vanderlip, at the request of the committee, also submitted 
the following:)

W a s h i n g t o n ,  D. C., October 21, I9L3.
Hon. R o b e r t  L. O w e n ,

Chairman Committee on Banlcing and Currency,
United States Senate, Washington, D. C.

Sir : In compliance with the request made by the members of the committee 
at my hearing yesterday, I am sending you a statement of the Federal reserve 
bank after a transfer of reserves from correspondent banks.

Such a statement, of course, can not be made with accuracy, nor can any 
figures be compiled with accuracy that will show the effect upon the reserves 
and upon the deposits of national banks, as there are too many variable ele
ments to be considered.

The statement of the Federal reserve bank might be as follows:

A S S E T S .
Cash from stock------------------------------------------------------------------------------ $100,000,000
Cash from banks------------------------------------------------------------------------------  356, 000, 000
Cash from United States__________________________________________  150, 000, 000

T o tal---------------------------------------------------------------------------------------600, 000, 000
Exchequer notes------------------------------------------------------------------------------ --350, 000, 000

L I A B I L I T I E S .
Capital----------------------------------------------------------------------------------------------100,000,000
Government deposits______________________________________________ _150,000, 000
Reserve deposits____________________________________________________356,000,000

T otal_______________________________________________________  606,000,000
Circulating notes----------------------------------------------------------------------------  350, 000,000

R E S E R V E  R E Q U IR E D .
Against deposits___________________________________________________ 253,000,000
Against notes______________________________________________________  175, 000, 000

T otal_______________________________________________________  428,000,000
Excess_____________________________________________________________  178,000, 000

It will be observed that the bank's holdings of cash will be sufficient to pro
vide the minimum reserve of $253,000,000 against its total deposit liabilities, a 
minimum reserve of 50 per cent against $350,000,000 of notes issued in retire
ment of an equal amount of national-bank notes, and still have in excess of 
$178,000,000.

It is probable that banks in central-reserve cities and, perhaps to some ex
tent, banks in reserve cities would find it necessary to rediscount at the Federal 
reserve bank in order to meet the drafts made upon them by correspondent 
banks removing their reserve balances. I would estimate that rediscounts of 
$100,000,000 would permit that to be done without undue strain upon the banks 
of reserve and central-reserve cities. It is obvious that the transition from the 
present system to any new system which would impound reserves in the vaults 
of member banks and in the Federal reserve bank should necessarily be made 
slowly and with great caution, and it would seem to me desirable that the board 
of the Federal reserve bank should be given latitude as to the various periods 
during which this transition should be made.

The figures that I have used are based on the abstract of the condition of 
national banks in answer to the call of June 4, 3913, as I did not have the later 
abstract at hand. Figures made up from the later abstract would vary 
slightly, but in a general way the foregoing will indicate the possible position 
of the reserve bank.

Respectfully, F. A. V a n d e r l i p .

STATEMENT OF JACOB S. COXEY, OF MASSILLON, OHIO.
Senator O ’Gorm an. Mr. Coxev, will you state your name, your 

residence, and your business activity?
Mr. Coxey. My name is Jacob S. Coxey.
Senator O ’Gorm an. And what is your residence, Mr. Coxey?
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Mr. C o x e y . Massillon, Ohio.
Senator O ’G o r m a n . And your business activity?
Mr. C o x e y . I am in the stone-quarry business.
Senator O ’G o r m a n . Have you read the pending bill?
Mr. C o x e y . I have, sir.
Senator O ’G o r m a n . Kindly state to the committee your views in 

regard to it.
Mr. C o x e y . A s I view this bill, I take it, you are trying to arrange 

a currency system that will transact the commerce of this country. 
But I think you should take into consideration the burden under the 
present system and under the proposed system that will be placed 
upon the producers of this country in obtaining the funds to exchange 
their products.

There are three Government functions, and this, the means of 
exchange, is the greatest of the three, that are necessary for the ex
change of the commerce of the country. The first one is the means 
of communication. This one the Government has retained; that is, 
the postal system, and is operating that system at cost to the people. 
They engrave and print the postage stamps and furnish them at cost 
to the people. John D. Rockefeller, with all his corporations, if he 
needs 10,000 postage stamps for the use of those corporations has no 
advantage over the man who is tearing that brick building down over 
across the street when he needs only 1 postage stamp.

That the postal is a Government function, and that is being fur
nished at cost to the people, and when I say the stamps are being 
furnished at cost to the people the stamp simply represents the cost 
of the transmission of the mail that it is put upon. After it has 
done that it is canceled and has performed its functions.

Now, when we come to the second one, the means of exchange, you 
have granted franchises to private corporations. You have been 
creating, and do propose to create, under this bill the money at cost 
to these corporations, and then when even you, the creator, the Fed
eral Government, needed or will need any of this money, as, for 
instance, you needed it in the building of the Panama Canal, you is
sued several hundred millions of dollars of interest-bearing bonds 
that were nontaxable, sold them to the banks, and the Government 
borrowed from the banks its own money and is now paying interest 
for the use of its own money. This system seems to me to be absurd.

When we come to the producers of the country, let us examine their 
burden. Last year President Taft called the governors of the various 
States together and he stated to the governors the necessity of estab
lishing State banking institutions in order to lessen the burden that 
was placed upon the American farmer. He said to the governors 
that there were 12,000,000 American farmers, and that they were pro
ducing annually $9,000,000,000 of products upon a borrowed capital 
of $6,040,000,000, for which they were paying in interest and com
missions in order to obtain that money 81 per cent. This makes a 
total burden of $513,000,000 annually, taken from the statement of 
Mr. Taft, which burden is placed upon the tiller of the soil, who pro
duces tHe products we are consuming in this country.

Senator W e e k s . D o you think those figures as you have given them 
to us are accurate as to the rate of interest?

Mr. C o x e y . Yes, sir; the average rate o f interest is 8J- per cent.
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Senator W e e k s . 1 have heard those figures, and I do not know a 
single State, even in the South, where that rate was charged.

Mr. C oxey. There are Senators here from Western States where 
rates as high as that are charged, and I think they will bear me out 
in that statement.

Senator Reed. The average rate in my State of Missouri is about 
per cent.

Senator B ristow . It runs from 6 to 7 per cent in my State of 
Kansas.

Senator S h a fr o th . In mining sections of my State of Colorado it 
runs as high as 1 per cent a month.

Mr. Coxey. In the State of Ohio it is from 6 to 8 per cent; 8 per 
cent is the average.

Senator O ’G orm an. What changes would you propose in the pend
ing bill ?

Mr. C oxey. I want to show you first where the burden lies under 
the present system and will not be lightened under the pending bill. 
President Taft called attention to the burden upon the tiller of the 
soil of $513,000,000 annually. I see from the bank statements that 
the other producers outside of the farmers are paying for the use 
of that money and bankers’ credit which the Government is creating 
at cost to the banking institutions, besides legalizing 85 per cent oi 
the banks’ credit, which they, the bankers, are levying a toll upon 
to exchange the products, because the bank credits are exchanging 
the products from the producer to the consumer, exactly the same 
as the real money. I find from the bank statements that there are 
about $17,000,000,000 of deposits and $13,500,000,000 of loans out 
of those deposits, and one billion and a half of real money in the 
banks as a foundation for those loans. That is nine of bankers* 
legalized credit to one of real money. Now, an average of 6 per cent 
upon that $13,500,000,000 is nearly $800,000,000 annually for the use 
of those banks’ credits and money to exchange the products from the 
producer to the consumer.

Now, the banks, in order to inflate their credits higher do as one 
bank president from Columbus, Ohio, told me last spring, that he 
wanted to use his bank reserves and he wTent to New York—he told 
me this in New York at the Waldorf-Astoria Hotel—he said, “ Our 
daily balance of legal reserves in New York amounts to about $100,- 
000,” and he went to four different banking institutions and tried 
to get it through their noddle—that is the expression he used—that 
they would make more money by carrying out his plan, and his bank 
would make more money if they would make a loan to his bank of 
$100,000, upon which they would pay 4 per cent, and the New York 
bank agreeing to make the loan, but the proceeds of that loan should 
be held there with the New York bank as their, the Columbus bank’s, 
legal reserve, and then that the New York bank should pay them 2 
per cent upon their daily balance. That would be making a profit 
to the New York bank of 2 per cent and make it cost the Columbus 
bank 2 per cent, and it would allow the New York bank to loan out 
75 per cent of that loan to their customers there at the market rates 
and then redeposit 9 per cent of the reserves of the 25 per cent in the 
reserve bank, they to receive 2 per cent on this reserve. That al
lowed the Columbus bank to withdraw the $100,000 of their cash re
serves from New York, which the Columbus bank did loan at Co
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lumbus at 6 per cent. The Columbus banker got that through, and 
that is the way he is doing to-day, utilizing his reserves and extend
ing his bank credits in that manner.

Now, the question comes as to the remedy I will suggest here. You 
must arrange under this bill to not only furnish the money necessary 
for the exchange of the products and the commerce of this country, 
but to furnish the money for all public improvements and for the 
building and equipping of our railroads. It will take over a billion 
of dollars annually for the equipment for our railroads.

Under the present system those railroads must issue bonds bearing 
interest and sell those bonds to the banks in order to borrow this 
money. Under the present system we must do the same so far as 
public improvements are concerned. Take, for instance, the public 
highways. At a road convention last fall, at Atlantic City, I spoke 
upon that question, and I said the most important thing is the 
financing of the highways; and that Atlantic City road congress 
was inclined to ask the Government for Federal aid. I said it is not 
Federal aid we need, but it is a Federal duty. When this Govern
ment imposes a tax of 10 per cent on State issues of currency, it pro
hibits its different subdivisions—the States, cities, counties, and town
ships—from issuing a currency in order to relieve any stringency and 
to make any public improvements. When they do that, then it is the 
duty of the Federal Government to furnish this money at cost for all 
public improvements by allowing the States to issue their noninterest- 
bearing bonds to run for 25 years, and then deposit these bonds with 
the Secretary of the Treasury, when it shall be mandatory upon the 
Secretary of the Treasury to issue the face value of the bonds in full 
legal-tender money.

Senator N elso n . Notes of the Government ?
Mr. C oxey. Real money. I contend that the only real money is 

the fiat of the Government. Money is simply an idea o f Congress 
enacted into law. It is a representative of value, and should never 
have a value of or in itself. And as it passes from the Government 
under this system, if these bonds were deposited with the Government 
and the face value of them would be issued in full legal-tender 
money, the cost of the engraving and distributing of this money 
would be charged against this issue, and that would not exceed over 
1 per cent. Ninety-nine per cent would be forwarded to its subdi
visions, which they would have to use for the purpose of making pub
lic improvements.

Now, under this plan you have the State, county, township, or 
municipal noninterest bonds deposited as security for this issue of 
legal-tender money. Then they start the people to work to make 
improvements, and as the service is rendered or the material is fur
nished this money is turned out, and it then represents that service 
or that material and that value created.

As to the redemption or repayment of this money, levy a tax as 
you do now, and instead of paying 4 per cent interest return 4 per 
cent annually to the Government, and as it is returned and retired 
annually it can be canceled. It has performed its function, and in 
25 years you will have paid off the noninterest-bearing debt of all the 
subdivisions of this General Government and there is no bonded 
debt left at all, as the money has been furnished at cost, the same as 
postage stamps are now.
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Senator Reed. Suppose the people do not take that money?
Mr. Coxey. They would be very glad to take it when it.is made 

legal tender for debt. There should be no money issued that would 
not be a full legal tender for all debts.

Senator O ’G orm an. You may proceed, Mr. Coxey. You were 
speaking of the city of New York, and I was somewhat interested 
in that.

Mr. Coxey. The city of New York has a bonded indebtedness of 
about 1,100 millions of dollars. They are not paying off the prin
cipal; they are simply levying a tax rate in order to pay the interest, 
and they are pyramiding the principal.

There was an issue within the last year in regard to the building 
of the subway. They needed $200,000,000 to do that. They should 
have passed this law, and if this law were put into effect the city of 
New York could have issued its noninterest-bearing bonds for 
$200,000,000, running for 25 years, and could have forwarded those 
bonds to Washington and have had the face value of those bonds 
issued in full legal-tender money, deducting 1 per cent to pay for the 
engraving and printing and distributing by the Government. They 
would have had $198,000,000 to pay for all these subways, and then 
out of the revenues of the subways they could return to the Govern
ment annually $8,000,000, and in 25 years the entire bonded indebted
ness would be paid off. Now, then, they propose issuing, and are 
now issuing, $200,000,000 of 5 per cent bonds, which they will sell 
or have sold to the banking syndicate, and they will pay interest for 
50 years and still owe the principal.

I claim that this is a correct principle, Mr. Chairman. It is the 
duty of the Government, I contend, this being a Government func
tion, that all money necessary for all public improvements and 
utilities should be furnished at cost to the people, the same as the 
postage stamps are now.

Now, I have illustrated to you the plan of public improvements. 
When it comes to the plan of furnishing the money at cost to the 
producers to exchange their products there should be a Government 
bank established in every municipality of over 1,000 population. In 
towns under 1,000 and over 500 population this money should be 
handled through the post office. These banking institutions—take, for 
instance, in the town where I live. We have five banking institutions. 
The economical way of handling that Avould be to have one Govern
ment bank, with a sufficient volume of money on hand there for the 
needs of the community. It should be the same in every municipality 
of over 1,000 population. That money should be furnished to the 
people at a tax of 2 per cent. It will cost one-half o f 1 per cent to pay 
for the operating expenses of the bank, the furnishing of the money, 
insuring the property pledged, and all necessary expenses. That 
deducted from the 2 per cent will leave a net revenue to the Govern
ment of per cent. That means for the total amount of money 
loaned by the Government a total revenue to the Government, after 
deducting expenses of operation, of $15,000,000 upon every billion 
dollars of loans.

You can see from the statement of President Taft and from the 
bank statements that there are about $20,000,000,000 now being loaned 
by the banking institutions to the people in the shape of $9 of bank 
credits to $1 of real money for the exchange of our commerce. I f
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we take and gradually substitute this $20,000,000,000 of legal-tender 
money that should be full legal tender for all debts and substitute 
it in place of the same amount of bank credits being used now this 
would establish a banking system which would give a revenue of 
$300,000,000 annually from this source, besides saving to the pro
ducers $1,200,000,000 annually in interest charges.

Senator S h a fr o th . What security would you have for the obtain
ing of money under those circumstances ?

Mr. Coxey. The same as the banks now take. I  will illustrate with 
my own business. I quarry stone and grind it into sand. I supply 
some of the principal steel works of the country, and have been sup
plying the steel works of the country for 32 years. When I ship out 
a carload of sand to-day we get the railroad weight to-morrow, and 
we make an invoice against the party to whom we have shipped the 
sand. We attach a draft and bill of lading to the invoice, take it into 
the bank, and the banker takes his rake-off of 8 per cent and credits 
me with the balance. I make that draft due and payable on the 
20th of the month following the month of shipment. I f  it is shipped 
to-day, that account will be due on the 20th of next month, and I 
make that draft for that number of days and they discount it and 
place the balance, after deducting the discount, to my credit.

When they remit for this—they may remit direct to the bank or 
they may remit to me, but in every case that remittance is taken in 
and the draft taken out. I f  it is not paid on the day that it is due, it 
runs on and the interest is charged up to me. That is one system.

Under that system the banks are furnishing the means to exchange 
the products; they are furnishing in this case the working capital— 
the money with which to do business—because we have first the 
money for the investment in the enterprise which is necessary. In a 
case of this kind the bank furnishes the working capital, but they 
get their interest in Ohio of 8 per cent for doing it. That is one 
means.

Another means would be for the people to bring in their tax dupli
cate or tax receipt and loan direct to all people upon their taxable 
real and chattel property.

This Government fixes a value upon your property and levies a 
tax upon that property, and compels you to pay it, and therefore the 
Government ought to be compelled to furnish you the money at cost 
upon it in case you needed it for the exchange of your commerce.

Take, for instance, the farmer in the West. There comes a time 
when he wants to turn his corn into beef or turn his corn into pork, 
and he can go into the bank and put up his tax receipts to the bank 
and borrow enough money to purchase the cattle or the hogs to turn 
that corn into beef or into pork, and then as he ships it out he can 
cancel his obligation to the bank.

Senator N e lso n . Mr. Chairman, I would like to suggest that we 
are running pretty late. It is now 10 minutes of 6.

Senator O ’G orm an. H ow  much longer will you be likely to take?
Mr. Coxey. I f  there are no questions from the committee, there is 

nothing further that I desire to say.
Senator N e lso n . N ow , what have you to say about this bill?
Mr. C oxey. I think it should be made to take into consideration 

and lessen the burdens of the borrower. You do not propose to read
just the interest rate in this bill at all. Here is an interest rate o f at 
least 6J per cent all over the country.
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Senator N elso n . D o you approve this bill?
Mr. Coxey. N o, sir.
Senator N e lso n . What are its radical defects?
Mr. Coxey. In the first place, I do not believe that any money 

should be issued unless it is made a full legal tender for all debts, 
and issued direct by the Federal Government.

Senator N e lso n . What next?
Mr. C oxey. And that it should be taken out of the control of the 

bankers, who control the- commerce of this country.
There is a little item that I have in my vest pocket here that I cut 

out of the New York Times last Sunday, which shows that there is 
very little car buying. Now, the average man reading that probably 
would not see much in it. It shows what the railroads purchased 
last year in cars. They purchased last year 235,000 cars. This year 
they have purchased for the first nine months only 88,000, a falling 
off of over 60 per cent.

Senator O ’G orm an. Why is that?
Mr. C oxey. I have an idea what it is. I can give you my own 

reason for it.
Senator O ’G orm an. O f  course that is all we want.
Mr. C oxey. The gamblers in New York had gotten last year’s 

stocks up to a high point, and then they commenced to unload, and 
they have sold and sold and sold them out at the high prices. Now, 
then, they are commencing to break the market, and my contention is 
that the people that control the money volume also control the trans
portation of this land and control its commerce in the palm of their 
hand. They can make times good or they can make times bad, be
cause they have the interlocking system of directors in all the rail
roads and banking institutions, so that they can order the railroads 
to buy cars and other equipment, and this makes times good, or they 
can order those railroads to stop buying, and when they stop buying 
it simply stagnates the great manufacturing plants of the country. 
They cut off the orders from the steel plants, and that throws hun
dreds of thousands of people out of employment. My business in 
the last four months has been cut in two. It is only 50 per cent of 
what is was last year at the same time, and simply from this fact. 
Now, the railroads of the country need the cars, but the railroad 
directors and the money interests have ordered the railroads to stop 
placing further contracts for material, and in doing that it is bring
ing on a stagnation of business all over the country, and there will 
be hundreds of thousands of people out of work just through that 
fact. Now, that should not be allowed to go on, and therefore, while 
it is not germane to this bill, yet I am of the opinion that we should 
own, operate, and control the railroads.

Senator O ’G orm an. The same as we ought to own and control the 
banks ?

Mr. Coxey. Yes, sir.
Senator N elso n . Y ou  think the Government should control all 

banks?
Mr. C oxey. Yes.
Senator N e lso n . Y o u  think all banks should be controlled and 

run by the Government?
Mr. Coxey. Yes.
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Senator N elso n . Wouldn’t that make a pretty big army of office
holders?

Mr. Coxey. I am not afraid of an army of officeholders. We have 
a pretty large army now. They have never scared me any.

Senator N elso n . Now, what other defects are there in the bill 
here ?

Mr. Coxey. The main defects are simply these: That you are not 
going to reduce the interest rate. That is the principal thing. It is 
the burden that is placed upon the producer’s back that should be 
lightened, and this will not lighten it.

Senator N elso n . Would you have these notes redeemable in gold?
Mr. Coxey. N o, sir.
Senator N elso n . What would you have them redeemable in?
Mr. Coxey. I would have them redeemable in the products of labor 

and through taxation.
Senator N elso n . AVhat would be the basis of issue for these notes?
Mr. Coxey. The basis of issue of the notes should be legal-tender 

money issued, based upon State, county, township, and municipal 
bonds, and for the commerce of the country the notes would be issued 
upon the collateral that the people would put up.

Senator M cL ea n . What would the total reach?
Mr. Coxey. Whatever the necessities of the people would be.
Senator M cL ea n . Y ou  say there are about $20,000,000,000 of obli

gations out now.
Mr. Coxey. And my idea is that instead of having the bankers do 

this for us and charging an exorbitant toll we should utilize our own 
credit and get it at cost.

Senator N elso n . Your scheme is very interesting, and I would sug
gest that you prepare a skeleton bill giving us an idea of the legisla
tion that you think ought to be enacted and leave it with the com
mittee. I understand that you believe the Government should take 
over all the banks?

Mr. Coxey. No; I believe that the Government should establish 
banks itself.

Senator N elso n . Y ou  believe that the Government should estab
lish its own banks?

Mr. Coxey. Yes. The first thing the Government should do would 
be to build a bank in every town, the same as the post office, and they 
should issue to pay for them legal-tender money. I told President 
Roosevelt------

Senator N elson  (interposing). You would not have that money 
redeemable at all?

Mr. Coxey. Only through taxation, as it comes in through the 
revenues of the Government.

Senator N elso n . Y ou  would not issue Government bonds, then?
Mr. C oxey. No ; no bonds at all. There never should have been 

a single interest-bearing bond issued by the Government.
Senator N elso n . Well, now, your scheme is very interesting, and I 

wish you would prepare a skeleton bill and file it with the com
mittee. That is what other gentlemen have done who have come 
here with plans of their own, and we can judge of it better when you 
put it into concrete form. You are a man of a good deal of business 
experience and I can see that you look at it from the standpoint of 
the borrower.
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Mr. Coxey. Yes; I belong to that side. I have been paying 8 per 
cent interest for the last 35 years.

Senator N e ls o n . Then you are the class of man that we want to 
hear from, rather than the bankers.

Mr. Coxey. Senator, that is the position that I took when I tried 
to get a hearing here.

Senator Norris, of Nebraska, requests that I state how goods pur
chased in foreign countries would be paid for in case the Government 
issue full legal-tender money under my pioposed plan.

Just the same as goods are paid for under the present system, viz, 
if goods are bought abroad and shipped to this country, usually they 
have drafts attached to invoice and bill of lading, which is sent 
through some bank to the purchaser, who then pays the draft either 
by his check or cash. This releases ithe bill of lading and lie obtains 
the goods. The bank then remits to the foreign banker that which 
he, the foreign banker, desires. It maybe foreign exchange or it may 
be gold or silver bullion or other American products or securities. 
Money between countries has no particular significance. It can only 
go to the United States line. I f the banker desires gold or any 
other product, it must be purchased at the market price, just the same 
as if you want a draft to pay £100 in London.

That which most concerns us is to arrange a system to exchange 
our own products at cost and we will have to settle foreign trade 
balances as we have been doing for the last 50 years, with commodi
ties such as gold, silver, steel, cotton, and other American products 
and securities.

Senator N e ls o n . I think, Mr. Chairman, if he will file Avith us a 
skeleton form of his bill wTe can then go over it.

Senator S h a f r o t h .  And put in any suggestions that you want to 
make.

Senator O ’G orm an. Without objection, that wTill be done. We wTill 
noAv adjourn until 10.30 to-morrow morning.

(The witness furnished the following for insertion in the record 
in response to the above request:)

Mr. C h a i r m a n  a n d  G e n t l e m i :n  o f  t h e  C o m m i t t e e : A request was made of 
me by Mr. Nelson and the chairman that I incorporate my ideas in a skeleton 
bill, which you will find attached. The first one is to furnish a money medium 
to all of the people at cost through a system of Federal banks established in 
all municipalities, towns, and villages over 1,000 population and through post 
offices under 1,000 and over 500 population; these loans to be made upon their 
real and chattel property, evidenced by the tax receipt and duplicates in the 
various localities to the amount of the assessed value thereon; also on cattle, 
hogs, sheep, horses, all farm products, and lumber, ore, minerals, coal, stone, 
sand, and all raw materials of every nature and description, as well as all 
manufactured products and plants, the charge or tax for these loans to be at 
the rate of 2 per cent per annum, payable semiannually. In case of long time, 
25-year loans, which should be made so as to enable the farms to be occupied 
and tilled and the workers in our cities to obtain homes and an opportunity 
given the farmers and workers to live decently and pay for their farms and 
homes, and allow the enterprising citizens of the United States an opportunity 
to develop the resources of this country, therefore the rate of return of the 
principal of such loans should be no less than 4 per cent per annum, the prin
cipal. in whole or in part, to be payable on or before 25 years. Such reasonable 
safeguards should be taken by the Government officials granting such loans as 
to insure the return of the principal of such loans as well as the tax of 2 per 
cent upon the same. The amount to be loaned upon the raw and unfinished 
material should be determined by the amount of the actual cost in labor and 
material expended upon the same, and upon the finished products, if in transit,
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the invoice value thereof. In case of wheat, cotton, corn, and other farm 
products and all finished and raw products in warehouses loans should be made 
to the face market value thereof.

The second one is to provide for public improvements and employment of the 
citizens of the United States, to encourage industry and produce prosperity, 
and to procure money to purchase and pay for public utilities, and for the 
redemption of such money.

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That whenever any State, Territory, county, 
township, municipality, or incorporated town or village deeming it necessary to 
make any public improvements and give employment to unemployed citizens of 
the United States, or to procure money for the purchase of or construction and 
operation of State capitols and all State institutions, railroads, ship canals, 
waterways, harbors, levees, bridges, ditches, tunnels, telegraphs, telephones, 
public roads or highways, courthouses, street car lines, waterworks, gas and 
electric-light plants, schoolhouses, public halls, libraries, market houses, sewer
ing and paving streets, public parks, or any other public utility so as to furnish 
employment for all surplus or unemployed citizens in beautifying and improv
ing the country when there is a surplus production or no demand for labor 
in production at living wages, they shall deposit with the Secretary of the 
Treasury of the United States a noninteresting-bearing 25-year bond and not to 
exceed one-half of the assessed valuation of the taxable real estate, exclusive 
of all improvements thereon, less all outstanding and existing indebtedness in 
said State, Territory, county, township, municipality, or incorporated town or 
village, and said bond or bonds to be retired at the rate of 4 per cent per 
annum.

Sec. 2. That whenever the foregoing section of this act shall have been com
plied with it shall be mandatory upon the Secretary of the Treasury of the 
United States to have engraved and printed Treasury notes in the denomina
tions of $1, $2, $5, $10, and $50 each, which shall be a full legal tender for all 
debts, public and private, to the full value of said bond, and deliver to said 
State, Territory, county, township, municipality, or incorporated town or vil
lage 99 per cent of said notes and retain 1 per cent for the expense of engraving, 
printing, bookkeeping, disbursing, and taking care of this department.

S e c . 3. That on and after the passage of this act every State, Territory, 
county, township, municipality, or incorporated town or village may deposit 
their noninterest-bearing bonds in compliance with this act in order to give 
employment to any idle man or woman applying for work, and the rate shall 
be not less than $1.50 per day for common labor, and not less than $3.50 
per day for team and labor, and that eight hours per day shall constitute a 
day’s labor under the provisions of this act, the same rate to be paid to both 
men and women.

S e c . 4. That any State, Territory, county, township, municipality, incorpo
rated town or village issuing noninterest-bearing bonds under the provisions 
of this act shall levy and collect an annual tax on all taxable real estate, ex
clusive of all improvements thereon, of the State, Territory, county, township, 
municipality, incorporated town or village depositing noninterest-bearing bonds 
sufficient to pay into the United States Treasury each year not less than 4 per 
cent of the total amount received from the United States Treasury until the 
whole amount shall have been paid, and that whenever these Treasury notes 
are returned to the Secretary of the Treasury at the annual payments of 4 
per cent they shall be retired, canceled, destroyed, and not again reissued. In 
case either gold, silver, or any other lawful money shall or may be sent in lieu 
of the Treasury notes issued on any noninterest-bearing bond deposited under 
the provisions of this act the Secretary of the Treasury shall hold or retain 
such lawful money aforementioned until the Treasury notes issued on non- 
interest-bearing bonds deposited by State, Territory, county, township, munici
pality, or incorporated town or village shall come in or be presented through 
the regular channels of business with the Secretary of the Treasury when 
he shall release the lawful money so held and retire, cancel, and destroy as 
hereinbefore mentioned.

Sec. 5. That this act shall be in full force and effect from and after its pas
sage and all acts and parts of acts in conflict herewith be and they are hereby 
repealed.

(Whereupon, at 5.55 p. m., the committee adjourned to meet at 
10.30 o’clock a. m. Friday, October 24, 1913.)
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F B ID A Y , OCTOBER. 24, 1913.

C o m m it t e e  o n  B a n k i n g  a n d  C u r r e n c y ,
U n it e d  S ta t e s  S e n a t e ,

Washington, D . (7.
The committee assembled at 10.30 o’clock a. m.
Present: Senators O’Gorman (acting chairman), Hitchcock, Reed, 

Pomerene, Shafroth, Hollis, Nelson, Bristow, and McLean.
Senator O ’G o r m a n . Mr. Kent, will you state your full name to the 

reporter ?

STATEMENT OF FRED I. KENT, VICE PRESIDENT OF THE 
BANKERS’ TRUST CO. OF NEW YORK.

Mr. K e n t . My name is Fred I. Kent.
Senator O ’G o r m a n . And your banking experience and activities?
Mr. K e n t . I was connected with the First National Bank of Chi

cago until 1909, since which time I have been one of the vice presi
dents of the Bankers’ Trust Co. of New York.

Senator O ’G o r m a n . Where do you reside?
Mr. K e n t . In New York City.
Senator O ’G o r m a n . And you have been engaged how many years 

in banking activities?
Mr. K e n t . About 27 or 28 years.
Senator O ’G o r m a n . Y ou have been asked to come here to give any 

views you care to offer with respect, particularly, to the subject of 
foreign exchange and any kindred subjects. Are you familiar with 
the bill now before the committee?

Mr. K e n t . Yes, sir.
Senator O ’G o r m a n . What general observations do you care to 

make on the subject to-day?
Mr. K e n t . Understanding that that was what you  desired, I  de

sire to make a preliminary statement that I think will serve as a 
foundation upon which the committee may ask me questions, if they 
so desire.

Senator O ’G o r m a n . Yes.
Mr. K e n t . One very important and principal reason why it is 

necessary that a proper banking system be established in the United 
States is our present lack of properly concentrated effort to protect 
or gold supply in times of need.

In the fall of 1907 the banks engaged in the foreign-exchange 
business imported, including arrivals in January, about $107,000,000 
in gold. But there was a period of time extending a little over 48 
hours during which there was hesitation upon the part of the bankers 
as to how to act. This uncertainty resulted in the stoppage of the 
purchase of foreign bills for a sufficient number of hours to multiply 
the uneasiness that was spreading throughout the country.

I f  there had never been a refusal or hesitation on the part of any 
banker in the country to purchase drafts drawn against cotton, grain, 
meat, etc., the great congestion that occurred in the credits drawn 
against such commodities would never have happened. I f  we had 
had a central bank in the United States at that time empowered to do 
a foreign-exchange business and purchase gold and bullion and
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rediscount for bankers, the panic would unquestionably never have 
developed.

In the first place, the banks themselves would not have been afraid 
to purchase the exchange, as they would have known that they could 
sell it to the central bank if unable to use it, or, in the case of domes
tic shipments, that they could have rediscounted the bills at the cen
tral bank.

In the second place, the central bank itself would have been in 
active operation making purchases of bills either from the banks, if 
it had only had power to buy bijls from them, or otherwise in the 
market, and from the banks.

The strained conditions that were developing could have been 
recognized and anticipated, and there would never have been one 
moment during which any dealer in our commodities would have 
been at a loss to know whether he wras going to be able to finance his 
sales.

With a system of 12 regional banks, such as are contemplated in 
the present bill under consideration, there is considerable doubt as to 
whether conditions would not have been worse rather than better, for 
the expansion would undoubtedly have gone further before a break 
came, and it is doubtful whether divided regional banks could operate 
with any greater certainty and security in the foreign market than 
the regular banks which were then dealing in foreign exchange.

If, instead of 12 regional banks there had been 4, it is also doubtful 
whether they could have accomplished anything more than was done 
by the foreign exchange banks which imported the $107,000,000. 
There is a possibility, however, that the momentary hesitation in the 
purchase of bills which vitalized the under current of fear might 
have been avoided. One reason why four regional banks would not 
have been as effective as a central institution would lie in the fact 
that there would of necessity be competition between them, and ques
tions of profit and loss would inevitably come up when it came to the 
point of buying gold.

Supposing these four regional banks were situated in New York, 
Chicago, New Orleans, and San Francisco, we should probably find 
that the New York regional bank would purchase foreign exchange 
in the New York market, which would cover commodities of many 
descriptions; ŵ e should find that the New Orleans regional bank 
would purchase cotton bills; that the Chicago regional bank would 
purchase meat bills; and that the San Francisco regional bank would 
purchase Oriental exchange. The New York institution, because of 
its situation in the principal import and export city of the country, 
would be the natural one to import gold. In order to be effective in 
its undertaking, it might be necessary to take off of the hands of the 
New Orleans and Chicago regional banks the exchange that they 
were carrying. I f  this were true the question of rate might become 
a cause of considerable fri,ction between them.

For instance, if the New Orleans and Chicago regional banks pur
chased, say, 60-day sight bills on London at 4.84J, and carried them 
for, say, for 30 days, and the market demand exchange dropped in the 
meantime, because of the conditions that had developed to, say, 4.84, 
the New Orleans and Chicago banks would meet with a heavy loss if  
they turned their 60-day sight bills purchased under such circum-
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stances over to the New York regional banks at the market rate of 
the day. This would have represented a rate of 4.84, less 30 days’ 
interest at the prevailing London rate, which might easily have made 
the value of the bills only 4.81 .̂ I f therefore the New Orleans and 
Chicago banks turned their bills over to the New York regional bank, 
they would have lost the use of the money for 30 days, and in addi
tion 3 cents a pound, or $3,000 for every £100,000 delivered by them. 
They might argue that if they could hold these bills until maturity, 
the demand rate might recover and that consequently they might re
ceive a proper interest on their investment. The New York regional 
bank would not, of course, be willing to pay any more for the bills 
than the market warranted, and if the Federal reserve board in 
Washington attempted to straighten out the squabble, valuable time 
would be lost that might endanger the whole position.

I f  the Federal bank ruled against the New Orleans and Chicago 
banks and forced them to sell their exchange at a loss, it would un
questionably make them feel as though the New York regional bank 
had been favored, which might prevent a proper desire to cooperate 
in the future. I f  the New York institution were forced to pay a 
higher rate for the bills than the market warranted, it would nat
urally feel abused, and its managers could properly say that there, 
was no reason why the New York bank should bear the burden of 
bringing in gold, which was of value and necessary for the good of 
the whole country.

In the case of a central bank, the purchase of foreign exchange 
could be made anywhere in the United States and could be handled 
as the needs of the moment seemed to require. The credits for all 
bills purchased could be passed through the New York branch of the 
central bank at once. This institution would then be in a position to 
operate as the market seemed to require and would undoubtedly be 
able to protect itself from being caught with quantities of bills that 
would represent a large loss if turned into gold. The same conditions 
would be true in the case of balances held abroad. I f  four separate 
regional institutions carried their own balances, they would not be 
worth as much to any one of them in case of necessity, and if the gold 
operations were to be carried on bv the New York bank and it re
quired the balances of the other three regional banks in order to 
properly protect the country, friction might again develop, as the 
regional banks outside of New York might refuse to sell their ex
change at the low rates that might prevail, unless forced to do so. 
In the case of one central bank such balances would all be under the 
control of one manager and could be used to the best advantage.

Balances in account with foreign banks might at times be the 
principal asset that the regional banks in this country would have to 
purchase gold, for they could not carry sufficient time bills in their 
portfolio at all times of the year to give them very much power if 
trouble should develop at certain seasons. This is true because a very 
large percentage of the exports from this country from, say, the mid
dle of August on to, say, the middle of February are in 60 and 90 
day sight bills, whereas the balance of the year the percentage is very 
much smaller. The lightest months of export are those of May, 
June, July, and August, and practically the only 60 and 90 day sight 
bills that "are purchaseable during those months are finance bills issued
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by bankers who expect to cover them with shipments against grain 
and cotton which mature in the fall. The same reasons which would 
cause the issue of the finance bills by other bankers might make them 
unprofitable for regional banks to purchase and carry to maturity.

I f  the regional banks pay no interest on deposits, they could well 
afford to carry large balances with European banks and accept the 
rates of interest that such banks pay upon balances. These rates 
would probably vary from 1 per cent to, say, 4 per cent at different 
periods of the year in different years. Such balances could be used 
to buy bills of exchange in the foreign bill markets, when the return 
could be improved by so doing. Buying of this nature would not in 
any way compete or conflict with the business of the ordinary Amer
ican foreign exchange bank.

I f  we had had a central bank in 1907, we unquestionably could 
have borrowed gold of the Bank of France against the deposits o f 
bills or other security in the same manner that the Bank of England 
did, and so have directly relieved our situation, and much sooner than 
was otherwise possible. Foreign interests at that time would have 
been very glad, indeed, to have advanced gold under such circum
stances, if they had had any bank of great responsibility to deal 
with that represented this country. The individual banks all did 
their part, but they could not operate with the same effectiveness 
that a central bank could have done had it been in existence, as their 
power was divided, and each proposition had to be based largely on 
the question of profit, even though it is true that the banks of New 
York paid out at that time many thousands of dollars in order to 
obtain gold and currency which they shipped to country institutions 
without such costs.

I f  we have 12 regional banks, no one of them could have sufficient 
capital and power to command the credit that would be necessary 
in order to have direct dealing with the European central banks, 
whereas in the case of a central bank it would command such respect 
that it could take part with the great European banks in protecting 
each other. Even one of four regional banks might not be large 
enough to meet the requirements. This might be true even if such 
bank were larger in capital and deposits than the European central 
banks, for those managing the foreign institutions would always 
recognize the fact that the four regional banks were only as strong 
as the power of the Federal board to hold them together, because they 
would know that in case of crisis in this country such board would 
require the New York regional bank, for instance, to loan to any of 
the other regional banks, and if this were done because of inflation 
in some other portion of this country, the foreign banks would be the 
first to take fright. With a great central bank, properly managed, 
the United States, in being able to take part with the great European 
banks in relieving strained situations that might occur in different 
localities, would be in position to command help for this country when 
it might need it and other countries did not.

In the case of world stringency every country would, of course, 
have to look out for itself, and the question of where gold went would 
depend largely on trade balances and relative financial conditions. 
It would seem wiser for this country to maintain the free-gold posi
tion that prevails in England rather than the close position of France 
or Germany.
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Senator H itc h c o c k . Will you explain what you mean by the 
“  free-gold position ” in England and the contrary position in 
France?

Mr. K e n t . Banks throughout the world and investors realize that 
when the Bank of England rate goes up high enough for it to make 
it profitable for them to invest in bills on the English market, if it is 
necessary for them to ship gold in order to obtain credits to use for 
that purpose, they can get it back whenever they may wish. In the case 
of France, they could not do so, because the Bank of France might 
pay out in silver instead of in gold. And in Germany that would not 
be true, because if the Reichsbank should give the hint to the other 
German banks that it did not desire to have gold shipped out of 
Germany it would be almost impossible to get it.

Senator H itc h c o c k . And for that reason, then, they are more 
ready to respond to an increased rate of discount in England and ship 
their gold in there, because they know it can be secured back again?

Mr. K e n t . Yes.
Senator H itc h c o c k . Upon proper commercial action.
Mr. K e n t . Exactly. And I  think this country should be on the 

same basis.
Senator H itc h c o c k . I want to get you to put in the record that 

process which results in bringing additional gold to England as soon 
as the rate is raised. Now, suppose the Bank of England raises its 
rate from 4 per cent to 4|- per cent, does that mean that a large capital
ist on the Continent can get a better return on his money in Lonodn 
than he could before the action of the Bank of England ?

Mr. K e n t . Yes; and I  have that explained a little further on in 
my statement in a way that I think will answer your question.

Senator H itc h c o c k . Let me put this further question:
Then, if he has a credit in a London bank, all he has to do is to 

notify them to buy paper for him ?
Mr. K e n t . Yes.
Senator H itc h c o c k . But if he has not a credit there he must ship 

gold to London in order to make the loan?
Mr. K e n t . Yes; unless exchange can be purchased in his country.
Senator H itc h c o c k . Yes.
Mr. K e n t . At better rates than it would cost to ship gold.
Senator H itc h c o c k . And that is the method by which the Bank 

o f  England attracts gold to the country, is it ?
Mr. K e n t . Yes.
Senator H itc h c o c k . N ow , can that same proceeding be made pos

sible in this country?
Mr. K e n t . It can; and I will endeavor to explain how.
England profits through its position because it can command gold 

from all parts of the wTorld when required, as those who ship it 
know that they can get it back when occasion demands; whereas, in 
France and Germany there is no such freedom. We do not wish 
to place ourselves in a position where gold can not be obtained from 
us if others have the right to it, for it is one that carries essential 
weaknesses. We could not, of course, do this in any event without 
default, if the exchanges were going against us.

Senator H itc h c o c k . Let me interrupt you once more. Never
theless, the fact is that the rate of the Bank of France is lower than 
the rate of the Bank of England, and more steadily maintained,
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Mr. K e n t . Oh, it is only taken advantage of in France.
Senator H itc h c o c k . But borrowers get money at a lower rate 

in Franee than they do in England.
Mr. K e n t . Yes; that is true. But it applies more to the com

mercial business of France; it does not attract gold. I f  the Bank of 
France wanted to attract gold it would either have to raise its rate 
or pay for gold as it has done in the past.

Senator H itc h c o c k . Well, the Bank of France has more gold than 
the Bank of England.

Mr. K e n t . Yes. But it is probably considered that it has enough 
gold or it would raise its rate. But of course it can maintain its gold 
reserve, because it can pay out in silver.

There might be times that it would be advisable to delay such ship
ments when we could not do so without injury to our credit, but there 
might be other times when we might prefer not to ship gold, that it 
would be most inadvisable not to do so. In other words, we should 
not establish a central bank or regional banks with any expectation of 
fighting for gold, but more with the idea of being in position to co
operate with the other nations and to use our own resources to the best 
advantage.

It must not be expected that our bank rate will be as effective in
ternationally when our new banking system is established, nor for 
many years after, as is the case at present with that of the Bank of 
England. One reason for this is because our exports and imports, as 
well as those of many other countries, are financed by drawings upon 
English banks.

For example, take our exports. We will say that $10,000,000 in 60 
and 90 day sight bills are purchased by the foreign exchange banks 
in New York during a certain day; that the Bank of England rate 
is 4 per cent, and that the rate for money in New York is 4 per cent, 
and for the purpose of explanation will consider the demand rate of 
English exchange at a low enough point to justify the proposition.

Now, if the Bank of England raises its rate from 4 to 5 per cent, 
and the private rate of discount, which is the one that would be 
applied to the $10,000,000 in export bills referred to, followed the 
Bank of England rate and was raised from 3f to 4f per cent, the 
banks which purchased the bills instead of discounting them at 4£ 
per cent might prefer to hold them until maturity, as they could 
expect a better interest earning than would be possible if the money 
were invested in this country.

Senator H itc h c o c k . Well, now, just explain that a little further, 
will you please? What bank would purchase those bill—New York 
banks ?

Mr. K e n t . New York banks, Chicago banks, New Orleans banks, 
Philadelphia banks, one or two banks in Pittsburgh------

Senator H itc h c o c k  (interposing). Those bills consist of credits 
in London, do they?

Senator N elso n . No.
Mr. K e n t . I can describe it better, possibly, by telling you of an 

actual bill. Suppose a seller of cotton in Dallas, Tex., has a credit 
opened by a buyer in Liverpool for cotton the equivalent of about 
£10,000.

The Liverpool buyer authorizes the seller in Dallas to draw upon, 
say, the Bank of Liverpool (Ltd.), at 60 days sight to cover the cost
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of the cotton. Tlie Dallas seller draws such a bill, takes it to the bank 
in Dallas, and attaches to it bills of lading for the cotton and such 
other papers as are necessary.

Now that seller of the cotton becomes also a seller of foreign ex
change, because he has his bills drawn at 60 days5 sight on the Bank 
of Liverpool (Ltd.) for £10,000.

Senator N e ls o n . AVith a bill of lading attached?
Mr. K e n t .  With a bill o f lading attached.
Senator N e ls o n . A commercial bill?
Mr. K e n t .  Yes. He wishes to obtain his money at once. In order 

to get the best rate he usually applies to brokers. Those brokers go 
to all the New York banks, the Philadelphia, Chicago, or New Or
leans banks, possibly, that are buyers of exchange and ask them for 
the best rate that they will pay for this £10,000 bill of exchange drawn 
at 60 days’ sight on the Bank of Liverpool (Ltd.). The seller of the 
exchange will accept the best rate.

Now, this bill might be a part of this parcel of $10,000,000 that I 
am speaking of. The bank that purchases that bill wants to make 
all it can out of it, naturally. It has two operations before it—it can 
either discount that bill in London at th€ rate of discount prevailing 
there and obtain demand exchange, which it can sell, and in that 
way bring its money back into New York, or it can hold the bill to 
maturity and then sell the exchange.

Senator H it c h c o c k . Well, then, the lower the rate of interest in 
London at that time the higher the price they could get for the bill?

Mr. K e n t .  Of course, it would also depend upon the price of de
mand exchange, other things being equal. I think if I go  on a little 
further I can explain it more fully.

Senator N e ls o n . Right here I want to ask you this question, if 
it is not true that there are only three ways in which we can import 
gold here. One is by commercial bills, another is by finance bills, and 
the other is by actual shipment. Is not that true?

Mr. K e n t .  Well, actual shipments must be paid for b y  something.
Senator N e ls o n . I know; but I mean gold is brought here either 

on finance bills, commercial bills, or shipped.
Mr. K e n t .  Or, you m ay  say, by balances abroad.

.Senator N e ls o n . Well, that comes through bills of exchange, un
less the gold is actuallv shipped.

Mr. K e n t .  Originally; yes. That is, balances may be built up by 
banks in this country with their correspondents abroad by means of 
commercial bills that they may use to purchase gold.

Senator N e ls o n . Yes.
Mr. K e n t .  And I  w ill take th at question up also.
Now, if these same banks required demand exchange in order to 

keep their balances good, it might be profitable for them to ship gold 
to make such balances rather than discount the bills.

Senator H i t c h c o c k . That is another reason, then, why raising the 
discount rate in London draws gold there.

Mr. K e n t .  Yes.
Senator N e ls o n . Let me ask you this question here: Before you 

can discount that bill that must be accepted by the drawee, must it 
not ?

Mr. K e n t .  Yes, sir.
Senator N e ls o n . That is, the London bank.
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Mr. K e n t . The bank in Liverpool would have to accept the bill. 
But you can secure discount upon it before its arrival; that is, the 
bank which purchases that bill of exchange might arrange with a 
-discount company in London by cable for a rate at which the bill 
would be discounted upon arrival. Then the bill will be sent for ac
ceptance and immediately turned over to the discount company, and 
they would deposit the proceeds with the London correspondent of 
the bank that had purchased the bill.

Senator N e ls o n . Yes. But where a bill of lading is attached to the 
bill of exchange it is not necessary to deposit any security. The bill 
of lading pays for the bill of exchange.

Mr. K e n t . Yes. But the bill of lading is given up to the ac
ceptor bank.

Senator N elso n . Why, of course; and that is where it gets the 
money out o f it.

Mr. K e n t . That is its security to protect it from the party for 
whom it accepts the bill ?

Senator N elso n . Certainly.
Mr. K e n t . Some bills at 60 days sight are drawn upon merchants, 

and then it is the custom not to deliver the bill of lading upon accept
ance, but only upon payment.

Senator N e lso n . Yes.
Mr. K e n t . N ow , if the bank rate were raised by a central bank in 

New York City, foreign bankers would not have any bills drawn 
upon us at 60 and 90 days that they would be tempted to hold to 
maturity.

The result would be that the rise in our bank rate, in so far as 
it changed the international situation in our favor, would apply 
■only to stop the withdrawals of bank balances that foreign banks 
.might have in this country, provided their arrangements enabled 
them to obtain a higher interest rate on such balances in case of a 
rise in the bank rate and such moneys as they might wish to loan 
upon securities in this market, if the security rate were affected, or 
purchase bills in our bill market, should such a market be successfully 
established.

Foreign banks, however, would not be sufficiently conversant with 
the bills in this market for some time to warrant them in making 
purchases to any large extent, but they might be glad to buy domestic 
bills from the central or regional bank with its indorsement, pro
vided its standing were sufficiently high to warrant them in doing so.

Some of the banks might borrow funds from foreign banks, paying 
them special rates of interest, because they might be able to use such 
funds themselves in the purchase of commercial paper, leaving a 
profit in between. This would be the reverse of some of the transac
tions that have been made in Germany, more particularly since 
French funds were withdrawn from that country after the crisis in 
Morocco.

Under the new bill it is contemplated that American banks will 
be authorized to accept drafts drawn upon them against import of 
Commodities drawn at 60 or 90 days’ sight. It will unquestionably 
take some years to change a sufficient amount of drawings from 
sterling drafts to New York drafts to be of any appreciable value in 
making our bank rate effective, for foreign shippers will undoubtedly 
fight it more or less.
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On the other hand, Germany and France have succeeded in having 
quite a large total of drafts drawn upon their banks, even though their 
markets for gold have not the freedom that would be true in this coun
try. Such being the case, it will probably depend more upon whether 
our importers are willing to cooperate and demand New York ac
ceptances than upon any real feeling abroad, for the whole proposition 
will come down to one of competition, and the foreign seller will be in
clined to take New York acceptances if it means a loss of his sale 
otherwise.

Senator H i t c h c o c k . Now, will you explain what you mean by 
“ New York acceptances” ?

Mr. K e n t .  I mean acceptances that might be drawn on New York 
banks to pay for imports in place of acceptances which are at present 
drawn on European banks. For instance, suppose we import $10,000 
worth of coffee from Brazil. When that coffee is shipped the seller 
there demands of the buyer in this country that he furnish a letter of 
credit. That letter of credit is issued in favor of th seller in Brazil, 
and it is drawn upon a bank in London. The bank in London, in 
effect, is authorized to accept that bill at 60 days’ sight and pay it out 
of the funds of the bank in this country which issues the credit for 
the buyer—that is, at maturity.

Now, a large proportion of our imports are brought in under 
credits drawn upon London in that manner.

Senator H it c i lc o c k . And accepted by London banks?
Mr. K e n t .  Yes; accepted by London banks and charged by the 

London bank to the American banks when the acceptances mature.
Senator H it c h c o c k . How does an American bank come into that? 

You say the draft is accepted by a London bank?
M r. K e n t . Y e s .
Senator H it c h c o c k . Well, how do you bring the American bank 

into the transaction?
Senator N e ls o n . By the letter of credit.
Mr. K e n t .  The letter of credit. The American bank authorizes 

the London bank to accept it and charge it to the account of the 
American bank at maturity.

Senator O ’G o rm a n . Right there, will you also indicate why, in this 
transaction affecting Brazil nnd the United States, resourse must be 
had to the aid of the English banking system?

Mr. K e n t .  The banks in Brazil and the people in Brazil are 
familiar with the London banks. They have also a use for London 
exchange. And it is a custom that has grown through a series of 
years, that is based partly on the fact that the English gold market 
is a free market and partly on the fact that British trade is the 
largest trade in the world. %

And what we wish to accomplish in authorizing American banks 
to accept is to give them an opportunity to do their part—that is, 
to take one side of it. At present the English banks finance the ex
ports, or they accept against the exports, and they also accept against 
the imports. We are willing that they should accept against the 
exports but ŵ e think we should be in a position to accept against the 
imports.

Senator H it c h c o c k . When you speak of “ exports” you mean ex
ports from that country?
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Mr. K e n t . No ; from this country.
Mr. O ’G orm an. And imports to this country.
Senator N elso n . Now, there is a letter in the record from an im

porter of coffee at Minneapolis, which I introduced, describing just 
exactly this thing as Mr. Kent describes it.

Senator H itc h c o c k . Is it a fact that there are no banking interests 
in New York now that give acceptances or sell acceptances?

Mr. K e n t . I do not know of any.
Senator H itc h c o c k . Well, there are very large banking houses 

there that have a world-wide reputation.
Mr. K e n t . It is rather against the policy of American banks to 

accept, even when they seem to have the authority, because------
Senator O ’Gorm an (interposing). How about the large private 

bankers that we have in New York and throughout the country? Do 
not they do it?

Mr. K e n t . They have never been able to work up American ex
change to a point where they could do it to any great extent. They 
would need the cooperation of all the banking interests in this coun
try in order to do it.

Senator H itc h c o c k . Well, take the London houses that accept. 
They are not banks of deposit, are they?

Mr. K e n t . Some of them are. The Bank of Liverpool is an ac
cepting bank; the London City and Midland Bank (Ltd.) is an 
acceptance bank. Those are both banks of deposit. There are many 
private banks that accept also.

Senator N elso n . The joint-stock banks there have authority to 
accept ?

Mr. K e n t . Yes; they can accept.
Senator IIitc iico ck . But, as a matter of fact, that is not their 

practice. They buy and sell them; they do not give them.
Mr. K e n t . Oh, yes; the London City and Midland Bank (Ltd.) 

and also the Lloyds bank, and the Parrs Bank and many others do it.
Senator N elso n . There are three classes of acceptors: These joint- 

stock banks; then merchants accept, and then there are what they call 
private accepting houses.

Mr. K e n t . Yes.
Senator IIitc iic o c k . Well, I  was told by a London banker, who 

visited this country recently in connection with the peace movement 
with Lord Alverstone, that it was not the custom of any bank of de
posit in England to sell acceptances or give acceptances.

Mr. K e n t . That is a mistake.
Senator IIitc iic o c k . But that it was largely done by private 

houses, and by men of known wealth, and that banks of deposit were 
more apt to give those acceptances than they were to sell them.

Mr. K e n t .  They buy them and sell them. I  have acceptances now  
in my portfolio, given by all of those banks I  have mentioned.

Senator H itc h c o c k . Well, are those acceptances a source of con
siderable profit?

Mr. K e n t .  The question of profit does not seem to me to have 
much bearing upon it. That profit might be on an average of three- 
sixteenths of 1 per cent on the total, taking into consideration those 
acceptances that are issued for prime concerns, and those that are 
issued for others.
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Senator H it c h c o c k . When a bank issues acceptances, does it take 
security ?

Mr. K e n t .  Often; that is an arrangement that it has with its own 
customer; that is based upon the standing of that customer.

Senator H it c h c o c k . It may or may not take security?
Mr. K e n t .  Yes; in case of drafts drawn against cotton, the bills 

of lading are delivered to the accepting bank. Now, if the accepting 
bank wishes to deliver these bills of lading against trust receipts, to 
the party for whom it is accepted, it can do so if it satisfied to do 
so. Otherwise it might hold the bills.

Senator N e ls o n . You see when a bill of lading accompanies a 
draft, that is the security for the draft.

Senator H it c h c o c k . Yes; I understand. I want to get at the 
fact whether an accepting bank receives security as a rule; whether 
there is any practice of that kind.

Mr. K e n t .  N o ; that is all a private arrangement between the 
foreign bank and its customer; and it undoubtedly is handled both 
ways, exactly as it is in this country. In this country we have ship
ments come in that are delivered to the party for whom the letter 
of credit is issued, before the draft matures. And those goods are 
delivered under trust receipt. But in other cases the goods are not 
delivered before payment. Of course all of those credits at present 
are drawn upon London banks, and the London banks are the 
acceptors.

Senator O ’G o rm a n . Mr. Kent, let me ask you a question here: Is 
the importance of the English banks with respect to foreign exchange 
promoted largely by the regular mail service between this country 
and England ?

Mr. K e n t .  Unquestionably, to a large extent.
Of course that commission profit is not so much. But that is not 

the principal value of being able to accept. The principal value to 
England in being able to have its banks accept those bills is due 
to the fact that payment must be made in London for all of those 
bills. Consequent l}r, they are attracting money to London, and 
that money will come to London before the bills mature, if the inter
est rate is a more profitable one to the banks that have to meet the 
bills from foreign countries than it is in their own country, and I 
consider the principal value of that acceptance power to lie in caus
ing the money to go toward the centers, rather than the commission 
charge, which is really small.

Senator N e ls o n . Does it not arise, too, from the fact that the 
party primarily holden on a bill of exchange, the acceptor, resides 
in that country? The party primarily liable on the bill, in case 
you have to enforce its collection, resides in England. Is not that 
of some consequence?

Senator O ’G o rm a n . That is not the case in the coffee proposition 
that Mr. Kent was telling about.

Senator N e ls o n . Oh, yes; the acceptor on the bill resides there.
Senator O "G o rm a n . Oh, yes; you are right.
Mr. K e n t .  You can see what that would mean in the case of this 

Brazil matter. This draft is drawn in Brazil at GO days’ sight, on 
a London bank, for the account of an American bank. The Ameri
can bank must arrange to meet that bill at maturity. Consequently
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it must have funds in London. That makes a demand for London 
exchange, and that is a help toward making England the great 
financial market it is.

Senator H itc h c o c k . Your judgment is that, no matter what we 
do in this country, it will only be by a gradual process that we can 
build up such a system in New York as exists in England?

Mr. K e n t . Yes. And, as I say, it would be a matter of compe
tition; and the foreign seller would be inclined to take New York 
acceptances, if it means the loss of a sale otherwise, provided, o f 
course, that the acceptance is drawn upon a bank whose standing is 
sufficiently high to warrant his banker in negotiating the bill o f 
exchange.

That is, an acceptance issued by some small bank in a small town 
or city that was unknown abroad would probably not be accepted.

Senator W e e k s . Could you make an estimate of the amount of 
commissions paid by American importers to London banks on ac
count of these acceptances which otherwise would not be paid at all 
or would be paid to American banks?

Mr. K e n t . I question if that would be much more than a million 
dollars. It is a little difficult to get a basis from which to figure, 
because part of our imports are not handled by commercial letters 
of credit. Some of them are handled direct. And when it comes 
to dividing up our total imports of over a billion dollars into those 
which are accepted and those which are not, and then figure, say, 
an average percentage that you might think was being charged by 
London for the whole, it would be merely a guess estimate, you see. 
But it is not such a large amount. I do not think it is worthy of 
consideration.

Senator W e e k s . H ow  much do American banks keep on deposit 
in London in order to maintain this policy ?

Mr. K e n t . Their deposits vary according to the interest rates in 
London and the interest rates in New York, to a certain extent. 
For instance, take it now: The Bank of England rate is 5 per cent, 
and the London joint-stock rate that they pay upon balances is 1| 
per cent under the Bank of England rate. That would mean 3J 
per cent. Now, if the bank could get 3  ̂ per cent upon its balances 
in London, and it had money it did not care to loan on time, but 
wished to have in its control, it would receive more for that money 
in London than it could on the New York Stock Exchange—for in
stance, upon a 3 per cent basis—always providing, of course, that the 
demand rate of exchange is such that there will be no loss in ex
change. For instance, suppose a bank in New York purchased 
£100,000 at 4.87 to increase its balance in London. That means 
$487,000. Suppose it has that balance in London for, say, 10 or 15 
days, and the demand market drops to 4.86, and then it needs its 
money back in New York, it will lose $1,000, less the interest it re
ceived. So when it comes to putting money on demand interest, 
the demand rate of exchange must be considered very closely.

Senator W e e k s . I f  there were American exchange in South 
America, so that the South American bank could draw direct on 
New York, the American importer would be able to save the com
mission which he pays to the London bank, would he not ?

Mr. K e n t . I hope not. He should pay the New York bank.
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# Senator W e e k s . Does not the New York bank charge a commis
sion anyway ?

Mr. K e n t . Yes.
Senator W e e k s . It would not charge any larger commission, 

would it ?
Mr. K e n t . It would if it could, naturally. It would be a question 

of competition.
Senator H itc h c o c k . Let me ask you. I do not qute understand 

the case you cited of a New York bank having put $1,000,000 on de
posit in a London joint-stock bank. It would receive, you say, 3J 
per cent interest on that deposit at the London joint-stock bank, and 
the London joint-stock bank would be lending that money out at a 
higher rate ?

Mr. K e n t . Oh, y e s ; u n d o u b ted ly ; it  could  n ot be p a y in g  3J per  
cent i f  it  d id  not.

Senator H itc h c o c k . At what rate would it lend it ?
Mr. K e n t . At present, 4J.
Senator H itc h c o c k . And that is based on the Bank of England 

rate of 5 per cent?
Mr. K e n t . Yes; that is the private rate of discount. It is the 

rate that is applied to prime bankers’ bills in the London market. It 
follows the Bank of England rate up and down. Sometimes it is a 
little over the Bank of England rate, but very seldom. Usually it is 
something under the Bank of England rate. And when it comes 
down 1 per cent under the Bank of England rate that rate is usually 
reduced unless the Bank of England feels it is not a safe situation and 
does not wish to reduce its rate. Then it may go out into the market 
and borrow itself in order to make its rate good.

Senator H itc h c o c k . So one of the effects, when the Bank of Eng
land raises its rate, is to increase the deposits of banks on the 
Continent and in New York in the various joint-stock banks?

Mr. K e n t . Yes. And oven if it did not actually increase those 
deposits, it might be the means of retaining them.

Senator H itc h c o c k . Holding them?
Mr. K e n t . Yes; holding them.
One important question that must be decided before the bill is 

passed is whether the regional bank can go out into the market and 
purchase foreign bills of exchange or whether it must buy them of 
member banks with the indorsement of the member banks. I f  the 
regional bank is allowed to go into the market, it will have a great 
advantage over other banks, because its money will not cost it any
thing as it will pay no interest on its deposits. This being true, an 
unfair competitor would be placed in the market that is already 
drawn too fine for the sake of safety. Competition has reduced the 
profit to bankers buying foreign bills which bear a contingent lia
bility even after they are discounted from nothing to one-sixteenth 
of 1 per cent. It does not seem a proper transaction for a banker to 
assume a 60-day liability with an average insurance profit of one- 
thirty-second of 1 per cent and with the possibility of that being 
turned into a loss if the exchange rate goes against him.

The market having been cut in such a manner, the regional bank, 
if compelled to buy its exchange from member banks, or with their 
indorsements, could do so with such small difference over what it
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would have to pay direct in the market that it could more than 
afford it in order to secure the cooperation of the outside banks, and 
also to have their indorsement and not to be required to look into the 
standing of the individuals and firms who were drawing the bills. 
The value of this cooperation must not be underestimated. There is 
no doubt whatever that neither the Bank of England, the Bank of 
France, nor the Bank of Germany could make its discount rate 
effective if the other banks in those countries did not cooperate with 
them. For instance, the amount of money in the London market 
is so many times the resources of the Bank of England that it could 
not borrow sufficient in the market of itself to make its rate effective, 
if it did not have the cooperation of the other London banks. As 
soon as the Bank of England rate is raised, or as soon as other 
London bankers realize that the Bank of England wishes to obtain 
control of the market, because the private rate of discount may have 
dropped too far below the bank rate, they at once raise their rate.

Again, take the Reichsbank, in Berlin. It unquestionably could 
not nave increased its gold holding by $100,000,000 during the last 
few months without the aid of the other German banks. A  portion 
o f such increase was undoubtedly obtained through the issuance of 
small notes (20 and 50 mark notes), but that only took gold out of 
the pockets of the German people, whereas a large part of the in
crease came from importations, mostly from London. There is every 
possibility that the Reichsbank purchased finance bills of numbers of 
German banks, probably indirectly, in order to obtain the credit to 
purchase the gold, and if it expects to be able to hold gold with the 
knowledge that the foreign trade of Germany was working around 
in such manner as to enable them to meet the borrowings at maturity.

Senator H i t c h c o c k . Y o u  say the Reichsbank undoubtedly pur
chased finance bills?

Mr. K e n t .  Yes; or may have had some other German bank oper
ate for it, possibly the Deutsche Bank.

Senator H it c i ic o c k . Will you explain what you mean by “ finance 
b ill” ?

Mr. K e n t .  A finance bill in this case would be a draft of, say, the 
Bank for Handel and Industry, in Berlin, drawn upon its London 
bank, say, at 90 days’ sight, and against the credit the German bank 
had established with the English bank. I f  the Deutsche Bank acted 
for the Reichsbank, and the Reichsbank did not wish to buy this 
finance bill itself, the Deutsche Bank could go in the market and buy 
these finance bills from the German banks.

Senator H it c h c o c k . What motive would the Reichsbank have in 
having the Deutsche Bank act as an intermediary ?

Mr. K e n t .  I do not know. They might have preferred to have 
gome other bank handle it for them.

Senator H it c i ic o c k . The chairman inquires what reason could the 
Reichsbank possibly have for not desiring to appear in the open 
market as the purchaser?

Mr. K e n t .  Well, if they purchased a bill of a German bank drawn 
upon a London bank, it would be single-name paper until it was 
accepted by the London bank.

Senator H it c h c o c k . Or until it had indorsement. I see. That is 
very reasonable. Now, then, when the Reichsbank buys those accept-
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anees or those finance bills from the Deutsche Bank, what does it pay 
the Deutsche Bank for it?

Mr. K e n t .  In a credit on its books.
Senator H it c h c o c k . What benefit does the Deutsche Bank get 

from that credit?
Mr. K e n t .  The Deutsche Bank may use that credit in the market.
Senator H it c h c o c k . In procuring notes from the Reichsbank— 

currency ?
Mr. K e n t .  They probably would not secure notes, except for such 

amount as they might desire actual currency. It is the credit they 
would probably use.

Senator H i t c h c o c k . Of course they use the credits either in the 
shape of notes or gold.

Mr. K e n t .  Or drafts upon it.
Senator H i t c h c o c k . Yes. Now, then, up to that time the Reichs

bank has given the credit upon its books and received a draft on Lon
don which is due in 00 days.

Mr. K e n t .  Yes.
Senator H it c h c o c k . In what way does the Reichsbank use that 

finance bill or draft?
Mr. K e n t .  I f  the Reichsbank used it itself, and I question whether 

it did—I think very likely it handled it through some other bank—it 
would use that to build up a credit with its London correspondent. 
It would send the bill to London and discount it in the London 
market.

Senator H it c h c o c k . For gold?
Mr. K e n t .  Discount it in the London market and have the pro

ceeds of that discount credited to the deposit with the correspondent 
in London until the correspondent had a sufficient cash balance so 
that it could purchase gold in the market and pay for it from that 
cash balance.

Senator H it c h c o c k . By which it would either enable the Reichs
bank to draw gold from London or enable it to avoid sending gold 
to London if the balance is against it.

Mr. K e n t .  Yes.
Senator H itc h c o c k . I do not see that that brings any more gold 

to Germany than would be brought to Germany if the Deutsche 
or the Industril Ilaendlung Bank, you referred to, had done that 
same thing.

Mr. K e n t .  N o ; it would not, but the Riechsbank is the protector 
of the gold reserve, and it takes the initiative when it is considered 
wise to increase its gold reserve. The manager of the Reichsbank 
gave notice, I think, something like a year ago, maybe in December, 
that he was going to increase the gold reserve and he started out to 
do it in every way he could, but I am not sure that this is one of 
the ways.

Senator N e ls o n . The deposit of gold in London to the credit of 
the Reichsbank in Germany is the same as though the Reichsbank 
had it in its vault.

Senator H it c h c o c k . Yes; but it would not bring any more gold 
to Germany, than if the Deutsche Bank had done the same thing.

Mr. K e n t .  The Deutsche Bank does not have to keep g o ld ; it does 
not have to keep a reserve. Enough reserve is provided by the
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Reichsbank. The Deutsche Bank would not care for gold, except as 
it wanted to have credit in Germany at the Reichsbank.

Senator H itc h c o c k . There is cooperation, as I understand, be
tween the 30 or 40 banks of Germany and the Reichsbank.

Mr. K e n t . Yes.
Senator H itc h c o c k . They cooperate with it and acknowledge its 

leadership.
Mr. K e n t . Yes. They have to do it to a certain extent, because 

if they wish to rediscount their bills they have to go to the Reichs
bank for their credit, the same as any London banks take their bills 
to the Bank of England when they have to have money.

Senator O ’G orm an. Mr. Kent, if the London market learned that 
the Reichsbank was trying to increase its gold reserve, would the 
London market be able to take advantage of that knowledge and in
crease its rates in London ?

Mr. K e n t . Why, it did so. The Bank of England raised its rate 
to 5 per cent just a short time ago, probably to protect itself from 
Germany.

Senator O ’G orm an. N ow , instead of the Reichsbank indicating its 
desire to increase its gold reserve, would the London market attach 
any importance to an apparent effort on the part of some of the 
smaller German banks to secure gold?

Mr. K e n t . The London market would realize at once that gold 
was being obtained in Germany.

Senator O ’G orm an. I do not fully understand, yet, why the Reichs
bank undertakes some of these movements to procure gold through 
what we may describe in an American phrase—through the use of a 
dummy bank.

Mr. K e n t . The Deutsche Bank, for instance, has a London office 
and is consequently in a much better position to operate in the Lon
don market than the Reichsbank would be.

Senator O ’G orm an. I see. And just as soon as the London market 
ascertained that the Deutsche Bank was trying to get gold------

Mr. K e n t  (interposing). They would realize it was for the 
Reichsbank in Germany.

Senator O ’G orm an (continuing). It would realize it was for the 
Reichsbank ?

Mr. K e n t . Certainly. So that it is not used to cover it up. The 
gold purchased in the market, when it comes from South Africa, 
is sold to the highest bidder.

Senator H itc h c o c k . Mr. Kent, a few moments ago you spoke of 
French funds being withdrawn from German banks at the time of 
the trouble in Morocco, and relations between France and Germany 
were strained.

Mr. K e n t . Yes.
Senator H itc h c o c k . Were those French funds on deposit in the 

German banks at interest?
Mr. K e n t . Unquestionably so, to a certain extent. These German 

banks have a system under which they pay a higher rate for deposits 
that are placed with them on the last day of the month and left with 
them until the last day of the following month, or the second or 
third month following, than they do on deposits that are in use. And 
the reason is that under their industrial system, they are able to turn 
those over to the industrial concerns at higher rates than they pay.
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For instance, just now the German banks are paying about 4T9F and 
4§ per cent for money left with them from the 31st day of October 
to the 30th day of November, whereas on other deposits they are pay
ing probably only about 3 per cent.

Senator N elso n . Demand deposits?
Mr. K e n t . Demand deposits.
Senator H itc h c o c k . Y o u  are not speaking of the Eeichsbank?
Mr. K e n t . No; that has nothing to do with the Eeichsbank.
Senator H itc h c o c k . It is the 30 or 40 other banks ?
Mr. K e n t . Yes.
Senator H itc h c o c k . Now, what French institutions made those 

deposits ?
Mr. K e n t . Probably banks like the Credit Lyonnais and the Comp- 

toir d’Escompte and others of that nature, and it may have been 
money of the smaller banks. It was all a question of interest, and 
when the money was withdrawn by France, Switzerland stepped in 
and loaned and America stepped in and loaned.

Senator O ’G orm an. Loaned to whom?
Mr. K e n t . Loaned to Germany, and those funds took the place of 

the funds withdrawn by France.
Senator H itc h c o c k . I remember at that time of hearing that the 

French institutions when withdrawing those funds did not want to 
produce a crisis, and so when they withdrew from Germany they 
deposited in Switzerland with a view of having Switzerland transfer 
funds to Germany.

Mr. K e n t . That might possibly have been done, but I do not know 
that it was. Of course, the German banks had notice these funds 
would be withdrawn—that is, in this way: Suppose that about any
where from the 19th to the 22d or 23d of the month the German 
banks had advised the French banks that had deposits with them that 
they would pay them a certain rate of interest on money that was 
maturing at the end of that month. I f  the French banks refused to 
accept that rate, then the German banks would know that that money 
would probably be withdrawn on the last day of the month. They 
would therefore see if they could obtain it from some other source, 
and in this case they made direct offers to New York.

Senator H itc h c o c k . What would be the method of withdrawal?
Mr. K e n t . Checking on the account.
Senator H itc h c o c k . French banks would draw checks on the Ger

man banks and then what would they do with them ?
Mr. K e n t . They might sell them in London. I f  exchange between 

Paris and Berlin were such that they could not sell them there, they 
might sell these checks in London; that is, they would sell marks on 
Germany to the English banks.

Senator H itc h c o c k . Or they probably did sell in Switzerland, very 
largely ?

Mr. K e n t . They may have done so. Probably they sold some to 
Holland.

Senator H itc h c o c k . But they would not send them with a demand 
for shipment of gold?

Mr. K e n t . They did not demand shipment of the gold, because 
they knew they would not get it.

Senator O ’CjOrman. Why not?
Mr. K e n t . Sir?
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Senator O ’G orm an. Y ou  say they knew they could not receive the 
gold if they asked for its shipment. Why?

Mr. K e n t . I f  the Reichsbank gave the impression to the other 
German banks that it did not want gold to go out, it would be pretty 
difficult to get it, and therefore the French banks would not want 
to insist upon it.

Senator O ’G orm an. Let me ask here. Would the German banks 
repudiate their obligations to the French banks?

Mr. K e n t . No ; they would not. It would not have to go to the 
point of repudiation. The exchange would be used by France where 
it could best sell it. For instance, if it could sell part of it in Lon
don and part of it in Amsterdam and part in Switzerland at a better 
rate than it could obtain the gold—that is to say, suppose the Ger
man banks say, “ We Avill ship you gold, but we will charge you 1 
per cent for it.”

Senator H itc iic o c k . The fact is, then, that the deposits of the 
French banks with the German banks were withdrawn from Ger
many?

Mr. K e n t . Yes.
Senator H itc h c o c k .' And the French banks, in order to get it, had 

to draw a draft and sell it in the market?
Mr. K e n t . Yes.
Senator H itc h c o c k . And take whatever discount wyas involved?
Mr. K e n t . Yes. Of course, I do not know exactly the amount 

that was handled in this way, because the French banks do not give 
that out, and neither do the German banks. I could see how it could 
have been done, but I do not know the actual operation in this case.

It will be just as necessary in this country for the bankers to co
operate with a regional bank in order to make its rate internation
ally effective as it is abroad. With a number of regional banks, in
stead of a central bank, this feature would also become more diffi
cult to control, for the bankers in, say, Chicago and New Orleans, 
under circumstances previously recited, might be as much opposed 
to seeing their local regional bank lose money or be compelled to 
operate against its will as the managers of the local regional banks 
themselves.

Taking all of these matters into consideration, it would seem, 
first, that a central bank is what we require for every reason in con
nection with the protection of our gold supply, and, second, that such 
bank should purchase foreign exchange only of member banks or 
with the indorsement of member banks, in order to have their com
plete cooperation, which would be necessary. It must be appreciated 
and understood that the effectiveness of the bank rate and of the 
operations of the central bank or regional banks can only be gradual 
and that the height of power for good can not be reached until the 
banks of the world understand that it is being and will continue to 
be conservatively managed and that it can be trusted not to endeavor 
to force its way too strongly against the natural currents of trade.

Senator S h a fr o th . N ow , I would like to ask you a question or two 
with relation to this rate of discount that is fixed or is to be fixed by 
these banks or by the Federal reserve board. As I understand it, 
in order to get gold into the country they raise the rate of interest?

Mr. K e n t . Yes.
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Senator S h a fr o tii . Now. that, of course, does an injury to the 
people who want to borrow at a low rate, does it not?

Mr. K e n t . It is always a tax on the trade of the country to have 
the rate put up.

Senator S h a fr o th . Isn’t there any way by which it would be 
cheaper to get this gold into our country than by raising the rate of 
interest?

Mr. K e n t . I think not.
Senator S h a fr o tii . We have been getting our full share of gold 

in the last 40 years, haven’t we? And we have had no bank that 
can fix the rate of discount.

Mr. K e n t . That is true, except that with the system we have at 
present, or the lack of system, it is impossible for us to look ahead 
and prevent gold going out, maybe, when we might otherwise be 
able to. I f we had a central bank, the question of the cost to the 
public, then, would be represented bv this: That with a central bank, 
using this rate to attract the gold when it seemed necessary, the higher 
interest rates would probably prevail for a shorter time than they 
have done under our past system. In raising the rate at times you 
may prevent a high rate being carried for a long period. The Bank 
of England, for instance, raised its rate to 5 per cent recently, ap
parently because it was thought in England that that would prevent 
enough more gold going out so that the bank might not be required 
to raise its rate to the point where gold would be attracted. That is, 
if by raising its rate to 5 per cent it stopped the outward flow of gold, 
it would be cheaper for the country to pay that 5 per cent for a time 
than to let the gold go and then have the country have to pay 7 per 
cent to get it back.

Senator S h a fr o tii . H ow  much paper is affected, in your judgment, 
in this country, or would be affected if we had a raising of the rate 
of discount?

Mr. K e n t . Only the paper that was discounted after f,he raise of 
the rate and untii it was lowered again.

Senator S h a fr o tii . H ow  much do you think that would be?
Mr. K e n t . Well, it would depend partly on the length of time the 

rate had to be maintained at the higher point and partly on the time 
of year.

Senator S h a fr o th . Would it be as much as on a billion of dollars?
Mr. K e n t . It might be, but it would depend something on the 

time of year. At certain periods of the year 60 and 90 day bills are 
drawn more largely than at other times of the year.

Senator S h a fr o th . Then wouldn’t that make a very expensive 
method of getting gold into the country?

Mr. K e n t . It does not if the discount rate is handled properly.
Senator S h a fr o tii . That is, if it goes down promptly.
Mr. K e n t . Yes, sir.
Senator S h a fr o th . I can very easily see how all banks would 

cooperate with the central bank or central power in raising the rate 
of discount, but I should think the banks would feel, if the higher 
authority would say, “ The rate must go down,” that they would 
begin to try to hold the rate up. It is human nature.

Mr. K e n t . H ow  could they if the central bank were loaning at 4  
per cent and had sufficient power, was a large enough bank, to loan a
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large amount of money—how could the other banks be loaning at 
four and one-half?

Senator S h a fr o th . But this operates only when there are dis
counts, as I understand—the loaning of money of the Federal reserve 
bank. But it seems to me that the banks could say, “ Well, now, they 
have raised this rate, why can not we get our interest at this rate? ” 
It seems to me it would have a tendency to make them cooperate wTith 
cach other to prevent a lowering of discounts, all of which would be 
a detriment to the people who have to borrow money from the various 
banks in the country.

Mr. K e n t . On the other side, if we had a central bank we would 
become, in time, a world financial power, and our bank rate would 
have to be based partly on conditions in other parts of the world. I f  
we reduced our bank rate because the managers of the bank were 
familiar enough with all the conditions in the world to think it was 
desirable, if the banks in this country endeavored to hold for a higher 
rate, money would come in from Europe and take the place o f the 
money the banks here would have to loan.

Senator S h a fr o th . Do you think that the power to control the dis
count rate would become effective unless the Federal reserve banks 
had the right to go out in the market and power to deal with the 
public?

Mr. K e n t . I think it could be. It might be possible that it would 
be better for the Federal reserve bank to be able to go into the market 
for domestic bills. It would easily develop after the banks were estab
lished, and in a very short time, and whatever conditions seemed nec
essary could be met. You must always remember, and I want to em
phasize what I just said about becoming a world financial power, 
just as soon as we have a bank that the other banks in foreign coun
tries can look to as an institution that has proper power and proper 
standing that they can deal with, then we are going to be in a posi
tion to command foreign money, and if our rates get too high here 
then foreign money will come in. In time we are going to have ac
ceptances outstanding, and foreign banks are going to be in the posi
tion then that our banks are* now. When they have 60 and 90 day 
acceptances they can discount them or not, as they wish, and foreign 
banks will hold them when profitable if our acceptance proposition 
is made effective.

Senator S h a fr o th . The only time I remember when the Govern
ment attempted to get gold or prevent the outflow of gold was during 
the Cleveland administration in 1895 or 1896.

Mr. K e n t . Yes.
Senator S h a fr o th . And at that time they sold bonds. Of course 

there were two objects in view, one was to replenish the deficit in the 
Treasury and the other was to maintain the gold reserve. Now, do 
you regard that was more expensive or less expensive to the entire 
people ?

Mr. K e n t . It was more expensive for this reason: The gold had 
gone out of the Treasury through the presentation of greenbacks, and 
then the greenbacks were put out by the Government again and used 
once more to withdraw gold, so that the original issue of bonds which 
brought in $50,000,000 of gold, as I remember it, did not accomplish 
anything because gold went right out again. And when Mr. Morgan 
went to New York and conferred with Mr. Cleveland on the matter
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he was able to show conclusively that we must have foreign gold come 
in to fill up the Treasury rather than to have American gold.

Senator N elso n . And that bond sale to Morgan & Co. covered not 
only gold coin but gold bullion?

Mr. K e n t . Yes.
Senator S h a fr o t ii . That contract was made in gold bullion—so 

many ounces?
Mr. K e n t . Yes. And Mr. Morgan, as I understand—I was not in 

New York at that time—was able to stop shipments that were already 
tagged for Europe, because he sold some of these bonds to these people 
at a price that made it more profitable to invest their money in that 
way than to ship their gold to Europe.

Senator S h a fr o t ii . I can readily see that is some expense, although 
this money was taken down to the Federal Treasury. But its prin
cipal reason for going out was because the general expenses of the 
Government had been more than the income.

Mr. K e n t . Yes.
Senator S iia fr o th . But the question I want to direct your atten

tion to (and your testimony is very enlightening to me), is the 
relative cost—whether it is better for the Government to stand this 
expense and thereby save to the people the increased rate that would 
be established by reason of the decree of the bank or decree of the 
Government that the rate should be high.

Mr. K e n t . The expense to the people was very great at that time, 
if I recall correctly, and money rates were up very high.

Senator N elso n . It is estimated J. P. Morgan & Co. cleared be
tween $9,000,000 and $10,000,000 on it.

Mr. K e n t . So that the people had a greater expense then than 
probably would be necessary with a central bank that had the respect 
o f the world.

Senator S iia fr o th . You know that even a little raise in the interest 
rate on more than a billion dollars would make an enormous amount 
o f money coming out of the people.

Mr. K e n t . That rate would not affect anything that had been 
already discounted.

Senator S h a fr o tii . No; that is true, but the discounts every day 
are enormous.

Mr. K e n t . D o you not think, for instance, if a 5 per cent discount 
rate held, say, for a month, and by having put the rate up to that 
point the bank was able to put it down again to 4£ at the end of the 
month, it would cost the people less than if gold were allowed to go 
out until the people were paying G or 7 per cent for two or three 
months ?

Senator S h a fr o tii . But there is no certainty that they would pay 
6 or 7 per cent, because that would check enterprise itself.

Mr. K e n t . But that is the way it has worked in the past, as I  
recall it.

Senator S h a fr o th . Yes. But here is one feature about it that 
does not seem to me exactly perfect, and that is that there may be 
a consultation of interests in keeping this rate up instead of down. 
I  can see that the banks want to get just as much interest as they can 
legitimately and properly, and to loan a person who would pay a 
higher rate of interest. For that reason, it would seem to me, it is 
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not absolutely where the borrower is upon the same footing as the 
lender.

Mr. K e n t . In reply, I repeat again that money would come in 
from foreign countries if our banks try to make the rate higher than 
it normally should be.

Senator S h a fr o th . I just wanted to get a little light on the subject.
Senator N elso n . Y ou  have not finished your statement, have you?
Mr. K e n t . Yes; I have finished it. I do not know7 whether there 

are any other questions you wrould like to ask.
Senator N e lso n . The international balances of trade have to be 

settled in gold, do they not?
Mr. K e n t . I f  you will include the invisible balance of trade also, 

they do; yes.
Senator N elso n . I mean the commercial balance of trade.
Mr. K e n t . No; it does not necessarily have to be settled in gold.
Senator N elso n . I did not mean in actual coin, but I mean on a 

gold basis. You understand that?
Mr. K e n t . Certainly.
Senator N e lso n . That is the same, isn’t it?
Mr. K e n t . Yes.
Senator N e lso n . That is the same thing; that is, what w-e sell to  

Europe they pay for on a gold basis.
Mr. K e n t . Yes.
Senator N elso n . And what we buy from Europe we pay for on a 

gold basis, do we not?
Mr. K e n t . Yes, sir.
Senator N e lso n . N ow , then, if the value of an acceptance—the 

value of an American acceptance either of a central bank or any bank 
in this country—was, in commercial value, equal to a London accept
ance, we would be in this condition, would we not, that drafts drawn 
on our houses would circulate wTith as great facility as drafts drawn 
on London houses?

Mr. K e n t . Yes; provided that American exchange was as de
sirable as London exchange.

Senator N elso n . N ow , let us look at the question: Suppose our 
New York acceptances were as valuable in the commercial world as 
London acceptances, the people of Europe, shipping goods to America, 
would draw7 on the American banks, would they not?

Mr. K e n t . Yes.
Senator N e lso n . And it would be accepted?
Mr. K e n t . Yes.
Senator N elso n . And wThen we ship our goods to Europe w7e would 

draw on the London bank, say, and it would be accepted ?
Mr. K e n t . Yes.
Senator N e lso n . So you have two sets of acceptances—for our im

ports you have American acceptances and for our exports you have 
London acceptances?

Mr. K e n t . Yes.
Senator N e lso n . Now, those acceptances would be like commercial 

paper in the clearing house, would they not?
Mr. K e n t . Yes.
Senator N e lso n . One would offset the other in the gold market?
Mr. K e n t . Yes; as far as they were equivalent.
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Senator N e ls o n . Yes. Those acceptances, pro and con. one would 
offset the other?

Mr. K e n t .  Yes.
Senator N e l s o n . So that the balance of gold to be settled is the 

difference between those bills o f acceptance?
Mr. K e n t .  Yes. And that balance would be settled in many ways.
Senator N e l s o n . And it is that fluctuating balance of trade that  

makes the rate of exchange to some extent?
Mr. K e n t .  Yes; that is true.
Senator N e ls o n . I f  upon that settlement of balances, if upon that 

clearing of these bills of exchange, pro and con, it turns out they 
owe us a balance, the exchange is in our favor, is it not?

Mr. K e n t .  Yes. Of course, you understand, Senator, that there is 
what is called the invisible balance of trade that sometimes might 
offset the commercial balance of trade?

Senator N e ls o n . Oh, I understand that. But, for the sake of the 
illustration, I do not refer to the invisible balance. What has made 
the flow of gold here, given us such a power of gold, is that in all 
these series of years as a rule the balance of trade has been in our 
favor.

Mr. K e n t .  Yes; about $500,000,000 a year.
Senator N e ls o n . And that, taken in the whole series of years, has 

brought the gold here and operated to keep it here?
Mr. K e n t .  It has operated to keep it here, certainly.
Senator N e l s o n . So that we only had to settle with Europe to  

make up the balance they had against us in gold.
Mr. K e n t .  Yes. Now that .you are only speaking about the com 

mercial balances of trade------
Senator N e ls o n . The point we have to make in our system by leg

islation and practice is to make the value of an American acceptance, 
I will call it, an acceptance of a central bank or our banks here—make 
the value of our acceptance as good as the London acceptance?

Mr. K e n t .  Yes.
Senator N e ls o n . That would solve the problem, would it not?
Mr. K e n t .  That would help very materially.
Senator N e ls o n . Would not that be the solution o f it?
Mr. K e n t .  I do not think it would, because those acceptances 

would not be as good as London acceptances unless other things had 
been accomplished.

Senator N e ls o n . But if a coffee merchant in Brazil knew an accept
ance on New York was as good as an acceptance on London, lie would 
take it just as quickly on New York?

Mr. K e n t . Yes.
Senator S i i a f r o t i i .  I want to ask you whether you have any sta

tistics showing the amount of this invisible balance of trade?
Mr. K e n t .  Yes. Those statistics are very hard to get, and various 

estimates have been made by foreign-exchange men and students. 
For instance, in the first place we pay Europe a large amount in divi
dends and interest. It has been estimated that Europe carries from 
$2,000,000,000 to $6,000,000,000 in our securities. Say the average 
is about $4,000,000,000. Now, if you figure the average rate we pay 
on that, $4,000,000,000 as 5 per cent, that would mean $200,000,000 we 
would have to pay annually. Then, of course, we would undoubtedly 
be receiving from foreign countries dividends and interest on foreign
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securities which our people held, but that would probably be very 
much less than the payments.

Senator S h a f r o t h .  Have you seen any estimate of what they are?
Mr. K e n t .  Possibly $50,000,000.
Senator S h a f r o t h .  Then there is the tourist travel.
Mr. K e n t .  The tourist travel has been variously estimated at 

$100,000,000 to $500,000,000; I think probably it is nearer $250,- 
000,000.

Then there is the question of freights. A large portion of our 
foreign trade is carried in British vessels and also a large portion in 
German and French vessels.

Senator N e ls o n . There, again, is a question that confronts us. The 
stocks of a good many of these foreign lines are owned by Americans.

Mr. K e n t .  Yes; but probably a very small percentage.
Senator N e ls o n . In some lines there is very much.
Mr. K e n t .  Yes; take the International Mercantile Marine. I f  you 

make the proper deductions there I think the total may possibly come 
to $50,000,000. It has been estimated as being very much higher, but 
I think it would be about $50,000,000.

Then there is the money that is sent abroad by immigrants that 
come to this country. For several years after they arrive they usually 
send home money to paĵ  for land over there or settle debts or send 
to friends and relatives, and that amount has been estimated vari
ously at from $150,000,000 to $400,000,000. I think likely it comes 
to about $250,000,000 or $300,000,000.

Senator O ’G o rm a n . Within what period?
Mr. K e n t .  Within a year.
Senator H it c i ic o c k . H o w  can that estimate be correct? That 

seems to be a tremendous sum.
Mr. K e n t .  $300,000,000?
Senator H it c h c o c k . Yes; th at is $1 ,000 ,00 0  a d a y .
Mr. K e n t .  We have about a million immigrants come over every 

year, and if 1,000,000 people are combining to send a very little it 
mounts up very fast. You must remember that many of them con
tinue to send money after they have been here two, three, four, five, 
six, or seven years.

Senator H it c h c o c k . On an average, what amount of money do 
they bring with them ?

Mr. K e n t .  That, we know, of course, is at least $30 each, but they 
send back that $30 ordinarily the first year, I think. Those amounts 
are really very large. Of course, they are in small remittances, but 
I think they come very nearly to $300,000,000. Of course, that is an 
estimate to a certain extent, because the remittances are made in so 
many different ways. Some go through the United States post office, 
some through the express companies, some through the national 
banks, and some through the State banks, and some through private 
banks.

Senator H it c h c o c k . It was $50,000,000 on dividends and interest.
Mr. K e n t .  That is the other way; that is coming to us, so that 

would make a net of maybe $150,000,000.
Senator S h a f r o t h .  Against us?
Mr. K e n t .  Yes. You see those figures can not yet be ascertained 

with any degree of exactitude. Suppose you take the fluctuation of 
American securities back and forth between Europe and this country
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during a year. There is no one that is able to tell whether Europe 
holds more of our securities at the end of a given year than at the 
beginning of that year. Those things change. For instance, I think 
it was in March, 1907, if I remember correctly, Europe sold us a 
large amount of securities and we were obliged to remit for them. 
I think that in the latter part of that year they also sold securities 
here. That is always a danger in a wav. I f  foreign countries be
come afraid of our monetary system and begin to sell their securities 
to us, we shall have to pay for them. That is another reason, it seems 
to me, why we must be very, very careful about changing our bank
ing system, and be as certain we are right as possible before we do 
so. I f  we put in any system here that is going to cause fear on 
the part of foreign investors, they are going to sell our securities, 
and there is not any question about it.

Senator O ’G orm an. Let me ask you this, Mr. Kent. Is not the 
comment of the foreign financial papers respecting our proposed 
legislation favorable ?

Mr. K e n t . I do not know whether you would call it favorable or 
not, because it is so mixed. They approve some things and others 
they do not. They all seem to recognize the fact that many changes 
may take place. The Economist, in London, has been publishing 
a series of articles on the proposal, but they are more or less aca
demic, and I am not sure but what they are taking the opinions 
of people on this side.

Senator H itc iic o c k . What comment have they made on the decline 
in value of United States bonds?

Mr. K e n t . That has been merely academic. I have noticed articles 
about it in a number of those papers, but they do not seem to con
sider it of much moment at the present time.

Senator S h a fr o th . They have not declined nearly as much in 
price as the British consol, from 142 to 76.

Mr. K e n t . Yes. Of course, they have not the circulating privilege 
in connection with them------

Senator S h a fr o th  (interposing). Except that $90,000,000 which 
the Bank of England issues upon uncovered gold.

Mr. K e n t . Yes. But the Bank of England is able to use those 
consols that it holds effectively, because if it wants to make its bank 
rate effective it will borrow on those consols in the London market, 
and in that way absorbs the funds that are there.

Senator S h a fr o th . The usual rate in the United States—I do not 
mean in New York City, but the usual rate throughout the United 
States—is higher than in Europe generally, is it not?

Mr. K e n t . Yes.
Senator S h a fr o th . And that always attracts investments from 

Europe here?
Mr. K e n t . Undoubtedly; yes.
Senator S h a fr o th . And consequently that has a tendency to regu

late the inflow of gold toward us?
Mr. K e n t . Certainly; and that is one reason why Europe has 

purchased our securities. That is, of course, the rate is higher to a 
large extent because our country is a newer country and is not as 
well settled, and the risks are greater in an unsettled country than 
they are in other countries.

Senator S h a fr o th . And the rate must be higher?
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Mr. K e n t . Yes; as an insurance against the risk. Now, some of 
the foreign countries lend money upon land in Argentina, and others 
are lending it upon land in Canada, but it is very difficult to get 
any of their money for land in the United States, because our rates 
are lower than they can obtain in those places.

Senator W e e k s. Mr. Kent, can you tell us what we can put in 
this bill that will create American exchange in South America and 
enable us to finance our South American business direct through 
New York?

Mr. K e n t . It seems to me that if you established a central bank 
and authorized national banks, under proper conditions, to accept 
60 and 90 day sight drafts, and also authorized the establishment of 
branches of banks in foreign countries, that it will all right itself 
naturally. I do not think it is necessary or advisable to include in 
the bill establishing a bank regulation for the operations that are 
going to take place. The simpler you can make it the better. Then 
those that are managing the bank will meet each condition as it 
arises, and they wTill be in a position to meet each condition as it 
arises, and they will not have to break any law to do it. We do not 
want any banking system that will necessitate our breaking a law 
every once in a while if some condition arises that we must protect. 
I am therefore in favor of the simplest possible form of a banking 
law, with as few regulations as is consistent with safety and con
servatism, and with full power to the managers of the bank to do 
their business along conservative lines. I think that situation would 
be taken care of as it went on.

Senator W e e k s . Y ou  think the provision in the pending bill 
which enables national banks to establish branches would be a long 
step in advance ?

Mr. K e n t . That would help; but in the case of South America 
it would take longer, probably, to bring it about than in some other 
parts of the world, because our shipments to South America are 
very much less than their shipments to us. You see, we bring in 
about $80,000,000 or $90,000,000 worth of coffee from Brazil, and an 
immense amount of rubber from Brazil, and also sugar and other 
things, whereas they take very little in value in return, compara
tively speaking. That is, there is a large difference in our balances 
of trade. And it is all handled through London and Germany now, 
partly because the German banks have branches there, and the 
London banks have branches there, and they are consequently in a 
position to obtain that business.

Senator O ’G orm an. D o you believe that closer banking relations 
between the United States and South America would inevitably 
tend to an extension of our commercial relations with South 
America ?

Mr. K e n t . Oh, unquestionably. There may be little extension 
for a time. I believe the German banks lost considerable money 
when they first opened their branches there, and also the English 
banks, because they had to become familiar with the credits; but 
I  think it would w7ork out very nicely as time went on.

Senator O ’G orm an. Have you concluded your observations, Mr. 
Kent ?

Mr. K e n t . Yes, sir.
Senator O ’G orm an. The committee is very much indebted to you.
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STATEMENT OF BRADFORD RHODES, PRESIDENT FIRST NATIONAL 
BANK, MAMARONECK, N. Y.

Senator O ’G orm an. Mr. Rhodes, what has been your banking ex
perience ?

Mr. R hodes. Besides being president of the First National Bank, 
o f Mamaroneck, X. Y., I am chairman of the board of trustees of the 
Union Savings Bank, of Westchester County, and was the organizer 
and for 25 years president of this institution. The national bank has 
a capital and surplus of $150,000. The savings bank is a mutual 
institution having no capital, the net earnings all belonging to de
positors. I was also for many years editor and publisher of Rhodes 
Journal of Banking, and in 1895 purchased the Bankers’ Magazine, 
consolidating the two publications. Shortly afterwards I disposed 
o f my interest in this field. For three consecutive terms I served as 
a member of the assembly in the New York Legislature, being chair
man of the banking committee each term.

Senator O ’G orm an. Have you read the pending bill as it passed 
the House?

Mr. Rhodes. Yes; I have read the bill.
Senator O ’G orm an. Y ou  may make any observations you desire to 

make respecting it.
Mr. Rhodes. I wish to say, Mr. Chairman and gentlemen, that 

these preliminary statements are made solely for the purpose of indi
cating my interest in banking matters, embracing both the theoretical 
and practical sides. With your permission I should like to first 
present briefly my views on the pending banking bill, and shall then 
be glad to answer any questions you may wish to ask. That our 
existing system of banking needs overhauling, I think is too obvious 
to require discussion; that the bill now before your committee at
tempts to meet the problem in a comprehensive and statesmanlike 
manner is also, I think, equally clear.

In Boston, some weeks ago, at the session of the American Bankers’ 
Association, of which I was New York City’s vice president, I made 
that statement about the first hour after I arrived there to the editor 
of a paper, and he thought I must be somewhat of an advanced 
thinker on banking lines. I said, “ No; I am a country banker, and 
I believe that the foundation of this Federal reserve system is to our 
advantage.”

The independence of our separate banking units has been one of the 
most powerful factors aiding in the agricultural, industrial, and com
mercial development of the United States. No other system of bank
ing, in my judgment, whatever may be its special excellences, tends 
so strongly to promote the growth of business as does the independent 
American bank, intensely interested in the upbuilding of the enter
prises of its own community and many of whose officers and directors 
are themselves engaged in carrying on those enterprises.

To preserve the independence of our banking units should be one 
aim of whatever legislation may finally meet the approval of the 
Congress.

But it is not enough to preserve such independence, for we have 
learned by repeated experience—some of it costly and bitter—that 
for the separate banking unit as well as for the individual member of 
society there come times when collective action is indispensable. In
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society this is an age of wise cooperation, and it must become so in 
banking if our really admirable financial institutions are to be effi
cient servants of American commerce and industry.

The familiar story of the bundle of twigs that could not be broken 
when boujid together, but readily snapped when separated, aptly 
illustrates the vital defect in our banking as conducted for many 
years.

In fact, we have been extricated from the difficulties incident to 
our financial panics through resort to the principle of cooperative 
action, but invariably have resorted to it too late to do more than 
check the final destruction, instead of invoking this remedy in the in
cipient stages of the disaster, or employing it in a manner that might 
have checked at the outset the tendencies that lead to panic.

When the conflagration was raging the banks have united, through 
their clearing-house associations, to stay its ravages, and their action 
when thus taken has proved beneficial. But we need some method 
upon which surer reliance may be placed, a cooperative system care
fully and deliberately planned and operative at all times. Such a 
system, I believe, is provided for in the pending bill, which unites 
all the banks for their own defense in time of danger and for the 
protection of those who deal with them.

Banking is a quasipublic function, its operations vitally affecting 
all business activities. The power of the banks as grantors of credit 
is so large that sound public policy demands that it be subject to the 
watchful oversight of the Government and to wise and just control* 
It seems to me that bankers who fail to recognize this fact are not 
sufficiently alive to the tendencies of the times.

The adherence to Government bonds as a basis of bank circulation 
has heretofore rendered it impossible to impart any marked degree of 
elasticity to the note circulation. The bill now before you wisely 
departs from this policy.

Those familiar with banking problems through long study and ex
perience have perceived the substantial identity between a bank note 
and a bank deposit, agreeing that when a bank grants a credit it is 
o f little moment to the bank whether the person receiving such 
credit shall receive the evidence of it merely in the form of a credit 
in a pass book against which checks may be drawn or in the form 
of obligations of the bank printed as circulating notes, the matter 
to be determined by the convenience of the person obtaining the 
credit. The further fact has been perceived by experts, namely, that 
if  all bank credits, including notes, were daily redeemed through the 
clearings, banks might be freely intrusted with the privilege of issu
ing their notes, even without lodged security of any kind, the pre
caution of a moderate safety fund, a first lien on assets, and other 
simple requirements being ample to assure the safety of the notes.

Of course, under the modern system of deposits and checks, the 
volume of bank notes will always be vastly inferior to the volume of 
checks employed in the transfer of credits.

But while the facts just cited in reference to bank circulation are 
commonplaces to experts, they are unknown to the public at large.

For more than 50 years the American people have been familiar 
with no other kind of currency except that bearing the stamp or 
guaranty of their Government. They have come to regard this
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guaranty as an essential element of the quality of the paper circula
tion. Business habits long established are not easily altered by 
statute.

Few calamities would be greater than to have our people suspect 
the goodness of their currency. It would result in universal dis
trust, a feeling equivalent to that which comes during an earth
quake. when even the solid earth seems slipping away beneath one’s 
feet. We can not run the risk of having our currency open to sus
picion, and this risk can be avoided in no practical way except by a 
Government guaranty such as this bill provides.

Sentiment may play an important part in popularizing a new cur
rency system, and it is often stated that sentiment is simply an 
expression of the common sense of the common people.

But while these notes are obligations of the Government, they 
are issuable only to the banks, upon the deposit of approved collat
eral and the setting aside of an adequate reserve against them. These 
provisions and others guard against the inflation which often accom
panies the free issue of notes bv governmental authority, and confer 
upon the new currency the substantial advantages of a carefully 
guarded asset bank note, plus the responsibility of the United States 
Government, thus combining the chief desiderata of a bank-note 
circulation—safety and flexibility.

I would suggest that the notes be made redeemable in gold rather 
than in lawful money. Since “ lawful money” is substantially ex
changeable for gold, we gain nothing by putting this intermediate 
step between the notes and gold, and I think we should gain much by 
declaring the notes themselves to be gold obligations. It is, in fact, 
an evidence of our good faith and our ability to pay when we put all 
our circulating medium on a gold basis.

The principle of massing our bank reserves in a series of regional 
banks is bound, I think, to work a vast improvement in our banking 
situation. That we need reserve banks more adequately equipped 
than those now existing is strikingly evident. The Federal reserve 
banks, with large capital, with the power to rediscount and to pro
cure notes as needed, will be in a position to render services of vast 
importance to the banks of the country.

By creating a rediscount market this bill releases the banks of the 
country from restrictions which have frequently rendered it impos
sible for them to furnish adequate credit facilities, and have made it 
necessary for their own protection to curtail loans, thus entailing 
hardship upon the business community. It should not be forgotten, 
also, that this bill reverses our present policy of basing our banking 
system upon stock-and-bond collateral whose value shrinks fright
fully in the face of unusual calls for money and links it with com
mercial paper whose value is more stable and whose volume more 
fairly corresponds to the fluctuations of business.

The rediscount privilege will make it practically possible for banks 
to supply all demands for legitimate commercial loans and at the 
same time will enable a solvent bank always to convert its liquid 
assets into currency, thus avoiding the necessity of suspending cash 
payments. Should this bill become a law and be accepted in good 
faith by the banks, with a determination on the part of the Gov
ernment to deal justly with the banks, it is inconceivable that the
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country should again experience such bank panics as marked the 
years 1893 and 1907. To avoid the distress which these disturbances 
occasioned seems to me worthy of the efforts of all the bankers of 
the United States, even if we have to give up some of our prejudices 
and long-cherished notions about banking legislation.

As a savings-bank officer for a quarter of a century and one to 
whom the utility and beneficence of the savings banks strongly 
appeal, I wish to make a special plea in behalf of these institutions. 
They are the bedrock of our financial system, inculcating habits of 
thrift among their depositors, who bv absolute self-denial not only 
provide the means of protecting themselves against the encroachment 
of disease and the oncoming of age, but gradually to take the steps 
leading from dependence to a competence, if not to affluence. The 
savings of these depositors, averaging less than $450 each, comprise 
in the aggregate a sum vast enough to be of immense importance in 
carrying on that part of the country’s industry which is dependent 
upon the safe investment of capital in mortgages, public-utility 
securities, and the obligations of States and municipalities.

Savings deposits represent usually the small balances between in
come and outgo which individuals are enabled to accumulate by the 
practice of economy, and justice to these individuals no less than 
sound state policy should impel us to see that the investments of these 
savings are religiously safeguarded from the hazards of commercial 
ventures, and treated as a separate fund, to be carefully invested in 
accordance with well-defined principles.

The savings banks of New York and of the Eastern States gen
erally, operated on what is known as the mutual plan, have estab
lished a record for safety, economy, and efficiency that gives them a 
unique position among the financial institutions of the country. 
There are 630 of them in the United States, with aggregate deposits of 
$3,608,657,828.11 divided among 7,851,377 depositors, giving them an 
average of $459.62 each.

For many years the losses incurred by these banks have been so 
small as to be almost negligible, and they have established a record 
for safety hardly surpassed by banks anywhere.

This result has been due to the careful provisions made by the 
State legislatures respecting the character of the investments and to 
the further fact that the officers of these banks have complied strictly 
with the law and have been faithful to their trusts.

It is questionable whether the mutual savings bank system is adapt
able to all parts of the country. The slow growth of the system west 
of the Alleghenies leads to the conclusion that it is not; but of one 
thing there can be no doubt, namely, that the same rules which have 
been found necessary to the safe handling of savings deposits are 
universally applicable—indeed, that they are indispensable to the 
security of this class of deposits.

I should like later on to refer to the provision of the bill in regard 
to savings departments in national banks, contenting myself for the 
present by expressing the hope that Congress may never consent to 
the lowering of the standard fixed by the successful mutual savings 
bank system. I wish to state that I see no objection to the establish
ment of savings departments in national banks in those States, or 
even in the towns not having savings banks already established, but 
that in all cases where national banks are permitted to establish sav
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ings departments the savings deposits shall be separated from the 
ordinary commercial deposits and invested in precisely the same man
ner as such deposits are now invested by the regularly constituted 
savings banks.

It must not be forgotten that savings deposits in commercial banks, 
unless surrounded by adequate safeguards, are liable to be a source 
of grave danger, especially in times when banks are subject to unusual 
demands, for at such times the savings depositors are apt to show 
apprehension and demand their money, thus subjecting the bank to 
a general “ run.”

In concluding this general statement, I wish to say that while the 
pending bill may not be ideal, it does fulfill the reasonable expecta
tions of the people for a wise coordination of the banks of the country 
under such governmental control as will assure the protection of the 
public without injustice toward the banks. The bill does not attempt 
to carry out impracticable theories, but takes careful note of condi
tions as they are, including the institutions of the country, the habits 
and predispositions of the people, and mindful of all these complex 
elements which have made banking legislation so difficult, it seeks 
to weld our disjointed banking units into a harmonious system, em
bracing many of the principles tested by world-wide trial. The en
actment of this measure, after such amendment as may be agreed on 
as a result of wise deliberation, will, in my judgment, immeasurably 
strengthen our banking system and immensely contribute to the wel
fare and prosperity of all our people.

I desire, Mr. Chairman, to submit, in connection with this general 
statement which I have made, a very few suggestions in regard to 
the bill itself, which I have read with some degree of care.

At the outset it may be well enough to have the Federal reserve 
board constituted as now provided for in the bill; but later on it 
will probably be found that the duties of their positions will be so 
onerous that the Secretary of the Treasury, the Secretary of Agri
culture, and the Comptroller of the Currency will not have time to 
attend to their duties as members of the board.

I would suggest that after the first year of their existence the 
Federal reserve banks send to the President a list of 12 names, out 
of which he shall select three members of the Federal reserve board 
in place of the two Cabinet officers and the Comptroller of the 
Currency.

The reserve requirements of the Federal reserve banks should call 
for gold instead of “ gold or lawful money.”

Redemption of notes should be in gold.
Reserves against the notes should be kept in gold.
I would favor making the capital requirements $5,000,000 for banks 

desiring to establish foreign branches. Generally banks operating 
abroad have a capital much in excess of $1,000,000. There are also 
doubts as to the propriety of allowing banks with such small capital 
to engage in branch banking, particularly in a foreign country. 
Branches result in expansion, and if the branch is situated abroad it 
is less easy to keep it under supervision than if located in the country 
where the parent bank is domiciled.

The making of real estate loans by national banks is of doubtful 
propriety, since it tends to put in fixed form investment funds that
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should be kept in liquid shape. Most bank deposits are payable 
either on demand or after short periods. Farm loans, while good in 
themselves when carefully selected, even at 12 months hardly ma
ture quickly enough to make them a desirable and quick bank asset.

If, however, the national banks are permitted to establish savings 
bank departments, segregating their savings deposits, real estate 
mortgages would be a highly satisfactory form of investment. This 
would make it possible for the national banks to perform an addi
tional service in communities where there are no regularly consti
tuted savings banks. The creation of a department for local invest
ments would also tend to keep deposits employed at home instead of 
sending them away to the large cities for temporary employment.

I wish to commend the provision for the separation of the assets 
of the commercial and savings departments of national banks, and 
to emphasize the necessity of a high standard of investment of sav
ings deposits being prescribed by the Federal reserve board; also 
that the creation of savings departments in national banks be limited 
to those places where savings banks do not already exist. On the 
ground of comity alone, the Federal Government would perhaps re
frain from setting up a new institution to compete with others 
already operating satisfactorily under State laws and meeting the 
demands of the people. I feel sure that those who are familiar with 
the success of the mutual savings banks would regard it as unfortu
nate if the national banks should be empowered to compete with 
them. But a useful purpose would be served by authorizing savings 
departments in national banks in those communities now lacking 
adequate savings facilities, with the proviso always that the savings 
deposits shall be segregated and as carefully invested as are those o f 
the regular savings banks.

You gentlemen probably know that only about 17 per cent of our 
people save money. Out of our 90,000,000 people, only about 17 per 
cent save anything, while over in German}7, or even in little Switzer
land, they are better savers than we are. And even in debt-ridden 
Japan their folks are better savers than we are, and a larger number 
of them save than the people of the United States. That is a matter 
of record.

Refunding of the 2 per cent bonds should be on such basis as will 
save the banks from loss on their investments. Purchase of the bonds 
by the banks has been a leading factor in keeping up their prices. 
Now that the Government is to deprive the bonds of one of their 
chief advantages—the sole right to be used as a basis of bank-note 
circulation—it should see that no loss falls upon the banks by this 
action.

The outstanding bank notes should be retired more speedily than is 
provided for in the bill, so that the country may sooner get the 
benefit of the elastic note circulation which the bill authorizes.

Gentlemen, that is all I have to say in a formal way. I have here 
some memoranda in regard to banks of all sorts.

The number of savings banks in the United States in 1892 was 
1,059; in 1902, 1,036; and in 1912, 1,922. The number of depositors 
in 1892 was 4,781,605; the number of depositors in 1902 was 6,666,672, 
and the number of depositors in 1912 was 10,010,304.
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The amount o f savings deposits in 1892 was $1,712,769,026; the 
amount o f savings deposits in 1902 was $2,750,177,290; and the 
amount o f savings deposits in 1912 was $4,451,818,522.

A n d  this is an interesting fact, that the average due each depositor 
in 1892 was $358.20; in 1902 it wras $412.53, and in 1912 it was $444.72. 
That is the amount which was due each depositor.

I  have some other figures here, M r. Chairman, which, with your 
permission. I  would like to have inserted in the record.

Senator O ’G o r m a n . W ithou t objection, they m ay be inserted in 
the record.

(T he memoranda referred to are as fo llow s:)

National banks in the United States (7,488) :
Capital------------------------------------------------------------------------------------$1, 056, 345, 786

Surplus_____________________________________________________  725, 333, 029
Undivided profits___________________________________________  259, 549,156
Circulation__________________________________________________  724, 459, 849
Individual deposits__________________________________________  5, 761., 338, 731

Total resources_____________________________________________ 10, 87G, 852, 343
State banks (13,38r) :

Capital__________________________________________________ *------  459,067,206
Surplus______________________________________________________  177,307,042
Undivided profits____________________________________________  94, 066, 902
Individual deposits__________________________________________  2,919,977,897
Total resources_______________________________________,_______  3, 897, 770, 826

Mutual savings banks (6301) :
Surplus_____________________________________________________  24S 983, 429
Undivided profits____________________________________________  66,440,676
Individual deposits__________________________________________  3, 60S, 657. 828
Total resources___________________  __________________________ 3, 929, 091, 986

Stock savings banks (1,292*) :
Capital______________________________________________________  76,871,811
Surplus_____________________________________________________  31,052,596
Undivided profits____________T______________________________  23,154, 694
Individual deposits_________________________________________  842, 897, 859
Total resources_____________________________________________  993, 631, 303

Loan and trust companies (1,4102) :
Capital______________________________________________________  418,985,771
Surplus_____________________________________________________  424,313,939
Undivided profits___________________________________________  136,428,039
Individual deposits_________________________________________ 3,674,578,238
Total resources_____________________________________________  5,107,444.382

Private banks (1,110 M :
Capita]______________________________________________________  22,348.040
Surplus_____________________________________________________  9,333,680
Undivided profits___________________________________________  4, 250. 634
Individual deposits__________________________________________  152,494,618
Total resources_____________________________________________  196, 940, 397

State, savings, and private banks, loan and trust companies
(17,8231) :

Capital______________________________________________________  977, 272, 830
Surplus_____________________________________________________  890,990,687
Undivided profits___________________________________________  324,340,946
Individual deposits-------------- -------------------------------------------------- 11,198.606,443
Total resources_____________________________________________  14,124, 878, 897

All banks (25,3092) :
Capital______________________________________________________  2,033,618,616
Surplus_____________________________________________________  1,616,324,316
Undivided profits____________________________________________  583,890,102
Individual deposits__________________________________________  17.959,945.174
Total resources_____________________________________________  25,001,731.240

1 Oomplroller's report, 101.2. -On dates given.
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Number o f savings banks in the United States, number of depositors, amount 
of savings deposits, and average amount due each depositor, 1902, and
1912.1

Year.
Number of 

savings 
banks.

Number of 
depositors.

Amount of
savings

deposits.

Average 
due each 

depositor.

1892................................................................................... 1,059
1,036
1,922

4,781,605 
6,666,672 

10,010,304

$1,712,769,026
2,750,177,290
4,451,818,522

$358.20 
412.53 
444. 72

1902...................................................................................
1912.................................................................................

1 Comptroller’s report, 1912.

Senator N e ls o n . You must not overlook this fact, Mr. Rhodes, 
that out in the West the farmers and small merchants have use for 
their money in the development and improvement of their farms and 
all that sort of thing. They are not like the people in the East, who 
are more limited in scope, and they have no opportunity to save their 
money except by putting it in savings banks. The people in the West 
put that money m active use in improving their farms, putting up 
more buildings, and doing all that sort of thing; and that is why we 
do not make the showing of savings deposits. We save it and realize 
much more out of it than you do in the savings banks.

Mr. R h o d e s .  Do you not think if you had savings banks in Minne
sota you would learn to save money ? The school children, the work
ing people, the housemaids—would they not learn to save money if  
they had savings banks to put it in ?

Senator S h a f r o t h .  They do have banks out there to put it in.
Mr. R h o d e s . Savings banks?
Senator S h a f r o t h .  Oh, yes; savings banks all over the West.
Mr. R h o d es. There is only one in Minnesota that I know anything 

about.
Senator N e ls o n . We have one good mutual bank in Minneapolis.
Mr. R h o d es. I know it well. I knew Mr. Moulton before he died.
Senator B r is to w . Why should not a boy who wants to save his 

money save it and buy a calf or a horse ? I think he would use more 
judgment about that.

Mr. R h o d es. I think so; much depends on the boy.
Senator N e ls o n . I s  it not an ethical question? Is it a wise thing 

to teach children so much of the spirit of Mammon—get them to 
feel that this is only a world in which to make money?

Mr. R h o d es . I believe the only way to make a good citizen is to 
make a good saver. I f  he is a good saver, he will make a better 
father and a much better citizen than otherwise.

Senator N e ls o n . Is there not the danger that he will make Mam
mon his only god ?

Mr. R h o d es . I do not believe that.
Senator S h a f r o t h .  Y o u  think this money should all be made re

deemable in gold and not in gold or lawful money ?
Mr. R h o d es . That is m y  belie f.
Senator S h a f r o t h .  I f  we should not pass this bill, would you be

lieve in our enacting a law requiring the national banks to redeem the 
bank notes in gold ?

Mr. R h o d e s . No.
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Senator S i i a f r o t h . Did you ever hear of a banker who was willing 
that the national-bank notes should be made redeemable in gold?

Mr. R h o d e s .  That is what they want to do.
Senator S h a f r o t i i .  National-bank notes?
Mr. R h o d es. They are practically based on a United States bond, 

which represents gold money.
Senator S h a f r o t i i .  The national-bank notes are redeemable in 

lawful money, are they not ?
Mr. R h o d es. Yes.
Senator S h a f r o t i i .  The Aldrich bill was perfectly satisfactory to 

the bankers, was it not?
Mr. R h o d es. Fairly so.
Senator S h a f r o t i i .  They made their notes redeemable in lawful 

money ?
Mr. R h o d es. Yes.
Senator S h a f r o t i i .  D o  you not think there is a good purpose to 

be served in having this money redeemable in lawful money when 
that lawful money is redeemable in gold, less the reserves required, 
and therefore the greater ability of the Government to maintain the 
gold standard?

Mr. R h o d es. It is about as broad as it is long, anyway, because we 
are all on a gold basis. I recollect that a few years ago there was 
a Secretary of the Treasury here in Washington who redeemed the 
silver certificates in gold in the Treasury Department here—paid 
gold for them over the counter—and technically they are redeemable 
in gold.

Senator N e ls o n . Would it not be so with the currency? The re- 
serve-national-bank note is redeemable in lawful money, and then is 
not that lawful money redeemable in gold? Does that not keep us 
on the gold standard?

Mr. R h o d es. It is an intermediate step.
Senator N e ls o n . Is  not that intermediate step necessary in order 

to prevent large gold reserves. I f we are going to have 12 competing 
points, we are going to require three or four times the amount of gold 
that is to be hoarded.

Mr. R h o d es. Why not?
Senator S t ia fr o te i . Because the reserves have got to be so much 

more.
Mr. R h o d es . Each pool by itself, as it were, in a separate place?
Senator S i i a f r o t h . That may be. but it is also redeemable at the 

Treasury, all of it at the Treasury, and when you make this currency 
redeemable at the bank in gold and then also at the Federal Treasury 
of the United States, you can readily see that it will take a great deal 
more money. Then, again, take the Government’s reserve. We have 
been upholding in gold about $346,000,000 of greenbacks and $740,- 
000.000 of bank notes, and it has only taken $150,000,000 of gold, and 
if you scattered this gold reserve through these centers you are mak
ing a competition against the Government itself.

Mr. R h o d es. That is possible, but we must remember the sentiment 
of the people. Everybody in the United States, all of us, think we 
are on a gold basis.

Senator S i i a f r o t h .  We are.
Mr. R h o d es. We ought to keep up our gold standard in good faith.
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Senator S h a f r o t h .  Why do not the bankers want the same thing 
when they have a bank currency out ?

They have a bank currency—that is, $740,000,000 of currency—but 
none of them would consent that those notes would be redeemable in 
gold, because they have to keep the gold there to meet them. When 
the Aldrich bill came in, the bank provided there being a bank of 
bankers, they provided that it must be paid in lawful money; they 
did not mention gold. They made it payable in lawful money alone, 
and they did it, why? Because they know it is easier to maintain 
the gold standard. They know if you make too much pressure on a 
limited quantity of gold in this country it is going to have a tendency 
to keep gold in our vaults.

Mr. R h o d es . That is true, in large measure; but, as I said before, 
the best illustration------

Senator S h a f r o t h  (interposing). Let me ask you this question: 
O f course we had no trouble in paying gold, except when there is a 
run on the Treasury for gold ?

Mr. R h o d es . I  do not want any gold in my pockets.
Senator S h a f r o t h .  Now, in case of panic, by the cooperation of 

these Federal reserve banks and the United States Treasury, can not 
the redemption take place in such a way that it would be a great ad
vantage in having the gold currency redeemable in the other currency 
and the other redeemable in gold?

Suppose I have a Federal reserve note of $1,000, and we find there 
is a run upon gold, and the Federal reserve board says we must co
operate with the reserve banks, and a man comes to a Federal reserve 
bank in New York and he says, 461 have a Federal reserve note of 
$1,000, and I want gold.” The board says, “ We have not got gold, 
or, if we have, we do not choose to pay it, because that is payable in 
lawful money, but we will give you the lawful money, and you can 
send it to Washington and you can get gold.” So he takes the lawful 
money, and the bank of New York says, “ I f  there is going to be a 
run on gold, we will lock that $1,000 note up in our vaults so we can 
not get any more on that money.”

So the man sends it to Washington, and he demands his gold on 
that lawful money, and the Government says, “ Certainly, here is 
your gold.” The Secretary of the Treasury says, “ I f  we are going 
to have a run on gold we will take that $1,000 in lawful money and 
lock it up.”

You have by means of $1,000 practically redeemed, or at least tem
porarily, $2,000, and you could not do that if all of it was made pay
able in gold, because the man who had $2,000 would get it, and the 
man who had $1,000 in lawful money wTould get it. Is it not an 
advantage when there is a run for gold in this country to have that 
means, not of disturbing the gold standard, but of strengthening the 
gold standard?

Mr. R h o d e s . The discretionary power?
Senator S h a f r o t i i .  Upon the part of the bank.
Mr. R h o d es . Of course, they exercise the same in principle in 

some foreign countries. It is an arbitrary matter. It is purely arbi
trary on the part of the reserve board in Washington.

Senator S h a f r o t h .  Of course, if they have plenty of gold they pay 
gold, and it would be only in times of stringency when there is so 
much hoarding that this would be invoked.
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Mr. R h o d es. It is not very likely. The people of the country have 
more money in their pockets than we think—the common people— 
and this system you are endeavoring so faithfully to perfect here 
will make banks so popular that the hoarding of money will never 
be resorted to by any people, ho matter how ignorant they may be.

Senator H it c h c o c k . The next witness, I suppose, will be Mr. 
Willis.

Senator B r is to w . There is one question I want to ask. I want to 
inquire whether Mr. Conant has yet submitted to the committee his 
suggestions for a Federal reserve bank? When he appeared before 
the committee some two or three weeks ago we asked him to submit 
a plan for a Federal reserve bank, and we also asked Mr. Vanderlip, 
Prof. Jenks, and Mr. Dawson to submit such a plan. I f  Mr. Conant 
has not yet sent the committee his plan in writing, I would like to 
ask that when it is received it be printed in the hearings along with 
the plans submitted by Mr. Vanderlip, Prof. Jenks, and Mr. Dawson, 
so that we may have them all together. I think that would be a great 
assistance to the committee.

Senator H it c h c o c k . That can be done, and I  am sure it would be 
very helpful to the committee to have them all together.

Senator B r is to w . This question has been handed to me to pro
pound to you, Mr. Rhodes: What is the specific new feature of the 
pending bill that you deem most valuable?

Mr. R h o d es. Well, Senator, that is a very difficult question to 
answer. Of course, I am not a big banker. I am a country banker, 
although I associate much with big bankers in my territory, but I 
verily believe, from my standpoint, that the meat of this bill to the 
average country banker is its attempt to allow country bankers to 
get money quicldy.

Senator B r is to w . The discount provision?
Mr. R h o d es. The discount provision. I  think that is about the 

best of it. I am not afraid of the Government supervision. I say 
the more supervision the better. A good bank is not afraid of super
vision; it wants supervision. Uncle Sam can come to see us every 
day of the week and charge what he pleases. I am speaking on 
behalf of my own bank now. Personally, I would like to have a 
Government bank with the circulating medium.

Senator H i t c h c o c k . I think it is so nearly 1 o’clock now that we 
had better not try to start with Mr. Willis until after recess, and we 
wTill meet again at 2 o’clock this afternoon.

(Thereupon, at 12.45 o’clock p. m., the committee took a recess 
until 2 o’clock p. m.)

AFTER RECESS.

Senator H i t c h c o c k . Mr. Willis, we will hear you now. 

STATEMENT OF HENRY PARKER WILLIS, 0E NEW YORK, N. Y.

Senator H it c h c o c k . State for the record, Mr. Willis, your name, 
occupation, and residence.

Mr. W i l l i s .  My name is Henry Parker Willis; I  am a newspaper 
writer in New York City.

Senator H i t c h c o c k . Mr. Willis, you are employed upon a finan
cial journal, are you not?

S. Doc. 232, 63-1— vol 3------ 60
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Mr. W i l l i s .  Yes, sir; the Journal of Commerce of New York.
Senator H it c h c o c k . Y o u  have been a student of banking and cur

rency subjects for some time?
Mr. W i l l i s .  Yes, sir; for about 15 years or so.
Senator H it c h c o c k . Y o u  have had something to do with the 

genesis of this bill, have you not?
Mr. W i l l i s .  About 18 months ago, Mr. Chairman, that is to say, 

about the 1st of April, 1912, a subcommittee of the House Banking 
and Currency Committee, of which Hon. Carter Glass was.chair
man, asked me to cooperate with them as an expert adviser, and I  
was appointed in that capacity. I continued working with them 
during the last session of Congress, and then was reappointed at 
this session of Congress in the same relation to the full committee, 
and am acting in that capacity now.

Senator R eed . I did not understand the last part of your state
ment.

Mr. W i l l i s .  I say I was appointed about 18 months ago in an ad
visory capacity to the subcommittee of the House Committee on 
Banking and Currency and then was reappointed in the same capac
ity by the full committee at this session, and am occupying that 
relation to the House Committee on Banking and Currency at the 
present time.

Senator H it c h c o c k . Have you had any practical experience as a 
banker, Mr. Willis?

Mr. W i l l i s .  None whatever.
Senator H it c h c o c k . Y o u  have not been in business at all?
Mr. W i l l i s .  No, sir.
Senator H it c h c o c k . Have you ever held any chair in a college or 

university?
Mr. W i l l i s .  I was some years ago professor of economics in Wash

ington and Lee University, later professor of finance in George 
Washington University, and still later dean of the college of politi
cal science there. I did my post-graduate work at the University 
of Chicago, and took my doctorate at that institution, presenting a 
thesis on a financial question, “ The history of the Latin monetary 
union,” which I had prepared after study in European universities. 
After that I was secretary or expert assistant to the Indianapolis 
Monetary Commission, and had general charge, in conjunction with 
Mr. L. Carroll Root, of the preparation of their report and of the 
bill which they recommended to Congress.

Senator H it c h c o c k . What, in substance, was that bill? Can you 
briefly outline it?

Mr. W i l l i s .  Yes.
Senator R eed . Did you say you were secretary to the monetary 

commission ?
Mr. W i l l i s .  I  did ; yes, sir.
Perhaps, Mr. Chairman, I could get at your question better by 

telling you what this commission was. The Indianapolis Monetary 
Commission was a voluntary body organized by a convention of 
boards of trade, which met for the purpose of recommending legisla
tion designed to correct the district evils in the currency and banking 
system, I think, in 1897. That commission was appointed at the 
instance of this general convention of boards of trade.
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Senator R eed . Did you mean 1897 or 1907?
Mr. W i l l i s .  1897. This commission was created as a result of this 

general union of boards of trade, and did its work during 1897 and 
1898. It finally recommended a bill to Congress, it having, however, 
as I have said, no official quality. The substance of that bill was this, 
I should say: First of all, the creation of an elastic banking cur
rency; second, a definite declaration in favor of the gold standard 
of value; and third, the introduction of certain changes into the 
Treasury organization, calculated to bring about a segregation of the 
trust funds which were held behind the greenbacks; that is, to take 
them out of the general fund of the Treasury; and various other 
relatively minor modifications. Nothing was done with this bill at 
the time, as you are aware.

Senator R eed . When was that b ill reported to Congress ?
Mr. W i l l i s .  A s  I said, the commission was an unofficial body, but 

the bill was placed before Congress, probably in the autumn of 1898.
Senator N e ls o n . Where was it introduced, in the House or the 

Senate ?
Mr. W i l l i s .  I think more attention was given to it in the House 

than in the Senate.
Senator H it c h c o c k . Did it provide for a banking currency?
Mr. W i l l i s .  It provided for an elastic-note currency, with pro

vision for getting rid of the bonds, and basing the issues on com
mercial paper.

Senator H it c h c o c k . It was an asset currency?
Mr. W i l l i s .  An asset currency; yes, sir.
Senator R eed . D o  you know who introduced that bill in the House 

of Representatives?
Mr. W i l l i s .  My recollection is that it was introduced by Represen

tative Jesse Overstreet, of Indiana.
Senator R eed . It was known as the Overstreet b ill ?
Mr. W i l l i s .  I think it was. That is my recollection. As I  le ft  

Washington after the work of the commission was done, I did not  
follow the legislative details.

Senator H it c h c o c k . Y o u  had something to do with the drafting 
of that bill ?

Mr. W i l l i s .  Yes, sir; I had expert charge of the work.
Senator H it c h c o c k . Y o u  have had, therefore, considerable ex

perience in the work of preparing legislative matters ?
Mr. W i l l i s .  I think I might fairly say so; yes, sir.
Senator H it c h c o c k . Referring to your present connection with the 

House Committee on Banking and Currency, you took up your work 
in 1912, and are still employed by the committee?

Mr. W i l l i s .  Just so; yes, sir.
Senator H it c h c o c k . Have you a copy of the draft of the bill as 

first made by you?
Mr. W i l l i s .  The bill presented by the committee was prepared 

under the direction of the chairman, Mr. Glass, and such work as I 
have done has been that of an advisor and investigator, cooperating 
at each stage and carrying out the directions that were conveyed to 
me by the chairman. Whatever authentic drafts of the different 
stages through which the bill passed there are, are in the possession,
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so far as I know, of Mr. Glass. There were a good many successive 
drafts on various points.

Senator H it c h c o c k . Can you give the committee an idea of what 
the first draft provided?

Mr. W i l l i s .  I think, substantially, the same as the present bill, 
except that many minor details were changed, of course, perfected, 
as we went along.

Senator H it c h c o c k . Were there 12 regional banks ?
Mr. W i l l i s .  Yes, sir.
Senator H it c h c o c k . With a Federal board of control?
Mr. W i l l i s .  I am not sure that that name was given to the board.
Senator H it c h c o c k . A board to be appointed by the President?
Mr. W i l l i s .  A, board of control; yes.
Senator H it c h c o c k . A board that Avas a board of public officials, 

appointed by the President ?
Mr. W i l l i s .  There were also banking representatives in the earlier 

draft of this bill, some banking representatives.
Senator R eed . On what?
Mr. W i l l i s .  On the board of control.
Senator H it c h c o c k . H o w  many banks wrere provided for?
Mr. W i l l i s .  I do not know that I recall exactly. The first draft 

of the bill, in any perfected form, became public at some time during 
last June. It wTas given out then to the newspapers from some source, 
and the data are all given there. I think it would be better, proba
bly, to refer to that.

Senator H it c h c o c k . In the newspapers?
Mr. W i l l i s .  It was given out and was printed by them.
Senator H i t c h c o c k .  Some of the members of this committee want 

to get an idea of how this bill had developed.
Mr. W i l l i s .  The bill has been developed, as I have said, Senator, 

with the cooperation of the Committee on Banking and Currency, 
by a gradual process of study, extending over about 18 months; and 
as far as my relation to it is concerned it has been, as I have said, 
that of an advisor and investigator. I have done what I could to 
advance the work, doing what ordinarily falls to one acting in that 
capacity, carrying out the instructions of the chairman at each stage 
of the process, consulting with him and doing what I was instructed 
to do.

Senator H it c h c o c k . What was the size of the board, Mr. Willis?
Mr. W i l l i s .  It seems to me—I dislike, Senator, to give this data 

simply from memory, and can speak only subject to the qualification 
that I am speaking merely from memory, because there have been 
so many different changes and drafts—that in this draft which be
came public, and which was the first perfected draft, there was pro
vision for two representatives from each of the regional bunks; 
that is, a so-called commission was appointed, or elected, rather, and 
then a given number of Government executive officers were ex officio 
members of that body. That made a rather large body of, perhaps, 
25 or 30 men.

Senator H it c h c o c k . I f  there were two from each regional bank, 
there would be 24 of them.

Mr. W i l l i s .  Well, in this bill I speak of, I  think the number of 
banks may have been 15. That was the first number hit upon.
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Senator R eed. That would be, then, 30 men directly representing 
the banks?

Mr. W i l l i s .  Yes.
Senator R eed. Then you added to that bank representation of 30 

the Secretary of the Treasury and who else?
Mr. A V illis . I think the same officers who are mentioned in the 

present bill, the Comptroller of the Currency and the Secretary of 
Agriculture.

Senator R eed. So the Government would have three representa
tives and the banks would have 30 representatives?

Mr. A V il l i s .  May I  c o n tin u e  th e r e ?
Senator R eed. Yes.
Mr. A V i l l i s .  This board was merely an advisory or consultative 

body which elected an executive committee, and that committee was 
vested with all the powers of the advisory body. In the executive 
committee, which, I think, consisted of nine members, there were 
three ex officio Government officers, and I think three who were 
chosen by the banks, and three who were designated by the President 
of the United States either from this commission or outside of it. 
A  provision was made, however, that bankers who became members 
of the executive committee should resign all banking connections. 
The effort was to get a board which fairly represented the business 
interests of the country and the Government to act jointly.

Senator R eed . AATas that the stage in which this bill was before it 
was submitted to Senator Owen?

Mr. A V i l l i s .  I beg your pardon?
Senator R eed. AVas that the stage in which this bill was when the 

draft of it was submitted to Senator Owen?
Mr. A V i l l i s .  I can not recall in detail, as I  say, the exact stages 

through which the bill went. Senator Owen went over different- 
drafts of the measure as we went along, and cooperated in shaping 
the terms of it.

Senator R e e d .  At one time was there not a discussion or argument 
between Senator Owen and yourself in regard to the proposition 
as to whether the Government was to have the ultimate control or 
whether the banks were to have the ultimate control?

Mr. A V illis . I do not recall such a discussion, Senator. Let me 
say at this point, however, that my feeling at that time was that it 
would be desirable to have certain banking representation on this 
board. I thought that by so doing we could get into closer touch 
with the banks of the country, and would have their advice, etc.; 
that if the membership of the board were partly selected from the 
best bankers, then called upon to resign their banking connections, 
their connections with banking institutions, so that they would be
come the servants of the public, you would have a stronger board for 
practical purposes than otherwise you would have. That was the 
view of Mr. Glass, as I understood it. and was a view in which I 
concurred.

As he worked further on the subject, I think he came to feel that 
the board should consist entirely of public appointees. AA'hen that 
idea was suggested to me, Mr. Glass and I had some discussion of 
the matter, I recall. I do not remember in detail what it was. I 
think I said to him that it seemed to me that the entire elimination
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of bankers from the board would tend to lose us a good deal of sup
port for the bill, and might result in weakening the plan in practical 
operation.

That view was not accepted; but the form of the commission or 
board was made what it is. And since then I have devoted a good 
deal more of study to the thing, particularly in view of the rather 
extensive public criticism that has been visited upon the mode of 
control; and I think that the board, as now provided, consisting ex
clusively of public officials, as it does, is a good one and one that 
can be trusted.

Senator O ’G orm an. Are you still of the opinion that Cabinet 
officers should be members of the reserve board ?

Mr. W i l l i s .  I think, Senator O’Gorman, that the Secretary of the 
Treasury, by all means, should be, even if his connection with the 
board were merely pro forma, in order to give him an active connec
tion with this board; for although it is true that the form of the bill 
as now presented contemplates the taking of the general funds of 
the Treasury, the commercial funds of the Treasury, out of the 
Treasury and the placing of them in the banks, it is a fact that the 
disassociation of the funds from the Treasury would not be com
pletely effected for a good while, and the immediate cooperation of 
the Secretary of the Treasury would be very necessary at every 
point. I therefore------

Senator O ’G orm an (interposing). Well, would not the board, con
sisting of public officials, always have the cooperation of the Secretary 
of the Treasury ?

Mr. W i l l i s .  Yes.
Senator O ’G orm an. Even though he were not a member ex officio 

of the board ?
Mr. W i l l i s .  I think that is perfectly true. At the same time, per

haps partly for sentimental reasons, I should prefer myself to see the 
Secretary of the Treasury a member. As to the other two officers------

Senator O ’G orm an (interposing). Right there, if you will permit 
me to ask another question: It has been suggested to us at different 
times, as a reason for the exclusion even of the Secretary of the 
Treasury, that this board should not be what we describe as a political 
board, but as far as possible it should be divorced.

Mr. W i l l i s .  Yes.
Senator O ’G orm an. From partisan suspicion or activity.
Mr. W i l l i s .  Yes.
Senator O ’G orm an. And it has been said, in that connection, that 

a President usually selects for Cabinet positions men who have been 
active politically.

Mr. W i l l i s .  Yes.
Senator O ’G orm an. And that we may not always have as valuable 

a Secretary of the Treasury as we have at the present time.
Mr. W i l l i s .  Well, I agree fully with that view in general. But I 

believe from what I have seen of our Secretaries of the Treasury dur
ing a series of some years observation here, that the Secretary of the 
Treasury is usually able to disassociate himself from purely commer
cial considerations; and I do rather strongly feel that he should be a 
member of this board. I see no reason why the Secretary of Agricul
ture should be a member of it.
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Senator O ’G orm an. Why did you suggest that the Secretary of 
Agriculture should be a member in the first place?

Mr. W i l l i s .  Well, I do not know that I did, Senator O’Gorman.
Senator O ’G orm an. O h, I  beg your pardon.
Mr. W i l l i s .  Senator Hitchcock also spoke of my having suggested 

various things—as if I had necessarily suggested or favored every 
point in this bill. Let me say at this point, right here, that I believe 
it to be a good one, recommend its enactment, and am heartily in sym
pathy with it; but that there are a good many things in the bill that 
I do not agree with.

Senator O ’G orm an. Well, now, it is in that connection that I  want 
to ask a few questions. I am not much concerned about the genesis 
o f this bill.

Mr. W i l l i s .  Yes, sir.
Senator O ’G orm an. I am not concerned about the authorship of it, 

but as you are a student of banking and currency I would be glad to 
know whether you would make any suggestions at this time looking 
to the modification of the bill?

Mr. W i l l i s .  I should be glad to do so; and I  had intended to take  
that up when I was diverted to the early work on the bill, etc. I f  it 
be your pleasure and that of the chairman, I will take that up now.

Senator O ’G orm an. Very good.
Mr. W i l l i s .  I said a moment ago that it seemed to me that this 

bill was a good one, and that I heartily recommended its enactment. 
I  repeat that, and I also repeat that I think there are some serious 
defects in the bill at the present time, and that there are some tech
nical defects in it; and I believe further that there are certain con
cessions or changes that might well be made in the measure for the 
purpose of meeting criticisms that have developed, and for the pur
pose of strengthening it before the public without materially inter
fering with its general objects.

I will now turn, with your permission, to the points that strike 
me as rather serious defects in the bill.

In getting this bill into successful operation I think it will be 
necessary to have the banks which are engaged in operating the sys
tem act harmoniously, and so far as possible, in strong sympathy 
with the plan. I say, if it be feasible to get that under reasonable 
conditions.

In the second place, I think it is very desirable, in order to get 
that cooperation from the commercial banks of the country, that they 
should be in a measure protected to an extent that will enable them 
to continue as active commercial banks.

Now, in this bill as it stnnds to-day provision is made for allowing 
State banks and other banking institutions to become members of the 
organization upon practically the same terms as national banks. 
That means that instead of measuring up to the strongest unit in your 
system you are rather inclined to measure down to the weakest. In 
other words, the bank which is organized under the least stringent 
and the least satisfactory laws is the one that can come into the 
system, get the advantage of what it holds out. and at the same time 
extend its business broadly under the less stringent laws to which it 
is subjected.
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Now, the national banking system, as you are all aware, has to-day 
as its striking characteristic the note-issue function.

Under this bill it is to be expected that that note-issue function 
will be gradually eliminated, and that at the end of 20 years it will 
disappear.

Under those conditions what would be the reason why a bank 
should organize as a national bank, rather than as a State bank? It 
seems to me that there will be no such reason, except the mere prestige 
of the name “ national,” and the somewhat closer relationship, pos
sibly, between the national bank and the Treasury and the Govern
ment, than would exist between the State bank and the Government.

It has been stated by not a few critics of this bill that it would 
probably tend to extinguish the national system, so that in the last 
analysis you would have a corps of 12 reserve banks, or as many as 
you decide upon, presiding over groups of member banks organized 
under the laws of the States. I think that that, like all extreme or 
general statements, is probably pretty far from the truth; but I 
also think that the tendency would be quite strongly in that direc
tion. I do not think that should be allowed to occur.

Senator O ’G orm an. D o I understand you to say that, in your judg
ment, the adoption of this bill as it now stands would be likely to 
induce a number of the national banks to surrender their charters?

Mr. W i l l i s .  N o, sir; I  did not say just that. What I  meant to 
say, Senator O’Gorman, was that I thought that new banks—men 
who were contemplating going into the national banking system— 
would be more likely under this bill to organize with State charters 
than they would with national charters; certainly in many parts of 
the country.

Senator O ’G orm an. Well, would not the same reasons that would 
induce men embarking in banking enterprises to take out State char
ters also be likely to induce some .of those who held national charters 
to surrender them and change into State banks?

Mr. W i l l i s .  There would be that tendency; but, of course, it 
would be held in check by the existing situation as to bonds.

Senator O ’G orm an. Well, what is your suggestion?
Mr. W i l l i s .  I will come to that more fully later. Now, to sum up 

my first objection, I think that in this bill State banks in order to be 
eligible for membership in the system ought to conform to the same 
limitations upon business as national banks.

Senator Reed. Now , let me understand you on that point------
Senator N e lso n  (interposing). Then they would not come in at all.
Mr. W i l l i s .  The State banks would not?
Senator N elso n . No.
Senator Reed. Let me understand this, because it is a matter of 

very great importance. Would you, then, add to the powTers of the 
national banks a provision making them broad enough so that they 
could exercise substantially the functions now exercised by State 
banks and trust companies, or would you let the present national act 
stand substantially as it does and prescribe the character of business 
which could be done bv the State banks and trust companies upon 
coming into the system?

Mr. W i l l i s .  I was just coming to that point, Senator Reed.
Senator Reed. Very well.

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



BANKING AND CURRENCY. 3021

Mr. W i l l i s .  That is my second point. I mentioned two very 
serious defects in the bill. May I just take that up in my own way?

Senator R eed . Certainly.
Mr. A V illis. Secondly, I  recommend the entire elimination of the 

savings-bank section as now given in this bill, so that a national bank 
would be restricted to its present line of business.

Senator R eed . Well, that was not in your bill when it was intro
duced?

Mr. A V illis. In what bill, Senator Reed?
Senator R eed . It was not in the bill when it was first introduced* 

was it ?
Mr. AAriLLis. The savings section was introduced shortly before the 

bill was reported to the House.
Senator R eed . I say, it was not in the bill when the bill was intro

duced in the House?
Mr. A V illis. No ; I think it was not.
Senator R eed. It was added by the caucus, was it not ?
Mr. A V illis. My memory, Senator, is that that was done while I 

was not present. But I am speaking merely from memory. My 
memory is that it was added in the committee, during the prelimi
nary work in the committee, and then ratified by the caucus.

Senator R eed . Yes. Very well.
Mr. A V illis. Now , those two changes, I  think, should be made 

in the bill with a view to making this corps of banks a strong body 
of institutions, organized for the purpose of doing a strictly short
term banking business.

Senator N elso n . AA7ould you limit the statement to that also?
Mr. A V illis. I should make them conform, Senator, in every re

spect, so far as it could be legally done, to the restrictions upon the 
national banks.

Senator N elso n . Of course wTe could provide as to that, that they 
could not come in except under that condition.

Mr. AA7i l l i s .  That is what I have in mind.
Senator N e ls o n . And you think we ought to do that?
Mr. A V illis. I do.
Senator N e ls o n . Then you would fence them out pretty effectu

ally from the system?
Mr. A V illis. AVell, I do not undertake to pass judgment on that. I 

think a good many of them would come in just the same, because the 
strongest State banks are, of course, to-day just as strong as many 
of the national banks. But that is a matter of opinion wholly, and 
I would not attempt to hazard anything more than a conjecture 
about it.

Senator O ’G orm an. Let me ask you a question right here. I f  we 
are attempting to improve and extend our national banking system, 
why should we attempt to make a provision which will relate to 
State banks? AA7hy should we not confine our effort to an im
provement of our national banking system—if it be sufficiently at
tractive ? And after we accomplish the improvement, it may induce 
State banks to surrender their State charters and come into the sys
tem. I would like to know why we should attempt in this measure, 
with the constitutional limitations on our power, to legislate for 
State banks?
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Mr. W i l l i s .  Well, that is practically the idea that I have sought 
to express.

Senator O ’G o r m a n . Well, do you mean we ought to eliminate 
what is now in the pending bill with respect to State banks and trust 
companies coming into the system?

Mr. W i l l i s .  N o ; I think they should be permitted to come in, 
if they are willing to conform in every reasonable respect to the 
national banking act.

Senator O ’G orm an. Well, you encounter the difficulty, then, sug
gested by Senator Nelson, that a State bank is permitted to enjoy 
functions which you would curtail and limit in the case of a national 
bank.

Mr. W i l l i s .  I should say to the State banks that they should stay 
out of the system if they are not willing, in every respect, to come 
up to the national banking standard. To sum this up, my feeling 
about the proposed plan is that it should provide a strong, select 
corps of commercial banks, bound by the most rigid requirements 
of modern banking practice, to keep their assets in a fluid condition 
and to live up to stringent examination and investment standards.

Senator O ’G orm an. Yes. You may proceed.
Mr. W i l l i s .  N ow , I said I thought there were technical defects or 

blemishes in this bill.
Senator O ’G orm an. Pardon me; before you proceed to technical 

defects, have you now exhausted what you conceive to be the serious 
and substantial defects?

Mr. W i l l i s .  Those are, to my mind, the points in which the bill 
is seriously at fault; yes, sir.

Senator O ’G orm an. Well, then, will you briefly recapitulate the 
serious, substantial defects?

Mr. W i l l i s .  First, the admission of State banks subject to their 
existing conditions of law and operation.

Second, the weakening of the national system by the introduction 
of a savings section which would enable the national banks to com
pete, in a way, with State banks, and to tie up a considerable part o f 
their capital in other than purely fluid funds.

I might add there—and this I do with much less certainty—that 
it has occurred to me that there might be some purpose served in 
permitting the organization of national trust companies, the same 
to be organized by the stockholders of national banks, and by them 
only, and to be operated for the purpose of taking over such business 
as did not properly fall within the sphere of a national bank, upon 
condition------

Senator O ’G orm an (interposing). You mean that would not fall 
within the sphere of a commercial bank?

Mr. W i l l i s .  Yes, sir; upon condition that such banks should there
upon disassociate themselves from the present relations they bear 
to State trust companies organized in the same way—a kind of joint 
ownership of stock plan------

Senator N e lso n  (interposing). Would you have them related?
Mr. W i l l i s  (continuing). O f which there are, I understand, about 

300 cases in the country.
Senator N e lso n . Would you have these trust companies, then, as 

appendages of national banks?
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Mr. W i l l i s .  They would be that; yes, sir.
Senator N e ls o n . Well, what is the difference between appending 

a trust company to a national bank and appending a savings bank 
to it?

Mr. W i l l i s .  The difference is, as I  understand it, that in this sav
ings question there is no sufficient segregation or differentiation be
tween the savings department and the commercial, but they are 
simply departments of the same corporation. My feeling in the 
matter is that a banking corporation organized under the national 
law should be solely devoted to commercial business, and should be 
organized for the purpose of carrying on that business in such a way 
as to make it a suitable member of this system.

Senator N e ls o n . But would you allow the same set of men that 
run the national bank to organize a company in the next room to 
that, or in the building close bv. a trust department as an attachment 
to it ?

Mr. W i l l i s .  But organize it under a separate charter, with differ
ent liability, and with a different kind of inspection, subject to com
plete differentiation of assets and possibly not allowed to have any 
direct dealings in the way of deposits or discounts with the bank 
itself.

Senator N e ls o n . Would you allow the. same set of officers and 
directors ?

Mr. W i l l i s .  I think I should allow the same set of directors, pos
sibly. I would not say with certainty about that. As I stated in the 
first place, I mean that merely as a means of meeting the apparently 
widespread demand for a provision enabling national banks to do in 
some way the business which at present is either driven away from 
them by the stringent requirements of the national-bank act or else 
is carried on by them under the fiction of separate organization of 
trust companies under State laws.

Senator SnA FR O T ii. In the State from which I come, Colorado, 
a savings bank can do a general mercantile business.

Mr. W i l l i s .  Yes.
Senator S h a f r o t h .  But when the bank fails the savings deposits 

are reserved in toto, and the depositors have a first lien upon all the 
assets.

Mr. W i l l i s .  I see. That is, they are preferred creditors.
Senator S h a f r o t h .  Yes; preferred creditors. That complicates 

very much the affairs of a failing bank.
Mr. W i l l i s .  Yes; I see.
Senator S h a f r o t h .  Because one side contends that the giving of 

interest on their deposits really ought to make them deferred; 
whereas, upon the other side, they say that these savings depositors 
are poor people that are putting their money in, and that therefore 
they should be preferred. I have generally favored segregation, 
myself.

Mr. W i l l i s .  Well, I believe in that—the complete segregation of 
liability.

Senator H it c h c o c k . Mr. Willis, had you finished your enumera
tion of the chief defects of the bill ?

Mr. W i l l i s .  I h ave, sir.
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Senator H it c h c o c k . Then, I want to draw attention to the fact 
that after this bill was reported in the House there was a very decided 
change in the market for United States 2 per cent bonds.

Mr. W il l is . Yes; I  know .
Senator H it c iic o c k . And I want to ask you whether you think 

that the bill adequately provides for our national credit?
Mr. W il l is . Well, Senator Hitchcock, may I reserve that point 

until later? That is a topic that I thought of taking up fully a 
little later on. With your permission I should like to deal with that 
later.

Senator H it c h c o c k . But I would like to ask you at this time 
whether vou think that result was due to a defective condition in the 
bill.

Mr. W il l is . D o you mean the decline in the Government bonds?
Senator H it c h c o c k . Yes.
Mr. W i l l is . I have thought somewhat upon that question. I do not 

think that it was. But I do think this, that the 2 per cent bonds are in an 
artificial condition. Their market is largely artificial, and always has 
been. I think that any great change in legislation that does not 
make an absolute, unmistakable, positive provision for the redemp
tion of those bonds at par—that is, I mean in the near future—may 
lead timid holders of those bonds to throw them on the market and 
thereby bring about a depression in their price; and while I, of 
course, can only advance an opinion on the subject I think that is 
what occurred in this instance.

Senator H it c h c o c k . Well, you do not believe, do you, that na
tional banks that intended to stay in the system as proposed in this 
bill would market their bonds?

Mr. W i l l is . Very few bonds in actual volume were marketed, 
Senator Hitchcock.

Senator H it c h c o c k . N o. But you believe, certainly, that the only 
bonds which were marketed were marketed by banks which were 
going to denationalize themselves, because they could not; accept the 
terms of this bill, do you not ?

Mr. W il l is . Not necessarily, I  should say. There are always 
banks that are getting rid of their bonds, selling them; and it might 
easily have been the case at that time that the banks were disposing 
of bonds for the purpose of retiring circulation.

Senator H it c h c o c k . Well, under the existing law they are not 
permitted to retire more than a very small proportion of their circu
lation.

Mr. W il l is . Certainly; that is true.
Senator H it c h c o c k . But if they denationalize themselves they 

will naturally retire it all?
Mr. W il l is . Yes; they would retire all their circulation, and they 

would sell their bonds if they could get a good price for them. I 
can conceive of the bonds being at a price where it would be better 
worth their while for the holders of them to continue to hold them, 
rather than sell them on thk market, as an investment security. Have
I answered your question ?

Senator H it c h c o c k . In part you have. But I wanted to ask 
whether you felt when you finally approved the House bill—as I 
believe you did—whether you felt that it took into account the fact 
that there were some 4,000 national banks in the country which prac
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tically derived no benefit from this bill at all, although they were 
required to give up one-tenth of their capital under it.

Mr. W il l is . Well, I  did not feel then, and do not feel now, that 
those banks derive no benefit.

Senator H it c iic o c k . Well, do you know of any bank having less 
than $100,000 in capital, doing business in a country community, 
which is not able to get all the rediscounts it desires under the pres
ent system ?

Mr. W il l is . I should not like to name any individual bank of that 
kind. I do not think I could.

Senator I I it c iic o c k . No; but you are aware that throughout the 
West and the South there are thousands of banks which at certain 
seasons of the year already rediscount their paper with their reserve 
agents ?

Mr. W il l is . Certainly.
Senator H i t c i i c o c k . And, of course, this bill gives them nothing 

they have not already got.
Mr. W il l is . I can not agree with that.
Senator S h a f r o t h . In times of panic it does.
Mr. W il l is . I could not take th at view  o f  it.
Senator H it c iic o c k . Well, are you familiar with the condition of 

these small banks in the country towns as they are at the present 
time?

Mr. W il l is . I have devoted as much attention to that as I reason
ably could. As I told you, however, I have not had a technical bank
ing experience and would not pretend to------

Senator N elso n  (interposing). Do you know the character of 
deposits of these small country banks?

Mr. W il l is . I th in k  so.
Senator N e l s o n . What are they?
Mr. W illts . Let me see if I understand your question.
Senator N e l s o n . D o you know the character of the deposits of 

these small country banks in a rural community—the nature of their 
deposits?

Mr. W il l is . Well, I  presume that they are made there in part by 
persons who have funds that they want taken care of and in part by 
local tradesmen and farmers going there to obtain discounts on their 
notes.

Senator N e l s o n . Are you aware of the fact that the bulk of the 
deposits in these small country banks are time deposits drawing 
interest ?

Mr. W il l is . I know a very large volume of such deposits exists.
Senator H itc iic o c k . Y o u  are familiar with the fact, now, that 

through the West, at the present time, and in the South there are 
possibly thousands of national banks which perhaps would dena
tionalize in case this bill passes as it has come from the House?

Mr. W il l is . I have heard that stated, Senator, without knowing 
exactly how much basis there was for it. Personally, I may say at 
this point that I do not think it would be physically possible for 
these banks to do that in any considerable number—any large number.

Senator H itc h c o c k . Will you state the reasons?
Mr. W il l is . The reasons why they would not denationalize?
Senator H itc h c o c k . Yes.
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Mr. W il l is . In the first place, an effort on the part of such a bank 
to «>o out of the national system would cause it a rather heavy loss 
on its bonds.

Senator H it c h c o c k . N o w , is not that fact what has caused the de
preciation of the bonds?

Mr. W il l is . I  do not think so, Senator. I  do not think that has 
been the cause of it; but, of course, I merely am expressing an 
opinion.

Senator H it c h c o c k . Suppose I told you I had received letters 
from 130 national banks in the State of Nebraska, outside of Omaha, 
most small national banks, and that 70 of them advised me they 
would denationalize if the bill passed as it came from the House ?

Mr. W il l is . Yes?
Senator H it c h c o c k . Taking that as a standard, how many small 

national banks do you think would denationalize throughout the 
United States?

Mr. W il l is . Well, I should say unquestionably that that number 
of letters represented a very strong disposition on the part of the 
banks to denationalize. 1 should add, however, to what I said a 
moment ago, in addition to the’question of the loss on bonds, there is 
this further idea------

Senator H it c h c o c k  (interposing). Let me stop you right there. 
Do you assume that Congress will pass a bill which will permit the
2 per cent bonds to go below par?

Mr. W il l is . I do not assume anything at all.
Senator H it c h c o c k . D o you think it would be right for Congress 

to do that?
Mr. W il l is . I think it is right for the Government to make proper 

provision for its debts, whatever that may be.
Senator H it c h c o c k . Suppose those banks did denationalize and 

retire their currency, would not that produce a stringency in the cir
culating medium?

Mr. W il l is . That is the point I wanted to speak of a moment ago.
Senator H it c h c o c k . Was that danger taken into account in fram

ing this bill ?
Mr. W il l is . Fully.
Senator H it c h c o c k . Was it felt any banks would denationalize?
Mr. W il l is . Under this bill, Senator, the bank, of course, which 

wishes to denationalize is subject to the same conditions as at present ; 
that is, it has to leave currency—lawful money—with the Treasury 
to the amount of its outstanding circulation. Now, under this bill 
provision is made for the depositing of those amounts in the Federal 
reserve banks. The Government, presumably, then would deposit all 
of those funds now classed as general assets in such banks. Now, let 
us assume for the sake of the argument that all national banks left 
the system. Assume, further, that these banks have $750,000,000 of 
bonds or of currency based on bonds. I think that is a little large, 
but we may use it as a round number.

Senator S h a f r o t h . $735,000,000.
Mr. W il l is . $735,000;000. It is evident, then, that the banks would 

have to leave with the Government $735,000,000 of lawful money, 
except in so far as they might have their own notes, which they would 
turn in. Now, the banks have to-day, say, in round numbers, $950,- 
000,000 of reserve money. In other words, an effort to do that would
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be out of the question. The banks could not do it, because they would 
be turning over to the new reserve banks the great bulk of their cash, 
if it be assumed that any banks at all went into the reserve system, so 
as to permit the organization of the reserve banks. Answering your 
question in another way, it was recognized, Senator, when the bill 
was framed that if it appeared that the banks were not willing to 
enter the system in large numbers, so as to make it effective and 
workable, it would practically be necessary to provide for the taking 
up of the stock of these reserve banks, to some extent at least, by the 
public at large, in order to get them organized and set them going 
promptly.

Senator H it c iic o c k . That was provided for in the bill?
Mr. W il l is . It was not; no, sir. But it was considered—fully 

considered. You asked me if that was gone over, and I said “ yes.”
Senator H it c iic o c k . The matter I  wanted to have you discuss was 

whether any account was taken of the effect- upon circulation by the 
denationalization, possibly, of 7,000 banks.

Mr. W i l l is . The conclusion we reached, Senator, was if the reserve 
banks were organized, as it was supposed they would be, on some 
basis, such retirements of circulation as might be effected by the de
posit of lawful money would be offset, as the funds would be put 
back into circulation immediately through the redeposit of that law
ful money in the reserve banks, where it would at once constitute a 
basis for rediscount. Do I make plain what I mean?

Senator H it c h c o c k . How could you have organized 12 reserve 
systems, with a minimum of $5,000,000 capital each, if any consider
able number of banks denationalize?

Mr. W il l is . A s I said a moment ago, Senator, it was thought then, 
in case any reason appeared for thinking many national banks would 
go out of the system—which I personally did not feel and have never 
been convinced of—that if that did occur it would be necessary to 
have the stock of the reserve banks thrown open to subscription by 
the public in order to do just what you indicate—that is, to get them 
started with a generous capital Have I covered the point?

Senator H it c iic o c k . Y ou have; but I do not see, then, that the 
retirement of perhaps $100,000,000 of national-bank notes would be 
provided for. It seems to me there would be a violent shrinkage of 
the currency and possibly a panic resulting through the refusal of 
many banks to join the sĵ stem.

Mr. W il l is . I will say this, Senator: In my opinion it would be 
an exceedingly unfortunate thing to have a great many banks leave 
the system. I f  by any reasonable means that can be avoided, it 
should be avoided, because the success of this system will depend in 
very large measure upon the existing banks, or a considerable num
ber of them, joining and loyally helping to put the thing into opera
tion. This bill is not a central-bank bill in the ordinary sense of the 
term, but it is a bill creating a series of reserve holding agencies. 
That is the distinguishing feature of the bill.

Senator N e l s o n . But why do you propose this discrimination in 
the matter of bank reserves ? In the country banks, as defined here, 
they must immediately deposit a portion of their reserves with the 
reserve bank.

Mr. W il l is . Yes.
Senator N e l s o n . Country banks?
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Mr. W il l is . Yes.
Senator N e l s o n . Other banks have 60 days in which to do it. 

Why do you make that discrimination, that country banks must de-
i;>osit the reserve immediately in these regional banks, while all the 
)anks in the reserve cities and central reserve cities have 60 days 

in which to do it?
Mr. W il l is . I do not so understand the bill.
Senator N e l s o n . Y ou read it and see.
Senator S h a f r o t h . Even in that case, Senator, the bank has a 

year to determine whether it will come in, and it can be getting 
ready.

Senator N e ls o n . T o come in?
Senator S h a f r o t h . Yes; to come in.
Mr. W il l is . May I finish my statement? I was saying that the 

bill provided for a series of reserve-holding institutions. Now, it 
will be successful in large measure according to the degree in which 
it gets the reserves of the bank. I f  they do not come in, but leave 
the national system and become State banks, then, of course, there 
will be no obligation on them to deposit their reserves there. In 
other words, if you then threw open the subscription of the stock of 
those banks to the general public you would then be creating a sys
tem of Government banks—public banks. Now, I do not think that 
would be a desirable thing to do, unless you are driven to it.

Senator H it c h c o c k . Y ou do not favor the idea of a Government 
bank ?

Mr. W il l is . I do not mean to say that in this connection. I f  you 
want me to take that up now—I am getting involved in a good many 
broad questions—I will; but I was going to defer that until later. 
May I do that?

Senator H it c h c o c k . Certainly.
Mr. W il l is . I think, then, it is highly desirable to get as many 

banks as can reasonably be induced to do so to come into this system 
at the start, in order that the system may begin business with an 
adequate volume of reserves in the banks, ready for use in coopera
tive work for the maintenance of their credit.

Senator H it c h c o c k . I had a question or two I wanted to ask you 
that I omitted formerly. I wanted to ask whether you were the only 
expert who assisted the committee in framing the bill?

Mr. W il l is . I think I am the only man who occupied an official 
status in that way. We called in before the committee a good many 
men of very high expert authority, who testified upon different points 
as they came up, and told what they thought about given subjects.

Senator H it c h c o c k . Would you object to telling the committee 
whether Prof. Laughlin, of Chicago, approved the substance of this 
bill, in its fundamentals?

Mr. W il l is . I do not know  a n y th in g  about th at. I h ave never  
heard him  say.

Senator O ’G o r m a n . Were there any hearings before any committee 
at the time this bill was formulated ?

Mr. W i l l is . Not so far as I know, Senator, except those o f last 
winter. You mean in the House?

Senator O ’G o r m a n . Yes. The first time hearings were had with 
regard to this bill, and its provisions, were the hearings before the 
Senate committee?
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Mr. W il l is . I so understand it.
Senator O ’G o r m a n . During the last five weeks?
Mr. W il l is . I  so understand.
Senator H it c h c o c k . Y ou do not know that Prof. Laughlin had 

assisted the committee in any way?
Mr. W il l is . I am quite sure he did not. At least, if he did so, it  

was not within my knowledge.
Senator N e l s o n . Y ou said you were the only official expert. Who 

were the nonofficial experts that appeared before you when you were 
framing the bill ?

Mr. W il l is . Their names are given in the hearings. I could hardly 
give them all. Senator, but some of the principal ones were Mr. A. B. 
Hepburn, of New York, who I think was chairman of the American 
Bankers' Association Commission; Mr. Paul M. Warburg; Prof. 
Laughlin. of the University of Chicago; Sir Edmund Walker, a Ca
nadian banker, from Toronto; and a considerable number of other 
well-known bankers. Their names are all of record in the hearings. 
Then, in addition to that, the chairman of the committee sent out a 
large number of lists of questions and inquiries, and so forth, to ca
pable men. and their answers were at his disposal in making up his 
mind on what ought to go into the bill. So that I think a pretty full 
attempt was made to find out what the community thought on each 
important point as the work was done.

Senator O ’G o r m a n . In passing, I want to ask if I understand you 
correctly. The bill as prepared, as I understand it, was the result 
really of a collaboration of a number of people. Did you regard it 
as the best plan that could be devised at the time it was presented to 
the House?

Mr. W il l is . Under all the circumstances. Senator, of every kind, I  
felt then and I feel now, in all sincerity, that this plan is probably 
as good, subject to reasonable changes and improvements, and so on, 
as could be obtained.

Senator N e l s o n . Y ou admit it could be improved?
Mr. W il l is . I have already pointed out, Senator, two or three 

points which call for change, and I am going to indicate others.
Senator O ’G o r m a n . I understood you a while since to say that 

after further study and consideration, and as a result of the public 
criticism of the bill as offered in the House, you now see where the 
bill could be materially improved and you are proceeding to give some 
of the suggestions along those lines?

Mr. W il l is . No; not that. Senator. I think I said that as a result 
of further study, and so forth, I had come to feel that the placing of 
the reserve board entirely in the hands of Government appointees 
was a safe thing to do, and, on the whole, a way of handling the 
situation that was not open to criticism, all things considered. With 
reference to these other matters I am mentioning nowT, a number of 
them are points that I have felt for years ought to be included in any 
such bill.

Senator O ’G o r m a n . Were they included in the bill as offered in 
the House?

Mr. W il l is . Certainly not, and they are not there now.
Senator O ’G o r m a n . Did you advise their insertion at that time?
Mr. W il l is . I d id ; yes, sir.
Senator O ’G o r m a x . Your advice was not accepted?
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Mr. W il l is . They were not included in the bill.
Senator O ’G o r m a n . They were not acted upon ?
Mr. W il l is . They are not in the bill, as a matter of fact. N owt, as  

to the technical defects or blemishes in this bill, while a number of 
these might be mentioned, the only ones I think pressing are these:

First, as to the redemption feature. I have thought all along that 
redemption should be made in gold, or the equivalent of gold, such as 
gold certificates, and that the language “ gold or lawful money ” 
wTas probably not wrise. This country is now on a gold basis, and I 
think it is best to make the redemption direct in gold or gold cer
tificates for those notes.

Senator O ’G o r m a n . Y ou would strike out “ or lawful money” ?
Mr. W il l is . I should; yes. That language strikes me as being 

likely, possibly, to lead to some trouble. In a sense the difficulty is 
not serious; certainly not under ordinary conditions, because I be
lieve that lawful money redemption—which was accepted by the 
bankers in the monetary commission’s bill, by the way—would ordi
narily be sufficient.

Senator O ’G o r m a n . In passing, if you will permit an interrup
tion, it is apparent the bankers have learned something with respect 
to improving the banking system, even since the recommendations of 
the monetary commission.

Mr. W il l is . I always thought that feature of the Aldrich bill, 
along with many other features, was open to serious objection. Now, 
if you put that in there, and probably wThether you put it in or 
not, I think the Government should be given the power to get gold for 
redemption purposes by selling bonds, as it does now in connection 
with the greenbacks.

Senator N e l s o n . There is no such direct power in the bill now?
Mr. W il l is . There is not; no, sir.
Senator N e l s o n . And no other law by which they could sell bonds 

for this purpose ?
Mr. W i l l is . I think that it is a question whether they might not 

sell them under the existing law.
Senator N e l s o n . Under the law of 1900?
Mr. W il l is . Yes; because ultimately, Senator, the redemption 

would fall back on the fund behind the greenbacks, for which they 
are authorized to sell bonds.

Senator N e l s o n . They could sell to redeem them, but not to re
deem these?

Mr. W i l l is . But these wTould be redeemed in lawful money, and 
lawful money means greenbacks. In other words, they would re
deem in lawTful money, which would be redeemed in gold, which 
would mean it was redeemed by the $150,000,000 gold fund, which 
would mean that the Government had power to reconstitute that 
fund by selling bonds, which would mean, in the last analysis, it had 
power to provide for the notes under this bill if it had to. Under 
ordinary circumstances I do not think such a situation would ever 
come about, but I think it is better to avoid that criticism, since 
you practically have gold redemption there now, and simplify that 
provision by requiring their direct redemption in gold.

Senator H it c h c o c k . What objection was there to having a simple 
provision for a gold redemption in the House discussion?
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Mr. W i l l i s .  I  think that was discussed a good deal on the floor, 
Senator. I do not remember all of the arguments, but as nearly as I 
remember the only argument that impressed me seriously in that con
nection was this, that if you are going to do that, sincerity Avould 
dictate that you go further and retire the greenbacks, and it was sup
posed that was a thing Congress was not supposed to be ready to 
do. There was a multitude of arguments 011 the subject, but I can 
not recall them all now.

Senator H it c h c o c k . Why would it be necessary to go further and 
redeem the greenbacks if you made an arrangement to redeem these 
notes in gold?

Mr. W il l is . I f  you will pardon me, I did not say it, was, but you 
asked me what argument was mentioned, and I said that was the one 
that impressed my mind chiefly. I do not think it is a conclusive 
argument, as you see from the recommendation I have made.

Senator H it c h c o c k . The present greenbacks are redeemable in 
gold.

Mr. W i l l i s .  Yes.
Senator H it c h c o c k . Why were not these new notes made redeem

able in gold? I am referring now to your consultation on the bill.
Mr. W il l is . I think they should be.
Senator H it c h c o c k . Did the bill originally provide for that?
Mr. W il l is . I think not. I would not be positive on that point, 

but I think the lawful-money redemption was put in there on the 
ground that it was in the Monetary Commission bill and therefore 
represented something that had been indorsed by the banking inter
ests and to which they certainly would not object.

Senator H it c h c o c k . That is one thing I wanted to draw your at
tention to. The statement has been made before this committee by 
one of the witnesses that the banking interests largely influenced the 
original make-up of that bill.

Mr. W il l is . W h a t  b ill do you  m ean?
Senator H ltcilcock . Of the bill in the House, with which you were 

connected.
Mr. W il l is . Yes?
Senator H it c h c o c k . And that Prof. La ugh 1 in, president of the 

Citizens’ League, which was composed of bankers, was consulted, 
along with yourself, and the bill was finally made to his approval.

M r . W il l is . N o w , Senator, m ay  I  ask fo r  the nam e o f that Avitness?
Senator H it c h c o c k . Yes: that is Mr. Shiblev.
Mr. W il l is . I thought so. And I would like to say something 

about that. Prof. Laughlin was called before the committee just as 
others were called.

Senator H it c h c o c k . Let us first get the facts. Is he president of 
the Citizens’ League?

Mr. W il l is . No; I do not think he has any connection with it now. 
He never was president, so far as I know. He was a kind of repre
sentative, or perhaps had the position of chairman of the executive 
committee. I do not remember as to that.

Senator H it c h c o c k . Y ou mean he represented the Citizens’ 
League ?

Mr. W il l is . I d o ; yes.
Senator H it c h c o c k . And the Citizens’ League was an organiza

tion of bankers for the promotion of banking and currency reform?
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Mr. W il l is . It was an organization, nominally at least, of every
body who wanted banking and currency reform.

Senator H it c h c o c k . The bankers put up the money for it ?
Mr. W il l is . I have heard so a good many times.
Senator H it c h c o c k . It was stated they spent some several hun

dred thousand dollars in this agitation which resulted in this bill.
Mr. W il l is . I think that was testified to by Prof. Laughlin him

self before the Pujo subcommittee.
Senator H it c h c o c k . On January 8 of this year Prof. Laughlin 

appeared before the subcommittee of the Democratic House Commit
tee on Banking and Currency?

Mr. W il l is . Yes.
Senator H it c h c o c k . That was the subcommittee for which you 

were the expert?
Mr. W il l is . Yes.
Senator H it c h c o c k . He described himself as “ at the present time 

chairman of the Citizens’ League for the Promotion of a Sound 
Banking S}^stem.”

Mr. W il l is . Yes? Do you want me to continue that a little fur
ther, Senator?

Senator H it c h c o c k . I f  you care to. Inasmuch as it has already 
been testified to before the committee------

Mr. W il l is . I read that testimony, and I felt it was very unfair.
Senator H it c h c o c k . Unfair to whom?
Mr. W i l l i s .  T o everybody. And, if you will allow me, I will 

state the facts about that. When the hearings were held, I think it 
was the wrish of the chairman to have as many national groups 
represented in the hearings as possible; and to that end a good many 
were invited, but some of them never, I am sorry to say, put in an 
appearance. That is to say, the presidents of various organizations, 
manufacturers and so on, were invited to come. Some came and some 
did not. I remember the president of the Federation of Labor was 
invited to come, as were others in like position, but did not. Among 
the organizations that were to be represented was the American 
Bankers’ Association and the National Citizens’ League. The Na
tional Citizens’ League was represented by Prof. Laughlin, I think, 
and Mr. J. V. Farwell, if my memory serves me right. Prof. Laugh
lin urged a plan of his own, and then subsequently placed in the 
hands of the committee a draft of a bill which he said represented 
his views. Now, in order to test the statement of Mr. Shibley, all 
that is necessary is to take Prof. Laughlin’s testimony and read it 
and then take the bill that the committee finally reported and com
pare it with Prof. Laughlin’s bill—that is, the bill he prepared. 
I think you will find there was no resemblance whatever between 
the two, except the same family resemblance there is in all bills on 
banking reform in their general features. For instance, it has been 
repeatedly stated that this House bill resembles the Aldrich bill. It 
does do that, so far as it contains certain fundamental ideas which 
are found in all these bills. It also resembles the Fowler banking 
bill and various others. Now, as I recall the Laughlin bill, it was a 
bill of the same general type as all of these others, but, of course, it 
had its own special features. I do not recall that any of those were 
adopted or incorporated. The bill has never been made a secret of,
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so fa r  as I  k n ow , and I  have here a copy o f  it. w hich I  w ould be g lad  
to place at you r disposal.

Senator H itc h c o c k . Would you please place that in the record ?
Mr. W i l l i s .  I should prefer not to do that, if you have 110 objec

tion, Senator. The chairman of the House committee might allow 
that, but it was filed in the House committee and I do not think I 
would have the authority to do it. But my copy of it is at your serv
ice, if you wish to see it—you and the other members of the com
mittee.

Senator H itc h c o c k . The reason I sugested that is because of Mr. 
Shibley’s testimony.

Mr. W il l is . Let me say, most emphatically, that the statements 
referred to have no foundation whatever, but are unjust to everyone, 
as I said before. Prof. Laughlin is a known expert and authoritative 
writer on these subjects. He represented a pretty large organization 
and was therefore given a suitable hearing before the committee. 
That was his only connection with it.

Senator O ’G o r m a n . Did not he approve of the Aldrich bill?
Mr. W il l is . I th in k  he aproved a great m an y  ideas in it, i f  I  

rem em ber correctly.
Senator O ’G o r m a n . Did not he give the entire bill approval ?
Mr. W il l is . I should not say so.
Senator O ’G o r m a n . I have the impression he did.
Mr. W il l is . It m ay be so.
Senator H itc iic o c k . Let me quote Mr. Shibley’s statement in a 

few lines, as a text for you to discuss. He says, “ he outlined,” that 
is, Prof. Laughlin, “ a proposal for a currency and banking system 
that is almost exactly what became the administration bill.”

Mr. W i l l i s .  Eight there, Mr. Chairman, may I  repeat that the out
line of almost any one of these bills is similar to the outline of every 
other, just as there is a general resemblance between human skeletons. 
The differences come in when you begin to deal with the actual cloth
ing of them with flesh and blood.

Senator O ’G o r m a n . I s it possible Mr. Shibley had in mind that as 
the Aldrich bill provided for an organization controlled by the bank
ers, that your initial bill provided for an organization in which the 
bankers would have a very substantial representation?

Mr. W i l l i s .  Well, I do not know what was in his mind, of course. 
What I do know is that it is not a fact that any one organization, or 
outside individual more than any other, was instrumental in outlining 
or framing this bill, so far as I have any knowledge or belief.

Senator O ’G o r m a n . I think it is fair to say to you that none of the 
committee, so far as I am aware, disagrees with you on that proposi
tion.

Mr. W il l is . And, in further support of that, I  offer to place at the 
disposal of the committee my own copy of the bill that was suggested 
by Prof. Laughlin.

Senator H itc h c o c k . That will hardly be necessary, and your 
statement might be enlightening, somewhat.

Mr. W il l is . D o you care to have me go on now with the technical 
defects ?

Senator O ’G o r m a n . Yes: we want the benefit of your criticism of 
this bill.
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Mr. W i l l i s .  I think the language in this bill relating to the re
demption fund for Federal reserve notes, which is to be held in the 
Treasury, ought to be clarified and strengthened, and I think that 
the redemption fund should always be held in the Treasury in suffi
cient quantity to insure the regular redemption of any notes that 
may come in there. At present it is 5 per cent. I have been un
certain, from the start, and I should think that everyone would feel 
more or less uncertain, as to the adequacy of that 5 per cent. Now, 
to remove that, I believe that the Federal reserve board, if you 
should enact this bill or something like it—the Federal reserve board 
should be given power to require reserve banks to maintain such 
proportion of their 33  ̂ per cent reserve as may be necessary in the 
Treasury. That is, instead of having it a flat 5 per cent, to have it 
whatever experience may dictate. It might run as high as 10. Ex
perience would be necessary in order to find out, I think, exactly how 
much of that should be kept in the Treasury. Experience would 
indicate about how many of these notes came to the Treasury in
stead of going straight home. That, I think, is a somewhat im
portant matter, in order that the Government might never be em
barrassed through unnecessary delay in redeeming these notes. It is 
the more important in view of the fact that under the bill all com
mercial funds of the Government are to go into the reserve banks, 
so that it is thrown back upon this fund and must have enough of 
that to make the redemption successfully and promptly.

In the next place—a matter I think is probably more important 
than any of the other defects—the language of section 14, which re
lates to rediscounts, is unsatisfactory. It provides that—

Upon the indorsement of any member bank any Federal reserve bank may dis
count notes and bills of exchange arising out of commercial transactions; that 
Is, notes and bills of exchange issued or drawn for agricultural, industrial, or 
commercial purposes, or the proceeds of which have been used, or may be used, 
for such purposes, etc.

I can not help feeling that the language 46 or the proceeds of which 
have been used, or may be used, for such purposes ” opens a door 
of danger that perhaps would not be availed of but might be, and 
I should like to see that language stricken out and the rediscount 
section strengthened correspondingly.

Senator W e e k s. Let me ask you a question about the rediscount 
o f notes. Why should any of these notes in the ordinary course be 
presented at the Treasury for redemption?

Mr. AVil l is . Well, Senator Weeks, I think it is doubtful, as I said. 
I think it would be a matter of experience to find out how many 
would be. May I answer that indirectly? AVhy need any national 
bank notes be presented to the Treasury for redemption?

Senator AVeeks. Because that is the only place you could redeem 
them.

Mr. W il l is . Y ou could send them directly home. Now, I have 
heard of a bank’s making up a bundle of notes for redemption and, 
out of “ banking comity,” including in that bundle a number of notes 
issued by a bank across the street. It sends them to AVashington and 
has them redeemed there, and the AVashington authorities send them 
back to the bank across the street. Of course, I have no personal 
knowledge of such a case, but I have heard such stories told.
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Senator W e e k s . I do not think that is a remarkable story. There 
are bundles of bills coming back to the Treasury that have never been 
opened—new bills.

What I wanted to call your attention to was that there will be 
branches of the reserve bank or reserve banks all over the country. 
The member banks, if there are such, will do business directly with 
the branch with which they are connected, or with the bank with 
which they are connected, and they naturally would send their bills 
to those banks for redemption. I do not see why they should send 
them to the Treasury.

Mr. W i l l i s .  Senator, I  do not see any very serious or important 
reason why they should, but I think it is very hard to predict abso
lutely the course of commercial events, and I think it would be un
fortunate if we should find ourselves with a law that did not provide 
a definite gold fund there, although there was plenty of gold some
where.

Senator W e e k s . I think you are quite right about that.
Senator Pom erene. I am not sure that I understand. What is 

the particular vice you complain of in the phrase “ or the proceeds 
o f which have been used, or may be used, for such purposes ” ?

Mr. W i l l i s .  Because that introduces, Senator, an element of doubt 
or uncertainty into the judging of this paper.

Senator N elso n . It is pure guesswork, is it not?
Mr. W i l l i s .  Yes; I  think it is too hazardous. I  think the redis

counted paper, Senator—in line with my former statement about the 
necessity of making the banks strictly commercial institutions— 
should be only the cream of the paper; that is, paper growing out Of 
bona fide commercial transactions.

Senator O ’G orm an. Would that be a sufficient description of com
mercial paper—paper that has grown out of commercial transac
tions ?

Mr. W i l l i s .  I have had great difficulty, Senator, in framing a de
scription of commercial paper, and I suppose everybody recognizes 
that difficulty. You will notice that in this bill the provision was 
made that the Federal reserve board shall have the right to determine 
or define the character of the paper.

I f  you happen to recall, after the Aldrich-Vreeland bill was 
adopted there was found to be in that bill a provision about two-name 
paper, I think, the idea being to get the cream of the paper. Expe
rience speedily showed that in some parts of the West the best paper 
was single-name paper, so that Secretary MacVeagh, if I recall, gave 
out a rule that two-name paper was paper one of whose names was 
that of an indorsing bank; which I never felt was the real intent of 
the law, as I understood it. Now, I think that was a country as big 
us this, and with business interests as variable as they are, it is a 
pretty hazardous thing to try to introduce a definition of commercial 
paper into a law, and if you do not have that, then one would suppose 
it should be left to some proper administrative authority to settle. 
Hence the provision referred to here.

Senator H itc h c o c k . Let me ask you a question. Suppose a gen
eral merchant in a western town of 4,000 population goes into a bank 
and borrows $2,000 in order to discount a bill of goods that he is 
buying and get the cash discount. He draws his note for 90 days
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so that he will be able to make his sales of the merchandise pur
chased before the note matures. Is that commercial paper ?

Mr. W il l is . Will you kindly state that again?
Senator H it c h c o c k . A merchant in a small town, purchasing a 

bill of goods, desires to get the cash discount. He goes to his bank 
and borrows $2,000 for 90 days------

Mr. W il l is  (interposing). Securing it how?
Senator H it c h c o c k . Without security; it is his note.
Mr. W il l is . Yes.
Senator H it c h c o c k . Is that commercial paper?
Mr. W il l is . It is in the ordinary acceptation of the term.
Senator H it c h c o c k . Is it under the terms of this bill ?
Mr. W il l is . I think the language as used could be interpreted to 

cover that.
Senator H it c h c o c k . It is intended to cover that kind of paper ?
Senator N e l s o n . The merchant is substituting the bank in place of 

the seller of the goods.
Mr. W il l is . Certainly. It is undoubtedly paper that he can use 

in that way.
Senator H it c h c o c k . N o w , suppose a man in a town goes into a 

bank and borrows $2,000 for five months in order to help pay for 
some cattle he is buying to fatten. He makes the maturity of his 
note five months because before that time he will sell his cattle. Is 
that commercial paper?

Mr. W i l l is . That is another question of definition.
Senator H it c h c o c k . Did you intend to have that covered by this

bin? . . .
Mr. W il l is . I think that the introduction of this language here 

was intended to cover that, without doubt, and a good many other 
classes of transactions of even broader scope.

Senator P o m e r e n e . Senator, allow me to suggest this language 
here: “ Notes and bills of exchange issued or drawn for agricultural, 
industrial, or commercial purposes.”

Senator H it c h c o c k . Yes. Now then, if that is intended to cover 
it, why did you limit it to 90 days when many of the transactions 
out West and down South cover from four to five months ?

Mr. W il l is . I think I can say without violation of any confidence 
that that was a matter of very serious consideration and of a good 
deal of difference of opinion. After looking over all the data that 
could be had and consulting with the Treasury Department, I think 
those who were in charge came to the opinion that- there would be an 
abundant supply of this 90-day paper in the country. Secretary 
McAdoo sent out certain blanks to banks more recently, asking them 
how much there wrould be------

Senator H it c h c o c k  (interposing). That was not done at that 
time ?

Mr. W il l is . Certainly not; but we did at that time get all the data 
there were, and the later investigation has borne out our conclusion.

Senator H it c h c o c k . Did you call in county bankers to find out 
what paper they actually handled?

Mr. W il l is . Country bankers were before the House committee; 
yes, sir.

Senator H it c h c o c k . Who were they?
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Mr. W il l is . I can not remember their names now. May I add 
that there was a large correspondence with country bankers?

Senator H it c h c o c k . We have had a number of country bankers 
here, and I have had a large personal correspondence with country 
banks in my own State, and the almost universal testimony is that 
the demand they have for rediscounts is at the time they are making 
five and six months’ loans, and that that paper is unacceptable under 
the terms of this bill.

Mr. W il l is . May I add one thing right there? As I said a mo
ment ago the conclusion was reached that there was a sufficient sup
ply of the 90-day paper in the country. For that reason it was 
believed that enough of a vehicle was provided for letting out the 
funds of these Federal reserve banks into general use, and the con
clusion was reached that if there were a sufficient medium for letting 
out those funds everybody that was entitled to discount, whether his 
paper was technically rediscountable at the Federal reserve bank or 
not, would get the benefit of it. Do you follow what I mean ?

Senator H itc h c o c k . He would get it indirectly from his city cor
respondent ?

Mr. W il l is . Yes.
Senator H it c h c o c k , Does this bill contemplate that a country 

bank will still have its citv correspondents?
Mr. W i l l i s .  It does not distinctly say that it will have its city 

correspondents, but there is nothing in it to prevent that, and my 
own opinion is that in some cases that would continue to be the 
practice.

Senator H it c h c o c k . What has developed, as a matter of fact, Mr, 
Willis, is that the country bankers almost with one voice say that 
they get no benefit out of this bill, that 10 per cent of their capital 
is taken and their reserves impounded and taken away from the banks 
w7here they can get discounts, and that is the reason they propose to 
denationalize unless the terms of the bill are changed.

Mr. W i l l i s .  Well, as I  said before, Senator, if you reach the con
clusion as a positive fact that the terms of this bill are such that 
the banks can not come in and do their service to the community, 
then, of course, the bill is not going to perform its work and ought 
to be altered to such extent as to bring about participation on the 
part of the banks.

Senator S i ia f r o t h . D o you not think, however, that many of these 
statements and declarations are made for the purpose of obtaining 
concessions in this bill, and that they will come into the system?

Mr. W i l l i s .  I think that is human nature; just as, in the case of 
previous legislation, we have had statements and predictions of abso
lute panic and disaster contingent upon the adoption of some piece of 
legislation. In this case—without meaning to be in any way insin
cere or unfair—I think the attitude of a man who is going to be sub
jected to business inconvenience—and any great measure of this kind 
is likely to produce a great deal of business inconvenience—is to take 
a dark view of the situation.

Senator S h a f r o t ii . And to make threats as to what he will do.
Mr. W i l l i s .  T o look pessimistically at the future. I  think anybody 

is prone to do that—the banker no more than anybody else.
Senator H it c h c o c k . Perhaps you had better proceed, Mr. Willis.
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Mr. W il l is . I think those are all the technical defects I care to 
mention. Of course, scattered through the bill there are places where 
the language could be improved.

Senator M cL e a n . Have you had your attention called to the plan 
suggested by M r . Vanderlip before this committee yesterday?

Mr. W il l is . I have only read what the newspapers said this 
morning.

Senator M cL e a n . Have you read enough about it so that you are 
in a position to criticize it ?

Mr. W il l is . I should not like to do that upon a mere reading of 
an outline. In a moment, if you will allow me, I shall speak of that 
general type of plan.

Senator M cL e a n . Yes.
Mr. W il l is . N o w , I think there is a third group of changes that 

might well be made in this bill. They are changes that are not 
necessarily an improvement from an abstract standpoint, in my 
judgment, but they are changes that are likely to render it easier to 
get the system started, perhaps, and make it less burdensome.

The first is in regard to the subscription to the stock. It seems to 
me that the present subscription required—that is, 10 per cent paid 
up—has been complained of quite a good deal. I think perhaps it 
may be more than is absolutely necessary. I f it is desired to make 
a reduction in that and cut it down somewhat, I think that could 
reasonably be done.

Then the question has been raised whether the subscription to the 
stock should be absolutely compulsory, and whether it should be con
fined to banks. I f  there is danger of a good many banks leaving the 
system at first, or not coming into the system, then it seems to me 
that the public might wTell be allowed to participate in the subscrip
tions. That is, it might be stated that if within a reasonable length 
of time the total capital stock had not been subscribed—that is, 
enough to bring it up to the required minimum capital—by banks, 
the remainder should be open to general public subscription.

Senator H it c h c o c k . Mr. Willis, why should these banks own the 
stock at all?

Mr. W il l is . Why should the member banks own it?
Senator H it c h c o c k . Yes.
Mr. W il l is . I think there is no good reason for having them do 

so, except to interest them in the scheme and get them to take a more 
active part in running it.

Senator H it c h c o c k . The banks are not to be run for profit.
Mr. W il l is . Y ou mean these reserve banks?
Senator H it c h c o c k . Yes.
Mr. W il l is . No.
Senator H it c h c o c k . Why should these other banks that are or

ganized for profit be permitted to take any interest in it? They do 
not do it in any European country.

Mr. W i l l is . I do not think you can give any abstract reason why 
they should not.

Senator H it c h c o c k . Can you give a concrete reason ?
Mr. W i l l is . Concretely, it has been supposed in all these plans, I 

think, that by letting the banks control their own reserves in this way 
you would get them to take a more immediate and active interest in
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the starting of the system. I might say that was the practical 
reason.

Senator I I i t c i ic o c k . A s a matter of fact, would there not be a 
great advantage to the American system of banking if we could add 
$100,000,000 to the banking capital of the country, instead of simply 
taking it off at one place and putting it in at another?

Mr. W il l is . That is a matter I intended to speak of. The private 
subscribers, of course, would have to get their money somewhere. 
They will get it by drawing 011 their deposits in banks, so it will 
come to about the same thing—the banks will have to provide the 
money.

Senator I I it c iic o c k . There is a vast difference between their tak
ing their own funds and having their customers withdraw theirs.

Mr. W ilt . 1 s. Does it not come to about the same thing in its effect
011 the reserves of the banks?

Senator I I it c iic o c k . I want to ask you this: Suppose there is a 
community which has three banks of $1,000,000 capital each and an
other bank of $1,000,000 capital is established there. Does not that 
add $1,000,000 to the banking capital of that community?

M r .  W i l l i s . It h as  to be o b ta in e d  f r o m  so m e  source.
Senator I I it c iic o c k . 'But does not that add $1,000,000 to the bank

ing capital of that community?
Mr. W il l is . It does, if it is drawn from some outside community.
Senator I I it c iic o c k . Regardless of where it is drawn from. I t  

may be taken out of building operations or safety deposit vaults------
Mr. W i l l i s  ( i n t e r p o s i n g ) .  If th a t  is don e  it a d d s  to  th e  b a n k i n g  

c a p i t a l .
Senator I I it c iic o c k . Would it not be a good thing if we could add 

$100,000,000 to the banking capital of the United States?
Mr. W il l is . Certainly, if you could be absolutely sure of getting 

new capital.
Senator W e e k s . Let me suggest this, too, Mr. AVillis: If the banks 

subscribe to the stock themselves they are reducing their capital that 
amount. If their customers draw money out of the bank and sub
scribe for the stock the bank is reducing its liabilities that much.

Senator S h a f r o t h . But if you had outside capital come in the 
directors would have to be changed. It would not be right for the 
banks to name them. There would have to be a different system of 
electing directors.

Senator AÂeeks. That is easy enough.
Senator S iia f r o t ii . This whole system is intended for the benefit 

o f the banks, and that being the case, it seems to me the theory------
Senator I I it c iic o c k  (interposing). AAe have been led to believe 

this was not for the benefit of the banks, but for the benefit of the 
people.

Senator S i ia f r o t ii . It is for the benefit of both, but at the same 
time there is not any question that the right of a bank to go and 
cash its paper at any time is a great advantage to the bank, and inas
much as it does relieve them in their banking situation and make it 
more safe for them, and at the same time make it more safe for the 
people, it seems to me the bankers are the ones that ought to put up 
the money.
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Mr. W il l is . N o w , there is another suggestion that I  make with 
some hesitation, but in view of all that has been said I believe it 
would be a desirable change. Under this bill a bank can have a 
year to decide whether it is going to join or not. In view of the 
apparent unfriendliness of a good many banks toward the system, 
I believe that is rather too long. A bank can decide a good deal 
more quickly than that what it wants to do, and I incline to the 
opinion that that period—that is, the period in which it must decide— 
should be shortened a great deal in order to enable those who are 
charged with the organization of this scheme to know as early as 
possible how much they can count on. I do not mean I would 
shorten the time within which a bank has to give up its charter, 
but I think I should materially shorten the time within which the 
bank had to reach a conclusion. Just how short that period should 
be is a matter of opinion.

Senator N e l s o n . You mean by that that they may decide within 
a short time whether they will come into the system or not, but they 
will have a year to go into liquidation ?

Mr. W il l is . A year before they will be compelled to change their 
charters.

These, gentlemen, are the principal changes or concessions, if you 
call them so, that I thought of suggesting.

Senator N e l s o n . I called your attention a moment, perhaps out of 
place, to the fact of the discrimination in the deposit of reserves 
of the member banks with the regional banks. The country banks 
are required to deposit their proportion of the reserves immediately 
in the regional reserve bank, while tlie banks in the reserve cities 
and central reserve cities have 60 days in which to do it. That is, 
the country banks must plank down their share immediately, while 
the other banks, the big banks, have 60 days. Do you not think that 
is an unjust and unfair discrimination against the country banks?

Mr. W il l is . I f  that is the m ea n in g  of it, I do.
Senator S h a f r o t h . I th in k , Senator, the reason there w as a dis

crim in ation  m ade there is because the country banks u su ally  carry  
a h igh er percentage o f  reserves in  their ow n v a u lts ; and the city 
banks h a v in g  to be draw n  on fo r  such a large amount it Avas con
tended, I th in k , th at they should have a little  m ore tim e to replace 
the am ounts th at are w ith d raw n .

Senator N e l s o n . I call your attention to paragraph (a) on page 36:
If a country bank, as defined by existing law, it shall hold and maintain a 

reserve equal to 12 per cent of the aggregate amount of its deposits, not includ
ing savings deposits hereinafter provided for. Five-twelfths of such reserve 
shall consist of money which national banks may under existing law count 
as legal reserve, held actually in the bank’s own vaults; and for a period of 
14 months from the date aforesaid at least three-twelfths-------

I call your attention there to the three-twelfths; for a period of 14 
months from the date aforesaid they are to keep that.

Mr. W il l is . Yes.
Senator N e l s o n . Now, turn to the next page and you will find 

in line 22: “ After 60 days from the date aforesaid, and for a period 
of one year, at least three-eighteenths and permanently thereafter,” 
etc.

Mr. W il l is . Yes.
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Senator N e l s o n . N o w , you see in the one case the big banks have 
60 days in which to deposit three-eighteenths, while the others must 
deposit three-twelfths immediately.

Mr. W il l is . I see what you mean, Senator; I did not understand 
when you first spoke of it. The idea was this: You notice that the 
country bank is let down at once from 15 to 12 per cent. You see, 
its reserve then is released instantly.

Senator N e l s o n . But the city banks are released from 25 per cent.
Mr. W il l is . At that time, but they have to provide this 3 per cent; 

they have to furnish it right away.
Senator N e l s o n . That is not true as to all country banks.
Mr. W il l is . What is not true?
Senator N e l s o n . That they are assuming they furnish it to the 

country banks.
Mr. W il l is . I think the natural course of events under that pro

vision, Senator, would be this: A is a country banker with $100,000 
of deposits outstanding. Under existing law he has to keep 15 per 
cent reserve. Now, we will assume he is down to the legal minimum; 
he has $6,000 in cash in his vaults, and he has $9,000 on deposit in 
Pittsburgh, we will say. Now, this bill is passed. Under this law 
he has to keep 12 per cent, of which 3 per cent has to be in the reserve 
bank. Now, the natural thing for him to do would be to sit down 
and draw a check on his Pittsburgh correspondent and forward it 
to the reserve bank.

Senator N e l s o n . But you overlook the fact that a great many 
country banks keep most of their reserves at home. You are assum
ing that they keep everything above the 6 per cent in other banks.

Mr. W il l is . Yes, sir; but the figures show that the great majority 
of them do do that. I have no doubt, Senator, that in this case and 
a great many other cases throughout the bill there would be indi
vidual instances of hardship and injustice.

Senator N e l s o n . Why should not these country banks have 60 
days in which to deposit the three-twelfths as well as the big banks 
have 60 days to deposit their three-eighteenths?

Mr. W i l l i s . Y ou  have to make a start in your shifting of funds at  
some time.

Senator N e l s o n . But you should not make a start by making the 
little banks the victims.

Mr. W il l is . As T said before, Senator, if that is true in any con
siderable number of cases------

Senator N elson (interrupting). Did you observe this when you 
framed the bill?

Mr. W il l is . This section was changed more or less in committee, 
and I think there is no harm in saying that the language here used 
is not precisely the language that I myself would have used. I do 
honestly say, however, that there is, so far as I can see, no general 
hardship inflicted on the country banks that is not inflicted on others.

Senator R eed . N o w , let us say the country bank, having already a 
portion of its funds in the reserve bank, will draw those funds out. 
That will impose a burden upon the reserve bank, and therefore the 
reserve bank ought to be allowed an additional time in which to pay 
its own reserves?

Mr. W il l is . Yes, sir.
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Senator R eed . Did it ever occur to you that if you required the 
country banks to deposit at once, that that simply hastens the hour 
when the reserve bank would have to produce that money, and, 
therefore, that you did not help the reserve bank a bit by that 
process ?

Mr. W il l is . Y ou mean when the present correspondents would 
have to produce the money?

Senator R eed . Yes. In other words, to use an illustration, it is 
going to be required that you contribute $50,000 to a certain fund, 
and that I shall contribute $25,000, and I have $10,000 of my 
$25,000 with you.

Mr. W il l is . Yes.
Senator R eed . Therefore, the assumption is that I will draw on 

you immediately. Now, if you say to me I must contribute that 
immediately, I must therefore demand from you immediately?

Mr. W il l is . Yes.
Senator R eed . And just in proportion as you make me pay quick, 

I make you pay quick. I do not see what you gain.
Mr. W il l is . I see what you mean. It is quite possible that the 

language there is not satisfactory.
Senator R eed . It is true that the country banks do deposit, in the 

aggregate, a considerable portion of their reserves with the ordinary 
reserve banks of reserve cities, is it not?

Mr. W il l is . Yes.
Senator R eed . And it is true that the reserve banks in the reserve 

cities keep large deposits in the central reserve cities?
Mr. W il l is . Yes.
Senator R eed . This bill—it is also true that each dollar of bank 

money—money that is in banks, carries, on the average, about $8 
of credits, is it not ?

Mr. W il l is . I think so; yes, sir.
Senator R eed . N o w , if the country national banks have in their 

vaults $1,160,000,000 of the money of other banks, which is largely 
the reserves of other banks, and they are required to suddenly re
move those moneys from those banks, where are the banks going to 
get that vast sum of money ?

Mr. W il l is . Senator, that is a very pertinent question, and I  think 
if there is one thing in a great piece of legislation like this which is 
more important than another, it is this—that this is probably the 
most important question in the whole bill.

I f  you have looked into the report made by the House Committee 
on Banking and Currency on this subject, under the head of re
serves, you may have noticed there the computations which are made 
there. To sum those up briefly, it seems to me that the whole prob
lem comes down to this: Is the total amount of cash needed under the 
new legislation greater or less than the total amount of cash needed 
to-day ? The cash has got to come from somewhere, and if it is not 
available, it would have to be imported or else drawn out of ordinary 
circulation. The computations there seem to me to show that, allow
ing for the release of Government funds which would be deposited 
in the banks, although they are now tied up in the Treasury, the 
banking community would find itself about where it started, after it 
is put through.

Senator R eed . After it is put through?
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Mr. W i l l is . Yes.
Senator Reed. I am not talking about after it is put through. I 

undertand perfectly well that if this $1,160,000,000 of money that is 
now deposited with the national banks was safely transferred to the 
vaults of the Federal reserve banks there would be just as much 
banking capital available then as there is now, because after that had 
been done the banks of the system could rediscount their paper and 
secure cash.

I am talking about the process of formation. Let me illustrate 
it. I think these figures which I am going to quote are substantially 
correct, although they may be very far from the exact figures. I may 
be confused about them in my memory, but I am not going to wait to 
hunt them up, but they will serve for the purpose of illustration.

I think the banks in Kansas City alone have of country bank de
posits about $52,000,000. Of that sum, I think, about $35,000,000 
represents the reserves of country banks; and of that $35,000,000, 
under the provisions of this bill, there would have to be transferred 
about $22,000,000 into the Federal reserve bank by the country banks. 
That would necessarily imply a withdrawal by the country banks 
from the banks of Kansas City alone of that $22,000,000, in order that 
they might be prepared to send it on to the regional reserve banks,

Mr. W i l t  a s . Will you allow me to interpose there?
Senator Reed. Yes.
Mr. W i l l i s .  Your regional bank would probably be located in or 

close to Kansas City?
Senator Reed. The probabilities are—T just guess that there will 

be one at St. Louis.
Mr. W il l is . Yes.
Senator Reed. And not closer. Of course, it ought to be in Kansas 

City, because it is close to Kansas, and because it does more business 
than any other town of its size in the world.

Senator I I it c iic o c k . Except Salina. Kans. | Laughter.]
Mr. W il l is . I quite agree with you, Senator Reed.
Senator Reed. Those are the cold features, too. But this $22,000,-

000 now is loaned out to business men in Kansas City.
M r . W il l is . Y es .
Senator Reed. It is loaned to business men in Kansas, in Oklahoma, 

and in all that section of the country, to cattle men, to merchants, and 
to every class of people. And it carries, as I understand, this bank- 
ing capital carries a vast amount of credits.

Mr. W il l  is . Yes.
Senator Reed. Now , if there is no place for the banks of Kansas 

City to get that money from except two sources, and one is to contract 
their loans and the other is to withdraw a part of the money from 
eastern banks, which, of course, bring trouble to them—if that was to 
go on over the entire country, taking in Cleveland, Cincinnati, 
Omaha, San Francisco, and Los Angeles—and there is no use naming 
the list, because your mind will grasp it—what do you think would 
happen ?

Mr. W il l is . Senator, I  think the conditions produced in that way 
would be so inconceivably wrorse than any business disaster we have 
ever had in this country that they could not be spoken of in the same 
breath.
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Senator S h a f r o t ii . I f  it all had to be done at one time?
Mr. W il l is . Precisely.
Senator R eed . I am coming to what has to be dpne.
Mr. W il l is . May I  make a comment right there?
Senator R eed . Yes.
Mr. W i l l is . I think you said they could look for aid from two 

sources, first, the curtailment of loans, and second, by withdrawing it 
from eastern banks.

Senator R eed . Yes.
Mr. W il l is . I would suggest a third source, and the one which I 

believe if one were an active banker he would avail himself of. The 
banker would probably go to the regional reserve bank, or the Federal 
reserve bank—I prefer the latter term—and secure from it a redis
count of paper in his possession to such an extent as conditions would 
warrant. He would then retain such cash as he had as a basis for 
further operations.

Senator R eed . Y ou have not made any provisions in this bill for 
the rediscounting of paper until the bank is organized and ready to 
do business, and as a condition precedent to the opening of its doors 
for business you have required the deposit of this money with it.

Mr. W il l is . Y ou mean to say that the deposit has to be in hand 
before the bank can do business?

Senator R e ed . Y ou require, first, payment of the money. You do 
not say the payment of the money or deposit of securities ?

Senator N e l s o n . Your theory would lead to allowing them in 
depositing their reserves to deposit commercial paper instead of cash?

M r . W il l is . T o such an extent as the reserve b an k th ou gh t it w ise  
to perm it.

Senator N e l s o n . Does the bill permit that?
Mr. W il l is . Yes; it  does.
Senator N e l s o n . Instead of putting in the cash they can discount 

paper for that?
Mr. W il l is . In so far as the reserve bank chooses to permit that.
Senator R eed . Y ou say the bill permits that? Will you cite me to 

the clause?
Mr. W il l is . I can not cite any one clause, but the provisions are 

these: A  bank has to keep a specified amount of reserve—call it 12 
per cent in the case of the country bank. That reserve is to consist to 
the extent of five-twelfths of actual cash, which under existing law 
may be counted as legal reserve held actually in the bank’s own vault 
(you will find that provision on page 36, beginning at line 20). Then 
the bill is specific, and it says :
and for a period of 14 months from the date aforesaid at least three-twelfths, 
and thereafter at least five-twelfths, of such reserve shall consist of a credit 
balance with the Federal reserve bank of its district.

Senator R eed . That is another question. I am talking about the 
primary organization.

Mr. W il l is . May I  just finish that?
Senator R eed . Certainly.
Mr. W il l is . The words “ the date aforesaid ” refer back to the first 

line or two of section 20, where it says:
That from and ofter the date when the Secretary of the Treasury' shall have 

officially announced, in such manner as he may elect, the fact that a Federal
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reserve bans has been established in any designated district, every banking 
association within said district which shall have subscribed for stock in such 
Federal reserve bank shall be required—

And so forth.
My interpretation of that language is this: The banks must first 

put up the capital necessary to organize this Federal reserve bank. 
When the capital is in hand and the institution is ready to open its 
doors the Secretary of the Treasury announces the fact that it is 
ready to do business. And then, and from that time forward, the 
country bank must have five-twelfths of its reserve on hand in cash 
in its own vaults and three-twelfths on hand in the form of a credit 
balance on the books of a Federal reserve bank, we will say, at 
Kansas City.

The Federal reserve bank in Kansas City is opened, and the country 
banker somewhere near has taken stock in the Federal reserve bank. 
He has received his certificate of stock and has contributed, we will 
say, $10,000 to pay for it. On the 1st of October, 1914, let us say, he 
receives a notice from.the Secretary of the Treasury that the Federal 
reserve bank is ready to do business. It is necessary for him then to 
comply with the law. I should think that would mean that by re
turn mail, or as soon as reasonably convenient, he would do one o f 
two things—send to the Federal reserve bank a certified or a satis
factory check or would otherwise remit, or else he would see the 
Federal reserve bank and get it to give him a rediscount of satisfac
tory paper to the amount he needed.

Senator E eed. H ow would you do it under this bill? Here is the 
language, Mr. Willis:

That from and after the date when the Secretary of the Treasury shall have 
officially announced, in such manner as he may elect, the fact that a Federal 
reserve bank has been established in any designated district, every banking 
association within said district which shall have subscribed for stock in such 
Federal reserve bank shall be required to establish and maintain reserves as 
follows:

(a)  If a country bank as defined by existing law, it shall hold and maintain 
a reserve equal to 12 per cent of the aggregate amount of its deposits, not in
cluding savings deposits hereinafter provided for.

That 12 per cent is certainly the legal reserve now referred to and 
is of the same character of the legal reserve now referred to, to wit, 
it must be cash on hand, and that cash must be gold.

Senator N elson . Or lawful money ?
Senator E eed. Or lawful money. Now, it says:
Five-twelfths of such reserve shall consist of money which national banks 

may under existing law count as legal reserve, held actually in the bank’s own 
vaults; and for a period of 14 months from the date aforesaid at least 
three-twelfths and thereafter at least five-twelfths of such reserve shall consist 
of a credit balance with the Federal reserve bank of its district. The remainder 
of the 12 per cent hereinbefore required may, for a period of 36 months from 
and after the date fixed by the Secretary of the Treasury as hereinbefore pro
vided, consist of balances due from national banks in reserve or central reserve 
cities as now defined by law.

Now, we have a law and it requires the bank to keep a certain per 
cent of cash in its own vaults, or in the vaults of reserve banks, and 
nowT it requires the deposit with the Federal reserve bank of a por
tion of the reserve, which it says must be a credit balance. It also 
uses the same term “ credit’ balance 55 with reference to the money now

S. Doc. 232, 63-1— vol 3------ 71
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deposited with other banks, and that has never been construed to 
mean that they could put up notes. It is also construed to mean that 
they must have that much cash to their credit, and I do not think 
there is any question that this has to be cashed.

Mr. W i l l is . I feel very sure that that latter point is in accord with 
existing practice.

Let us imagine to-day that a bank is notified by the comptroller 
that it is $10,000 short in its reserve. Let us suppose that bank has 
the necessary amount of cash in its vaults—that is, 6 per cent—but 
its reserve balance with its reserve agent is below the necessary 
amount, so that its return to the comptroller is insufficient. There 
is nothing to prevent, in my understanding, subject to correction— 
there is nothing to prevent this bank, under this bill, from getting 
that reserve in this way if it desires. It goes to its city correspondent 
and asks for a loan, say of $10,000. The city correspondent asks it 
to supply satisfactory collateral, wThich is furnished, and thereupon 
the correspondent credits it with $10,000 on its books. In that case 
it has a deposit with its city correspondent, and has filled up its 
reserve to the required amount. The Federal reserve bank would do 
just the same thing, as I understand it, that is now done in that way 
bv the city correspondent. You see what I mean?

Senator R eed . Of course the city correspondent, being a regular 
bank for all purposes, can loan to another bank a certain amount 
of money, but when it has so loaned, the money becomes the money 
of that other bank, and is held as cash..

Mr. W il l is . And the same would be true of these banks.
Senator R eed . But you have not gotten past the difficulty at all of 

the contraction which occurs during the primary organization of 
these banks. Do you not think this bill ought to be amended so 
that that money is paid in more gradually?

Mr. W il l is . That is a point I have gone over many times w7ith a 
great deal of care, and here again I think there is no harm in stating 
that at one time the bill contained a provision for the gradual pay
ment of deposits into the Federal reserve banks. It should also be 
stated, however, that at that time the amount of the total reserves 
required was larger than it is now. The reserve was released later 
down to the level where it now stands, and intermediate stages were 
eliminated.

Answering your question specifically, I think there would be no 
serious harm, and there might be some benefit in spreading this oper
ation gradually over a longer period in just the way you suggest; 
but I do honestly believe, from the computations that have been made, 
that the reserve provisions as given here now would not cause a con
traction, unless the banks became overanxious and attempted to 
hoard money for some unexplained reason so that there was a short
ening of credit. That might occur, Senator, under any condition, 
if the banks took it into their heads to do that.

Senator R eed . We are making a reason for it. We do not want to 
make one of the conditions.

Senator H it c h c o c k . I would like to ask you, Mr. Willis, how the 
Federal reserve bank would be able to maintain a 33-J per cent reserve 
if its deposits were paid in paper ?

Mr. W il l is . Of course, Senator Hitchcock, the bank under this 
plan would start off with its capital. It has to maintain a 33-J per
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cent reserve. Assuming that the total capital of all these banks was 
$100,000,000—and it would be a little more than that if all the 
national banks went in—then they could grant discounts of $200y- 
000,000. It would also have very shortly Government deposits which 
would be in cash, and would enable it to extend its discounts some
what further.

Of course I do not want to say anything to indicate a belief that 
all its holdings would simply consist of these rediscounts. I say it 
might do that, and I think it should do it in all those cases where 
it was necessary to lighten the requirements in any given section in 
order to enable the banks to comply with the law without contracting 
the supply of loans in that district. Just how much that would be 
no one can state absolutely.

But what is very important, Senator, is to make absolutely sure 
that the total amount of money called for at any one time in the 
process of putting this into effect is not greater than the total amount 
of money required to comply with the reserve requirements to-day.

I have said to Senator Reed that I do believe that that condition 
is fulfilled by the existing provisions. If, however, on further evi
dence or additional study, this committee feels that the period of 
transfer would cause a hardship in the form of contraction of loans, 
I am absolutely in accord with what has been suggested—that is, 
that the process should be spread out over a longer period and be 
carried through more gradually.

Senator R eed . What do you say about 10 per cent of the capital 
of banks which shall be contributed in order to get a billion dollars 
of credits? Does not that necessarily involve a contraction on the 
part of the banks in order to transfer that fund over?

Mr. W il l is . Senator Reed, of course every investment of capital 
involves the application of that capital to a specified purpose. A 
hundred million dollars, taking the general capital commitments of 
the country as a whole, is not a large sum. I f  you take the total 
capital issues of the country for a year, $100,000,000 is not a great 
sum, and I think that considering the provisions for the release of 
reserves it could be effected without any hardship upon the country. 
I am fully in accord with the statement made by bankers, that they 
will get less money—that is, their income will be less on the invest
ment which they make in this way, even if they get fully G per cent 
thereon, than it would be if they were allowed to go on using this 
money in loans at the rate at which they are now lending.

Senator O ’G o r m a n . Would it be practicable to reduce this 10 to 
5 per cent?

Mr. W i l l i s .  Senator O’Gorman, I  suggested a few moments ago— 
I think you were out of the room------

Senator O ’G o r m a n  (interposing.) I was present, but I did not 
hear your suggestion.

Mr. W i l l i s .  I suggested that while I thought the 10 per cent was 
not too much, that I did not think it would do serious harm to cut it 
down somewhat.

Senator O ’G o r m a n . Let me ask you what would be the objection 
:o having the public furnish the capital for these regional banks?

Mr. W i l l i s .  That question was raised before, and I  will answer 
hat very frankly. That question is one which has given me a good 
leal of concern, also.

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



3048 BANKING AND CURRENCY.

These banks are not central banks, in the sense in which that term 
is rightly used. They are organizations of reserve holders. Now, 
the more you let the public in and the more you let the banks out, 
the more these reserve banks approximate to the status of ordinary 
banks, and the more they get away from the status of reserve-holding 
associations of banks. In my judgment, it is very desirable, abso
lutely desirable, if possible, if you can do it, by any reasonable ar
rangement that conforms to public opinion, to get the banks to go 
in and take up the stock, because they will be, I think, more inter
ested in the situation, and will come in more freely and will co
operate in the operation of the institution afterwards.

Senator O ’G o r m a n . D o you not think it would be more attractive 
if the banks were able to get the benefits without contributing any
thing except the deposit of their reserves?

Mr. W il l is . It might be; but the system would lose its purpose 
in part as a reserve banking system.

Senator O ’G o r m a n . Let me suggest this, and I would like to have 
your opinion on it. We have reason to doubt, in view of evidence 
that has been presented before us, whether a sufficient number of 
national banks would in certain regions enter the system in order to 
enable the regional banks to have a $5,000,000 capital, as required by 
the pending bills. Suppose the public in those and in all other 
regions be invited to subscribe to the required stock for each regional 
bank, and then the benefits of rediscounts will be extended to the 
national banks, they, on their part, being required to deposit perhaps 
half o f their reserves in the regional banks ?

Mr. W il l is . Yes. Senator, if that places their reserve in the re 
gional bank so that it gets the reserve and is a reserve holder, I should 
see no harm in the plan; but I think it is a very desirable change, and 
I  think it would bring about what has been sought by a good many 
people who have worked on banking bills—and was sought by the 
Aldrich bill, although in a very clumsy way—namely, the bringing 
in of the outside business community as a factor in the control of. 
these banks, so that I am entirely in sympathy with the general sug
gestion you make.

Senator O ’G o r m a n . Roughly, we will assume that these 12 regional 
banks might require a capital of $60,000,000 to $70,000,000. What is 
ymir judgment as to the probability of the public contributing this 
money, with a 5 per cent dividend return, without any privilege of 
voting the stock?

Mr. W il l is . May I  ask you there whether you mean what would be 
the probability of their contributing if they were allowed to borrow 
at the bank?

Senator O ’G o r m a n . No; I leave that out.
Mr. W il l is . Simply as a flat investment, you mean?
Senator O ’G o r m a n . Yes.
Mr. W il l is . Of course, my opinion on that is not worth much. 

That is an investment question. From what I have seen of the situ
ation, I believe the stock would be promptly taken up, because it 
would undoubtedly be what is called a gilt-edged investment of the 
very highest type. My opinion is that it would be taken up without 
any trouble at all.

Senator O ’G o r m a n . Then, if I understand you, your judgment i* 
that this bill might be improved by allowing the public to furnisl
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the capital of these regional banks rather than requiring the indi
vidual national banks to supply it ?

Mr. AVil l is . Provided that the banks were to keep their reserves 
with the reserve banks.

Senator O ’G o r m a n . Yes; that is part of the proposition.
Mr. W il l  is . 1 do th ink .so.
Senator O G o r m a n . Well, would not the danger of the contraction 

to which reference has already been made be lessened if the money 
was furnished by the public rather than by these national banks?

Mr. AVil l is . I do not feel at all certain of that, because, as I  said 
before, it seems to me that the funds will, in the last analysis, be 
drawn out of the banks.

Senator O ’G o r m a n . Out of circulation, in some way?
Mr. AVil l is . Yes; although it might be that a good deal would be 

drawn from State banks that would not come in anyhow. So I  w ill  
answer your question specifically, by saying that I think there wilS 
be a little less danger.

Senator O ’G o r m a n . AVell, now, having jrour opinion respecting 
that proposed change, what would be your view regarding a further 
change in the personnel of the officers of the regional banks, and 
instead of allowing the member banks within a region to really name 
six of the nine officers of a regional bank—and that suggestion was 
based upon the fact that they were to contribute the capital; under 
the suggestion I now convey to you they do not contribute the capital; 
that is contributed by the people— instead of having the member 
banks name those officers, why should not the reserve board here in 
AA7ashington name the entire number of officers of the regional 
bank?

Mr. W il l is . Name the entire nine directors, so that they would  
be under complete Government control?

Senator O ’G o r m a n . Absolutely a Government board.
Mr. AVil l is . And with the stock largely owned------
Senator O ’G o r m a n  (interposing). Entirely owned by the people.
Mr. AVil l is . Entirely owned by the people?
Senator O ’G o r m a n . Yes.
Mr. AVil l is . AVell, my feeling in that matter may be founded in 

part on sentiment, I suppose------
Senator O ’G o r m a n . What sentiment—charity?
Mr. AAriLLis. I beg your pardon?
Senator O ’G o r m a n . AVhat is the sentiment in your mind?
Mr. AAriLLis. The sentiment that I  think a man becomes more in

terested when he is responsible for doing something than when the 
Government does it for him. And I think if the public owned the 
stock in the way you speak of, that it would be very desirable that 
the public—that is. the stockholders—should directly elect at least 
a good many of the directors.

Senator O ’G o r m a n . AA7ell, they would be, practically, through the 
Government naming the entire nine.

Mr. AÂ il l is . But the Government is a far distant entity; it is not 
very close to the ordinary man.

Senator O ’G o r m a n . AVell, I hope it is a little closer to him than 
you seem to think it is.

Mr. AVil l is . I think the ordinary man would take more interest 
in these banks, and that the banks would be better run, if he has
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something to do with the appointment of the directors, than if the 
Government simply names a set of directors for him.

Senator O ’G o r m a n . D o you not think the public will be induced to 
place greater confidence in the regional bank if the Government re
serve board in Washington should name the nine officers of the 
regional banks ?

Mr. W il l is . Well, I think that depends entirely upon how the 
officers manage them. I f  they do well, it might be so. But I think 
that is a matter of experience.

Senator O ’G o r m a n . Well, you do not see any particular objection 
to that then, do you ?

Mr. WiLijfs. The objection that I spoke of before, that I would 
personally rather see the people who own the stock and are directly 
concerned in the matter elect a due proportion of them— a fair pro
portion.

Senator N e l s o n . Would not that be getting dangerously near to 
the money power?

Mr. W il l is . Would what be getting dangerously near to the money 
power ?

Senator N elson . T o allow the bankers, or the men who have the 
stock, to elect the managers of the regional banks?

Mr. W il l is . Well, I  assume that Senator O’Gorman does not in
tend to allow these subscriptions to stock, if there were voting power 
with them------

Senator O ’G orm an  (interposing). They would have no voting 
power at all.

Mr. W illis (continuing). To be held in a few hands, but that they 
should be more or less widely distributed.

Senator O ’G o r m a n . It is the idea that the stock be widely distrib
uted throughout the various regions.

Mr. W illis . Yes.
Senator O ’G o r m a n . And that the ownership of the stock carries 

with it no voting power; that the owner will be confined, probably, 
to his 5 per cent cumulative dividend.

Mr. W illis . Yes. Well, I  like the plan whereunder a man is 
called on directly to participate in the operation of the thing better.

Senator O ’G o r m a n . You approve now— I  do not know whether 
you have always approved—of the idea that the Federal reserve 
board should consist exclusively of Government officials ?

Mr. W illis . Yes.
Senator O ’G o r m a n . Well, if that be a good plan for the Federal 

board, why would it not be a good plan for the 12 regional banks ?
Mr. W illis . Well, Senator, that is a very incisive question: and it 

is one that I want to speak of.
Senator O ’G o r m a n . Then, will you speak of it now?
Mr. W illis . Yes; if I may. It seems to me that the peculiar 

feature, or one of the peculiar features, of this bill, and one that 
commends the plan to me especially, is the fact that it keeps the con
trol of the broad banking powers in the hands of the Government, 
while it leaves the actual transaction of banking operations to practi
cal bankers in the district.

I f  you had a large central bank, as some have proposed, wholly 
under Government control, or even largely under Government con
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trol, then you would have the Government directly “ in the banking 
business,'’ as the statement is. Now, I am aware that there are many 
people who do not look on that idea with any aversion. Personally 
I do not like it. and it does not seem to me to be in harmony with 
the general drift of things in this country. I prefer the idea of hav
ing the banking operations carried on by bankers, and controlled, 
within reasonable limits, by the people who have put up the cash 
with which to carry on the business; and to have the Government 
exercise such large, general banking powers as are necessary in the 
public interest to safeguard the welfare of the whole people.

The Aldrich plan, so called--the National Monetary Commission 
plan—would have had a central machinery, as well as the actual 
banking operations, very largely in the hands of the bankers, with 
what I thought was a too moderate degree of public control.

The proposed Government bank, operated by Government direc
tors. seems to me to go too far in the opposite direction, since it vests 
the Government with the function of banking—doing actual banking, 
through its officers of course. I do not like that, and T do not believe 
that you will get as good results in that way as you will in the other 
way.

This bill has been criticized, I notice, in a good many quarters, as 
putting the Government info the banking business. It seems to me 
that it takes the Government out of the banking business. That is, 
it puts the funds of the Government into commercial use. and then 
lets the actual process of banking be carried on in these country dis
tricts bv trained bankers, and it keeps Government supervision 
in the hands of Government officers.

As I stated before, I have felt in the past that a certain representa
tion of bankers—perhaps without votes on the Federal board—was not 
objectionable. But I do think that, however you make up the 
Federal board, it should be predominantly under the control of the 
Government.

Senator O ’G o r m a n . Yes.
Mr. W illis. It should be an organization for the exercise of large 

powers of supervision and control; while I think that the individual 
banks should be narrowly confined to business operations, going ahead 
on their own initiative, so far as that does not conflict with the 
general welfare. That strikes me as the distinguishing feature of  
this bill.

Senator O ’G o r m a n . D o you not think that the people in a regional 
district who contribute the money under the plan I suggest to supply 
the capital for the regional bank would have the right to have the 
President of their country, or his representatives in the reserve board, 
select the managers for the regional bank?

Mr. W illis. Y ou use the word “ right ”--------
Senator O ’G o r m a n . Well, would not it be a fair expectation?
Mr. W illis . It is not an arrangement that I --------
Senator O ’G o rm an  (interposing). Heretofore— if you will pardon 

me for completing my question—one reason principally, if not exclu
sively, given for having a banking representation in the regional in
stitutions, was that the bankers would furnish all the capital, and that 
they were entitled to representation in its control------

Mr. W il l is  (interposing). Yes.
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Senator O ’G o r m a n . And for that reason, under the pending bill, 
they would receive a two-thirds control.

Mr. W il l is . Yes.
Senator O ’G o r m a n . N o w , if the other plan should be adopted, that 

the bankers will not furnish the money, and therefore they will be 
relieved from that embarrassment—and as I view it this would make 
the whole plan more popular with them than if it was the other way 
—the only people furnishing the money being the public, it would 
seem to be a very consistent and reasonable expectation that public 
officials should be in charge of such banks?

Mr. W il l is . Well, the public officials would represent in that case 
the whole public.

Senator O ’G o r m a n . Yes.
Mr. W il l is . Whereas the stock would be owned only by a part of 

the public.
My feeling about that is that it is fairer and better to have the 

directors elected by that part of the public which owns the stock— 
that is to say, to have the work of technical banking carried on by 
men representing that part of the public which owns the stock.

And if you ask me why, then I can only answer that that question 
is a broad matter of point of view, which runs through a great many 
things, and is not peculiar to this at all. I believe, myself, that you 
get better results through private enterprise.

Senator O ’G o r m a n . Then what excuse is there for this reserve 
board, organized as the bill organizes it?

Mr. W il l is . The same excuse, it seems to me, that there is else
where, that unrestrained private enterprise goes to excess.

I do not regard the reserve board provided in the bill, as many 
people do, as an organization vested with enormous powers that are 
likely to be constantly used. It seems to me that the reserve board is 
little more, in ordinary times, than a sort of expanded or glorified 
Comptroller of the Currency. It has larger powers than he has. But 
this scheme is larger; and the scheme involves a good many activi
ties that the national banks can not now engage in.

In my conception of the reserve board, when once it has been organ
ized and put into operation, its activities would be very largely those 
of supervision, routine, comparison of conditions of credit here and 
there, and consultation with bankers from different parts of the 
country—and especially from the reserve banks—and the general 
working out of policies, smoothing out of wrinkles and securing a 
unification of work.

In times of panic or special stress, the reserve board has some 
reserved powers of a large nature, such as are given by the com
pulsory rediscount feature. But of course that is surrounded by 
so many restrictions in this bill that it could not be used, and would 
not be used except under very stern pressure, so that the reserve 
board, in time of panic or stringency, would be a very different 
organization from what it would be ordinarily.

Senator O ’G o r m a n . D o you not think, if the public furnished all 
the capital to regional banks, that the country banks, particularly, 
would be likely to be thoroughly satisfied with the system, instead 
of objecting as they do now ?
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Mr. W il l is . Well, I think it is awfully difficult to find out what 
a country bank will be satisfied with. [Laughter.] I have given 
it up.

Senator O ’G o r m a n . D o you not think the plan would be more 
popular with the country banks than the plan in the pending bill?

Mr. W il l is . Honestly, I do not know. I suppose, when this bill 
was formulated—seriously, I suppose that the fact that the banks 
had to come in, and that when they got in had control of their own 
funds and reserves, w7as going to appeal to them. But now, as a 
matter of fact------

Senator O ’G orm an  (interposing). Well, you understand, Mr. 
Willis, that the country banks lay great stress on two objections, 
which they urge very strongly: First, that because of the long 
maturities of the paper which they handle in their business, they 
will have but a modified advantage under the rediscount feature 
of this system.

Mr. W il l is . Yes.
Senator O ’G o r m a n . And, in the second place, that you are going 

to deprive them of their right to exact exchange charges.
Mr. W il l is . Yes.
Senator O ’G o r m a n . And those exchange charges, according to 

the testimony before us, amount in some cases to one-half of their 
net earnings?

Mr. W illis . With reference to that, I understand, first, what you 
say; I think that is a very concise and pointed statement of their 
objections. But, with all due respect to the country banks, and wTith 
all due allowance to the business inconvenience which this bill will 
inflict upon them, and which, in my judgment, any large plan of 
banking reform will inflict—we can not get any great thing with
out suffering—in spite of that, I do not believe that those two con
siderations are very good ones. The exchange feature of the bill 
we have not mentioned before------

Senator O ’G o r m a n . Well, the relieving of the country banks, and 
incidentally of other national banks, of the necessity of supplying 
the capital, will it not, to that extent, relieve the country banks of 
some of the burdens which this particular plan is intended to place 
upon them?

Mr. W i l l i s .  Well, that may be. I think 3^011 will find, however—  
this is merely an opinion, you understand, and I do not intend it 
in any invidious sense at all—but I do think that by the time you 
formulated that plan and got it before the country, there would 
be a new crop of objections to it springing up, and there would be 
some fearful flaw in it that would be found when you began to 
discuss it.

Senator R eed. Let me ask you another question: You have never 
had anv practical banking experience, have vou ?

Mr. W ilt  as. In the sense of actually engaging in banking, no.
Senator R eed. And among the men that were connected with the 

committee that made the draft of the bill was there an actual, prac
tical banker?

Mr. W il l is . Was there such?
Senator R eei>. Yes.
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Mr. W il l is . Some of the members of the committee were bank 
directors.

Senator R eed. Well, I mean a real banker?
Mr. W il l is . What is a real banker ?
Senator R eed. When I say a “ real banker ” I mean a man that 

goes into a bank and manages that bank or helps to manage that 
bank.

Mr. W il l is . The actual daily business?
Senator R eed. Yes.
Mr. W il l is . There was no man of that kind on the committee, so 

far as I know.
Senator R eed. Has it occurred to you that these complaints of the 

bankers, which you say spring up constantly, may have sprung up 
not because of the stubbornness or meanness of the bankers but be
cause the shoe that had been made for a No. 7 foot was required to 
be put upon a No. 10 foot, for instance, and therefore pinched?

Mr. W ili j s . With reference to that-------
Senator R eed (interposing). Now, I  do not say that to reflect on 

you at all; but you say there is no wav to satisfy them.
Mr. W il l is . And nothing I say is intended to reflect; very far 

from it. But with reference to the work of the committee. Senator, 
let me say this: As we worked along—as the chairman of the com
mittee worked along on this bill, technical points came up, you un
derstand, from time to time. And I sincerely think that no technical 
point was acted upon without solving all reasonable doubts, so far as 
that could be done, by communicating with practical men. I can say 
to you, perfectly honestly. Senator, that I would not have been will
ing to be connected with this bill and with the work of getting it up, 
and would not have done so if I had not felt that the greatest care 
was being exercised at every point in getting it into as good shape as 
possible, and harmonizing it, so far as possible, with the views of 
practical men.

When practical questions came up of exchange, etc., the chairman 
o f the committee did not hesitate to get the best advice that he could 
to the given provisions and as to how they would work; the views of 
the practical banker, then, were not ignored in getting this up.

As to the attitude of the banks toward it, vou use a striking figure 
of speech. There are a great many feet in this country; some of them 
are sevens, and some other sizes. We can not fit them all; and yet we 
have to pass legislation that is uniform. And I do think that any 
great bill that is passed in this way will pinch some feet and let others 
have more room than they need. The question is whether, on the 
average, the great bulk of the feet will be comfortable.

Senator R eed. Oh, no; I do not think so, I think that if I was in 
the shoe business I would try to make a shoe that would fit everything 
from babies to giants; or else I would advertise myself as limiting 
myself to one class of people.

I do not think that we have any right to draw a banking bill here 
for the purpose of benefiting a banking system and the country at 
the same time which will crush out of existence any class of banks.

Mr. W il l is . Neither do I.
Senator R eed. You say that the chairman of the committee, or 

somebody on the committee, obtained the views of practical bankers 
upon different phases of the measure. I have no doubt that was done.
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Mr. W il l is . Yes.
Senator R eed. And I am criticizing nobody.
Mr. W i l l is . I understand that perfectly.
Senator R eed. But I am asking you now this question: Whether 

you got the views of the distinctly country banker—by which I mean 
the man running a very small bank in a small community—and if so, 
which one of those bankers said that the bank could live and thrive 
and get along without any exchange?

Mr. W ili .is. Well, Senator, that question was gone into fully, and 
I know there was a large correspondence about it. I f  you want me 
to discuss the working of that exchange feature of the bill, I will do 
the best I can in showing how it would operate. That is a point we 
have not touched upon thus far.

Senator N elson . Over half of our banks -yes; two-thirds of 
them—are banks with a capital of $100,000 and less.

Mr. W il l is . Yes, sir.
Senator N elson . And we have over 2,000 banks of $25,000 capital.
Mr. W il l is . Yes.
Senator P om erene . How many banks of $25,000 capital?
Senator N elson . We have over 2,000 with $25,000 capital, and 

those little banks'are pinched worse than anybody else under this 
law; and they are the ones that have brought the banking facilities 
near to the people and gathered up the money from the stockings 
and bureaus, and everywhere else, and got into those little reservoirs. 
And they are the little reservoirs that have furnished capital for the 
big reservoirs.

And yet a good many of the features of this bill—and I call your 
attention here to the reserves—are a discrimination against them. It 
is a king of a a freeze out.” And I do not wonder at it; you are not 
to blame; you have never been among those country banks; you do 
not even know the character of their deposits.

Mr. W il l is . Senator Nelson, may I  assure you that very special 
attention was given to the needs of the country banks and that every 
effort was made to get at their views and, so far as possible, to con
sider them? You have been kind enough to say that you do not 
blame me for it. A Veil. I am not responsible for it in any case. But 
those who were------

Senator N elson (interposing). Oh, no; I do not blame you.
Mr. W illis (continuing). But those who were—the chairman of 

the committee and his coworkers—I do know gave very earnest 
thought to the needs of the country banker.

I believe that this bill, as I said before, is not going to be an easy 
thing altogether for all banks to put into effect, and there will be 
some hardship. I think. And I think the sa c thing is true of any 
other bill of similar scope. I do not believe you can get one that 
will change our somewhat antiquated and unsatisfactory system with
out doing that. The question is whether in so doing you are inflict
ing an unmerited hardship upon the banks; whether you are doing 
something you have no right to do and are taking away from them 
property rights which they have honestly and legitimately acquired 
and in which they ought to be protected.
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Senator N elson . D o you know, Mr. Willis, as a matter of fact, 
that in the panic of 1907 a large proportion of these little country 
banks kept open shop and never suspended for a minute ?

Mr. W il l is . Yes; I  do know that.
Senator N elson . It was the big banks that suspended.
Mr. W il l is . Yes; I  know.
Senator N elson . The little country banks kept open shop. And 

why did they keep open shop? Because they dealt with the people 
in their community; they had their money and they patronized the 
people that furnished them the money. Now, you are inflicting great 
hardships on them in this bill. And you do it for what you call the 
general good. You make those country banks a sort of sacrifice for 
your system.

Mr. W il l is . Well, of course I do not think that. I do not mean 
to be dogmatic in the n atter or to adhere too strongly to my views, 
but I honestly do not think that is the case. I have been trying to 
show you why I do not think so.

Senator O ’G o r m a n . Mr. Willis, have you expressed your individual 
views—your view as a student of banking and currency—as to 
whether the notes should be issued by the Government or by the 
banks?

Mr. W il l is . I have not spoken of that yet, but if you desire it I 
shall be very glad to do so.

Senator O ’G o r m a n . We will be very glad to have your views upon 
that question.

Mr. W il l is . My feeling about that is that as the bill is now 
framed------

Senator O ’G orm an  (interposing). Oh, no; I am not asking about 
the bill as drawn, and I do not wish you to be influenced—if I may 
make a suggestion—by any part you may have had in its formation. 
I am only asking your judgment upon the question as a student of 
banking and currency.

Mr. W illts. Yes: In everything I have said I am speaking as an 
individual. I could not act, under the circumstances, in any other 
way.

Senator O ’G o r m a n . D o you think the Government should issue 
the notes ?

Mr. W il l is . I f  I were speaking in my confidential relation to the 
bill, I could not have made any criticism on this bill, but I assume you 
want me to say what I think as an individual.

Senator O ’G o r m a n . Yes: entirely.
Mr. W il l is . And, speaking in that way, I do honestly think it is 

better to have the notes issued on the sole responsibility of the banks 
and without the Government participating in them, provided the 
notes are so amply and unmistakably protected that there can be no 
question whatever about their goodness.

In other words, I think the functions of the Government in con
nection with these notes, or with any other notes, is to make it abso
lutely sure, so far as it is humanly possible, that a note which is 
issued and goes into the hands of the public shall be good. I f  there 
is no other way to do that except by having the Government guaran
tee it. very well. But I think there are plenty of other ways. I
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think these notes, for example, would stand just as high in credit 
without the Government guaranty.

Senator O ’G o r m a n . Well, relativeh7, should the Government per
form any greater function with respect to these things than it per
forms with respect to the pure-food law?

Mr. W ilt /is. Well, that is a pretty broad statement. I mean that 
T do not think it ought to perform any greater------

Senator O ’G o r m a n  (interposing). 1 understood you to say a mo
ment ago- -and I rather was disposed to accept the statement as sub
stantially correct—that a government’s function ought to be limited 
to seeing that the notes that are circulated are going to be paid— 
represent good security.

Mr. W illis . I  will put it this way: I  do not think its function is 
any greater than it is in connection with a properly administered 
pure-food law.

Senator K eed . What would you do with the Constitution of the 
United States?

Mr. W il l is . I would leave it where it is.
Senator K eed . What do you do with it under the statement you 

have just made? There is something said in the Constitution of the 
United States about------

Mr. W illis (interposing). Coining money and regulating the 
value thereof?

Senator R eed . Yes: and it does not say anything about the Gov
ernment manufacturing food.

Senator O ’G o r m a n . Congress regulates that under other provi
sions of the Constitution: otherwise it could not do it at all.

Senator K eed . Yes; under the “ general-welfare ” clause.
Mr. W il l is . You come down to a general question now of “ money ” 

as distinguished from “ currency.” My feeling is that the notes are 
not money, but that they are one form of bank credit; and inasmuch 
as the notes are a form of bank credit, they should be manufactured 
and put out by banks under absolutely guaranteed and known 
conditions, with the most stringent kind of protection for those con
ditions and the most absolute guaranty that legislation can give that 
those provisions are honestly lived up to.

Senator N e l s o n . Would you not think 40 or 50 per cent reserves 
for the notes would be better than 33h per cent—for the circulating 
notes ?

Mr. W il l is . Y ou are asking me from an abstract standpoint ?
Senator N elson . Certainly.
Mr. W il l is . Well, from a purely abstract standpoint, I think a 

well-managed bank ought to be left to regulate its own reserves.
Senator N elson . I mean reserves for the notes; I do not mean for 

the discounter] paper.
Mr. W il l is . I think that if these banks are what we hope they 

will be and expect them to be, the amount of reserves they will hold 
will be greatly larger than 33  ̂ per cent. But as human nature is 
fallible, and as the people of this country are accustomed to fixed 
reserves. I think 33  ̂ per cent is a good minimum requirement.

Senator N elson . That is for the deposits; but I  am speaking of 
the reserves for the redemption of the notes—the gold redemption.
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Mr. W il l is . S o am I. I think in practice, on a good many oc
casions, it will get to be much higher than that, probably 50 per 
cent. I think the kind of men you are going to have in charge of 
these reserve banks will be men of such conservative nature that 
they will put the brakes on, just as the Bank of France does, and 
that the reserves will be larger than required.

Senator O ’G o r m a n . Then you do not approve of the Government- 
note provisions of this bill ?

Mr. W il l is . Well, Senator, I do not know that I would like to 
answer the question in just that form.

Senator O ’G o r m a n . Well, you need not do so. You have stated 
your preference for the banks issuing the notes.

Mr. W il l is . Yes.
Senator H it c h c o c k . Some time ago, when Senator O’Gorman was 

asking you some questions concerning a plan to have the Govern
ment operate and control a great reserve bank, you objected to it 
upon the idea that that was the function of private enterprise. Do 
you think it is properly a function of private enterprise to care for 
and control the reserves of the banking system of a country, and to 
control the volume of currency of a country ?

Mr. W il l is . Well, I look on those as funds that are held in trust 
for the country. That is, the use of wealth, like the use of other 
things, is to be fulfilled and carried on in a way that is up to prevail
ing standards. I f  it is not good, some change should be made.

Senator H it c h c o c k . Well, agreeing that an individual bank is a 
private enterprise, subject to regulation------

Mr. W i l l i s  (interposing). I will say this, that that is a question 
of good results. I f  human experience and the operations of banking 
elsewhere give reasonable ground for thinking that you will have 
better results in the Avay that you speak of, then I think that ought 
to be done.

Senator H it c h c o c k . Well, that is not my question. We have in 
this country 25,000 banks and trust companies.

Mr. W il l is . Yes.
Senator H it c h c o c k . Some are State banks; some are national 

banks. They are all organized under law, and they are private 
enterprises. We find by experience that it is necessary to in some 
way provide a system and compel those banks to keep their reserves 
in a certain way, under certain circumstances, and to connect with 
the care of those reserves the discount of paper for those banks, and 
the issuance of currency against that paper.

Mr. W il l is . Yes.
Senator H it c h c o c k . D o you really think that that is a private en

terprise which should be farm ed out to private individuals and 
placed under their control; or is not that very act a governmental 
function ?

Mr. W il l is . No; I  do not think so. in the way in which you put it. 
Put it that way and I shall have to answer no.

Senator H it c h c o c k . Yes.
Mr. W i l l is . Put it in the way I have expressed it—and it is my way 

of looking at it, whether correct or not—and I take a different "point 
of view with respect to it.
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Senator H itch co ck . Well, I stated the fact merely. Take these 
banks; they will have their reserves, and they all have the need of 
placing somewhere those reserves and issuing against them the loans 
to the banks in time of need for the public benefit. Now, it certainly 
can not be denied that that is a public function. It can not be as
serted that it is a private enterprise that should be farmed out to indi
viduals to make money out of.

Mr. W illis . I would not farm it out to them, and this bill does not 
do so. In fact, it limits the amount of earnings which they can make 
in that way.

Senator H itch co ck . It creates 12 great corporations.
Mr. W i l l i s .  It is not right to criticize this bill on the ground, on 

the one hand, that if is so very severe on the banks and then, on the 
other hand, that it farms out to them a tremendous privilege out of 
which they are going to profit.

Senator R eed. Nobody has said the bill was severe on the banks as 
a whole. They have spoken about it reaching certain banks; and 
then the question has been, in the formation, whether there was not a 
hardship to the country growing out of the formation.

Mr. W illis . I may have misstated that condition. My feeling is 
that that is a question of the best way to do things, the best way to 
get results. I believe you can get them best by having the technical 
operations carried on in the several districts by bankers.

Senator H itch co ck . It has been said, for instance, that the busi
ness of the Post Office Department could be carried on more econom
ically and efficiently under private enterprise than under Government 
operation: but you would not think of giving up that function to 
private enterprise, would you?

Mr. W illis . That is a special thing, provided for in the Consti
tution.

Senator H itch co ck . There is not any doubt about this under the 
constitutional powers; the question is w7hether it is a public or pri
vate enterprise, and I understood you to say that in your opinion it 
is a private enterprise.

Mr. W illis . Not quite that. Senator Hitchcock, if I may modify 
the idea. I mean that the best results in the performance of the 
function may be obtained by committing the details to private indi
viduals, which is, I think, a somewhat different point.

Senator N el so n . Mr. Willis, would not this system, in the case of 
an emergency—this reserve system of the bill in the case of a finan
cial stringency or emergency—absolutely break down if you did not 
give the central board the power to compel one regional bank to 
discount for another?

Mr. W il l is . Absolutely break down.
Senator N elson . It would? Then, after all, have you not a single 

central system by virtue of that?
Mr. W illis . No, sir; I do not think so. What you have in that 

case is the exceptional use of certain essential powers of the central 
system when they are specially needed, as distinguished from the 
continual use, the regular use. of those powers as a matter of every
day business right along.
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Senator N elson . There is another question I want to ask you. As 
I understood you a while ago, you intimated substantially, in answer 
to questions, that you thought that when it came to the matter of 
paying in these reserves by the banks who entered the system, in
stead of paying the cash they could come there and discount their 
paper and do it, in that way?

Mr. W il l is . To some extent, yes.
Senator N elson . Yes; and you said the bank was completely 

organized when the stock had been subscribed?
Mr. W il l is . Ready for business.
Senator N elson . Yes. But how would the bank with that stock 

subscription have any gold to start with, unless you made a part 
o f that subscription payable in gold? The banks might pay it in 
any kind of lawful money.

Mr. W il l is . And that would be immediately convertible into 
gold. That is a very pertinent question; and I would like to say 
that, in my opinion, the contribution of capital for this stock will 
constitute a direct draft on the lawful money of the country and, if 
they choose to make it so, a direct draft on the gold of the country.

Senator N elson . Well, then, if the banks—we will assume now 
that all of the subscribing banks pay in their stock subscriptions 
in Treasury notes, in what we call “ greenbacks55------

Mr. W il l is . Yes, sir.
Senator N elson . H o w , then, could the bank have any gold to 

start with ? It would have to turn around to Uncle Sam’s Treasury 
and say, “ I want the gold on these.”

Mr. W il l is . That is theoretically possible; not practically. I  do 
not believe any such thing would occur.

Senator N elson . Why?
Mr. W il l is . Because the reserve banks would get their cash from 

existing banks.
Senator N elson . Well, how would they pay it in? In what cur

rency would they pay it in?
Mr. W il l is . Under the bill now they could pay it in lawful 

money.
Senator N elson . They could pay it in silver dollars, could they 

not?
Mr. W il l is . I had not thought of that; but I should think they 

could.
Senator N elson . They could pay it in silver dollars, or in green

backs. And they could not even pay it in gold certificates, could 
they?

Mr. W il l is . Well, it may be that theoretically they could not, but 
in practice they would get it in in the same kind of money as any 
other enterprise.

Senator N elson . Gold certificates are not money; they are not 
legal tender in the sense that greenbacks are.

Senator R eed. Have you finished, Senator Nelson?
Senator N elson . Yes.
Senator R eed. Then I want to ask Mr. Willis a question. Mr. 

AVillis, you recognize the fact, do you not, that this entire plan is 
somewhat theoretical; it has never been put into practice, in just
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this shape, at least, in any country, and therefore there is some chance 
for difficulties to arise that can not be anticipated ?

Mr. W il l is . I will answer that by saying that I do not think that 
anybody, or all the bankers of the country, could get up a plan 
whose actual working could be absolutely forecast. And let me add 
that, in my opinion, this plan contains no element that has not been 
tested in experience and indorsed by the best judgment of bankers— 
experienced bankers—and found to be both theoretically and prac
tically applicable.

Senator R e e d . Well, I do not care to argue that. I just wanted to 
ask that one question. I was only asking it preliminary to another 
question.

Now, I will take your answer as far as it has gone—and I do not 
mean to cut you off, but we are getting along toward adjourning 
time.

Mr. W i l l i s . Yes; that is all right.
Senator R eed. It being true that no such system has ever been 

established—there are kindred systems?
Mr. W il l is . Yes.
Senator R e e d . There are similar systems. But no kindred sys

tem has ever been established upon a basis such as we have in this 
country.

Mr. W illis . Yes; I understand.
Senator R eed. D o you think there would be any impropriety in 

starting with two or three banks instead of the whole twelve ?
Mr. W il l is . Well, I have thought a good deal about that, and that 

is one point I wanted to speak of—the number of the reserve banks.
I think the essential thing there is to have the number flexible, so 

that it can be increased or diminished as experience dictates. In the 
bill as it now stands a provision is contained that there may be an 
increase of banks whenever a certain number of member banks apply 
for it. I f  you could cut down the number considerably below its 
present level, I think that provision ought to be made a little more 
flexible, so that if the banks of this country desired, they could, 
without any material difficulty, upon manifesting a real disposition 
for it, secure the creation of another of these reserve banks in any 
part of the country.

I ŵ ill go further than that, Senator: While this number of 12 was 
put in here after very careful consideration, after the drawing of 
maps covering the whole of the country and dividing it tentatively 
into districts, and after the compilation of careful statistics to see 
how it would work, I fully agree with you that the number is more or 
less a matter of judgment, and that time will be required to show 
whether it is the correct number or not.

Senator R e e d . There is nothing magic about the number 12, is 
there ?

Mr. W il l is . Not at all. I have thought this, that it might be fair 
to leave the number blank; that is to say, leave it to the organization 
committee to find out, after careful study and investigation, just 
what the number ought to be. That is a matter I have been working 
on for some time.
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Senator N elson . Just one question here before you go on: Would 
it not be safer to start in in a small way, with a very few banks, and 
then work up to a greater number than to start with a large number 
and have to work down ?

Mr. W il l is . I should not like to agree to that in such a broad form, 
Senator. But may I just finish that statement of mine?

Senator E eed. Certainly.
Mr. W il l is . As to this number, I would go further than that and 

say I believe the banks of the country, taking them as a whole and 
ascertaining really the general banking sentiment, can be trusted as 
to the number of these banks that are actually desired—taking the 
banking and business sentiment of the country as a whole. Now, 
this organization committee which is provided for in the bill has a 
tremendously important function. There are no statistics now—no 
data—upon which these districts can be reasonably laid off, O f 
course, the problem of laying them off is essentially a problem of 
finding out the exchange relations between the several banks now 
existing and putting them into the same district in direct relation 
with one another, so that there will be as little break in the business 
conditions as possible.

Senator N elson . Is it not a question of ascertaining the seasonal 
demands for currency?

Mr. W il l is . That is one of the elements in it.
Senator N elson . Is not that the most important ?
Mr. W il l is . Only in one way. Now, this organization committee 

has that function to perform, and it is an exceedingly difficult one, 
calling for very careful scientific work, and it is one that has to be 
done, unfortunately, rather rapidly. It would have to be done in 
any case. I believe that a strong, capable organization committee, 
properly advised by skilled exchange experts, could best do that.

Senator O ’G o r m a n . Let me ask, are you contemplating an organi
zation committee outside of the reserve board ?

Mr. W il l is . That is provided for in the bill.
Senator O ’G o r m a n . Is that outside of the reserve board?
Mr. W il l is . Entirely so; yes.
Senator O ’G o r m a n . Why should not the members of the reserve 

board be all that is necessary to create this?
Senator S h af r o t h . Three of them are the same.
Mr. W il l is . Senator Shafroth reminds me that three of them are 

the same.
Senator S iia fr o t h . The Secretary of the Treasury, the Secretary 

of Agriculture, and the Comptroller of the Currency.
Senator O ’G o r m a n . D o you see any objection to having authority 

to create the regional banks vested in the reserve board of seven men. 
whoever they may be?

Mr. W il l is . It is vested there now.
Senator O ’G o r m a n . I gathered from your statement that a part 

of the committee on organization------
Mr. W illis  (interposing). No; I am recommending that it should 

be allowed to------
Senator N elson . The committee is to be composed of those three 

officials of the reserve board.
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Mr. W il l is . Yes. I would like to get that connected thought out, 
if I might. May I go ahead ?

Senator O ’G o r m a n . Yes.
Mr. W il l is . This organization committee will have an exceedingly 

important piece of investigation and work to do. Now, in the course 
of that work, laying off the districts, it would be desirable, if you had 
a perfectly unbiased scientific judgment at your service, that it 
should be left to that organization committee, on the strength of the 
information it gets, to say just how many of these banks are actually 
needed by the country—just how many of them can be properly pro
vided for. Whether Congress would want to leave so great a power 
as that in the hands of this organization committee is not for me to 
attempt to conjecture. I think, personally, it would be safe to do 
that if a way were open for subsequent increases or decreases of the 
number of banks, upon suitable and proper application. I firmly 
believe that the best judges of the number of banks that are needed 
are the business and banking communities throughout the country, 
and I think that when their sentiment has been properly and thor
oughly ascertained—by the way, it never can be thus ascertained 
through resolutions that are passed in a hurry and in the course of 
an afternoon by some organization—but when it has been ascertained 
I think it will be the ultimate criterion as to just how many of these 
are wanted. And I believe you will find that the business and bank
ing interests in the different sections of the country will want to have 
a reserve bank of their own in every district within which there is 
enough banking capital and enough banking reserve to give the 
requisite strength.

Do I make that fairly clear ?
Senator R eed. I think vour idea is perfectly clear as you have 

expressed it.
Mr. W il l is . Yes.
Senator R eed. I take it, then, it is a matter to be worked out and 

to be developed in your mind if we are to get the best results ?
Mr. W illis . That would be the ideal thing. But because it was 

deemed necessary to put in the bill some number of reserve banks, 
that number was set at 12, after the most fair consideration that we 
could give to it.

Senator R eed. I understand. Now, why not, Mr. Willis, provide 
that a system of reserve banks shall be established and start out by 
creating a reserve bank, and when you have that job done, or well 
under way, and have developed the situation, to start another re
serve bank? In other words, if you are going to build a number of 
houses and do not know just how many you need, and do not know 
whether you need 1, 2, or 3, or 25 or 30. why not build 2 or 3 at a 
time and add to it?

Mr. W il l is . Yes; I  think that is a good idea, but I  think a better 
one is to find out exactly how many are needed, how many there are 
demands for, after a careful survey, and then buy the material in 
wholesale lots and build all at once.

Senator R eed. That is all right if you know how many we are 
going to have. But the first thing we have to do is to find how many 
are coming in. You have an indefinite number of banks. Ts it not
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necessary to vest the power in this organization committee to work 
that problem out, and, as sensible and reasonable men, to proceed 
conservatively in the construction o f this system instead of trying  
to do it all at once ?

Mr. W illis . Y ou have asked for an expression of opinion or judg
ment, Senator, on a legislative matter, which is outside of my ken.

Senator Reed. No, it is not a legislative matter, but an opinion as 
to how that system could be best worked out. I am asking you, in 
justice to the present condition, would you then undertake to start 
12 banks at once, or start in a different way ?

Mr. W i l l i s .  I will answer your question by saying I think it would 
be safe to have this organization committee report to Congress the 
result of its finding within such length of time as necessary, say 60 
or 90 days, and then for Congress to decide.

Senator N elson . That could be done easily if we remain in per
petual session. [Laughter.]

Senator R eed. We will undoubtedly be here for 60 or 90 days, 
anyhow.

Mr. W il l is . Undoubtedly, and Congress could pass upon the exact 
number of these reserve banks.

Senator W eeks . What would you say to start one, with the hope 
that there never would be any more?

Mr. W i l l i s .  I should not like it, Senator, to be perfectly frank; 
no, sir.

Senator W e ek s . Do you know a first-class banker in the United 
States who is in favor of mote than one reserve bank?

Mr. W il l is . Y ou say “ first-class banker.” That draws an in
vidious distinction.

Senator W eeks . Can you name a single man, whose judgment is 
worth anything, who is a practical banker, who is in favor of more 
than one bank?

Mr. W il l is . I should not like to do it offhand, Senator, and not 
unless I had permission to quote men; but I know there are.

Senator W e e k s . This committee has not been able to find any such 
man, and if you know7 of a man I wish you would give his name to 
the chairman.

Mr. W i l l i s .  I will say this now, Senator: I believe it is true that 
all kinds of production, theoretically, could best be carried on by a 
great central association. I say that if we had one bank for the 
whole wrorld, for the economy of the reserves and looking at credits, 
and to do everything in due proportion, it would be best; but that is 
like getting universal money and general peace.

Senator O ’G o r m a n . Y ou do not think universal peace improb
able?

Mr. W il l is . I am afraid I shall have to confess I do.
Senator N elson . We could settle it at The Hague. [Laughter.]
Mr. W il l is . I will go as far as th is: I say I think in banking, as 

in everything else, the ideal thing would be to have one single central 
bank, assuming it was properly controlled and carried on in the best 
w ay for the public welfare, just as it should be. I  think it would be 
well i f  we could have one single central bank for the whole world.

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



BANKING AND CURRENCY. 306ft

Senator W eek s . Let us talk about the United States.
Senator P om erene . And one railway system for the United States!
Mr. W il l is . Yes.
Senator P om erene . And one telegraph system and one steel com

pany. [ Laughter. |
Senator O ’G o r m a n . Speaking of your last suggestion, regarding 

your central bank—and we hear some reference to a central bank oc
casionally—Senator McLean, I think, some time ago asked your 
opinion as to the central bank proposed here yesterday.

Mr. W il l is . As I said, Senator, anything I say on that must be 
said with extreme hesitation, because 1 have not read the plan fully, 
I would rather turn in a memorandum on that.

Senator O ‘G o r m a n . What would be your general impression 
about it?

Mr. W illis . My general impression is adverse to it, for the same 
reason I have been discussing with Senator Weeks and some of the 
members of the committee. It ultimately all comes back to my feel' 
ing that is not a good way to do things.

Senator W eek s . I do not know how many banks we will have when 
we get through with this bill, but if we could start with one bank, 
my judgment is the people of the United States would never tolerate 
another, and you would wonder that you had ever expressed such au 
opinion.

Mr. W il l is . In the past, Senator, I have felt the greatest deference 
for your opinion and valued it most highly, sir. I say that not as 
a matter of compliment but because it is a fact. But I do not quite 
agree with that view.

Senator N e ls o n . Y ou said a while ago the plan of this bill corre
sponded in many respects with the systems of other countries.

Mr. AVillis . Yes.
Senator N elson . Do you know a system there where they have 12 

regional banks?
M r . AÂ il l is . Y e s ;  I  do.
Senator N elson . Banks established under one head?
Mr. AVil l is . We have in Europe a central bank for each of the 

countries there.
Senator N elson . Yes; each country; but I  mean in any one coun

try, any one Government.
Mr. W illis . There is no country in the world that has the extent 

of territory and breadth of business interests that ours has.
Senator W eek s . H ow  about Russia?
Mr. AVil l is . I do not want to put this country on a Russian basis* 

Senator. [Laughter.]
Senator H itch co ck . AA7e have been trying to put the bill on s 

Russian basis.
Mr. AVil l is . That is beyond me. [Laughter.]
Senator R eed. Y ou would not hardly like to put it on a German 

basis either, would you ?
Mr. AVil l is . I do not think I would, Senator. There is one thing 

I would like to say about this central-bank matter. AVhile everybody 
admits in a general sort of a wav that a central bank is a splendid
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thing, and so forth, I would answer Senator Weeks in this way: There 
is no argument in favor of a central bank that can not be adduced 
with just the same force in favor of any other centralized bank that 
covers enough territory and capital to furnish the necessary strength 
that grows out of cooperation.

Senator W e ek s . Absolutely; and that is just our trouble, too. Our 
laws have brought about a centralized system which is concentrated 
in New York. It is under private ownership and private control, 
and that is what we are trying to get rid of.

Mr. W il l is . But now you want Government control.
Senator W eek s . It is 'not that our present system has always 

worked badly, but we are trying to change that centralized system in 
New York.

Mr. W il l is . Yes, sir; I believe that this system will do that. I 
may be wrong about it.

Senator B ristow . Mr. Willis, as I understood, your principal ob
jection to a bank owned by the people of the United States by volun
tary purchase of stock and controlled by the Government was that it 
put the Government in the banking business?

Mr. W i l l is . Yes.
Senator B ristow . And you objected to the Government engaging in 

business ?
Mr. W il l is . I do not like it.
Senator B ristow . In that connection you have been, in my opin

ion, confusing the central-bank idea with the idea that has been ad
vanced here in the committee and which was indorsed yesterday bv 
Mr. Vanderlip of a Federal reserve bank.

Mr. W il l is . Yes.
Senator B ristow . N ow , a Federal reserve bank, as some members 

o f the committee have ben advocating, is not a central bank that is 
operated and owned and controlled by the banks of the United States.

Mr. W il l is . I think that is a very excellent point, Senator, and I 
quite agree with you.

Senator B ristow . It is a Federal reserve bank that is to supplement 
the banking system of the United States.

Mr. W il l is . That is absolutely true. I made that same point 
awhile ago, if you remember, in conversation with one of the other 
members of the committee. I agree with you.

Senator B ristow . It is to aid the banking business of the United 
States.

Mr. W illis . It is; yes.
Senator B ristow , it is not to absorb the banks themselves------
Mr. W il l is . Not at all.
Senator B ristow . It is to be a reserve bank, a great reservoir, 

where any bank, whether the stock is $25,000 or $25,000,000, if it 
complies with the legal requirements, may come and secure help when 
it needs it.

Mr. W il l is . Yes; but in doing that it has to carry on banking 
operations—it has to judge the paper.

Senator H itch co ck . The Treasury Department is doing that now, 
you realize.
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Senator B ristow . Yes; it is taking commercial paper now for 
deposits.

Senator H it c iic o c k . And not only that, but it is sending experts 
in every one of those national banks to judge of their commercial 
paper—to say whether it is good.

Senator W e ek s . Yes; not only doing that, but sending men who 
are not experts. [Laughter.]

Mr. W il l is . Senator, I think those points are well taken, but I 
do not think that necessarily means the process is one we want to 
continue and perpetuate.

Senator B ristow . N o w , I want to call your attention to the fact, 
and tell me if it is not somewhat a parallel: The Government owns 
a railroad—the Panama Railroad; the Government owns and oper
ates it, and it is a Government institution. Do you not think it was 
necessary for the construction of the canal that the Government 
should own and control that railroad and steamship line?

Mr. W il l is . Yor are an expert on the Panama Canal; I  am not.
I have heard it said it was.

Senator B ristow . In the connection with the operation of this rail
road company and steamship line, the Government is running a 
steam laundry and an ice-cream factory, 30 eating houses, and 3 
or 4 big hotels, as big as the Raleigh down here, and it is also 
running "10 or 50 grocery stores. Now, that has been found necessary 
in the construction of the Panama Canal.

Mr. W il l is . My answer to that, Senator, is that i f  that is neces
sary, and there is no other way to do it, then T am prepared to sub
scribe to it. But I believe there is another and better way.

Senator B ristow . Won’t you modify that bv saying: “ I f  this is 
the better way to do it? ”

Mr. W i l l i s .  N o, s ir ; I  can not believe that.
Senator B ristow . Y ou said there is no other way. Now, there 

are other ways.
Senator R e e d . There is no other way to do it down there.
Senator N elson . Yes; they could have done it on the regional 

plan. [Laughter.]
Senator S h a f r o t i i .  A s a matter of fact, because of the cost and 

the probable losses, you would find that private enterprise never 
would have undertaken that.

Senator B ristow . No; I  beg your pardon. The Government did 
that because it was afraid that private enterprise, in control of its 
construction, without any competitor, would take advantage of that 
and charge the people excessive rates. Now, it is proposed here, in 
order to break up the monopoly of the credit of the country, which 
this bill is undertaking to do, to let the Government establish a bank 
of a hundred million capital, invite the people of the United States 
to buy the stock and operate that bank, so as to preserve the inde
pendence of this democratic system we now have.

Senator R eed. As soon as the argument between the Senator from 
Kansas and the Senator from Colorado is over, T move that we ad
journ until to-morrow morning.
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Mr. W illts. I would like very much to be permitted to conclude 
this.

Senator E eed . So far as I am concerned, I would be forced to leave 
at this time.

Mr. W il l is . May I continue this?
Senator O ’G o r m a n . Yes.
Mr. W il l is . Gentlemen, I will add this one point, if I may: A  

great deal has been said about the necessity of having the banks take 
up the Government bonds, refund them into 3 per cents or into short- 
time notes, and then use those notes for the purpose of getting gold 
on occasion. In my opinion, there is no necessity for any such plan 
as that, and I do not think it is a courageous way of dealing with 
the bond question. It would have the effect of tying up the funds of 
a regional or central bank, if the latter were organized, and keeping 
them from being placed in commercial loans. I think that is not in 
the bill now, and I think it would not be a good thing to do.

Senator O ’G o r m a n . What would be your suggestion?
Mr. W il l is . Well, sir, my suggestion would be, if the committee 

does not think the banks have been sufficiently generously treated 
under this bill,—that is, if they do not think justice has been done 
them—then to do justice by having the Treasury get whatever money 
is necessary in refunding and refund at such a rate as may be de
sired. 1 do not like the roundabout way of dealing with such ques
tions.

Senator O ’G o r m a n . I think earlier during the day you stated those
2 per cent bonds should be refunded at par at a reasonably early 
date.

Mr. W il l is . I did not say they should.
Senator O ’G o r m a n . Y ou thought it would be just?
Mr. W illis . I think I said that that was about the only thing I felt 

would absolutely certainly maintain them at par. That is what I 
think I said.

Senator H itch co ck . I want to say right here I think it is not the 
idea of members of this committee that the bonds must be maintained 
at par as a mater of justice or generosity to the banks, but as a matter 
of protection of the national credit.

Mr. W illis . I think that is a very reasonable distinction.
Senator O’Gorman asked me awhile ago, I believe, whether I ap
proved of the note features in this bill, and then that question was 
withdrawn. I would like to say with further reference to that, Sen
ator, that I think in the form in which the note section is now stated 
any objection that might come to us from those who hold the ideas 
that I have expressed is largely a theoretical objection and has not 
very much practical force, although personally I hold the theory of 
note issue that I explained.

That is all.
Senator H itch co ck . We will now adjourn until to-morrow morn

ing at 10.30 o’clock.
(Thereupon, at 5.22 o’clock p. m., the committee adjourned until 

to-morrow, Saturday, October 25, 1913, at 10.30 o’clock a. m.)
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SA T U R D A Y , OCTOBER 25, 1913.

C om m ittee  on  B a n k in g  and  C ur r en cy ,
U nited  States Se n a t e ,

Washing ton, D. C*
The committee met at 10.55 o’clock a. m.
Present: Senators Hitchcock, O’Gorman, Pomerene (presiding)T 

Shafroth, Hollis, Nelson, Bristow, Crawford, McLean, and Weeks.
Senator B ristow . I have a letter here from Mr. Larrabee, who ap

peared before the committee, and I would like to read it so as to have 
it incorporated in the record.

Senator P om erene . Was he a former witness?
Senator B ristow . Yes; he appeared here, and this is a letter to sup

plement his statement, which he wrote after he arrived home, written 
from Stafford, Kans. He says, “ I have been home several days,” etc., 
and speaks of his enjoyable trip, and adds:

I am afraid that I did not make a strong enough impression on the com
mittee in respect to the open-market operations of the regional banks. In the 
morning of the day I was there you will remember that a banker from Denver 
testified that he increased the reserve of his bank 12 per cent during the panic 
of 1907 by collecting outside commercial paper; and unless the new banks are 
permitted to go in the open market the business interests will be up against 
a violent liquidation in the event of financial disturbance. This was what 
happened in the panic of 1907, and concerns which sold their paper through 
brokers were compelled to liquidate heavily. Bankers will not buy paper when 
they have to discount it at once, and during the panic of 1907, owing to forced 
liquidation, wheat declined 10 cents a bushel, and there was a heavy decline in 
all lines of production. I have a suggested method to offer in handling the 
2 per cent bonds. It is this: It amounts little to the Government who holds 
these bonds, whether it is the national banks or whether it is the new reserve 
banks, and I believe the national banks should be permitted to present their 
bonds to the reserve banks and receive in payment therefor the notes of the 
reserve banks, retiring their note circulation. This, of course, can be made 
optional to the present holders.

You can provide that the Federal reserve bank need keep no gold 
reserve for the notes then outstanding secured by 2 per cent bonds, 
which they should be obliged to deposit with the Secretary of the 
Treasury. There is no gold reserve behind these notes now, so there 
would be no more occasion, it seems to me, for the regional banks 
keeping a gold reserve behind national-bank notes that are based on 
United States bonds than there is of the national bank, under the 
present law, keeping a gold reserve behind such bonds.

They should, however, be required as are the present banks to keep a 5 per 
cent fund with the Treasury Department. With the bonds with the reserve 
banks the Government could refund them at the rate of 5 per cent annually, 
retiring that amount of bank notes. The only difference there would be is the 
reserve banks would issue the circulation instead of the national banks as at 
present. The Government would be left in the same position as though the 
national banks were compelled to keep the bonds. If additional currency at the 
reserve banks was issued above the amount secured by the 2 per cent bonds, 
they should be required to hold a gold reserve as the bill now provides.

In relation to the savings-bank section I notice—now, Senator 
Nelson, this point I would like your attention to to see if you think 
there is anything to it—

In relation to the savings bank section I notice the law makes an establish
ment in the savings section optional, and if it is left optional in the bill the
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objection passed, by Mr. Tilton, of Pell City, Ala., falls to the ground. And if 
such section is made optional with each individual bank, it can not. be objec
tionable and may be of some benefit to some banks.

That is all he says in regard to this. Now, is it optional, and if 
optional and the bank did not see fit to establish a savings depart
ment, could they go ahead with the time certificates as they do now 
or would they be forbidden?

Senator N elson . I think they could go on unless we changed the 
law. There is nothing in the law that directly prohibits it. and it is 
a practice that has grown up.

Senator B ristow . Suppose the Comptroller of the Currency should 
decide that was a savings bank—that is, a savings account.

Senator N elson . Then it might lead to trouble, but it is a practice 
that has been universal for years.

Senator P om erene . My thought about that matter had been this: 
It seemed to be some question as to whether or not, under the na
tional-banking law there was an authority to establish these savings 
departments, but it has been done by leave of the Comptroller of the 
Currency. Now, if you wanted to make certain that provision we 
could simply incorporate a section in this bill legalizing that which 
they had been doing.

Senator N elson . Simply a provision in the bill that they shall 
continue to do as they have been doing.

Senator P om erene . Yes.
Senator N elson . And they ought to have the right.
Senator P om erene . I think so.
Senator C rawford. Mr. Bristow, in what way will his scheme for 

having these 2 per cents deposited with the regional reserve bank 
make matters either better or worse ?

Senator B ristow . Why, it would save a contraction of the cur
rency.

Senator C rawford . But, supposing you leave these national-bank 
notes out just as they are, and not touch them at all. Why would 
not that accomplish just the same thing?

Senator B ristow . Oh, yes; certainly. But this bill proposes to 
retire them and then if the national bank does not come in under the 
provisions of the bill, there is a forced retirement.

Senator C rawford. Yes; but we could change the bill so as to 
permit them to remain out. That would amount to the same thing.

Senator B ristow . Oh, yes; that would amount to the same thing; 
but this gentleman does not intend to come in unless the bill is very 
materially changed, and of course he wants to get rid of his bonds, 
but he won’t sell them at a sacrifice. He said to me after he testified 
here he intended to keep his bonds. He says:

I will hold them. The United States Government, I do not believe, will 
repudiate its obligations, and I do not intend to sell below par, but I am going 
out of the system.

Senator N elson . As the plan is, as I understand it, Senator Bris
tow, it is to have the new banks, the regional banks, take over these 
bonds bodily and issue this new currency on them ?

Senator B ristow . Whenever a bank wants to get rid of its bonds, 
the regional bank, his idea is, shall take those bonds and issue to the 
banks------
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Senator N elson (interposing). These new notes.
Senator B ristow  (continuing). Currency.
Senator N elson . That would still make that currency bond-secured 

currency.
Senator B ristow . It would still make the currency bond-secured 

currency, except it would be carried to the regional bank.
Senator W eek s . Mr. Chairman, may I suggest to these gentlemen 

who are discussing this matter, that this is a matter they can discuss 
during the month of November, and that we take up these witnesses 
here who are waiting.

Senator B ristow . That is a good suggestion. I have a letter here 
from Senator Catron. He has written out to a number of bankers 
in his State, and sent them a copy of the bill and asked their views, 
and he writes and asks me if I will not have their views incorporated 
in the record. He sends me the replies of four banks. I do not 
know what they are, but I have them here.

(The letters referred to will be found at the end of the day’s 
proceedings.)

Senator P om erene . I presume there would not be any objection, 
and it is so ordered unless there is objection.

Senator W eek s . Mr. Chairman, I  have a letter from a Massachu
setts banker making some suggestions. 1 have not been over them, 
and I do not know whether they should be included in the record, but 
if I find some new suggestions. I would like to have his letter 
incorporated in the record.

Senator P om erene . If there is no objection, that will be granted.
Senator N elson . I was going to suggest, Mr. Chairman, that 

inasmuch as Mr. Willis was asked to remain over for the benefit of 
Senator Reed, we take up some other witness until the Senator 
arrives.

Senator P om erene . Have you any additional statement. Mr. W il
lis, that you wanted to make?

Mr. W il l is . I have nothing, Senator, that I think is absolutely 
necessary. It, did occur to me that before closing I would give the 
committee, with its permission, a brief statement of the points in this 
bill that I think should be absolutely retained in any bill that the 
committee, in its wisdom, may determine upon, if you care for them. 
I do not care to volunteer them.

Senator P om erene . Yes. The witness will proceed.

STATEMENT OF PROF. H. PARKER WILLIS— Resumed.

Mr. W illis . This bill, gentlemen, as other bills of the same kind, 
is a bill which may be changed in a great many details, and good argu
ment can be put up on either side; that is, in favor of one set of de
tails as against another. That is largely a matter of business judg
ment and of adjustment to conditions.

As I said yesterday, the effort was earnestly made in the House to 
get what seemed like the best arrangement, but if subsequent develop
ments or additional evidence which is adduced show that what was 
done was not the best, and that in certain particulars alterations 
should be introduced, then obviously those alterations it is the duty of 
the committee to make. There are, however, certain fundamental
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ideas in the bill that it seems to me should be held firmly in mind in 
the process of acting upon it, if it be acted upon, and that these can 
be stated pretty simply as a series of brief propositions. I think the 
first one is the idea that was elaborated upon yesterday to a consider
able extent, namely, that of providing for a number of these banks.

Senator N e l s o n . Why is that fundamental? Instead of having one 
reservoir for reserves and for the issuance of bills, why is that funda
mental? You did not' explain that .yesterday.

Mr. W il l is . I tried to do so, Senator.
Senator N e l s o n . I do not recall any reason you gave for that.
Mr. W il l is . I may not have done it perfectly. My discussion was 

broken a good deal by question, but my feeling about that is this------
Senator N e l so n  (interrupting). Before you go into that I want to 

call your attention to this: The two fundamental things, I think, in 
the bill are the conservation of the reserves, gathering those together, 
instead of having them in the condition they are now, and making 
them available, and the other is the issuance of currency based upon 
the commercial needs of the country founded on commercial paper 
with a sufficient gold reserve for their redemption. Now, those are 
the two fundamental propositions.

Mr. W il l is . Yes.
Senator N e l s o n . The other proposition of regional banks or 

whether you make this a compound currency make it absolutely a 
promise of the banks with or without the guaranty of the Govern
ment I regard as nonessentials.

Mr. W il l is . Yes.
Senator N e l s o n . The other two, the gathering up of the reserves 

and utilizing them, and the issuance of currency on the commercial 
needs of the country—they are the two fundamentals. Now, I would 
like to hear why 12 regional banks are fundamental.

Mr. W il l is . May I  first say, Senator, that 1 did not intend to say 
and do not go on record now as having said that I thought 12 were 
fundamental. I tried to insist yesterday and I do say now, with the 
greatest strength that I am capable of, that I think the number to be 
established is a matter that is worthy of very careful investigation 
and that while we did give—the House committee did give—as full 
and thoughtful study to that as it was capable of, did have maps 
drawn dividing the country into tentative districts, did compile 
statistics------

Senator N elson  (interposing). But that does not go to the root of 
the matter.

Mr. W il l is . May I  be permitted, Senator, just to finish that matter, 
with your permission?

Senator N e l s o n . Go on.
Mr. W i l l is . While the committee did do all that and did, as a 

result, come to the opinion that so far as i,t could reasonably and 
humanly conclude, 12 was about the right number, if additional in
formation showing that is not the right number is in the possession 
of the committee, then the number should be changed. In other 
words, as I said yesterday, there is nothing sacrosanct or positive 
about the number 12.

Senator N e l s o n . But don’t you see, Mr. Willis, you have not gotten 
at the fundamental reason?
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Mr. W i l l is . Because I have not been allowed to develop my state
ment.

Senator N e l s o n . It is not the question of numbers but why should 
it be a regional system instead of a single system, that you have not 
touched upon yet.

Mr. AVil l is . I tried to just a moment ago. I went over that yes
terday. The question in the last analysis comes to this: AVhat is the 
desirable unit of banking concentration ? That is the real problem. 
Now, if it can be shown that it takes a country of just about the size 
of the United States and of just about the total amount of capital 
our banks have to provide the United States a desirable quantity of 
banking concentration or degree of banking concentration, then we 
ought to have only one bank. If, on the other hand, the evidence 
shows that such a bank as that would be unwieldy, overcentralized, 
in danger of subordinating the interests of one part of the country, 
possibly, to the interests of another, or, if it be found that in any area 
over which such a bank presides there are a number of business dis
tricts reasonably separate one from the other in their affiliations, in 
their type of credits, in their seasonal variations of crops and the 
like, then the argument is strong for giving each of those districts a 
separate banking organization which shall manage its affairs and 
provide the necessary cooperation to guard against depressions and 
panics and provide banks regularly with rediscounts.

Now, do I make that a sufficiently plain statement, Senator?
Senator N e l s o n . N o ; I do not think you reach the fundamentals.
Mr. AAtil l is . Then tell me where I fail and I will try to do better.
Senator N e l s o n . The point is this: AA7hy is a regional system safer 

and better than a main, central reservoir? I do not care what you call 
it, but why not have one reservoir instead of having 12? The bill 
admits that 12 is not good because it provides, as Mr. Vanderlip ex
pressed it. for the piping of funds from one reserve to the other. 
Without that you admit your system would break down. You ad
mitted yesterday without that provision compelling one regional 
bank to discount for another, your system would break down.

Mr. AAtil l is . N o , Senator. Some one asked me if I  did not admit 
that, and I said that “ AATith due regard to everybody else’s opinion, 
T could not admit that,” and I can not now admit it.

Senator N k lso n . Then we might eliminate that from the bill with 
safety to the system ?

Senator R eed . Y ou did put in, you or somebody put in the bill 
for some reason, a provision that the central board could order one 
bank to come to the rescue of another.

Mr. AAtil l is . I  think that is desirable. Senator, as an emergency 
proposition.

Senator R eed . N o w , let, us see: I f the system will stand without it, 
it certainly is a very radical thing to do. I f  we have 12 separate cor
porations. each owning their own capital, every dollar of their assets 
being their own, and you put in a requirement that without their 
volition or consent they may be compelled each to transfer their 
funds to the other, that of course is a very tremendous power and a 
very radical power. Now. is there any justification for it except 
necessity ?
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Mr. W il l is . I will answer perfectly frankly as to that, Senator. 
The justification for it is the same as the justification for the use of 
the police power, the same as the justification that gives the Gov
ernment power to seize private property in time of war, the same 
as creates eminent domain on the part of the Government, the same 
as enables human society, as organized, to do any of the things which 
violate or run counter to the ordinary course of affairs for the safety 
of the whole of the community. It is the same thing that has led 
the clearing house, a purely private organization, in time of panic 
to get together and pool reserves, practically putting pressure—I do 
not say in any illegitimate way—but practically putting pressure 
upon every member of the organization to join with the others.

Senator E eed . Your illustrations admit the whole of the argu
ment—the right of eminent domain.

Mr. W i l l i s . That is an analogy, Senator, of course.
Senator E eed . The right of eminent domain is the greatest power 

the Government has.
Mr. W il l is . Yes.
Senator E eed . It is a life and death power, in fact.
Mr. W il l is . Yes.
Senator E eed . It has no justification, except supreme necessity.
Mr. W i l l is . Yes.
Senator E eed . And never has been justified by a court except upon 

the ground of public necessity. Now, if you admit, therefore, that 
this provision is analogous to the right of eminent domain, you 
bottom it upon necessity; and when you bottom it upon necessity 
you admit Senator Nelson’s hypothesis.

Senator N e l s o n . My hypothesis is that that very fact admits that 
under certain financial stress these regional banks can not stand 
alone. That is, each one of these regional banks is helpless; they 
must hie to the others to get help.

Mr. W il l is . It would likewise be a fact if you had a central bank 
in this country—one single central bank. In time of stress condi
tions might become such, and indeed have become such, that such a 
bank is obliged to look to others unless the financial system is to 
break down and go to pieces. That has been the case in European 
countries—the banks of France and England have been friendly to 
one another and have stood together and have aided one another, 
although there was no power that could force it. Now, in this case, 
I do not like to speak of myself as admitting that such conditions 
are probable. I do not object to stating that they may exist. I say 
frankly that I think this is an emergency power, and 1 think the bill 
makes it evident it is to be used and can be used only in emergency. 
I fully agree with Senator Nelson that there are conditions which 
this was intended to meet under which difficulty might arise in some 
one part of the country, serious difficulty, in which it would be de
sirable to get help from other parts of the country. But I believe 
that with this power in the bill that help will come voluntarily.

Senator E eed . Very well. I  do not think we are very far apart. 
The amount of it is, you think, one of these regional banks might be 
weakened and might need help, and therefore you have put in the 
power to give that help; and you admit, of course, that necessity 
may arise (and we all hope it will arise very seldom and may even
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hope it will never arise), and the fact you put the power in is an 
admission of a possible danger.

Mr. W il l is . Yes.
Senator R eed . N o w , I want to ask you this question: I wish you 

would tell us the difference there is, after all, between 12 separate 
banks tied together by a central organization and united by a power 
of that central organization to compel each to transfer its funds to 
the other and calling that central organization a bank and giving it
12 branches. What is the real difference?

Mr. W il l is . That is a very pertinent question and goes to the 
heart of the matter. The difference I conceive would be simply like 
that between a centralized empire like Russia and, on the other hand, 
a nation like our own, in which local powers are lodged in local 
governments. The difference now, coming down to a business analy
sis, lies in the fact that whereas under a central bank plan the cen
tral body ordinarily normally and constantly interferes in, shares in, 
and directs the ordinary banking business operations of each one of 
its branches, under a plan such as is proposed in this bill, each busi
ness unit carries on its own affairs, provides for the conservation of 
its own reserves, and directs its own interests, referring to the others 
only in case of exceptional necessity and being governed by the cen
tral power only in those broader and more general ways that are 
deemed necessary to bring about a certain general unity in policy. 
To sum up that answer, then, in a word, the difference is that be
tween central and local control, in either case there being a general 
unity of policies.

Senator R eed . N o w , nobody can go farther than I will go for the 
right of local self-government in all these matters that can be con
trolled by the people locally; but when you come to establishing a 
think like a post office, local control would be ruinous.

Mr. W il l is . Yes.
Senator R eed . And it is conceded here that it is our duty to pro

vide a currency not for each State, but in the exercise of the Federal 
function to provide a currency and banking system for the entire 
country.

Mr. W il l is . May I  interrupt there?
Senator R eed . Yes; just when I  finish my question. Don’t you 

weaken that system, that plan, when you interpose and mix up with 
it the idea of local self-government?

Mr. W il l is . Answering that directly, Senator, I do not think so. 
Further, you notice we have provided with some elaborate care in 
this bill for exactly that unification of currency as distinct from 
the purely banking operations which involve the passing upon paper, 
The chief idea in this bill, the main idea, is just that of keeping 
within every district the power of passing upon its own paper—de
ciding what shall consttute the basis of credit—instead of having that 
decided somewhere else.

Under a central bank plan, as I understand such plans, the central 
bank would have the power to withdraw funds from one part of the 
country or to dispatch them there, and through its appointees to 
impose the stringent requirements of one part of the country as to 
commercial paper upon another. Now, we all know that human 
nature is about the same everywhere, and, in the last analysis, the
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goodness of our commercial system depends upon the goodness and 
reliability of the men who are behind it.

Senator N e l s o n . May I ask a question right there— I want to 
ask right here, in order to bring it to your attention: Under the cur
rency provided for in this act, it is not issued on the order of the 
regional bank, it is only issued on the order of the central board. 
The regional bank must apply to the central board, to this central 
board here, and it says whether the currency can issue or not.

Senator R eed . And whether the securities are satisfactory?
Senator N e l s o n . Yes.
Mr. W il l is . The central board passes upon the question whether 

the securities that have been O. K.’d by the district authority—that 
is, have been examined by it, approved by it—are or are not worthy 
to stand behind a national currency to which the Government gives 
its indorsement and the central board further reserves to itself the 
power, if absolutely necessary, to say to a bank, “ No more of this 
currency shall come out,” and this currency, under the bill, issues 
only on the request of the regional bank, and that implies that it 
will issue only on the request of member banks and their customers 
who make application to it.

Senator C r a w f o r d . Right there: I do not want to break in on your 
thought, but is it not sound that the issuing of currency should be 
controlled by the Federal board rather than by these banks that are 
engaged in discounting paper ?

Mr. W il l is . For the sake, Senator, of getting uniform currency.
Senator C r aw f o r d . And for the purpose of controlling the volume 

and preventing inflation should not this Federal board control that 
issue ?

Mr. W il l is . It is desirable to prevent inflation; and to have that 
done by every means and at every point in the whole process here, 
has been earnestly sought. I believe this bill is infinitely ahead of 
the monetary commission’s bill in its safeguards against inflation, 
and I believe it fully and thoroughly prevents such inflation, while, 
at the same time, enabling the business community to get what it 
needs when it has the backing for it.

Senator R eed . N o w , Mr. Willis, we are drifting away from the 
one thing I want to talk about for a moment.

Mr. W il l is . Yes.
Senator R eed . You believe, I take it, that the nearer we have local 

control and yet have a strong system, the better.
Mr. W il l is . I do.
Senator R eed . N o w , let us see. Here is a system proposed by 

which there is a regional bank organized, and every bank within 
that district must become a member, and then that bank can get no 
relief until it has secured the approval of that regional board.

Mr. W il l is . Yes.
Senator R eed . And after it has the approval of the regional board 

the regional board must get an approval from the central board. 
Thus each bank’s fate is made to rest not upon the security it is able 
to offer, but upon the volition of the bankers who happen to control 
the regional bank. Now, is that not a much less degree of inde
pendence in each bank than it would be if each bank had the right, 
under the law, to have discounted its paper, provided it came up to 
a standard and acted as an independent thing—not as an adjunct?
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Mr. W il l is . Senator, answering the main point of your question 
first, which is the last point—that question has been discussed a good 
deal in the House committee, and I have devoted a good deal of 
attention to it. I . think there is argument for giving the bank the 
right to have a certain amount of its paper discounted under limited 
conditions. I  think, also, that the putting of that into the bill would 
create another outcry 01 opposition to it from bankers; and as I 
believe that all reasonable discounts will be granted under this bill, 
for the reason that it is to the interest of the banks to do it, and 
they themselves are operating the regional banks, I think it is not 
necessary, or on the whole wise, to put that in; although, if there were 
danger that any bank would be discriminated against and its life 
endangered in that way, I should want to see it in. Now, then, I do 
not believe there is any such danger as that, but I believe that the 
business interests of the banking community are strongly in favor 
of seeing to it that every bank that has good paper shall get accom
modation and that there shall be no friction in the working of the 
plan. That situation has existed already under our very imperfect 
system and would exist in a much higher degree here, where, if there 
was the slightest injustice done to a bank, that bank could bring it 
to the attention of the Federal authorities and an immediate rebuke 
would result.

Senator N e l s o n . I want to call your attention to this fact, in the 
matter of discounts: Do these regional banks act as a sort of middle
man? There has got to be a double discount.

Mr. W il l is . Yes.
Senator N e l s o n . I come to you, a regional bank, and want to make 

a loan.
Mr. W il l is . Yes.
Senator N e l s o n . Y ou discount my paper.
Mr. W il l is . Yes.
Senator N e l s o n . N o w , you have to go, if you are short of funds, to 

the reserve bank ?
Mr. W il l is . Yes.
Senator N e l s o n . And you have to discount, so there are two steps 

in the operation.
Mr. W il l is . Yes; that is true.
Senator N e l s o n . And each of those systems has to have a rake-off.
Mr. W il l is . Yes.
Senator N e l s o n . That is, instead of the borrower getting the whole 

thing through his local bank, he gets it through the local bank as an 
intermediary of the regional bank. So there are two steps in the 
discount program. Your member bank borrows it from the regional 
bank, and then the member bank loans it to the individual.

Mr. W il l is . Yes; your point is very forceful and well taken, 
Senator.

Senator N e l s o n . N o w  you have a middleman. Would it not be 
better to abolish that middleman in the matter of discount and let the 
local bank do the business direct—to get discounts direct?

Mr. W il l is . I would rather put it the other way. I f  you can in
duce the bankers to have the regional bank deal direct with the public, 
so as to compete with them right along every day, it would be well. 
There is a great deal of argument for that
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Now, as to this question of profit or “ rake-off,” what you say is 
absolutely true. My own opinion about it is, however, that the com
bined payment of profit or “ rake-off ” will, by competition, be kept 
down to the ordinary level for the use of capital, and that the mem
ber bank which makes a loan, knowing it has to meet that loan itself 
or go to the regional bank, will simply charge enough for its indorse
ment (for that is what it amounts to) to cover its expenses and the 
risk of loss in performing the transactions. I think the competition, 
which is to be perfect under this bill, because any new bank that 
organizes can come in, will keep that rate of interest down to a fair 
return upon capital, and I am firm in that belief because of the fact 
that under the existing system our banks, on the whole, have not had 
an unreasonable rate of return. The comptroller places it, I believe, 
at less than 10 per cent as the average rate of return on capital, which 
is not an unfair return, as such things go, allowing for business 
hazard and failure and all that sort of thing. That is my answer. I 
do not think it would be unreasonable, and I believe competition 
would keep it down. At the same time, I do think if you could per
suade the banks and business interests, which have sprung up and are 
opposed to doing that, to let those regional banks do some business, at 
their discretion, with the public, thereby giving a very powerful 
whip hand over the member banks, you will tend to keep the rate of 
interest down. To get them to do that, I think, would be a difficult 
thing, and I doubt whether it could be accomplished.

Senator R eed . N o w , Mr. Willis, I  want to get your idea about this 
matter: Suppose we were to organize this system along this line, that 
we are to provide 12 regional banks------

Mr. W il l is  (interposing). Or some other number.
Senator R eed . I will take 12 as an arbitrary number.
Mr. W il l is . Yes.
Senator R eed (continuing). We would require the banks in these 

districts to underwrite the stock and then sell the stock of each of 
these regional banks to whomsoever would buy it, the Government 
o f the United States taking a portion, so that the banks in the end 
would not necessarily have the capital invested. Then require the 
banks to keep their reserves either in their own vaults or in these 
banks ?

Mr. W il l is . At their own discretion?
Senator R eed . Well, leaving a discretion, but perhaps not as to 

the entire fund. And then provide that these 12 banks should be 
governed by a board of directors selected, not by the banks but by 
the Federal Government?

Mr. W il l is . Yes, sir.
Senator R eed . So that there was no selfish interest controlling 

those 12 banks. What would be the objection to that system?
Mr. W il l is . Well, that was the question that was asked me last 

night—I think by Senator O’Gorman. I think perhaps you were 
not here at the time.

Senator R eed . I f  so, I  did not hear it.
Mr. W il l is . My answer to it was this: I  firmly believe, perhaps 

wrongly, but I believe that the use of selfish interests under proper 
control in human life, in business relations, is a pretty desirable 
thing; and I think you will get better results in the operation of 
these banks by having them carried on subject to proper Govern
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ment control in the interest of the public by the people who own 
them—w7ho own the stock in them—and who are directly concerned 
in their operation, then you would in having it done entirely by 
public officials. You may say------

Senator R eed  (interposing). Well, suppose we were to have the 
banks have a minority representation on account of their deposits, 
the Government maintaining the majority; what would you think 
of that?

Mr. W il l is . That would be less objectionable to me than the other.
Senator R eed . I just want to get your opinion, because you want 

to get away and I do not want to keep you here very long.
Mr. Willis, have you any idea that the banks to-day—the great 

banks of the country—exercise a somewhat dominating influence over 
the financial market ?

Mr. W il l is . I do, of course, th in k  so.
Senator R eed . Have you any idea that that influence extends out 

throughout the country and reaches the large banks of the country?
Mr. W il l is . I can not help thinking so.
Senator R eed . Well, have you any remote or nebulous notion in 

your head that the banks are not going to control this system?
Mr. W il l is . This system we have now?
Senator R eed . Absolutely.
Mr. W il l is . I have not only a remote and nebulous notion but a 

very distinct conviction, which may be nothing more than a convic
tion, but which I hold just as firrftly as a man can hold a convic
tion based entirely on study, and so on, that tinder this system the 
banks of the several districts will be able to control their reserve 
funds and to keep them invested in the fluid securities of their own 
district, and not in stocks and bonds issued at a great distance from 
them, doubtless under proper control in many cases, but whose 
fluidity and soundness is in no way related to the fluidity and sound
ness of the paper of the district to which these reserves belong.

Senator R eed . That, to my mind, is an utterly different question, 
and it is one that can be reached in an entirely different wTay.

Mr. W il l is . Very likely.
Senator R eed . They have got the right in this bill to prescribe the 

kind of securities that can be used by these banks or can be invested 
in—all of them.

Mr. W il l is . Yes, sir.
Senator R eed . And that is a different question. But I am talking 

now just about control. I will take, for illustration, the district in 
which I live. There is one bank in the district that is the banker for 
720 other banks.

Mr. W il l is . Yes.
Senator R eed . There is another bank that I know of that is the 

banker for (*>00 other banks. Both of those happen to be in my town. 
In the city of St. Louis there are various large banks and trust 
companies that probably do business for and are the depositaries of 
more country banks than those I have named.

Senator C r a w f o r d . Well, those are trust companies and State 
banks, as well as national banks?

Senator R eed . Yes. Now, when these men come to a banker— 
when these bankers come to a great bank in a city—they come to
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him, first, because they have confidence in him as a banker; they 
come to him, second, because he is able to render them certain aid.

We have been told that there was a convention of bankers in Chi
cago that a few men absolutely dominated. We have been told that 
there was a convention of 2,000 or 3,000 bankers in Boston and that 
a few men mapped out the program for that convention and carried 
it through.

And everywhere power and influence works its way to success. I  
do not know what you think; but I have not the slightest doubt that I  
could pick out 12 men in the district that is to be established in the 
section in which I live and that 6 of those men at least will con
stitute the directors of the regional bank.

Mr. W il l is . Well, I think, Senator------
Senator E eed (interposing). And if that is true, who are they? 

They are going to be the great bankers o f that district; they are 
going to be the very men that you say are now under the influence 
of the great financial powers.

Mr. W il l is . May be, Senator, under that influence.
Senator E eed . Well, men that you say are now probably under it.
Mr. W i l l is . Probably; yes.
Senator E eed . Then, have you not made a machinery or devised a 

plan by which all of the bankers are to be united into 12 banks; so 
that it is therefore easier to control 12 banks than it was originally to 
control 7,000 banks?

Mr. W il l is . With reference to that, I  can only say that I do not 
think so and that I think the machinery of public control—the 
Federal board and the arrangement for Government participation 
in the directorates of these banks—is enough to prevent. But as I 
am perfectly free to admit, that is a question that is open to dis
cussion. It is not really a banking question at all. It is the kind of 
question that you have so clearly outlined; and if, in your opinion, 
not enough has been done to guard against that danger of control 
then more should be done.

Senator E e ed . I f  we are not to require the banks to put up any 
capital: if we simply require them to aid in forming this system, 
then the Government would be perfectly justified in retaining the 
control of these regional banks, would it not ?

Mr. W il l is . I think, without reference to justification— because I 
think anything is justified in order to get the best results for the 
public welfare—that the best results—business results—are obtained 
either in the way indicated in this bill, or in some similar way. 
Understand me clearly; I am not a bigoted advocate of the details 
of this bill. As I tried to convince you yesterday, I think there are 
many places at which it can be improved, and I have indicated some 
of the most important ones on my own responsibility.

Senator E eed . Well, do you tliink the plan I suggested would be 
workable ? I  will not ask you whether it is as good as this one.

Mr. W il l is . Theoretically, I think it would be workable.
Senator E eed . Do you know of any reason why it would not be 

practically workable?
Mr. W il l is . Practically—that means the kind of men you get to 

operate it?
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Senator R eed . No; I mean the formation of it. So far as running 
it is concerned, I can dismiss from my mind, because I think that 
can be accomplished.

Mr. W i l l is . Equally frankly, then, I think practically the success 
of it would depend a good deal on the way in which it was worked 
out, and the skill with which the details of the plan are developed.

Senator R eed . Please let me ask you one further question. You 
have provided in this bill for the retirement, gradually, of the 
national-bank notes. Will you tell me how we now get the gold into 
our Treasury, which we have been enabled to pile up here as a re
serve back of the------

Mr. W il l is  (interposing). The way in which the country gets 
gold------

Senator R eed (interposing). Well, how do.w^e get that into the 
Treasury ?

Mr. W il l is . Just in this way, I  think—of course, that is a large 
theoretical question of international balance of trade.------

Senator R eed  (interposing). No; I mean the practical way it gets 
into the Treasury.

Mr. W i l l is . Well, the way it gets in, I should say, Is that the use 
of the paper currency, the certificates, is a good deal more convenient 
to people with our habits of using money, than the use of the 
gold------

Senator R eed , (interposing). But we have to get the gold in the 
Treasury before we use the certificates, how do we get that gold in 
there ?

Mr. W i l l is . A  man takes the gold out of the ground. ITe takes 
it to the assay office, and then it goes to the Treasury to be coined. 
The man who is going to use it wTould rather have paper currency 
than gold. He therefore asks the Government to take the gold and 
give him paper currency for it. They hand out the gold certificates 
to him and the gold stays in the Treasury, and the gold certificates 
go into circulation.

Senator R eed . Well, that is not the sole source of the gold supply 
of the Treasury.

Mr. W il l is . Of course, we import gold from abroad, and we do 
not want to use it as money, as the English and the French do, and we 
get certificates for it.

Senator R eed . Who imports it ?
Mr. W il l is . An}rbody who has a claim------
Senator R eed . Of course, we all know that that is one of the 

sources by which money gets into the Treasury. The miner goes 
to the assay office and says I want this gold coined; and then he 
takes the gold and says I want to get gold certificates for this instead 
of the coin.

Mr. W il l is . Yes.
Senator R eed . We understand that. But there is another source 

of it.
Mr. W il l is . We get it through international balances of trade.
Senator R eed . But how does that get into the Treasury ?
Mr. W il l is . Just in this way, I  should say: The balance of trade 

in favor of this country is created through the purchase and sale 
of goods.
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Senator R eed . But I  am just assuming that gold is in this country. 
How does it get into the Treasury ?

 ̂Mr. W i l l is . Just as I say: A bank or an individual has posses
sion of the gold, and prefers the currency to the gold, takes the gold 
to the Treasury, leaves it there, and gets the currency for it.

Senator R eed . N o w , has that ever been done?
Mr. W il l is . D o you mean an actual transaction ?
Senator R eed . Yes.
Mr. W il l is . I could not point to an actual specific transaction, of 

course.
Senator R eed . Well, Mr. Willis, is not this the way it is done: 

The Government collects vast sums of money at its ports; and it col
lects an excise tax ?

Mr. W il l is . Yes.
Senator R eed . And that tax can not be paid in national-bank notes. 

The national-bank notes, therefore, are forced out of that use, and 
something must take their place; and, therefore, it must be gold or 
the equivalent of gold. So that there is being poured into the Fed
eral Treasury because of that fact a stream of gold.

Mr. W il l is . Yes.
Senator R eed . And when it once reaches there it can be laid aside 

and gold certificates issued. Is not that the way it gets there?
Mr. W il l is . Well, gold undoubtedly gets into the Treasury in that 

way; but I do not think that accounts for the bulk of the increase 
in the trust funds behind the gold certificates.

Senator R eed . Would not that flow of gold be greatly retarded if 
we were to retire the national-bank issue of $700,000,000------

Mr. AVil l is . I do not think so ; not in the slightest degree.
Senator R eed . And we were to issue a Treasury note that was pay

able for duties and imposts?
Mr. W il l is . I honestly do not think so.
Senator R eed . Have you ever gone to ascertain the practical work

ings of this system we are now living under? One of the great 
sources of our gold supply has been due to the circulation of the 
bank notes.

Mr. AVil l is . AVhy, certainly, it is undoubtedly true that the bank 
notes circulate as they do because we have not cared for gold in
stead of them. AVe have had to supply the place of the pure gold 
currency which we would have had had bank notes been entirely 
absent; and we have supplied that by the use of the bank notes. 
That is certainly the case.

Senator R eed . And the bank notes—is not this the practical op
eration of it: A banker, knowing that the gold has certain uses 
that the bank note does not have, in paying the money out over his 
counter will pay out the bank notes, and they circulate in the 
pockets of the people very largely?

Mr. AVil l is . Yes.
Senator R e ed . Consequently, when you want to pay the United 

States $10,000 in the way of duties, you go down to the bank. The 
bank has already gathered up the gold, and you say you want 
$10,000 in gold, and you carry that over to the customhouse, and you 
pay it into the customhouse, and the customhouse sends it into the 
Treasury and the Treasurer takes it and puts it over here in a pile 
and issues against it $10,000 of gold certificates; and thus we im
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pound the actual gold. Now, is not that one great function that has 
been performed by the national-bank note?

Mr. W il l is . I should not be inclined to attribute that function to 
the national-bank notes. Indeed, my feeling has been that the na
tional-bank notes have driven gold out of the country. I feel that 
very strongly—that they have been at times very redundant in cir
culation—and that they have actually prevented the gold from being 
paid to the Government, when it otherwise would have been and 
should have been paid to the Government,

Senator E e e d . What do you think the circulation per capita ought 
to be in this country?

Mr. W il l is . That is a question I do not think anyone can reason
ably pass upon. It varies a good deal, and because it varies we need 
elasticity in the currency.

Senator E e e d . Would you think that in 1896 it was too little, or too 
much ?

Mr. W il l is . Well, that is a good while ago. I do not know what 
I  thought at that time.

Senator N e l s o n . Y ou mean 190G, do you not, Senator Eeed?
Senator E eed. No; I mean 1896.
Mr. W il l is . I do not know  w hat I th ou gh t at that tim e.
Senator E eed . Did you at that time advocate the theory—the quan

titative theory of money?
Mr. W il l is . I never have believed in the quantitative theory of 

money.
Senator E eed . You do not believe that the amount of money has 

anything to do with prices?
Mr. W il l is . That is a little too strong a statement, It has some

thing to do with it, but I do not believe it to be the sole regulator of 
prices.

Senator E eed . Not the sole regulator, but is it not a great factor?
Mr. W il l is . It is doubtless an im p o rtan t fa cto r , bu t not the 

greatest.
Senator E eed . I s it not the greatest single factor?
Mr. W il l is . I do not think so. That is a very much controverted 

scientific question, Senator Eeed.
Senator E eed . Well, did you ever follow the fluctuation of prices 

and compare them with the amount of money in circulation?
Mr. W il l is . Yes; I  have made, I  think, a pretty elaborate study 

of that.
Senator E eed . Well, is it not true, as a matter of financial law, 

that, taking prices in the aggregate and not picking out a particular 
year, but taking a period of time great enough so that you can strike 
a fair general average, that the rise of prices has always followed 
the increase of per capita circulation?

Mr. W il l is . I h on estly  do not th in k  so. You ask m e for an  
opin ion , and it is m y  duty  to tell you  just w hat I  think.

Senator E e ed . Certainiy.
M r . W illts . I  do not think so. But I  also add to that there is 

scientific opinion in favor of the view that you have expressed, 
but that, in my judgment, the weight of scientific opinion is against 
it—closing, then, with the statement that, while there is a great 
deal of evidence on behalf of both sides, my own studies of the
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subject have led me personally to the conclusion that the quantitative 
theory of money is not a sound, is not a tenable, one.

Senator R eed . Then, if that is true, it will not make any difference 
how much per capita circulation we have out; as long as it is good 
money it will not affect prices.

Mr. W il l is . Provided it is good money, and instantly redeemable, 
I  do not think the mere quantity in circulation makes any difference.

Senator R eed . One further question and I am through. Why 
do you provide in this bill that the Secretary of the Treasury must 
turn over all the money in the Federal Treasury, except the 5 per 
cent, and the moneys held on special deposit and must hereafter 
turn over all moneys acquired, to this system of privately owned, 
privately controlled banks?

Mr. W il l is . Well, eliminating the latter part of that question, 
which I do not think is quite fair—that is, it would commit me, 
you know, to the belief that it was a privately operated system, 
which I do not think I can admit------

Senator R eed (interposing). Well, not entirely; there is some con
trol of it.

Mr. W il l is . But answering the main branch of your question about 
the Government deposits I would say this: I believe that there is 
really no feature of our existing system that is so open to criticism 
and is so unique among the fiscal systems of the world as that by 
which the Government segregates its current receipts in money and 
withdraws them from use.

And I believe that in times past very serious hardships and wrong 
have been done to the country by withdrawing large sums in that 
way and then depositing them back in banks at other points. For, 
even with the best intentions in the world, under the most favorable 
possible conditions, it is not practicable to put the funds back ex
actly where they came from.

So that for those reasons I think it is better to have the funds re
main steadily in commercial use instead of being drawn out.

Senator R eed . Well, now, do you not argue too much on that?
Mr. W il l is . Perhaps so.
Senator R eed . Y ou have a bill here that provides that these re

gional banks, under the direction of the central power of the Govern
ment, shall do identically that thing not only with the Government 
money but with the private moneys of the banks ?

Mr. W il l is . Certainly it was not believed that it would do that.
Senator R eed . Well, the Federal Treasurer has collected the money 

that is due to the Government and belongs to the Government. He 
sees fit, because he believes it ought to be done, to deposit $10,000,000 
with the banks of Chicago, and recently $50,000,000 with the banks 
of the West. It is his money—or it is our money; it is the people’s 
money, and he deposits it. It is an arbitrary transfer o f one’s own 
funds from one place to another. And you say that is bad, because 
the money does not go back to the place where it originated ?

Mr. W il l is . Yes.
Senator R eed . Very well, let us take this 12-bank system. The 

banks of New York, we will say, pay into the Federal Treasury a 
large sum of money. There is $100,000,000 there. There is a bank— 
a western regional bank, somewhere out in the West, that is in need
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of funds. A  Government board orders the bank in New York to send 
$50,000,000 to that bank.

Will you tell me why that does not have every single vice that is in 
the system that now exists ?

Mr. W i l l i s .  I will answer that perfectly frankly------
Senator Reed (continuing). With the additional vice that you are 

taking private money against the will of the owners of that private 
money, whereas under the present system you are only taking Fed
eral moneys and depositing them, exercising the right of a pro
prietor to put his money wherever he pleases ?

Mr. W i l l i s .  I will answer that perfectly frankly, Senator Reed. 
In one view of the case I think your criticism is an absolutely just 
one; and I would be inclined to defend that power just as I did de
fend it before on the ground that it is an exceptional power, to be 
used only under exceptional and unusual conditions when all else 
has failed.

But I would make this one limitation, if you will permit, upon 
your statement, that the withdrawal that occurs in the latter case, 
you understand, under this bill is from commercial use and from 
one commercial district to another commercial use and to another 
commercial district, the funds being in continuous use at the service 
of the business community all the time, whereas now the funds are 
paid to the Government, a noncommercial body, are segregated in 
the Treasury, oftentimes to the extent of hundreds of millions of 
dollars, the surplus within recent years, I think, having run as high 
as $260,000,000, and they are held out of use there for indefinite 
periods.

Senator Reed. Has there ever been a time when $262,000,000 has 
been in the Treasury ? Has it not been in the banks of the country ?

Mr. W i l l i s .  Under the Shaw administration, I  think, the surplus 
ran up to about that figure, the funds being distributed between the 
Treasury and the various subtreasuries, but being out of commercial 
use. That is, the total surplus; but there was, of course, a certain 
part of it in the banks.

Senator Reed. Yes; the major part of it was in banks, was it not?
Mr. W i l l i s .  I do not think so; not at one time. Senator Reed.
Senator B ristow . Excuse me for interrupting you; but did not 

Secretary Shaw distribute that surplus all over the country ?
Mr. W i l l i s .  He kept distributing it, and calling it back again.
Senator B ristow . Well, he called it back as he needed it, did he 

not?
Mr. A V illis. No ; he often called it back when he did not need it; 

that is a matter of opinion, of course; I am not criticising anybody. 
But I think he often called it back when he did not need it.

Senator B ristow . To my certain knowledge, he sent thousands and 
hundreds of thousands of dollars out to the small country banks.

Mr. A V illis. Oh, certainly he did that; and a good many of those 
banks deposited it in New York and other centers. But that is an
other question. I think, Senator Reed, in all frankness, that your 
criticism of that power is a perfectly fair one, with the limitation
I have made.

Senator Reed. N ow , I have in mind another thing. I have in mind 
the stability of this Government. I am going to assume, for the sake
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of argument, that we came to a crisis when we were threatened with 
a great war. I am utterly opposed to passing any law under which 
the Federal Treasurer can not conserve in the vaults of the Govern
ment any money, no matter what the emergency is ; no matter if this 
whole chain of banks was tottering to its fa ll; no matter what the con
dition that he must put that money in the banks; do you not think 
that power is too broad ?

Mr. W i l l i s .  That is the matter that you mentioned yesterday. I 
am glad you recalled that to my memory. I think we might very well 
modify that so as to leave it discretionary with the Secretary of the 
Treasury. I see no objection to that.

Senator Reed. Would you draw the provision, then, something like 
this? Would you express it—not in this language, but substantially 
like this:

That it is the policy of the Government to keep these moneys in the banks-------
Mr. W i l l i s  (interposing). Certainly, that is right.
Senator Reed (continuing) :

But with a discretion vested in the Secretary of the Ti'easury, whenever for 
the public good he desires to retain it in the vaults?

Mr. W i l l i s .  Exactly so.
Senator Reed. I do not mean that that would be written in the law 

in that wTay.
Mr. W i l l i s .  I understand; that is the thought.
Senator Craavford. Then you would repeal the Independent Treas

ury act?
Mr. W i l l i s .  This bill does not repeal that.
Senator Reed. I am obliged to go, now, Mr. Willis; but I am very 

much obliged to you.
Mr. W i l l i s .  I thank you, Senator Reed, for your courtesy.
Senator C raw ford. But it practically destroys it, does it not?
Mr. W i l l i s .  It destroys the working of it in ordinary business 

operations; yes.
Senator C raw ford . Mr. Willis, the member banks who subscribe to 

stock in the regional reserve bank and who want to rediscount paper, 
it is not contemplated that in all cases that they shall get currency 
for this paper, is it ? Will they not, in a great many cases, take their 
assets over there and get a credit in that bank?

Mr. W i l l i s .  Certainly; yes.
Senator C raw ford. Well, unless this Federal reserve board has this 

absolute control over the issuing of currency, howT in the world can 
the temptation be withstood of getting currency on all the commercial 
assets that these member banks want to lug over there, and in that 
way inflate the currency of the country?

Mr. W i l l i s .  Well, in a great many cases the banks would not want 
currency; they would rather have the credit and would draw checks.

Senator C raw ford. Well, there is a temptation, always, to get cur
rency when there is any chance to loan it out and get interest on it.

Mr. W i l l i s .  The bank would just as soon loan out its credit.
Senator C raw ford. Then you think it is not necessary to have this 

check in the hands of the Federal reserve board on the tendency to 
issue too much currency?

Mr. W i l l i s .  Personally, as I explained yesterday afternoon, my 
theory is that the issue of currency, if it is amply protected, and if
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it is absolutely and unquestionably solvent and good, will take 
care of itself. But, for the sake of safeguarding it still further, be
cause it is so important a matter, we ought to make assurance doubly 
rure; and I think it is well to leave a general oversight in the hands 
of the Federal reserve board.

Senator C raw ford. Well, the volume of this prime commercial 
paper, these liquid assets, is so enormous that if they could lug it to 
the reserve bank and get currency for it without limit it certainly 
would inflate the currency, under certain circumstances.

Mr. W i l l i s .  I do not think that is a danger.
Senator IIitc iic o c k . Mr. Chairman, is there anything further?
Senator Pom erene. I think there is nothing further.
Mr. W i l l i s .  May I be excused, then?
Senator Pom erene. Have the Senators any further questions to 

ask? If not, Mr. Willis Avill be excused.
Mr. W i l l i s .  I thank the committee for its courtesy to me.
Senator Pom erene. We are obliged to you.
Senator H itc iic o c k . Yes; the committee is obliged to you.
Mr. W i l l i s .  If I can serve the committee in any way in passing 

upon any further point of doubt I will be glad to do so by letter. 
Have I the privilege of reading my testimony and correcting formal 
errors ?

Senator Pom erene. Yes: you can arrange with the reporter about 
that.

Mr. W i l l i s .  In closing. I should like to add to my testimony a 
very brief statement of the points in which I believe that the bill 
should not be changed, no matter what alterations of detail may be 
introduced into it. When I began my testimony this morning I 
suggested that such a condensed review might be worth while by 
way of completing what I had to say, but since then the discussion 
has taken a wide range, and I have not been able to furnish the 
enumeration of the essential points spoken of. May I say in con
clusion, then, that I believe the vital points to be retained in the 
legislation are as follows:

(1) First of all, it is necessary to have a number of reserve banks, 
and, above all else, to keep the way clear for increasing this number 
if necessary as different sections of the country desire. As I have 
said, I do not feel a positive certainty as to any given number, but 
I am positive that the number should be a reasonable one, corre
sponding to the general business and commercial division of the 
country.

(2) Secondly, I am earnestly desirous to see the autonomy and 
independence of each of these banks absolutely maintained, and to 
that end I think that extensive business between them, involving the 
keeping of large funds with one another, should not be permitted, 
and that the general course of their operations with one another 
should be closely supervised bv the Federal reserve board.

(3) Thirdly, I esteem it absolutely essential to retain in the bill 
the provisions for open market operations upon at least their present 
scale of development. Otherwise the banks will not be able to make 
their rate of discount effective.

(4) Fourthly, it is absolutely and fundamentally essential that 
the banks shali keep their reserves either in cash in their own vaults
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or else in the form of credits with the Federal reserve banks in whose 
districts they are situated. The present system of pyramiding re
serves, keeping balances with other banks which are counted as a part 
of the reserves of the banks to which they belong is wholly vicious, 
and should be terminated at as early a date as conditions will permit.

(5) Fifthly, the Federal reserve board should have enough power 
to make it a genuine force, particularly in cases of emergencies, and 
should always be in position to exercise within reasonable limits a 
powerful control over broad banking policy.

(6) Sixthly, the bill should provide for a uniform system of do
mestic exchange without any question or doubt. I f  possible, to effect 
this without undue hardship it should be based upon par collec
tion of checks within reasonable limits.

(7) Seventhly, there should be no provision tending to overload 
the Federal reserve banks with Government bonds through any 
system of purchase or absorption or transfer. Such a provision 
would inevitably result in tying up the funds of the banks to a cor
responding degree, thereby crippling them and preventing them from 
furnishing sufficiently effective or active assistance in the granting 
of rediscounts.

There are other essential and highly important provisions which 
should appear in any bill, but I regard the foregoing as so pre
ponderating in importance that I have thought it worth while to seg
regate them for special attention.

Senator H itc h c o c k . I would like to read this telegram into the 
record; it is addressed to Hon. Robert L. Owen, the chairman of this 
committee, and it is signed by some 30 of the leading wholesale 
houses of Omaha, Nebr. It is as follows:

O m a h a , N e b r ., October 24, 1913.
Hon. R o b t . L. O w e n ,

Chairman Senate Committee on Banking and Currency,
Washington , D. C.:

The lending business of Omaha, in a called meeting here to-day, expressed 
their alarm at some of the provisions of the Glass-Owen currency bill, believing 
that it will have a blighting effect upon the business of jobbers, manufacturers, 
packers, stockmen, grain men, retailers, other lines of business, and farmers. 
They are actuated in making this earnest protest by the absolute certainty 
that the bill if enacted will bring about a very serious contraction of credits, 
not only in the West, but throughout the whole country. This is a vital effect 
of the bill, which can not fail to work hardships upon business concerns large 
and small. For instance, the banks of Omaha, under the operation of the pro
posed law, will lose from $7,000,000 to $8,000,000 of their deposits. In order to 
make up for this loss they must ask for a corresponding reduction in their 
loans, say about $5,000,000. This means that the business men of this section 
must reduce their lines of credit in their local banks all the way from 20 to 30 
per cent. It is well known that the large business houses of the West carry 
lines of credit in Chicago, St Louis, Boston, New York, and in other large 
financial centers. Under the operation of the pending bill these lines of credit 
will be reduced for the same reasons that will impel their local banks to reduce 
such lines of credit. In all this vast region probably we would have but two 
regional reserve banks, leaving this section of the country very much handi
capped for banking facilities. In the territory outlined there are now 17 
reserve cities, which have been created by the Comptroller of Currency.

In response to the actual needs of business in the midwest the proposed law 
would seriously disturb the trade relations which have been built up through 
the natural growth and evolution of trade and traffic, a result which the West 
could not tolerate. These ill effects would, in the very nature of the case, have 
a secondary effect upon the retail merchants as well as stock growers, farmers, 
mechanics, and others. The wholesale contraction of credits which the bill 
would entail will inevitably work a hardship to the business men of all grades
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and the widespread retrenchment which must follow in consequence will also 
affect interests of the mechanic and laborer to a very serious degree. Kindly 
have clerk read this telegram to the committee.

F. Colpetzer, Geo. H. Kelly, J. B. Iiahm, Glen C. Wharton, W. M. 
Burgess, W. 1). I-Iosford, Geo. Brandeis, J. A. Sunderland, B. F. 
Marshall, C. W. Hull, T. C. Byrne, O. D. Kiplinger, H. S. Weller, 
C. II. Walrath. It. J. Dinning, G. C. Cunningham, T. S. Windheim, 
C. S. Hayward, F. M. Andreesen, F. L,. Haller, F. J. I-Ioel, E. E. 
Bruce, David Cole, A. J. Yierling, It. B. Busch. J. B. Blanchard, 
W. L. Burgess, William Newton, F. E. Boiler, F. S. Cowgill.

Senator H i t c h c o c k  (continuing). I will say that those men who 
signed that telegram are the leading business men of the city of 
Omaha and represent very large interests.

Senator P o m e r e n e . There has been given to me a letter from a com
mittee of the New York Credit Men’s Association, under date of Oc
tober 23, 1913, voicing certain criticisms of the bill, and if there is 
no objection I will ask that this be incorporated in the hearings. 

Senator N e l s o n .  That is all right.
(The letter referred to is as follows:)

T h e  N e w  Y o r k  C r e d i t  M e n ’s A s s o c i a t i o n ,
New York, October 2h, 1913.

Hon. R o b e r t  L. O w e n ,
Chairman Committee on Finance and Currency,

United States Senate, Washington, D. C.
M y  D e a r  Slr : Inclosed herewith I hand you copy of certain suggestions form

ulated by the banking and currency committee of this association with respect 
to “ the Federal reserve act ” now pending before your committee. I commend 
the same to the thoughtful consideration of the Senate Committee on Finance 
and Currency.

Respectfully, yours, A. H. A l e x a n d e r , Secretary.
[Inclosure.]

T h e  N e w  Y o r k  C r e d i t  M e n ’s A s s o c i a t i o n ,
New York, October 23,1913.

To t h e  C o m m i t t e e  o f  t h e  U n i t e d  S t a t e s  S e n a t e

o n  B a n k i n g  a n d  C u r r e n c y .

G e n t l e m e n  : The committee on banking and currency of the New York Credit 
Men’s Association, which association comprises 1,400 of the leading merchants, 
manufacturers, and bankers of New York City, expresses its conviction that the 
Federal reserve act now in the hands of the Senate Committee, when perfected, 
will prove of great value to the country. The committee takes the liberty of 
suggesting some modifications of several of the provisions of the bill, which it 
believes would not impair its efficiency but would render it more popular and 
useful.

First. The committee would be glad to see a smaller number of Federal re
serve banks than 32, as named in the bill. We believe that a smaller number, 
with necessarily larger capital, would be quite adequate to properly carry out 
the objects of the act, and that the greater concentration of reserves would 
better meet the needs of the country.

Second. We see no unfairness in the request of the banks who furnish the 
capital of the reserve banks, that they should have some representation on the 
Federal reserve board or a voice in the selection of the members of the board, 
and recommend that the powers of the advisory committee should be enlarged,

Third. The notes of the Federal reserve banks, secured by a gold reserve of 
33$ per cent and by good commercial paper, we believe will be an acceptable 
currency without the Government guaranty, and further believe that they 
should be payable in gold and not as provided— in gold or lawful money.

Fourth. If interest is paid by Federal reserve banks to any depositors it 
should be paid at the same rate to all depositors.

The committee commends to the favorable consideration of the Senate Com
mittee on Banking and Currency the above suggestions. It further approves 
the report of the committee on finance and currency of the Chamber of Com
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merce of the State of New York, and the brief submitted by the committee on 
banking and currency of the National Association of Credit Men, both of which 
documents we believe are in the hands of the Senate committee.

Respectfully submitted.
R i c h a r d  P. M e s s i t e r ,
J. H e r b e r t  C a s e ,
W .  E. T h a t c h e r ,
B. S. H a s k i n s ,
O t i s E v e r e t t ,

Committee.
Attest:

A. H. A l e x a n d e r , Secretary.

Senator Pom erene. I also have here some resolutions passed by 
the Richmond Chamber of Commerce, and, if there is no objection, I 
will have them incorporated in the record. 

(The resolutions referred to are as follows:)
C o p y  o f  P r e a m b l e  a n d  R e s o l u t i o n s  A d o p t e d  b y  t h e  B o a r d  o f  D i r e c t o r s  o f  

t h e  R i c h m o n d  C h a m b e r  o f  C o m m e r c e , O c t o b e r  21, 1913.

T h e  R i c h m o n d  C h a m b e r  o f  C o m m e r c e ,
Richmond, Va., October 22, 1913. 

Whereas the Richmond Chamber of Commerce has for some time past urged 
upon Congress the necessity for a revision of the currency and banking system 
of the country, it wishes to express its recognition of the importance of the 
recent action of Congress in formulating the pending bill, believing that the 
commercial and manufacturing interests are more directly interested in this 
measure than any other class of the people; and further, that the prosperity 
of the banks, not only in their soundness and strength, but also in their pro
nounced success, is a most important factor in the development of every 
industrial interest. It is, however, confidently thought that the bill now 
proposed will meet the requirements sought by the commercial and manu
facturing interests much more efficiently if certain amendments or changes 
could be incorporated. The effect:, in its opinion, of these amendments or 
changes will be that the banks would see their way clear to most heartily take 
advantage of all the good features of this bill, with the result that the country 
will be helped, especially in the South, which is so rapidly developing and 
must have more elasticity in its banking facilities to meet its requirements : 
Therefore be it
Resolved , by the Richmond Chamber of Commerce, That it most earnestly 

requests the Congress to adopt the following amendments or changes in the bill 
now under consideration:

First. That the number of the Federal reserve board shall be seven, three 
of whom shall be proposed by the reserve or regional banks.

Second. That the amount of stock that each bank shall subscribe to its 
respective regional bank shall be reduced from 20 to 10 per cent, and that the 
number of regional banks be reduced to not more than five.

Third. That the currency issued by the reserve or regional banks should be 
under Government supervision, but should be the obligation only of the reserve 
bank issuing the same and the member bank to which it is issued, and not a 
Government obligation or guarantee by the Government; also, that this cur
rency, namely, the notes issued by the regional banks, should be redeemable in 
gold alone.

Finally, it is suggested that the provision for the segregation of savings-bank 
deposits and the use of these funds in certain specified forms of investment, 
might work a great hardship upon the commercial interests' of this section, and 
for that reason this provision of the bill should be made optional or entirely 
eliminated.

W .  T. R e e d , First Vice President.
Attest:

R. A. D u n l o p , Secretary .

Senator Pom erene. I will also say, in a preliminary way, that 
one week ago to-day Senators Martin and Swanson, of Yirginia, 
were waited upon by a delegation of bankers from Yirginia, and the
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Senators got in touch with Senator Hitchcock and Senator Weeks 
and myself, and they were informally heard before us; and it was 
suggested to them that they present any objections they might have, 
or any amendments they might propose, in the form of a brief to 
the committee. I have that brief here and if there is no objection 
that will be incorporated in the record of this day.

(The papers referred to are as follows:)
W a s h i n g t o n , D. C., October 18, 1913. 

The S e n a t e  C o m m i t t e e  o n  B a n k i n g  a n d  C u r r e n c y .

G e n t l e m e n  : Pursuant to a suggestion made at an informal conference to
day between Senators Hitchcock, Pomerene, and Weeks of your committee, and 
Senators Martin and Swanson, of Virginia, and a committee representing the 
Virginia Bankers’ Association, we respectfully submit for your consideration 
the accompanying memorandum of the amendments and modifications of the 
pending currency bill which we believe to be desirable.

In making these recommendations we have not endeavored to cover every 
section of the bill, our idea being to emphasize those portions of the measure 
that we feel especially affect our Virginia institutions.

Yours, respectfully,
G e o . It. B. M i c h i e , Secretary.

A  B r i e f  S u m m a r y  o f  M o d i f i c a t i o n s  i n  t h e  C u r r e n c y  B i l l S u g g e s t e d  b y  t h e  
C o m m i t t e e  o f  t h e  V i r g i n i a  B a n k i n g  A s s o c i a t i o n .

Stock subscriptions.—The stock requirements should not exceed 10 per cent 
of the capital of member banks. A larger subscription would, in the case of 
many small banks, cause embarrassment and injuriously restrict their opera
tions. A suspended stock liability would create a feeling of uneasiness and 
anxiety.

United States bonds.— The Government created a market for low-rate bonds 
by giving them the currency privilege. Nearly all national banks purchased 
the 2 percents at a considerable premium on account of this privilege. A 
change in the currency system, which contemplates the withdrawal of this 
privilege, should carry a provision which will substitute for these bonds some 
security that will sell for 100 cents on the dollar. The credit of the nation 
requires it. Good faith demands it.

Savings departments.— The provision in the pending bill for the segregation 
of the savings deposits would lead to enormous contraction in commercial loans 
in sections like Virginia, besides placing on the banks the burden of heavy addi
tional expenses, incident to the proposed segregation of capital, deposits, funds, 
and investments. These requirements, fraught with so much peril to our com
mercial, industrial, and agricultural interests, should be eliminated or so 
modified as to apply only to such banks as may elect to avail themselves of the 
5 per cent reserve requirement for savings departments.

Dividends.— The first charge on the earnings of the regional reserve banks 
should be a fair dividend on the capital stock. The member banks furnish all 
the capital and are further liable for a sum equal to said capital. A reasonable 
dividend on this capital should not be jeopardized by interest on deposits by 
the Government or member banks.

Division of earnings.— On the basis of fair dealing, it would be difficult to 
defend any division of earnings, after the payment of dividends and the accu
mulation of the desired surplus, other than by apportionment among member 
banks and the Government, in proportion to the average credit balance main
tained by each with the regional reserve banks. Any other plan would, in a 
measure, defeat the purposes of the bill, for while the earning capacity of the 
regional reserve banks should be secondary to the important functions to be 
performed by them, the active support and cooperation of the member banks 
are essential to the highest degree of efficiency; and member banks will certainly 
limit their deposits in regional reserve banks to the minimum legal reserves, 
unless they receive an equitable proportion of the profits. Conditions vary in 
different sections. While member banks, in some localities, will require redis
counts at certain periods, other member banks will, at the same periods, have 
funds in excess of the legal reserves. They should be encouraged to deposit
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this idle money in the regional reserve banks, enabling the latter to meet de
mands for rediscounts.

Maximum limit necessary.— If the principle of paying no interest on deposits 
should not prevail, it is most important that there be a fixed maximum limit 
to the interest that may be paid. An abuse of the discretion given the Federal re
serve board in this particular might be disastrous. Excessive interest on Govern
ment deposits would tend to increase the rates of rediscount or might, to take 
an extreme view, amount to confiscation of the earnings and even the assets 
of the regional reserve banks.

Powers of the Federal reserve board.— The functions of the Federal reserve 
board should be well defined and its discretionary powers reduced to the narrow 
limits requisite for safety in emergencies and unforeseen conditions.

Respectfully submitted.
Caldwell Hardy, president Norfolk National Bank, Norfolk; Hugh 

M. Kerr, cashier National Bank of Commerce, Norfolk; Thos. B. 
McAdams, cashier Merchants’ National Bank, Richmond; E. B. 
White, president Peoples’ National Bank, Leesburg; Thos. P. 
Beery, cashier Peoples’ Bank, Harrisonburg; Henry Easley, 
president Planters & Merchants’ National Bank, South Boston; 
J. B. Fisliburn, president National Exchange Bank, Roanoke; 
Nelson S. Groome, cashier Bank of Hampton, Hampton; Oliver 
J. Sands, president American National Bank, Richmond; Jos. M. 
Hurt, cashier Citizens’ Bank, Blackstone; C. E. Tiffany, president 
Fauquier National Bank, Warrenton; J. F. Rison, president 
Commercial Bank, Danville; J. Wm. Miller, cashier Peoples’ 
Bank, Pulaski; J. W. Bell, president First National Bank, Abing
don; Geo. R. B. Michie, president Peoples’ National Bank, Char
lottesville.

Senator Pom erene. I believe Mr. Edward E. Shields, representing 
a group of Pennsylvania bankers, is to be heard. 

Senator Reed. I have here a telegram from Mr. Festus J. Wade, 
president of the Mercantile Trust Co., of St. Louis, which I should 
like to read to the committee. 

Senator B ristow . I think it ought to be printed in the record. 
Senator Reed. It will be remembered that Mr. Wade is one of the 

bankers who came here from the Chicago conference of bankers. It 
is addressed to the chairman, and not to me. It is as follows:

S t . Louis, Mo., October 25, 1913
Senator R. L. O w e n , Washington, D. C.:

Serious consideration of any new bill at this late date will, in my judgment, 
be fatal mistake and injure banking and currency reform for years to come. 
I am quite certain, after the exhaustive inquiry of your committee and the ad
vice and counsel that have been given you by various business men and bankers 
who appeared before your committee, you can amend Glass-Owen bill in such 
a way as to make it workable and practicable as well as acceptable to great 
majority of banks' and trust companies throughout the United States. If you 
desire to delay banking and currency reform until another panic, I know of no 
better way you can do so than by advocating a new measure at this late date.

I sincerely hope you will rapidly bring in a unanimous report recommending 
proper amendments to Owen-Glass bill, and pass same as amended at present 
session.

F e s t u s  J. W a d e .

STATEMENT OF EDWARD E. SHIELDS, SECRETARY GROUP 2, 
PENNSYLVANIA BANKERS’ ASSOCIATION, WEST CHESTER, PA.

Senator Pom erene. Will you give your full name, address, and 
business ? 

Mr. S h ie ld s . Edward E. Shields, secretary group 2, Pennsylvania 
Bankers’ Association, West Chester, Pa. 

Senator Pom erene. With what bank are you connected?
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Mr. S h ield s. I am one of the officers of the Franklin National 
Bank, of Philadelphia; I am an assistant cashier of the Franklin 
National Bank, of Philadelphia; most of my adult life was spent 
with the First National Bank of West Chester.

Senator Pom erene. Will you please give the capital stock, surplus, 
and deposits of your bank ?

Mr. S h ie ld s. My present bank?
Senator Pom erene. The one you are now connected with.
Mr. S h ield s. The capital stock is $1,000,000, the surplus is 

$3,000,000, and the deposits approximate $38,000,000.
Senator P om erene. IIow long have you been actively in the bank

ing business?
Mr. S h ield s. By “ actively/5 do you mean as an officer? My whole 

adult life has been spent in the banking business.
Senator Pom erene. That answers the question sufficiently. You 

may proceed.
Sir. S h ield s. I thank you, gentlemen, for the opportunity of ap

pearing before }7ou.
It is not my purpose to give you my own views as to the proposed 

Federal reserve act. I have no thought of doing that, and I am not 
expected to do it.

My position is that of secretary to group 2 of the Pennsylvania 
Bankers’ Association. I will explain about that association in just 
a word. The Pennsylvania Bankers’ Association is divided into eight 
groups. Group 2 is composed of six counties in the southeastern part 
of the Stale, and, perhaps, is typical of the whole State, because of 
the diversified interests in its territory. It .has commercial in
terests, as the city of Chester, being a city of much commerce. It has 
mining industries, such as the coal industries in Schuylkill County. 
It has large manufacturing industries, such as the iron industries 
of Coatsville, Pottsville, Reading, and Pottstown, and it has large 
farming interests, so that its activities are typical of the whole State.

I am sure you will want to know just why I am here and why I 
say to you what I am to say.

There came to me as secretary of group 2 an appeal to have a 
meeting of the members of the group, so that the members might have 
recorded their expressions in regard to this proposed act. The re
quest came too late to have a meeting, and so the executive com
mittee met and authorized me to issue the following telegram, which 
I did. night before last, in the shape of a night letter, to the members 
of the group, the total number of which is 138, I think. The tele
gram was as follows:

Executive committee, group 2, Pennsylvania Bankers’ Association, instructs 
me to ask prepaid telegraphic reply Friday from an officer of your bank to 
following:

“ Do you approve or disapprove proposed currency bill? Name principal 
object ion, if any. Dependent upon answer committee may have hearing at 
Washington Saturday before Committee on Banking and Currency.”

C. E. S h i e l d s , Secretary.
Now, I have here a number of telegrams in answer to that telegram, 

wThich I would like to read. I will read as many of them as you may 
desire. They are from trust companies and national banks.

Senator Pom erene. Let me ask you what was your reason for 
asking for the objections to the bill and not asking for an expression 
of opinion as to the merits'of the bill?

S. Doc. 232, 63-1— vol 3------ 74
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Mr. S h ie ld s . The executive committee of the association instructed 
me to send this telegram. I had no option in the matter. It says, 
“  Do you approve or disapprove proposed currency bill?”

Senator Pom erene. I know; but later on you ask them to name 
their principal objections to the bill. Why would it not have been 
fairer if you had asked them to designate the merits of the bill as 
well as to state their objections?

Mr. S h ie ld s. It might have been so, but I believe no harm has 
been done the bill because of the fact that they express in the tele
grams both their approval and disapproval.

Senator W e e k s . Is  it not fair to assume that they approve of those 
features to which they do not offer objections?

Senator Pom erene. That is possibly true.
Mr. S h ie ld s . I am awaiting your pleasure in the matter of reading 

these, gentlemen.
Senator S h a fr o th . We have heretofore in cases of this kind, in

stead of encumbering the record with full copies of all telegrams, let 
the gentlemen select a few and put them in, and then state that you 
have so many more of the same tenor. I think we had one case in 
which a gentleman said that there were 315 who disapproved of the 
bill and the same number who practically approved of it, but the 
exact language of each one of those telegrams would, I think, unnec
essarily encumber the record. Can you not classify them?

Mr. S h ie ld s . I have them classified, and I can read a few which 
will be typical of all.

Senator B ristow . Let us hear some of them.
Senator Pom erene. I suggest you read those which are typical and 

not take the time of the committee to read them all.
Senator B ristow . Where they contain practically the same lan

guage, it would not be necessary to read them.
Mr. S h ie ld s . They are much the same. I hope I will not do any 

injustice to any of them in making the selections. I have 13 telegrams 
from trust companies and 57 from national banks. O f the trust com
pany telegrams, 2 give unqualified approval of the bill and 11 name 
their objections to the bill. Of the 57 telegrams from national 
banks------

Senator P om erene (interposing). While dwelling on the trust 
company telegrams will you not read us two or three of them, in order 
to give us the objections which they raise?

Mr. Shield's. Here is one from the Chester County Trust Co.:
W e s t  C h e s t e r , P a ., October 2k, 1913.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association, Philadelphia, Pa.:

We are opposed to Glass-Owen bill for various reasons; our two main reasons 
because it segregates savings deposits and does not provide one central bank 
with branches. Regard favorably Vanderlip Senate bill.

J. E. R a m s e y ,  
President Chester County Trust Co.

Here is a telegram from the Lansdowne & Darby Saving Fund & 
Trust Co.:

L a n s d o w n e , P a ., October 2h, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association, Philadelphia, Pa.:
This company is not fully in favor of the proposed banking law.

T h e  L a n s d o w n e  &  D a r b y  S a v i n g  F u n d  &  T r u s t  C o .
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The Merion Title and Trust Co., of Ardmore, Pa., through its 
president, says:

A r d m o r e , P a ., October 24, 1918.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers* Association,
Philadelphia, Pa.:

Disapprove any bill tending to increase Government control of everything.
T h e  M e r i o n  T i t l e &  T r u s t  Co. o f  A r d m o r e , 
J o s i a h  S. P e a r c e , President.

This is a short telegram from the Phoenixville Trust Co.:
P h o e n i x v i l l e , P a ., October 24, 1913.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
We disapprove proposed currency bill in its present form.

P h o e n i x v i l l e  T r u s t  Co.

The treasurer of the Bristol Trust Co., of Bristol, Pa., telegraphed 
as follows:

B r i s t o l , P a ., October 24, 1918.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers’ Association,
Philadelphia, Pa.:

We disapprove of proposed currency bill unless amended in several par
ticulars.

T h e  B r i s t o l  T r u s t  Co.,
W h. P. M c C o y , Treasurer.

Then I have here a telegram from the president of the Shenan
doah Trust Co., of Shenandoah, Pa.:

S h e n a n d o a h , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

We disapprove proposed currency bill; favor Vanderlip’s new plan.
H. M.  B r a d e g a n , 

President Shenandoah Trust Go.

The next is from the president of the Quakertown Trust Co.:
Q u a k e r t o w n , P a ., October 24, 1918.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
I foresee great danger should present currency bill pass.

J. S. H a r l e y , 
President Quakertown Trust Go.

The treasurer of the Bucks County Trust Co., of Doylestown, Pa., 
says:

D o y l e s t o w n , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

This company disapproves the proposed currency bill; we disapprove of it 
generally; it is not a thoroughly well-considered bill.

B u c k s  C o u n t y  T r u s t  C o .,
T. O. A t k i n s o n , Treasurer.
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From the treasurer of the Kennett Trust Co., of Kennett Square, 
Pa., I received the following:

K e n n e t t  S q u a r e , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

We disapprove the proposed currency bill. Principal objection compulsory 
subscription to regional banks; would favor the Vanderlip plan.

T h e  K e n n e t t  T r u s t  C o .,
J. W. J e f f e r i s , Treasurer.

The Delaware County Trust Co., of Chester, Pa., sent the follow
ing:

C h e s t e r , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association ,
Philadelphia, Pa.:

We approve of currency legislation; we object to the small number of bankers 
in the management. Men of financial experience should have a majority repre
sentation.

D e l a w a r e  C o u n t y  T r u s t  Co. 

This one is from the Cambridge Trust Co., also of Chester:
C h e s t e r , P a ., October 24, 1913.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association ,

Philadelphia, Pa.:
Object to currency bill principally because it places absolute control of 

finances in hands of seven men, five of same politicians—only one of whom 
need be banker or business man.

C a m b r i d g e  T r u s t  C o .

From the secretary-treasurer of the Coatesville Trust Co. I  
received the following:

C o a t e s v i l l e , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association9
Philadelphia, Pa.:

Difficult to speak for the company; higher officers absent and subject not been 
discussed; personally I favor bill; think, however, any new legislation should 
be subject to liberal initiative and referendum provisions to insure genuine 
popular control, and Federal board should be subject to recall.

A r t h u r  H o o p e s , 
Secretary-treasurer Coatesville Trust Co.

Senator H itc h c o c k . Is that from Pennsylvania? 
Mr. S h ie ld s. That is from Pennsylvania; yes, sir. 
Senator W e e k s. Where is that company located? 
Mr. S h ie ld s . At Coatesville. 
Senator W ee k s. Where is Coatesville? 
Mr. S h ie ld s. In Chester County, sir. 
Senator C raw ford. Is that from a banker? 
Mr. S h ie ld s. He signs himself secretary-treasurer of the Coates

ville Trust Co. 
Senator N e lso n . He is certainly a progressive. 
Mr. S h ie ld s . It sounds very much like it.
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The last of the trust company telegrams is from the secretary of 
the Schuylkill Trust Co., and says:

P o t t s v i l l e , P a ., October 24, 1918.
E. E. S h i e l d s ,

Secretary Group 2 , Pennsylvania Bankers' Association ,
Philadelphia, Pa.:

Approve, but generally we prefer one outlined yesterday by Vanderlip.
N. S. F a r q u h a r , 

Secretary Schuylkill Trust Go.

Now, I come to the replies from the national banks. I have a num
ber of telegrams and some letters from the national banks in our 
group of the Pennsylvania Bankers’ Association. 

Here is a telegram from the Citizens Bank, of St. Clair, Pa.:
S t . C l a i r , P a ., October 24, 1918,

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
We disapprove as it stands. Objections: Do not believe Government should 

assume absolute control without giving members contributing capital represen
tation on the Federal reserve board; do not believe it wise and safe to place 
such vast powers in the hands of the appointed Federal reserve board where 
the personnel need not necessarily be composed of either bankers or business 
men; not satisfied with the rediscount provision, the time limit being too short 
for country bankers; not satisfied with the provision that all reserve be carried 
in regional banks as it would work a hardship to the country bankers.

C i t i z e n s  B a n k .

I have also a telegram from the cashier of the Chester National 
Bank, which says:

C h e s t e r , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

Disapprove currency bill in present shape as to requirement of banks to sub
scribe to capital stock; also character of securities permitted for rediscount; 
think supervising control should be in hands of experienced bankers.

S. H. S e e d s , 
Gashier Chester National Bank.

From the Merchants National Bank of Quakertown I have this:
Q u a k e r t o w n , P a ., October 24, 1918.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
We oppose compulsory subscription to stock of regional banks. We oppose 

limiting dividend to 5 per cent. We oppose the reserve requirements. We 
oppose alternating examiners. We oppose the intention of segregating savings 
accounts with investments in specific securities.

M e r c h a n t s  N a t i o n a l  B a n k  o f  Q u a k e r t o w n .

This telegram is from the cashier of the Grange National Bank, 
at Downingtown:

D o w n i n g t o w n , P a ., October 24, 1918.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers’ Association ,
Philadelphia, Pa.:

Have prospered with present system and under now existing national-bank 
act; we are decidedly opposed to the Glass-Owen currency bill-

G r a n g e  N a t i o n a l  B a n k ,
U. S. B r o a d t , Gashier.
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I received this letter from the cashier of the National Bank o f 
Malvern:

M a l v e r n , P a ., October 24, 1918.
Mr. E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.

Dear Sir : Answering, we disapprove of the proposed currency bill. We 
believe that, should it become a law, among many objections which will arise 
will be the fact that banks in accommodating their patrons and in working 
for good welfare of the community, will be more handicapped in this mutually 
good line, because of the investigations and criticisms as to local accommoda
tions; and also in the fact of the proposed necessity of separating the saving- 
fund deposits assets from the general assets, thus taking practically the saving 
fund part out of the loans made in general accommodations of customers— thus 
perhaps crippling them and impairing the bank’s profits. We fear a political 
central reserve bank and the evil of its control. Our present currency system 
is good.

Most respectfully, C h a s . C. H i g h l e y .

I  also received the following telegram from the cashier of the 
Downingtown National Bank:

D o w n i n g t o w n , October 24, 191$.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

We disapprove Owen-Glass currency bill generally; particularly segregation 
of savings deposits and collecting items without exchange. Approve Vanderlip 
plan.

T. W .  T o w n i n g , 
Cashier Downingtown National Bank.

This telegram is from the cashier of the Union National Bank at 
Minersville, Pa.:

M i n e r s v i l l e , P a ., October 24, 1918.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

Opposed to new currency bill because no provision for redemption 2 per cent 
bonds at par, compulsory membership regional banks, and reserve requirements.

C h a s . E. S t e e l , 
Cashier Minersville National Bank.

From the cashier of the Yardlev National Bank I received this 
telegram:

Y a r d l e y , P a ., October 24,1918.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

Urge committee to oppose proposed currency bill. Favor Vanderlip plan. 
Avoid radical legislation affecting credits.

J e s s e  E. H a r p e r , 
Cashier Yardley National Bank.

The next telegram is from the cashier of the Wernersville Na
tional Bank:

W e r n e r s v i l l e , P a ., October 24, 1918.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, P a.:

Opposed to currency bill, especially nature of Federal reserve board.
L e o n a r d  M. R u t h , 

Cashier W ernersville National Bam,k.
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The Pine Grove National Bank telegraphed as follows:
P i n e  G r o v e , P a ., October 2k, 1918.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
The Hon. E. A. Hayes’s address; see Pennsylvania bankers’ convention 1913. 

Book shows how we stand on currency.
P i n e  G r o v e  N a t i o n a l  B a n k .

The president of the First National Bank of Darby sent the fol
lowing telegram:

D a r b y , P a ., October 21/, 1918.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

The First National Bank of Darby disapproves of the proposed currency bill 
now pending at Washington.

W. L a n e  V e r l e n d e n , President.

This telegram is from the cashier of the National Bank of Avon
dale:

A v o n d a l e , P a ., October 24, 1918.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

Approve general purposes of bill; object to savings-department clause.
J. H o w a r d  B r o sitjs, 

Cashier National Bank of Avondale.

Robert Fussell, cashier of the First National Bank of Media, Pa.,

M e d i a , P a ., October 2k, 1918.
sent the following telegram:
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

We do not approve proposed currency bill; too much power if concentrated in 
a few, possibly politically controlled, hands.

R o b e r t  F u s s e l l . 
Cashier First National Bank.

The First National Bank of Birdsboro sent the following response 
to my inquiry:

B i r d s b o r o , P a ., October 2k, 1918.
E. E. S h i l l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

We object to the proposed currency bill for the following reasons: Central 
reserve bank should be owned by United States Government; the segregation of 
bank deposits should not be compulsory.

F i r s t  N a t i o n a l  B a n k  o f  B i r d s b o r o , 
W m . L i n c o l n , Cashier.

This telegram is from the First National Bank of Auburn, Pa.:
A u b u r n , P a ., October 2k, 1918.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
Do not approve proposed currency bill, especially clauses concerning circula

tion and Federal reserve board; would prefer Vanderlip plan in morning paper.
F. J. V e s s . 

Cashier First National Bank, Auburn, Pa.
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Then I received this telegram from the Bridgeport National Bank:
B r i d g e p o r t , P a ., October 24, 1918.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
We disapprove currency bill, believing it means ruination for country banks.

W .  H. K n e e d l e r , 
Cashier Bridgeport National Bank.

The First National Bank of Mahanoy City telegraphed as follows:
M a h a n o y  C i t y , P a ., October 24, 19IS.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
Disapprove bill; opposed to make-up of Federal reserve board, refunding of 

twos, and proposed compulsory rediscounting, and some more.
First N a t i o n a l  B a n k .  

From the First National Bank of Perkasie I received the following:
P e r k a s i e , P a ., October 24, 1913.

E. E. S h i e l d s ,
Secretary Group 2. Pennsylvania Bankers' Association,

Philadelphia, Pa.:
Opposed to reserve and board of control features of bill.

W a l t e r  K. T e r r y , 
Cashier First National Bank .

The Parkesburg National Bank telegraphed as follows:
P a r k e s b u r g , P a ., October 24, 1918.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
We disapprove proposed currency bill.

M. F. H a m  i l l , 
Cashier Parkesburg National Bank.

I received the following from the First National Bank of Newtown:
N e w t o w n , P a ., October 24, 1918.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
We disapprove of the proposed currency bill in general, as it has many objec

tionable features. Believe it would be a serious thing for the country if passed.
H. B. H o g e l a n d , 

Cashier First National Bank.
The following telegram was received from the Swarthmore Na

tional Bank:
S w a r t h m o r e , P a ., October 24, 1918.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
We are opposed to the Glass-Owen bill for various reasons. Our main reason 

is because it segregates savings deposits.
C. P e r c y  W e b s t e r ,

Cahier Swarthmore National Bank.
The First National Bank of Frackville sent the following:

F r a c k v i l l e , P a ., October 24, 1918.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

Do not approve bill as a whole; commission should be appointed to draft 
necessary currency legislation. If present bill passes, would not care to con
tinue as national bank.

R o b e r t  G. G a r r e t t , 
Cashier First National Bank.
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The president of the National Bank of Oxford sent this telegram:
O x f o r d , P a ., October 2h, 1918.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers’ Association,

Philadelphia, Pa.:
Disapprove proposed bill. Too many reasons to specify in telegram.

S. R. D i c k e y , 
President National Bank of Oxford.

From the First National Bank of West Chester I received the fol
lowing :

W e s t  C h e s t e r , P a ., October 24, 1918.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

We are opposed to new currency bill. It is too radical and will make the re
adjustment of present methods too disturbing.

F i r s t N a t i o n a l  B a n k ,
S. P. C l o u d , Assistant Cashier.

This telegram is from the First National Bank of Cressona:
C r e s s o n a , P a ., October 2h, 1918.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association, Philadelphia, Pa.: 

Disapprove compulsory subscription to stock constitution Federal reserve 
board segregation savings departments.

E. D. M e i x e l l , 
Cashier First National Bank.
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The following telegram is from the Farmers & Mechanics’ National 
Bank, of Phoenixville:

P h e o n i x v i l l e , P a ., October 2Jf, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association, Philadelphia, Pa.: 
Opposed to bill in present form.

F a r m e r s  &  M e c h a n i c s ’ N a t i o n a l  B a n k .

From the Tower City National Bank, I received the following:
T o w e r  C i t y , P a ., October 2i, 1913.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association, Philadelphia, Pa.: 

We approve plan opposing the currency bill.
T o w e r  C i t y  N a t i o n a l  B a n k .

I received this letter from the cashier of the Hatboro National 
Bank:

H a t b o r o  N a t i o n a l  B a n k ,
Hatboro, Pa., October 2h, 1913.

Mr. E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association.

D e a r  S ir : We disapprove of the following features of the proposed currency 
bill:

Rate of dividends to be paid stockholders by the Federal reserve banks. 
Elimination of exchange charges on country checks.
Five per cent reserve required with Federal reserve banks without interest. 

Yours, truly,
H a t b o r o  N a t i o n a l  B a n k , 
W m . F. W i l s o n , Cashier.
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This telegram came from the Peoples’ National Bank, o f Lang- 
home, Pa.:

L a n g h o r n e , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association, Philadelphia, Pa.: 
We are opposed to present currency bill; one of several objections is the 

segregation of our savings deposits.
T h e  P e o p l e s’ N a t i o n a l  B a n k  o f  L a n g h o r n e , 
H o r a c e  G. M i t c h e l l , Cashier.

The First National Bank of Reading telegraphed as follows:
R e a d i n g , P a , October 24, 1913.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association, Philadelphia, Pa.: 

Do not approve. Principal objection segregation savings deposits.
F i r s t  N a t i o n a l  B a n k .

The Atglen National Bank sent the following:
A t g l e n , P a ., October 24, 1913.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
Disapprove currency bill; political features are objectionable; opposed to 

refunding 2 per cent bonds with 3 per cent; circulation privilege should be 
extended until bonds are paid; reserves should be withdrawn from depositories 
gradually, covering a period of, say, five years.

H o r a c e  L. S k i l e s , 
Cashier the Atglen National Bank.

The Farmers’ Bank of Kutztown sent the following:
K u t z t o w n , P a ., October 24, 1913.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
We favor proposed currency bill modified to some extent.

F a r m e r s * B a n k ,
A. A. F i s t e r , Cashier.

From the Reading National Bank I received this telegram:
R e a d i n g , P a ., October 24, 1913.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.: 
n ur principal objection to bill is segregation of savings deposits.

R e a d i n g  N a t i o n a l  B a n k , 
H e n r y  J. H a r r i s o n .

The First National Bank of Honeybrook sent the following:
H o n e y b r o o k , P a ., October 24, 1913.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
We approve of the present currency bill now before Congress.

T h e  F i r s t N a t i o n a l  B a n k ,
P. G. H a r t m a n , Cashier.

The First National Bank of Coaldale sent the following:
C o a l d a l e , P a ., October 2k, 1913.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
We approve of proposed currency bill.

H. F. Bl a n e y ,  
Cashier First National Bank.
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I  also received the following telegram from the president of the 
Chester Clearing House Association:
E. E. S h i e l d s  C h e s t e r , P a ., October 24, 1013.

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

The Chester Clearing House Association this day unanimously adopted 
resolution disapproving currency bill in its present shape.

J. H o w a r d  H o o p , President.
The Farmers’ National Bank of Bucks County, Bristol, telegraphed 

as follows:
E E S h i e l d s  B r i s t o l , P a ., October 23, 1913.

Secretary Group 2, Pennsylvania Bankers' Association ,
Philadelphia, Pa.:

This bank resents compulsion to subscribe to Federal reserve bank under con
ditions imposed, and if compelled to segregate assets for savings department, 
constituting two-thirds our deposits, will be forced to relinquish national charter 
as means of self-preservation and serving community properly. The proposed 
bill aims death blow at country banks that have prospered for 50 years under 
the old system, and is menace to safe banking everywhere.

C h a r l e s  E. S c o t t , 
Cashier Farmers' National Bank of Bucks County, Bristol, Pa.

This telegram came from the National Bank of Chester County:
E E S h i e l d s  W e s t  C h e s t e r , P a ., October 24, 1913.

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

Disapprove of present bill; more time needed to thoroughly digest. Stock
holders of reserve should have representation. Refunding of twos and threes 
should be optional. Object to saving-fund section.

T h e  N a t i o n a l  B a n k  o f  C h e s t e r  C o u n t y .

From the Delaware County National Bank I received the follow
ing:
E. E. Shields, Chesteb, Pa., October ?Jh WIS.

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

We are opposed to currency bill in present form, particularly compulsory 
feature of section 2 and segregation of saving-bank deposits.

T h e  D e l a w a r e  C o u n t y  N a t i o n a l  B a n k .

From the National Bank of West Grove, Pa., I received the follow
ing telegram:
E. E. Shields, W e S T  G r o v e’ P a ” 0ctol)er ** ’ 1913*

Secretary Group 2, Pennsylvania Bankers' Association ,
Philadelphia, Pa.:

The present bill with the changes recommended by the conference of country 
bankers at Boston on October 2, 1913, would be agreeable to us, though Vander- 
lip’s latest plan of a central bank with branches would probably work out better.

M i l t o n  C. P y l e .
Vice President West Grove National Bank.

The following telegram came from the Charter National Bank of
P a  •

E. E. Shields, M e m a ’ P a ’ 0ctober **• 191S~
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
We object to many features of the currency bill, especially to latter part of 

section 8, part of section 11, relating to Federal reserve board, and all of sec
tion 27.

J. L o r d  R i g b y ,
Vice President Charter National Bank, Media, Pa.
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I received the following telegram from the Farmers’ National Bank 
of Reading:

R e a d i n g , P a ., October 24, 1918.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

Urge reduction of regional banks to five if central bank with brances is 
unattainable. Curtail powers of Federal reserve board, especially its power to 
require one reserve bank to rediscount another’s papers. Provide a fixed tax 
on note issues. Change compulsory subscription of 20 per cent to voluntary 
subscription of 10 per cent. Change section which describes note issues as 
obligations of the United States incurred for the purpose of making advances 
to Federal reserve banks. Drop savings bank section, enlarge powers of 
advisory council. Reserve against notes must be gold, not gold or lawful 
money.

T h e  F a r m e r s  N a t i o n a l  B a n k .  

The Jenkintown National Bank telegraphed as follows:
O g o n t z  (v i a  P h i l a d e l p h i a , P a .), October 24, 1913.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association ,

Philadelphia, Pa.:
We are opposed to currency bill in its present shape, principally on account 

of political control reserve requirement and segregation of saving-fund deposit.
J e n k i n t o w n  N a t i o n a l  B a n k .

The Telford National Bank sent the following:
T e l f o r d , P a ., October 24, 1913.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association ,

Philadelphia, Pa.:
I disapprove of the proposed currency bill; principal objections, locking up a 

portion of our funds in reserve banks; the unfair treatment of United States 
twos, which we were obliged to buy above par; segregation of savings deposits; 
the great amount of securities now held by banks which will be forced upon 
the market.

V i n c e n t  B. K tjlp, 
Gashier, Telford National Bank.

I received the following telegram from the National Bank of 
Coatesville:

C o a t e s v i l l e , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

This bank most emphatically disapproves of the currency bill now before 
the Senate. We are opposed to Government control feature, and section 27, 
pertaining to savings deposits, should be stricken out.

M. W. P o w n a l l , 
Gashier, National Bank of Coatesville.

I received the following telegram from the Sellersville National 
Bank :

S e l l e r s v i l l e , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association ,
Philadelphia, Pa.:

Our principal objections to the currency bill are the following: Failing to 
protect the 2 per cent bonds under all conditions, segregation of savings-fund 
deposits, setting apart 20 per cent of capital and surplus of savings-fund depart
ment, and the transfer of all reserve held in reserve city to regional bank; a 
reasonable part should be continued in present reserve city banks.

S e l l e r s v i l l e  N a t i o n a l  B a n k .
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This letter came from the president of the National Bank of Chester 
Valley, Pa., located at Coatesville, Pa.:

T ite N a t i o n a l  B a n k  o f  C h e s t e r  V a l l e y ,

M r  E  E  S h i e l d s  Coatesville, Pa., October 2), 1913.
Secretary Group 2, Pennsylvania Bankers' Association ,

Philadelphia, Pa.:
D e a r  S ir : Replying to your telegram of the 23d instant relative to my 

approval or disapproval of the proposed currency bill, have to say that I dis
approve and think that there should be no action taken until the new adminis
tration at Washington takes time to examine into the proposed changes 
thoroughly so that there may be no mistake. This can only be done by in
telligent investigation.

My idea as a country banker is that our present law is good enough. It has 
stood the trial of half a century, and we tliink we know its defects. Why not 
remedy them without changing it for a system that changes everything and will 
have to be tried out before anyone can tell what tlie result will be? We want an 
elastic currency on special occasions, which is the most vital defect.

Yours, very truly,
H. J. B r a n s o n , President.

The president of the Perkiomen National Bank sent the following 
telegram:

E a s t  G r e e n v i l l e , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

We strongly disapprove proposed currency bill.
F. L. F l u c k , 

President Perkiomen National Bank.

I received the following telegram from the First National Bank of 
Orw^igsburg:

O r w i g s b u r g , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

This bank disapproves proposed currency bill; objections against proposed 
compulsory subscription to regional banks, segregation of savings deposits, ex
change and reserve features.

First N a t i o n a l  B a n k  o v  Orwigsburg. 

From the Keystone National Bank of Beading, Pa., I received this 
telegram:

R e a d i n g , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association ,
Philadelphia, Pa.:

Do not approve currency bill as drawn at present. Objections, political con
trol, furnishing excessive capital, and small remuneration, and authorizing re
gional reserves to lend our hard-earned money to other parts of the country 
not so well off.

J n o . H. M a l t z b e r g e r , 
Cashier Keystone National Bank.

The following telegram came from the president of the Union 
National Bank of Souderton:

S o u d e r t o n , P a ., October 2-'/, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

Do not favor bill as it now stands; should be amended; principal objections 
seggregation of funds, to place vast powers in hands of Federal reserve board, 
refunding 2 per cent bonds without circulating privileges; reserve banks should 
pay interest on deposits. A q  R e i f f

President Union National Bank.
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The cashier of the Farmers’ National Bank of Boyertown, Pa., 
sent this telegram:

B o y e r t o w n , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association ,
Philadelphia, Pa.:

Disapprove any currency legislation at this time.
W m . D. D c i i o e n l y , 

Cashier Farmers' National Bank.
The National Bank of Boyertown sent the following telegram:

B o y e r t o w n , P a ., October 24, 1918.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

Disapprove currency bill. Reasons, compulsory membership regional bank, 
method retiring 2 per cent bonds, segregation savings in national banks.

M.  H. S c h e a l e r , 
National Bank of Boyertown.

The president of the National Bank of Kennett Square telegraphed 
as follows:

K e n n e t t  S q u a r e , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

We disapprove the proposed currency bill.
E. B. D a r l i n g t o n , 

President National Bank of Kennett Square, Pa.

From the Farmers’ National of Oxford, Pa., I received this tele
gram:

O x f o r d , P a ., October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

We disapprove of proposed currency bill as it now stands.
R. A. W a l k e r , 

President Farmers' National Bank.
This is a telegram received from the cashier of the Ashland Na

tional Bank:
A s h l a n d , P a ., October 2k, 1913.

E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.:
Opposed to currency bill. Principal objection, board of managers rediscount 

privileges and carrying of reserves.
G e o . F. R e n t z , 

Cashier Ashland National Bank.

The last of the national-bank telegrams is from the First National 
Bank of Hegins, and is as follows:

H e g i n s , P a . (v i a  T o w e r  C i t y , P a .), October 24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association,
Philadelphia, Pa.:

We disapprove. Government will be charging us out of our premium on bonds 
even though no guaranty will get par; we furnish capital and no voice.

V a l e n t i n e  W .  Q u i g e l ,
First National Bank.
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(The witness at a later date filed the following additional tele
grams for insertion in the record:)

R e a d i n g , P a ., October 24, 1918.
Mr. E. E. S h i e l d s ,

Secretary, care Franklin National Bank, Philadelphia:
The Penn National Bank, at Reading, Pa., disapproves of the currency bill 

Id  general. We disapprove of the segregation of savings and commercial de
posits. We disapprove of banks being coerced to owning stock in a reserve 
bank. We suggest the Vanderlip plan.

A. J. B r u m b a c h , 
President Penn National Bank.

L a n s d a l e , P a ., October 24, 1918.
E. E. S h i e l d s , Secretary:

Principal objections to currency bill: Opposed to segregation of savings de
partment; opposed to reserve funds being placed with regional reserve banks 
without interest; opposed to subscribe up to 20 per cent of our capital.

E. R. M u s s e l m a n , 
Cashier First National Bank.

O c t o b e r  24, 1913.
E. E. S h i e l d s ,

Secretary Group 2, Pennsylvania Bankers' Association:
Disapprove of the Government having whole control of regional banks, the 

circulation change, and restricting investments as to savings deposits.
B y r n  M a w r  N a t i o n a l  B a n k ,
J. W .  M a t l a c k , Cashier.

S h e n a n d o a h , P a ., October 24.
E. E. S h i e l d s , Secretary Group 2:

Disapprove currency bill in present form for following reasons: Exchange 
two 2 per cent bonds for throe 3 per cent bonds with no circulation privilege. 
Banks are not allowed enough return for the money they are compelled to fur
nish to capitalize reserve bonds. Banks are not allowed to draw from reserve 
banks below a minimum reserve amount. They should be allowed to draw all 
their reserve when they need it, as they can do now from reserve agents. Banks 
have not enough representation on the boards of reserve banks. Political ap
pointments on the reserve boards should be cut down. Ono district can compel 
another district to rediscount paper. This should be optional with each district 
to a certain extent.

J. S. K i s t l e r , 
Pt'esident Merchants' National Bank.

T h e  A t g l e n  N a t i o n a l  B a n k ,
At glen, Pa., October 24, 1918.

E. E. S h i e l d s , Secretary Group No. 2.
D e a r  S i r : Small local bank like ours is not interested in many of the features 

affecting a reserve bank. But we are unalterably opposed to surrendering the 
circulation privilege and exchanging United States tŵ os, 1930, unless they be for 
4 per cent or selling at par. We favor central reserve bank with branches. 
Stock owned by the public. It would seem fair to the reserve banks that their 
reserve accounts should be withdrawn gradually, say, a limit of three or four 
years.

Yours, very respectfully, T. J. P h i l i p s .

T h e  N a t i o n a l  B a n k  o f  T o p t o n ,
Topton, Pa., October 24, 1918.

Mr. E. E. S h i e l d s ,
Secretary Gr'oup 2, Pennsylvania Bankers' Association,

Philadelphia, Pa.
My D e a r  S i r : Complying with your request for an opinion regarding tlie 

proposed currency law now before Congress, I beg to say:
I am in favor of the bill now under consideration not because of its obviously 

objectionable features, but in spite of them. I believe the small country banks—
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the kind you find in small cities, country towns, and villages— would fare better 
under a law such as this than they would under the Aldrich plan, which, with 
its process of elimination in the election of officers for the central reserve board, 
would be more responsive to the requirements of Wall Street than to banking 
interests and the needs of business generally. It seems apparent that if we do 
not accept the Owen-Glass plan we will some day be obliged to accept the 
Aldrich plan or something similar, and, as for me, I prefer the one now before 
Congress.

Very respectfully, A. H. S m i t h , Cashier.

M e r c h a n t s ’ N a t i o n a l  B a n k  o f  P o t t s v i i x e , P a .,
Pottsville, Pa ., October 24, 1913.

E. E. S h i e l d s ,
Secretary Bankers' Association.

Philadelphia, Pa.
D e a r  S i r : In answer to telegram received asking to approve or disapprove 

the currency bill. In reply will say:
We object to the currency bill for the following reasons:
We do not approve of the feature requiring or compelling national banks to 

purchase a certain amount of stock; it should be optional.
We do not approve of the feature limiting the holders of such stock to a 5 

per cent dividend.
We are opposed to requiring the deposit of a certain portion of the reserve 

without interest.
We favor 1 bank instead of 12, and think a fair representation on the board of 

directors should be given the stockholders.
We beg to remain, yours, truly, M e r c h a n t s ’ N a t i o n a l  B a n k ,

C. H. M a r s h a l l , Cashier.

T h e  F i r s t  N a t i o n a l  B a n k , 
Fleetwood , Pa., October 24, 1913.

Mr. E. E. S h i e l d s ,
Secretary Group 2, Pennsylvania Bankers' Association.

D e a r  S i r s We are in receipt of your telegram, and in reply would state- that 
we disapprove of the proposed currency bill as it stands to-day. One of the most 
objectionable features that we think is not just is that the banks should hold 
those United States Government bonds, 2 per cent, without the circulation priv
ilege. The Government should redeem those bonds at par if they want to re
move that privilege. There are other objectionable features which have been 
referred to so often that we suppose you have.

Hoping this bill may be amended so as to meet the approval of all concerned, 
we remain, respectfully, yours,

W. G. H a r t m a n , Cashier.

, P e n n  T r u s t  C o ., 
Norristown, Pa., October 24, 1918.

Mr. E. E. S h i e l d s ,
Secretary Franklin National Bank, Philadelphia, Pa.

D e a r  Sir: In reply to your telegram wish to say that being a State institu
tion we have no decided objection to the currency bill, and have therefore Ho 
particular suggestion to offer whereby it should be amended.

It does seem on the face of it as if the banking interests would not be bene
fited by it and some suffer an injury if this bill should be passed, but we be
lieve that the general purpose of the bill will be such a benefit to the com
mercial interests of the country at large, that it should be passed and any defects 
corrected later, rather than insisting upon certain desirable amendments being 
added at the risk of the bill not passing.

Yours, very truly, C. H. A l d e r f e r , Vice President.

Senator N e lso n . H ow  many telegrams did you say were from 
banks and how many from trust companies ? 

Senator Pom erene. He stated that at the beginning of his tes
timony.
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Mr. S h ie ld s . I think I have 70 of them altogether. I classified 
them when I began my statement. I have no further desire to take 
up your time, Mr. Chairman.

Senator P o m e re n e . Have you anything further you desire to say?
Mr. S h ie ld s . I h ave n ot, sir.
Senator W e e k s . Did you say that only two of the 70 replies were 

in favor of the bill ?
Mr. S h ie ld s . I said there were 2 favorable replies from trust 

companies and 2 favorable replies from the national banks out of 
a total of 70.

Senator H it c i ic o c k . Are those country banks, so-called?
Mr. S h ie ld s . Yes, sir.
Senator H it c i ic o c k . O f what average size?
Mr. S h ie ld s . I presume the average capital would be $200,000, and 

the average deposits would be, approximately, $1,000,000.
Senator N e ls o n . I call the attention of the committee to the fact 

that these telegrams disclose that these banks are doing what our 
banks are doing—a savings bank business.

Mr. S h ie ld s . I recently took a trip in western Pennsylvania and ob
served the banking conditions very carefully, and I find that in nearly 
all the banks and trust companies they have savings accounts, on 
which they pay 4 per cent interest, while the banks and trust com
panies of eastern Pennsylvania have savings accounts on which they 
pay 3 per cent interest.

It has been a matter of surmise to me as to what would happen to 
them if this bill should become a law, for I assume that the in
vestments which would be designated by the board would be high- 
class investments, yielding a low return in normal times. I was 
very much interested in noting the conditions in the western and 
eastern parts of the State.

Senator N e ls o n . Do they do this savings bank business through 
bank books or do they give certificates of deposits?

Mr. S h ie ld s . Largely through bank books, I believe. That is the 
custom in eastern Pennsylvania. In some of the towns in eastern 
Pennsylvania and in many of the towns of western Pennsylvaia the 
entire loanable funds in the banks do not at times supply the local 
requirements; and if more than 50 per cent of their available funds— 
that is, the approximate percentage of savings funds in these banks— 
if more than 50 per cent are segregated, just what the local condi
tions will be is rather a guess, because the savings funds will not be 
available under the law for commercial local requirements.

Senator N e ls o n . Under your present system, while you do a 
savings bank business in these banks, you are all governed by the 
same reserves, and the funds are all pooled in the bank, are they not?

Mr. S h ie ld s . Yes, sir.
Senator N e ls o n . And used for commercial purposes?
Mr. S h ie ld s . Yes, sir.
Senator N e ls o n . Whether you get them in the shape of saving 

deposits or call deposits or check deposits ?
Mr. S h ie ld s . Just the same, sir.
Senator N e l s o n . So that they all become one general fund ?
Mr. S h ie ld s . Yes, sir.
Senator N e ls o n . We have the same thing out West; only I think 

we use more certificates of deposit.
S. Doc. 232, 63-1— vol 3------ 75
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Mr. S h ie ld s . Those are used to some extent in Pennsylvania.
Senator R eed . What do you mean by a savings department? Do 

you simply refer to money that is put in on time, or do you refer to 
the conduct of the ordinary savings bank business ?

Mr. S h ie ld s . What I had in mind was the discrimination that 
some country banks make between their checking accounts on which 
they pay 2 per cent and the other accounts on which they pay 3 per 
cent?

Senator R eed . Now, assuming that a bank has gone no further 
than to receive the deposits of customers on time, and is paying 
interest upon those deposits, but is not conducting a regular savings 
bank business as distinguished from the other, if this bill were to 
provide that banks should have a right to receive time deposits------

Senator N e ls o n  (interposing). And pay interest?
Senator R eed . And pay interest thereon, would that injure these 

banks ? Would the bill injure the banks you refer to ?
Mr. S h ie ld s . Well, I presume it would; if you will allow me to 

assume that the trust companies are going to continue in the same 
community with the privilege of giving to the local requirements 
their savings funds, where the national banks would be denied the 
same privilege------

Senator R eed  (interposing). What do you mean by local require
ments ?

Mr. S h ie ld s . The loans to manufacturer, merchant, and the 
farmer.

Senator R eed . Y o u  did not understand my question.
Mr. S h ie ld s . Perhaps not, sir.
Senator R eed . Of course, you have such things as regular savings 

banks ?
Mr. S h ie ld s . Certainly.
Senator R eed . They take in money, agree to pay it back at some 

period of time in the future. They loan it upon real estate; they 
invest it in a great many ways in which savings banks may and 
do invest their money. That is a savings bank, as I am using the 
term in this question.

Mr. S h ie ld s . Certainly; you do not mean a trust company ?
Senator R eed . A trust company may do the same thing.
Mr. S h ie ld s . It does.
Senator R eed . In other words, the trust company conducts a regu

lar savings bank business in some of its departments, frequently.
But these national banks you have been talking about have been 

doing nothing more, as I understand you, than to receive money on 
time deposits.

I f  we were to provide in this bill that banks could continue to re
ceive money upon time deposits, paying interest thereon, and permit 
them to use it as they use demand deposits, would that avoid the dif
ficulty you speak of?

Mr. S h ie ld s , Would that still permit them to use any part of their 
savings funds?

Senator N e ls o n . Permit you to do what you are doing now.
Mr. S h ie ld s . If it will permit us to do what we are doing now,

I can not see how it would change the conditions very materially.
Senator R eed . What you are doing now is this: Say I take $1,000 

to you; you agree to pay it back in 90 days and Day me interest,
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and you would pay me a larger rate of interest for six months, and 
you use that money just the same as you use $1,000 Senator Nelson 
might put in on demand?

Mr. S h ie ld s . Yes, sir.
Sentor N e ls o n . Subject to check?
Mr. S h ie ld s . Subject to check; yes, sir.
Senator R eed . You are not loaning it upon real estate, are you?
Mr. S h ie ld s . N o ;  the national banking act does not permit that.
Senator R eed . I understand that. I f  you are permitted to go on 

and do that, you will not have any complaint?
Mr. S h ie ld s . I can not see that the conditions would be changed 

at all. I have entirely assumed that that was not going to be per
missible.

Senator N e ls o n . I think the bill is not compulsory in regard to 
establishing a savings department. You may do ft: that is my 
recollection.

Mr. S h ie ld s . It says:
That any national banking association may, subsequent to a date one year 

after the organization of the Federal reserve board, make application to the 
Comptroller of the Currency for permission to open a savings department.

Senator N e ls o n . So that unless you make application for it, if 
we allow you to keep on doing what you are doing now you would 
not suffer?

Mr. S h ie ld s . I can not see how it would change the conditions 
at all.

Senator N e ls o n . What struck me was this: We had the impres
sion that the banks in the East were not doing it, at least to any 
extent. But it seems they are doing the same business which our 
banks in the West are doing.

Senator P o m e re n e . I have here a letter presented by Hon. Howard 
Sutherland, a Member of the House of Representatives from West 
Virginia, written by Mr. George M. Jacobs, president of the Peoples 
National Bank, of Fairmont, W. Va., relating to the bill under con
sideration, which he would like to have incorporated in the record. 
I f  there is no objection, it will be so ordered.

(The letter referred to is as follow s:).
T iie P e o p l e s  N a t i o n a l  B a n k  o f  F a i r m o n t ,

Fairmont, W. Va., October 15, 1913.
Hon. H o w a r d  S u t h e r l a n d ,

Washington, D. C.
My D e a r  Sir: We are writing you to give our opinion of the effect the pro

posed currency bill will have upon the national banks of this State and to ask 
your advice and support in their behalf. We believe that there are three very 
damaging provisions in this bill which will be detrimental, not only to the 
banks but to the business interests of this State.

First. The requirement to set asids 20 per cent of our capital for the savings 
department would very seriously impair or tie up the capital of the banks, as 
the profits on savings accounts will not justify the extra expense of conduct
ing a separate department by an additional organization which will be re
quired.

Second. The national banks will also entail a very heavy loss in being re
quired to deposit their roserve fund in the reserve bank without interest.

Third. Also the requirement of the national banks to invest 20 per cent of 
their stock in the reserve banks at a dividend of 5 per cent, as we pay 4 per 
cent interest on a very large amount of deposits, and could not afford to take 
stock in another bank paying only 5 per cent.
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We believe that these three features of the proposed law would very seriously 
handicap the national banks of this community. They would not only sustain a 
very heavy loss in earnings but their usefulness to the business interest of the 
community would be very seriously curtailed.

The result of such legislation w’ould no doubt compel many of the national 
banks to surrender their charters and revert to State banks, and if the national 
banks would take this step and surrender their United States bonds, for wThich 
they paid above par, at the present market price, which is 94| per cent, you 
can readily see that a direct loss of many thousand dollars would be sustained 
by the banks of this State.

Frankly speaking, it is my opinion that the passage of this bill will practically 
ruin the national banks of this State. If we are forced to revert back to State 
banks, it means that the banks of every State will be operated under such 
divergent State laws as to make the banking business a very haphazard affair. 
Every State would have its own peculiar form of banking laws. We think a 
national uniform system of banking would be much more preferable if a law 
could be passed which would not be so disastrous in its effects.

Yours, very truly,
G e o . M. J a c o b s .

Senator Pom erene. Mr. Starek, I believe, is the next witness on the 
calendar.

Senator H itc h c o c k . Mr. Chairman, Mr. Starek tells me that he 
feels there are some very important questions which may be asked 
him which he feels had better be discussed in executive session. It 
is now 20 minutes to 1 o’clock, and I want to suggest a recess until
2 o ’clock.

Senator Reed. I suggest that it would be better to hear Mr. Starek 
in executive session. There are no facts which he may have which I 
can imagine this committee is not entitled to hear in executive session.

Senator Pom erene. Shall we recess until 2 o’clock?
Senator Reed. I move that, if there is no other witness to be heard, 

with the hearing of Mr. Starek’s testimony these hearings do close.
Senator S h a fr o th . There is one more witness here.
Senator Reed. Then let us hear him now and take up Mr. Starek’s 

testimony this afternoon.
Senator Pom erene. Who is the other witness?
Senator S h a fr o th . Mr. Lassen.

STATEMENT 0E ALEX. C. LASSEN, PRESIDENT OF THE LASSEN 
REALTY CO., OF NEW YORK.

Senator S h a fr o th . Will you please state your name and business ?
Mr. L assen . I am president of the Lassen Realty Co., of New 

York. Formerly I was in the banking business, having entered it as 
early as 1879 as exchange clerk of the Bank of San Francisco. Since 
then I have been for 20 years editor and publisher of the Daily 
Financial News, of New York.

Yesterday I heard some queries addressed to Mr. Kent, and I  
thought I would give a little information along the same line that 
might be of use to the committee. Mr. Kent explained foreign ex
change, but I think he failed to state the real reason why South 
American countries transact their business through London and not 
through the United States. Exchange operations, as a rule, are 
based on the rate of money. European markets are steady and low. 
The greatest of all industries abroad is the trade in money. The 
general rate abroad has averaged for some hundred years about 3 per 
cent. As soon as the United States can supply a money steadily at a
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rate as low as a foreign exchange will provide it, then we can get the 
trade of all of South America or any other country in competition 
with European countries.

The raising of the Bank of England interest rate is a lever to 
bring gold from abroad and also increase the income of English 
capitalists. England, France, Belgium, and Holland are all creditor 
nations—they have vast sums due them. The United States is a 
debtor nation. I f  the bank rate is raised abroad or in this country 
it tends to increase the cost of money.

The commerce of the United States is increasing at a tremendous 
rate. The value of property in the United States is estimated to 
represent a value of from 120 to 140 billions of dollars. The corpo
rate 1 per cent income tax in the district of New York last year 
showed an increase of 31 per cent over the former year and the tax 
for the entire country showed an increase of 21 per cent.

I f  the development of the general country was at this same rate, 
the value of property increased 25 billions of dollars. This increase 
in one year was over one-third of all the value of property in the 
United States in 1865. The development and increase of business in 
the United States has been far more rapid than abroad. Clearances 
of London banks and branches in 1890 aggregated £8,960,170,000, and 
in 1909 £13,525,446,000, equal to an increase of about 63 per cent. 
In the same period clearances in the banks of the United States in
creased 272 per cent. Taxes and the many other uses for money have 
been increasing. Money is the dish that carries produce. It is a 
great measure of value.

As a merchant’s business grows he provides more measures. I f  
he does not, his business is retarded, embarrassed, and his measures 
are worked overtime. The dollars of this country are worked over
time. The American dollars are as good or better than any other 
dollars in any other part of the world, but there are not enough.

The experts, as a rule, that come here before you represent a special 
interest, who want to substitute a new form of money to be issued to 
them without cost and which they can loan at interest to the people 
of the United States. These special-interest bankers want to have 
impounded or retired the greenbacks, the best, the cheapest money ever 

'issued. The greenback has saved the people of the United States, 
since it was issued some 50 years ago, as compared with the cost of 
national-bank notes, $4,000,000,000.

The issue is plain: Does this Congress want a money that will 
save the people as availed of not alone $4,000,000,000 but $40,000,-
000,000 the coming 50 years, or a Federal reserve money that is going 
to cost the Nation $40,000,000,000 ?

The value of money is in the stamp of the Government. Gold, 
silver, and paper have value as products, but the stamp of the Gov
ernment gives them value as money. Centuries ago shells and wam
pum were used as money, but have since been relegated to the rear.

England has shown what can be done by simple legislation. It 
demonetized silver, and it has to a certain extent also been relegated 
to the rear. England has legislated against silver to her great ad
vantage. The United States can legislate against gold to equal ad
vantage.

The most of the men who have come before your committee have 
recommended a new money system. Where is there a single new,
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good proposition in the entire measure that can not be made in a 
more direct and better manner by simply adding to—amending—the 
present national-bank act ? If, though, you deem you need a new sys
tem, then build on a good foundation. You need additional accom
modations for the housing of growing departments of the Govern
ment. I f  an architect would come before you and say, “ I can give 
you a splendid plan; will build a new system, an ideal Government 
building, a splendid section for each Government department. Each 
Senator will have a magnificent suite of apartments. We will tear 
down the present Government buildings in Washington. All present- 
established Government business will be housed in the new building. 
The Government will supply the money to do it, and when the build
ing is done the Government will pay us rent for the building.”

Such a proposition would not be any more absurd than the plan 
offered in the Glass-Owen measure. The cost to the Nation would not 
begin to represent a fraction of the cost to the people of the United 
States if you approve a measure like the Federal reserve bill recently 
passed by the House.

The foundation of a fiscal measure should rest upon a right prin
ciple. The G1 ass-0wen bill is wrong in principle. The Government 
should not enter any partnership with a baker, a lawyer, or a banker. 
No Government partnerships, especially a bank partnership. Don’t 
let the tiniest seed of a Government partnership get into any measure 
that passes from the Senate. I f  you do it will grow, and awful 
rapidly. The bankers have a remarkable way of making people see 
just as they want them to see.

Some people who claim to be great champions of the people have 
come before you and told you the principle of this bill was good. It 
is bad, and would be so even if ten times as many said it was good.

There are many claims made by friends of the proposed Glass- 
Owen measure, such as holding out promises of “ gigantic benefit to 
the country,” “ commercial stability,” “ preventing possibility of 
panic,” “ uniform low rate of interest,” “ serving equally well the 
people of the country and the banks.”

Such statements sound well, but I challenge anyone to show a sin
gle good proposal in the measure that can not be made by amending 
the present national-bank act. The promises held out will not stand 
analysis; as a rule they are based upon a false premise. The present 
fiscal ills—if they may be called ills—are due to an inadequacy of the 
currency. We have not enough money.

It will destroy the good market for United States 2 per cent bonds 
and other United States bonds. The bill proposes to exempt all na
tional bank property except real estate from taxation.

It will build up a partisan institution; a system of favor rather 
than of right; subserviency instead of independence.

The national banks of the country are to be forced to provide 
capital for the reserve banks, which in time are predestined to fall 
under the control of the great influential powers that have sponsored 
the Aldrich bill and are now back—concealed—behind the .present 
measure. The great influence and audacity of these people is indi
cated when a Government partnership measure like the Glass-Owen 
reserve act is brought forward in the face of a positive declaration 
against such a measure by the people at the last presidential election.
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In addition to the gift, or, in modern vernacular, graft, heretofore 
mentioned, the Federal reserve act would lose 40 per cent of the tax 
upon present circulation and the benefit of a legitimate percentage 
upon future monety issues, which should be secured without any 
partnership appendage.

The statements reflecting upon the national-bank system have, I 
believe, been made for the purpose of creating a sentiment against 
our present system, and to educate the people to the idea that it is 
bad and that a new measure is necessary.

I challenge anyone to show7 me a banking system that in any way 
equals that of our national bank. The system is magnificent ; it can 
be amplified, improved, and made still more useful. Some of the 
national bank laws have become obsolete and the banking act should 
be amended, but properly and in the real interest of the people. 
Many new independent national banks would then be organized and 
grow7 up with the country, and State banks would rush to avail of its 
charter privileges.

Every desirable feature that is proposed in the Glass-Owen bill 
can be adopted in the national-bank act—in a simple, direct manner.

Senator Reed. Are you going to tell us how?
Mr. L a s s e n . Yes, sir.
Senator Reed. Very well.
Mr. L a s s e n . The need of the hour is a safe, ample currency. The 

first requisite is to determine how much it should reasonably be in
creased, and then how much should it be reasonably increased per 
year.

Then how to do it with the least disturbance to business in the 
most advantageous manner to the people of the United States—the 
best and cheapest manner.

At present our money consists of gold, silver, Treasury, green
backs, gold and silver certificates, and national-bank notes. We coin 
all the gold we can secure; free coinage, beyond increase of money 
from this source, we are dependent upon national banks taking out 
circulation. The only way they can emit it is to deposit United 
States bonds against issues. The banks have availed of all bonds 
they could procure, therefore the field has to be extended or a new 
base of money provided.

The Glass-Owen measure proposes a “ commercial paper ” instead 
of a bond-secured currency.

This translated simply means that the banks are to use the notes, 
etc., discounted by them for their customers as collateral for loans of 
money from the Government and deposits of United States bonds 
dispensed with.

I f  this collateral is considered good, the Government can loan the 
money directly to present national banks------

Senator N e lso n  (interposing). You mean by that that we can 
authorize national banks, in addition to the currency they have now— 
bond-secured currency—to issue currency on paper money as this bill 
proposes ?

Mr. L assen . Yes, sir.
Senator N e lso n . I want to say there is a bill before the committee 

now that I introduced, carrying out your idea.
Mr. L assen . I f  this collateral is considered good, the Government 

can loan the money directly to present national banks, banks to guar
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antee paper discounted and all the advantages and safety as is now 
proposed and absolutely in the control of the Government. The 
government to charge a regular fixed tax upon such circulation— 
lawful money loaned.

The Secretary of the Treasury is doing practically this at present. 
He deposits money with the banks against collateral loans, United 
States bonds, and commercial paper, etc., and a fair interest charge 
is made for such “ deposits.”

This character of depositing might be extended. A  Federal 
treasury board, maintained as part of United States Treasury, as 
proposed in article 11 of the Glass-Owen bill, could probably serve 
the Government profitably.

That is the one good thing you can use out of the Glass-Owen bill, 
gentlemen—that and some of the amendments.

What legitimate reason is there why the present mode of securing 
circulation by deposit of United States bonds should be discon
tinued ? Certainly United States bonds are a better basis than com
mercial paper, acceptances, etc.

Senator P o m e re n e . Will the witness kindly suspend for a mo
ment? It is now the hour for recess.

Senator S i i a f r o t i i .  I think we had better adjourn until 2 o’clock. 
Mr. Lassen, how much longer will it take you to finish ?

Mr. L a sse n . About 10 minutes.
Senator C r a w to rd . Let us give Mr. Lassen time to conclude.
Mr. L a s s e n . Why should the present national-bank notes be re

tired or the present banks in any way disturbed? The present na
tional banking system, w7ith a few changes, simple enactments, can 
be made the best in the wrorld.

United States band-secured currency should not be discontinued. 
In the first place, money issued therefor is based upon the honor and 
integrity of the Government. There can be no question of its safety. 
The Government collects a tax of one-half of 1 per cent per annum 
upon such circulation. I f  the right to deposit United States bonds 
for circulation is taken away, the United States 2 per cent bonds, 
unless redeemed or otherwise cared for, will decline to 50 cents on the 
dollar. Without the circulation right, it would be impracticable for 
the United States to float new bonds on less than a 4 per cent basis. 
This wrould mean the loss of hundreds of millions of dollars to the 
United States.

Instead of retiring United States bonds as a basis for circulation, 
why should not the field be extended and State, county, municipal, 
and other public securities which have been approved on a high 
standard as savings-bank investments and which have also been ap
proved and recorded by the Secretary of the Treasury, or, say, a 
Federal Treasury board, be made the basis for national-bank circu
lation ? There are some billions of dollars of such good bonds. They 
are an excellent basis for a national-bank circulation. With such 
privileges such securities would advance in price and the present 
interest costs could be cut in half. Good public securities would soon 
be placed on a to 3 per cent per annum basis instead of to 7 
per cent as at present. The general country would benefit and then 
enjoy a safe currency, predicated on a sound foundation.

Commercial paper should only be taken at emergency periods, and 
then only as the basis for Government deposits. Commercial paper
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is far different from a properly issued bond. A  note may be “ gilt- 
edged 55 to-day and worthless to-morrow. To authorize a “ lawful 
money,55 as is proposed in the Glass-Owen measure, for hundreds o f 
millions of dollars is the wildest money legislation ever heard of. 
Every dollar of our present legal-tender money can be put in as a 
basis for two additional dollars and it means $6,000,000,000 additional 
money.

Senator Reed. What do you say it ought to be? Gold? I f  this 
were to be adopted, wrould changing the phraseology so that nothing 
but gold could be treated as reserve be a strengthening feature?

Mr. L assen . Senator, if you will allow me to take up gold after I 
am through with this, I shall take pleasure in treating that separately.

Senator Reed. Very well.
Mr. L assen . Just think. But this act proposes to issue billions— 

practically the only limit is six or seven billion dollars of this 
“ butter-and-egg secured money.” Just think, this is to be “ lawful 
money,” and to be issued, but is not to inflate? To be guaranteed 
by the United States and redeemable in gold.

This money is to be a new kind of money. The banks are going 
to issue this money just as they issue the present moneys, but when 
ŵ e get a million dollars in the bank it is not going to inflate. Just 
think of it. It is a new style of money. I f  it is issued by the United 
States it is going to inflate, but if it is issued by the banks it is not 
going to inflate.

Rediscount money—generally representing an inadequate bank 
capital—is the most dangerous character of money inflation. In 
other w'ords, if I were in New York and I heard a bank was redis
counting its paper, I should say it was overtrading upon its capital, 
that it was doing too big a business with too small an amount of 
capital, and I should want to withdraw7 any money I had in that 
bank, or put in a very small amount.

But the whole scheme of a Federal reserve bank, wTith its com
mercial paper basis money, is an impractical, cumbersome ma
chinery, is simply a cover, to find a way to secure the privilege of 
issuing money and evade payment of as much tax upon circulation 
as possible, and then control the issue and maintain, instead of re
duce, interest rates.

It is a system that if inaugurated will prove to the advantage of 
the few and the detriment of the people of the United States.

It will mean continued shortage of actual money and further ex
tension of credits; for when there is a lack of real money people 
have to borrow credit to their cost.

It is not a good measure; it is a bad measure. It is said that it 
will avert panics. But if it is enacted the “ big interests 55 can get 
up a panic wTith less preparation than ever before.

Senator Reed. D o you think the “ big interests55 have ever gotten 
up a panic ?

Mr. L assen . I have a copy of one of the last editorials I ever wrote 
for my daily paper, which I sent to President Roosevelt, with the 
request that he take some steps toward admonishing the national 
banks and the interests in the East, which I thought were then com
bining for bringing about that very panic which they did afterwards 
bring about.
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The new Federal reserve money is to be based on 33  ̂ per cent o f 
gold or lawful money. The Federal banks to have the right to issue 
three for one against present issues of gold and silver and legal 
tender notes. Say there is issued $3,000,000,000 additional lawful 
money and the “ big interests ” want to have another 1907; they will 
simply withdraw" gold and legal tenders, and the reserve banks will 
have to call in circulation three for one. They will not be able to 
renew commercial notes, and the “ crop failure ” will be duly 
harvested.

The Federal reserve plan holds out many promises of the things 
it is to accomplish, but they are made without warrant. Primarily, 
it is based upon a false premise.

A  firm foundation is the first essential for a banking measure. 
Then you can build a structure, put in your rooms, partition them off 
to suit the needs of the situation.

Some of the amendments proposed, mostly defeated, are good, but 
the measure as originally proposed is simply an impracticable, theo
retical plan, seemingly devised to conceal the feature of Government- 
bank partnership in the issue of money.

There is no doubt that there is need of a great increase in the per
manent money of the country. It has been the great need for 20 
years. Had it been adequately and properly increased there would 
have been no panic in 1893 or 1897. The great immense fortunes 
that have been piled up, not as a matter of industry, but largely 
as profits from “ reorganizing ” wrecked corporations and manipu
lating the stock and other markets, would never have been brought 
to the proportions that now exist.

At the present time the deposits in the national banks aggregate 
about $7,000,000,000 and in State and private banks and trust com
panies $13,000,000,000, making an aggregate of $20,000,000,000. The 
national banks have to keep on hand in reserve cities 25 per cent, 
country banks 15 per cent, and State banks and trust companies have 
generally some similar regulation. I f  all banks and trust com
panies only kept a reserve of 10 per cent it would equal $2,000,000,000. 
I f  they kept on hand an additional amount to do general business 
with of 5 per cent it would equal $1,000,000,000. This would make a 
total of $3,000,000,000.

There is in the country, of all kinds of money only $3,700,000,000, 
and of this there is tied up in the United States Treasury some 
$350,000,000. Deducting this and the $3,000,000,000 the banks have 
to keep as reserve and to do business with and there remains only 
$350,000,000—equal to $3.50 per capita—for the people of this country 
to do business with.

Owing to the scarcity o f money, money is doing 20 times as much 
work at present, relatively, in this country as it is in any other 
country in the world. Money naturally flows like water, it is liquid; 
it flows where it can do the most work, be safest, and get the best pay.

In New York it does the general business of the country. The 
money Texas sends to New York is working for its Texas owners 
carrying the products of Texas. In New York it representatively 
does 10 times as much work caring for Texas cotton and other prod
ucts as if simply held and loaned in Galveston or other cities. It 
pays for the merchandise going to Texas.
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It is the same with the balance of the country. New York is a 
vast clearing house for merchandise. As you restrict it you restrict 
the ability of New York to help the country. The percentage of 
speculative stock business and its bad effects are exaggerated. There 
may be some five or six hundred brokers interested in speculative 
stock business. There are 30,000 brokers in New York interested in 
caring for the purchase and sale of investment securities, cotton, 
wheat, corn, copper, silks, oils, gums, paper, fruits, nuts, exchange 
money, and the thousand other products and things that the people 
of the United States have to sell or want to have bought for them. 
Handicap these men, and the great sufferers thereby will be the 
South and West.

The great thing, the important thing, in the United States is to 
have more money.

Utilize what has been proved good. The country needs a fair in
crease in its currency—an ample currency issued on a safe, good 
security. It does not want a deluge of money resting upon the indi
vidual notes—promises to pay—of its citizens.

The present national-bank system is good. Continue to utilize 
United States bonds as a basis; amend the national-bank act so that 
approved savings-bank investments can also be deposited to, say, 75 
per cent of their market values, not to exceed par. This will leave 
a margin of 25 per cent as safety. There are many billions of dol
lars of good State, county, and municipal bonds, and it is reasonable 
to believe that an adequate number would be gradually registered, 
approved, and deposited for circulation. With the right to issue 
circulation on such bonds, many national banks would avail of it. 
With proper basis, circulation issued by a small bank is as good as 
that issued by a large bank. A  combination of large banks in no
wise improves the situation. Reserve associations should not be 
necessary with an adequate measure.

Not alone is there basis for a good, ample currency which can be 
profitably taken out and circulated by the banks, but a large, sub
stantial income made by the Government by a graduated charge of
1, 2, and 3 per cent per annum upon such circulation. National 
banks at present pay 2 per cent upon deposits of Government money, 
which are secured by deposit of approved bonds. Is it not reason
able to believe they will take out circulation when they can secure it 
upon even more advantageous terms?

The 7,300 national banks would compete and improve the market 
for public bond offerings. A  demand would then be assured for 
all the Panama Canal bonds the Government desires to offer upon 
a 2 per cent basis. The Government on June 3, 1913, held $176,- 
097,700.95 to be placed upon the market. In the United States there 
are some 25,000 banks. Every one of these banks can be made rela
tively as valuable and useful in its territory as the Bank of France 
is to France.

We need independent banks conducted on behalf of good business 
interests; no chain of banks; no “ unification.” The more independ
ent a bank is, the less dependent upon another bank, the better it is ; 
the more able it is to serve its constituency.

None of the present United States bond issues and legal-tender 
notes, silver and gold certificates, national-bank notes, need be in
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terfered with; all continued as at present, without change. Further
more, there is assurance that the rate of money will continue reason
able and stable. I f  the rate advances the banks can even take out 
circulation at a cost of up to 3 per cent. It can be retired as demand 
declines—elastic. The present commercial-money rate of 5 or 6 per 
cent would probably soon drop to a steady 3 per cent rate, the same 
as in France. Do you representatives of the people understand what 
this means? Do you know that it will cut the great burden that 
bears down on enterprise and industry ?

Do you appreciate what this white man’s burden is? It is in
terest. The yearly interest paid by the people of the United States 
is over five times the value of all the gold produced in the world in 
the same period. This interest, calculated at only 5 per cent per 
annum, is equal in value to all the wheat and corn and other grains 
raised in the country each year. It is one of the great factors in 
the high cost of living.

The Glass-Owen bill means a perpetuation—an extension of this 
burden. Amend the present national-bank act properly and United 
States bonds will immediately go above par again. Good State and 
county and city bonds will sell on a 2 to 3 per cent basis instead of 
as at present, to 8 per cent. Industry and enterprise will thrive. 
The measure will be for all, not for the benefit of a special few.

Do not inflict the Glass-Owen measure upon the country. I f  this 
terrible Government-bank partnership is once inocculated into our 
system it will first disorganize, then inflate, then ruin, then subjugate.

Does any Senator desire to ask me any question about the sub
ject of which I have spoke?

Senator R e e d .  Well, I suggest it is 20 minute,s past adjourning 
time.

Senator C r a w fo r d . Have you concluded your statement ?
Mr. L a s s e n . One of the Senators desired to ask me a question 

concerning gold. I have prepared a paper on that subject, and I 
shall be glad to answer any questions you may ask me.

Senator C r a w fo r d . What is the pleasure of the committee?
Senator N e ls o n . Let us adjourn until 2.30 o’clock.
(Thereupon, at 1.20 o’clock p. m. the committee took a recess until 

2.30 o’clock p. m.)
a f t e r  recess .

Senator H it c h c o c k . Y o u  may resume your statement, Mr. Lassen.

STATEMENT OF ALEXANDER C. LASSEN— Resumed.

Mr. L a sse n . Mr. Chairman, a little over 100 years ago, English 
capitalists who had due them large sums, payable in pounds sterling, 
decided they could enhance the value of their obligations by demonet
izing silver and make such obligations rest upon gold alone.

In 1873 they had a similar law enacted in the United States which 
demonetized silver then quoted at $1.32 per ounce, which was prac
tically on a basis of 15  ̂ ounces of silver to one of gold.

Silver from that time until about 1897 declined and relatively 
gold advanced, to the great advantage of English capitalists and to 
the cost of the people of the United States, India, and other debtor 
countries. It was good for creditors, bad for debtors.
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Senator H it c h c o c k . Is this matter in reference to pending leg
islation ?

Mr. L a s s e n . I think it covers about the most important feature 
you have in your present measure.

Senator H it c h c o c k . I do not know how it is with other members 
of the committee, but I feel very anxious that we should confine 
ourselves distinctly to the pending legislation.

Senator C r a w fo r d . What are you steering toward—the demoneti
zation of gold ?

Mr. L a sse n . I am steering toward the most important point in this 
bilhSenator N e ls o n . We had better let him go on.

Senator H it c h c o c k . You may proceed, but make it as brief as 
possible.

Mr. L a sse n . England, it is estimated, has over $30,000,000,000 
(£6,000,000,000) loaned out all over the world. The scarcer and 
dearer gold the better interest rates, tribute, or the more produce she 
can get for a pound sterling.

The United States owes, including investments, to Europe, in
cluding England, upward oi $5,000,000,000.

As England’s policy is to multiply use of go'id, ours is to minimize.
England’s plan to enhance gold by demonetizing silver has re

dounded to her great advantage. Our true policy is to use as little 
gold as possible, get as independent of gold as possible.

England has shown us what great results can be secured by simple 
legislation. Let us benefit by her gieat lesson.

England has minimized the use of silver; the United States should 
minimize the use of gold.

The world owes England pounds sterling, which means gold. The 
world is in an English gold trap. There is due England directly 
over four times all the money gold in the world, and it is impossible 
for the debtors to pay the interest, not alone the principal, which 
continues to mount steadily upward, to her great commercial advan
tage and profit.

Europe’s and the world’s moneys have to a certain extent been made 
redeemable in gold. Notes, mortgages, bonds likewise, as far as pos
sible, also have been made payable in gold.

Each country that adopts the gold standard and each additional 
contract that calls for payment in gold tends to enhance the value of 
gold and ultimately benefit the owners thereof.

Governmental bonds issued by European countries are estimated to 
aggregate over $30,000,000,000. The interest at 5 per cent alone 
is $1,500,000,000 per year. Only a portion is being paid, balance re
funded, and the principal is steadily increasing at a tremendous rate.

The total amount of money gold in the world is estimated at $10,- 
000,000,000. The total world’s production is estimated at $480,000,000 
per year. O f this amount nearly four-fifths is used in arts, etc. It 
is estimated that less than $100,000,000 is available for coinage into 
money.

It should therefore be understood that England has the world short 
of gold, that it is in a gold trap, and that all legislation or promises 
to pay in gold tend to enslave the obligators.
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Senator C r a w fo r d . What is the reason, if there is $480,000,000 o f  
gold stock, and increasing every year, and is worth so much in the 
form of money, that four-fifths of it goes into other channels ?

Mr. L a sse n . Two-fifths goes to India every year.
Senator C r a w fo r d . Why does it not go where it is most profitable?
Mr. L a sse n . It does.
Senator Craw tfo r d . I f  it is so profitable to use it for money, why 

is it not all coined into money instead of so much of it going into 
something else?

Mr. L a sse n . India’s people have a religious desire to acquire gold 
and they absorb $200,000,000 of it a year. I f  you doubt my figures 
in regard to this------

Senator C r a w fo r d  (interposing). Oh, I do not doubt them at all.
Mr. L a sse n . I would refer you to Mr. Blumenthal’s testimony in 

your record. He is one of the best authorities in the United States. 
You have his testimony in one of your earlier hearings.

Senator C r a w fo r d . The fact that four-fifths of it goes into other 
channels must be evidence of the fact that it is worth more for these 
other uses than for money.

Mr. L a sse n . Yes; it is very valuable to fill teeth and an enormous 
quantity of it is used in that direction, and a great deal of it is used 
in the fine arts. So, finally, you have only $100,000,000 left for 
money.

• Senator I I i t c i ic o c k . Is it not a fact that money is becoming cheaper 
every year?

Mr. L a sse n . Pardon me?
Senator H i t c h c o c k . I s it not a fact that money is becoming 

cheaper every year and prices are rising every year? It takes more 
money to buy the same thing.

Mr. L a sse n . That is not the result of your having more money* 
but that comes from a number of other reasons. Your taxation is 
a great deal larger and that is one of the great points. Your interest 
rates are very large. In this country you are paying to-day the 
highest rates you have paid in 20 years. I was in California last 
spring, and the State of California has $5,000,000 worth of bonds 
which it can not sell; $5,000,000 for public improvements.

Senator H i t c h c o c k . Y o u  may proceed, Mr. Lassen.
Mr. L a sse n . The people of the United States at present have a 

means to cut away the net that would further bind them in this gold 
trap. Their obligations as a rule are payable in dollars and not in 
pounds sterling. We can legitimately legislate ourselves into free
dom. We can go back to the same position we had in 1900, make all 
our legal-tender notes redeemable in gold or silver, or suspend pay
ment in either when deemed to the interest of the Government. 
France and Germany have similar rights. The outlook is that with 
this provision all classes of our outstanding moneys will continue as 
heretofore. All interchangeable; notes into gold or silver as desired, 
but the Government protected against raids upon gold reserves.

Many hundred years ago shells and wampum were used as money, 
and there is equally as good reason, with a clear insight, why both 
gold and silver should also be relegated, as they have been, and money 
simply based, as our greenbacks, as legal tender, token, or “ lawful 
money,” irredeemable. “ Greenback55 money when good for custom
house duties and full legal tender passed currently with gold. It is
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the 66 legal tender ” quality that gives value, and resting without be
ing redeemable in gold or silver would prove as valuable in the future 
as a money as in the past 50 years. During this period the $346,- 
000,000 legal tenders or greenbacks have saved the people (computed 
at 5 per cent per annum, which is far less than the cost of national- 
bank notes), the enormous sum of nearly $4,000,000,000, which is 
equal to probably nearly half the money gold in the world.

There is no advantage, commercial or otherwise, in making our 
money redeemable. It would rest as honorably and safely simply as 
token, “ legal tender,” or “ lawful money.”

Notes redeemable in gold when not backed up by actual gold place 
the issuer in the same position as the short seller of stocks or any 
other cornered commodity. A person that would knowingly sell or 
promise to deliver a stock or commodity that was already sold short 
to a far greater amount than existed would be generally looked upon 
as a reckless, irresponsible individual. It is far more idiotic for a 
nation to legislate, promise to pay in gold, when it is understood 
that that commodity has been cornered not alone to five times the 
an ount in existence but to many times five times. In fact, the prin
cipal of the obligation is so great that the annual interest alone would 
absorb all the actual $10,000,000,000 money gold of the world; o f 
course, this interest is not being paid off, but is mostly being refunded,, 
added to the principal of the debt.

It may be claimed that our contract calls for us to redeem our out
standing moneys in gold. With a clause “ redeemable in either gold 
or silver ” or suspended at the discretion of the Secretary of the 
Treasury, all legitimate business requirements can be served the 
same as in France and Germany and we can keep faith and maintain 
parity of all our moneys. Our gold when taken abroad simply goes 
as bullion.

Should the United States adopt the above suggestion, France and 
Germany would probably soon awake to the great advantage of such 
a course and endeavor to unload their gold holdings, instead of hoard
ing as at present, with the result that England would have to absorb 
it to her personal cost; gold would naturally depreciate as silver has 
through demonetization.

While population, taxes, and commerce of the United States are 
increasing by leaps and bounds, the production of gold is relatively 
very small. There is a common error in the belief that the produc
tion of gold is increasing at a greater ratio than population and 
wealth. The entire yearly production of the world, if it could be 
secured to the people of the United States and was all converted into 
money, would only amount to $4.80 per capita. The entire product 
of the United States does not amount to 90 cents per capita. There 
is little prospect of any material increase. Therefore it can be 
readily understood that it is unreasonable to base any calculation or 
predicate an increase of currency upon gold coinage or paper money 
based upon gold reserve. Such enactment would result in a sub
sidence of development until gold production relatively increased.

Our per capita circulation, which is about $84, should be increased 
gradually in accordance with national development. Last year 
United States corporate income tax increased 21 per cent. It is not 
unreasonable to believe that this development has likewise extended 
in all lines of business throughout the country. I f  our money has
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increased proportionately, it should have increased $600,000,000. In
stead of this there was really a decrease in the money per capita the 
last year.

Values largely depend upon quantity of money in circulation. In
creased circulation, as a rule, means expansion and development; 
contraction, uncertainty and depression. The lack of money at 
present is causing a terrible strain upon all business, except where 
credit or money is loaned at interest.

The estimated property wealth of the United States is $120,000,- 
000,000. The great handicap of the Nation has been an inadequate 
supply of money; it has resulted in a great Nation of debtors, 
tribute-interest payers. There is owed by the people of the United 
States to bankers the gigantic sum of upward of $30,000,000,000. 
The interest upon this amount at only 5 per cent aggregates upward 
of $1,500,000,000, or equal to twice the value of all the wheat raised 
in the United States within the same period—a year—or over three 
times the value of all the gold produced in the world the past year.

The lack of an adequate currency entails fearful tribute on com
mercial business and labor. The great prosperity of France is based 
upon a liberal currency, it having the equivalent of $30 gold, $11 
silver, etc., equal to $41 per capita. This has resulted in practically 
a steady 3 per cent per annum interest rate for almost 100 years.

Sovereign money never hurt any nation; it has proved financial 
blood. We can secure it safely and honorably by reversing England’s 
policy.

Senator H itc h c o c k . I f  that is all------
Senator Reed (interposing). I just want to ask one question, Mr. 

Lassen, and that is in regard to your figures concerning the amount of 
deposits in the banks and the amount of reserves required by this 
bill. I would like to have you state that again. And I would add to 
my question the amount of money which you say would remain to 
circulate among the people.

Mr. L assen . The amount of deposits in the national banks is 
$7,000,000,000; the amount of deposits in the outside banks is esti
mated to be $13,000,000,000 more. That makes $20,000,000,000.

Senator Reed. Whose estimate is that?
Mr. L assen . That is an estimate of Alexander Delmar. I  have 

since read it in reports before your commission.
Senator N e lso n . Y o u  are referring to deposits?
Mr. L assen . Yes.
Senator N e lso n . Which do not represent actual money?
Mr. L assen . Oh, no; they are only deposits; they are payable in 

money, but they are only credits.
Senator Reed. Y ou stated the amount of money ŵ hich is on de

posit in the national banks and the amount of money which is on de
posit in other banks. You did not state the amount of money, but 
the amount of deposits ?

Mr. L assen . Yes, sir.
Senator Reed. O f course, that money may have been deposited sev

eral times and represent credits.
Mr. L assen . When the national banks’ total deposits call for 

$7,000,000,000, they are supposed to keep in cities 25 per cent reserve, 
and country banks 15 per cent reserve.

Senator Reed. I understand.
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Mr. L a s s e n . I f  you have only 10 per cent of it—that is, $700,000,000 
and then you take an additional 5 per cent—you have $1,500,000,000. 
I f  you do the same thing with the State savings banks and trust com
panies, you relatively get an aggregate of $2,000,000,000. That is, 
the State banks and trust companies and the other institutions have 
to have at least 10 per cent cash on hand, whether they keep it as 
reserve or not, to provide for a contingency in the case of a call. 
Now, they have to have on hand, in addition to that, about 5 per cent, 
which fluctuates in the towns they are in, and it comes back to them at
3 o’clock every day.

Senator R eed . That makes an aggregate of how much actual money 
to be consumed by the reserves and by this additional 5 per cent which 
you say they keep? TIow much actual money does that make?

Mr. L a sse n . $3,000,000,000.
Senator R eed . What is the present currency?
Mr. L a sse n . $3,700,000,000, not including $350,000,000 held in the 

United States Treasury which is not in circulation.
Senator R eed . Your argument is, then, that if all the banks came 

into this system and all of them complied with the conditions of this 
bill it would lock up in the reserves practically all of the money of 
the United States?

Mr. L a sse n . Y o u  could not begin to bring about your banking 
system at all. Before you have even inaugurated it, you would have 
broken half the banks of the United States.

Senator R eed . I wanted simply to get your point. Would it relieve 
against that any if this was done gradually and rediscounting per
mitted so as to allow the money that would be held in the way of re
serves to be reloaned to the banks?

Mr. L a sse n . I would say this, that unless you adequately increase 
your permanent money you are absolutely in such a strained condition 
now that your southern bankers, who were here a few days ago almost 
begging upon their knees to get help—and your western bankers were 
in the same position------

Senator N e ls o n . Oh, no. They wTere not in a bad position.
Mr. L a sse n . They were begging for money.
Senator N e ls o n . Oh, no. Minnesota was assigned $3,000,000 out 

o f that amount. They took only $500,000. They did not ask for any, 
but they were assigned $3,000,000.

Mr. L a sse n . Owing to the very wise act of the Secretary of the 
Treasury in stating that lie would give them relief, it relieved them 
from the need of calling this money, but had it not been for the 
wise provision of the Secretary of the Treasury there would have 
been a scramble among them for the little money furnished, and you 
would have had very hard times.

Senator N e ls o n . We would have taken care of ourselves out in 
the West,

Senator C r a w fo r d . I think the bank examiner has been waiting 
here for some time.

Mr. L a sse n . I am  th rou gh .
Senator B r is to w . Before the committee goes into executive session, I 

have a letter here from Prof. Jenks, which I desire to read [reading] :
N e w  Y o r k  C i t y , October 2), 1913.

M y  D e a r  S e n a t o r  : I have been at work on the amendments to the currency 
bill providing for a central bank. Inasmuch as this involves to a considerable 

S. Doc. 232, 63-1— vol 3------ 76
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extent the rewriting of the whole bill, and I have had my university work on 
hand, it is not quite completed. But I shall be able to complete these amend
ments so as to get them into the hands of Senator Owen not later than Tues
day, quite probably on Monday.

I notice in the morning papers that Mr. Vanderlip has presented a bill along 
somewhat similar lines. A number of points, judging from the sketch in the 
paper, will be in agreement, but a number are quite materially different. When 
I first saw the announcement of this bill I had thought it might not be worth 
while for me to complete this work, but I think the points of difference are 
essential, enough so that it may be suggestive.

Very sincerely, yours,
J. W .  J e n k s .

Hon. J o s e p h  L. B r i s t o w ,
United States Senate, Washington, D. G.

I  have this in mind, that on Monday or Tuesday we will have these 
proposed amendments of Prof. Jenks, and I thought we could prob
ably have him come before us and explain the provisions in his 
amendments and the relation of these provisions to other, suggestions 
that have been made, and while we close the hearings to-day, I do 
not think we ought to forbid ourselves from talking with him.

Senator Eeed. I think the committee can at any time call for any 
expert it desires to call for, and I move, with that understanding, 
that the hearings be now closed, except to hear from Mr. Starek, the 
bank examiner, and that he be heard in executive session this after
noon.

(The motion was carried.)
Senator H it c h c o c k . Without objection, I  desire to insert in the 

record a telegram addressed to the chairman from Mr. Charles N. 
Dietz, of Omaha, Nebr.

(The telegram referred to is as follows:)
O m a h a , N e b r ., October 25, 1913.

Hon. R o b e r t  L. O w e n ,
United States Senate, Washington, D. G.:

Noting newspaper account of meeting in Omaha and telegram sent you by 
30 Omaha men, it was a case of the fox having charge of the chicken coop. 
Your currency bill is all right, and with it the greater good will come to the 
greater number of people. We hope you can put it through.

C h a s . N. D i e t z .

(The letters offered for the record by Senator Bristow are as 
follows:)

T h e  F i r s t  N a t i o n a l  B a n k ,
Las Vegas, N. Mex., October 2, 1918.

Hon. T. B. C a t r o n ,
United States Senate, Washington, D. G.

D e a r  M r . C a t r o n : Thanks for a copy of the currency bill (H. R. 7837), and 
for your request for my opinion as to its merits.

Well, my dear friend, in all seriousness, I do not believe our friends of the 
Democratic Party are capable of handling this country’s business. While every
one feels that the so-called “ interests,” as generally expressed under the head 
of Wall Street, should be curbed in some way, it does not appeal to me that the 
whole business of the country should be upset in doing so.

As to the currency bill, it seems to me that to make the regional reserve 
banks a success, all of the national banks should come into it in a friendly 
way rather than be forced to do so, which may cause the whole thing to fall flat 
of its own weight. One central reserve bank, rightly constructed, could do the 
business between the Government and the people, in my opinion. The present 
bill makes it illegal to issue clearing-house certificates. This seems wrong to 
me as, in event the change does cause financial troubles, a provision granting 
tfiis privilege for at least one year should be included in the present bill.
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It must be recognized that every crossroads, village, town, and city from 
Maine to California and from Duluth to New Orleans is obliged to keep a New 
York City account for the accommodation of its business. This naturaly makes 
a large accumulation of funds in New York that grows in proportion to the 
increasing development of the country’s business, and to attempt to legislate 
these conditions out of existence is fundamentally wrong and impossible.

Yours, very truly,
J e f f e r s o n  R e y n o l d s .

S a n  M i g u e l  N a t i o n a l  B a n k ,
Las Vegas, N. M ex ., October 1, 1913.

Hon. T. B. C a t r o n , Washington, D. C.
M y  D e a r  S e n a t o r : I received from you an act to provide for the establish

ment of Federal reserve banks, etc., which I have carefully read.
In my opinion State banks, before being allowed to join and take stock in a 

Federal reserve bank, should be examined by a national-bank examiner with 
the same care that national banks are examined. State-bank examiners are fre
quently incompetent for the position that they hold, often being appointed on 
account of their political pull. It would hardly be fair to force a national bank 
to take stock in a Federal reserve bank, as this bill does, with a State bank 
which has been improperly examined and allowed to come in at their own dis
cretion without any danger of losing their charter unless they do so. This pos
sibly may be covered by the section on State banks as members, but I hardly 
think it is explicit enough. It might be a very unfair and unjust partnership. 
Furthermore, the western banks are forced to join in the organization of the 
Federal reserve banks and are to receive no more than 5 per cent on the stock 
unless— in a very remote contingency provided for in the bill— when it is a well- 
known fact that they can get a higher rate of interest for all the money they 
have to loan in their own locality. In all fairness this should be 6 per cent 
instead of 5 per cent. Why should a national bank, operating under a charter 
from the Government, be forced to do this; and being forced to do so, should 
they not have more say in the management of this Federal reserve bank than 
this law gives them? The powers and duties of a Federal reserve bank should 
be more restricted, else national banks in the vicinity of the Federal reserve 
bank will be handicapped in the community in which they are doing business by 
the prestige that the Federal reserve bank may have. If allowed to do even a 
limited amount of general business they should pay taxes as a national bank 
does. The board should be composed of bankers and business men of the high
est character and ability. The Secretary of the Treasury and the Comptroller 
of the Currency may be good selections, but why the Secretary of Agriculture, 
who may know nothing of finance? All other large business is, as a rule, man
aged by men selected for their knowledge of the duties required in their special 
line. If managed by men selected on account of their political pull, this power 
at times might be used to further the interests of some of the political bosses. 
In the final analysis, what the country needs is an elastic currency, something 
that will legally do what, in the panic of 1907, was illegally done but 
acquiesced in on account of the great urgency to prevent nation-wide disaster, 
viz, the issuing of clearing-house certificates. No matter what kind of a cur
rency bill is passed it will meet the objection of a great many people, and 
whether it is good, bad, or indifferent, until the business community has become 
accustomed to its workings the careful and conservative banker will feel his 
way and be more careful in his loans. This probably in the end will result in 
great good. In the meantime we must all go slow.

Thanking you for sending me this bill, and with kindest regards, I am,
Very truly, yours, J. M. C u n n i n g h a m .

M c K i n l e y  C o u n t y  B a n k , 
Gallup, N. Mex., October 8, 1913.

Hon. T. B. C a t r o n , Washington, D. G.
D e a r  S ir : We wish to thank you for sending us copy of the currency bill as 

it passed the House.
While the bill is not the best bill possible, still we can get along under it and 

think it much better than our present system.
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It appears to us that the greatest hardship imposed on the banks of New 
Mexico will be the elimination of exchange charges. In a small bank the size 
of ours—and our bank is a fair average— the exchange account is an important 
source of income. We would appreciate your efforts to try to have our present 
exchange arrangements undisturbed by the currency bill when passed. I am 
also quite sure that the other New Mexico bankers feel the same on this subject.

Very truly, yours,
T. M. Q u e b e d e a u x ,

Vice President.

F i r s t  N a t i o n a l  B a n k ,
Santa Fe, N. Mex., September 2k, 1913.

Hon. T. B. C a t r o n ,
United States Senate, Washington, D. G.

M y  D e a r  S e n a t o r : I have the copy of the currency bill, a n d  in accordance 
with the request contained in your note I submit the following:

As to the organization of the Federal reserve banks and the Federal reserve 
board, I hardly feel equal to offering any suggestions on those sections beyond 
noting the possibility of political control of the latter under the provisions of 
the bill, which might cause an improper exercise of its extensive functions.

I think the existing national banks should be permitted to join the Federal 
reserve district organizations, and not be compelled to do so. Their action 
should be voluntary, not compulsory.

It occurs to me that the authority to the Federal reserve banks to establish 
branches within their districts to the possible number of 10 might be inimical 
to the interests of the member banks in the district, inasmuch as the powers of 
such branches do not appear to be defined in the act, unless it be held that 
they can not have any greater powers than the parent bank.

It seems to me that inasmuch as the member banks contribute the entire 
capital of the Federal reserve banks that instead of being limited to a 5 per 
cent cumulative dividend on their stock and 40 per cent of the net profits 
after the accumulation of a 20 per cent surplus they should be entitled to the 
entire net profits thought advisable to distribute instead of having 60 per cent 
of such net profits go to the Government to be used in the extinction of its 
bonded debt. This seems to me to be calling on the member banks for too large 
a contribution to the payment of the Government debt proportionately.

The Federal advisory council does not appear to me to have such powers 
or functions as to make it desirable for bankers of great ability and experience 
to serve thereon. Its powers should be enlarged or the provision cut out. The 
class of paper discountable by the Federal reserve banks for the member banks 
is not found to any large extent in this State, and in order for the banks 
here to be in position to avail themselves of this rediscount privilege they 
would have to buy this kind of paper from note brokers or from correspondents. 
This would pro tanto lessen their loanable funds for local borrowers, and the 
funds derived from such rediscounts would be practically offset by such pur
chases. In this connection it seems to me that “ commercial paper ” as defined 
in the act can hardly be considered such. The commercial paper largely 
purchased by the banks at present is, in fact, the direct borrowings of indi
viduals, firms, and corporations, whereas genuine commercial paper is the notes 
or acceptances taken by manufacturers and dealers for sales of goods and mate
rials, running 30, 60, or 90 days, to be paid off on the turning of such materials 
and goods by sale and payment. The funds of the Government are to be de
posited in the Federal reserve banks apparently without other security than 
their general capital and credit.

The note issues, in my opinion, should be the obligations of the issuing Fed
eral reserve banks and not of the United States, and their redemption should 
be in gold and not in “ gold or lawful money,” and the reserve for their redemp
tion should also be in gold alone.

The provision that “ no two successive examinations should be made by the 
same examiner ” if interpreted to have a change of examiners at every ex
amination would be a mistake, in my opinion, as an examiner making repeated 
examinations of a bank becomes much more familiar with the character and 
strength or weakness of its assets than from a single examination at long in
tervals. There seems to me to be possible under this bill altogether too fre
quent examinations.
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The shareholders' liability “ at the par value thereof in addition to the amount 
invested in such stock ”— section 25. This seems to me somewhat ambiguous. 
Does it mean by the amount invested the price paid by a shareholder? If so, 
in many cases this might create a quadruple liability instead of what is now 
a double liability.

I do not approve of the proposed loans on farm lands by national banking 
associations. I believe another distinct and separate bank organization should 
be intrusted with this class of loans.

I do not approve of savings departments for these banks. A national bank 
could hardly set a period of notice for the withdrawal of savings deposits with
out exciting the apprehension of its regular demand depositors.

I have given a few suggestions herein. It is quite a profound subject and I 
hardly feel that my own experience is quite equal to throwing much light on 
just what would be the most desirable substitute for the bill. I must acquiesce 
in large measure in the recommendations of the bankers’ conference, held at 
Chicago last month, and formulated in a pamphlet and widely distributed.

It seems to me that the measure should be made acceptable to the reasonable 
requirements of the banks, as without their acceptance of the bill and organiza
tion under it the act will be merely a shell without any body, a skeleton without 
any flesh.

Yours, very truly, R. J. P a l e n , President.

(The chairman of the committee presented the following, with the 
request that they be placed in the record:)

T h e  N a t i o n a l  S i i a w m u t  B a n k ,
Boston, October 23, 1918.

Hon. R o b e r t  L. O w e n ,
Boston City Club, Boston, Mass.

D e a r  S e n a t o r  O w e n  : Confirming our verbal conversation to-day, I beg to 
give you the following figures regarding the Boston Clearing House as reported 
to me by Mr. Ruggles, the manager:

The annual total cost of operation is $60,000, and the number of employees 18. 
The foreign department handles $600,000,000 of business a year, and the city 
department $8,800,000,000. The foreign department is charged out of the total 
of $60,000 with two-thirds, or $40,000, which makes the cost something under 
7 cents a thousand. The city being charged with the balance of $20,000, making 
the city items cost 2\ mills a thousand.

You will see from the above that the cost of handling the foreign or out-of- 
the-city business is 30 times the cost of handling the usual clearing-house 
exchanges. Of course, these figures are, as I understand it, an approximate 
average*, but they form a very fair estimate of the cost of our doing business 
under the Boston system.

Yours, very truly, B e n j a m i n  J o y , Cashier.

T R E A S U R Y  D E P A R T M E N T ,
O f f i c e  o f  C o m p t r o l l e r  o f  t h e  C u r r e n c y ,

Washington, October 25, 1913.
Hon. R o b e r t  L. O w e n ,

United States Senate, Washington, D. C.
D e a r  Sir: In compliance with your request of September 26, transmitted 

through the clerk of the Committee on Banking and Currency, there are enclosed 
a computation by the Government actuary relating to the probable gain or loss 
in earning power of banks, as indicated, under the proposed currency bill com
pared with existing law, and a table indicating probable changes in reserves, 
including the additional information requested in letter of September 26. 

Respectfully.
T. P. K a n e ,

Acting Comptroller
(Inclosures.)
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[Inclosure.]

Comparison of a typical central reserve city bank as to earning capacity under 
the present law and under the provisions of H. R. 7887 after these provisions 
are in full effect.

[Items that will differ alone are here shown.]

Item. Under pres
ent law.

Under pro
posed law.

Net deposits................................................................................................... $28,110,000
7,027,500

$23,770,000
2.139.300
2.139.300

Reserve, in own vaults...................................................................................
Reserve, with Federal nsorve bank...............................................................
National bank notes outstanding.................................................................... 120.000

37,500
470,000

United States deposits.............r.....................................................................
Bonds deposited with United States..............................................................
Capital stock of Federal reserve bank____________________________ v___ 100,000i

The above changes would have the following effect:

Decrease. Increase.

V pon loanable funds:
Decrease in net deposits........................................................................... $4,340,000
Decrease in reserves................................................................................. $2,748,900
Retirement of circulation......................................................................... 120,000

37,500Withdrawal of deposits............................................................................
Sale of bonds............................................................................................ 470,000
Purchase of stock of Federal reserve banks.............................................. 100,000

4,597,500
1,378,600

1,890

Total..................................................................................................... 3,218,900
N et decrease..........................................................................................

V pon income:
Loss of profit upon circulation and deposits, about 1.2 per cent..............
Profit on balance with Federal reserve bank, about 3 per cent...............
Dividend on stock of Federal reserve bank..............................................

64.179 
5,000

69.179 
67,289

Total .................................................................................................... 1,890
Net gain in income................................................................................

Net change in earning power: In 4 per cent locality, $12,145 gain; in 6 per cent locality, $15,427 loss; in 
8 per cent locality, $42,999 loss.

The cause of the loss in earning power is the large decrease in deposits by 
the withdrawal of the reserves deposited by other national banks with this 
bank.

The total amount of reserve deposited, as required by law, which will be 
withdrawn from all the central reserve city banks will be about $243,000,000. 
These banks now have net deposits of about $1,568,000,000. This bank has net 
deposits of about $28,000,000; therefore its proportionate loss in deposits caused 
by the withdrawal of this reserve will be something over $4,000,000. The 
probabilities are, although not provided for in the bill, that this bank will be 
able to obtain all the funds that it can profitably use from its Federal reserve 
bank in the shape of Federal reserve notes at no greater interest charge than 
it now pays for its deposits of reserve.

The amount of these notes to be issued will be measured by the amount that 
can be profitably used as modified by the opinion of the Federal reserve board. 
Thus a bank could obtain these notes from its Federal reserve bank when needed 
upon the deposit of collateral security and upon the payment of interest, the 
rate of which should depend upon the rate paid by the reserve bank to the 
Government, and which probably would have to be fixed by the Federal reserve 
board. When the use of these notes ceased to be profitable they' could readily 
be retired.
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Comparison of a typical reserve city bank as to earning capacity wider the 
present law and under the provisions of H . R. 7887 after these provisions are 
in full force.

[Items of differences alone shown.]

Items. Under pres
ent law.

Under pro
posed law.

Netjdeposits................................................................................................... $23,088,000
2,886,000
2,886,000

$19,247,000
1,732,000Reserves in own vaults..................................................................................

Reserves with reserve agents..........................................................................
Reserves with Federal reserve bank............................................................... 1,732,000
National-bank notes outstanding................................................................... 600,000

835,000Bonds deposited with the United States.......................................................
Capital stock of Federal reserve bank............................................................ 100,000

The above changes will have the following effect:

Decrease. Increase.

Upon loanable funds:
Decrease in net deposits........................................................................... $3,841,000
Decrease in reserves................................................................................. $2,308,000
Retirement of circulation......................................................................... 600,000
Sale of bonds............................................................................................ 835,000
Purchase of Federal reserve stock............................................................ 100,000

4.541.000
1.398.000

7,200

Total..................................................................................................... 3,143,000
Net decrease in free funds.....................................................................

Upon income:
Loss of profit on circulation, about 1.2 per cent.......................................
Profit on balance with Federal reserve bank, about 3 per cent on 

$1,732,000............................................................................................... 51,960
Loss on deposits withdrawn from reserve agents, about 2 per cent on 

$2,886,000............................................................................................... 57,720

64,920
7,960

Dividends on stock of Federal reserve bank, 5 per cent...........................
Total.....................................................................................................

5,000
56,960

Net loss in income.................................................................................

Net change in earning power: In a 4 per cent locality, $63,880 loss; in a 6 per cent locality, $91,840 loss; 
in an 8 per cent locality, $119,800 loss.

The net deposits of all the reserve city banks is now about $1,946,000,000; 
the deposit of reserves with them by other national banks is about $325,000,000. 
This bank’s deposits are about $23,000,000; therefore it is probable that its pro
portionate part of the reserves withdrawn will be about $3,840,000.

The remarks made in connection with the Federal reserve notes and the 
central reserve city banks and the Federal reserve banks apply also to these 
banks.

Comparison of the earning capacity of a country bank under the present law 
and under the provisions of H. R. 7837 after these provisions are in full 
effect.

[Items of differences alone are noted.]

Items. Present law. Proposed law.

Net deposits, ordinary................................................................................... $1,154,000 
110,000 
75,800 

113,800

$1,154,000
110,000
63,200

Net deposits, savings......................................................................................
Reserve in own vaults ..................................................................................
Reserve with reserve agents .. .................................................
Reserve with Federal reserve bank................................................................ 80,780
National-bank notes outstanding ........................... . 200,000

20,000
232,000United States deposits -- ....................................

Bonds deposited with United States ................................................... .
Capital stock of Federal reserve bank............................................................ 25,000
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The above changes would have the following effect:

Decrease. Increase.

Upon loanable funds:
Decrease in reserves................................................................................. $45,620
Retirement of circulation......................................................................... $200,000

20,000Withdrawal of United States deposits......................................................
Sale of bonds............................................................................................ 234,500
Purchase of stock of Federal reserve bank................................................ 25,000

Total..................................................................................................... 245,000 280,120 
35,120Net increase..........................................................................................

Upon income:
Loss of profit on circulation, about 1.2 per cent........................................ 2,400
Profit on balance with Federal reserve bank, about 3 per cent................ 2,423
Loss on deposits with reserve agents, about 2 per cent............................ 2,276
Dividends on stock of Federal reserve bank, 5 per cent........................... 1,250

Total..................................................................................................... 4,676
1,003

3,673
Net loss in income.................................................................................

Net gain in earning power: In a 4 per cent locality, $402 gain; in a 6 per cent locality, $1,104 gain; in an 
8 per cent locality, $1,807 gain.

The above would be increased by the use of Federal reserve notes, as shown 
above.

Estimated effect of the provisions of H. R. 7837 upon the banking interests of
the United States.

On June 4, 1913, the condition of the national banks was as follows:

[All dollars in millions.]

Banks* Net de
posits.

Capital
stock.

Reserve required.

Free net 
deposits.Cash in 

own 
vaults.

Credit
balance

with
reserve
agent.

52 central reserve city banks.....................................
315 reserve city banks...............................................
0>80fll country banks...................................................
7,173 national banks..................................................
13,381 State banks.....................................................

$1,568
1,946
3,611

$183
264
610

$392
243
217

$243
325

$1,176
1,460
3,069

7,125
2,860
3,630

1,057
459
419

852
242
282

568 5,705
2,618
3,3481,410 loan and trust companies.................................

Total, 21,964 banks.......................................... 13,615 1,935 1,376 568 11,671

N o te .— The above data for State banks and for loan and trust companies is as of June 14,1912, the latest 
available.
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Under the provisions of the proposed law, the conditions will be, upon a per
centage basis, as follows:

Banks.

Last 60 days:
Central reserve city banks.
Reserve city banks...........
Country banks................ .

After 60 days to 1 year:
Central reserve city banks.
Reserve city banks...........
Country banks.................

After 14 months to 36 months: 
Central reserve city banks,
Reserve city banks...........
Country banks........ ........

After 36 months:
Central reserve city banks.
Reserve city banks...........
Country banks.................

Reserve required.

In own 
vaults.

Per cent. 
20 
10 
5

With
reserve
agent.

Per cent.

With
federal
reserve
bank.

Per cent.

Free net 
deposits.

Per cent. 
80 
80

82
82

82

Upon million-dollar basis (first 60 days) : The country banks would with
draw from the reserve city banks $181 during this period, their required reserve 
being that much reduced. This would reduce the net deposits of the reserve city 
banks to $1,765. These banks would in turn withdraw $67 from the central 
reserve city banks, leaving only 10 per cent of their net deposit there. This 
would leave only $1,501 for the net deposits of these banks, as shown below:

Banks.
Reserve 
in own 
vaults, 
cash.

$300
176.5
181

Required
reserve
agents,
credit.

Federal
reserve
bank
cash.

Free net 
deposits.

Federal reserve 
bank.

Reserve. Free.

Central reserve city banks......................... $1,201
1,412
3,178

Reserve city banks.................................... $176.5 ' 
144 1Country banks........................................... *108

Total national banks........................ 657.5 320.5 108 5,791 $36 $72
I

Total reserves in vaults:
Cash........................
Credits.....................

Total. 
Total free...

$693.5
320.5

1,014
5,863

After 60 days to 1 year: The reserve city banks would during this period 
reduce their deposits with the central reserve city banks to 6 per cent, thus 
reducing the deposits of the latter banks by $71 to $1,430.
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Banks.

Reserve required.

Own
vaults.

Federal
reserve
bank.

Free net 
deposits.

Federal reserve
bank.

Reserve, j Free.

Central reserve city banks.
Reserve city banks..............
Country banks......................

$129 
159 

| 181
$106
144

Total national banks. 469 250

$129
53

108

$1,172
1,447
3,178

290 5,797 $97 $193

Total reserve in vaults:
Cash....................................................................................................................................................................  $566
Credits................................................................................................................................................................  250

Total................................................................................................................................................................ 816
Total free........................................................................................................................................................ 5,990

After 14 and to 36 months: The country banks reduce their reserve with the 
reserve city banks to 2 per cent. This reduces the deposits of those banks $72 
or to $1,693. These banks in turn reduce their reserve with the central reserve 
-city banks to 4 per cent. This results in a reduction of the deposits of these 
banks $38 or to $1,392.

Banks.

Reserve required.

Free net 
deposits.

Federal reserve 
banks.

In own 
vaults.

With
reserve
agents.

With
Federal
reserve
banks.

Reserve. Free.

Central reserve city banks........................... $125
152
181

$125
85

181

$1,142
1,388
3,177

Reserve city banks........................................ $68
72Country banks...............................................

Total national banks.......................... 458 140 391 5,707 $130 $261

Total reserve in vaults:
Cash..........................
Credits......................

Total. 
Total free...

$590
140

730
5, S

After 36 months: The country banks withdraw the remainder of their deposits 
from the reserve city banks, $72, reducing the deposits of these banks to 
$1,621. The reserve city banks in turn withdraw their balance of reserve from 
the central reserve city banks, $68, reducing the deposits of these latter banks 
to $1,324.

Banks.

Reserve required.

Free net 
deposits.

Federal reserve 
banks.

In own 
vaults.

With
reserve
agents.

With
Federal
reserve
banks.

Reserve. Free.

Central reserve city banks........................... $119
146
181

$119
146
253

$1,086
1,329
3,177

Reserve city banks........................................
Country banks................................................

Total national banks.......................... 446 518 5,592 $173 $345

Total reserve in vaults (cash). 
Total free.....................................

, $619 
5,937
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The State banks had $657, and the loan and trust companies $911 in savings 
deposits included in their total deposits as shown above. Against these deposits 
the new law requires only 5 per cent reserve. Treating these institutions as 
■country banks, the following would be the result:

For the first 60 days, and afterwards:

Banks.

Reserve required.

Free net 
deposits.

Federal
reserve.

Reserve
banks,
free.Own

vaults.

With
Federal
reserve
banks.

State banks........................................................................ $110
33

136
40

$154 $2,563
Savings........................................................................

Loan and trust.................................................................. 190 3,258
Savings.........................................................................

Total......................................................................... 325 344 5,821 $115 $229

Total reserve in vaults (cash)...............................................................................................................................  $440
Total free.............................................................................................................. .................................................... 6 ,0£0

For the first 60 days (treated as a reserve city bank) :

Banks.

Reserve required. Federal reserve 
banks.

Own
vaults.

With
Federal
reserve
bank.

Free net 
deposits.

Reserve. Free.

State banks........................................................................ $440
33

544
46

$2,387
(Savings).....................................................................

Loan and trust.................................................................. 3,040
(Savings).....................................................................

Total......................................................................... 1,063 5,427

Tota lreserve in vaults.(cash)............................................................................................................................. $1,063
Total free................................................................................................................................................................ 5 427

After 60 days:

Reserve required. Federal reserve 
banks.

Banks.
Own

vaults.

With
Federal
reserve
banks.

Free net 
deposits.

Reserve. Free.

State banks........................................................................ $198
33

$198 $2,431
Savings........................................................................

Loan and trust.................................................................. 245 245 3,094
Savings........................................................................ 46

Total......................................................................... 522 443 5,525 $148 $295

Total reserve (cash)..........................................................
Total free.............................................................................

$670 
.. .. 5,820
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Taking the average of the above— that is, by treating one-half of these institu
tions as country banks and the other half as reserve city banks— the following 
will be the result:

First 60 days: Total reserve in vaults, cash, $752; total free, $5,738. After 
60 days: Total reserve in vaults, cash, $555; total free, $5,935. After 60 days: 
Reserve in own vaults, $424; with Federal reserve bank, $393; free, $5,673. 
Federal reserve banks: Reserve in vaults, $131; free, $262.

By summarizing all the above, we have the table below, which shows at a 
glance the total reserves and free net deposits as required by the present law 
and by H. R. 7837 for all the national banks and State banks and loan and 
trust companies of the United States:

Period.
Reserve required. Free net deposits.

Present. Proposed. Present. Proposed.

$11,601
11,925
11,903
11,872

First 60 days........................................................................... SI,944
1.944
1.944
1.944

$1,766
1,371
1,283
1,174

$11,671
11.671
11.671
11.671

After 60 days to 1 year..........................................................
After 14 months to 36 months.............................................
After 36 months.....................................................................

The deposit of the currency carried in the general fund of the United States 
with the Federal reserve banks will increase the deposits held by these banks 
by about $125. The savings deposits held by the national banks as of June 4, 
1913, were $829. Making allowances for these items, after the first 36 months, 
the above table would be modified so as to show the following results:
Present total reserve required in banks-----------------------------------------------------$1,944
Proposed total reserve required in banks________________________________  1,158

Reduction in required reserve______________________________________ 786

Present allowable free net deposits----------------------------------------------------------11, 671
Proposed allowable free net deposits-------------------------------------------------------- 12,013

Increase in allowable free net deposits------------------------------------------  342

Gash reserve required.
Reserve

cash.

$1,376
1,445.5

Free cash.

First 60 days:
Under present law........................................................................................................
Under proposed law....................................................................................................

Contraction................................................................................................................. $69.5
After 60 days to 1 year:

Under present law........................................................................................................ 1,376
1,121Under proposed law....................................................................................................

Expansion.................................................................................................................. 255
After 14 to 36 months:

Under present law........................................................................................................ 1,376
1,143Under proposed law....................................................................................................

Expansion.................................................................................................................. 232
After 36 months:

Under present law....................................................................................................... 1,376
1,174Under proposed law....................................................................................................

Expansion.................................................................................................................. 202

The only contraction shown in the above table is for the first 60 days. This 
is caused by the fact that the State banks and the loan and trust companies 
will be required to add materially to their cash reserves. This contraction, 
however, is more than met by the $83 of free cash deposited with the Federal 
reserve banks by the United States and by the $58 reduction of reserves re
quired because of the savings deposits of the national banks. From this it
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is evident that there can be no contraction of currency even in the transition 
period when the new law is going into force and while the member banks are 
purchasing the capital stock of tiie Federal reserve banks. After the first 36 
months the net expansion in currency, because of the cash reserve released 
under the provisions of the new law, will be about $343.

G E N E R A L  D IS C U S S IO N .

The capital stock of the Federal reserve banks that is to be purchased by the 
member banks is as follows: An amount equal to 5 per cent of the capital stock 
of said member bank, payable in cash at once, and another 5 per cent, payable 
in cash within 60 days. This stock should not be purchased with the deposits 
of the banks, but with their surplus or other funds. The Federal reserve bank 
can loan these amounts immediately upon their receipt. From this fact it is 
evident that this provision of the new law will not affect the net reserves nor 
the loanable funds. It will, however, modify the location of these funds. The 
purchase of this 10 per cent in value of their own capital stock is in the nature 
of a reserve deposit of cash with the Federal reserve banks, for this stock can 
not be transferred nor hypothecated and is to be refunded at the withdrawal 
of the member bank, for any cause, from the national-banking system.

The amount of these de facto deposits is as follows:
Central reserve city banks_____________________________________________ $18
Reserve city banks_____________________________________________________  26
Country banks__________________________________________________________ 61

Total national banks________________________________________________ $105
State banks_____________________________________________________________ 46
Loan and trust companies_____________________________________________  42

Total other banks____________________________________________________  88

Total of all banks____________________________________________________  193
This means a total reserve for the banks, after 36 months, of $871 in their 

own vaults, $911 with the Federal reserve banks, and $193 of capital stock 
reserve with said Federal reserve banks, a total reserve of $1,974. Of this 
reserve the Federal reserve banks can use $800, holding $304 in its vaults. This 
shows a total reserve in vaults, as shown before, of $1,174, as against $1,944 as 
now required.

The location of the savings deposits with the national banks is not known to 
me, so they are treated as being with country banks, thus freeing 7 per cent 
of the required reserve. If they were with reserve city banks, 13 per cent of 
their required deposits would be released; that is, of the reserve required for 
their savings deposits. Making allowance for this reduction in reserve re
quired, $58, and for the free United States deposits, $83, we will have, as 
shown above, a total net decrease in reserve of $786 and a total net increase in 
free deposits of $342.

In all the above computations no allowance has been made for the with
drawal of the national-bank notes from circulation nor of the probable issue of 
the Federal reserve notes. The proposed law provides for the annual retire
ment of the 2 per cent bonds of the United States deposited with the Govern
ment by any national-banking corporation, by refunding them with 3 per cent 
bonds without the circulation privilege. This is, however, optional upon the 
part of these associations. At the end of 20 years all the 2 per cent bonds out
standing, of the present issues, will be retired at par. All the national-bank 
notes then still outstanding will also be retired.

The amount of Federal reserve notes to be issued will depend upon the 
demand for currency, as modified by the opinion of the Federal reserve board. 
With the consent of this board, the Federal reserve banks can have as much or 
as little of these notes as they will find profitable to use. This they can have 
by depositing with the Federal reserve agent collateral security, as determined 
and defined by the Federal reserve board, equal in value to the notes issued 
to them, and by paying interest to the Government upon said notes as fixed by 
the Federal reserve board, but not less than one-half per cent per annum.

As soon as the profitable demand for these notes shall have passed, any 
Federal reserve bank can reduce its liability for said notes then in circulation

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



3138 BANKING AND CURRENCY.

at pleasure. This is the feature that makes for the element of elasticity in the 
proposed law and why no allowance was made in the foregoing computations 
for the retirement of the present national-bank notes.

Government Actuary.
T r e a s u r y  D e p a r t m e n t , October 17, 1918.

(The following additional statement of Edmund D. Fisher, of New 
York, was filed with the committee for insertion in the record:)

In response to the request of the committee to frame a section covering re
funding bonds and their conversion into short-term obligations of the United 
States, I herewith submit my suggestions, which are premised upon the follow
ing general principles:

(1) That so far as practicable section 19 of the Owen-Class bill remain as it 
stands.

(2) That the Federal reserve banks buy gradually a sufficient number of 2 
per cent bonds for conversion later into 3 per cent bonds to provide the desired 
element of flexibility in the present inert volume of circulation of the national 
banks; to make additional purchases of 2 per cent bonds now held to secure 
Government deposits or held by the pubilc, all such purchases in the aggregate, 
however, not to be of so great a volume as to weaken the banking power of 
the Federal reserve banks.

(3) That such purchases will maintain the 2 per cent bonds at par, which 
should be done as a matter of good faith to the banks and the public on the 
part of the Government.

(4) That all of the 2 per cent bonds purchased be converted into 3 per cent 
bonds.

(5) That the 2 per cent bonds thus purchased and converted be in an amount 
equal to 15 per cent of the bonds now held for circulation, and, with those ex
changed through other purchases, be interchangeable with 3 per cent notes of 
the United States. All of these will approximate $150,000,000. Notes are more 
salable, for banking purposes, than bonds, having shorter maturities, and may 
be used* to protect the position of Federal reserve banks in the open money 
market and in international relations.

(6) That the purchases by Federal reserve banks provided for in No. 5 
hereof be compulsory during a 3-year period on the part of the Federal reserve 
bank if offered. That any further purchases by Federal reserve banks be op
tional, and if purchased, be convertible into 3 per cent bonds or notes.

(7) That purchases under the provisions of No. 5 hereof bear the privilege of 
being used to secure Federal reserve notes for a period of 10 years, with a 
gradual reduction after the tenth year of 10 per cent annually. That use as 
such security should be secondary to the use of commercial paper, which 
means, in effect, that it is not likely to be used at all, but may be used in 
emergencies. That any additional purchases should not have the circulation 
privilege.

(8) That the Government should make some progressive attempt to redeem 
short-term notes and Government bonds, as from the surplus earnings of Federal 
reserve banks, to be paid into the Treasury, or from the action of sinking funds.

S u g g e s t e d  A m e n d m e n t s  t o  H. R. 7837, M a i n l y  C o v e r i n g  Q u e s t i o n  o f  U n i t e d  
S t a t e s  2 P e r  C e n t  B o n d s .

Amend section 7 (p. 13, line 13) : Insert, after the words “ United States,” the 
words “ or notes into which bonds may have been converted as provided in 
section 19a of this act,” and eliminating, in lines 13 and 14, the following 
phrase: “ Said reduction to be accomplished under regulations to be prescribed 
by the Secretary of the Treasury.”

Amend section 12: The following should be incorporated among the powers 
of the Federal reserve board: “ To supervise and regulate the purchase, sale, 
and conversion of the obligations of the United States as provided in sections 15 
and 19a of this act.”

Amend section 17, page 30, line 10, by inserting after the word “ act ” the fol
lowing : “ or obligations of the United States bearing the circulation privilege, as 
provided by section 19a of this act.” By inserting on page 31, lines 3 and 4, in
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place of the words “ notes so paid out ” the following: “ all Federal reserve 
notes.” By inserting on the same page, line 10, after the word “ notes,” the 
words: “ except such as may be secured by the obligations of the United States, 
as provided in section 19a of this act.”

Amend section 19 by inserting on page 35, line 5, after the word “ purposes,”  
the words: “ such 5 per cent to include such bonds previously deposited by such 
bank as may have been purchased by a Federal reserve bank under the pro
visions of section 19a of this act.”

Insert a new section to be known as “ 19a ” or “ 20,” if renumbered, worded 
as follows:

S e c . 19a. In v e s t m e n t s  i n  O b l i g a t i o n s  o f  t h e  U n i t e d  S t a t e s .— In consider
ation of the privileges granted to them under this act all Federal reserve banks 
under direction of the Federal reserve board and in proportion to their capital 
shall offer to purchase from national banks 2 per cent bonds of the United States, 
except as may have been funded, as provided in section 19 of this act, as follows:

“ During the first year following the establishment of any Federal reserve 
bank any of the Federal reserve banks that may have been organized under this 
act shall offer to purchase under direction of the Federal reserve board from 
national banks at par an amount of 2 per cent bonds of the United States de
posited by said national banks as security for circulating notes equal to 5 per 
cent of the total amount of bonds on deposit with the Treasurer of the United 
States by said banks for circulation purposes. Such Federal reserve hanks shall 
in like manner offer to purchase an equal amount of said bonds, successively, 
during the second and third years following until an amount equal to 15 per 
cent shall have been purchased: Provided, however, That to the extent that the 
total volume of bonds provided to be purchased shall not have been offered, and 
to the extent that national banks, because of the conversion of 2 per cent bonds 
into 3 per cent bonds, shall be unable to supply the full 5 per cent each year the 
said purchases shall be extended from year to year until the full 15 per cent 
shall have been purchased.

“After the full 15 per cent of 2 per cent bonds of the United States shall 
have been purchased, as hereinbefore provided, the Federal reserve banks may 
purchase, from time to time, under the direction and with the consent of the 
Federal reserve board, such 2 per cent bonds as may seem desirable at a price 
not exceeding par, but national banks shall not be compelled in any event to 
sell bonds unless they shall so desire. Such additional bonds as may be 
purchased in such manner shall in no event be used as security for circulating 
notes, but may be exchanged for 3 per cent obligations of the United States, as 
hereinafter provided.

“ It shall also be the duty of all Federal reserve banks, under the direction 
of the Federal reserve board, to purchase in proportion to their capital, at 
such times and in such amounts as said board may direct, 2 per cent bonds 
of the United States not deposited by any national bank to secure circulating 
notes upon tenders and at a price not to exceed par. The total amount of such 
purchases, however, shall in no event exceed the aggregate amount of bonds 
not deposited to secure circulating notes at the time of the passage of this act.

“All 2 per cent bonds of the United States, purchased by any Federal reserve 
bank from any national bank under the 15 per cent limitation, or from other 
holders without regard to said limit, as hereinbefore provided, or notes of the 
United States into which said bonds may have been exchanged, as hereinafter 
provided, shall be received at par as security for the issue of Federal reserve 
notes when presented by a Federal reserve bank for a period of 10 years after 
the establishment of any Federal reserve bank. After the expiration of such 
period such bonds or notes of the United States shall be received as security 
for Federal reserve notes on a basis of 10 per cent less each year until the 
20th year, after which they shall no longer be accepted as such security: 
Provided, however, That for a period not to exceed 90 days and upon a three- 
quarter vote of the Federal reserve board on the application of any Federal 
reserve bank, the obligations of the United States shall be taken to secure the 
issue of Federal reserve notes; and further provided that when issued and 
secured in such manner the amount of such notes in circulation shall bear an 
interest charge of 6 per cent per annum, to be paid into the Treasury of the 
United States.

“ The foregoing provisions under which the obligations of the United States 
shall be accepted from any Federal reserve bank as collateral security for 
the issue of Federal reserve notes shall be limited to the extent that, so long as
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they may be available, preference shall be given to notes and bills accepted 
for rediscount under the provisions of section 14 of this act.

“ The Treasurer of the United States, upon application of any Federal 
reserve bank and under the direction of the Federal reserve board, shall ex
change all 2 per cent bonds purchased, as hereinbefore provided, for 3 per cent 
bonds or notes of the United States of such maturities not exceeding one year, 
as may be determined upon by the Federal reserve board. The Treasurer shall 
also exchange 3 per cent notes for 3 per cent bonds, and 3 per cent bonds for 
3 per cent notes, upon the application of any Federal reserve bank, and by 
and with the consent of the Federal reserve board. Any surplus earnings of 
Federal reserve banks, payable into the Treasury of the United States, as 
provided in section 7 of this act, shall be used, as available, to retire notes or 
bonds of the United States, or both, as may be determined by the Federal 
reserve board. Any or all of the 3 per cent notes of the United States, created 
by the conversion of bonds, as hereinbefore provided, shall be renewed by 
Federal reserve banks at their respective maturities for a period of 20 years 
after the organization of any Federal reserve bank. All such notes which may 
be outstanding at the expiration of said 20-year period, and which shall there
after mature, shall be paid by the United States, when due, at par and accrued 
interest.

“All Federal reserve banks shall, under direction of the Federal reserve 
board, buy or sell from or to each other, as may from time to time be necessary, 
obligations of the United States for the purpose of equalizing their holdings of 
such obligations in proportion to their capital.”

In addition to the foregoing, and pursuant to the request of the committee, the 
following suggestions covering State and municipal investments are sub
mitted :

Amend section 15, page 27, lines 14 and 15, by eliminating the phrase “ and 
bonds issued by any State, county, district, or municipality ” and substituting 
therefor the following: “ and bills, notes, revenue bonds, and warrants with a 
maturity from date of purchase of not exceeding six months, issued in anticipa
tion of the collection of taxes or in anticipation of the receipt of assured reve
nues by any State, county, district, or municipality of the United States; such 
purchases to be made in accordance with the rules and regulations prescribed 
by the Federal reserve board.”

It is important that the power of Federal reserve banks under subdivision B 
to invest in United States bonds and other securities be subject to the super
vision and regulation of the Federal reserve board. It is important to have a 
check on the aggregate volume of such investments and a plan for their correla
tion with the provisions of section 19a.

(The following additional statement of Mr. T. Cushing Daniel, of 
Virginia, was filed with the committee for insertion in the record:)

Mr. Chairman, before giving a digest of the testimony presented to your 
committee upon the pending bill I deem it only proper to state my qualifications 
for so doing.

I am the author of Daniel on Real Money, published in 1911, and The 
High Cost of Living— Cause; Remedy, published in 1913. The author brings 
to the solution of this important economic subject years of experience in com
mercial life, the study of law, familiarity with all the financial legislation of 
Congress on money, the debates and records of all international conferences 
on money since 1867, and the study of the leading economists on the subject, 
supplementing these advantages in recent years by a personal investigation 
of the monetary systems of foreign countries.

The question of money is approached in two ways—by the banker on the one 
side as the loaner of money and creator of debts earning interest and by the 
much larger class of borrowers and users of money as a circulating medium 
with which they transact business. The latter class are the real workers and 
producers, that build up the national wealth of the country. Money to circulate 
and not money to loan is what the industrial well-being of the world needs.

The people are always at a great disadvantage when legislation on money is 
being considered and testimony being taken before the Banking and Currency 
Committee of Congress, as they are entirely unorganized and therefore not 
properly represented.

On the other hand, the banking interests of the country are thoroughly organ
ized, having back of them the power of money and all that that means as an
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intelligent force to influence legislation. It will be readily seen from the 
records of the Banking and Currency Committee of the Senate that 95 per cent 
of the testimony has been presented from the standpoint, directly or indirectly, 
of the banking interests. It will also be seen from a careful review of all legis
lation on money in this country that the banking interests have successfully 
opposed the issuing of real money by the Government in order that they could 
loan a substitute created by themselves.

They all want the gold basis, for this will always restrict real money to gold 
only and enables banking corporations to loan their credit substitutes for money 
to the people and thereby manufacture debts upon the borrowers upon which 
they draw interest, and require the principal paid back in money.

I will now take up the testimony of the committee appointed by the American 
Bankers’ Association in Chicago, August 22 and 23, 1913, to represent said asso
ciation before the Banking and Currency Committee of the United States Senate.
I will first refer to the statement made by Mr. James B. Forgan, president of 
the First National Bank of Chicago, 111., page 26:

“ Hence, as the chosen representatives of the banks, we claim that in a very 
real sense we represent the interests of all whose patronage the banks rely on 
for success, and especially the interests of the innumerable hosts of thrifty and 
desirable citizens who manifest their confidence in the banks by trusting them 
with deposits aggregating more than $20,000,000,000. Individually bankers do 
not experience the much-talked-of distrust of the banks. Rather they duly ap
preciate the confidence evinced by the public by placing such an enormous line 
of deposits with the banks under their management, and they are keenly im
pressed with the responsibility such a trust imposes upon them.”

This statement is altogether misleading, as most of this amount is made up of 
debts created by the loaning of the banks’ credit to the borrowers, the amount 
being put to their credit as if it was actual cash deposited in the banks, when as 
a matter of fact they are debts owed by the borrowers to the banks. In other 
words, over $15,000,000,000 of these bank deposits were created by loans, with
out the deposit of any cash. The total amount of cash held by the 25,195 banks 
June 14, 1912, was only $1,572,953,479.

It is therefore plain that while the people have a comparatively small amount 
of money deposited in the banks, they are really hopelessly in debt to the banks 
for over $15,000,000,000.

Mr. Forgan. Mr. Wexler and Mr. Wade were the main spokesmen, and rep
resented the 114 clearing-house associations and the 50 State bankers’ associa
tions at the conference of the currency commission, American Bankers’ Associa
tion. As Mr. Wexler was designated to give most of the testimony, as is shown 
by the following statement:

“ Mr. Reynolds. Mr. Wexler, who is going to remain here, can answer these 
questions as well or better than any of the rest of us.”

It is therefore only necessary to give a digest of the testimony of Mr. Wexler, 
as the rest would only be a repetition, he having covered all the points and 
stated in detail the position of the banking interests. I quote as follows from 
the statements of Mr. Wexler:

“ Mr. Forgan. All I desired to do was to make the suggestion on behalf of 
ourselves that you ask the men who have prepared themselves to answer on 
these special topics, because we do not wish to give our own individual opin
ions. I want you to understand that we are here, appointed by the conference 
held in Chicago and under the resolutions adopted by that conference.

“ Mr. W exler. Might I be permitted to say a word? There are a number of 
gentlemen who have been designated to study and speak upon the points which 
Senator Reed and others are asking me about, and I feel that I am monopo
lizing the opportunity, and I feel very much as if I might be excused. There 
are others present who can answer these questions as well or better than I can, 
and who have written and studied a great deal upon the very point you are 
raising now.

“ Senator H itchcock. One trouble is that we do not know in advance what 
the subjects are— if they could be given to us we would know.

“ Senator Pomerene. Mr. Chairman, I want to suggest that it is possible there 
may be a difference of opinion among these gentlemen on the different subjects. 

“ Mr. W exler. I am glad to say we are a unit.”
It will be seen that the main object of the banking interests is to restrict 

the issue of Government money to gold. This enables them to issue and loan 
to the people their cheap credit substitutes for money. And as they can con
trol the gold through the credit substitutes for money issued by the Govern-

S. Doc. 232, 63-1— vol 3------ 77
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ment, redeemable in gold, the official management of the proposed banking 
and currency system when established will be merely nominal.

Those familiar with the working of any banking system know that the men 
who own and control the money eventually manage the system. This has 
been well known by all lenders of money, even before the House of Rothschild 
reduced it to the broad maxim, “ Let us control the money of a country and 
we care not who makes the laws.”

“ Senator N e l s o n . I notice in the bill that provision is made for the redemp
tion of these notes in gold or lawful money. That would mean, under our 
present system of currency, silver and greenbacks as well as gold, would it not?

“ Mr. W e x l e r . Yes.
“ Senator N e l s o n . D o  you think they ought to be redeemable in anything 

but gold?
“ Mr. W e x l e r . I do not. I think that we should maintain religiously the 

gold standard that has been established in this country.
“ Senator N e l s o n . And then you would have these reserve banks provide for 

a gold redemption?
“ Mr. W e x l e r . Gold reserve.
“ Senator N e l s o n . Gold reserve. Well, do you think 33 per cent is sufficient?
“ Mr. W e x l e r . I think 33 per cent would be sufficient; yes. We have sug

gested that there should be 40 per cent.
“ Senator N e l s o n . Yes.
“ Mr. W e x l e r . We have raised it, because we believe that it would be better 

to make the notes so absolutely good and impregnable that we would rather 
err on the side of too much reserve than too little reserve.”

“ Mr. W e x l e r  (interposing). WTell, Senator, there have been some accurate 
calculations made on that particular subject by some of the gentlemen who are 
going to follow’ me, from which you may be astonished to see that there will not 
be any expansion at a ll; in fact, we are in considerable doubt, and we rather 
lean to the belief that it is going to bring about contraction if we do not have 
considerable amendment to this bill. In other words, we have not been able 
to find where we are going to get gold enough to carry the reserves that are 
necessary.”

“ Mr. W exler. You can have all the power granted to yon by law that you 
want, but when it comes to the exercise of that power the man you put the 
exercising of it upon has got something to say. Suppose that you had been 
required to sell $100,000,000 of bonds in the last six months for the purpose 
of bringing gold into this country. You could not have sold them in any civil
ized country in the world, except at a tremendous discount, because all of the 
commercial nations of the world were begging each other for gold.”

“ Senator R e e d . Yes; I understand that.
“ Mr. W e x l e r . Y o u  could not take a silver note, for instance, and do it.
“ Senator R e e d . I want to know how you can get that gold into the central 

bank; that is what I want to find out; how it gets there.
“ Mr. W e x l e r . I will tell you how it gets there: The circulating medium 

that would be carried around in the pockets of the people, and so on, would 
be these bank notes; and the gold would gradually find its way into the vault 
of the central bank, because it would never pay out any gold. Nobody would 
ever pay out a gold note. We would never pay out any, nor would any bank 
anywhere, nor would the Federal reserve bank ever pay it out, except in the 
circumstance where a note holder came and said, “ I want this note paid in 
gold.’ He might have some particular reason for wanting gold in that case.”

“ Senator R e e d . N o w , if the faith a n d  credit of this big institution ever be
c a m e  seriously impaird, it might have to get u p  gold very quickly, might it 

not?
“ Mr. W e x l e r . Well, of course, if the people lost confidence in the note issue 

and everybody came to the window and demanded the amount in gold, it would 
require a general liquidation of credit of all the notes of everybody which the 
bank had, and the system would break down.”

“ Senator H i t c h c o c k . I am asking for enlightenment on a different line. You 
propose to inject perhaps $100,000,000 of credit currency into the money of 
the country. Is there any danger that the injection of that debased currency 
would tend to drive gold abroad?

“ Mr. W e x l e r . Just the contrary.”
“ Senator H i t c h c o c k . Y o u  propose using these bank notes which you want 

to issue for the purpose of withdrawing the gold from the people and getting 
that gold into the banks? ”
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“ Mr. W e x l e r . Exactly. I tliink that with this system in vogue yon would 
not see any more gold certificates and very few greenbacks. They would be 
the basis upon which the credit would rest.”

“ Mr. W exlek. Senator, can you suggest a single individual outside of the 
Halls of Congress and the Senate— I. ask you, is there one in Europe or Amer
ica— who believes that a Government note is better for the purposes of the 
people than a bank note?

“ Senator Rei:d. A single individual?
“ Mr. W e x l e r . Yes.
“ Senator Reed. My dear friend. I would like to make a wager, if we could 

test it, that if you submitted it to a vote of the American people to-morrow, 
that 90 per cent of them would vote for the Government note.

“ Mr. S h a f r o t i i . 99 per cent.
“ Senator R e e d . And take it every time.”
Mr. W e x l e r . “It: is fundamentally unsound for the Government to issue a 

ci rcul a ting ined i um.”

Restricting money to gold is the only hope of the banks to continue 
to loan their credit substitutes for money—hence their firm and un
alterable belief in gold.

As further evidence of the opposition of the banking interest to the Govern
ment issuing the currency of the country, I quote the following:

“ Senator N e l s o n . This Government in paying out money— the only way the 
Government pays out any of its money it pays out for running expenses, its 
liabilities, and its interest, whether in greenbacks or anything else. In no other 
way can the Government put its money into circulation, can it?

“ Mr. W e x l e r . None that I know of.
“ Senator N e l s o n . If the Government wants to issue its money and get its 

money out into circuation, beyond what is necessary to pay its current expenses, 
it can only be done by allowing borrowers to deposit their commercial paper 
with the Government.

“ Mr. W e x l e r . Yes; and get currency for it.
“ Senator N e l s o n . And the moment they do that has the Government not 

gone into the banking business?
“ Mr. W e x l e r . Absolutely.
“ Senator N e l s o n . And you can not get the Government’s money into circula

tion any other way?
“ Mr. W exler. No, sir; none in the world.
“ Senator N e l s o n . Is it not also true that the Government can issue any 

amount of legal paper money, but the question will always arise, How are you 
going to get that money into circulation?

“ Mr. W e x l e r . Yes, sir.
“ Senator N e l s o n . And the only way the Government can legitimately put its 

money into circulation is by the payment of its current expenses, of its running 
expenses and obligations; if anything more is paid out by the Government it 
has to be done by a system of credits, by banking. I can go to the Government 
and get my salary paid every month— that money goes into circulation— so can 
every other employee of the Government; so does the bondholder get his 
interest. But if any more Government money is wanted in circulation it can 
only come by application of the borrower to get that currency, and he must put 
up some security for it.

“ Mr. W e x l e r . It can be done in no other way.
“ Senator N e l s o n . Because it stands to reason that the Government would 

not issue its currency without some consideration; and the moment it does 
that— the moment the Government does that— it would perform one of the 
functions that is implied in this regional reserve bill.

“ Mr. W e x l e r . Absolutely.”
“ Mr. W e x l e r . Y o u  have put out $700,000,000 of this ‘ fiat ’ money and taken 

back your bonds and retired $700,000,000 of bank-note circulation. The next 
questions are: What kind of a note have you given me, how are you going to 
meet it, when are you going to meet it, are you going to pay it in gold, will we 
get it when we want it?

“ If you wiil say what you are to pay for it, can you pay it? Ybu have to 
provide all that kind of machinery.”

“ Senator H i t c h c o c k .  Well, it impresses me that there is some powerful 
reason why the banks of the country want to own this bank.
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“ Mr. W e x l e r . The only reason is because they believe that they are the 
proper people to own it. They believe they are the proper people to manage it.

“ Senator H i t c h c o c k . Certainly they can not be attracted by the 5 or 6 per 
cent interest.

“ Mr. W e x l e r . N o . The only thing that attracts them is the ser̂ se of safety 
in having a central reservoir of credit.

“ The C h a i r m a n . Y o u  mean giving stability to the banking system?
“ Mr. W e x l e r . Yes.
“ I want to say this,to you: That the banking business of to-day is one of 

the hardest, most trying businesses that a man can be engaged in, for the 
reason that the banker has a tremendous demand liability with absolutely 
nothing to meet it with except 25 cents on the dollar. All that the banker 
wants is the opportunity, the privilege of being able to go somewhere with 
these time obligations he has and rediscount them so that he can meet the de
mand obligations when the public wants their money.

“ Senator N e l s o n . He wants a reservoir of credit to go to?
“ Mr. W e x l e r . That is all we ask.
“ Senator H i t c h c o c k . But he does not want to go to the Treasury ?
“ Mr. W e x l e r . We do not care; but why don’t you go into the meat-packing 

business or the farming business? It would be just as legitimate as going into 
the banking business.

“ Senator N e l s o n . Allow me to make another suggestion to you right there. 
You bankers are nothing but middlemen; you do not add anything to the 
capital of the country. All additions to the capital of the country come from 
the farmers, who produce the crops, and from the manufacturers, who take the 
raw products, the material, and increase its value. That is the only way in 
which capital is increased, and you are simply the instrument to place that 
capital.

“ Mr. W e x l e r . We are merchants; dealers in credit.
“ Senator N e l s o n . It is the farmers and manufacturers who make the capital 

of the country, who add to it, and increase it. The bankers themselves do not 
add a single dollar to the capital.”

“ Mr. W e x l e r . Senator, let us see if we can not get thig thought directly in 
tlie minds of the committee: It is recognized that the gold is the standard of 
ultimate redemption and the yardstick of measurement for the whole world. 
It is recognized that that is the best money.

“ Senator R e e d . Yes.
“ Mr. W e x l e r . And it is the basis of credit.
“ Senator R e e d . Yes.
“ Mr. W e x l e r . If it is the basis of credit, then credit can exist only so far 

as that gold rests in a certain mass in a certain place, sustaining that credit.
“ Senator R e e d . Is that correct?
“ Mr. W e x l e r . Yes, sir.
“ Silver ought to be a subsidiary coin. If you have this bank note your 

silver certificates would not be necessary at all. This bank note can supply 
the place of the silver certificate and of the greenback, and then you have 
nothing but gold, the ultimate money of redemption, and that would be ideal.”

Under the operation of section 29, the parity clause, this condition would be 
brought about: The banks, by controlling the gold money and creating artificial 
currency— “ bank credits”— would not only control the so-callod Government 
banks, but by controlling the credits of the country would ha ve control of all 
its affairs.

J. P. Morgan stated the whole case in a few words. He said, “ Credit is an 
evidence of banking, but it is not the money itself;- money is gold, and nothing 
else.”

“ Question. If a man controls the credit of a country, he would have control 
of all its affairs?”

“ Mr. M o r g a n . H e  might have that, but he w o u l d  not have the money. If 
lie h a d  the credit a n d  I h a d  the m o n e y — the gold— his customers w o u l d  be 
badly off.”

Under operation of the bill that passed the House of Representatives and 
now being considered by the committee, the banks would control both the gold 
and the credits. The people would be the customers, and, as Morgan admits, 
would be badly off. The bankers would control not only the foundation— gold—  
but the superstructure of credit and own the system.

Banks desire all Government notes retired in order that they may be replaced 
by the cheap substitutes of bank credits which the people are compelled to 
borrow.
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“ Mr. W e x l e r . If the bill is so amended that it will strike favorably that great 
number of banks throughout the country, it may never become necessary to call 
for more than the original 5 per cent, which would be a distinct advantage, as it 
would enable the bank to accumulate much more rapidly the 20 per cent surplus 
required under the bill; it would enable them to make a distribution of the sur
plus earnings of the various contributing banks over and above the dividends 
which you have named to be paid upon the stock, which in itself is not deemed 
to be adequate, but it would enable a larger distribution to the Government as 
its share of (he profits to be applied to tlie retirement of the greenbacks.”

“ Senator R e e d . I am speaking about fixing that part of it, assuming that it 
can be fixed.

“ Mr. W e x l e r . A number of experienced bankers might be able to set down a 
figure exactly by which some system could be evolved of that kind, but it is so 
contrary, in our opinion, to sound finance, that we never conceived the idea of 
having the Government in any way mixed up in the banking business. We have 
no other machinery for helping ourselves. I will state our case right now. 
We borrowed such money as the law allows us, and we are using it to move 
our cotton crops, our rice and our corn and the various business that comes 
through our port. I can no! get any more; I have not the right.

“ Senator R e e d . Suppose you were given the right. I do not want you, in 
answering my questions, to answer whether you think that the present system 
just as it stands would be adequate, but whether, since you gentlemen all, thus 
far, seem to want a central bank— one power—how would you like to have the 
Government of the United States, under a plan similar to the one now existing, 
simply to furnish money when it: was needed to the groups of banks?

“ Mr. W e x l e r . I would be very much opposed to it, Senator.”
* * * * * * *

“ Senator R e e d . Y o u  want to issue the money4?
“ Mr. W e x l e r . Surely. We want to issue the paper, the circulating medium; 

we do not wani to issue money.
“ Senator R e e d . Y o u  want to issue paper. Commercially we call it money and 

it goes as money.
“ Mr. W e x l e r . Certainly. It is highly advantageous.’'

* * * * * * *

“ Mr. W e x l e r . Absolutely. The Government has absolutely no money except 
what it takes away from the people; and under the principles of our party they 
ought not to take one cent more than they actually need. That is the principle 
of the Democratic Tarty, with which I am affiliated. Consequently the Govern
ment has no business with a lot of money to be scattered around. If it takes 
any more by taxation than is just, and proper for running the Government, it is 
a wrong principle. But we have gone along many years without any trouble. 
You can have a war any time that will cost this country a thousand million dol
lars. Where will you get ihe money? You would have to go around and get 
the bankers to buy your bonds. Do you want to be behind another thousand 
million of notes, with the possibility of having to sell a thousand million of 
bonds? Would you bring the whole structure down at one time? You must 
look to the future’'

“ Senator R e e d . But I think that is aside. If you had this great central bank 
and the Government was liable to go down, do you think that bank would stand?

“ Mr. W e x l e r . Absolutely, like a rock.
“ Senator R e e d . But you think now, if the banks were to put this money into 

the hands of the Government, that both banks and the Government would go 
down together?

“ Mr. W e x l e r . I do, emphatically; just as certain as that the sun rises.
“ Senator R e e d . What, do you think about the creation of these enormous 

financial powers outside of the Government, in times of peace?
“ Mr. W e x l e r . That is all right. We should dominate the financial business 

of the world.
“ Senator R e e d . Would not they fix the discount and the rates of interest for 

the entire country?
“ Mr. W e x l e r . Yes, sir.
“ Senator R e e d . Would not that be a powerful factor?
“ Mr. W e x l e r . Yes; to that extent.
“ Senator R e e d . And you think that ought to be the case in the Republic?
“ Mr. W e x l e r . Yes, sir.
“ Senator R e e d . If it put its power in behind a great railroad------
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“ Mr. W e x l i .r  (interrupting). If the business of the country was going too 
fast, and everybody was expending too much, and buying too many automobiles, 
and every man wanted to buy his neighbor’s land and build houses, then, they 
raise the discount rate and cause a slowing up. On the other hand, if business 
got dormant and dull and needed stimulation put the rate down and stimulate 
business.

“ Senator R e e d . In other words, they would be the great regulator of all the 
commerce of the country?

“ Mr. W e x l e r . Absolutely.
“ Senator H e e d . They could make business prosperous, or tliey could shut 

down on it?
“ Mr. W e x l e r . They could, yes, to some extent they could do that.
“ Senator H i t c h c o c k . You came here to-day practically with the banking 

interests of the United States united, represented by a small body?
“ Mr. W e x l e r . Precisely.”
As these gentlemen, when asked by members of the committee for reasons 

to substantiate the banking system that they advocated, would invariably refer 
to the European banking systems as a precedent, in order that the committee 
may fairly weigh these statements, I will refer to page 103 of the hearings, 
where Mr. Wexler stated: “ However, I have not made a study of the European 
systems lately, and I am hardly in a position to make any definite statements in 
regard to them.” Also the statement of Mr. Reynolds, on page 314: “ We gen
tlemen who have appeared here before you appear more in the attitude of bank
ers than we do in the attitude of experts from the standpoint of currency or of 
money.”

B A N K S  W IL L  CO N TRO L A D M IT T E D .

“ Senator R e e d . Do you mean to tell me that you or any other man, not 
more seltish than the average man, but just using the ordinary business sense, 
will not get three men that are going to side with the banks rather than with the 
Government in these matters?

“ Mr. W e x l e r . I certainly do not, unless the Government were endeavoring 
to impose something that we did not believe was right.

“ Senator R e e d . I do not mean that they are going to be bad men, but I am 
talking about who is going to control in that board of directors. Who is going 
to control?

“ Mr. W e x l e r . The people that have put the money in the bank, who have in
vested their money, are going to control, and they ought to control.

“ Senator Reed. The banks are going to control?
“ Mr. W exler. Yes. s i r ;  there  is no question ab ou t  that .”

G O V E R N M E N T  N O T E NOT A S  GOOD A S  A  B A N K  N O T E.

Showing the mental attitude of these men and their want of a proper appreci
ation of the sovereign power of this Government, not realizing that money is a 
creation of law------

“ Senator S h a f r o t h . Oh, yes; you had an enormous amount issued, and they 
had been issued during war times, and the stability of the Government was then 
questioned—a good many reasons.

“ Mr. W e x l e r . Senator, that can happen again. What has happened can 
happen; and, Senator, a Government note, however strong the Government may 
be, and however confident the public may be that the note will ultimately be 
paid, it is not as good as a bank note. Why? Because the holder of the note 
wants to know, not that the man is good and can ultimately pay, but that he 
can pay upon demand; that is the fundamental thing.”

Mr. Chairman, if a digest of the hundreds of pages of testimony presented 
by those directly or indirectly representing the bankers of this country before 
your committee were made, no more correct summing up of their position could 
be had than here given by the men representing practically every bank of any 
size in the United States.

Most of the time of your committee has been occupied and the attention of 
its members diverted by the discussion of the relative merits of a regional or a 
central bank and who shall control them. This does not really concern them. 
They know full well by owning and controlling the money they will eventually 
control the management and consolidate these regional banks into a central 
bank by bringing about conditions that will make it necessary. I therefore 
consider 90 per cent of this testimony a cloak of concealment of their real 
purpose and plan to control the money system.

First of all, they demand the so-called gold standard shall be maintained.

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



BANKING AND CURRENCY. 3147
Second, the issuing of an asset currency redeemable in gold.
Upon this basis the bankers can force their credit substitutes for money on 

the people and control the currency system. They will have little trouble in 
getting the officials of these so-called Government banks to fall in line with their 
policies.

It is therefore useless to discuss the relative merits of a regional or a central 
bank, or who shall appoint their officers.

The issue now joined is whether the Government will exercise its sovereign 
power and issue real money or a credit currency redeemable in gold.

If it issues full legal-tender money, .it can regulate the quantity thereof in the 
interest of all the people and absolutely control the money system of this 
country.

If it issues debts redeemable in gold as a.currency to be loaned banks at one 
rate of interest in order that banks may charge a higher rate to the people, it 
becomes an indefensible outrage, and the voters will soon repudiate the whole 
system.

In the name of the people I desire to enter a protest against an asset cur
rency of any kind. Under this system a bank can create a debt against a bor
rower by simply loaning the bank’s credit. It can then take this debt and redis
count it for another credit substitute for money issued by the Government; 
and there has not been one real dollar created in which the debts can be paid.

Under the operation of this so-called gold standard and the loaning of bank 
credits as a substitute for money 90 per cent of the people are now in debt, 
and as soon as they realize a system has been established still further pyramid
ing debt upon them by the loaning of another credit substitute for money fur
nished by themselves—the Government— it will become a political issue, and the 
people will soon settle it.

The following section of the bill turns dollars into debts, restricts real money 
to gold, and puts the money system of the United States absolutely in the 
power of the banks, money lenders, and manufacturers of debts.

This last section in the bill was offered as an amendment on the floor of the 
House of Representatives and a large majority voted for it and attempted 
thereby to pledge the 96,000,000 people of this country to a pernicious economic 
fallacy and a thing that does not exist— the so-called gold standard of value. 
I quote section 29 (H. R. 7837), passed the House of Representatives Sep
tember 18, 1913 :

“ S e c . 29. That all provisions of law inconsistent with or superseded by any 
of the provisions of this act be, and the same are hereby, repealed: Provided, 
That nothing in this act contained shall be construed to repeal the parity pro
vision or provisions contained in an act approved March fourteenth, nineteen 
hundred, entitled ‘ An act to define and fix the standard of value, to maintain 
the parity of all forms of money issued or coined by the United States, to 
refund the public debt, and for other purposes.’ ”

P A R IT Y  F R A U D  T H E  L A S T  A T T E M P T  TO FOOL T H E  P E O P LE .

In the careful investigation I have made for 30 years of the money question 
I find that the people have been imposed upon by those constructing and de
veloping the money system by assuming false premises and clothing them in 
technical words and sophistry, and then having them indorsed by men in high 
official positions and with the prestige of so-called financial authorities. There 
is no more conspicuous example of this than is found in the injection of the 
metal gold into our money unit or dollar, trying to make the people believe 
that gold, the metal, is the unit of value instead of the dollar. The 25.8 grains 
of gold is not the money unit of the United States, nor is it in any sense the 
standard of value of the purchasing power of our money unit, the dollar. This 
false assumption is based upon the exploded theory that there is intrinsic value 
in gold, and denies the universally recognized fact that the value of the dollar, 
like everything else, is regulated by the law of demand and supply. There
fore it is the number of dollars or money units in the monetary system that 
fixes the value or purchasing power of each unit and constitutes the standard 
of value.

The United States mint was established by the act of Congress April 2, 1792, 
and it provides in section 9 “ That there shall be from time to time struck and 
coined at the said mint coins of gold, silver, and copper of the following de
nominations, values, and descriptions, viz, eagle, each to be of the value of 10 
dollars or units and to contain 247 4/8 grains of pure standard gold.
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“ Dollars or units each to be of the value of a Spanish mill dollar as the same 
as now current.

“ Sec. 20. And be it further enacted, That the money of account of the United 
States shall be expressed in dollars or units, dimes or tenths, cents or hun
dredths, and mills or thousandths.”

The dollar or money unit is the creation of the sovereign power of the people 
and binds them and their property to protect its value and to redeem it at par.

In other words, it is a legal tender for all things on sale, all services for hire, 
and all debts, public and private. This means that 94,000,000 people in the 
United States stand ready to receive it and redeem it at 100 cents on the dollar. 
In fact, its money value, which is its purchasing and debt-paying power, would 
be the same if it did not have one grain of gold in it.

To say that the equality, validity, or purchasing power of the full legal- 
tender dollar of the United States redeemable all alike in $134,000,000,000 of 
the national wealth, including all the gold and silver that we now have in the 
United States or will ever have, and the service of 94,000,000 of the most enter
prising and productive people in the world, depends for its equality or parity 
upon the gold in the dollar is an absurdity only surpassed by the miserable 
subterfuge that $150,000,000 held as a reserve in the United States Treasury 
maintains the parity or equality of all our dollars. So long as it is a money unit 
or dollar the value (purchasing power) must necessarily be the same. It is 
equivalent to saying if these $150,000,000 set aside in the Treasury were to go 
into circulation and take the place of bank notes there would be a different 
purchasing power in our money units or dollars.

Is the 25.8 grains of gold or the dollar the unit of value?
A simple answer uncovers and exposes their sophistry and deceit.
In order to annihilate this parity fraud, which has exploited the people of this 

country out of untold millions and is now being used by the promoters of the 
Money Trust to fasten upon the United States the most infamous money sys
tem ever conceived to ruin this Republic, and to expose this damnable heresy, 
it is only necessary to ask, “ What constitutes the standard?” Is it the 25.S 
grains of gold that constitutes the dollar, or money unit, or the act of sov
ereignty which creates the money, and says $1 is-the unit of value? If our 
mints were closed to the coining of gold you could weigh out 25.8 grains of 
gold and six months later it would not be worth 50 cents; yet the purchasing 
power or value of the dollar, or money unit, would be unchanged. But when 
the sovereign power of the United States says this is $1, the money unit of the 
United States, and pledges $134,000,000,000 of national wealth and the re
sources of 94,000,000 people for its redemption at par, or 100 cents in the dollar, 
you have the best and soundest money unit in the world without one grain of 
gold in it.

These money schemers would make this country continue to believe that the 
25.8 grains of gold was the money unit and standard of value in order to make 
permanent their gold-basis scheme and use their credit substitutes for money.

To make it more explicit and so plain that no man can refute i t :
The lawful money of the United States is created by the sovereign power of 

its people, each dollar, or unit, is complete in itself, each has the same value, 
the same purchasing and debt-paying power— their equality or parity is neces
sarily the same, as each has its redemption in all the property and service of 
the people without discrimination.

The parity or equality is cemented together by an unlimited and universal 
demand for dollars, because they do the work of dollars.

How can there be any difference between the lawful dollars of the United 
States, all doing the same work, and having the same purchasing and debt-pay
ing power?

The demand for the dollar of the United States is the greatest ever known 
in the world, bringing a premium over gold in Europe.

Ninety-four million people in this country place an incessant and unending 
demand upon them for their services and support. Over 60,000,000,000 of debts 
demand them for payment. The perpetual call for interest demands them with
out end. Twenty-five billions of internal commerce demands their services. 
Europe demands hundreds of millions of our dollars to settle her balance of 
trade with the United States.

I would ask these jugglers of words, “ Is not this demand sufficient to 
preserve the parity or equality of our dollars? ”

For men of average intelligence, claiming to be the representatives of the 
people, to deal in such unmeaning nonsense and transparent sophistry upon 
this vital question, hoping that their high official positions will induce the
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honest credulity of the people to accept it. is nothing short of criminal. There 
is no such thing as intrinsic value of gold, and the value of gold, like every
thing else, depends upon its quality and the demand for it, which, under 
economic laws and conditions, should be a legitimate demand. There is to-day 
nothing which is so supported in its artificial and unjustifiable value as gold.

There is a legitimate demand in the arts for only one-third of the supply of 
gold. This leaves an annual surplus of two-thirds, the value of which, when 
demonetized, would shrink 50 per cent of its present value. In addition to this, 
there is an accumulated stock of over $7,000,000,000 of gold held stored awey 
in the vaults and banking institutions of the world, a dead and useless economic 
waste and burden upon the people. It is about time for the people of the 
United States to have a lucid interval and close the mints of this country, 
forever destroying the metallic basis of redemption for credit money— the 
economic curse of this Republic.

Section 29 is the most consummate fraud in the bill. It is an attempt on 
the part of this incorporated Money Trust to perpetuate in its own interest 
the attempt to establish the so-called gold standard in the act of February 
12, 1873, to which this act of March 14, 1900, referred.

Since the words “ intrinsic value of gold/’ and the “ ratio of gold and 
silver” can no longer be used to divert and mislead the people; the advocates 
of “ banks of issue” have made their last play to protect the false basis of gold 
redemption by the misuse of the work “ parity.” I therefore hope the reader 
will see the vital importance of exposing this attempted fraud upon the people.

It should be first impressed upon the mind that a dollar is not a debt, but 
a redeemer of debt, or that one dollar should not be redeemed in another dollar. 
This idea is an invention of the money lender—a reversal of all sound ideas of 
finance that ever existed. It is based upon the absurdity that a dollar is a 
debt.

“A dollar has never been a debt. It is not made for redemption, but is 
made to be a redeemer.” It has been well said, “ If the paper dollar is 
treated as a debt, then also the gold dollar must bo treated as a debt, else 
the one dollar is not at a parity of function with the oilier dollars, then one 
has a quality that the other does not possess, and the two dollars are not 
treated on equal terms.

Then, there is no sound and stable money unless every unit is legally equiva
lent to every other unit.

A perfect money unit or dollar can be created only by an act of sovereignty 
impressing upon it the great law of a legal tender.

Gold bullion, when denied the right of coinage and legal tender, will be 
mere useless property unless used in the arts. I ask the people of the 
United States how much longer will they allow themselves to be fooled and 
impoverished by this money power making them believe that dollars are 
debts, redeemable and convertible into each otherV

When the money power is herein spoken of, it means the European moneyed 
interests as led by the Bank of England, the Rothschilds and their American 
agents, August Belmont & Co., J. P. Morgan & Co., et al., and their .Hebrew 
associates in the United States, the Clearing House Association of New York, 
established in 1853, and the American Bankers’ Association, an organization 
of practically every bank of any size in the United States.

This is the money power that controls the circulating medium and money 
system of this country and the business future of the American people.

This money power dominates the United States Treasury, influences the 
appointment of its most important officials, and those who are efficient rarely 
fail to receive more lucrative appointments in banking corporations.

Senator John T. Morgan, of Alabama, after many years of honorable service 
in the United States Senate, made the following statement: “ Never in the 
history of any government has such treatment of laws been found as in the 
despotism of the Secretaries of the Treasury, in conjunction with the national 
banks to trample out every law that stood in the way of their peculiar and pet 
theories and their peculiar monopolistic advantage. * * * ” They pay no 
regard to the statutes. Construction will do anything with the rights of any 
man who will submit to it.

The worst tyrannies that have ever been in this world were the results of 
false construction, eating, like a cancer, from point to point and step by step, 
sapping nerve after nerve of vitality, until it finally attacks the citadel and 
destroys the victim. Let us have the truth, the honest truth. If constructions 
are to be made, let them be made in favor of the people and not against them; 
in favor of right and life and liberty, and not in the direction of tyranny.
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T U R N IN G  D O L LA R S  IN T O  D EB TS .

Up to this time all legislation 011 money had been dominated by the banking 
interest, but the money interest realized that there was a large majority in 
Congress which was opposed to discontinuing entirely the further use of silver 
by the Government as money; so they determined to make the Democratic Party 
their scapegoat and tool in order to put over the next financial conspiracy upon 
the people of the United States and still further strengthen the hold and control 
of banks of issue over the circulating medium of the country. There never was 
a more comprehensive plan put in operation by the banking associations to 
coerce Congress to pass this bill.

In this fight for the unconditional repeal of tlie silver act the organized bank
ing interests made a direct attack on the silver and silver certificates in order 
to discredit them, the object of the bankers being to stop any further addition 
of money issued by the Government in order that banks of issue might substi
tute their notes and strengthen their monopoly over tlie money system of the 
United States. Space will not permit me to describe the loss and suffering 
brought upon the people, which covered a period of about six years.

I will now come to the next step taken by this association of the banking 
interests to absolutely discredit and convert into debts $350,000,000 of money 
that had already been issued by the Government. In order to do this I would 
call attention to the law of 1890, which provides:

“  S e c t i o n  1. That the Secretary of the Treasury is hereby directed to pur
chase, from time to time, silver bullion to the aggregate amount of 4,500,000 
ounces, at the market price thereof * * * and to issue, in payment for such 
purchases of silver bullion Treasury notes of the United States.

“  S e c . 2. That the Treasury notes issued in accordance with the provisions of 
this act shall be redeemable on demand, in coin, at the Treasury of the United 
States, and when so redeemed may be reissued.”

After forcing through Congress the act stopping the coinage of silver, they 
put into operation what has been aptly termed “ the endless-chain process.” 

John G. Carlisle, who had been Speaker of the House of Representatives and 
a life-long opponent of the so-called gold standard, had stated (I quote him) : 
“According to my views of the subject, the conspiracy which seems to have 
been formed here and in Europe to destroy by legislation and otherwise from 
three-sevenths to one-half the metallic money of the world is the most gigantic 
crime of this or any other age. The consummation of such a scheme would 
ultimately entail more misery upon the human race than all the wars, pesti
lences, and famines that ever occurred in the history of the world.”

Cleveland appointed Carlisle Secretary of the Treasury, and the administra
tion, through influence brought to bear by the money interest, determined to 
increase the public debt by the issue of bonds, and simultaneously to discredit 
and turn into debts $350,000,000 of United States Treasury notes and silver cer
tificates, and use them to force a bond issue for the benefit of the banks as a 
basis for the increased issue of national-bank notes. The writer has in his 
possession conclusive evidence of the following statement: Although the law 
provided that Treasury notes should be redeemed in coin at the discretion of 
the Secretary of the Treasury, the whole object of the law being that the 
Secretary should use the option in the interest of the people and redeem the 
Treasury notes’ in either gold or silver, using that which was most convenient 
at the time, the Bank of France without exception has so exercised this option.

President Cleveland used his influence over Carlisle to get him to construe 
the law so that he should redeem these United States Treasury notes in gold. 
Carlisle was an able lawyer and familiar with all the statutes bearing on the 
subject of money, was also aware of the motives of those who were demanding 
such an illegal construction of this law; he was so much exercised and con
cerned in the importance of such action that he requested two United States 
Senators, his closest friends, to confer with him. One was Senator Blackburn, 
of Kentucky; the other Senator Daniel, of Virginia. The conference was held 
at Secretary Carlisle’s K Street residence, he having an appointment to see 
President Cleveland at the White House that night. These two Senators urged 
Carlisle to adhere to the law that plainly stated that the Treasury notes issued 
in payment for silver bullion should be redeemed in coin, either silver or gold, 
at the option of the Secretary of the Treasury, and that for him to do other
wise would leave the United States Treasury, the fiduciary department intrusted 
with the people’s money, at the mercy of the moneyed interest. Carlisle left
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the house, saying that he would not relinquish the option to redeem tnese Treas
ury notes as provided in the law and allow the bolder of these notes to demand 
gold in payment for them', which would leave the Treasury of the United States 
in an absolutely defenseless condition and enable the holders of these notes to 
raid the gold reserve of the Treasury. Senators Blackburn and Daniel waited 
for him to return from his interview with Cleveland at the White House. He 
had evidently had a long and trying conference, and it was midnight before he 
returned. He met his friends, evidencing the greatest humiliation, and said 
that Cleveland had induced him against his own convictions to redeem these 
Treasury notes in gold. Carlisle looked as if he had sold his birthright.

The unthinking can not realize the far-reaching significance of this decision. 
It was the first time in the history of the money of the world that a dollar was 
decided to be a debt redeemable in another dollar. The direct result was the 
conversion of 350,000,000 Treasury notes, or dollars, into debts redeemable in 
gold. It opened the door of the United Slates Treasury to the planned attack 
on its gold reserve and forced an issue of 262,000,000 of bonds on the taxpayers 
in a time of profound peace.

I would impress upon this committee 1he vital importance of this action, as it 
is the absolutely false and indefensible premise upon which the banking interest 
of this country, in Feet ion 29 of this bill (II. II. 7837), that passed the House 
of Representatives September IS, 1913, predecates the baseless and fraudulent 
assumption that it is necessary, in order to maintain the equality, or, as they 
term it, the parity of our dollars, that we should construe all other dollars in 
our currency system to be debts redeemable in gold, and, in order to deceive 
the people, they have created a gold reserve of $150,000,000 in Treasury to be 
used in maintaining, as they claim, the equality or parity of our dollars.

Is there a sane, honest man who will contend for one moment that the in
tegrity of our currency system and the equality, parity, or purchasing power 
of the American dollar are maintained in their value by $150,000,000 of gold 
(ostensibly held as a reserve, yet which can be raided and withdrawn by the 
money interest at any time), and not by the $134,000,000,000 of national wealth 
and the services of 96,000,000 people in the United States pledged for its re
demption.

Apply the universal law of demand and supply to gold as a test and the so- 
called “ gold standard” of value is destroyed. The tables of the Report of the 
Director of the Mint, 1912, show for the gold in the world an annual increase 
from 1900 to 1912 of only 6 per cent, while the demand created by the in
crease of population and wealth in the world has run far ahead of this percent
age, that of the United Stales being 17 per cent for population and 42 per cent 
in wealth.

This demonstrates that although the demand has so greatly increased the 
value of gold itself, as measured by other things, has decreased 40 percent to 
50 per cent in value oi purchasing power.

TSSUTN G OF C K E D IT  S U B S T IT U T E S  FOR M O N E Y  A N D  T H E  RTSE IN  P M C E S .

Up to a very recent period the leading economists in the great endowed col
leges of the country were holding that the increase of gold was the cause of the 
rise in prices. President Taft wTas misled by the statement, and said in his 
speech before the Republican club in New York, February, 1910: “ The reason 
for the rise in the cost of necessities can easily be traced to the increase in our 
measure of value, the precious metal gold.”

The advocates of the so-called gold standard of value can no longer conceal 
or deny the fact that the enormous inflation of bank credits has caused a much 
greater rise in the general level of prices.

This inflation is conclusively shown in the report of the Comptroller of the 
Currency. 1912. The so-called banking power of the United States, chiefly loans 
of bank credit, shows an inflation of $19,000,000,000 of bank credits since 1890, 
while the total increase of all kinds of money, including gold, in our monetary 
system has increased only $1,200,000,000. It is now estimated that the banking 
corporations of the world have issued about $(>0,000,000,000 of these bank 
credits as a substitute for money. With only $7,000,000,000 of gold in the 
monetary systems of the world, the absurdity of contending that gold is the 
standard of value is now too apparent to be concealed any longer from the 
people.
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“ I would ask these gentlemen who say they believe that 25,8 grains of gold 
fixes the purchasing power of the dollar and constitutes the standard of value 
in the United States to answer the following questions:

“ First. If the $750,523,267 of nonlegal-tender bank notes— credit money—  
were withdrawn from the money system of the United States, what would be 
the effect upon values? There is only one answer: Any man of average intelli
gence knows there would be a great contraction of the circulating medium, a 
consequent fall in prices, a tremendous increase in the purchasing power of the 
dollar, ending in a money panic.

“ Second. If the $727,886,731 of silver currency now debts redeemable in gold, 
and the $344,221,741 of nonlegal-tender greenbacks were withdrawn, what would 
be the result? A money panic would follow sufficient to create financial ruin 
and repudiation throughout the country and the present standard of values 
would be absolutely destroyed.

“ Is there a man who still believes that if the silver currency, greenbacks, 
national-bank notes, all nonlegal-tender currency, were taken out of the money 
system of the United States there would be no fall in prices of other things, and 
that 25.8 grains of gold would still fix the purchasing power of the dollar or 
money unit? If so, no other term would describe him than a ‘ gold mono
maniac.’ ”

It is conclusively shown in Daniel on Ileal Money that gold is an extra bur
den and a handicap on international trade and is not necessary in the settlement 
of trade balances. Lord Goschen admits it, and states: “ Trade balances and 
exports are not paid for in gold, but the money of the country adjusted to the 
currency of the debtor country, or settled by the interest-bearing securities of 
same.”

Present condition of the gold supply (Report Director of Mint, 1912, p. 689) :
u  T H E  M O V E M E N T  TO IN D IA .

“ The persistent absorption of gold by India which began to occasion com
ment in the early part of 1911 has become decidedly the largest factor in the 
Question of future banking reserves. The annual production in the world has 
increased since 1908 from approximately $442,500,000 in that year to perhaps 
$470,000,000 in 1912, or somewhat less than $30,000,000. The economists of the 
world have been busy tracing the effects of these increasing supplies upon 
prices and forecasting the influence of future supplies. Meanwhile the net 
imports of gold by India have risen from $56,346,699 during the British fiscal 
year ended March 30, 1908, to $134,409,087 during the fiscal year ended March 
30, 1912. For five years they have been as follows:
1907- 8  $56,346,699 1910-11___________________$90, 270, 816
1908- 9  14,130,583 1911-12___________________ 134,409,087
1909-1 0  81, 017, 584

* * * * * * *

“ The importations of India last year plus the world’s industrial consumption 
equaled fully one-half of the world’s production, leaving perhaps $210,000,000 
or $220,000,000 for monetary use. At that rate bank reserves would scarcely 
gain more than 50 per cent in the next 10 years.”

The annual increase of gold during the last three years has been only 
$9,688,400 for the whole world.

Pyramiding more debts and currency issues redeemable in gold as the money 
of ultimate redemption is the monumental fraud and absurdity of the century.

(Thereupon, at 3 o’clock p. m., the committee adjourned its hear
ings sine die, and proceeded in executive session.)
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SUPPLEMENTAL HEARING.

M ONDAY, OCTOBER 27, 1913.

C o m m it t e e  o n  B a n k i n g  a n d  C u r r e n c y ,
U n it e d  S t a t e s  S e n a t e ,

Washington, D. G.
The committee assembled at 11.40 a. m.
Present: Senators Owen (chairman), Hitchcock, O’Gorman, Reed, 

Pomerene, Shafroth, Nelson, Bristow, Crawford, McLean, and Weeks.
The C h a i r m a n . Prof. Jenks, the committee desire you to explain 

the principles of the proposals that you have concerning a banking 
and currency measure.

S en ator N e l s o n . And you m ig h t g iv e  us a synopsis o f  each section  
of you r proposed bill.

FURTHER STATEMENT OF PROF. JEREMIAH W. JENKS, OF NEW
YORK UNIVERSITY.

Prof. J e n k s . That is, the changes that I had suggested?
Senator N e l s o n . Yes; and you may go on in your own way.
The C h a i r m a n . Senator Bristow, you might suggest what you had 

in mind with reference to Prof. Jenks.
Senator B r is t o w . Yes. As I  understood, Prof. Jenks, from the 

conversation I had with you this morning, you have, in compliance 
with our request to submit your suggestions as to a Federal reserve 
bank with branches, taken the pending bill and amended it so as to 
conform to your notion.

Prof. J e n k s . Yes; that is it.
Senator B rtstow . Instead of submitting a separate and independ

ent bill.
Prof. J e n k s . Yes.
Senator B r is t o w . And I  think it would be well for you to first pro

ceed to explain the changes you recommend, and then make whatever 
comment you think would be desirable upon them.

Senator N e l s o n . Would it not be better for Prof. Jenks to give an 
outline of his plan first, and then go into the details?

Senator R e ed . By all means; that will give it to us in plainer form.
Senator N e l s o n . Yes; give us you r plan in outline first.
Prof. J e n k s . It seems to me that there are two or three principles 

that ought to be considered as fundamental in preparing legislation 
for any type of a monetary system of the United States. I f  we are 
going to have anything like a system, it is essential that there should
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be a unified interest of the different banks that make up the system, 
in order that there should not be competitive bidding for business, 
one against the other, and competitive bidding for reserves in times 
of emergency, such as we have had under our present s}7stem.

It has ordinarily been supposed that the chief weakness of our 
present system is the fact that there is no unified interest, but that 
there is this continual bidding against one another. On that account
I have thought it wise to provide for a central bank.

Furthermore, if we are going to have this central interest, we need 
some unified management of the reserves; at any rate, these two 
provisions—a unified interest and unified management of the re
serves.

Then, on the other hand, if the system is to do its work well 
throughout the country, there ought to be as wide a distribution as 
possible of loans and of credits, and in order that those credits may 
be granted wisely and that the loans may be issued to those that really 
need them and at the same time can give good security, the persons 
that have the immediate oversight of those loans ought to be persons 
who have lived and have done business in the different localities.

So that, on the whole, it has seemed wise that there should be one 
central bank, or, at any rate, one central power, with sufficient control 
to handle the reserves practically as one, and also that the different 
Federal reserve banks, if we are going to follow the system of the 
bill [indicating], should have their interests unified, so that there 
would not be any competitive bidding; furthermore, that the Federal 
reserve banks situated in different parts of the country should have 
full control of the making of the loans, subject to the general rules 
that would be laid down by a central Federal bank or by a Federal 
reserve board.

One should take into consideration also the fact that any bill of 
this kind must of necessity before it becomes a law be a matter of 
considerable compromise of different opinions. Inasmuch as this 
bill as it has been passed by the House forms a basis, I  have tried to 
make just as few changes in it as I could and at the same time give 
to the central bank that wras suggested the other day, especially by 
Senator Bristow, but by others also, sufficient control.

With this preliminary statement I may call attention to the main 
changes.

The first change, and the one that really involves practically all of 
the others, is in the second section of the bill, where, instead of pro
viding for the Federal reserve districts, I have made a provision for 
a somewhat changed Federal reserve board and for the organization 
under that Federal reserve board of a Federal reserve bank—one 
central bank.

Perhaps I had better read this change.
Senator N e l s o n . Yes; we will be glad to hear that.
Prof. J en k s (reading) :
S ec . 2. That within 30  days after the passage of this act, or as soon-------
Senator C raw fo r d  (interposing). Are you now reading the sec

tion as you have changed it?
Prof. J en k s. Yes; as amended. Perhaps I should also say as pre

liminary that, in accord with the statement made the other day, I 
have provided in this bill that the Federal reserve board drop off
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from its membership the ex-officio members; that it should consist of 
nine members, six to be appointed without any restriction what
ever by the President, subject to the confirmation of the Senate, and 
the other three to be appointed by the President, subject to the con
firmation of the Senate, from a list furnished, one from each one of 
the various Federal reserve districts, by the people that choose the 
directors of the Federal reserve banks. That I speak of now, be
cause that will come out in this section.

Senator C r a w f o r d . Before you commence to read your proposed 
amendment, would you prefer at this time to give a reason for this 
last suggestion?

Prof. J e n k s . It would be just as well; yes.
Senator O ’G o r m a n . In other words, that gives a method by which 

there may be some banking representation upon the reserve board?
Prof. J e n k s . There are two things to be said, the first with ref

erence to the dropping of the ex-officio members. It does not seem 
to me that either the Secretary of the Treasury or the Secretary of 
Agriculture have any time which they could give, in any efficient 
way, to the management of a monetary system such as this.

In the second place, there is no reason to think that the Secretary 
of Agriculture, anyway, and quite possibly also the Secretary of 
the Treasury, would be experts in banking; but the essential point 
is that they could not possibly have time to devote to it.

As regards the Comptroller of the Currency, he also has a great 
deal to do in his present position; his work would not be lessened 
by this bill—I mean his present functions—and there might be con
flict between his new duties and his present duties. I f he still re
mains as the Comptroller of the Currency and then becomes also a 
member of this board, he is in quite a different position from any 
other member of this board, and his relations to the national banks 
are such that it seems to me it would not be wise to have him a 
member.

Senator O ’G o r m a n . Suppose you provide, Prof. Jenks, in this 
connection, that the knowledge that the Secretary of the Treasury 
may possess regarding the financial conditions, or the knowledge 
that may be possessed by the Comptroller of the Currency will 
always be available to the board?

Prof. J e n k s . Surely.
Senator O ’G o r m a n  (continuing). Because they will both be public 

bodies working in coordination and cooperation?
Prof. J e >’ k s . Surely. And I should expect that the Federal re

serve board would need to call upon both of them frequently for in
formation; and, of course, it would be given by them.

Senator O’Gorman. Yes. I did not intend, really, to invite your 
views with respect to that particular suggestion, but rather with 
respect to the other one, which seemed to contemplate a modified rep
resentation by the bankers, or the banking interests, in the Federal 
reserve board.

Prof. J e n k s . Yes. The special reason for that is this: It has 
seemed to me, on the wThole. wise that the capital for this Federal 
reserve bank should be furnished, as under this bill, by the national 
banks and the other banks that would be admitted to the system.

Senator O ’G o r m a n . Why would that be preferable to having the 
public furnish the money?
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Prof. J e n k s . Because I do not believe at the present time it is 
desirable to have this Federal reserve bank go into competition in 
the banking business with the national banks throughout the country. 
I f  this is to be a bank for banks, instead of a bank competing with 
the other banks for service to the corporations and to the individuals 
throughout the country—to be a bank for banks and in their inter
est—I think they should put up the capital.

Senator O ’G o r m a n . Well, if the public subscribes $50,000,000 or 
$100,000,000, as might be required, for this central institution, would 
it necessarily follow that the people contributing that money would 
put this Federal institution in competition with the national banks?

Prof. J e n k s . Not necessarily. But it might well be expected that, 
if  the capital is to be provided by private individuals, the banks 
should do as does the Bank of Germany, the Reichsbank, or the 
Bank of France—i. e., it should do business directly with individuals 
and corporations, and not solely with banks. Situated as we are, it 
seems preferable that this be a bank for banks, and for banks alone. 
Now, I have made provision in this bill that, in case the banks do not 
subscribe a sufficient amount, then subscriptions should be opened to 
private individuals to supply what is necessary.

Senator C r a w f o r d . Prof. Jenks, right there mav I ask you a 
question------

Senator R eed  (interposing). I will make the suggestion here------
Senator C raw fo r d  (interposing). Just let me finish this, will you 

please, Senator Reed? I  want to get this in the record here, because, 
to my mind, it is a very vital point.

Prof. J e n k s . Yes.
Senator C r a w f o r d . Is it your theory that this is to be a reserve 

bank exclusively for the member banks and in their interests, as you 
put it?

Prof. J e n k s . Well, no--------
Senator C r aw fo r d  (interposing). Because I think there is a very 

great question before the American public as to whether this really 
should not be a system to promote the general welfare of the Ameri
can people, rather than a system for the benefit of the banks and, as 
you put it, in their interests.

Prof. J e n k s . Well, I would like to say------
Senator C r aw fo r d  (interposing). Now, if we are simply creating 

a law here for the banks and in their interests, and on that grounds 
alone, we are coming far short of extending the scope of this bill as
I think the public mind believes it ought to be extended.

Prof. J e n k s . I should not like to be understood as advocating 
any bill in the interests of the banks regardless of the public inter
ests ; and I probably misspoke myself or spoke hastily in using that 
expression. I think that the bill should guard very particularly 
against the measure being used, or this central bank being used, 
against the interests of the people. It should be so organized that 
it will be used in the interests of the people. Notwithstanding, I 
think that can be secured better bv having this bank do its business 
with the banks of the country, and with the banks only.

Senator R eed . N o w , Mr. Chairman, I  would like to get into my 
mind Prof. Jenks’s theory, and I think I will get it much better if 
he is allowed to proceed without interruption; and as he has full 
memoranda there I suggest that he take that up first and give us his
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suggestions, and we can ask him questions afterwards. That is not 
said in the way of criticism of anybody. I have been guilty of this 
thing as much as anybody else.

Senator W e e k s . Mr. Chairman, what time will the committee ad
journ to? I want to be over in the Senate at the opening to-day, 
and I will have to leave the committee very soon.

Senator H it c h c o c k . I move that at noon we take a recess until
2 o’clock. Will that be time enough?

Senator B r is t o w . I think so.
Senator W e e k s . Yes; I think so.
Senator H it c h c o c k . At 2 o’clock, I think that would be the best 

time.
The C hairm an . Then it is so ordered.
Prof. J e n k s . I think I can probably give the substantial changes 

which I suggest, Mr. Chairman, in 15 or 20 minutes.
The C h airm an . Shall the Professor proceed without interruption?
Senator B r is t o w . I think he should.
Senator H it c h c o c k . I think we ought to have him start with his 

suggestions when we reassemble at 2 o’clock.
Senator S h a f r o t h . I move that Prof. Jenks be permitted to pro

ceed at 2 o’clock without interruption.
The C h a i r m a n . Is that the wish of the committee?
Senator H it c h c o c k . Yes.
Senator B r is t o w . I think that would be well.
The C h a i r m a n . Then it is so ordered.
(Thereupon, at 11.55 a. m.. the committee took a recess until

2 o’clock p. m.)
a f t e r  r e c e ss .

The C h a i r m a n . Prof. Jenks, will you resume your statement ?
Prof. J e n k s . Perhaps it would be best if I simply read the main 

provisions, wherein this bill differs from the bill as it passed the 
House. Section 2 I have headed “ The Federal reserve board.” It 
includes the powers also to organize the Federal reserve bank instead 
of the Federal reserve districts, and the section as amended would 
read in this way:

That within 30 days after the passage of this act, or as soon thereafter as may 
be practicable, the President of the United States shall appoint, by and with the 
advice and consent of the Senate, six persons who, with three additional persons 
to be appointed later by the President from a list of names submitted by member 
banks in the manner hereinafter provided, shall constitute the Federal reserve 
board. Until these three members last named shall have been duly appointed 
and shall have taken the constitutional oath of office the six members first ap
pointed by the President shall constitute the Federal reserve board and shall 
have all the rights and powers conferred upon the Federal reserve board by this 
act.

It had seemed to me that it was wise to have this system organized 
and incorporated by the same people that are going to administer it, 
and I see no reason why there should be a separate organization com
mittee, because if the board is to be constituted and appointed by the 
president, he can appoint, at any rate, a quorum and a sufficient num
ber to organize at the beginning.

S. Doc. 232, 63-1— vol 3------ 78
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Now, with reference to the bank [reading] :
The Federal reserve board within 30 days after its appointment shall proceed 

to organize the Federal reserve bank, with head offices in Washington, by offer
ing to the national banking associations and to such banks and trust companies 
as shall be eligible for membership under the regulations hereinafter specified, 
to the amount of 10 per cent of their paid-up and unimpaired capital, shares of 
stock in the Federal bank, at par, payable in gold or gold certificates. If at the 
expiration of 60 days after the offer by the Federal reserve board $100,000,000 
of stock has not been subscribed by the above-named banks and trust com
panies------

Senator C raw ford. H ow  many days ?
Prof. Jen k s. Sixty days after the offer. [Continues reading:]

$100,000,000 of stock has not been subscribed by the above-named banks and 
trust companies, the Federal reserve board shall extend the offer to the public 
to an amount equal to the difference between the amount actually subscribed by 
the banks and $100,000,000. No individual shall be allotted more than $10,000. 
Twenty-five per cent of the subscriptions, par value, shall be paid in gold or 
gold certificates by the subscriber within 10 days after the allotment has been 
made, and thereafter not less than 10 per cent per month until the entire sub
scription shall have been paid.

On completion of the subscription of $100,000,000 the said Federal reserve 
bank shall be duly incorporated under Federal law, in accordance with the 
usual legal procedure. As soon as incorporated the Federal reserve bank shall 
have power to perform such acts, to enjoy such privileges, and 1o exercise all 
those powers prescribed in section 5136 of the Revised Statutes, save in so far 
as the same shall be limited by the provisions of this act.

It is authorized to commence business when there shall have been paid in 
$25,000,000 in gold on its stock subscription.

The Federal reserve bank so incorporated shall have succession for a period 
of 20 years from its organization, and for further periods of 20 years, unless 
sooner dissolved by act of Congress.

Just a word of comment on this. It is desirable, if we are going 
to admit State banks and trust companies to this system, that they 
should be allowed to come in at the beginning, and so they are 
authorized to subscribe, under the rules that are laid down here and 
that may be prepared by the Federal reserve board when it offers 
the stock.

It may be worth while to say also that I think it politically 
inexpedient to have the charter of the corporation automatically 
expire at the end of 20 years and require affirmative action by Con
gress to carry it on. Any bank that is established now, or any 
system that is established now, ought to be established on the 
assumption that it is to be permanent, and that provision should 
be made for its charter to be renewed automatically at the end 
of 20 years, unless previously stopped by Congress. Of course, 
if anything should make it desirable to change the system or to re
peal the charter, that can be done, naturally. But it should be 
necessary that affirmative action should be taken to stop the bank, 
rather than to continue it, because no matter how good the system 
may be, it is perfectly certain that if at the end of 20 years the ques
tion comes up of renewing its charter it will be made more or less 
a political issue, and that would be unfortunate.

Senator C raw ford. That was true of the First and Second United 
States Banks.

Prof. J en k s. Yes. We may expect that to be true in this case. 
We are in the position, if we make the provision here, to abrogate
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the charter of the bank if there is any need of doing so; but other
wise let it go on; I think it should be planned on the assumption that 
it is to go on.

All of the rest of the bill is practically shaped, so far as changes 
are made, with reference to this first change. There are only two 
or three other unrelated provisions.

I may pass over, perhaps, the sections that remain the same. The 
next important change is this regarding the stock issue:

The capital stock sliall be divided into shares of $100 each, as now. It may 
be increased from time to time as member banks increase their capital stock 
or as additional banks become members, and shall be decreased as member 
banks reduce their stock or cease to be members.

I see no reason why we should not follow the plan of the present 
bill in that respect.

As regards the separate banks and their branch offices, I have 
stricken that provision out, because that power would be given to the 
central bank instead.

Section 4 is also largely rewritten, in this way:
The Federal reserve board shall divide the continental United States into 

not less than 12 districts, which shall be apportioned with due regard to the 
convenience and customary course of business of the community, and shall not 
necessarily coincide with the area of such State or States as may be wholly 
or in part included in any given district:. The districts thus created may be 
readjusted, different: districts may be consolidated, and new districts may from 
time to time be created by the Federal reserve board. The Federal reserve 
board shall establish a branch of the Federal reserve bank in the chief com
mercial center in each of the Federal reserve districts so created: Provided, 
That the total number of branches shall n it exceed one for each $1,000,000 of 
capital stock of said reserve bank.

There is a material difference between that provision and the cor
responding provision of the pending bill, and it is a difference that- 
seemed to me might appeal to those who were inclined to emphasize 
the idea that the locality should have a good deal of control, and that 
there should be a large number of member banks.

The chief objection—and I consider it a vital objection to the bill 
as it stands—is that there are 12 of these Federal reserve banks. I f  
we consolidate them into one, then I should say that it is perfectly 
practicable and on the whole rather desirable that instead of 12 dis
tricts the number be two or three times that from the beginning, 
because the banks are simply branches of the central bank, and it is 
desirable that the directors of the branches in the different localities 
be made up of local men who will understand local business condi
tions, local credit conditions, arnd things of that kind. Those who 
are opposed to a central bank may well feel that there is a fair equiva
lent offered them by providing, instead of 12 branches to begin with, 
25 branches to begin with, and perhaps more.

Then, you will notice the provision that was made that the total 
branches could not exceed one for each $1,000,000 capital; that̂  is, 
you can have a branch for every $1,000,000 stock instead of having 
each regional reserve bank have a capital of $5,000,000. So that we 
might begin with 100 branch banks, if that seemed desirable.

With reference to the boards of directors of these branch banks it 
seemed desirable to make as few changes as possible, and I have left 
the provision as to the boards of directors of the branch banks just
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as they are with reference to the local Federal reserve banks, with 
one exception, and that exception is this:

I f  the Federal reserve board, as the head of the Federal reserve 
bank, has really the absolute disposal of the reserves, it would be 
desirable in the different localities for the boards of directors of the 
local branches to be so constituted that they would be pretty sure to 
work harmoniously.

So I suggest that the chairman of the board of directors of the 
branch, instead of being appointed by the Federal reserve board, be 
elected by the board of directors of the Federal reserve branches 
from class C ; that is, the Federal reserve board would have the right 
to appoint the three members of class C, as you will recall it is now, 
and from those three the board of directors should elect the chair
man. The Federal reserve board would be sure that all of those 
three were thoroughly competent men, men whom they could trust, 
any one of whom they would be glad to have act as Federal reserve 
agent. There might be a considerable difference in the feeling of 
the local district board as to which man they wanted as the chair
man and as the Federal reserve agent. That is the only change there.

The next change is with reference to the increase and decrease of 
the capital, and there is only one slight amendment. [Reading:]

That the shares of the capital stock of the Federal reserve bank shall not 
be transferred nor be hypothecated—

That is the way it reads now. And then I continue—
when such stock is registered in the name of a regularly incorporated banking 
association, bank, or trust company. Nothing herein contained shall prohibit 
shareholders other than banking associations, banks, and trust companies from 
transferring or hypothecating their shares; but when such shares shall become 
the property of banks they shall no longer be transferred or hypothecated.

I f  we are going to have the national banks, in the main, supply this 
stock; it is desirable that they hold their 10 per cent, and that the 
regulations be as provided in the House bill. But if an individual, 
who would have no say in the management of the banks, puts up his 
money for the stock with the idea of getting 5 or 6 per cent interest 
in return, and perhaps also for patriotic reasons, there is no reason 
why he should not transfer his stock to somebody else.

Senator N e lso n . Would you not have a provision in connection 
with that containing a limitation as to the amount that anyone could 
own of that stock?

Prof. J en k s. I had a $10,000 limitation in it.
Senator N elso n . But that applied to the individual subscriptions?
Prof. J en k s. Yes; that applies to individual subscriptions.
Senator N e lso n . Would you not have a similar provision there as 

to the banks?
Prof. J en k s. Yes; they are limited to 10 per cent of their capital 

stock.
Senator Pom erene. The individuals are without voting power?
Prof. J en k s. Yes; they are without voting power; there is no rea

son why they should vote under the bill as it is.
With reference to the division of earnings, I had left that the same 

as in the House bill, with the exception that the wording is changed a 
little. When it comes to the division of the surplus above 5 per cent,
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40 per cent shall be paid to the shareholders as extra dividends. Then 
some is stricken out, and then comes this:

All earnings derived by the United States from the Federal reserve bank 
shall constitute a sinking fund to be held for the redemption of the outstanding 
indebtedness of the United States.

I struck out the word “ bonded.” It seems to me to be desirable 
to leave some discretion there.

With reference to the national banking associations, also, I had 
suggested this change in the latter part of section 8:

That any national banking association now organized which shall not, within 
one year after the passage of this act, become a national banking association 
under the provisions hereinabove stated, or which shall fail to comply with any 
of the provisions of this act applicable thereto------

Now, the bill says: “ Shall be dissolved,” and so on. And I put it 
as follows:
shall be allowed to continue business as under present law, but shall not be 
allowed to enjoy any of the privileges conferred by this act upon member banks.

I am inclined to think that if there is a central bank created with 
the provisions that are incorporated in the proposed bill, the national 
banks will almost all of them wTant to join; but in case they should 
not—and there is a good deal of conscientious objection on the part 
of some of them, who claim that they have the right to hold their 
present bonds—I should let them do business under the present law, 
without making any fuss. This would take away, at any rate, every 
excuse that they have for attacking the bill. You can say to them: 
“ You may either stay out or come in, just as you please.” The more 
that stay out, the more private subscriptions will come in. I see no 
objection to it.

Senator C raw ford. That removes the coercion?
Prof. J en k s. That removes it entirely.
Now, as regards the Federal reserve board, and this applies par

ticularly to the last three members, of course—
That there shall be created a Federal reserve board, which shall consist of 

nine members, appointed by the President of the United States, by and with 
the advice and consent of the Senate, of whom six shall be selected with du9 
regard to a. fair representation of different geographical divisions of the country. 
The other three members of the Federal reserve board shall be selected by the 
President from among the candidates chosen by the member banks, in the same 
manner as the members of boards of directors of class A are chosen. Each 
Federal reserve district shall name one candidate upon the list, and the Presi
dent shall appoint three for terms of two, five, and eight years, respectively, 
not more than one of whom shall reside in any one Federal reserve district.

That is, I think, clear on the face of it. The banks have the choice 
of a list of anywhere from 12 to 50 or 100, from whom the President 
shall select 3 at his will. It seems to me that will give the banks all 
of the power that they ought to have under the circumstances. They 
can be perfectly sure, then, that three men put on the board will be 
bankers, and especially skilled men, and at the same time it does not 
give them control, as I think they should not have control.

And if I may add a word further with reference to that, objection 
is made very strongly to having any interference at all with the 
President in making these appointments—any further, at any rate, 
than that one shall be a banker. And the case of the Interstate Com
merce Commission and other commissions is cited. But it seems to me

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



3162 BANKING AND CURRENCY.

that the situation is quite different. In the case of the Interstate 
Commerce Commission, until very lately, it had no real administra
tive functions at all. It was simply a supervisory board, though it 
did have power to declare that rates were unreasonable. Later, of 
course, it was given power to declare what rates were reasonable, and 
even to take the initiative. But this board is distinctly an adminis
trative body, this Federal reserve board. It is really going to manage 
the banking business of the country; and it makes the situation quite 
different if you are appointing an administrative board from the 
case that you have when you appoint a merely supervisory board.

I think, also, that not merely the bankers but the people of the 
country at large would not object to that; in fact, I think they would 
be glad to be assured beforehand in the law that there was a minority 
that was sure to be trained men in the special field of business that is 
under consideration.

I should not favor their having any controlling voice.
With reference to the powers granted the Federal reserve board: 

Naturally, if the Federal reserve board is controlling a Federal re
serve bank, as a matter of course it will examine the books and 
accounts of all of its branches. So that section is simply superfluous, 
and I have stricken it out.

So with reference to the permitting or requiring of a Federal re
serve bank to rediscount paper. Of course, as they are all branches 
of a single bank, this discounting of paper in different sections of the 
country is absolutely under their control, and we do not need to say so.

So with reference to requiring one bank to rediscount the prime 
paper of another. That is understood. That goes out.

With reference to the suspension of the reserve requirement, I had 
provided for that in a different way, and that also goes out.

And with reference to the supervision and regulation of the issue 
and retirement of Federal reserve notes, and to prescribe the form 
and tenor of such notes, to add to or reclassify the reserve and central 
reserve cities, and performing the general duties and functions pro
vided by the act, and making reports, all of that remains.

That is to say, I  have stricken out only the provisions that would be 
understood, as a matter of course, from the Federal reserve board 
being in control of the central bank and of these other banks being 
simply branches. Everything else remains.

So, also, if this provision, or a similar one, with reference to the ap
pointment of the Federal reserve board, is followed you do not need 
any Federal advisory council, and I have stricken that section out 
entirely.

With reference to the powers of the Federal reserve banks, with 
respect to the open-market operations, there is one amendment that 
seems to me important. The earlier parts of the section all remain, 
but paragraph d would read in this way:

To establish each week, or as much oftener as required, subject to review and 
determination of the Federal reserve board, a rate of discount to be charged 
by such bank for each class of paper—
and so on. I have changed that to read in this way:

The Federal reserve bank (the central one) has power to establish each week, 
or as much oftener as required, a rate of discount to be charged by the central 
bank and its branches for each class of paper, which shall be fixed with a view 
of aiding the commerce and business of the country.

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



BANKING AND CURRENCY. 3163

Then, I add this:
It may upon special request of the board of directors of any branch permit 

such branch, for special reasons, to fix a rate of discount different from the 
genera] rate.

The intention of that is, that under ordinary circumstances this 
central bank shall have a uniform rate of discount fixed for the coun
try as a whole, but that in case of special need in certain localities, 
upon request of the local branch, it may change it temporarily for that 
local branch.

It is. 011 the whole, extremely desirable that there should be as 
nearly a uniform rate as the business of the country will permit, a 
uniform rate of discount throughout the country. I am inclined to 
think that any provision of this kind, without doing any damage in 
all ordinary times and under ordinary circumstances, would tend to 
lower rather decidedly the rate of interest through the West and 
South; and, on the other hand, it would tend, probably, to raise 
slightly the general rate of interest—I am not speaking of call loans, 
of course—but the general rate of interest and of discount in the East. 
I  think that unless that rise were very considerable the uniformity 
would more than offset any danger that could come. And provision 
is made for exception in certain special cases.

As regards the section on note issues there are two rather important 
changes. One is that the notes shall be redeemed in gold or gold 
certificates, which I assume are equivalent to gold, and the provision 
regarding lawful money is stricken out.

That this redemption shall be at the main office of the Federal reserve bank, 
at any branch of the Federal reserve bank, or at other redemption agencies 
which the Federal reserve board may, at its discretion, establish.

I think it is extremely desirable that the redemption of notes be 
made pretty easy, and that every effort be made to have them re
deemed. I f  you abolish the separate reserve banks and have only 
one bank, you almost of necessity have only one kind of notes, and on 
that account I think measures should be taken to make the redemp
tion easy.

Now, the second important change is with reference to the reserve 
against these notes.

Whenever any Federal reserve branch shall pay out or disburse Federal 
reserve notes issued to it as hereinbefore provided, it shall carry a reserve in 
gold or gold certificates equal in amount to 35 per cent of the reserve notes so 
paid out by it, such reserve to be used for the redemption of such reserve notes 
as are presented.

And then this is added:
If at any time the reserve of gold and gold certificates falls below 35 per cent 

face value of the notes issued, for each 1 per cent or fraction threof that the 
reserve falls below 35 per cent there shall be a 1 per cent tax levied until the 
reserve has reached 30 per cent of the amount of the notes issued; for each 1 
per cent deficiency of reserve below 30 per cent a tax of 2 per cent shall be 
levied.

That means, of course, that it will not be necessary to say there 
shall be a reserve of 33 per cent, and that the Federal reserve board 
may suspend that provision in case of need; but we put the amount of 
reserve at 35 per cent and then the bank will be able to accommo
date people without any interference on the part of the Federal
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reserve board by paying the tax. The tax will amount, as you see, 
to 5 per cent when the reserves get down to 30 per cent; and when 
the reserve comes down to 29 per cent, the tax will be 7 per cent; and 
when the reserve is 28 per cent, the tax will be 9 per cent; at 27 per 
cent it will be 11 per cent; and the pressure would become so severe 
before there was any danger of the exhaustion of the reserve that 
there would be no doubt at all about the reserve always being suffi
cient to meet any demands.

Then another point in connection with that is this: That when the 
pressure was real, as it is likely to be from time to time, the local 
borrowers can afford to pay and ought to pay and would be willing 
to pay a good rate of interest for the notes that are issued to them. 
There is no question that in 1907 and other times of crisis borrowers, 
in order to save their business, could easily have afforded to pay 
even as high as 20 per cent rather than not get the money. It is a 
temporary matter for a short time, and this provision puts the pres
sure on, and at the same times does not require that there shall be 
any suspension of the law, which, I think, is in itself decidedly wrong 
in principle.

All the provisions wTith reference to changing collateral and mat
ters of that kind to remain the same.

With reference to bank reserves, I had put in the same provision 
that there is with reference to the reserve against circulating notes, 
excepting that instead of the reserve of necessity be held in gold it 
may be held in gold or lawful money. But with reference to the per
centage tax which should be levied the provision is the same.

The provision with reference to bank examinations is the same.
There is one slight change with reference to the loans on farm 

lands near the close of the section:
Any such bank may make such loans in an aggregate sum equal to 25 per 

cent of its capital and surplus—
And then I add this:
But in no case in excess of 50 per cent of its time deposits.
It seems to me that loans that are made on mortgage ought to be 

made solely with reference to time deposits and not with reference 
to call loans------

Senator B ristow . Call deposits you mean, do you not?
Prof. Jen k s. Call deposits, I should say; yes.
So also with reference to the savings-bank provision. I f  that is 

to stay in at all, and I have no serious objection to it that I know of, 
I think that should remain practically as it is. The banks that are 
doing business of that kind, I see no particular objection to their 
continuing to do so'; although, as I said the other day, with reference 
to many of these provisions, I think it would be better to confine 
this bill pretty largely to the one special topic and take care of those 
matters under separate bills.

That covers the main points, Mr. Chairman, and I should be glad 
to do what I  can in the way of answering questions and explaining 
any particular provisions of the bill.

Senator Reed. Prof. Jenks, you spoke about having banks nomi
nate three members of the central board. Now, let us assume this 
case, that when we come to organize this bank the national banks or
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other banks all combine to take only a part of this stock, or after 
having taken it dispose of a large part of it to private parties.

Prof. Jen k s. They are not allowed to do that under this bill.
Senator R e e d . Well, there would be no objection to permitting 

them to do it, in my opinion, if you allow private parties to hold the 
stock. But suppose when you went to organize the bank the banks 
took one-third of it and the outside people took two-thirds. Do you 
think, in that event, the banks ought to be allowed this same repre
sentation, or should there be a provision made to allow the holders 
of the stock outside of the banks some representation on the board ?

Prof. Jen k s. I should be entirely willing to have it changed in 
such a way that if the banks did not take, we will say, as much as 
half or more than half of the stock, their representation shall be in 
proportion cut down. I think that will be fair. Might I add just 
one word?

Senator Reed. Yes.
Prof. Jen k s. My impression is that under the provisions of the bill 

as it stands with the central bank, there would not be much question 
that the banks and the trust companies would subscribe all of this 
$100,000,000, and it was practically upon that assumption that I had 
made this provision.

Senator Reed. You changed one of the clauses of one section. The 
substance of it was, as you changed it, that the rate of discount 
should be such as to accommodate “ the commerce of the country.5’
I  think I am correct on that. It is back some distance in your 
manuscript.

Prof. Jen k s. I will look for it in a moment. I will read the words 
in this bill as regards that.

Senator Reed. Well, I  want to suggest to you that if your plan 
was adopted here as the basis of legislation it would be well to put 
in something besides “ to accommodate the commerce of the 
country.” I think the business of the country, “ the business and the 
commerce of the country,” would be better. In other words, the bank 
ought not to exist alone for the commercial classes.

Prof. Jen k s. Oh, I quite agree with that. Unless it is here in some 
general form, I quite agree with you.

Senator Reed. With regard to your interest rate, where the re
serve falls below a given point, you provide there for an interest 
rate of, first, 1 per cent------

Prof. J en k s (interposing). I said 1 per cent for each 1 per cent 
deficiency.

Senator Reed. And, of course, it might get to be 20 per cent, and 
your suggestion was that the bank could recoup itself by charging 
its borrowers. Now, it might charge a borrowing bank, possibly, 
but the borrowing bank could not recoup itself from its borrowers, 
because of the usury laws of the various States. What would you 
do about that? For instance, in my State, if they took a note with 
more than 8 per cent it would be a void note; the whole note is void.

Prof. Jen k s. I suppose, Senator Reed, that under present con
ditions in many of our States where there are usury laws, which I 
do not believe in, there is such a thing as charging a commission for 
the loan, which is different from the interest, is there not?

Senator N e lso n . The courts have decided, of course, that with 
respect to national banks the usury laws of the States do not apply.
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It is the usury law that is contained in the national banking act 
which applies.

Senator R eed . Have they held that if, for instance, I go to a bank 
in my State and want to borrow money and the bank charges me 
more than the legal rate there, that that is not usury ?

Senator N e l s o n . Yes; a national bank is governed by the usury 
law contained in the national-bank act.

Senator R eed . That settles the whole question, then, Senator Nel
son, if you are correct.

Senator N e l s o n . Oh, yes; that has has been decided time and again.
Senator R eed . Well, it entirely escaped me.
Senator N e l s o n . We have a usury law by which they forfeit the 

principal and interest; the national banking act, as I recall it, pro
vides only for the forfeiture of three times the interest in certain 
cases; that is all. And the courts have decided that that law applies 
to a national bank, and not the State law; so that we would have a 
right to regulate that under this law.

Senator R eed . I have never looked that up.
Senator O ’G o r m a n . Then, again, Senator Reed, I  have always 

understood that it was always easy in all the States to circumvent 
the usury law with respect to banking transactions, because the usury 
law only applies to the persons immediately concerned with the 
transaction; as between the maker of the note and the person to 
whom it is delivered, there could be usury up to that point. A  
bank or any individual, however, can thereafter buy that paper at 
anything they can procure it for without usury.

Senator R eed . That can be done, unless it is merely a subterfuge.
Senator O ’G o r m a n . They can buy it for 60 per cent, 90 per cent, 

or even 25 per cent of its par value.
Senator R eed . That is a question of fact in my State. I think the 

decision Senator Nelson speaks of, if he is correct—and I have no 
doubt of his correctness—would end the matter.

Senator N e l s o n . Yes; it is true; there are a great many decisions 
as to that. I had occasion to look up the question while I was in 
practice, and I know it is true.

The C h a i r m a n . That is the law; and the banks get around it by 
simply buying paper.

Senator S h a f r o t h . Y ou can contract for $100 for 100 per cent 
a month, if you want to.

Senator B r is t o w . N o w , Professor, this plan of yours is a modifica
tion of the present bill so as, in substance, to authorize this central 
board to administer a bank and regulate the operations and activi
ties of the branch banks through a central bank instead of through 
executive orders. That is the substance of it?

Prof. J e n k s . Yes; that is the substance.
Senator B r is t o w . While it seems to me that that would be an im

provement from the administrative point of view, my objection is 
fundamental. First I should like to see, and I want to know what 
objections you see to it, a Federal bank, the stock of which is owned 
by the people of the United States and not by the banks; the sub
scription to the stock to be as widely disseminated as possible, so 
that when the invitation for subscriptions is issued, in the accepting 
of these bids those bidding for the smaller amounts would be first
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accepted, thereby guaranteeing a very wide distribution of the stock. 
Let that bank be administered by a Federal board appointed by 
the President; let its purpose be to fortify the present banking sys
tem of the country, not to change or demoralize or break up or take 
from the capital stock of the present banking system of the country, 
but to create this independent Federal reserve bank, which shall be 
a bank of reserve, a bank of discount, a bank of deposit, possibly, 
and a bank of issue.

Now, what objection have you to the organization of a bank with 
such a stockholding and such a control?

Prof. J en k s. May I ask also whether the bank, as you have it 
in mind, would engage in discounting or making loans to private 
parties ?

Senator B r is t o w . Personally, I think, yes; but there is some objec
tion to that from other people that believe in this general system, 
and I have left that open. I see no reason why it should not, for the 
purpose of establishing its rate, go into the open market, as this bill 
provides, but I do not think it is desirable or necessary in this country 
for it to go into the general banking business.

Senator C r a w f o r d . I should like to have the professor state what 
objection there is to it. I understand the Bank of England and the 
Bank of France deal with the public, and the Eeichsbank deals with 
the public; what is the objection to this bank doing the same? That 
is, Professor, when you get ready to discuss the proposition of Sen
ator Bristow’s, I should like to hear you on that line also.

Senator N e l s o n . I suppose one of the main objections would be 
that it would be a competitor of the other banks.

Senator C raw f̂ord . So are those banks over there.
Senator B r is t o w . I should be glad for you to advise the committee 

what objection there is to such ownership of stock and such con
trol of a bank; and, first, have it a bank for the purpose of fortifying 
the banking system, and not for the purpose of doing a general bank
ing business, and then discuss the suggestion of Senator Crawford 
later.

Prof. J e n k s . To be perfectly frank about the matter, the chief 
reason why this was put in as it is was really that it was considered 
a matter of expediency to make as few changes as possible in the 
present bill. But I think there are other good reasons. I do not 
think that at the present time there is any need of increasing the 
banking capital of the country along the line you have suggested 
and to the extent you suggest. I think that if the present national 
banks and State banks and trust companies are getting the advantages 
of the rediscount, of the management of the reserves, etc., that will 
be provided under this system, they can very well afford and will be 
very glad to furnish the capital, and we had better leave the capital 
of private individuals for other investments unless it is needed. I 
do not see that it is.

Then, in the second place, it is desirable that the banks as such 
be directly interested in the ownership and the management of this 
bank. The banks now, in my judgment, taking them as a whole, 
are doing their business to the great advantage of the people of the 
country; they are rendering them good service—a very great service,

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



3168 BANKING AND CURRENCY.

in fact—and it seems to me what we wish to do is to put them in a 
position to render a still greater service; and we do not need to fear 
as long as we have them under proper control. I f  they furnish the 
capital stock, and if they, by furnishing the capital stock, have the 
right to choose these local boards of directors, it will, after all, be 
giving us continually in this new system the skilled management 
that we should expect to get. Moreover, I think the people would be 
more certain they were getting skilled management and would there
fore have greater confidence in the system.

Then, if we were to have the money subscribed by individuals, if 
wTe wTere to have a board appointed by the President, and that board 
to appoint all the local managers throughout the country, there would 
be a third objection, which, I think, is really a very serious one. I f  
we were to have this central board, appointed by the President, given 
all that power of appointing individually all of the branch managers 
throughout the country, there would be a good deal more danger of 
politics in the bad sense of the word than if we leave the appoint
ment under the present system where the local boards of control are 
practically chosen, to a very great extent, by the managers of the local 
banks. Does that cover the points you raised ?

Senator B ristow . That covers the points.
Prof. Jen k s. I do not mean to ask if you agree with me.
Senator B ristow . I disagree very much.
Senator Keed. I want to challenge your thought and the thought 

of the Senator from Kansas and all the members of the committee on 
one proposition. It was suggested here the other day by Mr. Van
derlip that we organize a bank along the lines which have been desig
nated by the Senator from Kansas; that is, a bank to have a gold 
reserve of 50 per cent back of all its issues, and to be charged prac
tically with the business of maintaining the gold reserve. Now, no 
bank was necessarily to have any stock in i t ; it was to be an institu
tion set up by the people of the United States and managed by the 
Government, charged with the duty of maintaining the gold reserve, 
$2 being out against each dollar of gold.

Now, it occurred to me, and I am suggesting it to you for your con
sideration, that it would be a very delightful situation for the banks 
to find themselves in. If, then, Mr. Vanderlip wanted $100,000,000 
of gold or $50,000,000 or any other amount, he could gather up these 
notes of this bank and come over to Washington and say, “ I want 
that much gold; I want to ship it to Europe.” And it would be tk* 
business of that bank to furnish that gold, and in failing to do so it 
would be defaulting in the chief obligation it was created to fulfill. 
If, on the other hand, the bank itself and all other banks were the 
owners and themselves charged, as owners, with the maintenance of 
that gold reserve, a very different condition would be presented.

Now, I am not sure I am correct, but I should like to know what 
you think about it.

Prof. J en k s. That is rather a big question for an offhand answer, 
but I should say this: Barring completely the implication of any 
intention that might be an evil one on the part of the individual 
bank, I should be glad to agree in the main with your* statement.

Senator Reed. I expressly repudiate any thought of reflecting upon 
anyone. I am talking about the possibilities of the system.
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Prof. Jen k s. I should be inclined to agree with your suggestion. 
Let me say, in the first place, I do not think the calling in of indi
vidual capital is necessary; and, in the second place, as I said before.
1 think if we have the responsibility of the banks in the system it 
would be better for the management of the system. I think your 
suggestion simply emphasizes my thought, that if they are interested 
and must take the responsibilities, they would take the responsibilities, 
and it would remove the danger of any one of them that might be in 
a critical position really threatening the stability of the system.

Senator Reed. It occurred to me this way: I f  I were running a 
great bank, frequently finding that I was endangered in some way, as 
through a lack of gold, it would be a most desirable thing for me if 
the Government of the United States or the people of the United 
States had to give it to me every time I wanted it. T think I should 
be in a very different position if I had to go to myself and other men 
similarly situated and really injure myself when I asked for gold that 
could not be given.

Senator B ristow . But, Senator, what is to hinder the banks from 
doing that now ?

Senator Reed. Under the system that is proposed—answering you 
myself—the banks own—assume the banks own the central bank------

Senator B ristow . I mean the present banking system. Why can 
not you do it to-day ?

Senator Reed. Well, there is no way for them to do it, except by 
bringing in national-bank notes, and the minute they bring in the na
tional-bank notes, of course they curtail the currency issued by the 
banks. I am not sure I am right.

Senator B risto w . They do the same in the other case, Senator, ex
actly. Professor, suppose that Mr. Vanderlip should get a million 
dollars’ worth of national-bank notes and go to the Treasury and say, 
“ I want the gold on this,” he could do it.

Senator S h a f r o t i - i .  They do not usually do it unless they have a 
genuine order from Europe for gold.

Senator Reed. Then comes the question of the bonds only drawing
2 per cent.

Prof. J en k s. There is this other point, I think, in Senator Reed’s 
statement that is worthy of consideration. I f  the banks themselves 
are stockholders, charged to a large degree with the administration 
of the system, they will take a more direct daily interest in the suc
cess of the system all the way through, and that is quite worth while. 
I think.

Senator Reed. Let me apply that. There is a regional reserve bank 
established at New York, or will be under this bill. All the banks of 
New York City will be members of it. They will be the people wTho 
contribute the capital. Their reserves will be in there. They have 
thereby given hostages for good behavior and not to make a run on 
their own bank; and any bank that tried it, if it did it for selfish or 
improper purposes, would meet with the condemnation of the other 
banks. Take Mr. Vanderlip—and I use his name respectfully. The 
moment his bank came in and made a demand of that kind he would 
raise a hornet’s nest around his own ears; whereas if he came over to 
Washington to a wholly independent concern, it would present an 
entirely different situation.
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Senator O ’G o r m a n . Will you allow me to make an observation here 
bearing on that whole situation?

Senator R e e d . Yes.
Senator O ’G o r m a n . I f  an individual banker felt greater liberty 

in drawing out gold reserves from pt bank operated with the people’s 
money than he would from a bank operated in part by his own 
money and the money of other bankers, do you not think the conse
quences in the one case would be just as serious as in the other to the 
stability of the banking interests generally of the country? In 
other words, if, without any restraint, he availed himself up to the 
limit, or a number of bankers did, of the opportunity to deplete the 
Government Treasury or the reserve national bank of its gold re
serve, and thereby menaced the stability of the banking interests of 
the country, would not he bring down upon his own head the same 
condemnation as if he had taken it from a bank in which he had a 
personal interest? In other words, to answer my own question, it 
seems to me that the same influences would restrain him in the one 
case as in the other.

Senator S iia f r o t ii . The banks have always been very loyal to the 
gold reserve. Denver gave to the United States Treasury more than 
$1,000,000 of gold coin in the panic of 1893.

Senator R eed . Not impugning the motives of anybody, I  have no 
patience with those who picture bankers as a selfish class and as a 
dishonest class any more than other men are selfish or dishonest, but 
it seems to me that a very different proposition would be presented 
to a man who wanted gold who could come over to an independent 
institution at Washington, for which the Government was entirely 
responsible, and get it, than would be if he had to go to a bank in 
the city of New York that was composed practically altogether of 
the banks of New York, that had to have its capital maintained by 
the banks of New York, and that if it fell would crush the banks of 
New York directly, including the man who brought about the dis
turbance ; that that presents a different question to that man’s mind 
than it would if he were going to get it from the Government at Wash
ington, as if he might send to the Bank of England to get it. I 
agree there is great force in the suggestion of Senator O’Gorman, but 
is it not a different question?

Senator W e e k s . Let me make another suggestion about that. Why 
would the bank want the gold ?

Senator M cL e a n . That is the point?
Senator W e e k s . What is it going to do? You suggest that gold is 

going to be withdrawn for purposes of export. Now, if you are 
going to export the gold there must be a demand for gold, or we must 
be owing the other side some gold, and it must be exported, or the 
debt has to be paid in some other way.

The C h a i r m a n . And pay freight on it.
Senator S h a f r o t h . And the loss from abrasion.
Senator W e e k s . I f  you are going to withdraw the gold and ship 

it, it must be profitable to do it. But suppose it is ; what are we going 
to do under this plan? We are presumably going to establish a bank 
or system which will at once take cognizance of the fact that gold is 
being shipped out and change the interest rate, or take some other 
means of replenishing its gold supply.
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Senator O ’G orm an. Let me ask you a question, Professor, to get 
your view. Suppose the general features of the pending bill were 
observed with regard to the creation of a system, namely, that you 
have a reserve board and five or more regional banks, and you pro
vide, as the pending bill does provide, in part at least, that the 
national banks within the several regions will contribute the capital 
for that regional bank by a 10 or 5 per cent contribution of their 
capital stock, with a provision such as you now suggest that if within 
60 days the national banks within those regions do not subscribe or 
contribute the requisite capital the public may be invited to sub
scribe the remainder. Would you confine the “ public” to people 
residing within the territory covered by that regional bank, or would 
you invite the public of the country, giving preference to the resi
dents of the particular region ?

Prof. Jen k s. I do not see any reason why there should be any 
restriction as regards residence at all, as long as the people are citi
zens of the United States, giving preference simply to those who 
come in first, or possibly, as the Senator suggested, the smallest sub
scribers first. I do not see any reason why, because these people 
would not have any particular voice—would have no voice, in ac
cordance with the provision made here—in the management of the 
bank; they would simply be drawing their dividends. I do not see 
any reason why there should be a restriction.

Senator W e e k s . Let me ask you one more question------
Senator O ’G orm an (interposing). Pardon me; just one question 

more. Coupling with this last suggestion of mine a similar obser
vation of your own, previously given, I see how one of the two ob
jections tendered by the country banks may be obviated. In passing, 
I have been more concerned in this entire hearing about the attitude 
of the country banks than about the so-called large banks, because I 
look upon the two particular objections the country banks make as 
objections quite well founded.

The second objection they offer relates to the diminution of their 
return from exchange charges. Have you made any suggestion re
garding the feature of the pending bill on that subject ?

Prof. Jen ks. I think this amendment that was made in the bill 
itself just before it came over from the House—that they may make 
charges covering their actual expenses—covers part of that, t think, 
however, there is still more that might be said. At the present time 
when collections are made by country banks there is very frequently 
a sending of the check and the collections through three or four or 
five different banks: it is a circular, irregular process. Under the 
plan proposed in this bill, so far as I can see, every national bank 
w7ould have only two transfers. It would go direct to the regional 
bank and back again. It seems to me that that saving in the actual 
expense of collection is going to offset the objection to a considerable 
extent.

On the other hand, I think this should be said: Unless I am de
cidedly misinformed—I have made some inquiry, but I wanted to 
make more, from country bankers in whom I have confidence—a con
siderable part of the profits the banks make now in collecting checks 
on their owrn banks is a profit they ought not really to be allowed to 
make. Take, for example, an illustration that I think I used the 
other day. Suppose when I was living at Ithaca, in order to pay
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a bill in Wilkes Barre I sent my Ithaca check down to a dealer in 
Wilkes Barre. He would deposit that check in his bank and that 
bank would send it to Philadelphia. That Philadelphia bank pos
sibly would send it direct to Ithaca, or perhaps to Ithaca through 
Syracuse.

Moreover, I  understand that the custom is—I am not speaking of 
the Ithaca bank specially, but of any local bank—a common custom is 
to have an arrangement made with the Philadelphia bank, so that 
when the Philadelphia bank sent that check in for collection they 
would charge the Philadelphia bank with 2 or 3 cents of the 10 
cents, we will say. They insist that if it comes in in that way they 
will make a charge, and they do get some part of their profits out 
of that. Moreover, I am told it is usual in a small town, where 
there are only two or three national banks and trust companies, for 
the banks to combine and agree that none of them will do that work 
short of a similar charge, and the charge is high enough to give them 
a profit. I think this bill should stop that kind of thing. I think 
it is perfectly proper, as provided in this bill, that the actual ex
penses of collection should be covered. Beyond that I do not think 
they ought to be allowed to make profits on the checks on their own 
banks.

Senator C raw ford. Let me break in there to say that in the Pujo 
committee they made a special investigation of the matter of charg
ing on out-of-town checks, and it amounted to a great deal of money 
and became the subject of more or less abuse, and it is one of the 
things regarding which the Pujo committee makes a specific report. 
We ought to keep that in mind in dealing with the question here.

Senator O ’G orm an. I think it is said that $6,000,000 is charged 
on the commerce of the country.

The C hairm an . That is not really true, however.
Prof. J en k s. May I make another suggestion? I think this bill 

as it is, providing that the regional reserve bank shall act as a clear
ing house under this law, will, to a very great extent, lessen the 
actual expenses, as I intimated before.

Senator O ’G orm an. I know; but it will diminish the opportunity 
of the small bank to increase its earnings.

Prof. J en k s. Exactly; but it seems to me that while that is true, 
so far as the small bank’s profit is dependent upon collecting checks 
drawn upon itself, it ought not to have that profit. It does, however, 
under the present circumstances.

Senator H itc h c o c k . Let me put another suggestion to you right 
there. Suppose there are 1,500 towns in the United States, and I 
believe there are many more, where a bank of $10,000 capital could 
not exist by the simple process of loaning 80 or 85 per cent of its 
deposits to the borrowers in the community, and if it were compelled 
to confine itself to the interest on 85 per cent of its deposits it would 
go out of existence and the community would be thereby deprived 
of a place to deposit its little savings and would have to go back to 
stockings and hiding places under carpets, in bedticks, etc., and lose 
that little public utility. What will that bank do if it be not permitted 
to eke out an existence by this method of charging just enough, as 
the evidence shows it does, to pay the reasonable salaries of a couple 
of officers and a very moderate income on the capital invested ?
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Prof. Jen k s. I think I would answer that question by asking 
another. Is it not entirely possible, and in fact probable, that in 
those cases where a bank needs some extra advantage in order that 
it may carry on its business it can get it in some other way than by 
interfering with the course of commerce along those lines ?

Senator H itc h c o c k . It is absolutely not------
Prof. J en k s (interposing). Just one moment. I f  we go back into 

commercial history a little, we shall find that there are a good many 
cases where the banks actually charged for the receipt of deposits. I 
may say, along that line, that if it became a case of necessity it might 
be better that that town should pay enough for the privilege of mak
ing deposits and the other work the bank did, and pay for the trans
mission of drafts and services of that kind than to interfere with the 
general commerce of the country by this roundabout system of collec
tions you have now.

Senator H itc h c o c k . Of course, that is a very good theory, Prof. 
Jenks, but the fact is the people would not do it. The people of that 
community would not pay for that, and it is only by this indirect 
way that it is possible to build that bank up. Those little banks eke 
out an existence by doing a little collecting, by writing insurance, 
by one of the officers acting as notary, and in that way they furnish a 
very valuable little utility. The great difference between one of our 
western towns of a few thousand population and a town of Europe 
of a few thousand population is that ours is a little town and there 
it is a village, because they have not this facility which we have in 
the United States.

Prof. J en k s. May I make another observation? I happen to have 
had some experience in the small towns of the Middle West, towns 
of 1,000 and 2,000 population. My own observation is that the local 
banks by doing this notary business, and particularly by shaving 
notes and doing other local business that it has a chance to do along 
monetary lines, not merely ekes out an existence, but a very good 
existence. As a rule, they are making very high profits; hardly any
body else in the community is making so good profits. This collec
tion business that, you speak of is often done, and may just as well 
be done by some lawyer or other person who sets up a collection 
agency. I do not believe there are very many cases in the Middle 
West in these smaller towns of 1,000 or 1,500 inhabitants where the 
bank needs this special exchange charge in order to live. I think 
they will be able to get their living in other ways that are perfectly 
proper and much easier for the community and that will not inter
fere with the general course of business.

Senator S h a fr o th . Is not this charge very irksome to the people, 
and resented by them very largely ?

Prof. J en k s. I think it is. Take, for example, my own case. 
When New York City is charging 10 cents for the collection of out- 
of-town checks, and I send down to New York for $10 or $15 worth 
of books and have to write a check for $15.10, I do not like it. It 
seems to me that the provision to allow them to make a reasonable 
charge covering their cost is reasonable.

Senator C raw ford. The New York Clearing House has a regula
tion that these banks must make this charge, and if they do not da 
it they are subject to discipline.
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Prof. J e n k s . I know that is true, but when this bill is put into 
effect I think it will not be true.

Senator S h a f r o t h . In the Pujo report there was a good deal of 
criticism on that, too.

Senator C r a w f o r d . Oh, it was the subject of special inquiry. Mr. 
Untermyer claims that the agreement is in restraint of trade and 
in violation of the antitrust law.

Senator E eed . I think Mr. Untermyer claimed a good many things 
in that hearing.

Senator C r a w f o r d . That may be, but I wanted to call attention to 
it as one of the matters upon which they made a special report.

Senator S h a f r o t ii . The report, as I remember it, was to the effect 
that the compensation the bank got by holding the money in the 
meantime was sufficient to reimburse it for the expense of collection.

Senator O ’G o r m a n . I should like, Professor, to put another ques
tion to you.

Prof. J e n k s . Will you pardon me a moment until I  answer a ques
tion that was put earlier? That was the question raised by Senator 
Reed with reference to the personal ownership of the capital of the 
central bank. I agree with the general position that Senator 
O’Gorman took on that, because I do not see that there is any essen
tial difference between the two, excepting this: I think, if the na
tional banks in New York or any other locality are themselves put
ting in their capital, and—what is still more important—are them
selves selecting the managers of the local Federal reserve banks, 
they will take an immediate interest in that work and will look 
after the workings of the Federal reserve bank in a way that will 
tend to increase very decidedly the security of the whole system as 
compared with what would be the case if the subscription, as has 
been suggested, were to come from private individuals all over the 
country with preference given to smaller contributors.

One word further. I think also that with this added confidence 
and the added skill we could get in that way, presumably, we should 
have the confidence of the people throughout the country a great deal 
more. Nowr, a good deal has been said—and, I think, with justice 
in part, but in part only—to the effect that this Federal reserve 
banking system and the Federal reserve bank ought to be run not 
simply for profit, but for patriotic reasons—the good of the country. 
I  quite agree with that, and I think we ought to prevent their making 
too much money; but at the same time we all know, as a matter of 
fact, that any one of us takes a good deal more interest in any work 
if we do have some little financial interest there also. We do look 
after our own money affairs. I think, myself, that on that account 
it is desirable to have the skilled bankers, as long as they have not 
the power to harm, given enough interest in this system so they will 
be watching it carefully all the time.

And it is for that reason also that I favor the proposition that 
they should have a share in the profits above 5 per cent, because I 
do not think they can get any exorbitant profits and it will give 
them the opportunity and put upon them the necessity of watching 
and seeing how the work is done. I do not think there is any like
lihood of abuse under the provisions of the bill, and their interest, 
I think, is very desirable.
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Moreover, I  may say another thing with reference to the appoint
ment of the boards of directors of the Federal reserve banks. It is 
a fact, speaking generally, that if you have a great institution that 
is a Government institution pure and simple, with the people ap
pointed by the Government to run its business, it is likely to be more 
expensively run and not to be run so scientifically or carefully as a 
private institution. I think we ought to guard against any such 
abuses, and in the system before us, as I think is fully provided in 
this plan, so far as we can get skilled supervision of a private nature 
with a small amount of private interest in it we shall get a better 
system than if we depend entirely upon the Government.

Senator B r is t o w . N o w , Professor, I suppose you and I have very 
different opinions as to the control of the banking system of the 
country by a few men in New York. I think they practically will 
control it under the system that is proposed in this bill much more 
than they do now, and I think they control it too much now. I am 
perfectly willing to say this: That I do not propose to favor any 
reserve bank system that permits the banks of the country to control 
it. I f  we are going to have an independent banking system and 
preserve it now is the time to do it. And if it is insisted that we are 
to have these regional banks instead of a bank of the people, which 
has been suggested, then I think the Government should appoint the 
officers that administer the reserve banks. There is no more reason 
for appointing the Federal board by the President than appointing 
the administration of the regional bank by the President, because that 
is actually the operating force that does the business.

Now, do you think it would be better to have the regional banks, 
or the branch banks—whichever system may be adopted—governed 
by appointees of the President, or the board, regardless of the stock— 
that is, would you prefer to have the banks own the stock and have 
nothing to do with its management, or to have the people own the 
stock and have the management. I will put that differently. Would 
you prefer that the banks own the stock and the Government manage 
it, the branches as well as the central bank; or would you prefer that 
the people own the stock and the Government manage it? Which 
would be the best?

Prof. J e n k s . I should prefer in any case that the banks own the 
stock.

May I comment a little upon what you suggest? I do not believe 
that under this system as it stands the banks in New York are going 
to control the system. As a matter of fact, the Federal reserve board 
is entirely appointed by the President, so there is no question about 
that. So far as the Federal reserve banks are concerned, the regional 
banks or the branch banks under the system proposed here, two-thirds 
of the directors are really absolutely under the control of the Federal 
reserve bank: so that while, as I say, under the system that is pro
posed in this bill as it passed the House, we can be sure of skilled 
supervision, we can also be sure that the Government prevents any 
abuse by private bankers. Now, I do think that the bankers in New 
York and the other bankers throughout the country are going to have 
a good deal to say about the management of the system, not because 
they have any power, not because they will be permitted to exploit the 
system for their own ends, but because they are men of training, men 
of character, men of weight in the community, and men that people
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would be glad to consult with because they are persons of that type. 
But, in either case, I should prefer they own the stock.

Senator B r is t o w . Of course, I differ with you very radically as to 
that. Now, in connection with Senator Eeed’s question that he 
asked a while ago as to maintaining the gold reserve, I can not see 
why Mr. Vanderlip, and I simply carry on the illustration which 
he gives, could not now come down here and demand $10,000,000 in 
gold for national-bank notes, and the Government would have to 
give it, because we are pledged to maintain the gold standard. But 
it is not done. To my mind there is no more danger of it being done 
under the new system of notes than under the present system. We 
have no gold reserve at all now except against national-bank notes, 
and we have a reserve against the greenbacks. Now, they could de
plete that gold reserve any day if they wanted to, but the banks do 
not do it. But to avoid the danger, as suggested by Senator Reed, 
should we not provide that the banks that were the beneficiaries of 
this system should maintain a gold reserve and replenish it when
ever it is depleted?

Prof. J e n k s . I do not quite see what you mean, Senator. We 
could make the provision now, of course, if we wanted to, that a 
certain proportion of this reserve that the banks are required to keep 
shall be held in gold. Is that what you mean ?

Senator B r is t o w . Say we had a 50 per cent gold reserve behind 
the notes that are issued, and there should be a run on that gold re
serve through these notes. Now, of course, if they could get enough 
notes together they could run the gold reserve out, but can we not 
make a provision that as these notes are redeemed the banks that are 
the beneficiaries of the system shall maintain a certain gold reserve 
in the Treasury and put the burden on the entire banking system of 
the country to maintain the gold reserve?

Prof. J e n k s . A s I understand the matter, that is done now under 
our present law, and it is provided in this bill. It is provided in this 
bill that each bank shall keep 5 per cent of its note issue in gold in 
the Treasury, and as fast as that is taken out it shall be renewed. 
The consequence is that under the present circumstances, supposing 
they present $100,000,000 of these new bank notes, as fast as they 
come in the Government would itself provide that the amount be 
supplied by the banks by calling upon them to make good the sums 
paid out.

Senator B r is t o w . Why could not the same provision be carried in 
here to protect the gold reserve of this Federal reserve bank?

Prof. J e n k s . I understand it is carried.
■Senator B r is t o w . That being the case, the suggestion of Senator 

Keed, it seems to me, falls to the ground.
Senator R eed . I am talking about the Vanderlip plan, which was 

a central bank owned by the people, the gold reserve to be main
tained in that bank, without any provision in the bill, as I recall it, 
that the banks of the United States should in any way contribute.

Senator B r is t o w . But we can put such a provision in the bill as 
■will remedy that defect.

Senator R eed . In other words, your idea would be that the banks 
should keep on deposit in this Federal bank a certain percentage of 
gold?

Senator B r is t o w . Yes.

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



BANKING AND CURRENCY. 3177

Senator R eed . And when they drop below a certain amount they 
must replenish it? And if they do not replenish it, what then?

Senator B r is t o w . Then there would be penalties. I do not know 
what penalties we have now, but we could fix a penalty.

Prof. J e n k s . Y ou could put them  in to  liquidation .
Senator B r is t o w . Yes.
Senator R eed . It is perfectly clear to me that we have to impose 

upon the member banks the duty of helping to maintain this reserve.
Senator B r is t o w . I agree to that. Perhaps they are------
Senator O ’G o r m a n  (interposing). I do not want to interrupt this 

conversation, but a good deal of this talk is naturally what will very 
often come up at our executive conferences, and perhaps if Prof. 
Jenks has concluded his observations we may resume the work we 
intended to take up.

Senator C r a w f o r d . He has not answered this question I brought 
up in connection with these questions by Senator Bristow. Now, I 
want------

The C h a i r m a n  (interposing). I think the questions ought to be 
put to the witness and he be allowed to answer them.

Senator C r a w f o r d . The question I had in mind is, What objection 
is there to letting this bank, under the system provided in this bill, 
or any other that may be created, discount for individuals as well as 
for member banks?

Now, this whole propaganda has been put before the people as 
adopting banking practices of the old country, on the ground that 
our system is not up to date and is inefficient and all that, and every 
one of these banking systems after which we are copying, or from 
which we are expecting to take the best, contains a provision that 
this Government bank, or central bank, can do business with in
dividuals, and it does. Now, I do not see why, in building up a sys
tem here, we should rest it alone upon the theory that it is to be an 
accommodation to the member banks. It mav be a very great ac
commodation to an American citizen that has prime commercial paper 
of the class described here that he can go to this reserve bank or 
central bank and discount his paper; it may be a mighty wholesome 
check upon the banks of the country to give him that privilege as 
they have done it in the other countries. What objection is there to 
allowing him that privilege?

Prof. J e n k s . I think there are two objections that can be made. 
In the first place, unless I am entirely misinformed, in none of these 
European countries where the central national bank does this work 
have they anything like so widely developed a system of local banks 
all through the country as we have here. We have built up a system 
of something like 25,000 small national banks all through the coun
try, to say nothing of the private banks. At any rate, we have enough 
of them so that the business is pretty well looked after now. They are 
rendering a good service to the country as a whole, and there is not the 
need for it that there is there where they have not any such system 
as that developed. Our present local banks, in my judgment, are 
serving the people, and serving them fairly well. I think that with 
the control that is put in this bill, there is no danger of their abus
ing their powers, and it is a much wiser policy for the managers of 
these reserve banks to devote their energies strictly to seeing to it
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that the paper which comes in from these different banks is of the 
right type. As a matter of fact, if we gave that privilege of dis
counting for individuals to our reserve banks, it would mean that 
the only persons who would go to the reserve banks to get accom
modations directly would be the large corporations that wanted large 
sums; and the other people would be more likely to go to their small 
banks, anyway, for the small banks are really the only ones that can 
look into the individual credit of the small borrower.

Senator C r a w f o r d . I do not suppose if the reserve bank had that 
power it would, to any great extent, rediscount paper, and I do not 
think they have in the other case of which you speak, but it seems to 
me that it might be a wise thing to let them have that power for use 
in emergencies, as we are linking together all the banks of the coun
try—that seems to be the purpose of this bill—practically bringing 
savings banks, and State banks, and trust companies* and national 
banks into one system, and tying them all together.

Prof. J e n k s . That is right.
Senator C r a w f o r d . And if this system becomes unified, thej are 

practically going to be one big banking trust.
Prof. J e n k s . That is right.
Senator C r a w f o r d . It may be a good thing for the country, but it 

may also be a good thing for the country to allow this reserve bank 
to have the power, in emergencies, to discount the paper of individ
uals. How would it hurt them if this bank had such power ?

Prof. J e n k s . I think the being hurt would be in the public senti
ment in connection with the matter.

Senator C r a w f o r d . Would it not be better for the public?
Prof. J e n k s . I question if it would. Under the system provided 

by this bill the public can get its accommodation directly from their 
local banks, and the rate it can charge can be practically controlled 
by the central bank anyway. I do not see that there would be any 
very special harm done, to be frank about the matter, but on the 
whole I think it would not help the system to turn public sentiment 
against it.

Senator C r a w f o r d . It seems to me it is difficult to find a parallel.
Prof. J e n k s . I think there is no exact parallel.
Senator C r a w f o r d . Because when we created the first bank in 

Philadelphia, and the Bank of North America was created a State 
bank, and those two banks competed with each other, they got along 
very well together?

Prof. J e n k s . Yes.
Senator C r a w f o r d . We are creating this big combination of banks 

and giving them exclusive control over rediscounts in taking that 
power away.

Senator W e e k s . I think you will find that that statement is not 
quite justified, that they got along well together.

Senator C r a w f o r d . The Bank of North America and the First 
Bank in Philadelphia got along well together, although there were 
disputes, political disputes. They got along wTell together.

Senator P o m e r e n e . There was mismanagement.
Senator C r a w f o r d . There was mismanagement, but I am speaking 

of the reciprocal relations.
Senator H it c h c o c k . Congress is very probably justified in going in 

and organizing a great concern for the purpose of caring for the re
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serves of the banks it has created to distribute currency to the people, 
but Congress has no more business to go in and establish a bank any 
more than it has to start a railroad or start a bakery or undertake any 
other line of private enterprise.

Prof. Jen k s. Y ou  are referring in your remarks to the fact that it 
is not politically expedient?

Senator H itc iic o c k . It is not desirable, but it is the function of 
Congress to provide a means of safeguarding the reserves of the 
banks it has authorized. It is legitimate for it to provide against 
panics and to provide a means of supplying currency to the banks 
which it has recognized.

Senator C raw ford. But we have a novel proposition here, not of 
the Government or Congress establishing a purely governmental 
bank; it is creating a bank through the capital stock of other banks. 
It is taking no stock in it itself; it is excluding the public from having 
any stock in it; it is securing its capital from member banks ana 
limiting its business to the business it transacts with those banks. 
That is unique.

Senator H itc h c o c k . That is not the point I was referring to.
Senator C raw ford. No; I suggested that as distinguished from the 

statement made by Senator Hitchcock.
Senator M c L ea n . Did you, Prof. Jenks, retain in your amended 

bill the provision in the Grlass-Owen bill that these notes shall be the 
obligation of the1 Government?

Prof. J en k s. Yes; the obligation of the Government. But, as I 
understand it, under the provisions of this bill the Government, after 
all, is so little likely to be called upon that it is only practically a guar
anty that is certain never to be asked to meet.

Senator M cL ea n . In your opinion there is no objection to that?
Prof. J en k s. In my opinion there is no practical objection to that, 

though I would prefer to see bank notes. I think it is a good deal a 
matter of sentiment.

Senator M c L ea n . D o you look upon it as a matter of sentiment, 
purely ?

Prof. J e n k s .  Practically so; yes.
Senator N elso n . I call your attention to a section of the bill on 

page 31, and I will read to you the paragraph upon which I want 
light. You have not touched upon it in your amended bill. [Read- 
in g :]

Whenever Federal reserve notes issued through one Federal reserve bank shall 
be received by another Federal reserve bank they shall be returned for redemp
tion to the Federal reserve bank to which they were originally issued, or shall 
be charged off against Government deposits and returned to the Treasury of the 
United States, or shall be presented to the said Treasury for redemption. No 
Federal reserve bank shall pay out notes issued through another under penalty 
of a tax of 10 per cent upon the face value of notes so paid out. Notes pre
sented for redemption at the Treasury of the United States shall be paid and 
returned to the Federal reserve banks through which they were originally 
issued, and Federal reserve notes received by the Treasury otherwise than for 
redemption shall be exchanged for lawful money out of the 5 per cent redemp
tion fund hereinafter provided and returned as hereinbefore provided to the 
reserve bank through which they were originally issued, etc.

Now, the point that has been troubling me is this: After these 
notes have been returned to the bank that issues them and have been 
redeemed, after they are redeemed have they a right to put those
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notes into circulation again, and if they had such a right would it not 
lead to endless inflation ? Ought not those notes to be canceled when 
they are redeemed?

Prof. J en k s. A s  I understand the bill, when the notes are brought 
in and redeemed they ai*e legally canceled.

Now, if they are paid out again, they are paid out just as if a new 
note was issued, and it is simply a question as to whether you shall 
reprint the notes and put other numbers on them.

Senator N e lso n . Have they not got to, based upon*new security ?
Prof. J en k s. They have to be based upon new security; that is 

why I say when they are redeemed I should consider them canceled. 
If, instead of tearing them up, the Federal reserve agent puts them 
aside into a separate pile, and when there comes in some more security 
he takes those same notes instead of asking for newly printed notes; 
it is really a new issue.

Senator N e lso n . It is really a new issue. That is, after they have 
been returned and redeemed their function is ended. Unless you take 
that course it would lead to an endless inflation of currency?

Senator Pom erene. And the collateral was surrendered.
Senator N elso n . I f  they are issued, they must be issued as new 

notes, and the mere cost of printing would be a mere bagatelle in re
lation to the question of safety. Those notes ought to be destroyed 
and those new notes printed.

Prof. J en k s. May I add a word there? I f  the suggestion you 
make is carried out, it would also be practically an absolute bar 
against counterfeiting them.

Senator N elso n . And the mere cost of printing would be a baga
telle compared with the question of safety. We would be sure that 
there could not be any inflation of the currency. To get new cur
rency they will have to put up new securities, and they will have to 
go through the process again. I f  you leave that the other way, there 
is great danger of inflation.

Now, another question, and then I will have finished.
Senator H itc h c o c k . I want to ask another question on that same 

line.
Senator N elso n . I would like to ask one more question, and then I 

will be through.
Senator H itc h c o c k . The question I  would like to ask is in line 

with the very questions you have been asking, Senator Nelson.
Senator N e lso n . Very well.
Senator H itc h c o c k . Suppose, Prof. Jenks, a bank in your town 

discounts paper with a reserve bank in New York and receives notes, 
currency, and these notes are put up as collateral security or segre
gated as collateral security for the other notes; I believe that is the 
process.

Prof. J en k s. Did I understand you to say that the bank in my 
town puts up personal notes?

Senator H itc h c o c k . We will say it rediscounts $100,000 of com
mercial paper with the reserve bank in New York City. It receives 
notes, currency of the Government, through the reserve bank?

Prof. J en k s. Yes.
Senator H itc h c o c k . The notes which it has discounted and which 

have been, as a matter of fact, due for 90 days, have been segregated
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and turned over to the Government. The bank in your town takes 
this currency home, and within 10 days they get back to the reserve 
bank in New York City. Must those notes be retired 80 days before 
the collateral security matures?

Senator N e lso n . Your proposition involves this: You assume the 
notes come back to the reserve bank in New York City, and it is the 
duty of the reserve bank to present them for redemption; they must 
not hold them.

Senator H itch co ck . The collateral is there.
Senator N elson . They would not hold those notes.
Senator H itc h c o c k . The reserve bank has invested its funds in 

these notes, which do not mature for 90 days, but the currency may 
come back in 10 days.

Senator N elson . Come back where?
Senator H itc h c o c k . To the reserve bank.
Senator N elson . The bank that issued them ?
Senator H itc h c o c k . Yes.
Senator N elso n . That is all right.
Senator H itc h c o c k . The collateral security of $100,000 which 

the reserve bank has invested in the 90-day notes will not remain in 
those notes for 80 days.

Prof. J en k s. I should say, so far as that matter is concerned, that 
that example which you cite will never happen in actual practice. 
I f  it should happen, what you say will be true.

This would be the situation: These notes—that is, the personal 
notes that have been put up as collateral—represent loans to private 
individuals. They have had the use of the money, and those notes, 
when they are collected, would be collected by the Federal reserve 
bank through the local bank that took them to begin with.

The chances are 100 to 1 that before the 90-day notes are paid 
off finally, the local bank that has taken them and deposited them in 
the Federal reserve bank will have made a good many more loans* 
and have others it can substitute for these if it wishes. The process 
will thus go on indefinitely. But in case, we will say, at the end 
of the 90 days the local bank, instead of loaning $100,000 more, has 
loaned, we will say, $80,000, and then when the commercial paper 
is paid off the currency will be contracted by that $20,000.

If, however, it has been able to loan $120,000, when it substitutes 
the new commercial paper for the $100,000, it will probably ask for 
more circulating notes.

And in this continuous process of the substitution of these local 
personal notes the collateral, continuously, the Federal reserve bank 
will adjust itself and the currency to the needs of the country. 
Whenever the amount of circulating notes which come back to the 
Federal reserve bank from its district in the course of any 90 days 
is less than it issued 90 days before, it means there has been a 
slackening of business and the currency has been contracted as much 
as it ought to contract.

Senator H itc h c o c k . Suppose, instead of coming back in 90 days 
they do not come back for six months?

Prof. J en k s. That is all right. The implication would be that 
the business demands have been enough to keep those out, and*
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quite likely, still more. Under those circumstances there will be 
more commercial paper deposited, and there would have been a call 
for more notes.

As I understand it, that is one of the most valuable features in 
the entire bill—that by depositing securities in the form of com
mercial paper with the reserve bank we can expand the currency 
to meet the demand, whenever the business demand increases, 
and it will, of itself, normally contract as the demand lessens.

Just along that line, I would like to suggest------
Senator H itc h c o c k  (interposing). The reserve bank has really 

no control over its outstanding currency?
Prof. J en k s. The only control the Federal reserve bank has is 

Jiis: It has the right to determine whether the commercial paper 
jffered is good or not. It has also the right to determine, subject 
co the review of the Federal reserve board, what rate it shall charge 
to the local bank. I f  it feels that the local bank, when it comes and 
asks for this $100,000, is trying to push out more than the demand 
warrants, it will put up its rate of discount.

Senator N e ls o n .  Note this expression in the bill------
Senator P om erene (interposing). I  was going to offer this sug

gestion. Assume that there is $100,000 of new notes issued. That 
means, of course, that $100,000 of commercial paper has been 
hypothecated. Now, assume that that $100,000 of notes was sent to 
the reserve bank and canceled before any of the collateral was 
matured. Necessarily, it would seem to me, the collateral would all 
be returned, if part o f it is------

Senator H itc h c o c k  (interposing). The Senator from Ohio mis
understands the situation. That is the loan to the bank; that is the 
paper that is rediscounted, and those notes are now owned by the 
reserve bank absolutely, and the bank can not get the money on the 
notes until they mature.

Senator O ’G orm an. Then, what difference does it make whether 
they are redeemed in 10 days or not?

Senator N e lso n . The bill says:
Notes presented for redemption at the Treasury of the United States shall 

be paid and returned to the Federal reserve banks through which they were 
originally issued, and Federal reserve notes received by the Treasury other
wise than for redemption shall be exchanged for lawful money out of the 
5 per cent redemption fund hereinafter provided, and returned as herein
before provided to the reserve bank through which they were originally 
issued.

Why should they not be canceled ? What right have they to issue 
them? Would that not be a most dangerous power?

Prof. J en k s. I think they are canceled under the law. Whether 
they should be reprinted or not is another matter. My own judg
ment is that------

Senator H itc h c o c k  (interposing). I misunderstood Senator Pom- 
erene’s question. What he meant was that when the notes came in 
the reserve bank would then take down the notes which it had placed 
as collateral. I did not understand what he meant.

Senator N e lso n . The country banks at the Boston meeting adopted 
some resolutions, and among others they recommended this substi
tute for the clearing-house provision of the bill—I call it the clearing
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house provision. Here is what they recommend as a substitute for 
that provision:

It slin 11 be tlie duty of every Federal reserve bank to receive the deposits at 
pnr and without charge for exchange or collection of checks and drafts drawn 
by any of its depositors upon any other depositor and checks and drafts drawn 
by any depositor in any other Federal reserve bank upon funds to the credit of 
such depositors in said reserve bank last mentioned.

That is what the country bankers want as a substitute for what is 
in the bill. Can you see any objection to that matter?

Prof. Jen k s. My impression is they have left out of this the col
lection of the local checks of one bank upon the bank of another 
region. I think the clearing-house provision ought to be broader 
than it is put in here.

Senator N elso n . You do not favor this?
Prof. Jen k s. No.
Senator H itc h c o c k . I wanted to ask you what provision you ’"•ake 

in your substitute for the retirement of national-bank currency'.
Prof. J en k s. I made no change beyond the provision that is wnade 

in here.
Senator H itc h c o c k . You have left the bill as it is?
Prof. J en k s. Yes.
Senator H itc h c o c k . Then, I want to ask you what you would 

think of the idea, in addition, of having a standard rate of discount 
charged from day to day, available to the banks of the country, equal 
in all parts of the country? What would you think of a provision 
providing that any bank, as a matter of right, should be entitled to 
discount paper up to the amount of its capital stock at the minimum 
rate of interest ?

Prof. J en k s. What do you mean by the minimum rate of interest?
Senator H itc h c o c k . The lowest rate established. And also a pro

vision that any bank requesting more than the amount of its capital 
stock should be subject to a higher rate of interest, in order to equal
ize, to some extent, at least, the volume of discount available to each 
bank?

Prof. J en k s. I think, as regards the discount rate, that that should 
be made dependent only upon the reserve. I think that by making 
it dependent upon the reserve only you would give the elasticity that 
the system would not have otherwise.

Senator H itc h c o c k . Y ou  mean the reserves of the reserve banks?
Prof. J en k s. Yes.
Senator H itc h c o c k . That is all right, so far as the total volume of 

discount is concerned, but it makes no provision for equalizing the 
discount among the various applying banks. The reserve bank 
might discriminate against one bank, and my object was to try to 
devise this as a means of equalizing the discount, to put the brake 
on against their getting an excessive amount.

Prof. Jen k s. I had understood by the bill that the directors of the 
Federal reserve banks were to make a uniform rate of discount in 
their own district.

Senator H itc h c o c k . Exactly.
Prof. J en k s. And the Federal reserve board had a right to recog

nize the fact that it was different in different districts, but otherwise 
they had the right to change it under the bill. As I have seen it, the
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Federal reserve board would not make only one uniform rate o f dis
count throughout the country unless the local Federal reserve board 
could give some valid reasons for so doing.

The C h a i r m a n . I think the Senator from Nebraska intends to 
make this suggestion, that in extending accommodations to member 
banks, that when a member bank has received a certain amount of 
accommodation at the lowest rate of interest, then if it desires addi
tional accommodation a rule might be imposed to increase the rate of 
interest upon such paper, to keep one bank from being too greedily 
disposed to get accommodation at the expense of other banks.

Prof. J e n k s . My opinion on that is that is not necessary. I think 
it is within the power of the board of this Federal reserve bank to 
say whether a bank shall have accommodation or not, and I think 
also it has the power to pass upon the quality of the paper. It seems 
to me that it might very well happen that, within one Federal district, 
there would be very large demands in some one region—say, perhaps, 
some farming region—while in another region 100 miles from there 
the demand would be less. It would be desirable, if the demand came 
in that way, that the loans be made in the region where the demand 
was greater, at just as low rates, or even lower rates than in the other 
place, and I do not think the amount of loans there should be fixed 
rigidly according to the amount of capital.

I tliink you had better leave that to the districts competing.
Senator H it c h c o c k . Take two men in the banking business on op

posite sides of the street; they have the same amount of capital and 
practically the same volume of deposits. One man wishes to swell 
his business, and he makes loans with the idea that he can discount 
a large amount of paper with the reserve bank, and the other man 
across the street is more conservative in his disposition and more 
careful with his loans, and he may, when he applies for rediscounts, 
find that the reserve bank is not disposed to rediscount his paper. He 
may get none.

Prof. J e n k s . I think, so far as that is concerned, we shall have to 
trust the board of directors of the Federal reserve bank. The chances 
are, I should say, that if one bank is enterprising enough so that it 
wants to discount more of its paper, as long as it can satisfy the board 
as to the quality of its security, it ought to be given the privilege. 
Why shall we say that one man shall be penalized for his enterprise?

Senator H it c h c o c k . Is that not going to tend to inflation ?
Prof. J e n k s  No; I do not think so. It depends upon the quality 

of his paper. I f  the quality o f the paper is right, there is no danger 
of issuing too much.

Senator H it c h c o c k . That is a matter o f judgment?
Prof. J e n k s . Yes.
Senator H it c h c o c k . It seems to me a bank should be guaranteed 

equal treatment.
Prof. J e n k s . Surely, if we do not make any further provisions.
Senator H it c h c o c k . One bank may be refused discount. One 

bank may come in for rediscounts after another has discounted a 
large volume of paper and the rate may have been raised, and the 
conservative man is discriminated against because he has been con
servative and careful.

Prof. J e n k s . That is, I  should think, a condition of affairs that 
we ought to encourage.
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I f  a man who is a business man chooses to be rather overconserv- 
ative and go a little more slowly than his competitor, he ought to 
take a penalty for his conservatism. The other man, as long as he 
can keep up the quality of his paper—and that can be inspected by 
the Federal reserve bank—ought to have the benefit that comes from 
that enterprise. I do not think it is necessary to penalize him. It 
seems to me the principle is wrong.

I f  you say the more enterprising a man is, as long as he keeps up 
the quality of his paper, the more he shall be compelled to pay as he 
asks for more discount, I think the principle is wrong. I think the 
test ought to be the quality of the paper.

Senator H itc h c o c k . That is a mere matter of judgment, and there 
is no standard. I am thinking that something ought to be put in 
there to avoid favoritism. You propose a plan by which it is left 
to the judgment of the reserve board.

Prof. J en k s. That is the way it is in the bill.
Senator H itc h c o c k . What is the objection to having a provision in 

there guaranteeing equal treatment?
Prof. J en k s. The objection is this: I do not think it is equal treat

ment, because I think the people who could ask for the loans are 
people of the same type.

Senator H itc h c o c k . D o you not think it would be safe to say that 
any bank entering this system shall at all times be entitled to dis
count good paper to the extent of its stock ?

Prof. J en k s. I should have no objection to putting that minimum. 
I  should say I would have an objection to putting on a penalty.

Senator H itc h c o c k . What other brake are you going to put on 
the expansion of bank credits except by raising the interest rate?

Prof. Jen k s. That is all, except the quality of the paper.
Senator Reed. I f  you do not put any provision in there, he might 

get $100,000,000.
Prof. J e n k s .  I f  the board would let him.
Senator Reed. I would allow him the amount he would get, and 

give everybody an equal chance, and if the demand is strong the rate 
of interest will rise.

Prof. Jen k s. That is already provided for as regards the reserves.
Senator C raw ford. D o you think there will be always available 

in this banking system money enough to give to each member bank 
an amount equal to its capital stock?

Senator H itc iic o c k . No ; that would be 1,000 million dollars if 
all the national banks came in, but it is unthinkable that all the banks 
would want it at the same time. The demands are seasonable and 
they are regionable, but I think a bank must be assured that if it 
goes into this system it is going to get something; that it has some
thing definite, and that it is sure, in time, to get a certain amount, 
and there is no power to refuse it. I do not want to give discretionary 
power to a board of directors anywhere to say to a country bank that 
they can not have discounts.

Prof. Jen k s. A s  regards the minimum rate, I am inclined to agree 
with that, but I do not think I would agree in regard to the maximum.

Senator C raw ford. Would you have a minimum as large as that 
suggested by the Senator?
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Prof. J en k s. His suggestion was that any bank making a demand 
would get loans equal to its capital at a minimum rate.

Senator C raw ford. Equal to its capital.
Senator H itc h c o c k . T o  discount paper equal to its capital.
Prof. J en k s. I do not see any objection to that. I f  the demand is 

too strong the rate of discount will have gone up.
Senator H itc h c o c k . What do you think about making the notes 

legal tender?
Prof. J en k s. I think they should not be legal tender.
Senator H itc h c o c k . Why?
Prof. J en k s. Because if they are made legal tender it is going to 

be a very strong influence toward preventing their rapid redemption. 
I f  you make them full legal tender it would be difficult to exclude 
them from the right to be held as reserves.

Senator H itc h c o c k . Suppose we did that arbitrarily and made 
them legal tender?

Prof. Jen k s. I think it is better not to have them legal tender, 
because it is a very desirable thing that there be a prompt and ready 
redemption continually. Unless you can secure that promptly you 
are almost sure to get an expansion of your currency system, so that 
it will expel gold from the country. In fact, I should be inclined 
to make them poorer in desirability than they are now, in the provi
sions of this bill, by putting other penalties on them.

The principle of Gresham’s law is one that always works. The 
poorer you keep the quality of the notes, as long as they are good 
enough so that people will take them, the more certain you are of 
getting a prompt and ready redemption, and that, I think, is a very 
desirable thing.

Senator Reed. N ow , about the matter of retirement; that is the 
main thing with you. The method now is that when the notes of 
one region get into the Federal reserve bank of another region they 
are retired. What is the matter with this proposition? I will ask 
you about this.

Prof. Jen k s. I believe you questioned me in regard to this before, 
and I did not give you a very satisfactory answer in regard to that 
plan.

Senator Reed. My plan was that when a bank came to a regional 
bank and rediscounted paper, that it had to pay within a certain time, 
and that it must then bring gold, greenbacks, national-bank notes, or 
its paper at the end of that time and absolutely wipe out its obliga
tions.

Prof. J en k s. I should add this: “ Unless it can substitute other 
commercial paper that is equally as good in the minds of the directors 
of the Federal reserve bank.”

Senator Reed. .Would that work the retirement?
Prof. J en k s. That would make no difference as regards the retire

ment, I  think.
Senator Reed. That would be a new loan?
Prof. J en k s. That would be a new loan%
Senator Reed. Then there is no use in using this substitute paper, 

because it has the right to rediscount again.
Prof. J en k s. I f  it substitutes other paper it amounts to the same 

thing. The objection I see to this—I should say it need not pay off 
its obligations as they come due in cash, as has been suggested, if it
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can substitute satisfactory paper or a substitute. Your proposition 
the other day, I think, was this: That the Federal reserve bank itself 
must turn over to the Federal reserve agent either the notes them
selves or the lawful money to an equal amount.

Senator R e e d . That is the other end of it.
Prof. J en k s. The objection to that is this, that it is not going to 

be possible, if the business of that region is going on continuously 
in a normal way, with new loans made from day to day for the 
Federal reserve bank to turn back from day to day in cash or in 
those circulating notes all its obligations that are due, without call
ing loans; that would be a very undesirable thing to do. I should 
say here is the situation: You are loaning out through this regional 
reserve bank, an amount, possibly, three times the amount it is hold
ing in a gold reserve. It holds a certain amount in gold in reserve, 
and it loans three times as much in notes. And when you do that, i f  
there comes a day when there is rather more due than the usual 
amount it has to return either an equivalent amount of those notes 
or the gold, and it must contract the circulation, and it must contract 
credit by so doing.

Senator Reed. That is the very thing you propose.
Let us assume that a Federal reserve bank gives to the First Na

tional Bank of Omaha, we will say, $100,000 of money it issues upon 
the securities of that bank. That money is applied for and issued 
for 90 days. Thereupon the First National Bank of Omaha deposits 
with the Federal reserve bank of that region $100,000 of promissory 
notes, due on or before 90 days. The president of the reserve bank 
goes across the aisle to the Federal reserve agent and secures from 
him $100,000 in currency and loans it to the First National Bank of 
Omaha. Ninety days come around. The money is due.

The First National Bank of Omaha must pay that money. I 
would make it its duty first to pay it. At the end of that 90 days 
the reserve bank pays the reserve agent $100,000. I would provide 
that they should pay it out of these notes, and if they did not have 
enough of these notes on hand I would provide that then they should 
pay it in lawful money, and further provide that as rapidly as pos
sible it should substitute the circulation for lawful money. That 
makes an absolute retirement, I think.

Prof. J e n k s . As a matter of practical business, it is impossible 
for them to do it. That is for this reason: When the regional reserve 
bank turns over this $100,000 in circulating notes it sets aside a part 
of that amount in lawful money as reserve so those notes are covered, 
in the first place, bv the full amount of collateral and by the one- 
third reserve in gold. At the end of 90 days the bank has been doing 
business, and it has other commercial paper, and when this com
mercial paper becomes due, it ought to be allowed to substitute other 
paper and keep those first circulating notes out in circulation.

I f it has to pay those circulating notes off, either in gold or by the 
full amount of notes, then it has got to stop its loaning process, be
cause what it has is simply the $100,000 in commercial paper, and a 
third or a half in gold. It can not pay it all off without contracting 
loans, and if business is going on regularly, it must not contract 
loans.

Senator Reed. Of course, if they wanted to substitute new paper, 
it would all be merely a matter of bookkeeping.
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Prof. J en k s. That is it exactly.
Senator Reed. In that event the purpose is to keep $100,000 out------
Prof. J en k s (interposing). Yes.
Senator Reed. In that event, the process would be this: At the end 

o f 90 days they would send down $100,000 of new commercial paper, 
and thereupon the entry upon the books would be that this first 
$100,000 was paid. The entry upon the books would be also that the 
$100,000 had been paid through a reserve agent and paid in money 
o f this character, and that another $100,000 had been issued, and you 
would simply keep your books, and in that event you do not want 
to retire that $100,000 of circulation at all ?

Prof. Jen k s. Of course, you do not.
Senator Reed. And that provides a circulation, certain and abso

lute. This other method provides a currency which circulates from 
Omaha and finally gets to Kansas City. Ordinarily, that bank must 
not pay that, but send it for redemption. I do not see any reason for 
that. I confess I may be very dull, but I can not see the reason for 
that.

Prof. J en k s. The objection to your plan is this, that it is abso
lutely a business impossibility for the regional reserve bank to turn 
over to the Federal reserve agent at the end of that period either the 
notes or the cash, provided business is going on.

Senator Reed. Provided the notes are renewed, and their obli
gations------

Prof. J en k s (interposing). O f course, if they renew their obli
gations, and do it by bookkeeping, then I agree with you; I agree 
with that fully. If, however, you say they have to pay in actual 
circulating notes, or else in gold, then I should say you can not do it 
without contracting the credits, and that would hurt------

Senator Reed (interposing). Then suppose you said as often as 
any member bank shall pay to the regional bank the moneys it has 
obtained by way of discounts or advancement, the regional bank shall 
retire out of its own vaults an equal amount of the circulation?

Prof. Jen k s. That, I understand, is provided in the bill now.
It will do that, as a matter of fact, in order to keep its books 

straight with the Federal reserve agent.
Now, the other point is with reference to their sending back the 

notes which come in from other regions. Under those circum
stances, if you have one central bank, as I have provided in this 
bill, that would have to be eliminated, I should think.

Senator Reed. What is the use of it, anyway ?
Prof. Jen k s. The use of it is this, I think: I do not think it is 

absolutely essential, but it would tend to encourage the different 
banks to call those notes in. The reason is this: Under the present 
bill there is a possibility of one regional reserve bank making more 
profit than another regional reserve bank, and it will be making 
those profits, to a considerable extent, by the circulation of its own 
notes.

Now, if it follows that it can make more profit by getting its 
rivals’ notes out of the way and getting more of its own notes out
standing, it will, of course, do that.

Senator Reed. And that will be not because you demand it, but 
because they want to do it ?
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Prof. J en k s. Yes; because they want to do it. It is more desirable, 
so far as you can, to make the banks want to do what you want them 
to do. On the other hand, if you make a central bank like this I 
have suggested, it will not make the slightest difference to them 
what notes are out.

Then, I think, along that line it is more important that you leave 
the legal-tender feature out, and make these notes less desirable than 
lawful money—I should not allow the bank to hold them as reserves; 
and I think you should do everything that you can to encourage the 
State banks and the trust companies to come into this system, so 
that they will not be using these notes for their reserves, and make 
those notes relatively more undesirable than “ lawful money.” Then 
the bank will put these notes out, to be returned if it wants to con
tract its circulation, and it will hold in its own vaults always the 
gold and the lawful money and the greenbacks or the silver certifi
cates, and things of that kind, and these will be sent back—and 
that is desirable.

Senator Reed. Y ou  would not provide for some legal tender be
sides gold?

Prof. J en k s. We have now. The silver certificates are legal 
tender; the gold and the gold certificates and the silver and silver 
certificates.

Senator Reed. Well, gold certificates are not legal tender.
Prof. Jen k s. Oh, yes; that is true. I spoke carelessly. I could 

put in here [indicating] a provision allowing the gold certificates 
to stand for gold.

Senator N e l s o n . Gold certificates are not legal tender. The only 
legal-tender money we have now is the gold and greenbacks and 
national-bank notes.

Prof. J en k s. And silver dollars. Yes; I think you are quite right.
Senator H itc h c o c k . I s the silver dollar a legal tender to an un

limited amount?
Prof. J en k s. I believe it is at the present time.
Senator Reed. Here is what it says on one of these gold cer

tificates :
This certifies that there has been deposited in the Treasury of the United 

States twenty dollars in gold coin, payable to the bearer on demand.
Prof. J en k s. Well, that is not legal tender. I would make them 

available for reserves in these banks.
Senator Reed. You would?
Prof. J en k s. The gold certificates; I would accept them instead 

of gold, surely. I think that in drafting this bill I did not cut out, 
as I should have done, the provision with reference to the different 
banks, and I will do that to-night.

Senator W e e k s . There is every reason for doing that.
Senator Reed. Yes. Now, suppose we set up a system; we are 

anxious to get all of the banks of the country into it. We provide a 
currency which is not receivable as reserves in our system of banks; 
but the States allow it to be used as reserves in the State banks. Now, 
is there not a reason for a bank not to come in?

Prof. J en ks. I do not think that is a material thing at all. I 
think that the additional safety and the additional excellence would
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far more than offset any disadvantage that might be in the minds 
o f the good bankers that are expected to come into the system.

Senator Reed. I want to ask if there would be anything done 
under this bill that would make it impossible or impracticable for this 
system to go to the aid of another system, thus forcing the banks 
that are not in—or preventing them from getting the aid of this sys
tem through a member bank ?

Prof. J en k s. I do not know of any way by which that can be abso
lutely done; no. As a matter of fact, I think that the feeling that 
they had to do it secondhand and through a memebr bank—I think 
a member bank would hesitate a little, in many cases, to give the 
accommodation like that to those who are not in the system.

Senator Reed. Perhaps the fact that there would be an additional 
“ rake-off ” to member banks would make a difference.

Prof. J en k s. Yes; I think so.
Senator N e l s o n . Prof. Jenks, you understand that the Bank of 

England intends to regulate the infrow and outflow of gold by its rate 
of discount, do you not ?

Prof. Jen k s. Yes.
Senator N e lso n . Now, do you think we could do the same thing, 

in a measure, in this country ?
Prof. Jen k s. Yes; I think so.
Senator N elso n . But could we not do it better— could we not regu

late the inflow and outflow of gold better if we had one central insti
tution ?

Prof. J en k s. I think so. I think we could do it much better.
Senator N elso n . By one central bank we could come nearer regu

lating the inflow and outflow of gold, could we not?
Prof. Jen k s. Much better, I think.
Senator N e lso n . That is the way it looks to me.
Senator H itc h c o c k . Prof. Jenks, under the plan you propose, 

what would be the size of the New York branch, say?
Senator N elso n . He proposes one bank only.
Senator H itc h c o c k . I know; but there are different branches. I 

want to get some idea of the relative size of these different branches.
Prof. Jen k s. I think I have the figures made out in my portfolio 

that I could look up and give to you.
Senator N e lso n . These branches would have no capital.
Prof. J en k s. N o ; not necessarily.
Senator N e lso n . Not under your plan.
Prof. Jen k s. Well, in the plan I propose it will be left to the 

Federal reserve board to determine how much of the reserves should 
be in every one of these regional banks, and of course none of those 
branches would have any separate capital.

Senator H itc h c o c k . Your Federal reserve board would order cur
rency shipped from branch to branch or gold shipped from branch 
to branch, would it not ?

Prof. J en k s. I f  necessary; or it would, in most cases, simply ar
range by a matter of bookkeeping, giving credit and charging. But, 
whenever necessary, they would actually transfer the gold.

Senator H itc h c o c k . It would be necessary to make actual trans
fers from time to time, would it not?

Prof. Jen k s. From time to time, it would; yes.
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Senator H itc h c o c k . For instance, the New York branch might be 
required to redeem many of these notes outstanding?

Prof. J en k s. Probably it would.
Senator H itc h c o c k . And when it made a redemption it would use 

the gold in its own vaults to do so, I suppose?
Prof. J en k s. Yes.
Senator H itc h c o c k . And then it would send those notes to Wash* 

ington, would it not?
Prof. Jen k s. It would send those notes to Washington, or wherever 

the Federal board directed it to send them, if those notes were re
deemed the country over at the same time, so that it would not con
tract the currency. The probability is that, in most cases, it would 
depend upon whether they followed Senator Nelson’s suggestion as 
to the absolute destruction of those notes. I f  so, those notes would be 
sent to Washington, to the Federal reserve board, and then be de
stroyed. Otherwise they would be required to report from day to 
day how many of the notes they had redeemed; and those would be 
set aside and they would be credited accordingly. I f  they used up 
their gold reserve to a certain extent in that way that would have to 
be replenished, either from Washington or from other banks that 
were not redeeming notes to so great an extent.

Senator H itc h c o c k . The Federal reserve board would have tele
graphic reports each evening from all of the branches all over the 
country indicating the condition of the branch, would it not?

Prof. Jen k s. Presumably it would.
Senator H itc h c o c k . And it would itself be advised of the ebb and 

flow of exchange in various parts of the country, would it not?
Prof. J en k s. Yes.
Senator H itc h c o c k . And it would know the amount of paper re

discounted at any branch?
Prof. J en k s. Absolutely.
Senator H i t c h c o c k . And the number of notes redeemed at any 

branch ?
Prof. Jen ks. Yes.
Senator H itc h c o c k . And the amount of cash 011 hand at any 

branch, and the character of that?
Prof. J en k s. Yes.
Senator H itc h c o c k . So that it would have under its control the 

absolute disposition of the exchanges of the country and the money 
of redemption?

Prof. Jen k s. Absolutely; yes.
Senator H itc h c o c k . I understand that you advocate the idea that 

the capital of this bank should be subscribed for by the various 
banks ?

Prof. Jen k s. That is, they should be given the first choice. I f 
they did not take $100,000,000 of the. stock I would open it up to 
private subscriptions.

Senator H itc h c o c k . Would it be of advantage to this country to 
prohibit banks from subscribing to this capital and having it sub
scribed outside of the banks, so that $100,000,000 would actually be 
added to the banking capital of the country ?

Prof. J en k s. I have heard that suggested, but I do not think that 
is necessary or desirable.
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Senator H itc h c o c k . Would it not actually strengthen the banking 
situation of the United States and improve the security of every 
depositor if we added one-tenth to the banking capital of the United 
States ?

Prof. J en k s. I do not think it would do so materially. I think 
there is plenty of capital now to secure those deposits. I think what 
Secures deposits is not the amount of capital that might be sub
scribed that way, which would be money taken out of other banks, 
and money taken out of other business. What secures deposits is 
good management and the proper disposition and handling o f the 
reserves.

Senator H itc h c o c k . Well, if  you take, say, $5,000 in capital out 
o f a small community, where it is earning perhaps 10 per cent, and 
send it to a center, where it would earn 5 per cent, have you not 
destroyed or impaired the efficiency of that $5,000 capital to that 
extent?

Prof. Jenk^ I do not think so; because, in putting it into the 
central bank in this way you are giving that small locality certain 
advantages which it does not have—enough to offset any disad
vantages that might result.

Senator H itc h c o c k . But suppose you give that small community 
those advantages by bringing that money from some other place 
where there is a surplus. The small community does not make the 
sacrifice and it gets just as much advantage as if the money came 
from there.

Prof. J en k s. But if that bank in that small community subscribes 
to the central bank, the presumption is that that bank is now large 
enough to do its business fairly well, and do it well enough, and 
there is no reason why you should ask people in that community or 
elsewhere to draw money out of that bank and send it in to sub
scribe to the capital of this central bank, or draw money out of other 
lines of business when you can give that bank advantages enough to 
make it afford that subscription. I f  you can not do that, the bank 
will not subscribe to the central bank.

Senator H itc h c o c k . Well, if you allowed the $100,000,000 to be 
subscribed outside of the banks, would it not follow that that 
$100,000,000 would come from other sources, where there is an excess 
o f capital, and where the money is now earning a small rate of inter
est, and thus, instead of taking it from a place where it is earning 
a high rate of interest, you would draw it from those sources where 
it is earning only a small return? You would be getting it from 
comparatively poor people, who now have no good means of making 
a good investment, instead of taking it from people who have their 
capital all actively employed.

Prof. J en k s. It might come very well from that source. I think 
if  you opened it to public subscription it would be to a considerable 
extent a matter of sentiment that would bring it into the subscrip
tion ; and I do not believe that any great proportion of it would be 
taken from poor people who desired to invest small amounts. It 
might be that some persons would sell Government bonds and put 
the money into the capital of this bank.

Senator H itc h c o c k . Personally I know a good many people who 
have a little money to invest: and where a man has only $1,000 or
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$2,000 to invest he is afraid to invest in some securities; and he 
would be the one that would be likely to go into it.

Senator R eed . I think it would be snapped up by people who were  
afraid of banks and by people who have no means of investing; and 
they have $1,000 that they put in a bank and get 2 or 3 or 4 per cent 
interest on it. That, of course, would come out of the banks. I  be
lieve that $100,000,000 would be subscribed in 30 days by the public.

Senator H itc h c o c k . I think so, too, from the very class of people 
that we want to get interested in the Government.

Prof. J e n k s . My personal opinion of that I  have already given. 
I think it would affect the efficiency of your system materially.

Senator N e l s o n . It would give a better rate of interest than rail* 
road bonds, which do not pay 5 per cent sometimes.

Prof. J e n k s . That is true.
Senator R eed . I have not felt satisfied. Prof. Jenks, that anybody 

yet has answered the objection that I raised, that it is the creation of 
a bank charged with the duty of maintaining the reserves for the 
other banks in the vaults of that bank; and the Vanderlip plan was 
to permit the obligations of the United States to be thrown upon the 
market for the purpose of maintaining that reserve.

Now, I do not want that burden shifted onto the United States. I 
do not want the banks of New York to say, or the banks of Kansas 
City or any other place to say. “ We need $10,000,000 of gold.” I f 
we do deplete this over there, the Government bonds are there, and 
under the law this board must put them upon the market. It would 
be a condition whereby a great bank—and I would like Senator Bris
tow particularly to listen to this—whereby a great bank that wanted 
to act in a selfish and mean way could force Government bonds on the 
market at any time that it wanted to do so.

Senator B r is t o w . Well, if that danger is in the bill, let us take  
it out.

Senator R eed . I am talking this proposed Vanderlip plan.
Senator B r i s t o w . I know. I f that is there, let us provide against it.
Senator R eed . I do not know how you will do it.
Senator B r is t o w . We will do that. We will require the banks  

to provide the reserves.
Senator R eed . In one case you will compel them to tear down their 

own house if they do this unjust thing and to tear down a reserve 
which they themselves must help maintain. But in the Vanderlip 
plan, just as surely as the sun rises, there is this thought:

The Government creates a hank out of the Government’s money and the 
peoples’ money, and they put into that bank Government bonds, and every time 
the gold gets low those bonds must be used to reinstate that reserve. Therefore 
any bank can go on and do business to suit itself, and a combination of banks, 
if they wanted to, could force the issuance of bonds at any minute.

Senator B r is t o w . Well, Senator Reed, of course I  do not think 
there is any danger. B u t to remove any possibility of it we can put 
a provision in the bill requiring the banks to maintain the gold 
reserve under conditions similar to those you describe just the sam e  
as------

Senator N el so n  (interposing). Mr. Chairman------
The C hairm an . The Senator from Minnesota.
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Senator N e l s o n . I ask that the bill, with the amendments Prof. 
Jenks has suggested, be printed confidentially for the use of the 
committee.

Senator H it c h c o c k . It need not be in confidence, need it ?
Senator R eed . With the parts he has added and the changes he has 

made indicated in the printing by different type.
Senator N e l s o n . Yes; in different type. The provisions of the 

original text of the bill can be printed in roman, and his suggestions 
can be printed in italics, and what is eliminated can be stricken out.

The C h a i r m a n . Is it the pleasure of the committee that his amend
ments to the bill be printed in the hearings, or separately for the 
use of those who desire to have it as a separate bill? The latter 
would seem to be better.

Senator B r is t o w . That is all right.
Senator N e l s o n . And that the changes be shown by different type, 

as I have indicated.
Senator R eed . Let us also have the Vanderlip draft printed in the 

same way.
Senator N e l s o n . Mr. Vanderlip has not submitted a form of bill.
Senator R eed . That is true.
Prof. J e n k s . Mr. Chairman, if I may keep this bill with my amend

ments indicated until to-morrow morning, I  should like to put it in 
better shape.

The C h a i r m a n . Very well, the committee will have it printed when 
you have corrected it.

Senator N e l s o n . That bill is imperfect. It does not provide 
directly the steps by which the corporation is formed.

Prof. J e n k s . Mr. Chairman, if there are no further questions by 
members of the committee, I should like to take five minutes more to 
suggest one other point that is a little different from this bill as I 
fiave read it here.

The C h a i r m a n . What is the pleasure of the committee? In the 
absence of objection, you may proceed, Prof. Jenks.

Prof. J e n k s . What I was going to suggest was this: If, as a prac
tical matter, it should not seem possible or desirable to establish a 
central bank, I think that many of the same results could be accom
plished by increasing the powers of the Federal reserve board in sim
ply two sections of the House bill, with here and there a few verbal 
changes in other places. There is often a great deal of difference 
shown in our own mental attitude, even by the use of the terms we use.

Now, I am not proposing to put on a central Federal reserve bank 
here and simply disguising the name; but we can really accomplish 
many of the results desired by making a few changes in the Housem

I would suggest, for example, in section 7, where provision is made 
for the division of earnings, that this be inserted:

In the calculation of surplus and profits the total capital and business of all 
the Federal reserve banks shall be reckoned by the Federal reserve board as 
united into one fund, arid such surplus and profits shall be distributed among 
the Federal reserve banks in proportion to their capital stock.

We would then practically unite all of the interests of the dif
ferent Federal reserve banks as regards their profit. Then in the 
section that provides the powers of the Federal reserve board, sec
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tion 12, I would amend paragraph (b) so that it would read in this 
way. The powers of the Federal reserve would be:

To direct, at their discretion, the administration of the reserves of the Fed
eral reserve hanks, all such reserves to be considered as one fund, and to be 
distributed among the Federal reserve banks by the Federal reserve board so 
as best to promote the safety of the banking system and the interests of the 
whole country.

To this end, they may also require the Federal reserve banks to rediscount 
the discounted prime paper of other Federal reserve banks. The exercise of 
this compulsory rediscount power by the Federal reserve board shall be sub
ject to such interest charge to the accommodated bank as the board determines.

Then I would add, at the end of section 12, as follows:
The Federal reserve board shall have no dealings with the public or with 

the member banks except through the supervision and control of Federal reserve 
banks.

Then add, at the end of section 13, the following:
4. The chairman of said advisory council, or, in his absence, the vice chair

man, may attend any and all meetings of the Federal reserve board and take 
part in its proceedings, but without vote.

The first two amendments I have just suggested would give the 
Federal reserve board the two powers that seem to me most essential. 
It gives to them the absolute immediate control of the reserves, just 
as the central bank would have. And it would also unite the in
terests of all the different Federal reserve banks as regards the hand
ling of the capital and as regards the profits.

Those two things would in themselves go a long way toward the 
central-bank idea. I should prefer the central-bank idea, other 
things being equal. But if that should be impracticable, I think 
these amendments would be desirable.

Senator R eed . Will you. Prof. Jenks, add at the end of the 
amended bill which you have first suggested, these amendments?

Prof. J e n k s . I w iil pu t these in also.
The C h a i r m a n . Y ou can put that in  as an alternative suggestion 

at the end of the bill you first suggested.
Prof. J e n k s . Yes; as an alternative suggestion.
The C h a i r m a n . And when you have finished your copy showing 

your proposed amendment, we will have it printed.
Senator H it c h c o c k . I move that we adjourn until 10.30 o’clock 

to-morrow morning.
Senator B ristow7. Mr. Chairman, Senator Shafroth, Senator Reed, 

and myself have a very important committee meeting to-morrow 
morning, which we have postponed for a month now, and it is neces
sary for that committee to meet in order to provide funds to run this 
committee. It is the Committee on Audit and Control of Contingent 
Expenses of the Senate.

Senator P o m e r e n e . Prof. Jenks, we were discussing the question 
o f a graduated discount rate, and in answer to a question by Senator 
Hitchcock you made a statement somewhat to the effect that you 
would make the discount rate dependent upon the reserves?

Prof. J e n k s . Yes.
Senator P o m e r e n e . What do you mean by that; by what rule?
Prof. J e n k s . As the reserves grow lower—for example, suppose 

your reserves have been running at 50 per cent and there has been 
not so much call for money from these different banks.
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Senator P o m e r e n e . Do you mean, now, the cash reserves ?
Prof. J e n k s . The reserves in the regional reserve bank, yes; and, 

of course, they know what the conditions of all of the other banks 
are—the member banks. Suppose now their reserves have been run
ning at 50 per cent, there has not been much demand for money, and 
the banks that come in for rediscounts have not demanded much. 
So they let them have rediscounts for 3 per cent. Then business gets 
stimulated. The reserves drop to 40 per cent; they are getting 
toward 35 per cent; and the business demands of the country are such 
that the banks are eager to get accommodations and the regional 
bank has lower reserves; it would then push up the discount rate to 
4 and 5 per cent and even more.

Senator P o m e r e n e . That is, making your discount rate depend 
upon the amount of money you have on hand, rather than the demand 
there may be for money?

Prof. J e n k s . No; it amounts to this: The amount of money you 
have on hand is dependent almost entirely on the demand outside "for 
it. I f  a bank wants to strengthen its reserves, what does it do? It 
discourages people from taking loans, and it “ salts” its reserves 
down in its vaults.

Senator P o m e r e n e . Oh, yes; I  think I catch your point on that 
now.

(The chairman of the committee presented the following docu
ments for insertion in the record:)

A. T. B o w e n  & Co., B a n k e r s ,
New York, October 1.8, 1918.

Hon. R obert L . O w e n .
D k a r  S i r : I attended the monetary conference at Earl Hall, Columbia Col

lege, October 15, and heard Mr. Joseph T. Talbert, vice president of the 
National City Bank, talk about the receipt and collection of bank checks. He 
said that it cost the New York City banks more than $2,000,000 a year to col- 
collect country bank checks, and that it was honest, just, and fair to make a 
charge to the holders of these checks— at least as much as it cost the banks; 
that thepe checks were generally sent out to avoid the premium charged by 
country banks for drafts on city banks; that if the drawers of said checks 
wanted to make remittances they should go to their country bank and buy 
drafts on city banks. That the charge for exchange on drafts and checks and 
for collecting country checks, was as just and fair as the charge for interest 
on money loaned. That there was just as much reason to say that banks 
should loan money without interest, as that they should collect country checks 
without charge.

Now, I don’t doubt, but Mr. Talbert believes what he said. He has been 
trained that way, he has expressed his opinion that way so often that he 
really believes it is the truth. It is the same old song, but it is a very poor 
one. It seems to me that anyone who looks at the check business with an 
unbiased mind from all sides, will see that Mr. Talbert is wrong.

Delphi, Ind., is my native town, where my father had been transacting a 
banking and other business for 53 years prior to his death in 1890. I came to 
New York in 1892, but Ftill continue the banking business at Delphi.

Scon after coming to New York I was in the Ninth National Bank and con
versing with H. II. Nazro, the cashier. He s?tid: “ Why, people come in here 
with $10,000, $15,000, and $20,000 worth of country-bank checks and want us 
to give them credit for them; no bank can afford to run that way; why, we 
have $500,000 of our money in country-bank checks all the time.” I snid, “ You 
just look at that from one side, Mr. Nazro; you have some $8,000,000 or 
$9,000,000 of the people’s money on deposit all the time, perhaps one-half of 
it drawing no interest and the other half not to exceed 2 per cent; why is 
that money kept on deposit with you for so little interest when it could readily 
be loaned"at 5 to 6 per cent? It is because the depositors can draw their 
checks against such deposits and send them all over the United States and pay
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their bills with them without cost or expense or friction, and these checks 
are taken up by the banks throughout the United States with their own 
money, usually at par, and sent back to New York and deposited. Now, if it 
were not for the bankers and the people receiving your checks, instead of de
manding the money due them, and keeping the checks afloat, you would not 
have half the deposits you now have. Now, out in Indiana we have been 
taking checks on New York banks at par for more than 40 years and sending 
them back to New York for deposit, and the New York banks have never fur
nished us one dollar of money to help do such business.” lie replied, “ Well, 
you find your New York exchange when you get it very available, don’t you?”
I answered, “ Well, we find it about this available: We have sold New York 
exchange to our customers at par for more than 20 years. Whenever there is 
a large corn, wheat, oats, or hog crop to be sold it is largely paid for in New 
York exchange, for a large part of which the money is wanted by the holders 
of the New York exchange, and we soon run out of money and have to send 
New York exchange away and have money shipped in by express at not less 
than 40 cents per $1,000. Then, after losing our time, trouble, interest on our 
money, and express charges, we are just back where we started from. Then 
when our checks are presented (in volume less than one-fourth of the New 
York checks presented to us and handled by us without charge) to New York 
banks, instead of treating them in the same courteous manner, they tell the 
holders they can not afford to handle them without pay, although we are at all 
times willing to pay them in New York exchange at par on presentation.” He 
made no reply.

Now, Mr. Talbert estimates that the banks in the United States having $17,- 
000,000,000 on deposit would have $850,000,000 of checks constantly outstanding. 
He estimates it costs the banks $8,675,000 a year to handle these checks, which 
he thinks would be a great burden unless they got paid for it. Now, what does 
$850,000,000 of checks constantly outstanding mean? It means that the banks, 
at least, have constantly the use of $850,000,000 of the people’s money (worth 
5 per cent interest, or $42,000,000 per year) on which they pay little or no 
interest. It really means they have the use of a much larger amount at a very 
small rate of interest. Paying and collecting the checks and keeping account 
of same is the principal part of the work the banks do for the depositors. If 
it costs $8,675,000. or even twice that sum, to get the constant use of $850,000,000, 
worth even, say, 4 per cent, or $32,000,000 a year, is it not a good paying 
business? But it means much more profit than that; it means that the banks 
have $17,000,000,000 of deposits, on which (if I remember correctly the state
ment compiled by the Comptroller of the Currency a few years ago for the 
Monetary Commission, which report I have in Indiana, but not hero) they pay 
interest to the depositors averaging less than l i  per cent. Can not the banks 
well afford to do $8,675,000 worth of work for said depositors in handling their 
checks, or two or three times that amount of work if necessary?

I believe debts should be paid at 100 cents on the dollar and not at 99f cents, 
or any other fraction of a cent less than 100 cents. If debts are to be paid at 
100 cents ov the dollar, then the medium of exchange in which they are paid, 
whether it be currency and coin or checks, must be handled by the banks and 
the people without charge or immediate profit. Checks can be handled by the 
banks at par at less expense and with more profit in the way of increased 
deposits and interest on same than currency or coin. All checks can be paid 
by banks in New York exchange at par with less expense and less liability 
of making mistakes, and more chance of getting same corrected when made, 
and with more profit than with currency or coin.

I believe banks have a right to charge a premium for New York exchange if 
they so desire: I believe banks have a right to receive money on deposit arid 
charge exchange or discount or a premium for paying checks drawn on same, 
providing there is a clear understanding to that effect when the deposit is made, 
but I do not believe it is an honorable business for a bank to receive money on 
deposit and inform the depositor that his checks are worth par or can be used 
any place, and then when presented by mail refuse to pay them at par in 
exchange which the holder can use at par. I believe that whenever the banker 
receives deposits and makes such representations to the depositor he is in 
honor bound to see that the party or parties receiving such checks lose nothing 
in so doing.

About 9 or 10 years ago we got all our certificates of deposits and checks for 
the bank at Delphi printed payable in New York exchange and a contract printed 
on the pass book's that the deposit should be paid in New York exchange, giving
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no option to the depositor to demand payment in money. There were then two 
other banks in Delphi and they both refused to take New York exchange for the 
checks they received on our bank or to give New York exchange for the 
checks received by us on them. I tried various methods to try to give and 
receive New York exchange instead of money for several months. I had talked 
with several bankers before as to whether it would hurt the business to get 
obligations printed payable in New York exchange and then refuse to pay 
money for them; some thought it would, others that if we did we would lose 
a lot of deposits, and others didn’t know. Well, after trying it for several 
months and making no headway, both the cashier and the assistant cashier of 
our bank said, “Well, you might as well give that up; you will never get 
either of those banks to either give or take New York exchange, as they are too 
stubborn.” But I said, “Well, it don’t look very encouraging, but I will try 
it a little longer.” It was but a few months longer when they were both giving 
and receiving exchange with but little friction. That greatly reduced the 
amount of money necessary to be kept in our safe. We have kept up the prac
tice ever since, and for the past 7 or 8 years have generally carried less 
than 1 per cent of our deposits in idle cash in our safe, instead of about 8 
or 9 per cent carried by the average country national bank.

We have given our depositors what we have saved by the more economical 
use of idle money, in the way of increased interest on deposits. Our deposits 
have increased in the past 8 years as much as those of all the other 12 banks 
and trust companies in the county combined.

Our deposits now (in a town of a population of 2,161) are larger than those 
of any other private bank in Indiana, larger than any private, national, State, 
or savings bank or trust company in any town in Indiana with not more than 
twice the population of Delphi.

I believe the part of section 17 of the proposed new bank law requiring 
Federal reserve banks to receive checks on deposit at par will, if it becomes a 
law, do much good, And if it brings about the result of inducing all banks 
in the United States to receive at par all checks which can fairly be used at par 
and refuse to receive at any price those which can not be fairly used at par, 
in a few years those bankers who met in Boston a few days ago will have their 
deposits so increased that they will be well satisfied with the change.

If you read this letter and are interested in it, please let me know and, if 
you desire it, I can give you many more details in the same line, and if you 
think these ideas are of no value, please also let me know by return mail, and 
oblige,

Very truly, yours, A b n er  T. B o w e n .

[Extracts from the Boston Journal, October, 1913.]

THE CURRENCY BILL.

To the Editor of the Boston Journal:
Senator Owen, at the City Club last evening, presented the spectacle of a 

magnificent, splendidly magnetic, and supremely skillful avoider of issues. His 
side-stepping was superb. When he was asked where the gold was to be found 
to secure the proposed currency he not only confused gold reserve with gold 
cf^t’ fion+es and asserted that the existing gold reserve constitutes an idle and 
useless fund, but made the astonishing statement that there is on deposit in 
the banks of the United States 1,100 million dollars in gold.

When one of the most eminent, if not the most eminent, of New England 
financiers, a man whose advancing years only add to his already amazing 
record of public service and testimony to his great mental and moral equipment, 
asked the Senator from Oklahoma why it would not add to the admitted value 
of the currency measure to put the Federal reserve board on a plane similar 
to that of the Supreme Court, the members of which are appointed by the 
President for life, Mr. Owen replied with deplorable flippancy, “ Men live too 
long.” He elaborated this remark by a fatuous statement that age brings in
firmity, and each failing that he mentioned in his enumeration was only saved 
from being an insult because it was ludicrous in contrast with the brilliancy 
of the venerable questioner. He did not specify which of the mature minds 
which do honor to the Supreme Bench is so afflicted. He admitted with be
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coming humility the excellence of that body for its purpose, without calling 
attention to the interesting fact that the Supreme Court is composed of lawyers 
to interpret law, whereas the proposed reserve board is to present the edifying 
spectacle of supreme power in American finance administered by political ap
pointees who may or may not have had, with one exception in seven, any pre
vious experience in the intricate and delicate business.

Mr. Owen cogently deposed that although one bank may and does handle 
with reasonable efficiency the business of a Germany, a Great Britain, or a 
France, yet any of these nations could be set into the Empire State of Texas 
without causing a tightening of its boundaries. There was, of course, no men
tion of the comparative volume of business handled.

It is small wonder that the sober business minds of America are brought to 
a pause when matters of so great and vital importance are intrusted to men 
who bring to their stupendous task flippancy when they see, charged with the 
mission of defense and explanation, an artful dodger.

X. Y. Z.
B o s t o n ,  October 24, 1918.

THE CURRENCY BILL.

To t h e  E d i t o r  o f  t h e  B o s t o n  J o u r n a l :
Perhaps I may be permitted to illumine the subject of the currency discussion 

at the City Club and the issue raised by your correspondent in Saturday’s paper 
who signs X. Y. Z.

While statements can not be made too strong in protest against political con
trol of all our commercial credits and banking and currency issues. I think it is 
due to Senator Owen to say that the question I presented to him at the City 
Club as to where the gold was to come from to back up the proposed currency 
scheme was more embarrassing than would appear on the surface.

Gold discount markets are very little understood. England has maintained 
her financial supremacy and her gold base by an international discount market, 
in which between 2,000 and 3,000 millions in short-term bills are always in Lon
don as the financial center of the world, and these can command gold, or the 
cotton, coffee, and o'her merchandise behind them can be sold right out of the 
warehouse for gold, in any quarter of the world.

It is this gold base in the international bill market that gives London com
mand of the gold without having it either in the Bank of England or even in 
the island of Great Britain. In the past few years Berlin, Paris, and Vienna 
have started to set up discount markets of their own to rival England, but alto
gether, outside of London, they can not get in Europe one-half, and possibly 
not one-third, the strength of England. Indeed, the Reichsbank of Germany is 
continually buying bills in London in the vain hope of being able to command the 
London supply. But she makes little progress in getting the gold into her own 
country, for the moment she calls for gold in payment of bills London demands 
the goid from South America or some other quarter doing business with Ger
many, and there is an immediate offset.

Now. the question I put at the City Club to Senator Owen was: “ Where are 
you to get your gold upon which to bank your currency legislation? You do 
not command it of the banks. The United States Treasury has not more than 
$100,000,000 of free gold and the discount market from which you expect to get 
it is yet to be established. Whence, therefore, will come your gold basis?”

Senator Owen responded most eloquently that there was a billion of gold in 
the United States Treasury. Of course, everybody knew that this was ware
house gold, but most people do not know that $700,000,000 of the warehouse 
certificates are in the pockets of the people. In fact, anybody carrying $25 and 
$50 in his pocketbook will usually find a majority of it gold certificates. Not 
one person in a hundred ever notices that the majority of his pocket money 
is in reality gold, title to which he holds through a warehouse certificate in
stead of a banking certificate.

Senator Owen further claimed that the banks will put in gold and that the 
ability of the Government to command gold should not be questioned.

This is what your correspondent calls “ side-stepping.”
Senator Owen could not, of course, explain from that platform that he has 

in mind a plan for the issue of Treasury gold notes to take up both the green
backs and the gold certificates, which he later explained to me and which, if it
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were inaugurated by the Congress of the United .States in connection with its 
currency legislation, would put a back-log of gola under our banking discount 
and currency system that would make the United States invincible before all 
the world in any expansion that might be projected from such a gold base, for 
under Senator Owen’s plan more than one-sixth of all the money gold in the 
world might find free lodgment in the United States Treasury to be used only in 
stress or necessity, when the Treasury might have to come, in the form of gold 
notes or gold metal, to the support of the national banking system.

In England the first thing the governor of the bank does in time of financial 
peril is to get the authority of the prime minister to suspend the bank act, which 
means power to issue unlimited Bank of England notes upon the existing 
reserve, to stay the hand of panic or financial fright.

1 write this in justice to Senator Owen, to whom the members of the City Club 
should be doubly grateful for his acceptance of Mr. Winship’s invitation to 
address them and discuss any problems in connection with the proposed cur
rency legislation they might present.

Very truly, yours, C l a b e n c e  W. B a b b o n .

B o s t o n ,  October 27, 1918.
(Thereupon, at 4.35 p. m., the committee adjourned until to-mor

row, Tuesday, October 28,1913, at 10.30 o’clock a. m.)
(The further proceedings of the committee were had in executive 

session.)
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National system necessary, Dawson, A. F__________________ in, 2087, 209&
Reforms needed, Fowler, C. N_______________________________ 11,1917-1931

Some Facts versus Fallacies in Banking Reform, by A. J. Frame. 1, 730-738
Statement relating to general system, Conant, C. A__________11,1379-1407
Suggestions for system, Sprague, O. M. W -------------------------------- 1, 555-558
Supervision by Government, Gilbert, Alexander_________________ m, 2S22

Banking Reform in the United States, by O. M. W. Sprague_____________ 1, 555
Banking system, Present:

Advantages of—
Berry, W. H_______________________________________________1, 566-567
Comstock, A. II___________________________________ 11,1050-1051,1058

Frame, A. J____________________________________________________  t, 70J>
Kenaston, F. E________________________________________________11, 969

Amendments to—
Claflin, John___________________________:________________________1, 547
Daniel, T. C____________________________________________11,1172-1173
Wexler, Sol____________________________________________________ 1, 336

Competition under, compared ŵ ith European banks, Untcrmyci\
Samuel___________________________________________________________1, 836

Currency, elasticity—
Fisher, Irving_____________________________________  11,1138-1139,1141
Frame, A. J__________________________________________________ _ 1, 690

Defects—
Baldwin, W. W ____________________________________________ m,2131

Bassett, J. C___________________________________________  11,1670-1671
Berry, W. II_______________________________________________1, 562-56$
Bucholz, W. H______________________________________________h i, 2428
Cannon, J. G________________________________________________m , 2170
Claflin, John_________________________________ _________________ 1, 546
Dawson, A. F__________________________m , 2084, 2085, 2088-2089, 2099
Fisher, Irving_____________________ 1, 803-807 ; 11,1130,1138-1139,1141

Forgan, J. B-----------------------------------------------------------------------------  1, 27
Frame, A. J___________________________________________________ 1, 686
French, Nathaniel___________________________________________ in, 2070
Frenzel, J. P____________________________________________11,1628-1631
Gilbert, Alexander____________________ ______________________iei, 2752

Hepburn, A. B_______________________________________________ t , 30
Jenks, J. W_________________________________ in, 2552-2553, 2614-2615
Kent, F. I__________________________________________________m, 2977
McMorries, Edwin______________________________________ 11,1589,1590
Montgomery, S. B__________________________________________ in, 2193
Rhodes, Bradford___________________________________________ in, 3004
Scott, J. T___________________________________________________ ii,1649
Simmons, W. D______________________________________________in, 2484
Sprague, O. M. W_________________________________ 1, 358-361, 512-513
Swinney, E. F_______________________________________________111, 2041
Vanderlip, F. A______________________________________________in, 1947

Wexler, Sol___________________________________________  1,71,74,75,77
Willis, 11. P------------------------------------------------------------------m,3084-3085

Favorable to—
Dawson, A. F------------------------------------------------------------------------ in, 2083
Gilbert, Alexander-------------------------------------------------------- 111, 2815,2817
Lassen, A. C----------------------------------------------------------111,3114,3115,3m
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Banking system, Present—Continued. Page.
Improvements suggested, Ailing, N. D__________________________  1,407-408

Objections, Moehlenpah, H. A____________________________________ n, 1564
Rediscounting, Fowler, C. N_________________________________ ii, 1888-1890
Relation of financial interests to banks, Untermyer, Samuel________i, 830
Reorganization not necessary, Hulbert, E. D______________________ii, 1123

Reserves—
Berry, W. H___________________________________________________ 1,600
Dawson, A. F_______________________________________________ in, 2111

Statements relating to—
Berry, W. H___________________________________________________ i, 596
Fisher, Irving______________________________________________ i, 803-807

Tables—
Comparison of Owen bill and present law__________________ i, 613-617
Showing conditions, June 30, 1912______________________________ i, 563

Banks:
Tables—

Aggregate loans, resources, capital, and deposits for fiscal years 
1908 to 1912, of banks reporting to Comptroller of Currency, iii, 2189 

Comparison as to earning capacity under present law and under
proposed bill--------------------------------------------------------------- iii, 3130-3132

Estimated effect of provisions of proposed bill upon banking
interests--------------------------------------------------------------------- i i i ,  3132-3138

Summary of reports of condition of 25,195 banks, etc., June 14,
1912__________________________________________________ i i i ,  2188-2189

Barry, David (cashier, First National Bank, Johnstown, Pa.) :
Testimony_____________________________________________________  i i i ,  2321-2334

Reserves, Federal Reserve Banks-----------------------------------------i i i ,  2321-2334
Bassett, J. C. (president, Aberdeen National Bank, Aberdeen, S. Dak.) :

Testim ony---------------------------------------------------------------------------------- i i ,  1657-1682
Banking system, Present, defects------------------------------------------ i i ,  1670-1671
Checks and drafts, exchange at par by Federal Reserve Banks_____n, 1663,

1664-1665
Country Banks—

Membership in Federal reserve system optional______________ ii, 1669
Objections to proposed bill__________________ i i ,  1657,1662-1663,1669

Currency bill, amendments_____________________________ i i ,  1676,1680-1681
Farm loans—

Basis of currency issue opposed_____________________________ i i ,  1668
Limit should be increased______________________________ i i ,  1667,1668

Federal Reserve Banks, directors_________________________________ i i ,  1678
Government in banking business__________________________________ i i ,  1678
National Banks, charters dissolved_______________________________ n, 1669

Belgium, Bank o f :
Tables—

Interest,,___________________________________________________ i, 537-542
Reserves of actual gold versus notes only, versus notes and de

posits against deposits only_________________________________  i, 456
Berry, William H. (collector of customs, Pa., Chester, Pa.) :

Testim ony_____________________________________________ i, 560-582, 586-655
Aldrich-Vreeland Act___________________________________________I, 627-628
Bank notes, retirement____________________________________ i, 568, 594-595

Banking system, Present—
Advantages________________________________________________ i, 566-567
Defects_______________________________________ i, 562-566,624-625, 635

Statements relating to-------------------------------------------------------------- i, 596
Credit—

Expansion____________________________________________________  i, 569
Extension limited by reserves-------------------------------------------- i, 562-563
Provisions under proposed bill--------------------------------------- i, 617-619,620

Currency—
Based on gold____________________________________ i, 590, 591, 592, 593

Contraction___________________________________________________  i, 603
Elasticity__________________________________________________i, 573, 574
Issued by Government should be legal tender------------------ •---------i, 591

England, Bank of_________________________________________________  i, 642
Federal Reserve Banks, opposition to__________________________  i, 595, 596
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Berry, William H.—Continued.

Federal reserve notes— Page.
Government bonds pledged as security_________________ i, 589-590, 593

Legal tender--------------------------------------------------  1,589,593,619,620,621
Member Banks, subscription to Federal Reserve Banks_________i, 612-613

National Banks—
Bond-secured currency_________________________________________ i, 568

Reserves----------------------------------------------------------------  1,570-571,599,600
National Monetary Commission, recommendations of 1912______:____ i, 601
Note issue—

Bank or association not to issue_______________________________  I, 594
By Government, advocated____________________________________  i, 568
Reserve associations, no tax on________________________________  i, 595

Panic of 1873_____________________________________________________  1.564
Panic of 1893_____________________________________________________  i, 564
Panic of 1907_____________________________________________________  i, 565

Price level-------------------------------------------------------------------------- i, 640, 641, 642
Redemption—

Explanation_______________________________________________ i , 575-585
Five per cent fund________________________________________ i, 576-577

Rediscounting, commercial paper and farm mortgages as basis______ i, 571
572, 573

Reserve associations—
Government deposits in_______________________________________  i, 596
Opposition to__________________________________________________  i, 600

Reserves—
Banks of United States-------------------------------------------------------i, 562-566
Mobilization of, will furnish added basis for rediscounting______i, 613

Reserve cities and central reserve cities, under present bank
ing system__________________________________________________ i, 600
Restored by bank-note redemption_________________________i, 575-576

Shafroth bill------------------------- ----------------------------------------------------------1.605
Blinn, Charles P. (president, Massachusetts Bankers’ Association, Boston,

Mass.) :
Testimony________________________________________________________________________  n ,  1178-1220
Central Banks—

Loans restricted by Federal Reserve Banks______________ n, 1189-1191
Reserves------------------------------------------------------------------------ ii, 1187-1188

Checks and drafts, medium of exchange___________________________it, 1205
Country Banks, benefits not received under proposed system__ ir, 1184-] 185

Open-market operations, explanation------------------------------------- ii, 1198-1200
Panic of 1907------------------------------------------------------------------------ ii, 1191-1198

Bolton, J. W. (president, The Rapides Bank, Alexandria, La.) :
Testimony___________________________________________________ ii, 1571-1583
Central Bank, favorable to----------------------------------------------------------- it, 1571

Checks and drafts, exchanged at par by Federal Reserve Banks, ti, 1565-1567
Currency bill, objections___  ii, 1571, 1572, 1573, 1574, 1577, 1578, 1579, 1582

Federal Reserve banks, number----------------------------------------------------- ii, 1571
Federal Reserve Board—

Government control_____________________________________  11,1579-1580
Pow ers______________________________________________________ ii, 1582

Federal reserve notes. Government issue unnecessary_____________ ii, 1572
Member Banks, subscription to Federal Reserve Banks optional__ it, 1572-

1573,1575
Reserves, Member Banks_______________ n, 1574-1575,1577-1579,1580-1581
State Banks, loans---------------------------------------------------------------- ii, 1576-1577

Bonds, held in trust for National Banks, September 13,1913______________ i, 657
Bonds, Refunding o f :

Converting 2 per cent bonds into one-year Government notes—
Vanderlip, F. A_____________________________- h i, 1939-1943,1999-2001

Currencv bill, proposed amendments for paying off 2 per cent bonds—
Conant. C. A ___________________________________________ n, 1420-1421

Objections. 2 per cent bonds—
Cannon, J. G ________________________________________________in, 2151
Dawson, A. F__________________________________________ m , 2118-2119
Fowler, C. N_________________________________________________ ii. 1870
Frame, A. J________________________________________________i, 729-730

S. Doc. 232,63-1—vol 3------81
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Bonds, Refunding of—Continued.
Objections, 2 per cent bonds—Continued. Page.

Ingle, William____________________________________ i i i ,  2376-2377, 2411
Jones, Gordon__________________________________________iii, 2260-2272
Marshall, F. E_____________________________________________I, 477-480
Morawetz, Victor______________________________________ iii, 2684-2685
Rogers, G. W ___________________________________________in, 2248-2250

Thomas. C. S_______________________________________________ iii, 2433
Willis, II. P_________________________________________________ iii,3068

Refunding provision of 1900, Dawson, A. F_________________ iii, 2083-2084
Value of 2 per cent bonds, Willis, H. P_______________________h i, 3024,3026

Boston Clearing House, letter from Benjamin Joy relating to___ ______ iii, 3129
Bowman, Henry H. (president, Springfield National Bank, Springfield,

Mass.) :
Testimony_____________________________________________________ i i ,  1225-1248
Central Bank, favorable to________________________n, 1225-1226,1228, 3237

Country Banks, compulsory subscription to Federal Reserve Banks_ ii, 1230
Currency bill, amendments________________________________________ii, 1240
Federal Reserve Banks, objections to______________________________ u, 1226
Federal Reserve Board, Government v. Presidential control________ii, 1233
Federal reserve notes, redemption____________________________ n, 1240-1247
Note issue, objections to Government issuing notes___________ ii, 1226,1227

Branch banks:
Central Bank, Jenks, J. W__________________________________ in, 3159-3160
Directors, Jenks, J. W ______________________________________ iii, 3159-3160

Brandt, T. R., memorial on rediscounting under proposed bill_____he, 2883-2886
Bryant, A. B., letter relating to Country Banks not benefited under pro

posed bill__________________________________________________________ h i ,  2137
Bucholz, W. H. (vice president, Omaha National Bank, Omaha, Nebr.) :

Testimony _________________________________________________________________ h i ,  2419-2432
Banking system, Present, defects_________________________________ in, 2428
Central Bank, favorable to____________ 1_________________________ h i ,  2429
Checks and drafts, exchange at par by Federal Reserve Banks_____i i i ,  2431
Federal Reserve Banks, number__________________________________ in, 2429
Government in banking business__________________________________ h i ,  2429
Loans, contraction under proposed bill______________________i i i ,  2420, 2423

Member Banks, membership in Federal reserve svstem optional___  in,
2420, 2424-2425

Canada:
Banking system—

Frame, A. J _______________________________________________I, 707-709
Jenks, J. W__________________________ i i i ,  2577, 2578-2579, 2581, 2613
Morawetz, V ictor________________________________ i i i ,  2639-2642, 2662

Note issue, Sprague, O. M. W________!__________________________ i, 506-507
Cannon, James G. (president of Fifth National Bank, New York, N. Y.) :

Testimony_________________________________________________  m , 2138-2191
Bank notes, retirement_______________________________ in, 2175-2176, 2178
Capitalization, National Banks_____________________________ i i i ,  2182-2184
Central Bank, favorable to_________________________________ i i i ,  2168, 2170
Country Banks, objections to proposed bill__________________ in, 2176-2177

Currency bill—
Amendments to proposed bill______h i ,  2140, 2141, 2150,2151, 2154, 2162
Defects of proposed bill_____________________________________ i i i ,  2139
Merits of proposed bill_______________________________________in, 2148

Currency elasticity, present banking system______________________in, 2170
Defects of present banking system_______________________________ in, 2170
Federal Reserve Banks, number____________ in, 2141-2142, 2165, 2168, 2171
Federal Reserve Board, personnel___________________________ i i i ,  2139-2140
Federal reserve notes, issue of--------------------------------------------- i i i ,  2140-2141
Member Banks, subscription to Federal Reserve Banks_____i i i ,  2182-2184
Note issue, Government__________________________________________in, 2140
Objections to refunding 2 per cent bonds------------------------------------- t i i ,  2151
Objections to short-time commercial paper---------------------------- i i i ,  2176-2177
Redemption, Federal reserve notes_______________ i i i ,  2140-2141, 2163-2165
Reserves, Federal Reserve Banks-----------------------------------------in. 2148-2150
Savings departments, elimination of provision for_______________ i i i ,  2154
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Capitalization: Page,

Banks in United States, Wexler, Sol__________________________________  i, 4g
Central Bank, Jenks, J. W ------------------------------ h i, 3155-3156, 3167-3168,3169
Country Banks, Frame, A. J__________________________________________It 334

Federal Reserve Banks—
Forgan, J. B------------------------------------------------------------------------------ 1,29-30
Kenaston, F. E----------------------------------------------------------------------- 11, 980-982
Rhodes, Bradford______________________________________________ 111,3007

Sprague, O. M. W -------------------------------------------------------------------- 1,527-529
Swinney, E. F_________________________________________________ h i, 2041
Wexler, Sol_____________________________________________________ ^ 44-45

Member Banks, Ailing, N. D______________________________________ i, 422-423
National Banks—

Cannon, J. G--------------------------------------------------------------------- h i, 2182-2184
Forgan, F. J______________________________________________________ 1 ,154
Frame. A. J______________________________________________________ 1 ,684
Wade, F. J----------- -------------------------------------------------------------------1,142-146

Wexler, Sol______________ _________________________________________  1,45
See also Stock issue.

Cash, classification in banks June 14, 1912_________________________________ 1,659
Central Bank:

Advantages—
Fisher, E. D___________________________________________________in, 2487
Forgan, J. B---------------------------------------------------------------------------1 , 27, 28, 39
Hepburn, A. B_____________________________________________________ 1, 30
Jenks, J. W ______ ________________________________________ 111, 3191-5192

Kent, F. I_________ ____________ m , 2979, 2980, 2994, 2995, 2996, 2997, 3002
Scott, J. T________ ______________________________________________ 11,1652

Vanderlip, F. A________________ 111,1933-1936,1946-1947,1950,1969, 2059
Wade, F. J__________ _________________________________________ 1 ,156,157
Wexler, Sol_________________________ 1 ,49-51, 54-55, 58, 60, 85-86, 99-102
Wheeler, H. A __________________________________________________111, 2525

Branch banks, Jenks, J. W ____________________________________ h i, 3159-3160
Capitalization, Jenks, J. W ___________________ 111, 3155-3156, 3167-3168, 31.69
Control by bankers—

Marshall, F. E____________________________________________________ 1 , 460
Scudder, S. D---------------------------------------------------------------------------- in, 2235
Vinson, Taylor---- -------------------------------------------------------------------------in, 2850

Wexler, Sol________________________________________________________ 1 , 355
Control by Government, Wexler, Sol-------------------------------------------------1 , 58, 59

Currency extension, Wexler, Sol-----------------------------------------------------------  1, 61
Favorable to—

Bolton, J. W --------------------------------------------------------------------------------- n, 1571
Bowman, H. H_______________________________ 11 , 1225-1226, 1228, 1237
Bucholz, W. H__ _______________________________________________ hi. 2429
Cannon, J. G_____________________________________________ m , 2168, 2170
Comstock, A. H_______________________________________n, 3051, 1052-1053
Frenzel, J. P_________________________________________ 11,1534,1611,1612
Gilbert, Alexander____________________________ in, 2752, 2754-2755, 2779
Hallock, J. C______________________________________________ n, 1700-1701

Jenks, J. W__ 111, 2603-2604, 2605, 2609, 2611-2612, 3154, 3158, 3166, 3195
McCaleb, W. F_____________________________________________ n, 1591, 1596
Moehlenpah, H. A ------------------------------------------------------------------------- n> 1547
Vanderlip, F. A___________________________________________ m, 2911-2967

Government supervision, Hill, E. J------------------------------------------------------ 1 , 285
Limitation of, Hill, E. J------------------------------------------------------------------------- i> 286
Loans, restricted by Federal Reserve Banks, Blinn, C. P--------- 11,1189-1191

Note issue—
Ailing, N. D---------------- --------------------------------------------------------------------419

Forgan, J. B--------------------------------------------- -------------------------------------- r' 39
Hill, E. J________________________________________________________ - L> 287

Objections—  _
Fowler, C. A. N--------------------------------------------------------------------------- XI» 1^1 <
Milliken, R. C__________________________________________________ m,2469
Morawetz, Victor___________111, 2635, 2648—2654, 2657, 2658, 2675, 2695
Snrasrue O M. W ______________________—_____________________ i> 363
Untefmyer, Samuel__________________________________ h , 1335-1336 1337
Willis, H. P -______ ____________________________m , 3064-3068, 3074-3076
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Period of existence should not he limited, Jenks, J. W _____________tit, 3158
Reserve and Currency Problems, Substitute for Central Bank, by

Newton D. Ailing_______________________________________________r, 420-446.
Reserves—

Ailing, N. D-------------------------------------------------------------------------------i, 454-455
Blinn, C. P--------------------------------------------------------------------------- i i , 1187-1188
Hill, E. J__________________________________________________________ 1.286

Stock issue, Jenks, J. W _________________________________ iii, 3159, 3160,3165
Treasury Bank as substitute for. Vinson, Taylor__ in, 2850-2861, 2867-2871 

Central Board of Control. See Federal Reserve Board.
Chamber of Commerce, New York State, report__________________ iii, 2722-2720
Chamber of Commerce of United States of America:

Currency bill, amendments___________________________________ tit, 2484-2516
Statement of vote on approval of report of standing committee on 

banking and currency of Chamber of Commerce of United States 
of America upon Owen-Glass currency bill (S. 2639, H. R. 6454,

63d Cong.. 1st sess.)________________________________________ itt, 2792-2797
Chapman, Joseph (vice president, Northwestern National Bank, Minne

apolis, Minn.) :
Testimony_________________________________________________________ i ,  187-192
Farm loans limited to Country Banks___________________________ 1,189-191
France, Bank of___________________________________________________ 1,191-192
Rediscounting, compulsory by other Federal Reserve Banks_____ i, 187-189

Charters. See National Banks.
Checks and drafts:

Country Banks allowed expenses for collecting, Jenks, J. W__ m , 3171-3173 
Exchange at par, by Federal Reserve Banks—

Aisthorpe, J. S____________________________________________ iti, 2194-2202
Bassett, J. C__________________________________________ii, 1663,1664-1665
Bolton, J. W _______________________________________________n,1582-15S3
Bucholz, W. H__________________________________________________ in, 2431
Cannon, J. G_____________________________________________ iii, 2155-2161
Dickson, T. H __________________________________________________ ii, 1645
Foote, F. W ____________________________________ 11,1517-1518.1616-1621

Forgan, J. B______________________________________________ 1,198-200 201
Ingle, William____________________________________________ in, 2384-2405
Jenks, J. W ____________________________________________________ itt, 3183
McCaleb, W. F__________________________________________________ it, 1598
Maddox, R. F_________________________________________________ i, 192-212
Marshall, F. E________________________________________________i, 475-477
Montgomery, S. B_______________________________________________in. 2194
Morawetz, Victor_________________________________________ m . 2703-2704
Reynolds, G. M_______________________________________i, 198,199. 200, 206
Rogers, G. W __________________________ - _______ ii , 1565-1567, 2251-2252
Scott, J. T_______________________________________________________11,1646
Sexton, H. D______________________________________________iii , 2215-2220
Sprague, O. M. W --------------------------------------------------------------------------- i, 360
Swinney, E. F__________________________________________________ m, 2043
Tilton, McLane, jr_________________________________________ iii, 230S, 2310

Vanderlip, F. A _______________________________________________— tii, 1998
Willis, H. P_______________________________________________itt,3053-3055
Woodruff, George_________________________________________ in, 2282-2300

Medium of exchange—
Blinn, C. P_______________________________________________________it, 1205
Reynolds, G. M__________________________ ■-------------------------------- i, 252-253

Sprague, O. M. W --------------------------------------------------------------------  1,358-359
Present system defective, Sprague, O. M. W ----------------------------------1,512-513
Table, checks handled, Dec. 18, 1912, by First National Bank, Kansas

City, Mo_____________________________________________________ m , 2039-2040
Chicago Conference. See American Bankers’ Association.
Claflin, John (of H. B. Claflin Co., New York City) :

Testim ony_________________________________________________________  i, 543-550
Defects of present banking system----------------------------------------------------- i, 546
Bank associations as clearing houses------------------------------------------------- i, 547
Country Banks, reserves_______________________________________________i, 544
Currency bill, favorable to-------------------------------------------------------------------- i, 545
Currency elasticity, how obtained-------------------------------------------------------i, 546

Central Bank— Continued. Page.

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



INDEX. 3209

Claflin, John— Continued. Page.
Federal Reserve Board, personnel________________________________ 1,543,546
Note issue_________________________________________________________ i, 547, 548

Panic of 3907__________________________________________________________i, 545
Redemption, Government reserve fund__________________________ i, 548. 549
Rediscounting, bank associations_________________________________ i, 546, 547
Table, deposits in central reserve cities_______________________________i, 545

Clark, Hovey C. (Minneapolis, Minn.) :
Testimony______________________________________________________ n, 1059-1068
Objections to short-time commercial paper_______________ ii, 1063,1065-1068
Savings departments in National Banks approved_______ ii, 1059-1061,1064

Savings deposits, unavailable for commercial purposes under proposed
bill________________________________________________ii , 1059-1062,1064-1065

Clearing centers:
Federal Reserve Banks—

Flannagan, W. W _________________________________________________i, 796
Rogers, G. W _______________________________________________ii, 1566-1567
Sprague, O. M. W _________________________________________________i, 360

Clearing-house certificates:
Allowed in time of panic, Gilbert, Alexander__________ iii, 2739, 2743-2745
Prohibited as circulating notes, Gilbert, Alexander________ iii, 2738-2740

Clearing-houses:
Bank associations. Claflin, John_______________________________________i, 547

Federal Reserve Banks—
Jenks. J. W _____________________________________________________ m, 3172
Swinney, E. F__________________________________________________ m, 2038

See also Boston Clearing House.
Collateral security. See Securities.
Colpetzer, G. II., and others (Business men of Omaha, Nebr.) :

Telegram opposing proposed bill______________________________iii, 3088-3089
Commercial Banks, tabular summary of State legislation______ ii, facing p. 1724
Commercial paper:

Acceptances by National Banks, Untermyer, Samuel______________ i, 810,811
Advantages, Sprague. O. M. W _______________________  1,514,520-522, 531-532

Aldrich-Vreeland Act, Willis, H. P_________________________________ iii, 3035
Basis for rediscounting, Berry, W. H________________________ i, 571, 572, 573

Character of—
Untermyer, Samuel_____i, 844-861,891, 892,919-920; ii , 1329-1331,1365
Wade, F. J_______________________________________________________ i, 128
Willis, II. P______________________________________________ m,3035-3037

Currency expansion measured by—
Jenks, J. W ______________________________________________ in, 2564-2566
TJntermyer, Samuel______________________________________________ i, 932

Notes based on—
Conant, C. A____________________________________________________ ii, 1383
Wade, F. J_______________________________________________________ i, 174

One-year Government notes, Vanderlip, F. A______ iii, 1939-1943,1999-2001
Rediscounting—

Conant, C. A______________________________________________ ii, 1383,1384,
1387,1391,1395,1398,1408,1409,1412,1436,1438,1441,1450,1451

------ for Country Banks—
Untermver, Samuel__________________ _______________ i, 826, 827. 828
Wexler, Sol_________________________________________________i, 66-67

Short-time, cash reserves invested in, Untermyer, Samuel_____ir, 1340-1341
------ in France and London, Reynolds, G. M______________________ i, 289-290

------ objections—
Cannon, J. G_________________________________________m , 2176-2177
Clark, H. C_____________________________________ n, 1063,1065-1068
Ingle, William________________________________________in, 2402-2404
Jewett, H. C__________________________________________ ii. 1682-1683
Kenaston, F. E________________________ n, 967-969, 971-972, 984-990

------ statements relating to, Vanderlip, F. A___________________ iii, 1970-1974
------ value of—

Conant, C. A__________________________________________ ii, 1383,1384
Reynolds, G. M_______________________________________________ i, 289

Statements relating to—
Conant. C. A______________________________ n, 1382,1387,1388,1398,1441
Untermyer, Samuel____________________________ ii, 1307-1312,1314.1315
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Comstock, A. H. (vice president, Marshall-Wells Hardware Co., Duluth,
Minn.) : Page.

Testimony------------------------------------------------------------------------------------llf 1050-1059
Advantages of present banking system__________________ n, 1050-1051,1058
Bank notes, retirement_____________________________________________ n, 3054
Central Bank, favorable to_______________________________n, 1051,1052-1053
Currency bill, objections____________________________________________ ii, 1056
Currency elasticity, need for________________________________________ ii, 1051
Federal Reserve Banks, number____________________________________  ii , 1051
Member Banks, membership in Federal reserve system optional--- n, 1051 

Conant, Charles A. (New York, N. Y.) :
Testimony------------------------------------------------------------------------------------ii, 1378-1513
Additional central reserve cities____________________________________ n, 3413
A1 drich-Vreeland A ct------------------------------ ii, 1410,1435-1436,1437,1445,1446
Bnnking system------------------------------------------------------------------------- ii , 1379-1407
Bonds, proposed amendments for paying of 2 per cent________ u. 1420-1421
Commercial paper—

Notes based on__________________________________________________ ii , 1383
Statements relating to------------------------------ ii, 1382,13S7, 3388,1398,1441
Value of short-time__________________________________ n, 1383,1384, 3396

Country Banks, membership in Federal reserve system_______  it, 3430-1414
Credit expansion----------------------------------------------------------------------- it, 1494-1498
Currency, arbitrary limit of paper not necessary____________________it, 1493
Currency bill, amendments to proposed bill______________ ii, 3435, 3420-3421
Currency elasticity, how obtained______________________________n, 3416-1454
England, Bank of, panic of 1847_______________________________________I, 417
Farm loans, value as security___________________________ it, 1396, 3397,1398
Federal Reserve Banks—

Created by Federal Reserve Board as needed_______ ti, 3412-1414,1450
Number________________________ ________________ ii, 1437,1438,1440,1441

Federal Reserve Board—
Discretion as to Member Banks________________ ii, 1411-1415,1449-1450
Powers_____________________________________________________ it, 1392-1394

Federal reserve notes, issue of_________________________________ it, 1419-1436
Government Bank__________________________________ it, 1385-1387,1499-1513
Member Banks, membership in Federal reserve system optional______  ii ,

1410-1415,1449-1450
National Banks, compulsory membership in Federal system opposed- n, 1410 
Note issue—

Bank notes preferable to Government issue_____________________ n, 1386
Government_______________________________________________ ii, 1416-1436

Note issue, supervision by reserve associations----------------------------------ii, 1384
Rediscounting—

Compulsory by other Federal Reserve Banks----------- ti, 1408,1409,1438
Federal Reserve Banks________ ii, 1383,1388,1391,1395,1412,1436,1451
Provision in currency bill approved--------------------------------------------- ii, 1391

Reserves—
Amount under proposed bill------------------------------------------------- ii 1415-1416
Federal Reserve Banks_____________________________________ii , 1419-1454

Securities, movement of---------------------------------------------------------------------- ii , 1385
Shafroth bill, bank notes retirement------------------------------------------------- ii , 1419
State Banks, membership in Federal reserve system---------------- ii , 1449-1450

Concentration of money, New York, Allen, W. H ----------------------------------i, 375-382
Contingent currency. See Currency, Contingent.
Country bankers, resolutions adopted at Boston meeting-----------------------  m , 2248

2250, 2251, 2252, 2260, 2321
Country Banks:

Advantages, under proposed bill, Jones, Breckenridge---------------n, 1029-1034
------ under State law, Hill, E. J------------------------------------------------------------- i, 286
Benefits not received under proposed bill—

Blinn, C. P_________________________________________________ IJ» 1184-1185
Bryant, A. B--------------------------------------------------------------------------------iii, 2137

Forgan, J. B------------------------------------------------------------------------------------  39
Varney, J. E_______________________________________________ ii , 1250-1251

Capitalization. Frame, A. J-------------------------------------------------------------------  1,684
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Country Banks— Continued.

Cheek* and drafts, exchange charges—  Page.
Cannon, J. G------------------------------------- m , 2154-2161

Maddox, E. F-------------------------------------------------------------- 1,192-194,203,206
Wexler, Sol___________________________________________________ 1 , 2 0 1 -2 1 2

-------expenses for collecting, Jenks, J. W ______________________ 111,3171-3173
Commercial paper, character of, Wade, F. J__________________________  i, 128
Currency bill, objections to—

Cannon, J. G----------------------------------------------------------------------h i, 2176-2177
Drury, F. A________________________________________________ lr, 1221-1225

Currency, Elasticity, McKae, T. C____________________________ n, 1279-1282
Farm loans limited to. Chapman, Joseph_________________________  1,189-191
Favorable to proposed bill—

Marshall, F. E___________________________________________________  i, 461
Treman, Robert:_____________________________________ m , 2353, 2355-2356

Federal Reserve Banks, clearing-houses for—
Jenks, J. W --------------------------------------------------------------------------------m , 3172
Swinney, E. F__________________________________________________m , 2038

Individual Banks, benefited under proposed bill, Untermyer,
Samuel _________________________________________________________ 1, 934-937

Membership in Federal reserve system—
Bassett. J. C___________________________________________________ it, 1669

Claflin, John__________________________________________________  1.543-546
Conont, C. A_______________________________________________ n, 1410-1414
Dawson, A. F________________________________________h i, 2102, 2125, 2128
French, Nathaniel_______________________________________________h i, 2070
Jones, Gordon____________________________________________ in, 2263-2272
Law. F. M_________________________________________________in. 2334-2337

Reynolds. G. M___________________________________________  1,239-240,241
Rogers. G. W _____________________________________________ in, 2252-2259
Swinney, E. F____________________________________________ in, 2041, 2049
Tilton, McLane, jr________________________________________h i , 2319, 2320
Untermyer, Samuel___________________________________________ l, 817-837

Wexler, Sol______________________________________________________  I, 374
Willis, H. P______________________________________________ m,3035,3036

Objections to proposed bill—
Bassett, J. C___________________________________ n, 1657,1662-1663,1669
Frame, A. J__________________________________________________i, 716-717
Swinney, E. F___________________________________________ iii, 2041, 2045
Wells, E. B_______________________________________________________ T, 954

Wexler, Sol______________________________________________________  i, 68
Rediscounting—

Dawson, A. F_________________________________ in, 2106-2107, 2112-2114
Law, F. M________________________________________________m,2336-2337
Wexler, Sol_____________________________________________________ i, 66-67

Reserves—
Barry, David_____________________________________________ iii, 2321-2334

Claflin, John_____________________________________________________  i, 543
Dawson, A. F____________________________________________ iii, 2105-2112

Forgan. J. B_____________________________________________________  i, 281
Frame, A. J__________________________________________________  1,687-688
Harrington, C. M________________________________________ 1,962,964-966
Hill, E. J____________________________________________________  1,261-262
Jones, Breckenridge____________________________________________ ii, 1000
Ivenaston, F. E_____________________________________________ it, 972-974

Marshall, F. E___________________________________________________  1, 463
Moehlenpah, H. A ______________________________________________ n, 1550
Morawetz, Victor________________________ iii, 2698, 2699, 2701, 2703-2704
Rogers, G. W ____________________________________________ iii. 2252-2259

Sprague, O. M. W ________________________________________ 1,521,524-525
Untermyer, Samuel________________________________________ii, 1341-1344

Savings departments, objections to—
Frame, A. J______________________________________________________  i, 684

Moehlenpah, II. A______________________________________________ ii , 1564
Rogers, G. W _____________________________________________ iii, 2250-2251
Tilton, McLane, jr________________________________________ iii, 2313-2316
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Country Banks— Continued.
Stock dividends increased—  Page.

French, Nathaniel_______________________________________________iii, 2072
Montgomery, S. B------------------------------------------------------------------------in, 2194

Subscription to Federal Reserve Banks—
Bowman, H. H__________________________________________________ ii, 1230
Dawson, A. F-------------------------------------------------------------------- i t i , 2103-2105
Drury, F. A ______________________________________________________n, 1224
Harris, B. F------------------------------------------------------------------------------- iii, 2205
Montgomery, S. B---------------------------------------------------------------------- iii, 2193

Wells, E. B___________________________________________________  1,948,959
Tables—

Comparison of earning capacity under present law and under
proposed bill____________________________________________ iii, 3131-3132

Interest-bearing and noninterest-bearing deposits, in New Jer
sey -------------------------------------------------------------------------------------------- i i , 1129

Cox, Raymond B. (assistant cashier, Fourth National Bank, New York,
N. Y .) :

Address before American Bankers' Association, 1913_________ i i i , 2729-2733
Coxey, Jacob S. (Massillon, Ohio) :

Testimony___________________________________________________________________  i i i , 2967-2976
Currency bill, objections_______________________________________ i i i , 2973,2974

Crebs, John N. (Carmi, 111.) :
Testimony___________________________________________________________________  i i i , 2229-2232

Credit :
Banking system, Present, Berry, W. H_____________________________i, 562-565

Checks and drafts, medium of exchange, Reynolds, G. M________ i, 252-253
Contraction—

Berry, W. H_______________________________________________________i, 569
Forgan, J. B__________________________________________________  1,277-283

Harrington, C. M ________________________________________ i, 962, 964-965
Kenaston, F. E______________________________________n, 967-969, 984-990

Marshall, F. E___________________________________________________  i, 457
Sprague, O. M. W ________________________________________________  i, 369

Explanation, Flannagan. W. W _______________________________ i, 740-742, 744
Expansion—

Berry, W. H_______________________________________________________I, 569
Conant, C. A_______________________________________________ 11,1494-1498

Gilbert, Alexander______________________________________________i i i , 2781
Sprague, O. M. W __________________________ i, 360-361, 367-368, 498-501
Jenks, J. W ________________________________________________ i i i , 2613-2614
Vanderlip, F. A______________________________________h i , 1942-1947, 2065

Extension of, Claflin, John____________________________________________ i, 546
-------by banks, Reynolds, G. M___________________________ 1,229-230,233-234
-------by Central Bank, Wexler, Sol_____________________________________  i, 61

-------limited by reserves, Berry, W. H _____________________________ i, 562-563
-------to be passed upon by Federal Reserve Board, Wexler, Sol_______ 1,46
Provisions under proposed bill—

Berry, W. II______________________________________________1,617-619,620
Long, R. H ________________________________________________III, 2840-2843
Montgomery, S. B_______________________________________________ iii, 2193

Reserves insufficient for, Reynolds, G. M______________________________ I, 229
Crop movements, affected by proposed bill, Harrington, C. M_________ i, 960-962
Crozier, Alfred Owen (College Hill, Cincinnati, Ohio) :

Testimony___________________________________________________________________ i i t , 2886-2905
Currency bill, amendments___________________________________ i i i , 2887-2895
Currency elasticity, Government to control__________________ i i i , 2895-2905
Currency, public v. private control------------------------------------------ i i i , 2895-2905
Federal Reserve Banks, number___________________________________ in, 2895

Federal Reserve Board—
Currency loaned to Member Banks by____________________i i i , 2894-2895
Discount rate made uniform by-----------------------------------------i i i , 2889,2891
Federal Reserve Banks replaced by----------------------------------i i i , 2895-2905
Powers___________________________________ i i i , 2888-2889, 2890, 2898-2900

Federal reserve notes, legal tender-------------------------------------------- i i i , 2902-2903
Interest, Member Banks, charge by-----------------------------------------i i i , 2891-2892
Loans, contraction, to influence public, etc., prohibited________ i i i , 2892-2894
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Member Banks, discrimination and favoritism prohibited____in, 2889-2891
Memorial stating views on currency bill_______________________ir, 1454-1493
Reserves, Member Banks_____________________________________ in, 2887-2888

Cunningham, J. M., letter stating objections to proposed bill__________ in, 3127
Currency:

Currency reform , by W. W. Baldwin__________________________  nr, 2133-2137
Farm loans, basis for, opposed—

Bassett, J. C____________________________________________________ n, 1668
Untermyer, Samuel________________________________________________i, 861

Federal Reserve Board to loan to Member Banks, Crozier, A. 0_ in, 2894-2895
Gold, basis of, Berry, W. H_______________________________i, 590, 591, 592, 593
Legal tender when issued by Government, Berry, W. H______________ i, 591

Public vs . private control—
Crozier, A. O----------------------------------------------------------------------h i, 2895-2905
Vinson, Taylor__________________________________________________ iii, 2849

Real estate loans, basis for, opposed, Vanderlip, F. A________ in, 2055-2056
Redemption basis, Ailing, N. D________________________________________i, 407

Relation of Stock Exchanges to Currency Question, by J. R. Dos
Passos__________________________________________________________ i, 493-497

Reserve and Currency Problems, Substitute for  Central Banks, by
Newton 1). Ailing________________________________________________ 1,426-446

Stock exchanges in relation to question of, Dos Passos, J. R_____ i, 492-497
Subscription to Federal Reserve Banks by Member Banks, effect

upon circulation of, Ailing, N. D_______________________________i, 414-^15
Supply under proposed bill, Fowler, C. N_____________________i i . 1914-1915

Tables—
Distribution of money in United States__________________________ i, 659

Money in circulation, stock of gold coin and bullion, consumption
of gold and silver bars_____________________________________ i, 403-405

Paper currency of United States, denominations outstanding
June 30, 1912___________________________________________________ i, 655

Quantity in existence in 1913___________________________________  i, 591
Shipments by First National Bank, Kansas City, Mo__________ i i i , 2044
Statement showing money in circulation from 1860 to

1912______________________________________________ i ___ t i t , facing 2184
Currency bill (Owen-Glass) :

Amendments to proposed bill—
Aisthorpe, J. S___________________________________________ itt, 2196, 2199

American Bankers’ Association___________________________ 1 , 112-121, 450
Banfield, N. F____________________________________________ i i i , 2450, 2452
Bassett, J. C_________________________________________ n, 1676,1680-1681
Bowman, H. H __________________________________________________ i i , 1240
Cannon, J. G_______________________ i i i , 2140, 2141, 2150, 2151, 2154, 2162
Chamber of Commerce of United States of America______ i i i , 2484, 2516
Conant, C. A_________________________________________ i i , 1415,1420-1421

Crozier, A. O______________________________________________ i i i , 2887-2895
Da wson, A. F_____________________________m , 2087, 2095, 2125, 2905-2911
Fisher, E. D______________________________in, 2491, 2492, 2498, 2500, 2502
Flannagan, W. W _________________________________________________i, 750,

751, 770, 771, 772, 773, 774, 775, 776, 777, 778, 795, 796
Fowler, C. N______________________________________________ 11,1916-1917
Frame, A. J___________________________________________________ i, 684, 688

Frenzel, J. P________________________________________________n, 1612-1613
Gilbert, Alexander________________________________________ i i i , 2743, 2744
Hal lock, J. C___________________________________ ii, 1699-1700.1704-1707

Jenks, J. W _______________________________________________ in. 2579-2580
2581-2582, 2617-2618, 2620, 3154-3168, 3183, 3185, 3194-3195

Jones, Breckenridge_____________________________i i , 999-1003,1006,1012
Long, R. II_____________________________________________________ iii, 2841
McCaleb, W. F____________________________________________ i i , 1597,1598
McCnlloch, J. L___________________________________________ i i , 1623-1624
Marshall, F. E________________________________________________I, 457-491
Milliken, R. C____________________________________________ hi, 2470-2477
Moehlenpali, II. A________________________ i i , 1541,1546,1550-1551,1561
Morawetz, Victor______________________________h i, 2662, 2669, 2710-2711

Crozier, Alfred Owen— Continued. Page.
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Currency bill—Continued.
Amendments to proposed bill— Continued. Page.

New York Bankers’ Association__________________________ in, 2338-2349
New York Credit Men’s Association______________________ in, 3089-3090
Newton, Oscar______________________________________________ii, 1640-1642
Rhodes, Bradford_________________________________________ in, 3005, 3007
Richmond Chamber of Commerce_______________________________ m , 3090

Rogers, G. W __________________________  1,570; iii, 2248, 2250, 2251, 2252
Scott, J. T_________________________________________________  11,1646-1647

Scudder, S. D______________________________________________ni, 2720-2721
Shibley, G. II______________________________ ii , 1835-1837 ; in, 2535-2548
Simmons, W. D________________________________ h i , 2485-2486, 2513-2516
Swinney, E. F_________________________________ in, 2047-2049, 2051-2052
Thomas, C. S______________________________________________in, 2435-2449
Tregoe, J. H _______________________________________________ i i , 1039-1041
Untermyer, Samuel_________________________________ i, 841,937-939,1322
Varney, J. E ____________________________________________________ i i , 1262
Virginia Banking Association_____________________________in, 3091-3092
Willis, I-I. P_______________________________________________ in, 3021, 3023
Wodruff, George__________________________________________ m , 2300-2301

American Bankers’ Association, letters expressing views upon pro
posed bill____________________________________________________ ii, 1177-1183

Compulsory feature, approved, Sprague, O. M. W _____________________ i, 527
------ objected to, Frame, A. J______________________________________ i, 719-720

Country Banks, favorable to proposed bill—
Jones, Breckenridge_______________________________________ n, 1029-1034
Marshall, F. E_____________________________________________________i, 461
Treman, Robert______________________________________h i , 2353, 2355-2356

-------objections to proposed bill—
Bassett, J. C_______________________________ ii, 1657,1662-1663,1669
Swinney, E. F________________________________________ h i , 2041,2045
Tilton, McLane, jr_________________________________________ i i i , 2308

WTells, E. B _______________________________________ ___________  i, 954
Wexler, Sol__________________________________________________  i, 68

Credit under proposed bill, Berry, W. H_____________________i, 617-619, 620
Currency expansion, proposed bill does not lead to, Untermyer,

Samuel______________________________________________________________ i, 933
Defects of proposed bill—

Cannon, J. G___________________________________________________ i i i , 2139
Morawetz, Victor_______________________________________________ i i i , 2635

Untermyer, Samuel____________________________ 1,888,889; i i , 1321-1322
Vanderlip, F. A______________________________________i i , 1933,1950-1954
Willis, II. P_________________________________________ m,3019-3021,3034

Development of proposed bill, Willis, II. P____________________in, 3013-3019
Effects of passing proposed bill, Fisher, Irving________________  i i , 1132-1133
Favorable to proposed bill—

Claflin, John_____________________________________________________  i, 545
Dietz, C. N_____________________________________________________ ni,3120
Fisher, Irving__________________________________ i i , 1130,1131,1145,1146
McRae, T. C _______________________________________________ i i , 1275,1276

Individual Banks and Country Banks benefited under proposed bill,
Untermyer, Samuel____________________________________________ i, 934-937

Letters submitted—
Exchanges under proposed bill___________________________ n, 1264-1271
Views of various banks on proposed bill_________________ i i i , 2122-2124

Loans effected by, Sprague, O. M. W ______________________________ i, 510-511
Merits of proposed bill—

Cannon, J. G___________________________________________________  ni, 2148
Conant, C. A____________________________________________________ n, 1391
Dawson, A. F_______________________________________in, 2086-2087, 2089

French, Na thaniel______________________________________________ in, 2070
Jenks, J. W _______ ill, 2596, 2601-2602, 2610, 2615, 2617, 2624, 3172, 3182
Lassen, A. C___________________________________________________ nr, 3116
McCaleb, W. F_______________________________________ n, 1591,1594,1598
McMorries, Edwin_______________________________________________n, 1589

Reynolds, G. M___________________________________________________  i. 290
Rhodes, Bradford_______________________ in, 3004, 3005, 3007, 3008, 3013
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Currency bill— Continued.

Merits of proposed bill— Continued. rase.
Sexton, H. I)___________________________________________________ in, 2221
Sprague, O. M. W ________________________________________i, 498, 529-531
Untermyer, Samuel__________________________________________ l, 808-900
Vanderlip, F. A__________________________________________ m, 2008-2009

Wexler, Sol______________________________________________________  i, 223
Willis, II. P_________________________________________ iu,3080,308T,3088

Objections to proposed bill—
Baldwin, W. W ___________________________________________ m, 2132-2133

Bolton, J. W _____________ 11,1571,1572,1573,1574,1577,1578,1579,1582
Cannon, J. G_____________________________________________ h i, 2176-2177

Colpetzer, II. (and other business men of Omaha, Nebr.)__ m, 3088-3089
Comstock, A. H_________________________________________________ii, 1050

Coxey, J. S_______________________________________________  iii, 2973, 2974
Cunningham, J. M_____________________________________________ m, 3127
Dawson, A. F ____________________________________________ m , 2115, 2122
Drury, F. A________________________________________________n, 1221-1225
Fowler, C. N__________________ i i , 1882,1884,1899-1902,1913,1914-1916

Frame, A. J______________________________________________________  i, (>84
French, Nathaniel________________________________________m, 2070-2081
Gilbert, Alexander________________________________________m, 2777-2778

Harris, B. F_____________________________________________  l ii, 2203, 2208
Hubbard, J. A., and others (First National Bank, Plainfield,

N. J .)________________________________________________________ i i i , 2788
Hulbert, E. D_____________________________________________ n, 1095-1127
Indiana Bankers’ Association__________________________________ n,1533
Ingie, William_________________________________ iii, 2371, 2376, 2384, 2416
Jacob, G. M________ i _____________________________________ni,31U-3112
Jenks, J. W ___________________________________ m , 2604, 2619, 2622, 2626
Jones, Gordon______________________________________ t i i , 2260-2265, 2273
Konaston, F. E______________________________________________ n, 968-970
La Bar, G. D___________________________________________________ m , 2631

Lassen, A. C____________________________________ m , 3114-3115, 3118, 3120
McCaleb, W. F _______________________________________ii, 1597,1598,1603
McMorries, Edwin______________________________i i , 1584,1586,1590-1591
Montgomery, S. B---------------------------------------------------------------h i , 2193-2194
Morawetz, Victor______________________________________________ m , 2683
Moses, E. 11____________________________________________________ ili, 2368
Palen, It. J________________________________________________ i i i , 3128-3129
Reynolds, G. M_____________________________________________ i i i , 233, 243
Reynolds, Jefferson_______________________________________in, 3126-3127

Rogers, G. W ______________________________________________  11,1565-1566
South Dakota bankers____________________________________ n, 1723-1724
Thomas, C. S_____________________________________________ h i, 2433, 2434
Vanderlip, F. A _________________________________________________nr, 1963
Wade, F. J_____________________________________________________ m,3092
Wexler, Sol___________________________________________________ i, 222-223
Winston, F. G________________________________________ii, 1087,10SS, 1089

Proposed bill should apply only to continental United States,
Peck, L. T___________________________________________________ in, 2878-2882

Reserves—
Compared with those under Sherman Act of July 14, 1890.

Ailing, N. D ________________________________________________1,412-413
Mobilization provided under proposed bill, Untermyer, Samuel___i, 934

Substitute for proposed bill, Vinson, Taylor__________________ i i i , 2849-2871
Tables, comparison of Owen bill and present law_________________ i, 613-617

Currency, Contingent:
Germany, Reichsbank of, Ailing, N. D _______________________  1,409,410^11
Statements relating to, Ailing, N. D_______________________________i, 409-411

Currency, Contraction:
Commercial paper measures, Untermyer, Samuel____________________ i, 932
Effects of proposed bill, Winston, F. G__________________ n, 1076-1078,1088
Fear of business men under proposed bill, Winston, F. G_ n, 1074-1075,1088 
Federal Reserve Banks to control, Sprague, O. M. W ________ i, 509, 511-512
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Currency, Contraction— Continued.
Statements relating to—  Page.

Berry, W. H _______________________________________________________ i, 603
Forgan, J. B__________________________________________________ I, 277-283
Sprague, O. M. W ____________________________________________ i, 532-533

Wexler, Sol_______________________________________________________ i, 83
Currency, Elasticity:

Arbitrary limit of paper not necessary, Conant, C. A_______________ ii , 1493
Banking system, Present—

Cannon, J. Q ___________________________________________________ iii, 2170
Fisher, Irving________________________________________ ii , 1138-1139,1141

Frame, A. J _______________________________________________________ i, 690
Country Banks, McRae, T. C__________________________________ ii , 1279,1282
Government to control, Crozier, A. O_________________________ iii, 2895-2905

How obtained—
Ailing, N. D _________________________________ _____________________  1 , 411

Claflin, John__________________________________________________ i, 546, 547
Conant, C. A _______________________________________________ii , 1416-1454
Wexler, Sol______________________________________________________i, 75-80

Increases and decreases automatically, Berry, W. H._____________i, 573, 574
Need for—

Comstock, A. I I _________________________________________________ ii, 1051
Dawson, A. F ____________________________________________ iii, 2087, 2094
Vanderlip, F. A ---------------------------------------------------------- iii, 1934-1935, 2064

Wells, E. B___________________________________________________  1 , 954-955
Winston, F. G______________________________________________ii, 1068-1076

Outline of Plan for  Funding National Debt and for  Maintaining Elas
tic Reserve Currency, Amberg, W. A_______ _____ iii, 2435-2441, 2447-2449

Provided under proposed bill, Jenks, J. W ____1__________iii, 2559, 2579, 2610
Should not be artificially limited, Berry, W. H____________________i, 573, 574

Statements relating to—
French, Nathaniel______________________________________________in, 2070
Morawetz, Victor_________________________________________ iii, 2639-2643

Untermyer, Samuel________________________________________  11,1298-1306
Currency, Expansion:

Checks on—
Frenzel, J. P _______________________________________________ ii, 1637-1639
Wade, F. J ___________________________________________________ i, 151,153
Wexler, Sol______________________________________________________i, 80-83

Commercial paper measures—
Jenks, J. W _______________________________________________ iii, 2564-2566
Untermyer, Samuel________________________________________________ i, 932

Effects of passing proposed bill, Fisher, Irving___________ii, 1132-1133,1130
Federal Reserve Board to regulate—

Frame, A. J________________________________________________________ i, 719
Jones, Breckenridge________________________________________ ii, 1024-1025
Sprague, O. M. W ________________________________________ i, 509, 511-512

Increase under proposed bill, Winston, F. G_________________________ ii, 1074
Injurious effects of inflation, Hulbert, E. D_________________________ ii , 1121
Prices increased, Jenks, J. W _______________________________________ iii, 2578
Proposed bill does not lead to, Untermyer, Samuel____________________ii, 933

Provisions for—
Flannagan, W. W _____________________________________________i, 755-760
Reynolds, G. M____________________________________________________ i, 169

Statements relating to—
Ailing, N. D_______________________________________________________i,408
Hill, E. J_________________________________________________ I, 269, 276, 279
Jenks, J. W ____________________________________________________ iii,3182
Sprague, O. M. W ___________________________________ i, 309-310, 532-533

Urgency of—
Johnston, J. T. M---------------------------------------------------------- ----------------  i, 116

Reynolds, G. M________________________________________________ i, 236-237
Wexler, Sol-------------------------------------------------------------------------------------- i, 73

Daniel, T. Cushing (Virginia) :
Testimony_______________________________________ ii, 1159-1174; iii, 3140-3152
Amendments suggested to present banking system--------------------n, 1172-1173
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Page.

Davis, J. II., letter of__________________________________________________ i, 382-388
Dawson, A. F. (president, First National Bank, Davenport, Iowa) :

Testimony_____________________________________________________ nr, 20S2-2131
Bank notes, retirement________________________________________in, 2327-2128

Banking—
Independence of each bank maintained__________________ in, 2087-2088
National system necessary________________________________ iii, 2087, 2099

Bonds, Refunding—
Objections, 2 per cent bonds______________________________h i, 2118-2319
Refunding provision of 3900_______________ ______________ m , 2083-2084

Country Banks—
Membership in Federal reserve system_____________iii, 2102, 2325, 2128
Reserves__________________________________________________ in, 2105-2112

Currency bill—
Amendments to proposed bill_______________________ iii, 2087, 2095, 2125
Merits of proposed bill____________________________ iii, 2086-2087, 2089
Objections to proposed bill____________________________________ in, 2 12 2

Currency elasticity, need for_________________________________ iii, 20S7, 2094
Defects of present banking system__________ iii, 2084, 2085, 2088-2089, 2099
Farm loans, short-time limit objectionable_________________________ in, 2115

Federal Reserve Banks—
Number_____________________________________________ iii. 2095-2096, 2104
Subscription to, by Member Banks_______________________ iii, 2303-2305
------ by the public_________________________________________ in, 2103-2304

Federal Reserve Board, personnel____________________________ iii, 2096-2098
Federal reserve notes, security___________________ iii, 2090-2093,2094-2095

Letters—
Amendments to proposed bill____________________________ iii, 2905-2911
Views of various banks on proposed bill_________________ in, 2122-2124

Member Banks, membership in Federal reserve system optional______  iii,
2099-2100

National Banks—
Defined________________________________________________________ in, 2101
Membership in Federal reserve system__________________ iii, 2098, 2302
Present system admirable_____________________________________ iii. 2083

Panic of 1907_______________________________________________________ in, 2131
Panics, causes o f _____________________________________________ iii, 2085, 2089

Rediscounting—
Country Banks________________________________  i i i , 2106-2107, 2112-2314

Provisions of proposed bill approved___________________________ h i, 2088
Reserve cities, under present banking system______________________iii, 2111
Reserves, mobilization under proposed bill___________________ iii, 2087, 2089
Savings departments, objections to proposed bill______________ iii, 2116-2118

Deposits, classification of deposits in each class of banks as of June 14,
3912__________________________________________________________ 11,3371-1377

Dickson, T. H. (secretary, Mississippi Bankers’ Association, Jackson,
Miss.) :

T estim ony___________________________________________________________  ii, 1645
Checks and drafts, exchange at par by Federal Reserve Banks_____n, 1645

Dietz, Charles N., letter approving proposed bill_______________________ iii, 3126
Discounting:

Federal Reserve Banks—
Flannagan, W. W _________________________________________________i, 777
Jenks, J. W ______________________________________________ iii, 3177-3178,

3183-3185, 3195-3396
Sprague, O. M. W ____________________________________________ i, 363-364

Federal Reserve Board to determine rate, Jenks, J. W _______ iii, 3362-3363
Method in proposed bill commended, Jones, Breckenridge_____n, 1025-1027

Rates—
Crozier, A. O __________________________________ !__________ iii, 2889, 2891
Ingle, William__________________________________________________ iii, 2411
Jenks. J. W ____________________________________________________ iii, 2627
Sprague. O. M. W ____________________________________________ i, 507-509
Untermyer, Samuel_______________________________________i, 809-812, 814
Vinson, Taylor--------------------------------------------------------------------------- iii, 2S64
Wexler, Sol----------------------------------------------------------------------------------i, 69-70

See also Interest— Rediscounting.
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Dividends: Page.
Abstract of reports of earnings and dividends of National Banks in

United States, year ended July 1, 1912_________________________ i, 662-665
Member Banks, increased—

French, Nathaniel_______________________________________________ i i i , 2072
McCulloch, J. L _________________________________________________ i i , 1624
Montgomery, S. B_______________________________________________in, 2194
Untermyer, Samuel______________________________________________i i , 1315

Stockholders, Marshall, F. E__________________ _______________________ i, 458
Dos Passos, John R. (New York, N. Y.) :

Testim ony_________________________________________________________ i, 491-497
Stock Exchanges, Relation o f , to Currency Question______________ i, 493-497

Drafts. See Checks and drafts.
Drury, F. A. (president of the Merchants National Bank, Worcester,

Mass.) :
T estim ony_____________________________________________________  i i , 1221-1248

Currency bill, objections of Country Banks to proposed bill___i i , 1221-1225
Federal Reserve Board, personnel, objections_______________________ n, 1222
Government bonds, retirements----------------------------------------------------------n, 1225

Earnings, Division of:
Federal Reserve Banks, Vanderlip, F. A _______________________ n, 1937-1939

Elasticity of currency. See Currency, Elasticity.
England, Bank o f :

Directors—
Forgan, J. B____________________________________________________ i, 32,44
Untermyer, Samuel____________________________________________i, 813, 902
Wade, F. J________________________________________________ i, 130,133-136
Wexler, Sol_________________________________________________________ i, 43

Note issue, Reynolds, G. M________________________________________ i, 292. 294
Panic of 1847, Conant, C. A___________________________________________ i, 417
Statements relating to, Berry, W. H __________________________________ i, 642

Tables—
Interest_______________________________________________i, 534-535, 538-542

Reserves of actual gold versus notes only, versus notes and de
posits against deposits only___________________________________ r, 456

European banks:
Capital owned outside of banks, Wexler, Sol__________________________ i, 103
Credit expansion, Sprague, O. M. W ____________________________________i. 361

Tables—
Capital, specie, circulation, etc., compared with National Banks of

United States___________________________________________________ i, 725
Interest________________________________________________________ i, 534-542

Exhibits:
Report adopted by conference of bankers at Chicago, 111_____________ i, 5-24

See also Tables.
Expansion of currency. See Currency, Expansion.
Farm loans:

Amount limited for, Jenks, J. W ___________________________________ i i i , 3164
Basis for rediscounting—

Berry, W. H______________________________________________ 1,571,572,573
Vanderlip, F. A___________________________________________ m , 1961-1963

Basis of currency issue, opposed—
Bassett, J. C____________________________________________________ n, 1668
Untermyer, Samuel________________________________________________ i, 861

Elimination of provision for, Jenks, J. W _____________________ i i i , 2622, 2626
Limited to Country Banks, Chapman, Joseph_____________________ i, 189-191
National Banks, opposed, Untermyer, Samuel__________________ i, 842-843
Objections under proposed bill, Morawetz, Victor_____________ in, 2705-2707

Securities for—
Conant, C. A___,__________________ ___________________n, 1396,1397,1398

Jewett, II. C____________________________________________ _ 11,1683-1684
Marshall, F. E ______________________________________ 1,485-486,489-490
Wells, E. B ____________________-i_________________________________  i, 951

Short-time limit, favorable to, Long, R. H____________________ i i i , 2841-2842
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Farm loans—Continued.
Objectionable— Page.

Banfield, N. F_____________________________________________ in, 2449-2450
Bassett, J. C______________________________________________ 11,1667,1668
Dawson, A. F__________________________________________________ h i, 2115
Hulbert, E. D_____________________________________________ ii, 1112,1113
Johnston, J. T. M ____________________________________________ i, 120-121
Moehlenpah, H. A ________________________________________________i, 1561

State Banks, opposed, Untermyer, Samuel___________________________  1 , 939*
See also Mortgage loans—Real estate loans.

Farm mortgages. See Farm loans.
Federal Advisory Council:

Amendments to proposed biU concerning—
Fisher, E. D _____________________________________________ in, 2492-2498
Simmons, W. D_______________________________________________ iii, 2486

Objections to—
Marshall, F. E____________________________________________________ i, 466
Untermyer, Samuel________________________________________ii, 1318-1319
Wheeler, H. A _________________________________________________m,2533

Personnel, Wells, E. B__________________________________  1,942-943,949,950
Representation of Federal Reserve Banks on, Gilbert, Alexander— iii, 2756- 
Representation on Federal Reserve Board—

Jenks, J. W ____________________________________________________ in, 2605
Sprague, O. M. W ---------------------------------------------------------------------------i, 525

Federal Reserve Agents:
Duties—

Ailing, N. D __________________________ ___________________________ 1,417
Jenks, J. W _________________________________________ iii, 2559,2564,2583
Wexler, Sol____________________________________________________ i, 47,51

Election of, Untermyer, Samuel------------------------------------------------- ii, 1319-1320*
Statements relating to, Hulbert, E. D----------------------------------------------- ii, 1097

Federal Reserve Banks:
Advantages, Flannagan, W. W ------------------------------------------------------ i, 752,753

Automatic continuance of system, Simmons, W. D___________ 111,2514-2515-
Business conditions to be met in Northwestern States—

Kenaston, F. E----------------------------------------------------------n, 982-983,992-994
Mosher, C. L______________________________________________  11,1091-1094

Business increase not apparent to public, Sprague, O. M. W ---------------i, 552
Capitalization—

Forgan, J. B-------------------------------------------------------------------------------- i, 29-30'
Kenaston, F. E_______________________________________________ii, 980-982

Moses, E. R_____________________________________________________iii, 2368
Rhodes, B radford-------------------------------------------------------------------- iii, 3007
Sprague, O. M. W -------------------------------------------------------------------- I, 527-529
Swinney, E. F------------------------------------------------------------------------------ iii, 2041
Vinson, Taylor-------------------------------------------------------------------- iii, 2865-286$
Wexler, Sol----------------------------------------------------------------------------------i, 44-45

Checks and drafts exchanged at par—
Aisthorpe, J. S___________________________________________ iii, 2194-2202
Bassett, J. C_________________________________________ ii, 1663,1664-1665

Bolton, J. W ______________________________________________  11,1582-1583
Bucholz, W. H__________________________________________________ iii, 2431
Cannon, J. G----------------------------------------------------------------------- in, 2154-2161
Dickson, T. H------------------------------------------------------------------------------ n, 1645
Foote, F. W ____________________________________ ii, 1517-1518,1616-1621

Forgan, J. B_____________________________________________  1,198-200,201
Ingle, William____________________________________________ in, 2384-2405
Jenks, J. W ____________________________________________________ m. 3183
McCaleb, W. F__________________________________________________ n,1598
Maddox, R. F_________________________________________________i, 192-212

Marshall, F. E________________________________________________ 1, 475-4 77
Montgomery, S. B----------------------------------------------------------------------- iii, 2194
Morawetz, Victor---------------------------------------------------------------iii, 2703-2704
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Federal Reserve Banks— Continued.
Checks and drafts exchanged at par— Continued. Page.

Reynolds, G. M_______________________________________ 1,198,199, 200, 206
Rogers, G. W _______________________________________________ii, 1565-1567
Scott, J. T------------------------------------------------------------------------------------n,1646
Sexton, II. D______________________________________________iii, 2215-2220
Swinney, E. F__________________________________________________ iii, 2043
Tilton, McLane, jr------------------------------------------------------------- iii, 2308, 2310
Vanderlip, F. A ________________________________________________ in, 1998
Woodruff, George_________________________________________ iii, 2282-2300

Clearing centers—
Flannagan, W. W _________________________________________________ i, 796
Rogers, G. W ______________________________________________ii, 1566-3567
Sprague, O. M. W _____________________’------------------------------------------ i, 360

Clearing-houses for Country Banks—
Jenks, J. W ____________________________________________________ iii, 3172
Swinney, E. F__________________________________________________ iii, 203S

Compulsory subscription—
Kenaston, F. E------------------------------------------------------------------------n, 969, 982
Long, R. H______________________________________________________iii, 2837

Control of, Untermyer, Samuel_________________________ i, 812-813, 833, 834
-------by bankers—

Milliken, R. C________________________________________ iii, 2460-2461
Vinson, Taylor____________________________________________ in, 2850

------ Government—
Marshall, F. E________________________________________________ I, 458
Moehlenpah, H. A__________________________________________ n, 1549
Willis, H. P______________________________m,3078-3080,3084-3085

Created by Federal Reserve Board as needed, Conant, C. A__n, 1412-1414,
1450

Credit, restraining abuse of, Sprague, O. M. W _________ i, 367-368,498-501
Currency, expansion and contraction controlled by, Sprague, O. M. W __i, 509

511-512
Dealings with other Federal Reserve Banks, Simmons, W. D_ in, 2513-2514 
Directors—

Bassett, J. C-------------------------------------------------------------------------------- n, 1678
Crozier, A. O------------------------------------------------------------- in, 2888-2889, 2890
Drury, F. A---------------------------------------------------------------------------------- ii, 1222
French, Nathaniel________________________________________ iii, 2071-2072
Hulbert, E. D______________________________________________n, 1109-1111
Jenks, J. W ______________________________iii, 2595-2597, 3175, 3183-3184
Long, R. H________________________________________________ iii, 2836, 2840

Marshall, F. E________________________________________________  1,461,462
Morawetz, Victor_________________________________________ iii, 2659, 2680
Newton, Oscar__________________________________________________ ti, 1644
Scott, J. T______________________________________ii, 1647,1648,1655-1656
Sprague, O. M. W ____________________________________________ i, 525-526
Untermyer, Samuel_____________________________i, 834, 921-923; n, 1319
Vanderlip, F. A __________________________ in, 1966-1967, 2060, 2061, 2067
Varney, J. E_______________________________________________ n, 1253-1254
Vinson, Taylor_____________________________________________iii, 2862-2864

Wells, E. B___________________________________________________  1.957-958
Wexler, Sol______________________________________________ 1,46-47,53,222

Wheeler, H. A _____________________________________________iii, 2525, 2526
Willis, H. P _____________________________________________________h i , 3052

Discount rates, Sprague, O. M. W ________________________________ i, 363-364
Discounting, Jenks, J. W _______________ in, 3177-3178, 3183-3185, 3195-3196
Division of earnings, Vanderlip, F. A_____________ iii , 1937-1939,1974-1975
Federal Reserve Board should replace, Crozier, A. O_______ iii, 2895-2905
Federal reserve notes, to constitute first lien upon assets—

Hulbert, E. D_______________________________________________ ii , 1107-1108
Rogers, G. W ___________________________________________________ iii, 2252
Untermyer, Samuel_____________________________i, 892, 893. 894. 895, 896

Government deposits, Untermyer, Samuel_______________ ii, 1322-1323,1324
Interest, allowed Member Banks on subscriptions, Johnston, J. T. M_ i, 119 
-------charged to Member Banks, Scott, J. T ------------------------------ ii, 1647-1648
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Federal Reserve Banks— Continued.
Interest, on deposits—

Jenks, J. W _________
Kenaston, F. E______

Page. 
iii, 2581-2582

i i , 969-970
Sprague, O. M. W _________ l, 504-505
Tregoe, J. II____________________________________________________  n, 1040

------ regulated by Federal Reserve Banks, Jenks, J. W ________  111,2027-2030
Loans restricted by, Sprague, O. M. W ___________________________ i, 367-368
Location of, Johnston, J. T. M__________________________ i, 112-113,117-118
Membership of Country Banks in Federal reserve system—

Bassett, J. O____________________________________________________ ii, 1669
French, Nathaniel_____________________________________________ in, 2070
Jones, Gordon____________________________________________ iii, 2203-2272
Law, F. M________________________________________________iii, 2334-2337
Rogers, G. W ----------------------------------------------------------------------i i i , 2252-2259
Tilton, McLane, jr________________________________________in, 2319, 2320

------ of State Banks in Federal reserve system—
French, Nathaniel_________________________________________in, 2070
Larrabee, F. S ______________________________________ in, 2356-2365
New ton. Oscar________________________________________ir, 1040,1641

Scudder. S. I)________________________________________ in, 2241-2246
Tilton. McLane, jr_________________________________________in. 2321

Untermyer, Samuel_____________________ 1,817-819,838-842,937-939
Vanderlip, F. A____________________________________________ nr, 2058

Number—
Bolton, J. W . ___________________________________________________ii,1571
Bucholz, W. I I _________________________________________________in, 2129
Cannon, J. G____________________________ m , 2141-2142, 2165, 2168,2171
Comstock, A. I I _________________________________________________n, 1051
Conant, C. A ______________________________________________ n, 1437-1441
Crozier, A. O__________________________ ________________________ in, 2895
Dawson, A. F________________________________________h i, 2095-2096. 2104
Fisher, E. D _____________________________________________ iii. 2498-2499
Forgan, J. B_____________________________________________ i, 27, 28, 29,37
Fowler, C. N______________________________________________ n, 1902,1912
Frenzel, J. P_________________________________________ii , 1534,1610-1612
Gilbert, Alexander________________________________________nr. 2745, 2746

Hill, E. J_________________________________________________ 1,259,264,271
Johnston, J. T. M ____________________________________________ i, 112-113
Jones. Breckenridge----------------------------------------------------------- ii, 1034-1036
Kenaston, F. E___________________________________________________it, 983
Kent, F. I_________________________________________________in, 2978-2980
McCaleb, W. F____________________________________________ n, 1592-1593
McCulloch, J. L ___________________________________________ n,1623,1624
Moehlenpah, H. A ______________________________________________ ii, 1546
Montgomery, S. B _____________________________________________ in, 2194
Morawetz, Victor________________________ iii, 2655-2656, 2670, 2689-2691

Revnolds, G. M___________________________________________________  I, 240
Scott. J. T ______________________________________________________ ii, 1647
Sexton, II. D___________________________________________________ iii, 2221
Simmons, W. D_________________________________ _______________ iii, 2486

Sprague, O. M. W _________________________________________________ i, 526
Swinney, E. F__________________________________________________ iii, 2042
Tregoe, J. H ___________________________________ n. 1039-1040,1041-1043
Untermver. Samuel________________________________________ii , 1326-1327
Vanderlip, F. A ___________________________________________ in, 1933,1963
Vinson, Taylor_________________________________________________in, 2866
Wade, F. J _____________________________________ i, 127,132,156-157,169
Wexler. Sol_____________________________________________________ 1.49-51
Wheeler, II. A____________________________________________ nr, 2522-2524
Willis, II. P___________________________________ m,3061-3064,3072-3075

Objections to—
Berry, W. II__________________________________________________ 1,595,596

Bowman, II. II__________________________________________________n, 1226
Question relating to National Banks joining, sent to bankers, Frame,

A. J_____________________________________________________________  1,680-681
S. Doc. 232, 63-1— vol 3-------82
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Federal Reserve Banks— Continued.
Rediscounting—  Page.

Chapman, Joseph____________________________________________ i, 187-189
Conant, C. A__ i i , 1383,1388, 1391,1395,1408,1409,1412,1436,1438,1451
Forgan, J. B----------------------------------------------------------------------  1,279,281,282

Fowler, C. A. N _________________________________________________ n, 1902
Jenks, J. W ________________________________ ____________________ i i i , 2598
Johnston, J. T. M____________________________________________ i, 118-119
McCaleb, W. F____________________________________________ i i , 1591,1595
McRae, T. C____________________________________________________ i i , 1281
Moehlenpah, H. A________________________________________________ ii, 1561
Morawetz, Victor______ i i i , 2671-2676, 2679-2683, 2693-2696, 2710-2711

’ Rhodes, Bradford________________ _________________________ in, 3005-3006
Untermyer. Samuel____________________i, 810, 868, 880, 891, 892; n, 1314
Vanderlip, F. A________________________________ i i i , 1934-1935,1937,1985

Wexler, Sol__________________________________________________  1,54,68,69
Willis, H. P_______________________________________________m,3056-3078

Representation on Federal Advisory Council, Gilbert, Alexander., i i i , 2756 
Reserves—

Ailing, N. D__________________________________________________  1,406-456
Barry, David_____________________________________________ in, 2321-2334
Cannon, J. G_____________________________________________ i i i , 2148-2150
Conant, C. A_______________________________________________i i , 1419-1454

Fisher, Irving_____________________________________________  i i , 1137-1141
Forgan, J. B_______________________________________________________ i, 37

Fowler, C. A. N_____________________i i , 1881,1885,1898,1903,1907,1908
Frame, A. J________________ _____________________________  1,693,726-728

Gilbert, Alexander________________________________________ h i , 2740, 2782
Hill, E. J _________________________________________________________ i, 260,

261, 264, 265-266, 267, 268, 269-271, 272, 273, 275-276
Ingle, William_____________________________________________ i i i , 378-2404
Jenks, J. W _____________in, 2553,2557-2558, 2565-2566, 2594-2596, 3176
McMorries, Edwin_______________________________________________it , 1589
Moehlenpah, H. A_______________________________________________n, 1550
Morawetz, Victor_______________________________________________ i i i , 2692
Perkins, J. H -------------------------------------------------------------------- i i i , 2338-2349
Reynolds, G. M------------------------------------------------------------------------i, 298-301
Rhodes, Bradford________________________________________ i i i , 3005, 3007
Scudder, S. D-------------------------------------------------------------------- t ii , 2237-2241
Treman, Robert_______________________________ i i i , 2350-2352, 2353, 2354
Untermyer, Samuel-----------------------------------------------------------------i. 815-816,

877, 881, 882, 883, 884, 885, 887, 888, 889, 890, 891, 892
Vanderlip, F. A___________________________________________ m , 1997-1998
Wade, F. J___________________________________________________ i, 148,151
Willis, H. P_______________________________________________m,3042-3050

Securities, Untermyer, Samuel_________ i, 885, 889, 890, 891, 892, 894, 895, 896
State Banks, permission to borrow from, Frame, A. J________________ i, 689
Stock issue—

Shibley, G. H ______________________________________________n, 1833-1860
Untermyer, Samuel_________________________ ______________________ i, 829
Willis. H. P_________________________________________ i i i > 3038-3039, 3060

Stockholders, public as—
Jones, Breckenridge____________________________________________ i i , 1037
Sprague, O. M. W --------------------------------------------------------------------------- i, 559

Subscriptions to, by Country Banks—
Bowman, H. H__________________________________________________ i i , 1230
(Drury, F. A_____________________________________________________ i i , 1224
Harris, B. F____________________________________________________ i i i , 2205
Montgomery, S. B------------------------------------------------------------------------i i i , 2193

Wells. E. B___________________________________________________  1,948,959
-------by Member Banks—

Ailing, N. D _____________________________________________ 1,414-415
Berry, W. H______________________________________________i, 012-613

Bolton, J. W ____________________________________  11,1572-1573,1575
Cannon, J. G_________________________________________ i i i , 2182-2184
Dawson, A. F_________________________________________ i i i , ,2103-2105
Forgan, J. B__________________________________________________ i, 278
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Federal Reserve Banks— Continued.
Subscriptions to, by Member Banks— Continued. Page.

Frenzel. J. P_______________________________________________  n,1534
Jolmston, J. T. M____________________________________________  r, 114
MeCalob, W. V_____________________________________________  it, 1597
MeMorries, Edwin___________________________________  it, 15S4,1586
Moehlenpah, II. A____ ____________________________________  n. 1541
Morawetz. Victor.__________________________________  in, 2670-2672
Reynolds. G. M ___ ________________ ________________  1,255-256

Scolt, J. T_____________________________________________ _____11.1646
rntermyer, Samuel_____________________________ _____ tt. 1323-1324

Vanderlip, F. A_________________________________ h i, 1958,1963-1966
Wade. F. J __________________________________________ 1,157,184-186
Wexler, Sol__________________________________________ i, 44-45, 65-66

------ by the public—
Dawson. A. F ________________________________________h i, 2103-2104
Jenks, J. W ____________________________________ m.2607,3171,3174

Wade, F. J___________________________________________________  i, 131
Tables—

Comparison of typical central reserve city bank as to earning
capacity under present law and under proposed bill___in, 3130-3131

Tentative income and expense, Federal Reserve Bank, New
York________________________________________._________________  in, 2153

See also Caj>italization—Federal reserve notes— Loans— Member 
Banks— National Banks— Note issue— Rediscounting.

Federal Reserve Board:
Bank assets, dissipation impossible, Sprague, O. M. W ________________ i, 531

Compulsory loans, Wexler, Sol________________________________________ i, 63
Control, by Government of, Bolton, J. W ______________________n, 1579-1580
------ by financial interests, Untermyer, Samuel________________it, 1336-1337

Currency, expansion regulated by—
Frame, A. J______________________________________________________ i, 719

Jones. Breokenridge____________________  _______________ ii, 1024-1025
------ loaned to Member Banks by, Crozier, A. O______________  iii, 2894-2895

Directors of Federal Reserve Banks, removal by, Long, R. H _____ iii, 2840
Discount rate—

Crozier, A. O_____________________________________________ in, 2889, 2S91
Jenks. J. W ______________________________________________ iii, 3162-3163

Extension of credit to be passed upon, Wexler, Sol----------------------------  i, 46
Federal Reserve Banks, replaced by, Crozier, A. O__________ iii, 2895-2905
------ to create as needed, Conant, C. A___________________ ii , 1412-1414.1450
Government vs. Presidential control, Bowman, H. H_______________ n, 1233

Member Banks, discretion regarding, Conant, C. A___________________  ii,
1411-1415,1449-1450

Objections to, Fowler, C. N____________________________________ n, 1901-1902
Personnel—

Ailing, N. D _____________________________________________  1,449,450-451
Baldwin, W. W _________________________________________________iii, 2132
Cannon, J. G_____________________________________________ iii, 2139-2140
Claflin, John__________________________________________________ i. 543, 546
Dawson, A. F_____________________________________________ iii, 2096-2098

Drury, F. A ______________________________________________________ ii, 1222
Fisher. E. D_________________________________________ iii, 2491, 2492-2498

Flannagan, W. W _________________________________________________ 1.743
Forgan, J. B_________________________________________________1,31,32.40
French, Nathaniel______________________________iii, 2070-2071, 2Q71-2072
Gilbert, Alexander_____________________________iii, 2756-2757, 2777-2778

Harris, B. F __________________________________  tit, 2203-2205, 2209-2210
Jenks. J. W _____________iii, 2605-2607, 3154-3155, 3157, 3161-3162, 3175

Johnston, J. T. M____________________________________________  i, 115 118
Larrabee, F. S__________________________________________________ iit, 2364

McCulloch. J. L___________________________________________  11,1623,1624
Marshall. F. E_______________________________________i, 45S, 460-462. 466

Montgomery, S. B_________________________________________- ____  in, 21.93
Morawetz, Victor______________________________ in, 2665-2667. 2679. 2710

Rhodes, Bradford_______________________________________________iii, 3007
Simmons, W. D___________________________________________ h i, 2485-2486
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Federal Reserve Board— Continued.
Personnel— Continued. Page.

Tregoe, J. H---------------------------------------------------------------  ii, 1040,1043-1045
Untermyer, Samuel___________________________________________ 1,813,815
Vanderlip, F. A -----------------------------------------iii, 1980-1984, 2060-2061, 2065

Wade, F. J-------------------------------------------------------------------------------------- i, 133
Wexler, Sol------------------------------------------------------------ 1,42,43.59,61,64,222

Willis, II. P------------------------------------------------------------------------m,3029,3051
Powers—

Bolton, J. W ____________________________________________________ ii,1582
Conant, C. A ----------------------------------------------------------------------- n, 1392-3394
Crozier, A. O_____________________________iii, 2888-2889, 2890, 2898-2900
Fisher, Irving------------------------- ---------------------------------------------ii, 1133-1134

Flannagan, W. W ________________________________________________  i, 800
Gilbert, Alexander---------------------------iii, 2743, 2745, 2752, 2754-2755, 2780
Ingle, William-------------------------------------------------------------------- iii, 2430-2414
Jenks, J. WT________________________ iii, 2558, 2559, 2595-2597, 2603-2604,

2609, 2610, 2627-2630,3158, 3168, 3183-3184, 3194-3195
Jones, Breckenridge____________________________ ii, 1011-1012,1021-1024
Kenaston, F. E___________________________________________________  i, 970
McCaleb, W. F_________________________________________________  n,1591
Morawetz, Victor---------------------------------------------- iii, 2654-2655, 2669, 2710
Scudder, S. D__________________________________________________  iii, 2241
Simmons, W. D_________________________________________________ iii. 2516
Sprague, O. M. W ________________________________________ i, 361-362. 525

Untermyer, Samuel__________________________________________  i, 861-867,
868-869; n, 1295-1298,1319,1337-1338,1359

Vanderlip, F. A ______________  m , 1935-1936,1939,1966-1967,1984-1996
Wexler, Sol_________________________________________________ 1,46-47,222

Wheeler, H. A_______________________________________ iii, 2525, 2526, 2531
Willis, H. P______________________________ iii,3051-3052,3076,30S0-3087

Public deposits, Ingle, William________________________________ iii, 2410-2414
Rediscounting, compelled by, Johnston, J. T. M___________________i, 118-119

-------supervision, Untermeyer, Samuel_________________________________ i, 868
Representation, of banks on, Frenzel, J. P-----------------------------------------n, 1534

-------of Federal Advisory Council on—
Jenks, J. W ________________________________________________  iii, 2605
Sprague, O. M. W _____________________________________________ 1.525

Reserve cities and central reserve cities designated, Wexler, Sol— i, 373-374
Stockholders, representation, Marshall, F. E________ __________________i, 458
Suspension of Member Banks, Jones, Breckenridge------------------ ii. 1006-1007

Federal reserve districts, Central Bank branches to be established in,
Jenks, J. W ___________________________________________________________  m,3159

Federal reserve notes:
Amendments to proposed bill concerning—

Fisher, E. D_______________________________________________m, 2502-2513
Simmons, W. D_________________________________________________ iii, 2486

Issue of—
Ailing, N. D______________________________________________ 1,408,417-418

Bolton, J. W ____________________________________________________ ii,1572
Cannon, J. G ____________________________________________ iii, 2140-2141
Conant, C. A_______________________________________________ ii, 1419-1436
Gilbert, Alexander_____________________________in, 2781-2782, 2817-2819

Hill, E. J______________________ 1,263-265,267,268,269,271,273,274.284
Jenks, J. W ________________________ iii, 2553, 2557, 2601, 2620-2621, 3179

McRae. T. C____________________________________________________  ii , 1284
* Marshall, F. E________________________________________________ i, 464-465

Moehlenpah, H. G_______________________________________________ ii, 1564
Morawetz, Victor________________________  iii, 2635-2644. 2662, 2678, 2684
Tregoe, J. H__________________________________________  11,1040,1045-1048
Untermyer, Samuel________________________ i, 888, 889, 890; ii, 1320-1321

Wade, F. J________________________________________________________  1,129
Legal tender—

Berry, W. H____________________________________ I, 589, 593, 619, 620, 621
Crozier, A. O______________________________________________h i, 2902-2903
French, Nathaniel________________________________________ iii, 2080-2081

Jenks, J. W _______________________________________________ m , 3186, 3189
Reynolds, G. M__________________________________ i, 291-292, 293, 294, 295
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Federal reserve notes— Continued.

Lien upon assets of Federal Reserve Banks—  Page.
Hulbert, E. D---------------------------------------------------------------------- 11,1107-1108

Rogers, G. W ------------------------------------------------------------------------------ iii, 2252
Untermyer, Samuel___ __________________________  1,892,893,894,895,896

Objections—
Bowman, H. H________ ___________________________________  ii, 1226,1227
Flannagan, W. W _______________________________________________  i, 747

Redemption—
Ailing, N. D______________________________________________________  1,413

Bowman, II. H____________________________________________ ii, 1240-1247
Cannon, J. G__________________________________ iii, 2140-2141, 2163-2165

French, Nathaniel________________________________________ iii, 2075-2080
Ingle, William-------------------------------------------------iii, 2371-2372, 2416-2417
Jenks. J. W___________________________________ iii, 2559, 2579-2580- 25S6

2589, 2593, 2617-2619, 3163, 3179-3183
Marshall, F. E________________________________________________ 1,472-473

Morawetz, Victor___________________________________ iii, 2645-2049, 2710
Rhodes, Bradford________________________________________iii, 3005, 3007

Wexler. Sol______________________________________________________  i, 72
Willis, II. P___________________________________  m,3030-3032,3034-3035

Reserves, Jenks, J. W ____ ____________________________________  iii, 3163-3164
Retirement—

Frenzel, J. P_______ ______________________________________  11,1631-1639
Jenks, J. W ______________________________________________  h i. 3186-3181)
Marshall, F. E_______________________________________________  i, 473-474

Securities for issue—
Dawson, A. F_________________________________ ill, 2090-2093, 2094-2095

Flannagan, W. W _______________________________________________  r, 749
Frame, A. J__________________________________________________ 1,697-698

Jones, Breckenridge______________________________________ ii . 1048-1050
Marshall, F. E_______________________________________________ t. 467-472
Simmons. W. D____________________________________ iii, 2486, 2515. 2516

Sprague, O. M. W ___________________________________  i. 501-504. 523-524
Syme, F. J_______________________________________________  iii, 2872-2875

Untermyer, Samuel---------------------------------------------------------------- i, 909, 919
Fisher, Edmund I>. (Deputy Comptroller of New York City) :

Testimony ____________________ ____________________ iii, 2487-2513, 3138-3140
Central Bank, advantages------------------------------------------------------------------nr, 2487
Currency bill, amendments to proposed bill_iii, 2491. 2492, 2498, 2500. 2502

Federal Advisory Council, amendments to proposed bill concern
ing___________ 1_____________________________________________  m.2492-2498

Federal Reserve Banks, number--------------------------------------------- iii. 2498-2499
Federal Reserve Board, personnel----------------------------------- in, 2491, 2492-2498

Federal reserve notes, amendments to proposed bill concerning, i n. 2502 -2513
Rediscounting, amendments to proposed bill concerning-------- in. 2500-2502

Fisher, Irving (Yale University) :
Testimony_____________________________________________________  n< 1129-1159
Bank notes, provision for retirement-------------------------------------------------  n,113(>

Banking system, Present, defects of----------------------- n, 1130,1138-1139,1141
Currency elasticity, under present law-------------------------- ii, 1138-1139,1141
Effects of passing proposed bill---------------------------------------n, 1132-1133,113(>

Emergency measure needed to take place of Aid rich-Vreeland Act- n, 1130
Favorable to proposed bill, with amendments_____n, 1130,1131.1145,114(>
Federal Reserve Banks, reserves______________________________n, 1137-1141
Federal Reserve Board, reduction of powers-------------------------- 11,1133-1131

Principal points in present banking system needing reform-------- r, 803-807
Flannagan, William W. (Montclair, N. J.) :

Testim ony_________ _______ _______________________  1,738-808; h i ,2726-2729
Bank examiners— _______

Appointment and duties---------------------------------------------------------  i. 796 -797
Compensation---------------------------------------------------------------------------------  i, 798

Clearing centers, Federal Reserve Banks-------------------------------------------- i, 796
Credit, explanation of------------------------------------------------------------- 1,740-742,744

Currency bill, amendments to proposed bill---------------------------------------- i, 750,
751, 770. 771, 772, 773, 774, 775, 776, 777, 778, 795, 796
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Flannagan, William W.— Continued. Page.
Currency expansion, provision for________________________________ I, 755-760

Federal Reserve Banks—
Advantages------------------------------------------------------------------------------- 1,752,753

Discounting________________________________________________________i} 777
Federal Reserve Board—

Personnel__________________________________________________________ 1 ,743
Powers-------------------------------------------------------------------------------------- 1,800,801

France, Bank of, statements relating to_______________________________1 , 765
Germany, Reichsbank of, currency_____________________________________1 , 765

Individual Banks—
Deposits------------------------------------------------------------------------------------ 1 , 753, 759

Note issue------------------------------------------------------------------  1,749,751,752,753
Note issue—

Federal Reserve Banks, collateral security______________________  1 , 749
------ objections_____________________________________________________  1 , 747

National Banks_______ ______________________________ 1 , 746-747, 748, 750
Retirement of, provision for______________________________________1 , 765

Redemption, bank notes___________________________________________ 1, 781, 782
Securities, note issue, Federal Reserve Banks________________________ 1 , 749

Foote, Francis W. (vice president, First National Bank of Commerce, 
Hattiesburg, Miss.) :

Testim ony__________________________________________ 11,1514,-1532,1613-162J
Checks and drafts, exchanged at par by Federal Reserve Banks

11 ,1517-1518,1616-1621 
Forgan James B. (president, First National Bank, Chicago, 111.) :

Testimony____________________ 1 , 25-42, 44,154,198-200, 201, 277-283, 304-306
Banking system, Present, defects______________________________________ 1 , 27
Central Bank—

Advantages__________________________________________________  1,27,28,39
Note issue_________________________________________________________  1 ,39

Checks and drafts, exchange at par by Federal Reserve Banks
1 ,198-200, 201

Country Banks—
No benefit received under proposed system________________________  1 ,39

Reserves___________________________________________________________ 1 , 281
Currency contraction__________________________________________________ 1 , 277
England, Bank of, directors______________________________________1 , 32-33,44

Federal Reserve Banks—
Capital__________________________________________________________ 1 , 29-30
Number__________________________________________________ 1 , 27, 28, 29, 37
Rediscounting ___________________________________________ 1 , 279, 281, 282

Reserves __________________________________________________________  1 ,37
Federal Reserve Board, personnel__________________________________ 1 ,32,40

Member Banks—
Rediscounting for______________________________'----------------------1 , 279,281
Subscription to Federal Reserve Banks-----------------------------------------1 , 278

National Banks, effect on capital by subscription to Federal Reserve
Banks________________________________________________________________ 1 ,154

Reserves, Government_________________________________________________ 1 ,304
Foster, Frank H., letter opposing section in proposed bill relating to sav

ings departments--------------------------------------------------------------------------m , 2632-2634
Fowler, Charles N. (Elizabeth, N. J.) :

Testim ony______________________________________________________11 ,1863-1931
Aldrich-V reel and Act, objections-------------------------------------------------------- 11 ,1903

Bank notes—
Issue_________________________________________________ 11 ,1870,1875,1881
Retirement_________________________________________________ 11 ,1908-1909

Bonds, opposition to refunding of 2 per cent------------------------------------- 11,1870
Central Bank, objections-------------------------------------------------------------------- 11 ,1917

Currency bill—
Amendments to proposed bill----------------------------------------------11 ,1916-1917
Objections to proposed bill------ 11,1882,1884,1899-1902,1913,1914-1916

Currency, supply under proposed bill-----------------------------------------11 ,1914-1915
Federal Reserve Banks, number------------------------------------------------11 ,1902,1912
Federal Reserve Board, objections to_________________________ 11 ,1901-1902
Germany, Reichsbank of, note issue--------------------------------------------------- 11,1880
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Fowler, Charles N.— Continued.
Note issue—  Page.

By banks__________________________________________________ii, 1905-1906
Government should not issue___________________________________ ii, 1898

Redemption, bank notes_____________________________________________ ii , 1914
Iiedisoounting—

Banking system, Present__________________________________  11,1888-1890
Federal Reserve Banks, objections____________________________  n, 1902

Reforms needed in banking____________________________________ n, 1917-1931
Reserves, Federal Reserve Banks_______ n, 1881,18S5,1898,1903,1907,1908

Frame, Andrew Jay (president, Waukesha National Bank, Waukesha,
Wis.) :

Testim ony_____________________________________________________________________________  i , 674-738
Bank notes, necessity for_________________________________________i, 725-726

Banking Reform, Some Facts versus Fallacies__________________  1.730-738
Banking system, Present—

Advantages_______________________________________________________  i, 709
Defects____________________________________________________________i, 686

Bonds, objections to refunding 2 per cent bonds_________________ i, 729-730
Canada, banking system___________________________________________ i , 707-709

Country Banks—
Capitalization____________________________________________________ _ i ,684

Objections to proposed bill___________________________________ i, 716-717
Reserves, unjust amount required____________________________ i, 687-688

Currency bill—
Amendments to proposed bill____________________________________  i, 688

Compulsory feature objected to_____________________________ i, 719-720
Currency elasticity, present banking system_________________________  i, 690

Currency expansion, Federal Reserve Board to regulate_____________i , 719
Federal Reserve Banks, reserves_____________________________________  i, 693
Federal reserve notes, securities_________________________________  1,697-698

Government bonds a.s collateral security_____________________________ i, 697
Member Banks—

Reserves required, objection_________________________________  i, 679-680
Subscription to Federal Reserve Banks________________  1,678,680-681

Na ti onal B a nks—
Capitalization_____________________________________________________  i,684

Question as to joining Federal Reserve Banks_______________ i, 680-681
Resolutions of Wisconsin banks amending proposed bill________ i,6S4

Panics, prevention________________________________________________ i, 677-678
Reserves—

Federal Reserve Banks_______________________________________ i, 726-728
Member Banks_______________________________________________ I, 717-719

Mobilization of, under proposed bill__________________________ 1,688,689
Savings departments, objections to proposed bill______________________ i, 684

State Banks, permission to borrow from Federal Reserve Banks_____i, 689
France, Bank of:

Directors, Untermyer, Samuel________________________________________  i, 813
Note issue, legal tender, Sprague, O. M. W ____________________________  i, 297

Reserves, Hulbert, E. D---------------------------------------------------------------------- ii, 1125
Statements relating to—

Chapman, Joseph_____________________________________________ 1,191-192
Flannagan. W. W _________________________________________________ I, 765

Wade, F. J____________________________________________________ i, 136,137
Wexler, Sol_______________________________________________________  i,l'03

Tables—
Interest__________________________________________________i, 536, 538-542

Reserve of actual gold versus notes only, versus notes and de
posits against deposits only____________________________________  i, 456

Franklin, X. E., letter stating South Dakota bankers’ objections to pro
posed bill_________________________________________________________  11,1723-1724

French, Nathaniel (Davenport, Iowa) :
T estim on y_____________________________________________________iii, 2069-2082
Banking system, Present, defects------------------------------------------------------ iii, 2070
Country Banks, membership in Federal reserve system--------------------iii, 2070
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French, Nathaniel— Continued.
Currency bill—  Page.

Merits of proposed bill__________________________________________iii, 2070
Objections to proposed bill________________________________ iii, 2070-2081

Currency elasticity__________________________________________________ iii, 2070
Federal Reserve Banks, removal of directors by Federal Reserve

Board_______________________________________________________ in, 2071-2072
Federal Reserve Board—

Personnel--------------------------------------------------------------------------- h i, 2070-2071
Powers------------------------------------------------------------------------------- iii, 2071-2072

Federal reserve notes—
Legal tender_____________________________________________ iii , 2080-2081
Redemption________________________________________________iii , 2075-2080

Member Banks—
Membership in Federal reserve system_________________________ iii, 2070
Stock dividends increased______________________________________iii, 2072

Reserves—
Loaned to prevent panics_________________________________ iii, 2074-2075
Mobilization of, under proposed bill____________________________in, 2070
Provided under proposed bill______________________________m , 2073-2074

State Banks, membership in Federal reserve system______________ iii, 2070
Frenzel, John P. (vice president, Merchants’ National Bank, Indianapolis,

Ind.) :
Testimony________________________________ ii, 1533-1539,1610-1613,1628-1639
Banking system, Present, defects_______________________________ ii , 1628-1631
Central Bank, favorable to _______________________________ ii, 1534,1611,1612

Currency bill—
Amendments to proposed bill______________________________n, 1612-1613
Objections of Indiana Bankers’ Association to proposed bill___it, 1533

Currency expansion, checks on_________________________________ ii , 1637-1639
Federal Reserve Banks, number_________________________ ii, 1534,1610-1612
Federal Reserve Board, representation on__________________________ it, 1534
Federal reserve notes, retirement______________________________ii, 1631-1639
Member Banks, subscription to Federal Reserve Banks optional____ ii, 1534

Savings department, National Banks, amendment to proposed bill_
ii , 1612-1613

Germany, Reichsbank of:
Cnrrpri^v. Flanna^an. W. W __________________________________________ i, 765

-------contingent, Ailing, N. D__________________________________ 1,409,410-411
Note issue—

Fowler, C. N____________________________________________________ it, 1880
Sprague, O. M. W _________________________________________________ i, 297

Reserves—
Reynolds, G. M____________________________________________________ I, 295
Sprague, O. M. W _________________________________________________ i, 506

Tables—
Interest__________________________________________________ i, 535, 538-542

Reserves of actual gold versus notes only, versus notes and de
posits against deposits only____________________________________ i, 456

Gilbert, Alexander (president of Market & Fulton National Bank, New 
York, N. Y.) :

Testimony ____________________________________________________  m , 2733-2834
Banking, supervision by Government_______________________________ tit, 2822

Ranking system, Present—
Defects_________________________________________________________in, 2752
Favorable to_______________________________________________iti, 2815, 2817

Central Bank, favorable to_________________________ in, 2752, 2754-2755, 2779
Clearing-house certificates—

Allowed in time of panic____________________________ in, 2739, 2743-2745
Prohibited as circulating notes___________________________ m , 2738-2740

Credit, expansion___________________________________________________ in, 2781
Currency bill—

Amendments to proposed bill______________________________in, 2743,2744
Objections to_____________________________________________ iti, 2777-2778

Federal Advisory Council, representation of Federal Reserve Banks 
o n __________________________________________________________________tit, 2756

$ 2 2 8  INDEX.
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Gilbert, Alexander— Continued.

Federal Reserve Banks— Page.
Number . . . . .  _ _ iii,2745,2746
Reserves in, 2740, 2782
Subscription to, by Member Banks optional iii,2756,2777

Federal Reserve Board—
Personnel .. . . in ,2756-2757, 2777-2778
Powers _ ........... _ _ 111,2743,2745,2752,2754-2755,2780

Federal reserve notes, issue of in, 27S1-2782, 2817-2819
Open-niarket operations ______ 111,2745,2786-2787

Glass-Owen Bill. See Currency bill (Owen-Glass).
Gold, currency basis, Berrv, W. II . _ 1,590,591.592,593
Gold certificates, retirement, Reynolds, G. M _ _ ______1,302
Gold reserve. See Reserves.
Government Bank:

Objections to, Wexler, Sol _ _ _ ___ ._____ _ - _ 1 , 354
Outlined, Conant, C. A _ _ __ i i , 1499-1513
Plan for, Vanderlip, F. A. ... _ 111,2911-2967

Government bonds :
Federal reserve notes, secured by, Berry, W. H ____________ l, 589-590, 593
Retirement, Drury, F. A  ̂ _ _ ______  n,1225
Security of, Frame, A. J _ _____ _ _ .  _ 1,697

Government deposits:
Federal Reserve Banks, Untermyer, Samuel- _____ i i , 1322-1323,1324
Interest—

Kenaston, F. E _ __ i, 969—970
Marshall, F. E ___ __________ __ _ -  _ _ _ 1,466-467

Redemption of Federal reserve notes, Marshall, F. E i, 472-473
Reserve associations, Berry, W. H - _ i, 596

Government in banking business:
Objections to—

Conant, C. A _ _ ___ _______ ______ ______  _ 11,1386-1387
Willis, H. P _____ ____ ___ -  in, 3050-3051

Proposed bill does not favor, Untermyer, Samuel _ i i , 1294-1295
Statements relating to—

Bassett, J. C ------  — __ n, 1678
Bucholz, W. H ___________ _. __ _ __ _ in, 2429
Wade, F. J _____  -  ____ ________ i, 131

Greenbacks:
Legal tender, benefit or detriment, Reynolds, G. M_ l, 292-293
Objectionable as currency, Reynolds, G. M i, 297, 301-302

Hallock, James C. (Brooklyn, N. Y.) :
Testimony ii, 1684-1709
Amendments to proposed bill i i , 1699-1700,1704-1707
Central Bank, favorable to i i , 1700-1701
Panic of 1907, causes _ ii, 1686,1689-1696,1709-1714

Harrington, Charles M. (Minneapolis, Minn.) :
Testimony_______________________________________ i, 960-966
Country Banks, loss of reserve deposits under proposed bill- i, 962, 964-966
Credit contraction _ i, 962, 964-965
Crop movements, affected by proposed b i l l ------ __ i, 960-962
Rediscounting, Federal Reserve Banks _ _ i, 962, 966
Savings deposits, unavailable for commercial purposes under pro-

nosed bill--------------------------------------------------------- 1, 962, 963-964
Harris, B. F. (vice president First National Bank, Champaign, 111.) :

T estim on y ---------------------------------------------------------- in,2202-2215
Currencv bill, objections _ __ [11.2203,2208
Federal Reserve Banks, subscription by Country Banks to--------------  ni, 2205
Federal Reserve Board, personnel- i i i , 2203-2205, 2209-2210
Member Banks, membership in Federal reserve system optional-------- in,

2205-2206, 2207
Hawaii, legislation should not affect present status of banks, Peck,

L T ............ -___ ___ - - .. h i, 2875-2882
Hepburn, A. Barton:

Address of-----------------------------------------------------------_____  i, 30
Central Bank, advantages of----------------------------------------------------------------- i, 30
Defects of present banking system------------------------------------------------------  i, 30
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Hill, E. J. (vice president, National Bank of Norwalk, Norwalk, Conn.) : Page.
T estim ony________________________________________________ i, 258-277, 283-287
Aldrich-Vreeland Act, opposition to______________________________ i, 269, 271
Bank notes, retirement_____________________________________________i, 262-263

Central Bank—
Government supervision___________________________________________ i, 285
Limitation o f__ ___________________________________________________ i, 286
Note issue--------------------------------------------------------------------------------------- i, 287
Reserves__________________________________________________________ i, 286

Country Banks—
Advantages of home supervision under State law________________ i, 286
Reserves_____________________________________________________ i, 261-262

Currency expansion__________________________________________  i, 269, 276, 279
Federal Reserve Banks—

Note issue_____________________i, 263-265, 267, 268, 269, 271, 273, 274. 284
Number----------------------------------------------------------------------------- i, 259, 264, 271
Reserves_____ i, 260, 261, 264, 265-266, 267, 268, 269-271, 272, 273, 275, 276

Note issue by Government, opposed__________________________ i, 263, 264, 268
Redemption—

Bank notes_______________________________________________ i, 258-268, 273
Five per cent fund____________________________________________ i, 258-263

Reserves, reduction_______________________ 1______________________  i, 260, 261
Treasury notes, issue of__________________________________________ i, 283-284

Holland. See Netherlands.
Hubbard, J. A., and others (First National Bank, Plainfield, N. J.) :

Letter opposing proposed bill_______________________________________ iii, 2788
Hulbert, E. D. (vice president, Merchants’ Loan & Trust Co., Chicago,

111 . ) :
T estim ony_____________________________________________________  i i , 1094-1129

Aldrich-Vreeland Act, dangers under________________________________ it, 1119
Currency bill, objections_______________________________________ ii , 1095-1127
Currency expansion, injurious effects of inflation__________________ n, 1121
Farm loans, short-time limit objectionable_____________________ii, 1112,1113
Federal Reserve Agents_____________________________________________ it, 1097
Federal Reserve Banks, powers of directors__________________ ii , 1109-1111

Federal reserve notes first lien upon assets of Federal Reserve
Banks _______________________________________________________ ii, 1107-1108

Franfce, Bank of, reserves___________________________________________ ii, 1125
Member Banks, expenses of collecting funds_____________ ii, 1101-1103,1105
Open-market operations, objections------------------------- ii, 1097,1098,1.100,1101
Reorganization not necessary under present banking system_______ ii, 1123
Savings departments, provision should be eliminated_________ ii, 1114-1117
State Banks________________________ ii, 1094-1096,1112-1113,1114-1115,1117

Imperial Bank of Germany. See Germany, Reichsbank of.
Indiana Bankers’ Association, currency bill, objections_________________ ii, 1533
Individual Banks:

Country Banks, benefited under proposed bill, Untermyer, Samuel- i, 934-937
Deposits, Flannagan, W. W _______________________________________ i, 735, 759

Note issue—
Flannagan, W. W ___________________________________  1,749,751,752,753
Untermyer, Samuel___________________________________________ i, 903-909

Inflation of currency. See Currency, expansion.
Ingle, William (vice president, Merchants & Mechanics National Bank, 

Baltimore, Md.) :
Testimony___________jl_________________________________________ iii, 2369-2419
Bonds, objections to refunding of 2 per cent___________iii, 2376-2377. 2411

Checks and drafts, exchange at par by Federal Reserve Banks, iii, 2384-2405
Commercial paper, limit should be increased________________ tii, 2402-2404
Currency bill, objections__________________________ iii , 2371, 2376, 2384, 2416

Discounting rates________________________________________________—  iii, 2410
Redemption—

Five per cent fund____________iii, 2373, 2378, 2381, 2382, 2383, 2384, 2396
Government notes in gold_________________________________ in, 2371-2372

Rediscounting, objections______________________________________tit, 2402-2404
Reserves, Federal Reserve Banks_____________________________iii, 2378-2404

Inland Exchange Committee, Report to New York Clearing-House Com
mittee___________________________________________________________ m,2789-2791
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P n i r o .

Insular possessions, proposed bill does not include, Peck, T,. T_______ ^___ in,
2875, 28S1.-2882

Interest:
Banks not to receive, upon deposits, Reynolds, G. M_____________i, 224-225

Federal Reserve Banks—
Jenks, J. W ________________________________________________iii, 2581-2582
Sprague, O. M. W ____________________________________________ I, 504-505
Tregoe, J. II____________________________________________________ ii, 1040

Government deposits—
Kenaston, F. E______________________________________________ n, 969-970
Marshall, F. 10_______________________________________________ i, 466^67

Member Banks, charge by, Crozier, A. O______________________in, 2891-2892
------ charged by Federal Reserve Banks, Scott, J. T___________ ii, 1647-1648
Public deposits, Ingle, William________________________________ iii, 2410-2414
Rates, different sections of country, Wexler, Sol___________________ i, 96-99
------ regulated by Federal Reserve Banks, Jenks, J. W _______in, 2627-2680

Tables, European reserve banks__________________________________  1,534-542
Investments. Sea also Loans— Securities.
Jacobs, George M., letter objecting to provisions in proposed bill- nr, 3111-3112
Jenks, Jeremiah W. (New York University, New York City) :

Testimony__________________________________________ iii, 2552-2634, 3153-3196
Bank notes, retirement__________________________________ nr, 2567, 2570, 2572
Branch banks, directors____________________________________________ nr, 3160
Canada, banking system______________________in, 2577, 2578-2579, 2581, 2613

Central Bank—
Advantages------------------------------------------------------------------------- in, 3191-3192

Branch banks____________________________________________ tii, 3159-3160
Capitalization___________________________ iii, 3155-3156, 3167-3168, 3169

Favorable to— m, 2603-2604, 2605, 2609, 2611-2612, 3154, 3158, 3166, 3195
Period of existence should not be limited_______ ______________ nr, 3158
Stock issue__________________________________________ iii, 3159, 3160, 3165

Checks and drafts—
Country Banks allowed expenses for collecting__________ in, 3171-3173
Exchange, at par by Federal Reserve Banks__________________ nr, 3183

Credit expansion----------------------------------------------------------------------- nr, 2613-2614
Currency bill—

Amendments to proposed bill---------------------------------------- - iii, 2579-2580,
2581-2582, 2617-2618, 2620, 3154-3168, 3183, 3185, 3194-3195

Merits of proposed bill_______________________________________ tit, 2596,
2601-2602, 2610, 2615, 2617, 2624, 3172. 3182

Objections to proposed bill___________________ iii, 2604, 2619, 2622, 2626
Currency elasticity, provided under proposed bill_______ in, 2559, 2579, 2610
Currency expnnsion—

Commercial paper measures-------------------------------------iii, 2564-2566, 3182
Prices increased_______________________________________________ in, 2578

Defects in present banking system-------------------------iii, 2552-2553, 2614-2615
Discounting rates------------------------------------------------------------------------------ in, 2627

Farm loans—
Elimination of provision for--------------------------------------------in, 2622, 2626
Limited as to amount__________________________________________ rn, 3164

Federal Advisory Council, representation on Federal Reserve
Board ____________________________________________________________ ttt, 2605

Federal Reserve Agents, duties__________________________ m , 2559, 2564, 2583
Federal Reserve Banks—

Clearing-house for Country Banks--------------------------------------------- in, 3172
Directors_________________________________ in, 2595-2597, 3175, 3183-3184
Discounting________________________ nr, 3177-3178, 3183-3185, 3195-3196
Interest not to be paid on deposits________________________ nr, 2581-2582
Note issue________________________________ iii, 2553, 2557, 2601, 2620-2621

Rediscounting__________________________________________________  in, 2598
Reserves _______________ nr, 2553, 2557-2558, 2565-2566, 2594-2596, 3176
Subscription to, by the public----------------------------------- nr, 2607, 3171, 3174

Federal Reserve Board—
Personnel_______________ iii, 2605-2607, 3154-3155, 3157, 3161-3162. 3175
Powers___________________________ in, 2558, 2559, 2595-2597, 2603-2604,

2609, 2610, 2627-2630, 3158, 3168, 3183-3184, 3194-3195
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Jenks, Jeremiah W.— Continued.
Federal reserve notes—

Issue of--------------------------------------------------------------------------------------- n i, 317J>
Legal tender----------------------------------------------------------------------- nr, 318G, 3189-
Redemption ____________________________________________________ l i t , 2559,

2579-2580, 2586, 2589, 2593, 2617-2619, 3163, 3179-3183
Reserves-----------------------------------------------------------------------------nr, 3163-3164
R et i rein ent________________________________________________m ,3186-3189

Interest, rates regulated by Federal Reserve Banks___________h i, 2627-2630
Loans, control by Federal Reserve Banks__________________________ nt, 3154

Member Banks—
Membership in Federal reserve system optional____iii, 2607, 2608, 3161
Subscription to Federal reserve system____________iii, 2567-2568, 3174

Mortgage loans, investment by banks in_____________________________in, 2622
Open-market operations, discount to be charged_____________ iii, 3162-3163
Reserves, control should be unified_________________________________ in, 3154

Savings departments—
Elimination of provision for______________________________ iii, 2622, 2626
National Banks, approved______________________________________in, 3164

Stock-exchange loans, investment by banks In______________________ m , 2624
Jewett, II. C. (Aberdeen, S. Dak.) :

Testim ony_____________________________________________________  n, 1682-1684
Commercial paper, limit should be increased__________________ ii , 1682-1683
Farm loans, value as security_________________________________ n, 1683-1684

Johnston, John T. M. (president of National Reserve Bank, Kansas City,
Mo.) :

Testim ony_________________________________________________________  i, 109-123
Currency legislation, urgency of_______________________________________i, 116
Farm loans, short-time limit objectionable_______________________ 1 , 1 2 0 - 1 2 1

Federal Reserve Banks—
Location______________________________________________ i, 112-113,117-118
Number__________________________________ ____________________  i, 112-113

Federal Reserve Board, personnel_________________________________ i, 115-118
Member Banks—

Interest on subscriptions to Federal Reserve Banks______________ i, 119
Membership in Federal reserve system optional______________ i, 113-114
Subscription to Federal Reserve Banks__________________________ i, 114

Rediscounting, compulsory by other Federal Reserve Banks_____ i, 118-119
Reserves, reduction of_________________________________________________ i, 120
Savings departments, elimination of provision for____________________i, 12 1

Jones, Breckenridge (president of Mississippi Valley Trust Co., St. Louis,
Mo.) :

Testimony____________________________________________ ii, 998-1038,1048-1050
Country Banks—

Advantages under proposed bill------------------------------------------ ii, 1029-1034
Reserves_________________________________________________________  it, 1000

Currency bill, amendments__________________________ ii, 999-1003,1006,1012
Currency expansion, Federal Reserve Board to regulate______ ii, 1024-1025
Discounting, method in proposed bill commended______________ ii , 1025-1027

Federal Reserve Banks—
Number____________________________________________________  it, 1034-1036

Public as stockholders__________________________________________ it, 1037
Federal Reserve Board—

Powers should be restricted_______________________________ ii , 1011-1012
Publicity curbs power_____________________________________ii, 1021-1024
Suspension of Member Banks-------------------------------------------- ii, 1006-1007

Federal reserve notes, securities for issue_____________________ii, 1048-1050
National Banks, present advantages__________________________ ii , 1020-1021
Open-market operations, objections___________________________ ii, 1036-1037
Reserves, Member Banks______________________________________ ii , 1037-1038

Savings departments—
Elimination from National Banks__________________ ii, 1005,1013-1019
Regulations for conduct of------------------------------------------------- ii, 1011-1013
Reserves___________________________________________________ ii, 1002-1005

State Banks, membership in Federal reserve system___________ii , 1007-1011
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J ones, R r eckenridge— Continued.
Trust companies—  Pago.

Amendments to proposed bill_________________________ ii, 999-1003,1006
Membership in Federal reserve system___________________ it, 1007-1011
Statements relating to____________________________________ it, 1015-1017

Jones, Gordon (president, United States National Bank, Denver. Colo.) :
Testimony__________________________________________  iii, 2259-2272, 2272-2281

Bonds, objections to refunding of 2 per cent_________________ iii, 2260-2272
Country Banks, membership in Federal reserve system op

tional________________________________________________________iit,2263-2272
Currency bill, objections________________________________ iii, 2260-2265,2273

Joy, Benjamin, letter relating to Boston Clearing House_______________  in, 3129
Kenaston, F. E. (Minneapolis, Minn.) :

Testimony_________________________________________________________i, 967-998
Advantages of present banking system_______________________________it, 969
Country Banks, reserves_________________________________________ it, 972-974

Credit, contraction___________________________________  1,967-969; it, 984-990
Currency bill, objections to___1__________________________________ ii. 968-970

Federal Reserve Banks— '
Business conditions in Northwestern States_______  ii, 982-983, 992-994

Capitalization________________________________________________n, 980-982
Compulsory contributions objectionable_____________________ii, 969, 982

Interest on Government deposits compulsory_______________  n, 969-970
Number__________________________________________________________ ii , 983

Federal Reserve Roard, powers____________________________________ it, 970
Objections to short-time commercial paper____n, 967-969, 971-972,984-990
Panic of 1907, statements relating to___________________ n, 974-975, 978-980
Panics, prevention__________________________________ it, 969, 974-976, 979-9S0

Kent, Fred I. (vice president of Rankers’ Trust Co., New York, N. Y.) :
Testim on y _____________________________________________________ iii, 2977-3002

Ranking system, Present, defects__________________________________  iii, 2977
Central Rank, advantages_______ m, 2979, 2980, 2994, 2995, 2996. 2997, 3002
Federal Reserve Ranks, number______________________________in, 2978-2980
Open-market operations, objections________________________________ nr, 2989

Kontingent. See Currency, Contingent.
La Rar, G. D., letter opposing proposed bill____________________________ iii, 2631
Larrabee, F. S. (Farmers’ National Rank, Stafford, Kans.) :

Testim ony_________________________________________ iii, 235G-2366, 3069-3071
Federal Reserve Roard, personnel_________________________________  iit, 2364

Open-market operations, objections------------------------------------------ iii, 2359-2362
Rediscounting, objections____________________________________ iii, 2356-2365
State Ranks, Membership in Federal reserve system----------- in, 2357-2358

Lassen, Alexander C. (president of the Lassen Realty Co., New York,
N. Y.) :

Testimony_____________________________________________________ iii, 3112-3125
Ranking system, Present, favorable to__________________ in, 3114, 3115, 3119

Currency bill—
Merits of proposed bill________________________________________tit, 3116
Objections_____________________________________ iii, 3114-3115, 3118, 3120

L*aw, F. M. (First National Rank, Reaumont, Tex.) :
Testim ony_____________________________________________________  m, 2334-2337
Countrv Ranks, membership in Federal reserve system optional____ iii.

2334-2337
Legal tender:

Circulation oil June 30, 1912__________________________________________  i, 593
Sec also Rank notes— Currency— Federal reserve notes— Green- 

baeks— Treasury notes.
Ijiens:

Federal reserve notes, first lien upon, assets of Federal Reserve 
Ranks—

Hulbert, E. D_____________________________________________ n, 1107-1108
Untermyer, Samuel____________________________ i, 892, 893, 894, 895, 896

Linn, William A., letter opposing section in proposed bill relating to 
savings departments_____________________________________________  n, 1272-1273
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Loan companies:
Tables— Page.

Aggregate resources and liabilities of loan and trust companies,
190S to 1912_______________________________________________ iii,2187

Principal items of resources and liabilities, 1863 to 1912__ m . 2190-2191
Loans:

Banking system. Present, compared with European banks_______  i, 835-837
Central Banks restricted by Federal Reserve Banks, Blinn, C. P_ n, 1189-1191
Compulsory, Wexler, Sol_______________________________________________ i, 63
Contraction, to influence public prohibited, Crozier, A. O____ 111. 2892-2894
------  under proposed bill—

Bucholz, W. H________________________________________ ifi, 2420, 2423
McCulIoch, J. L______________________________________________ii 1626

Effect of proposed legislation upon—
Moses, E. R_______________________________________________iii , 2366-2367
Sprague, O. M. W ____________________________________________ i, 510-511

Federal Reserve Banks should control—
Jenks, J. W _______________________ 1____________________________iii, 3154
Sprague, O. M. W ___________________________________ i, 367-368, 498-501

Securities, Sprague, O. M. W _____________________________i, 513-522, 531-532
State Banks, Bolton, J. W ____________________________________ n, 1576-1577

See also Mortgage loans— Real estate loans— Stock-exchange loans.
Lombard Street, by Walter Bagehot, extracts from________________ i, 64,130-131
Long, Richard H. (Framingham, Mass.) :

Testimony_____________________________________________________  m . 2835-2849
Credits, provisions under proposed bill_______________________ h i , 2840-2843
Currency bill, amendments___________________________________________ i, 2841
Farm loans, favorable to short-time limit_____________________in, 2841-2842

Federal Reserve Banks—
Compulsory subscription________________________________________ itt, 2837

Directors__________________________________________________  iii, 2836, 2840
Rediscounting____________________________________________  iti, 2840-2843

McCaleb, W. F. (president, West Texas Banking & Trust Co., San 
Antonio, Tex.) :

Testimony_______________________________________________________n, 1591-1610
Central Bank, favorable to_____________________________________ii, 1591,1596
Checks and drafts, exchanged at par by Federal Reserve Banks___it, 1598

Currency bill—
Amendments to proposed bill______________________________ it, 1597,1598
Merits of proposed bill_______________________________ ii, 1591,1594,1598
Objections to proposed bill--------------------------------------- ii, 1597,1598,1603

Federal Reserve Banks, number_______________________________ ii, 1592-1593
Federal Reserve Board, powers______________________________________ii, 1591
Member Banks, subscription to Federal Reserve Banks_____________ij,1597
Note issue by banks and not Government___________________________ it, 1605

Rediscounting, compulsory by other Federal Reserve Banks__ ii, 1591,1595 
McCulIoch, J. L. (president, Marion National Bank, Marion, Ind.) :

Testimony_______________________________________________________ii, 1621-1628
Currency bill, amendments to proposed bill____________________ii , 1623-1624
Federal Reserve Banks, number_______________________________ ii , 1623,1624
Federal Reserve Board, personnel_____________________________ii, 1623,1624
Loans, contraction under proposed bill______________________________ ii, 1626

Member Banks—
Membership in Federal reserve system optional___________it, 1623,1627
Stock dividends increased_______________ ,_______________________ ii, 1624

MeMorries, Edwin (president, First National Bank, Meridian, Miss.) :
Testimony______________________________________________________ it, 1583-1591

Currency bill—
Merits of proposed bill-----------------------------------------------------------------ii, 1589

Objections______________________________________ ii , 1584,1586,1590-1591
Defects in present banking system-------------------------------------------- ii, 1589,1590

Member Banks, subscription to Federal Reserve Banks op
tional___________________________________ _____________________  it, 1584,1586

Reserves, Federal Reserve Banks___________________________________ ii, 1589
Savings departments, elimination of provision for_____________n, 1590-1591
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McRae, Thomas C. (president, Bank of Prescott, Ark.) : Page.
T estim ony_____________________________________________________  ir, 1275-1288
Currency bill, favorable to____________________________________  ir, 1275-1276
Currency elasticity, Country Banks___________________________  n. 3270,1282
Note issue—

Federal Reserve Banks__________________________________________  ir, 1284
Government__________________________________________  11,1284,1286,1287

Rediscounting, compulsory by other Federal Reserve Banks________  it . 1281
Maddox, Robert F. (vice president, American National Bank, Atlanta,

Ga.) :
Testimony_________________________________________________________l, 192-218
Checks and drafts, exchange at par by Federal Reserve Banks__ 1,192-212 
Country Banks, exchange charges on checks and drafts— i, 192-194, 203, 206 
National Banks—

Real-estate loans__________________________________________________i, 217
Savings deposits_____________________________________________ i, 212-217

Savings banks, deposits_______________________________________1,213,216,218
Savings departments, elimination of provision for___________________ i, 212
Savings deposits—

Amounts_____________________________________________________ i, 212-213
Investments___________________________________________________ 1,213-215
National Banks______________________________________________ 1,212-217
Reserves__________________________________________________i, 216-217, 218
Savings Banks___________________________________________ 1,213,216,218
Segregation_____________________________________________________ 213-215

Marshall, F. E. (New York, N. Y.) :
Testim ony__________________________________________ i, 456^91 ; ir, 1175-1177
Bank examiners, appointment and duties_________________________  1,481-484
Bank notes, retirement opposed______________________________________ i, 465
Bonds, objections to refunding of 2 per cent______________________i, 477-480
Central Bank, opposition to control by bankers_______________________i, 460
Checks and drafts, exchange at par by Federal Reserve Banks.. . 1 , 475-4 77
Country Banks, reduction of reserves_________________________________i, 463
Credit, contraction of__________________________________________________i, 457
Currency bill, amendments________________________________________ 1,457-491
Farm loans, security_____________________________________ i, 485-486, 489^90
Federal Advisory Council unnecessary________________________________i, 466
Federal Reserve Banks—

Directors_____________________________________________________  t, 461,462
Note issue_________________________________________ __i, 464-465, 467-472

Federal Reserve Board—
Personnel, method of appointment_______________________  1,460-462,466

Stockholders, representation_____________________________________ i, 458
Government deposits, interest____________________________________ i, 466-467
Note issue, requirements for retirement__________________________ i, 473-474
Redemption—

Bank notes________________________________________________________ i, 481
Federal reserve notes, charged against Government deposits__ 1,472-473
Five per cent fund, reduction_____________________________________ i, 481

Reserve cities, number____________________________________________ i, 457-458
Stockholders—

Dividends_________________________________________________________ i, 458
Liability for transfer of stock________________________________i, 484^85

Meaning of Money. The, by Hartley Withers, extracts from__________ i, 133-134
Member Banks:

Capitalization of deposits, Ailing, N. D__________________________  1,422-423
Commercial paper, acceptances by National Banks. TJntei’myer,

Samuel_________________________________________________________ t. 810-811
Currency loaned by Federal Reserve Board to, Crozier, A. 0__ in, 2894-2895
Discrimination and favoritism prohibited, Crozier, A. O_____ lit. 2889-2891
Federal Reserve Board, discretion regarding, Conant. C. A_______ it , 1411-

1415.1449-1450
Funds, expenses of collecting, Hulbert, E. D_____________ i i . 1101-1103,1105
Interest—

Charged by Federal Reserve Banks, Scott, J. T_______ ____ n 1647-1648
On subscription to Federal Reserve Banks, Johnston, J. T. M___i, 119

Rate not to exceed 7 per cent, Crozier, A. O_____________ in. 2891-2892
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Member Banks— Continued.
Membership in Federal reserve system—  Page.

Ailing, N. D__________________________________________________  1,449-450
Bucholz, W. H______________________________________ xii, 2420, 2424-2425
Comstock, A. H _________________________________________________  ii, 1051

Conant, C. A ___________________________________ ii, 1410-1415,1449-1450
Dawson, A. F_________________________________  iii, 2098, 2099-2100, 2102

French, Nathaniel______________________________________________in, 2070
Harris, B. F________________________________________  h i, 2205-2206, 2207
Jenks, J. W _________________________________________  111,2607,2608,3161

Johnston, J. T. M__________________________________ __________1,113-114
McCulloch, J. L___________________________________________  11,1623,1627
Morawetz, Victor___________________________________  iii, 2650-2652, 2711

Moses, E. R_______________________________________________iii, 2367, 2368
Reynolds. G. M_______________________________________________ 1,238,239

Rogers, G. W ______________________________________________iii. 2248-2250
Untermyer, Samuel_____________________________i, 817-819; ii, 1320,1368

Wade, F. J___________________________________________________  1,125-129
Wheeler, H. A __________________________________________________ iii, 2527
Willis, H. P___________________________________ iii, 3026-3028, 3038-3048

-------of Country Banks in Federal reserve system—
Bassett, J. C________________________________________________ ii, 1669

Claflin, John_____________________________________________  1,543-546
Conant, C. A__________________________________________  n,1410-1414
Dawson, A. F__________________________________  iii, 2102, 2125, 2128

French, Nathaniel__________________________________________ nr, 2070
Jones, Gordon_________________________________________ in, 2263-2272

Law, F. M___________________________________________  in. 2334-2337
Reynolds, G. M_______________________________________i, 239-240, 241
Rogers, G. W _________________________________________ in, 2252-2259
Swinney, E. F________________________________________m . 2041, 2049
Tilton, McLane, jr____________________________________ in, 2319. 2320
Untermyer, Samuel_______________________________________i, 817-837
Wexler, Sol___________________________________________________ i, 374
Willis, H. P__________________________________________ m,3035-3036

-------of State Banks in Federal reserve system—
Conant, C. A__________________________________________  n, 1449-1450
French, Nathaniel__________________________________________ ni, 2070
Larrabee, F. S________________________________________ m , 2356-2365
Moehlenpah, H. A__________________________________________ n, 1541
Newton, Oscar_________________________________________ ii, 1640,1641
Scudder, S. D________________________________________ in, 2241-2246
Tilton, McLane, jr_________________________________________ in, 2321

Untermyer, Samuel- i, 817-819, 838-842, 937-939; ii, 1315,1333-1334
Vanderlip, F. A_________________________________ iii, 1976-19S0, 2058
Willis, H. P__________________________________________ m,3021-3023

------ of trust companies in Federal reserve system—
Jones, Breckenridge------------------------------------------------------ ii, 1007-1011
Vanderlip, F. A____________________________________________ iii, 2057

Rediscounting for, Forgan, J. B-----------------------------------------------------i, 279, 281
Reserves__

Bolton, J. W ________________________  11,1574-1575,1577-1579,1580-1581
Crozier, A. O______________________________________________tit, 2887-2888
Frame, A. J --------------------------------------------------------------- i, 679-680, 717-719
Jones, Breckenridge------------------------------------------------------------ii, 1037-1038
Morawetz, Victor_________________________________________ iii, 2678-2704

Rights, Scott, J. T____________________________________________  11,1047,1651
Stock dividends increased—

French, Nathaniel______________________________________________ m , 2072
McCulloch, J. L _________________________________________________ ii,1624
Montgomery, S. B ---------------------------------------------------------------------- iit, 2194

Untermyer, Samuel----------------------------------------------------------------------  ii, 1315
Subscription to Federal Reserve Banks—

Ailing, N. D __________________________________________________ 1,414-415
Berry, W. H __________________________________________________ 1,612-613
Bolton, J. W _________________________________________ n,1572-1573,1575
Cannon, J. G------------------------------------------------------------------------n» 2182-2184
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Member Banks— Continued.

Subscription to Federal Reserve Banks— Continued. Page.
Dawson, A. F----------------------------------------------------------------------- ii, 2103-2105
Forgan, J. B______________________________________________________ I, 278

Frame, A. J_____________________________________________  1,678,680-681
Frenzel, J. P____________________________________________________ ii , 1534
Gilbert, Alexander________________________________________i i i , 2756, 2777
Jenks, J. W _________________________________________ i i i , 2567-2568, 3174
Johnston, J. T. M_________________________________________________i, 114
McCaleb, W. F__________________________________________________ii,1597
McMorries, Edwin_________________________________________ i i , 1584,1586
Moehlenpah, H. A ______________________________________________ ii, 1541
Morawetz, Victor_________________________________________h i, 2670-2672
Reynolds, G. M__________________________________ ____________ i, 255-256
Scott, J. T ______________________________________________________ ii,1646
Untermyer, Samuel________________________________________ii , 1323-1324
Vanderlip, F. A ------------------------------------------------------------------ iii, 1963-1966
Wade, F. J________________________________________________1, 141-142,145
Wexler, Sol______________________________________________ i, 44^5, 65-66
Jones, Breckenridge________________________________________ii, 1006-1007

Tables—
Capital, deposits, cash, and amount of rediscounts for Member

Banks if all National Banks immediately subscribe____iii, 2751-2752
Summary after considering net cash requirements, after discounts

permissible to______________________________________________ i, 656-657
Milliken, R. C. (monetary statist, Washington, D. C.) :

Testimony_____________________________________________________ iii, 2453-2484
Central Bank, objections___________________________________________ iii, 2469
Currency bill, amendments to proposed bill____________________iii, 2470-2477
Federal Reserve Banks, control by bankers____________________iii, 2460-2461

Moehlenpah, H. A. (president, Wisconsin Bankers’ Association, Clinton,
Wis.) :

Testim ony_____________________________________________________ ii, 1539-1565
Central Bank, favorable to__________________________________________ ii, 1547
Currency bill, amendments___________________ n, 1541,1546,1550-1551,1561
Farm loans, short-time limit objectionable---------------------------------------- n, 1561

Federal Reserve Banks—
Government control_____________________________________________ ii, 1549
Number__________________________________________________________n, 1546

Federal reserve notes, Government issue--------------------------------------------ii, 1564
Member Banks, subscription to Federal Reserve Banks compul

sory _______________________________________________________________ ii, 1541
Objections to present banking system------------------------------------------------- ii, 1564
Rediscounting, Federal Reserve Banks----------------------------------------------ii , 1561.

Reserves—
Country Banks__________________________________________________ n, 1550
Federal Reserve Banks__________________________________________ ii, 1550

Savings departments, Country Banks’ objections to---------------------------ii, 1564
Monetary Commission, National. See National Monetary Commission. 
Monetary systems and approximate stocks of money, in aggregate and per

capita, in principal countries of the world, Dec. 31, 1911---------------- i, 666-667
Money. See Currency.
Montgomery, S. B. (Quincy, 111.) :

Testimony__________________________________________  in, 2192-2194, 2223-2225
Checks and drafts, exchange, at par by Federal Reserve Banks____in, 2194
Credit, provided under proposed bill----------------------------------------------- in, 2193
Currency bill, objections_______________________________________iii, 2193-2194
Defects in present banking system---------------------------------------------------iii, 2193

Federal Reserve Banks—
Number_________________________________________________________iii, 2194
Subscription to, by Country Banks, reduction---------------------------iii, 2193

Federal Reserve Board, personnel__________________________________ in, 2193
Member Banks, stock dividends increased_________________________ iii, 2194
Real estate loans, limit should be increased-------------------------------------iii, 2194
Savings departments, elimination of provision for---------------- iii, 2194, 2223
S. Doc. 232, 63-1— vol 3------ 83
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Morawetz, Victor (New York, X. Y.) : Page.
Testimony_____________________________________________________  m, 2635-2720

Canada, banking system_________________________________ m , 2639-2642, 2662
Central Bank, objections to_______ in, 2635, 2648-2654, 2657, 2658, 2675, 2695

Cliecks and drafts, exchange at par by Federal Reserve Banks, iii. 2703-2704
Country Banks, reserves_____________________m . 2698, 2699, 2701, 2703-2704
Currency bill, amendments________________________ iii, 2662, 2669, 2710-2711
-------defects__________________________________________________________ in, 2635

-------objections to proposed bill_____________________________________  m,2683
Currency elasticity___________________________________________ h i, 2639-2643
Farm loans, objections, under proposed bill__________________ ut, 2705-2707

Federal Reserve Banks—
1 )irectors__________________________________________________  iii. 2659-2680

Number__________________________________ in, 2655-2656. 2670, 2689-2691
Reserves________________________________________________________ iii, 2692
Rediscounting_______________________ __________iii, 2671-2676, 2679-2683
Subscription to, by Member Banks_______________________ iii , 2670-2672

Federal Reserve Board—
Personnel_____________________________________  iii. 2665-2667. 2679. 2710
Powers_________________________________________  iii, 2654, 2655. 2669, 2710

Federal reserve notes—
Issue of__________________________________ iii, 2635-2644. 2662. 2678, 2684
Redemption_________________________________________ iii, 2645-2649, 2710

Member Banks, membership in Federal reserve system__ in. 2650-2652, 2711
National Banks, savings departments_________________________ in, 2707-2710
Note issue by banks_________________________________________________ iii, 2692
Panic of 1907__________________________________________________ _____ in, 2717
Panics_________________________________________________________m , 2717-2720

Rediscounting, compulsory by other Federal Reserve Banks__ iii, 2693-2696,
2710-2711

Reserves, Member Banks______________________________________nr, 2698-2704
Mortgage loans:

Investment by banks in—
Jenks, J. W ____________________________________________________ iti. 2622
Sprague, O. M. W ______________________ I, 514-515, 522, 52(,)-530, 531, 532

Moses, E. R. (president, Citizens’ National Bank, Great Bend, Kans.) :
Testimony_____________________________________________________  m . 2366-2368

Currency bill, objections____________________________________________ iii, 2368
Federal Reserve Banks, capitalization______________________________m, 2368
Loans, effect of proposed legislation upon_____________________in, 2366-2367

National Banks, membership in Federal reserve system optional____
h i, 2367. 2368

Reserves, reduction of_______________________________________________in, 2368
Savings departments, elimination of provision for--------------------------- in, 2368

Mosher, Curtis L. (secretary Citizen’s League of Minnesota. Minneapolis,
Minn.) :

Testim ony_____________________________________________________  n, 1091-1094
Federal Reserve Banks, business conditions in Northwestern States

n ,1091-1094
National Association of Credit Men, brief presented to Senate committee

iii, 2550-2551
National-bank notes. Bee Bank notes.
National Banks:

Advantages—
Jones, Breckenridge________________________________________ n, 1020-1021
Wade, F. J____________________________________________________ i, 137-138

Bond-secured currency, Berry, W. H----------------------------------------------------- i, 568
Capitalization—

Cannon, J. G______________________________________________ m , 2182-2184
Forgan, F. J_______________________________________________________ i, 154
Frame, A. J------------------------------------------------------------------------------------- i, 684

Wade, F. J____________________________________________________ i, 142-146
Wexler, Sol________________________________________________________ i, 45

Charters dissolved—
Bassett, J. C_____________________________________________________ n, 1669

Reynolds, G. M-------------------------------------------------------------------------------  i, 240
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Commercial paper, acceptances by, Untermyer, Samuel__________ i, 810-811
Defined, Dawson, A. F______________________________________________ iii, 2101

Membership in Federal reserve system—
Ailing, X. D__________________________________________________  1,449-450

Bucholz, W. II______________________________________ iii, 2420, 2424-2425
Comstock. A. II_________________________________________________ ji, 1051
Conant, C. A____________________________________ii, 1410-1415,1449-1450
Dawson. A. F----------------------------------------------------------------------in, 2098, 2102
French. Nathaniel______________________________________________ nr, 2070
Harris, B. F_________________________________________ in. 2205-2206, 2207
Jenks, J. W __________________________________________m , 2607, 2608, 3161
Johnston, J. T. M_____________________________________________ 1,113-114
McCuIIocli. J. L____________________________________________ ii. 1623,1027
Moses, K  R_______________________________________________ m, 2367, 2368
Reynolds, G. M_______________________________________________ I, 238, 239
Rogers. G. \Y_____________________________________________ m , 2248-2250
Untermyer. Samuel------------------------------------------1,817-819; ii, 1320,1368
Wade, F. J_____________________________________ _____________ i, 125-129
Wheeler, H. A__________________________________________________m , 2527

Question sent out to bankers relating to joining Federal Reserve
Banks, Frame, A. J____________________________________________ i, 680-681

Real estate loans—
Maddox, II. F_____________________________________________________ i, 217
Rhodes. Bradford_________________________________________iii, 3007-3008
Untermyer. Samuel-------------------------------------------------------------------------I, 841

" Berrv, \Y. II____________________________________  1,570,575-576,599,600
Wade, F. J_______________________________________________________ i, 150

Resolutions of Wisconsin banks amending proposed bill, Frame,
A. J_________________________________________________________________ i, 684

Savings departments—
McCuliocli. J. I_________________________________________________ ii, 1624
Morawetz, Victor_________________________________________in, 2707-2710

------ amendment to proposed bill, Frenzel, J. P________________ii, 1612-1613
------ approved—

Clark, H  C______________________________________  11,1059-1061,1064
Jenks, J. W________________________________________________ in, 3164
Rhodes, Bradford_______________________________m, 3006-3007, 3008

------ elimination of—
Jones, Breckenridge_____________________________  11,1005,1013-1019

Tregoe, J. II________________________________________________ n, 1041
------ objections. White, W. C_________________________________ in, 2225-2227
Savings deposits, Maddox, R. F___________________________________ 1,212-217

Subscription to Federal Reserve Banks—
Gilbert, Alexander________________________________________iii, 2756, 2777
Jenks, J. W_________________________________________m , 2567-2568, 3174

Tables—
Abstract of reports of earnings and dividends in United States

year ended July 1, 1912--------------------------------------------------------i, 662-665
Aggregate capital, deposits, and borrowings of National Bank

groups__________________________________________________ iii, 2748-2749
Aggregate resources and liabilities of national and other report

ing banks, 1908 to 1912_________________________________ nr, 2185, 2188
Bonds held in trust for, Sept. 13, 1913____________________________ i, 657

Circulation, deposits, coin reserves compared with European
banks___________________________________________________________i, 725

See also Capitalization—Member Banks.
National Monetary Commission, recommendations of 1912, Berry, W. H__ i, 601 
Netherlands, Bank of:

Tables—
Interest _________________________________________________ i, 536, 538-542
Reserves of actual gold versus notes only, versus notes and de

posits against deposits only--------------------------------------------------------i, 456
New York. See Concentration of money.
New York Bankers’ Association, amendments to proposed bill, suggested 

by _______________________________________________________________m,2338-2349

National Banks— Continued. Page.

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



3240 INDEX.

New York banks: Page.
List of banks having out-of-town depositors__________________________ i, 819

Tables—
Capital, surplus, and undivided profits of larger New York

banks___________________________________________________ _____ iii , 2754
Distribution of loans and discounts made by 30 of larges't banks

and trust companies in New York City______________________ iie, 2774
New York Credit Men’s Association, letter offering amendments to pro

posed bill________________________________________________________ iii,3089-3090
Newton, Oscar (president, Jackson Bank, Jackson, Miss.) :

T estim on y_____________________________________________________ ii, 1639-1645
Currency bill, amendments to proposed bill____________________n, 1640-1642
Federal Reserve Banks, directors___________________________________ ii , 1644
Reserves, impounding of, under proposed bill--------------------------- ii, 1640,1641
State Banks, membership in Federal reserve system___________ii , 1640,1641

Northwestern States:
Federal Reserve Banks, business conditions to be met—

Kenaston, F. E______________________________________ii , 982-983, 992-994
Mosher, C. L_______________________________________________n, 1091-1094

I'Jote issue *
Aldrich-Vreeland Act, Ailing, N. D___________________________________ i, 419

By bank associations—
Berry, W. H ______________________________________________________ i, 594

Claflin, John__________________________________________________ i, 547, 548
Sprague, O. M. W ____________________________________________ i, 553, 554

By banks—
Berry, W. H _______________________________________________________i, 594
Conant, C. A ____________________________________________________ n, 1386
Fowler, C. N_______________________________________________ii , 1905-1906

Morawetz, Victor------------------------------------------------------------------------ tit. 2692
Willis, H. P_______________________________________________m.3056-3057

Canada, Sprague, O. M. W __________________________ •-------------------- i, 506-507
Central Bank—

Ailing, N. D_______________________________________________________1,419
Forgan, J. B_______________________________________________________ i, 39

Hill, E. J________________________________________________ __________i, 287
Jenks, J. W _______________________________________________m , 3163-3164
Wade, F. J_________________________________________________________ i, 155

England, Bank of, Reynolds, G. M________________________________ i, 292, 294
Federal Reserve Banks—

Ailing, N. D______________________________________________ 1,408,417-418
Crozier, A. O______________________________________________m , 2902-2903
Dawson, A. F_________________________________ in, 2090-2093, 2094-2095
Fisher, E. D ______________________________________________h i, 2502-2513
Flannagan, W. W _________________________________________________ i, 747
Gilbert, Alexander_____________________________iii, 2781-2782. 2817-2819
Hill, E. J_________________________ iii, 263-265, 267-269, 271. 273, 274, 284
Jenks, J. W ________________________ iii, 2553, 2557, 2601, 2620-2621, 3179
Jones, Breckenridge_______________________________________ n, 1048-1050
McRae, T. C_____________________________________________________ n,1284
Marshall, F. E_______________________________________________n, 464-465
Morawetz, Victor________________________ iii, 2635-2644, 2662, 2678, 2684
Simmons, W. D________________________________ iii, 2486, 2513, 2515, 2516
Svme, F. J________________________________________________ iit, 2872-2875
Tregoe, J. H_________________________________________ ii. 1040,1045-1048
Untermyer, Samuel_______________________ i, 888, 889, 890; ii, 1320-1321.
Wade, F. J _______________________________________________________i, 129

France, Bank of, Sprague, O. M. W __________________________________ i, 297
Germany, Reichsbank of, Sprague, O. M. W _________________________ i, 297

Government—
Berry, W. H------------------------------------------------------------------------------------ i, 568
Bowman, H. H_____________________________________________n, 1226,1227
Cannon, J. G---------------------------------------------------------------------------------n, 2140
Conant, C. A_________________________________________ ii, 1386,1416-1436
Fowler, C. N-------------------------------------------------------------------------------- ii, 1898
Hill, E. J_________________________________________________ i, 263, 264, 268
Johnston, J. T. M--------------------------------------------------------------------------- i, 121
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Note issue— Continued.
Government— Continued. Page.

McCaleb, W. F___________________________________________________ 1,1605
McRae, T. C_________________________________________ ii , 1284,1286,1287
Scudder, S. D_____________________________________________ ii, 2235-2239
Sprague, O. M. W ___________________________________ i, 369-373, 505-506
Vanderlip, F. A_____________________________________ iii, 2001-2005,2068
Wade, F. J___________________________________________________ 1,147-150

Individual Banks—
Flannagan, W. W ___________________________________  1,749,751,752,753

Reynolds, G. M____________________________________________________ i, 298
Wexler, Sol_____________________________________________________ i, 71-72

National Banks, Flannagan, W. W ______________________ 1,746-747,748,750
Retirement—

Flannagan, W. W _________________________________________________i, 765
Marshall, F. E________________________________________________ 1, 473-474

Securities—
Flannagan, W. W _________________________________________________i, 749
Frame, A. J__________________________________________________i, 697-698

Marshall, F. E________________________________________________ 1,467-472
Sprague, O. M. W ___________________________________ i, 501-504, 523-524

Untermyer, Samuel___________________________________________  1,903-919
Supervision by reserve associations, Conant, C. A_____________________i, 1384

See also Redemption.
Ohio, free banking act--------------------------------------------------------------------------------i, 147
Open-market operations:

Discount to be charged, Jenks, J. W _________________________ iii, 3162-3163
Explanation, Blinn, C. P_______________________________________ii, 1198-1200
Favorable to, Untermyer, Samuel________________________ ii, 1316-1317,1338

Objections—
Hulbert, E. D__________________________________ ii, 1097,1098,1100,1101

Jones, Breckenridge______________________________________  it, 1036-1037
Kent, F. I______________________________________________________ i it , 2989
Larrabee. F. S____________________________________________ in, 2359-2362
Varney, J. E----------------------------------- -------------------------------------n, 1252-1253
Winston, F. G___________________________________________________n, 1087

Price-level, explanation, Shibley, G. H________________________ ii, 1724-1827
Statements relating to—

Gilbert, Alexander----------------------------------------------------  h i, 2745, 2786-2787
Untermyer, Samuel__________________  1,808,809,810,812; ii, 1367-1368

Vanderlip, F. A________________________________ ill, 1938-1939,1998-2001
Owen-Glass Bill. See Currency bill (Owen-Glass).
Palen, R. J.. letter stating objections to proposed bill_____________h i, 3128-3129
Panic of 1873, statements relating to, Berry, W. H_______________________  i, 564
Panic of 1893, statements relating to, Berry, W. H________________________  i, 564
Panic of 1907:

0EUS6S__
Hallock, J. C______________________________ 11,1686,1689-1696,1709-1714
Newspaper articles_________________________________________ ii, 1714-1723

Effects of, Winston, F. G_____________________________________ n, 1068-1076
Method of checking, Untermyer, Samuel________________________  i, 836-837
Statements relating to—

Allen, W. H _____________________________________________  1,377,381-382
Berry, W. H_______________________________________________________I, 565
Blinn, C. P_________________________________________________ti. 1191-1198

Claflin, John______________________________________________________  I, 545
Dawson, A. F___________________________________________________nr, 2131
Kenaston, F. E_____________________________________ ii, 974-975, 978-980
Morawetz, Victor______________________________________________ tii, 2717
Reynolds, G. M ________________________ i, 226-227, 229, 230-232, 234-236

Sprague, O. M. W _________________________________________________ i, 534
Treman, Robert___________________________________________ iii, 2351, 2352

Panics:
Causes—

Dawson, A. F ____________________________________________ iii, 2085, 2089
Reynolds, G. M ______________________________________________ i, 227-229
Wexler, Sol_________________________________________________i, 87-88, 224
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Panics— Continued. Page. 
Clearing-house certificates allowed in time of, Gilbert. Alex

ander __________________________________________________ iii, 2739, 2743-2745
Exchanges during, Sprague, O. M. W ___________________________________ i, 365
Prevention—

Frame, A. J __________________________________________________ i, 677-678
Ivenaston, F. E_________________________________ ii, 969, 974-976, 979-980

Reserves loaned to prevent, French, Nathaniel_______________ m , 2074-2075
Statements relating to, Morawetz, Victor______________________iii, 2717-2720

Paper money. See Currency.
Peck, L. T. (cashier, First National Bank of Hawaii, Honolulu) :

Testimony_____________________________________________________ m , 2875-2883
Currency bill should apply only to continental United States, nr. 2878-2882 
Hawaii, legislation should not affect present status of banks, itt. 2875, 2882
Insular possessions, proposed bill does not include______ iii, 2875, 2881-2882

Perkins. James II. (president. National Commercial Bank, Albany,
N. Y.) :

Testimony_____________________________________________________ in. 2338-2349
Currency bill, amendments suggested by New York Bankers’ Asso

ciation______________________________________________________ nr, 2338-2349
Postal Savings Banks, Savings Banks, including Postal Savings Banks, 

number of depositors, amount of deposits, average deposits per deposit
account and per inhabitant by specified countries__________________ r, 660-661

Pratt. Sereno S. (secretary, Chamber of Commerce of the State of New 
York) :

Report on Federal reserve act________________________________ in, 2722-2726
Present banking system. See Banking system. Present.
Price level:

Statements relating to—
Berrv, W. H______________________________________________ 1,640,641,642

Shibley, G. H_______________________________________________n, 1724-1827
Untermyer, Samuel_______________________________________________ i, 863

Prices, currency expansion increases, Jenks, J. W _____________________ in, 2578
Private Banks:

Tables—
Aggregate resources and liabilities, 1908 to 1912_______________ iii, 2187

Principal items of resources and liabilities, 1863 to 1912_. nr, 2190-2191 
Quebedeaux, T. M., letter requesting that exchange charges shall not be

eliminated by proposed bill______________________________________itt, 3127-3128
Real estate loans:

Basis for currencv issue, opposed—
Bassett, J. C____________________________________________________ ii, 1668
Vanderlip, F. A___________________________________________ iii, 2055-2056

National Banks—
Maddox, R. F_____________________________________________________ i, 217
Rhodes, Bradford_________________________________________ tit, 3007-3008
Untermyer, Samuel________________________________________________ i, 841

Short-time limit objectionable—
Banfield. N. F____________________________________________ m , 2449-2450
Bassett, J. C_______________________________________________n, 1667,1668

Montgomery, S. B______________________________________________  iii, 2194
State Banks, Untermyer, Samuel______________________________________i, 939
Statements relating to—

Wade, F. J____________________________________________________ i, 170-171
Wexler. Sol_________ _•_____________________________________________i, 172

See also Farm loans— Mortgage loans.
Redemption :

Bank notes—
Berry, W. H__________________________________________________ i, 575-576

Flannagan, W. W ____________________________________________  1,781,782
Fowler, C. N_____________________________________________________ ii . 1914

Hill, E. J_________________________________________________  1,258-268,273
Marshall, F. E___________________________ ^_______________________ i, 481
Reynolds, G. M________________________________________________i, 295-296
Rhodes, Bradford_______________________________________________iii, 3011

Untermyer, Samuel___________________________________________  i. 881-898
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Explained, Berry, W. H____________________________________ '______ i, 575-585
Federal reserve notes—

Ailing, N. D______________________________________________________  I, 413
Bowman, H. H____________________________________________ ii, 1240-1247
Cannon, J. G__________________________________ iii, 2140-2141, 2163-2165
French, Nathaniel________________________________________iii, 2075-2080
Ingle, William_________________________________ h i, 2371-2372, 2416-2417
Jenks, J. W --------------------------------------------------------------------------------in, 2559,

2579-2580, 2586, 2589, 2593, 2617-2619, 3163, 3179-3183
Marshall, F. E_______________________________________________  1,472-473

Morawetz, Victor___________________________________ m , 2645-2649,2710
Wexler, Sol_______________________________________________________  i, 72

Willis, H. P___________________________________ iii, 3030-3032, 3034-3035
Five per cent fund—

Berry, W. H__________________________________________________i, 576-577
Hill, E. J_____________________________________________________  1,258-263

Ingle, William______________ iii, 2373, 2378, 2381, 2382, 2383, 2384, 2396
Marshall, F. E ___________________________________________________  1,481
Willis, H. P____________________________________________________ m,3034

Government reserve fund—
Claflin, John__________________________________________________ 1,548,549

Untermyer, Samuel___________________________________________ i, 885, 886
Suffolk banking system of Massachusetts, Sprague, O. M. W ________ i, 559

.Rediscounting:
Amendments to proposed bill—

American Bankers’ Association___________________________________ i, 450
Fisher, E. D______________________________________________ in, 2500-2502

Bank associations, Claflin, John__________________________________  1,546,547
Banking system, Present, Fowler, C. N________________________ ii, 1888-1890

Compulsory by other Federal Reserve Banks—
Chapman, Joseph_____________________________________________ 1,187-189
Conant, C. A_________________________________________ii, 1408,1409,1438
Johnston, J. T. M____________________________________________ 1,118-119
McCaleb, W. F____________________________________________ ii, 1591,1595
McRae, T. C____________________________________________________ ii, 1281
Morawetz, Victor_____________________________ m , 2693-2696, 2710-2711

Untermyer, Samuel------------------------------------------------------------------  1,378,379
Vanderlip, F. A _________________________________ ii, 1934-1935,1937,1985

Wexler, Sol__________________________________________________ 1,54,68-69
Country Banks—

Dawson, A. F_________________________________ iii, 2106-2107, 2112-2114
Law, F. M ________________________________________________iii, 2336-2337
Untermyer, Samuel_____________________________________ i, 826, 827, 828
Wexler, Sol_____________________________________________________ i, 66-67

Effect on discount rates, Sprague, O. M. W _______________________i, 507-509
Explained, Wexler, Sol--------------------------------------------------------------------- i, 66-67

Farm loans as a basis—
Berry, W. H_____________________________________________  1,571,572,573

Vanderlip, F. A___________________________________________ in, 1961-1963
Federal Reserve Banks—

Conant, C. A__________________ ii, 1383,1388,1391,1395,1412,1436,1451
Forgan, J. B---------------------------------------------------------------------  1,279,281,282

Fowler, C. N____________________________________________________ ii,1902
Harrington, C. M---------------------------------------------------------------------- 1 , 962,966

Jenks, J. W ____________________________________________________ iii, 2598
Long, R. H________________________ ________________________ iii, 2840-2843
Moehlenpah, H. A----------------------------------------------------------------------- ii, 1561
Morawetz, Victor_____________________________ iii, 2671-2676,2679-2683
Rhodes, Bradford---------------------------------------------------------------in, 3005-3006
Sprague, O. M. W ________________________________________i, 364-368, 532
Untermyer, Samuel___________________ i, 810, 868, 880, 891, 892; ii, 13,14
Vinson, Taylor____________________________________________ iii, 2866-2867
Wexler, Sol___________________________________________________ i, 338-340
Willis, H. P______________________________________________ iii,3056-3078

Federal Reserve Board, supervision, Untermyer, Samuel--------------------i, 868
Member Banks, Forgan, J. B----------------------------------------------------------i, 279,281
Mobilization of reserves, added basis for, Berry, W. H----------------------- i, 613

Redemption— Continued. Page.
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Rediscounting— Continued.
Objections—  Page.

Banfield, N. F__________________________________________________ iii, 2452
Ingle, William-------------------------------------------------------------------- i i i , 2410-2414
Larrabee, F. S____________________________________________ iii, 2356-2365
Varney, J. E-------------------------------------------------------------------------ii , 1260-1262

Wells, E. B___________________________________________________  1,947-948
Provisions of proposed bill approved—

Dawson, A. F-------------------------------------------------------------------------------in, 2088
Sprague, O. M. W _________________________________________________ i, 529

Queries relating to, memorial, Brandt, T. R___________________in, 2883-2886
Revolution in American banking methods, Wexler, Sol___________i, 106-107

Statements relating to—
Vanderlip, F. A___________________________________________ tii, 2065-2067
Vinson, Taylor____________________________iii, 2854,2855,2861, 2866-2867

Tables, statement showing, by States, money borrowed by National
Banks, Sept. 6, 1904, etc______________________________________ii, 1888-1890

Regional Banks. See Federal Reserve Banks.
Reichsbank of Germany. See Germany, Reichsbank of.
Reserve and Currency Problems, Substitute for Central Banks, by Newton

D. Ailing____________________________________________________________ i, 426-446
Reserve associations:

Government deposits in, Berry, W. H__________________________________ i, 596
Note issue, no tax on, Berry, W. H ___________________________________ i, 595
-------supervised by, Conant, C. A _____________________________________ ii, 1384
Opposition to, Berry, W. H___________________________________________ i, 600

Reserve Bank Organization Committee, powers, Willis, H. P_____ iii, 3061,3063
Reserve cities:

Federal Reserve Board to designate, Wexler, Sol________________  1 , 3 7 3 -3 7 4
Number under proposed bill, Marshall, F. E______________________  1,457-458
Reserves under present banking system—

Berry, W. H _______________________________________________________i, 600
Dawson, A. F___________________________________________________ iii, 2111

Reserve cities, Central:
Amount of deposits under proposed bill, Claflin, John________________ i, 545
Federal Reserve Board to designate, Wexler, Sol________________ i, 373-374

Location of present, Wexler, Sol_______________________________________  i, 89
Reserves in present, Wexler, Sol_______________________________________  i, 90

Reserves required against demand liabilities, Untermyer, Samuel___i, 822
Reserves under present banking system, Berry, W. II________________ i, 600

Reserves:
Amount, left to judgment of banks, Reynolds, G. M_________________ i, 233
------ under proposed bill, Conant, C. A_________________________ ii, 1415-1416
Banking system, Present, McMorries, Edwin__________________ ii, 1589,1590

Banks of United States—
Berry, W. H__________________________________________________ i, 562-566
Wexler, Sol________________________________________________________i, 105

Central Bank—
Ailing, N. D__________________________________________________  1,454-455

Biinn, C. P_________________________________________________ 11,1187-1188
Hill, E. J____________________________________________________ _____ i,286

Central reserve cities, present, Wexler, Sol__________________________  i, 90
Comparison under present and proposed bills, Wells. E. B___________i, 952

Comparison under Sherman Act of July 14, 1890, and under proposed
bill, Ailing, N. D________________________________________________1,412-113

Control should be unified, Jenks, J. W _____________________________iii, 3154
Country Banks—

Barry, David______________________________________________tit . 2321-2334
Claflin, John_______________________________________________________I, 543
Da wson, A. F_____________________________________________ iii, 2105-2112
Forgan, J. B_______________________________________________________i, 281
Frame, A. J___________________________________________________ t, 687-688

Harrington, C. M__________ .______________________________  1,962,964-966
Hill, E. J______________________________________________________t, 261-262
Jones, Breckenridge_____________________________________________i i , 1000
Kenaston, F. E_______________________________________________it , 972-974
Marshall, F. E ____________________________________________________ i, 463
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Reserves—Continued.

Country Banks— Continued. Page.
Moehlenpah, H. A______________________________________________ ii, 1550
Morawetz, Victor------------------------------------- iii, 2698,2699,2701,2703-2704
Rogers, G. W ----------------------------------------------------------------------iii, 2252-2259

Sprague, O. M. W -------------------------------------------------------------  1,521,524-525
Untermyer, Samuel________________________________________ii, 1341-1344

Credit insufficient for, Reynolds, G. M________________________________ i, 229
Currency bill, objections, Moses, E. R______________________________ iii, 2368

Federal Reserve Banks—
Ailing, N. D ----------------------------------------------------------------------------- 1,406-456

Barry, David_____________________________________________ iii, 2321-2334
Cannon, J. G----------------------------------------------------------------------- iii, 2148-2150
Conant, C. A ----------------------------------------------------------------------- n, 1419-1454
Fisher, Irving----------------------------------------------------------------------11,1137-1141
Forgan, J. B------------------------------------------------------------------------------------- i, 37
Fowler, C. N-------------------------------------n, 1881,1885,1898,1903,1907,1908
Frame, A. J______________________________________________ i, 693,726-728
Gilbert, Alexander________________________________________ iii, 2740,2782
Hill, E. J____i, 260,261, 264,265-266,267,268,269-271,272,273,275-276
Ingle, William-------------------------------------------------------------------- iii, 2378-2404
Jenks, J. W --------------------in, 2553,2557-2558, 2565-2566,2594-259$ 3176
McMorries, Edwin______________________________________________ ii, 1589
Moehlenpah, H. A______________________________________________ n, 1550
Morawetz, Victor______________________________________________ in, 2692
Perkins, J. H----------------------------------------------------------------------iii, 2338-2349

Reynolds, G. M ______________________________________________  1,298-301
Rhodes, Bradford_________________________________________ iii, 3005,3007
Scudder, S. D -------------------------------------------------------------------- iii, 2237-2241
Treman, Robert__________________________ '__________ iii, 2350-2352,2354
Untermyer, Samuel______________________________________________ i, 815-

816, 877, 881, 882, 883, 884, 885, 887, 888, 889, 890, 891, 892
Vanderlip, F. A___________________________________________ h i, 1997-1998
Wade, F. J____________________________________________________ i, 148,151
Willis, H. P______________________________________________ iii,3042-3050

Federal reserve notes, Jenks, J. W ___________________________ iii, 3163-3164
France, Bank of, Hulbert, E. D_____________________________________ n, 1125

Germany, Reichsbank of—
Reynolds, G. M ___________________________________________________ i, 295
Sprague, O. M. ,W_________________________________________________1 , 506

Government—
Forgan, J. B----------------------------------------------------------------------------------- i, 304
Sprague, O. M. W ___________________________________________ i, 306-307
Wade, F. J ___________________________________________________ 1,149-150
Wexler, Sol_______________________________________________________ 1,321

Impounding of, in time of emergency, Reynolds, G. M_______________ i, 233
------ under proposed bill, Newton, Oscar_______________________ n, 1640,1641
Insufficient, credit declined because of, Reynolds, G. M_______________ i, 229

Invested in short-time commercial paper, Untermyer, Samuel, n, 1340-1341
Loaned to prevent panics, French, Nathaniel________________ iii, 2074-2075

Managers of bank to use judgment, Reynolds, G. M_________________  i, 289
Member Banks—

Bolton. J. W ________________________ n, 1574-1575,1577-1579,1580-1581
Crozier, A. O_____________________________________________ iii, 2887-2888
Frame, A. J_________________________________________i, 679-680, 717-719
Jones, Breckenridge_______________________________________n, 1037-1038
Morawetz, Victor_________________________________________h i, 2678-2704

Mobilization of, meaning, Ailing, N. D________________________________ 1,407
------ under proposed bill—

Dawson, A. F_________________________________________ in, 2087,2089
Frame, A. J______________________________________________ i, 688,689
French, Nathaniel__________________________________________ in, 2070
Reynolds, G. M------------------------------------------------------------------------- I, 290
Scott, J. T___________________________________________________ ii , 1647
Untermyer, Samuel__________________________________ i, 872-874,934
Vanderlip, F. A_______________________________________in, 1933, 2063

-------will furnish added basts for rediscounting, Berry, W. H_________  i, 613
Modification of section of bill relating to, Reynolds. G. M________ i, 249-250
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Reserves—Continued.
National Banks— Page.

Berry, W. H______________________________________  1,570-571,599,600
Reynolds, G. M______________________ _•________________________  i,313
Wade, F. J____________________________________________________  i,150

Present system, Wexler, Sol__________________________________  1,80,88-95
Provided under proposed bill—

French, Nathaniel---------------------------------------------------------i i i ,  2073-2074
Sprague, O. M. W---------------------------------------------------------------  1,524-525
Wexler, Sol______________________________________________i, 71,72, 80

Reduction—
Hill, E. J__________________________________________________  1,260,261
Johnston, J. T. M--------------------------------------------------------------------  i, 120
Wells, E. B___________________________________________________  i,946

Reserve cities, under present banking system—
Berry, W. H__________________________________________________  i, 600
Dawson, A. F-------------------------------------------------------------------------i i i ,  2111

Restoring by bank-note redemption, Berry, W. H ______________ i, 575-576
Result under proposed bill, Reynolds, G. M------------------------------- i, 248-249
Savings departments, Jones, Breckenridge___________________ i i ,  1002-1005
Savings deposits, Maddox, R. F____________________________ i, 216-217,218

State Banks—
Bolton, J. W______________________  11,1574-1575,1577-1579,1580-1581
Hill, E. J_____________________ _______________________________  i, 262
Jones, Breckenridge-------------------------------------------------------  i i ,  1001-1002
Wade, F. J-------------------------------------------------------------------------------  i, 150

Statements relating to—
Frame, A. J------------------------------------------------------------------------------ i, 693
Vinson, Taylor----------------------- i i i ,  2850, 2854-2855,2857-2859,2860-2861
Wexler, Sol_______________________________________________ i, 72, 84,85

Tables—
Comparison under present and proposed law______________ i, 247-248
Condition three years after operation of proposed bill______i, 251-252

Memorandum indicating probable changes under H. R. 7837_____ i, 656
Reserves of actual gold versus notes only, versus notes and de

posits against deposits only, carried by Bank of England, 
Reichsbank, Bank of France, Bank of Netherlands, and Bank
of Belgium_________________________________________________  i, 456

Trust companies, Jones, Breckenridge________________________i i ,  1001-1002
Reynolds, George M. (president, Continental and Commercial National 

Bank, Chicago, 111.) :
Testimony_______i, 169,198,199,200, 206, 224-257, 288-296, 297-306, 311-315

Bank notes, security-----------------------------------------------------------------------  i, 298
Checks and drafts—

Exchange at par by Federal Reserve Banks---------- i, 198,199, 200,206
Medium of exchange______________________________________  i, 252-253

Country Banks, membership in Federal reserve system optional_____ i, 239
Credit— 240,241

Extension of, by banks____________________________i, 229-230, 233-234
Reserves insufficient for------------------------------------------------------------  i, 229

Currency bill, merits-----------------------------------------------------------------------  i, 290
------objections__________________________________________________i, 233,243

Currency expansion, provision for__________________________________  i, 169
Currency legislation, urgency of-------------------------------------------------i, 236-237
England, Bank of, note issue, legal tender---------------------------------- i, 292,294

Federal Reserve Banks—
Number_______________________________________________________  i, 240

Reserves__________________________________________________ n, 298-301
Federal reserve notes as legal tender, objections to__ i, 291-292, 293, 294,295
Germany, Reichsbank of, mobilization of reserves---------------------------- - i, 295
Gold certificates, retirement------------------------------------------------------------  i, 302
Greenbacks—

Legal tender, benefit or detriment__________________________  1,292-293
Objectionable as currency-------------------------------------------- i, 297, 301-302

Interest, not paid to banks upon deposits------------------------------------ i, 224-225

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



INDEX. 3247
Reynolds, George M.—Continued.

Member Banks— Page.
Membership in Federal reserve system optional_____________ i, 238, 239
Subscription to Federal Reserve Banks____________________ i, 255-25$

National-bank notes as legal tender, benefit or detriment________i, 293-294
National Banks, charters dissolved_________________________________  i, 240

Note issue, Individual Banks_______________________________________ i, 298
Panic of 1907--------------------------------------------- i, 220-227, 229, 230-232, 234-236
Panics, causes__________________________________________________i, 227«-229
Redemption, bank notes________________________________________ i, 295-296

Reserves—
Amounts to be left to judgment of banks____________________ i, 233, 289

Impounding of, in time of emergency___________________________ i, 233
Mobilization of, under proposed bill____________________________ i, 290

Modification of section of bill relating to___________________ i, 249-250
National Banks________________________________________________ i, 313

Result under proposed bill_________________________________ i, 248-249
Short-time commercial paper, in France and London____________ i, 289-290
------value of________________________________________________________i, 289
Stock-exchange loans, investment by banks in___________________ i, 225-226

Reynolds, Jefferson, letter stating objections to proposed bill_____iii, 3126-3127
Rhodes, Bradford (president, First National Bank, Mamaroneck, N. Y.) :

Testimony_______ _____________________________________________  i i i ,  3003-3013
Bank notes, retirement__________________________________________ in, 3008
Capitalization, Federal Reserve Banks___________________________in, 3007

Currency bill—
Amendments to proposed bill___________________________ in, 3005,3007

Merits of proposed bill_________________ i i i ,  3004, 3005,3007,3008, 3013
Defects of present banking system_______________________________ in, 3004
Federal Reserve Board, personnel________________________________ in, 3007

Redemption—
Bank notes--------------------------------------------------------------------------- in, 3011
Federal reserve notes__________________________________ iii, 3005,3007

Rediscounting, Federal Reserve Banks_____________________ iii, 3005-3006
Reserves, Federal Reserve Banks___________________________in, 3005,3007
Savings departments, National Banks_________________ iii, 3006-3007,3008

Richmond Chamber of Commerce, letter offering amendments to proposed
bill________________________________________________________________ m,309(>

Rogers, George W. (Bank of Commerce, Little Rock, Ark.) :
Testimony_____________________________________ i i ,  1565-1571; i i i ,  2247-2259
Bank notes, retirement_____________________________________ in, 2248-2250
Bonds, objections to refunding of 2 per cent________:?_______ iii, 2248-2250

Checks and drafts, exchanged at par by Federal Reserve Banks._ n, 1565-
1567; iii, 2251-2252

Clearing centers. Federal Reserve Banks____________________ ii, 1566-1567
Country Banks—

Membership in Federal reserve system, optional________iii, 2252-22591
Reserves_______________________________________________i i i ,  2252-2259
Savings departments, objections_______________________ in, 2250-2251

Currency bill—
Amendments to proposed bill_________n, 1570; iii, 2248, 2250,2251,2252
Objections_______________________________________________ ii, 1565-1566

Federal reserve notes first lien upon assets of Federal Reserve
Banks________________________________________________________  in, 2252

Member Banks, membership in Federal reserve system optional, iii, 2248-2250
Rutter, Andrew L., brief of---------------------------------------------------------------i, 388-403
Savings Banks:

Savings deposits, Maddox, R. F___________________________1,213,216,218
Tftblcs

Aggregate resources and liabilities, 1907-8 to 1912------------------ iii, 2186
Principal items of resources and liabilities, 1863 to 1912._ iii, 2190-2191 
Savings Banks, including Postal Savings Banks, number of de

positors, amount of deposits, average deposits per deposit ac
count and per inhabitant by specified countries-----------------i, 660-661

Tabular summary of State legislation-----------------------n, facing p. 1724
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Savings departments:
Country Banks, objections— Page.

Frame, A. J____________________________________________________ i, 684
Moehlenpah, H. A____________________________________________ii, 1564
Rogers, G. W______________________________ ____________ in, 2250-2251
Tilton, McLane, jr_____________________________________ iii, 2313-2316

Elimination of provision for—
Cannon, J. G-------------------------------------------------------------------------iii , 2154
Hulbert, E. D___________________________________________ii , 1114-1117
Jenks, J. W ------------------------------------------------------------------ iii, 2622, 2626
Johnston, J. T. M----------------------------------------------------------------------i, 121
MeMorries, Edwin______________________________________ ii, 1590-1591
Maddox, R. F__________________________________________________ i, 212
Montgomery, S. B---------------------------------------------------------iii, 2194, 2223
Moses, E. R_________________________________________________ i i i ,  2368
Sexton, EL D________________________________________________ iii, 2222
Tilton, McLane, jr ---------------------------------------------------------iii, 2316, 2318
Treman, Robert_____________________________________________ iii, 2355
Willis, II. P____________________________________________m,3021,3023

Letter opposing section in proposed bill, Linn, W. A__________ ii , 1272-1273
National Banks—

Morawetz, Victor________________________________________iii, 2707-2710
------amendment to proposed bill, Frenzel, J. P________________ ii, 1612-1613

------ approved—
Clark, H. C____________________________________ ii, 1059-1061,1064
Jenks, J. W --------------------------------------------------------------------- iii, 3164
Rhodes, Bradford_____________________________ iii, 3006-3007,3008
Sprague. O. M. W __________________________________________i, 530

------elimination from—
Jones, Breckenridge------------------------------------------ ii, 1005,1013-1019
Tregoe, J. H--------------------------------------------------------------------- ii, 1041

------objections, White, W. C_________________________________iii, 2225-2227
Objections to proposed bill—

Dawson, A. F--------------------------------------------------------------- iii, 2116-2118
Foster, F. H-----------------------------------------------------------------iii, 2632-2634

Regulations for conduct of, Jones, Breckenridge____________ ii, 1011-1013
Reserves, Jones, Breckenridge_______________________________ ii, 1002-1005

Savings deposits:
Amounts, Maddox, R. F________________________________________i, 212-213
Investments, Maddox, R. F____________________________________ 1,213-215
National Banks, Maddox, R. F________________________________ 1,212-217
Reserves, Maddox, R. F__________________________________ i, 216-217, 218
Savings Banks, Maddox, R. F----------------------------------------------i, 213, 216, 218
Segregation, Maddox, R. F____________________________________ 1,213-215

Unavailable for commercial purposes under proposed bill—
Clark, H. C__________________________________ n, 1059-1062,1064-1065
Harrington, C. M_____________________________________ i. 962, 963-964

Scott, J. T. (vice president, First National Bank, Houston, Tex.) :
Testimony______________________________________________________ i i ,  1646-1656
Bank examiners, appointment and duties____________________ ii, 1648-1649
Banking system, Present, defects of_______________________________ ii , 1649
Central Bank, advantages_________________________________________ii, 1652
Checks and drafts, exchange at par by Federal Reserve Banks____ii , 1646
Currency bill, amendments to proposed bill---------------------------- ii, 1646-1647

Federal Reserve Banks—
Directors, powers of__________________________ii, 1647,1648,1655-1656
Number______________________________________________________ ii, 1647

Member Banks—
Interest charged by Federal Reserve Banks_____________ ii , 1647-1648

Rights__________________________________________________  11,1647,1651
Subscription to Federal Reserve Banks------- -----------------------------ii, 1646

Reserves, mobilization of, under proposed bill------------------------------- ii , 1647
Scudder, S. D. (vice president, Richmond Trust & Savings Co., Rich

mond, Va.) :
Testimony__________________________________________________ iii, 2232-2247
Central Bank, control by bankers-------------------------------------------------iii, 2235
Currency bill, amendments to proposed bill-------------------------- in, 2720-2721
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Federal Reserve Banks, reserves_____________________________ m , 2237-2240
Federal Reserve Board, powers_____________________________________ iii, 2241
Note issue, Government________________________________________iii, 2235-2239
State Banks, membership in Federal reserve system_________ in, 2241-2246

Securities:
Commercial paper preferable, Sprague, O. M. W _________________ I, 531-532

Farm loans—
Conant, C. A_________________________________________ii, 1306,1397,1398
Jewett, H. C______________________________________________ ir, 1.683-1684
Marshall, F. E______________________________________ I, 485-486, 489-490
Wells. E. B _______________________________________________________ I, 951

Federal Reserve Banks, Untermyer, Samuel__________________________ i, 885
889, 890, 891, 892, 894, 895, 896 

Federal reserve notes, secured by Government bonds, Berry,«
W. H_______________________________________________________ I, 589-590, 593

Government bonds as collateral security, Frame, A. J________________ i, 697
Movement of, Conant, C. A_________________________________________ ii, 1385

Note issue, Federal Reserve Banks, Dawson, A. F__ ii, 2090-2093, 2094-2095
Flannagan, W. W _________________________________________________ i, 749
Frame, A. J__________________________________________________  1,697-698
Marshall. F. E________________________________________________ 1,467-472

Sprague, O. M. W ___________________________________ i, 501-504, 523-524
Syme, F. J________________________________________________iii, 2872-2875
Untermyer, Samuel___________________________________________ i, 909-919

------ Individual Banks, Untermyer, Samuel________________________ 1,903-909
Stability of, Sprague, O. M. W ___________________________________ 1,513-522

Sexton, Ilenry D. (president, Southern Illinois National Bank, East St.
Louis, 111.) :

Testimony_____________________________________________________  in, 2215-2223
Checks and drafts, exchange at par by Federal Reserve Banks___iii, 2215-

2220
Currency bill, merits of proposed bill_______________________________iii, 2221
Federal Reserve Banks, number____________________________________ iii, 2221
Savings departments, elimination of provision for_________________ in, 2222

Shafroth bill:
Bank notes, retirement, Conant, C. A________________________________it, 1419

Statements relating to—
Berry, W. H______________________________________________________ .1,605

Sprague, O. M. W --------------------------------------------------------------------i, 551-552
Untermyer, Samuel------------------------------------------------------------------ I, 939-941

Text o f_____________________________________________________________ h i, 2178
Sherman Act of July 14, 1890, reserves compared with those under pro

posed law. Ailing. N. I)_____________________________________________ 1,412-413
Shibley, George II. (director, American Bureau of Political Research, 

Washington, D. C.) :
Testim ony_____________________________________________  I, 1724-1827 ii, 2534
Bank notes, retirement----------------------------------------------------------------------- n, 1762
Currency bill, amendments to proposed bill------n, 1835-1837; iii, 2535-2548
Federal Reserve Banks, stock issue___________________________ n, 1833-1860

Price level, explanation-_______________________________________ it 1724-1827
Shields. Edward E. (secretary, group 2. Pennsylvania Bankers’ Asso

ciation, West Chester, Pa.) :
Testimony_____________________________________________________  in, 3092-3111

Simmons, W. D. (chairman, banking and commerce committee of Chamber 
of Commerce of United States, St. Louis, Mo.) :

Testim ony_________________________________________ in, 2484-2486, 2513-2519
Banking system. Present, defects of_________________________________in, 2484

Currency bill, amendments________________________  in, 2485-2486. 2513-2516
Federal Advisory Council, amendments to proposed bill__________ in, 2486

Federal Reserve Banks—
Automatic continuance of system________________________ nr. 2514-2515
Dealings with other Federal Reserve Banks______________ iii, 2513-2514

Number________________________________________________________  11. 2486
Federal Reserve Board—

Personnel_________________________________________________m , 2485-2486
Powers________________________________________________________ in. 2516

Scudder, S. D.— Continued. Page.
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Simmons, W. D.— Continued.
Federal reserve notes— Page.

Amendments to proposed bill__________________________________ iii, 2486
Securities for issue_________________________________ nr, 2486, 2515, 2516

South Dakota, bankers’ objections to proposed bill, letter from N. E.
Franklin-----------------------------------------------------------------------------------------n> 1723-1724

Sprague, O. M. W. (Harvard University) :
Testimony------------------------------------- i , 297, 306-310, 358-373, 497-534. 551-560
Aldrich-'Vreeland Act—

Objections to______________________________________________i, 510, 512-513
Obstacles, largely sentimental________________________________ i. 552-553

Bank associations, power to issue and rediscount notes_________ i, 553, 554
Bank notes—

Retirement under proposed bill__________________________________  i, 558
Substitution for legal-tender notes_______________________________  i , 558

Bmnking Reform in the United States________________________________  i, 555
Banking system, Present, defects of_____________________i, 358-361, 512-513
Canada, note issue_________________________________________________ i, 506-507
Central Bank, objections to___________________________________________ i, 363
Checks and drafts—

Exchange at par by Federal Banks_______________________________ i, 360
Medium of exchange_________________________________________  i, 358-359

Commercial paper, advantages of use_______________ i, 514, 520-522, 531-532
Country Banks, reserves______________________________________i, 521, 524-525
Credit, contraction____________________________________________________  i, 369
-------expansion___________________________________  i, 360-361, 367-368, 498-501
Currency bill—

Compulsory feature approved____________________________________ i, 527
Merits of proposed bill___________________________________ i, 498, 529-531

Currencv contraction________________________________ i, 509. 511-512. 532-533
------ expansion______________________________ i, 309-310, 509, 511-512, 532-533
Discounting rates___________________ ._____________________________i, 507-509
European banks, credit expansion____________________________________ i, 361
Federal Advisory Council, representation on Federal Reserve Board— i, 525 
Federal Reserve Banks—

Business increase not apparent to public_________________________ i, 552
Capitalization_________________________________________________  i, 527-529

Clearing centers___________________________________________________ i, 360
Directors, removal by Federal Reserve Board_______________ l, 525-526
Discount rates should not be uniform________________________ i, 363-364
Interest not to be paid on deposits___________________________ i, 504-505
Number___________________________________________________________ i, 526
Stock, subscription by public______________________________________i, 559

Federal Reserve Board—
Bank assets, dissipation impossible------------------------------------------------i, 531

Personnel_________________________________________________________  i, 525
Powers ___________________________________________________________  i, 525
Publicity curbs power_________________________________________ i, 361-362

France, Bank of, note issue___________________________________________ i, 297
Germany, Reichsbank of—

Note issue, legal tender___________________________________________ i, 297
Reserves__________________________________________________________ i, 506

Loans—
Effect of proposed legislation upon-----------------------------------------i, 510-511
Restricted by Federal Reserve Banks----------------------- i, 360-361, 367-368

Securities____________________________________________  i, 513-522, 531-532
Mortgage loans, investment by banks in—  1,514-515,522,529-530,531,532
Note issue_____________________________ i, 369-373, 501-504, 505-506, 523-524
Panic of 1907-----------------------------------------------------------------------------------------  i. 534
Panics, exchanges during--------------------------------------------------------------------  i, 365
Redemption, Suffolk banking system of Massachusetts-----------------------  i, 559
Rediscounting—

Federal Reserve Banks__________________________________ i, 364-368, 532
Provisions under proposed bill approved--------------------------------------- i, 529

Reserves—
Government___________________________________________________ i, 306-307
Provided under proposed bill_________________________________ i, 524-525
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Sprague, O. M. W.— Continued. Page.
Savings departments, provision under proposed bill approved________  i, 530
Securities—

Commercial paper preferable_________________________________ i, 531-532
Stability ________________________________‘_____________________1,513-521

Shafroth bill__________________ _________ _________________________ i, 551-552
Stock-exchange loans, investment by banks in______ i, 498, 510, 514, 517-520
Suggestions for a banking system________________________________i, 555-558

State Banks:
Advantages, Wade, F. J___________________________________________ i, 138-139

Bank notes held as reserves__________________________ _______________  i, 129
Loans—

Bolton, J. W ______________________________________________  11,1576-1577
Untermyer, Samuel_______________________________________________ i, 939

Membership in Federal reserve system—
Conant, C. A ______________________________________________ n, 1449-1450
French, Natheniel______________________________________________ iii, 2070
Jones, Breckenridge______________________________________ n, 1007-1011
Larrabee, F. S ___________________________________________ iii, 2357-2358
Moehlenpah, H. A ______________________________________________ n,1541
Newton, Oscar_____________________________________________ ii, 1640,1641
Scudder, S. D____________________________________________ iii, 2241-2246
Tilton, McLane, jr______________________________________________ iii, 2321
Untermyer, Samuel_____i, 817-819, 838-842, 937-939; n, 1315,1333-1334
Vanderlip, F. A _____________________________________ iii, 1976-1980, 2058

Willis, H. P______________________________________________  111,3021-3022
Permission to borrow from Federal Reserve Banks, Frame, A. J______ i, 689

Reserves—
Bolton, J. W _________________________ ii, 1574-1575,1577-1579,1580-1581
Hill, E. J_________________________________________________________ 1,262
Jones, Breckenridge______________________________________ ii, 1001-1002
Wade, F. J________________________________________________________ i, 150

Statements relating to—
Hulbert, E. D__________________ ii, 1094-1096,1112-1113,1114-1115,1117
Wexler, Sol_____________________________________________________ i, 44-15

Tables—
Aggregate resources and liabilities, 1908 to 1912_______________ iii, 2186
Principal items of resources and liabilities, 1863 to 1912_iii, 2190-2191

Stock-exchange loans:
Investment by banks in—

Jenks, J. W _____________________________________________________ iii, 2624
Reynolds, G. M_______________________________________________ i, 225-226
Sprague, O. M. W _________________________ _____ i, 498, 510, 514, 517-520

Stock exchanges, Relation of Stock Exchanges to Currency Question, by
J. R. Dos Passos____________________________________________________ i, 493-497

Stock issue:
Central Bank, Jenks, J. W _______________________________iii, 3159, 3160, 3165

Federal Reserve Banks—
Untermyer, Samuel________________________________________________i, 829
Willis, H. P_________________________________________m,3038-3039,3060

Stockholders:
Dividends, Marshall, F. E_____________________________________________ i, 458
Federal Reserve Board, representation on, Marshall, F. E____________i, 458
Liability, Marshall, F. E__________________________________________i, 484-485
National Banks, Wade, F. J_____________________________________ i, 146-147

Suffolk banking system____________________________________________________ i, 559
Swinney, Edward F. (president of First National Bank, Kansas City,

Mo.) :
Testimony_____________________________________________________ in, 2037-2052
Aldrich-Vreeland Act_______________________________________________ iii, 2050
Banking system, Present, defects of________________________________iii, 2041
Checks and drafts, exchange at par by Federal Reserve Banks------ iii, 2043

Country Banks—
Membership in Federal reserve system compulsory______ iii, 2041, 2049
Objections to proposed bill_______________________________iii, 2041, 2045
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Currency bill, amendments to proposed bill_______ iii, 2047-2049, 2051-2052
Federal Reserve Banks—

Capital----------------------------------------------------------------------------------------- iii,2041
Clearing-houses for Country Banks________________ ___________iii, 2038
Number_________________________________________________________ iii , 2042

Syme, F. J. (New York, N. Y.) :
Testimony---------------------------------------------------------------------------------- iii, 2872-2875
Federal reserve notes, security for issue______________________ in, 2872-2875

Tables:
Abstract of reports of earnings and dividends of National Banks in

United States, year ended July 1, 1912_________________________ i, 662-665
Aggregate capital, deposits, and borrowings of National Bank groups

in, 2748-2749
Aggregate loans, resources, capital, and deposits for fiscal years 1908

to 1912, of banks reporting to Comptroller of Currency___________iii, 2189
Aggregate resources and liabilities of loan and trust companies, 1908

to 1912____________________________________________________________ m,2187
------ National and other reporting banks, 1908 to 1912________iii, 2185, 2188
------ of private banks, 1908 to 1912__________________________________ iii, 2187
-------of Savings Banks, 1907-8 to 1912______________________________ iii, 2186
------ of State Banks, 1908 to 1912____________________________________ iii, 2186
Bank statistics________________________________________________iii, 3009-3010
Bonds held in trust for National Banks, Sept. 13, 1913_______________ i, 657
Capital, deposits, cash, and amount of rediscounts for Member Banks

if all National Banks immediately subscribe_______________ iii, 2751-2752
Capital, surplus, and undivided profits of larger New York banks- iii, 2754 
Checks handled Dec. 18, 1912, by First National Bank, Kansas City,

M o__________________________________________________________  iii,2039-2040
Classification of cash in banks June 14, 1912__________________________ i, 659
Classification of deposits in each class of banks as of June 14,1912_ n, 1371-

1377
Comparison of earning capacity of a Country Bank under present law

and under proposed bill____________________________________ h i, 3131-3132
Comparison of Owen bill and present law------------------------------------- i, 613-617
Comparison of reserves under present and proposed law_j.--------- i, 247-248
Comparison of typical central reserve city bank as to earning capacity

under present law and under proposed bill_________________ iii, 3130-3131
Condensed summary of reports as of June 4, 1913, and changes that

will be made under Federal reserve act_________ ^_________iii, 2179-2182
Condition of banks, June 30, 1912______________________________________i, 563
Condition of reserves three years after operation of proposed bill- i, 251-252
Currency in existence in 1913__________________________________________ i, 591
Currency shipments by First National Bank, Kansas City, Mo------m , 2044
Daily statement of United States Treasury at close of business Sept.

16, 1913_____________________________________________________________ I, 658
Distribution of loans and discounts made by 30 of largest banks and

trust companies in New York City_______________________________ h i , 2774
Distribution of money in United States_______________________________  i, 659
Estimated effect of provisions of proposed bill upon banking interests

h i, 3132-3138
European banks, capital, specie, circulation, etc., compared with

National Banks of United States___________________________________  i, 725
Interest-bearing and noninterest-bearing deposits of Country Banks of

New Jersey________________________________________________________ii , 1129
Interest, reserve banks of Europe_______________________________ i, 534-542
Legal tender in circulation on June 30, 1912________________________ i, 593
Memorandum indicating probable changes in reserves under II. R.

7837__________________________________________________________________ I, 656
Monetary systems and approximate stocks of money, in aggregate and

per capita, in principal countries of the world, Dec. 31, 1911_ 1,666-667
Money in circulation, stock of gold coin and bullion, consumption of

gold and* silver bars____________________________________________  1,403^405
New York banks having out-of-town depositors______________________ i, 819
Paper currency of United States, denominations outstanding June 

30,1912______________________________________________________________  1,655

Swinney, Edward F.— Continued. Page.
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Tables— Continued. Page.

Principal items of resources and liabilities of State, Savings, and 
Private Banks, Loan and Trust Companies, and National Banks,
1863 to 1912_________________________________________________ iii, 2190-2191

Reserves of actual gold versus notes only, versus notes and deposits 
against deposits only, carried by Bank of England, Reichsbank,

Bank of France, Bank of Netherlands, and Bank of Belgium______ i, 456-
Savings Banks, including Postal Savings Banks, number of depositors, 

amount of deposits, average deposits per deposit account and per
inhabitant by specified countries________________________________  i, 660-661

Statement of vote on approval of report of standing committee on 
banking and currency of Chamber of Commerce of United States of 
America upon Owen-Glass currency bill (S. 2639, H. R. 6454, 63d
Cong., 1st sess.) ____________________________________ ,_________  i, 2792-2797

Statement showing, by States, money borrowed by National Banks,
Sept. 6 , 1904, etc_____________________________________________  ix, 1888-1890

Statement showing money in circulation from 1860 to 1912_ iii, facing p. 2184 
Summary after considering net cash requirements, after discounts

permissible to Member Banks__________________________________  i, 656-657
Summary of reports of condition of 25,195 banks in the United

States, etc., June 14, 1912___________________________________  iii, 2188-2189
Tabular summary of State legislation governing Commercial Banks

ii, facing p. 1724
Tabular summary of State legislation governing Savings Banks

n, facing p. 1724
Tabular summary of State legislation governing trust companies

n, facing p. 1724
Tentative income and expense, Federal Reserve Bank, New York__ in, 2153 

Thomas, Charles Spalding (Senator from Colorado) ;
T estim ony____________________________________________________  in, 2432-2449
Bonds, objections to refunding of 2 per cent________________________ iii, 2433
Currency bill—

Amendments to proposed bill_____________________________  in, 2435-2449
Objections_________________________________________________h i, 2433, 2434

Tilton, McLane, jr. (president, First National Bank, Pell City, Ala.) :
Testimony_____________________________________________________  iii, 2306-2321
Checks and drafts, exchange at par by Federal Reserve Banks, iii, 2308-2310
Country Banks, membership in Federal reserve system______ iii, 2319-2320
Currency bill, objections of Country Banks to proposed bill________ h i, 2308
Savings departments—

Country Banks, objections________________________________ iii, 2313-2316
Elimination of provision for_____________________________  iii, 2316, 2318

State Banks, membership in Federal reserve system________________ iii, 2321
Treasury Bank, suggestions for organization of, Vinson, Taylor______  iii, 2850-

2861., 2867-2871
Treasury notes, issue of, Hill, E. J___________________________________  i, 283-284
Treasury, United States, daily statement at close of business Sept. 16.

1913______________________________________________________________________  i,658
Tregoe, J. H. (secretary, National Association of Credit Men, New York,

N. Y.) :
T estim on y_____________________________________________________  ii, 1038-1048;
Currency bill, amendments____________________________________  ii, 1039-1041
Federal Reserve Banks—

Interest ________________________________________________________  n, 1040
Number ________________________________ - ______  ii , 1039-1040,1041-1043

Federal Reserve Board, personnel________________________ n, 1040,1043-1045
Federal reserve notes, obligation of issuing bank________  ii, 1040,1045-1048
Savings departments, elimination from National Banks_____________ii , 1041

Treman, Robert (president, Tompkins County National Bank, Ithaca,
N. Y.) :

Testimony _____________________________________ :______________  in, 2350-2356
Country Banks, favorable to proposed bill_______________  m , 2353, 2355-2356
Federal Reserve Banks—

Number _______________________________________________________  in, 2353
Reserves____________________________________________  iii, 2350-2352, 2354

S. Doc. 232, 63-1— vol 3------ 84
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Treman, Robert—Continued. rage.
Panic of 1907__________________________________________________ iii, 2351, 2352
Savings departments, elimination of provision for_________________ iii, 2355

^Trust companies:
Amendments to proposed bill, Jones, Breckenridge_______ ii , 999-1003,1006

Membership in Federal reserve system—
Jones, Breckenridge_______________________________________ ii, 1007-1011
Vanderlip, F. A_________________________________________________ iii , 2057

Wade, F. J________________________________________________________  i, 168
Privileges—

Wade, F. J _______________________________________________1,158-161,168
Wexler. F. J ______________________________________________________ i, 172

Reserves, Jones, Breckenridge_________________________________ ii , 1001-1002
Statements relating to, Jones, Breckenridge___________________ii, 1015-1017

Tables—
Aggregate resources and liabilities of loan and trust com

panies, 1908 to 1912__________________________________________ iii , 2187
Principal items of resources and liabilities, 1863 to 1912_ iii, 2190-2191

Tabular summary of State legislation__________________ ii, facing p.1.724
Two per cent bonds. See Bonds, Refunding of.
Untermyer, Samuel (New York City) :

Testimony___________________________________________ I, 808-942 ; ii, 1288-1369
Aldrich-Vreeiand Act, mobilization of reserves under____________i, 872, 873
Bank examinations, defects under proposed bill______________ n, 1321-1322

Banking system, Present—
Competition under, compared with European banks_________ i, 834-837
Relation of financial interests to banks__________________________ i, 830

'Central Bank, objections_________________________________ it, 1335-1336,1337
Commercial paper—

Acceptances by National Banks_______________________________ i, 810, 811
Character of_______________________ i, 844-861, 891, 892,919-920, ii , 1307-

1312,1314-1315,1329-1331,1365
'County Banks—

Membership in Federal reserve system____i, 817, 818, 823, 824, 825, 827
Reserves___________________________________________________  n, 1341-1344

Currency bill—
Amendments to proposed bill___________________________ t, 841; it, 1322
Defects___________________________ ____________________________ i, 888, 889
Merits________ :_______________________________________________it. 808-900

Currency, elasticity____________________________________________ ii , 1298-1306
-------expansion___________________________________________________________i, 933

-------expansion and contraction measured by commercial paper_______ i,932
'Discounting rates____________________________________________  1,809-812,814

England, Bank of, directors___________________________________________ I, 902
Farm loans, opposed as basis of extended currency__________________ i, 861
Federal Advisory Council, objections to______________________ it, 1318-1319
Federal Reserve Agents, election______________________________ii , 1319-1320

Federal Reserve Banks—
Control _____________________________________________ ii, 812-813, 833, 834
Directors________________________________________ i, 834, 921-923 ; ti, 1319

Number____________________________________________________  it, 1326-1327
Reserves______________ i, 815, 816-877, 881, 882, 883, 884, 885, 887, 888. 889

Securities_______________________________ i, 885, 889, 890, 891, 892, 895, 896
Stock issue_________________________________________________________829

Federal Reserve Board—
Controlled by interests____________________________________ 11,1336-1337

Personnel________________________ _____________________________ i. 813, 815
Powers_______________ i, 861-867, 86S, 869 ; u, 1295-1298,1337-1338.1359

Federal reserve notes_________________________________________ i, 888, 889. 890
------ first lien upon assets of Federal Reserve Banks, i. 892, 893, 894. 895, 896
France, Bank of, directors____________________________________________  i, 813
'Government deposits. Federal Reserve Banks____________it, 1322-1323,1324

^Government in banking business, unfavorable to proposed bill, ir, 1294-1295
Individual Banks, benefited under proposed bill_________________ i, 934-937

Loans under present banking system compared with European 
tanks____________________________________________________________  1.835-837
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Un termy er, Sa inn el—Con tin ued.
Member Banks—  Page

Membership in Federal reserve system________ i, 817-837 ; ii. 1320,1368
Stock dividends increased______________________________________  ii, 1315
Subscription to Federal Reserve Banks___________________  1 1,1323-1324

Note issue, Federal Reserve Banks_______________ ____ ________ ir, 1320-1321
Open-market operations.-- i, 808, 809, 810, 812; n, 1316-1317.133-S 1367.1368
Panic of 1907, method of checking________________________ _ . . 1,836-837

Price level_______________________________________________ _____________ i, 8631
Real estate and farm loans, opposed_________________________  i. 841, 842-843.
Redemption, Government reserve fund______________________ ____  1.885,886;
Redi scounti ng—

Country Banks------------------------------------------------------------------ 1,826,827,828.
Federal Reserve Banks________________  1,810,868,880.891.892: n. 1314

Reserve cities, Central, reserves required against demand liabilities_i, 822;
Reserves—

Invested in short-time commercial paper_________________  ii, 1340-1341
Mobilization under proposed bill________________________  i. 872-874, 934

Securities—
Note issue. Federal Reserve Banks__________________________ i, 909-919

------ Individual Banks_____ ____________ ________ __________ _ i, 903-900
Shafroth bill__________________________________________________ i. 939-941

State Banks—
Membership in Federal reserve system__________________________ i, 817*

838-842, 937-939 ; n. 1315,1333-1334'
Real estate loans and farm loans opposed________________________ t, 939

Utica (N. Y.) Credit Men’s Association, Report of currency commit
tee.______________________________________________________________ iii,2548-2550

Vanderlip. Frank A. (president, National City Bank, New York, N. Y.) :
Testimony_______________________________‘ in, 1933-2037, 2052-2069, 2911-296T
Bank system, Present, defects of___________________________________ ir, 1947
Bonds, refunding of________________________________in, 1939-1943,1999-2001

Central Bank—
Advantages o f________________  in, 1933-1936,1946-1947,1950,1969, 2059
Fa vorable to _____________________________________________  m, 2911-2967

Checks and drafts, exchange at par by Federal Reserv? Banks____nr, 1998
Commercial paper, short-time_________________________________  iii, 1970-1974
Credit, expansion_______________________________________  jit. 1942-1947, 2065
Currency bill—

Defects_____________________________________________  in. 1933. 1950-1954
Merits of proposed bill________________________________ . .. m.206S-2069
Objections to___________________________________________________in, 1963

Currency elasticity, need for_______________________ tit. 1933.1934, 2063-2064
Farm ioans, basis for rediscounting______________________nr. 1961-1963

Federal Reserve Banks—
Directors___________________________________________  in, 2060-2061. 2067

Division of earnings__________________________ iii, 1937-1939,1974-1975
Number__________________________________________________ iii, 1933, 1963

Rediscounting, compulsory--------------------------------iii, 1934-1935,1937,1985
Reserves based upon gross deposits______________________nr, 1997-199&
Subscription to, by Member Banks_______________________nr, 1963-1966.

Federal Reserve Board—
Directors of Federal Reserve Banks removed by________ in, 1966-1967
Personnel________________________________ in, 1980-1984, 2060-2061, 2065
Powers__________________________________ in, 1935,1936,1939,1984-1996

Government Bank, plan for__________________________________ in, 2911-2967
Note issue, government_________________________________ nr, 2001-2005, 2068:

Open-market operations___________________________  iii. 1938-1939,1998-2001
Real-estate loans, basis for currency, opposed________________ tii, 2055-2056;

Rediscounting_________________________________________________ in, 2065-2067
Reserves, mobilization of, under proposed bill----------------------- in, 1933, 2063
State Banks, membership in Federal reserve system____in. 1976-1980, 2058

Trust companies, membership in Federal reserve system__________  nr, 2057
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Varney, Justin E. (vice president and cashier, Bay State National Bank, 
Lawrence, Mass.) : Page.

T estim ony---------------------------------------------------------------------------------- i i , 1248-1284
Country Banks, benefits not received under proposed bill______ ii, 1250-1251
Currency bill, amendments to proposed bill_________________________ ii, 1262
Federal Reserve Banks, directors______________________________ii , 1253-1254
Open-market operations, objections_____________________________ii , 1252-1253
Rediscounting, objections—____________________________________ i i , 1260-1262

Vinson, Taylor (Huntington, W. Va.) :
Testimony_____________________________________________________ iii, 2849-2871
Central Bank, control by bankers__________________________________ iii, 2850
Currency bill, substitute for proposed bill____________________iii, 2849-2871
Currency, public vs. private control_________________________________ i i i , 2849
Discounting rates__________________________________________________ i i i , 2864

Federal Reserve Banks—
Capitalization____________________________________________ i i i , 2865-2866
Control, by bankers_____________________________________________iii, 2850

Directors__________________________________________________  in, 2862-2864
Number__________________________ ______________________________ i i i , 2866

Rediscounting______ _________________________ ____________  i i i , 2866-2867
Rediscounting—

Statements relating to___________________ i i i , 2854, 2855; 2861, 2866-2867
Reserves, statements relating to___i i i , 2850, 2854-2855, 2857-2859, 2860-2861
Treasury Bank, suggestions for organization of___in, 2850-2861, 2867-2871

Virginia Banking Association, letter offering amendments to proposed
bill______________________________________________________________  m,3091-3092

Vreeland Act. See Aldrich-Vreeland Act.
Wade, Festus J. (president, Mercantile Trust Co., St. Louis, Mo.) :

Testimony ________________________________________________________  i, 125-187
Aldrich-Vreeland Act, objection to___________________________________ _ i, 177
Central Bank—

Advantages___________________________________________________  i, 156,157
Note issue_________________________________________________________  i,_155

Commercial paper, notes based on_____________________________________i, 174
Country Banks, character of commercial paper_______________________ 1 , 128
Currency expansion, checks on___________________________________ i,_151,153
England, Bank of, directors__________________________________ i,_130,133-136
Federal Reserve Banks, note issue_____________________________________i, 129

Number__________________________________________  i, 127,132, 156-157,169
Reserves_______________________________________________________i, 148,151

Subscription to, by the public_____________________________________ i, 131
France, Bank of___________________________________________________ i, 136,137
Government in banking business_______________________________________ i, 131
Inflation, checks on________________________________________________i, 151,153

Member Banks—
Membership in Federal reserve system optional______________ i, 125-129
Subscription to Federal Reserve Banks____i,.141-142,145,157,184-186

National Banks—
Advantages_________________________________ ___________________i,JL37-138

Capital________________________________________________________ 1,142-146
Effect on, by subscribing to Federal Reserve Banks______________ i, 145
Reserves___________________________________________________________ i, 150

Stockholders, liability of________________________________ - _________i, 146-147
Note issue, by Government________________________________________ i, 148-150

Real estate loans___________________________  i, 158,159, ISO, 161,162,170-171
Reserves___________________________________________________________  i, 148-153
State Banks—

Advantages___________________________________________________  i, 138-139
Bank notes held as reserves______________________________________ i, 129
Reserves_____________________________________________ ____________  i, 150

Telegram opposing proposed bill----------------------------------------------- -------i i i , 3092
Trust companies—

Membership in Federal reserve system------------------------------------------ i, 168
Privileges______ __________________________________________  i, 158-161,168
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Wells, Edward B. (Minneapolis, Minn,) : Page.
Testimony_____________________________________________________  i, 942-960
Country Banks—

Compulsory subscription to Federal Reserve Banks objection
able--------------------------------------------------------------------------------  i, 948,959

Objection to proposed bill______________________________________ i, 954
Currency elasticity, need for___________________________________  1,954-955
Currency expansion, checks o n ___________________________________ i, 80-83

Farm loans, value of farm mortgages as security___________________  i, 951
Federal Advisory Council, personnel___________________ i, 942-943,949,950

Federal Reserve Banks, directors_______________________________ 1,957-958
Rediscounting, objections______________________________________ i, 947-948

Reserves—
Comparison under present and proposed bill___________________ i, 952

Reduction_____________________________________________________  t , 946
Wexler, Sol. (vice president, Whitney Central National Bank, New Or

leans, La.) :
Testimony_______________________________________i, 42-109, 171-173, 315-358, 373-374

Aldrich-Vreeland Act—
Interest rates______________________________________________i, 329-330
Objections to------------------------------------------------------------------i, 57,337-338

Bank notes, elasticity_______________________________________________i , 335
Banking system, present—

Amendments___________________________________________________ i, 336
Defects________________________________________________i, 71, 74-75, 77

Capital of banks in United States___________________________________  i. 4S
Central Bank—

Advantages________________________ i, 49-51,54-55, 58,60,85-86,99-102
Control, by bankers------------------------------------------------------------------- 1,355

------by Government____________________________________________  i. 58
Central reserve cities—

Location o f____________________________________________________  i. 89
Reserves in____________________________________________________  i, 90

Country banks —
Checks and drafts, exchange charges______________________ i, 201-212
Membership in Federal reserve system optional_________________ i, 374

Objection to proposed b ill______________________________________  i. OS
Credit—

Extension of, by Central Bank________________________________  i, 61
------passed upon by Federal Reserve Board______________________ i. 46

Currency bill—
Merits of proposed bill________________________________________  i, 223
Objections to proposed bill_________________________________  1,222-223

Currency contraction_______________________________________________ i, 83
Currency elasticity, how obtained_________________________________ i, 75-80

Currency legislation, urgency o f___________________________________  i, 73
Discount rates___________________________________________________i, 69-70

England, Bank of, directors_______________________________________  i, 43
European banks, capital owned outside of banks___________________  1. 103
Federal Reserve Agents, duties___________________________________ i, 47, 51

Federal Reserve Banks—
Capital----------------------------------------------------------------------------------  i, 44-45
Directors, control______________________________________________ i, 53
------removal by Federal Reserve Board___________________i, 46-47,222

Loans_________________________________________________________  i, 63
Number________________________________________________________  i. 49

Federal Reserve Board—
Compulsory loans_______________________________________________i, 63
Directors_______________________________________________________ i, 61
Personnel______________________________________ i, 42,43, 59,61,64,222
Reserve cities and central reserve cities to be designated____i, 373-374

France, Bank o f ----------------------------------------------------------------------------- i, 103
Government Bank, objection to-------------------------------------------------------- i, 354
Government in banking business______________________ i, 55-56, 59,221,355
Interest rates in different sections of country_____________________ i, 96-99
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Member Banks, subscription to Federal Reserve Banksi_____i, 44-45,65-66
National Banks, capital_____________________________________________ i, 45
Note issue, Individual Banks---------------------------------------------------------i, 71-72

Panics, causes of--------------------------------------------------------------------  1,87-88,224
Real estate loans___________________________________________________ i, 172
Redemption, Federal reserve notes__________________________________ i, 72

Rediscounting—
Compulsory, by other Federal Reserve Banks______i, 54,66-69,338,340
Revolution of American banking methods__________________ i, 106-107

Reserves--------------------------------------------------------------------------------- i, 72,84,85
Banks of United States_________________________________________i, 105
Government, opposition t o _____________________________________ i, 321
Present system----------------------------------------------------------------------- i, 88-95
Provided under proposed law______________________________ i, 71,72,80

State Banks--------------------------------------------------------------------------------- i, 44-45
Trust companies, privileges_________________________________________i, 172

Wheeler, Harry A. (vice president, Union Trust Co., Chicago, 111.) :
Testimony----------------------------------------------------------------------------  i i i ,  2519-2534

Central Bank, advantages.______________________________________ iii, 2525
Federal Advisory Council, objections_____________________________ iii, 2533

Federal Reserve Banks—
Directors----------------------------------------------------------------------- i i i ,  2525,2526
Number________________________________________________ i i i ,  2522-2524

Federal Reserve Board, powers________________________iii, 2525,2526, 2531
Member Banks, membership in Federal reserve system optional___iii, 2527

White, William C. (president, Illinois National Bank, Peoria, 111.) :
Testimony______________________________________________ •___ i i i ,  2225-2229
Savings departments in National Banks, objections to---------- iii, 2225-2227

Willis, Henry Parker (New York. N. Y.) :
Testimony_______________________________________  in, 3013-3068,3071-3088
Bonds—

Objections to refunding of 2 per cent--------------------------------------iii, 3068
Value of 2 per cent_____________________________________ iii, 3024,3026

Central Bank, objections to_______________________iii, 3064-3068,3074-3076
Checks and drafts, exchange at par by Federal Reserve Banks, iii, 3053-3055

Commercial paper, character of_____________________________ iii, 3035-3037
Country Banks, membership in Federal reserve system_______iii, 3035-3036

Currency bill—
Amendments to proposed bill-----------------------------------------iii, 3021,3023
Defects in proposed bill-----------------------------------------iii, 3019-3021,3034
Development of proposed bill-----------------------------------------iii, 3013-3019
Merits of proposed bill------------------------------------------ iii. 3080, 3087,3088

Defects in present banking system--------------------------------------- iii. 3084-3085
Federal Reserve Banks—

Control, Government_________________________m . 3078-3080,3084-3085
Directors____________________________________________________ i i i ,  3052
Number_____________________________________ iii. 3061-3064, 3072-3075

Stock issue_____________________________________________ hi, 3038-3039
Federal Reserve Board—

Personnel______________________________________________ m . 3029, 3051.
Powers_______________________________ iii. 3051-3052, 3076, 3080, 3087

Government in banking business, objections-------------------------hi, 3050-3051
Member Banks, membership in Federal reserve system--------------- iii , 3026-

3028, 3038-3048
National Banks, elimination of savings departments------------ iii, 3021,3023
Note issue, by banks------------------------------------------------------------in, 3056-3057

Redemption—
Federal reserve notes________________________iii, 3030-3032,3034-3035
Five per cent fund----------------------------------------------------------------- in, 3034

Rediscounting, Federal Reserve Banks---------------------------------in, 3056-3078
Reserve Bank Organization Committee, powers--------------------m , 3061,3063
Reserves, Federal Reserve Banks________________ h i. 3042-3050,3057-3058
State Banks, membership in Federal reserve system^------------iii, 3021-3022

Wexler, Sol.—Continued. Page.
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Winston, Fendall G. (Minneapolis, Minn.) : Page.
Testim ony_____________________________________________________ n, 1008-1076
Currency bill, objections to______________________________ ii, 1087,1088,1089
Currency contraction, effects of proposed bill___________ i i , 1076-1078,1088
------ fear of business men under proposed bill____________ n, 1074-1075,1088

1075,1088
Currency elasticity, needed only for emergency cases________ i i , 1068-1076
Currency expansion, increase under proposed bill__________________ i i , 1074
Open-market operations_____________________________________________ i i , 1087
Panic of 1907, effects of_______________________________________ it , 1071-1072

Wisconsin National Banks, resolutions passed amending proposed bill,
Frame, A. J_____________________________________________________________ i, 684

Withers, Hartley, The meaning of money, extracts from______________ 1,133-134
Woodruff, George (president, First National Bank, Joliet, 111.) :

Testim ony____________________________________________________ i i i , 2281-2306
Checks and drafts, exchange at par by Federal Reserve Banks, i i i , 2282-2300 
Currency bill, amendments___________________________________ i i i , 2300-2301
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