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careful research and investigation which its importance in all of its
bearings demands. It will not do to place upon the statute books any
experimental legislation upon this subject, but whenever a new law
governing bank issues is enacted it must be one that immediately upon
going into operation shall command in every respect the confidence of
the whole people and insure to them a currency as safe in every respect
as the present one, but with none of its defects.

In the meantime it is respectfully suggested that Congress, either
through a monetary commission created for such purpose or through
the appropriate committees, obtain detailed information of the various
systems of banks of issue now in operation, and also such information
as is to be ascertained from skilled students of finance and practical
financiers, that it may be able to formulate a system complete and
harmonious.

Annual Report, Comptroller of Currency (William B. Ridgely)

[Sixtieth Congress, 1st Session, December 2,1907, Pages 6&-79]

* * * * * * *

THE CRISIS OF 1907

Certainly since as long ago as the date of the San Francisco ca-
tastrophe there has been no lack of warning indications of financial
troubles and possible business disaster. For at least ten or twelve
years there has been an era of advancing prices and great industrial,
commercial, a,nd speculative activity in all the countries of the world,
yredits have increased and multiplied until the limit has been reached
Jn die amount of reserve money on which they must be based.

For at least two or three years, however, it has been becoming more
and more evident that there must soon be a slackening of pace if we
*̂ere to avoid a general and universal crisis in financial and com-

mercial affairs. These conditions have been world-wide and not by
any means confined to the United States. Crises of more or less
severity have arisen in several important countries. As is always
™ case when there is a demand for liquidation, it first manifested
rtself in the stock market. For months there has been a more or less
steady decline in stock-market quotations. Not only stocks, but-the
Vej7 best bonds, have dropped lower and lower in price. The diffi-
culty in selling bonds has become so great that for several years
many of the railways have had to raise money for their necessary
expenditures and improvements with so-called short time notes, in-

d of regular bond issues, the rates of inte
ier and higher and each issue being har
manufacturers of the highest standing

more and more difficult to secure or renew loans and the rates have
risen.steadily for months past.

"#ith such conditions existing we approached the autumn crop-
moving period, when there is always more or less disturbance of
credits on account of currency shipments and withdrawals of balances
tr°m the reserve cities. For a time it seemed as if there were good
reason to hope that there might be no more than a gradual liquidation
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which might be conducted in detail, one interest or line at a time, be-
ginning with the stock market, and that while there might be a gen-
eral decline in the volume of trade and the gradual liquidation of
credits, it would not develop into a bank or commercial crisis. But
during the month of October the collapse of a highly speculative
corner in stocks, dealt in on the "curb" in New York—not even listed
on any regular exchange—brought suspicion upon an old, well-estab-
lished national bank in the city of New York. Although examinations
by the national-bank examiners and the New York clearing house
committee showed this bank to be entirely solvent, with its large capi-
tal and a considerable surplus still beyond question intact, public
interest had been aroused to such an extent that runs developed in
New York City on a number of other banks and trust companies and
some national banks between which and the bank first under attack
there was known to be community of ownership and management.
The national banks of New York City were all found to be solvent by
the clearing house committee, and being supported by the clearing
house banks none failed.

But, unfortunately, a few other banks and trust companies were not
in such good condition, and many of them, not being members of the
clearing house or any similar association, they were not so well pre-
pared for cooperation and support of each other. The Knickerbocker
Trust Company, with $1,200,000 of capital and $48,387,000 of de-
posits, closed its doors on October 22, and this was followed by a large
number of failures among smaller banks and trust companies. During
the months of October and November ten State banks and trust com-
panies, two of ^yhich have since resumed, closed their doors in New
York City and vicinity. There were long and serious runs on two large
trust companies, which were only kept from failure, by the support of
the other trust companies and the clearing-house banks. One national
bank, the First National Bank of Brooklyn, which was clearing-
house agent for two large trust companies in Brooklyn which had
failed, was compelled to close its doors on October 25 in order to avoid
the responsibility for the clearings of these trust companies, and is now
in the hands of a receiver.

On October 26 the New York clearing-house banks decided to issue
clearing-house certificates for use in the payment of balances, and to
limit, if not suspend, the shipment of currency to out-of-town banks-
In this the New York banks were followed by those of the other cen-
tral reserve and most of the reserve cities. The result was to at once
precipitate a most serious bank crisis and a famine of currency for pay
rolls and other necessary cash transactions. All domestic exchanges
were at once thrown into disorder and the means of remittance ana
collection were almost entirely suspended. Money has been witn-
drawn and hoarded by individuals, corporations, and even more, per-
haps, by the banks themselves, all of whom at once drew and hew
all the money of any kind they could obtain, often really in larger
sums than needed.

It has been one of the peculiar features of the situation that there
has actually been more of a panic among the banks themselves than
there has been among the people. The banks have been fearful as to
what might develop, and finding their usual reserve deposits on J
partially available, if available at all, they have been compelled m
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self-protection to gather from every source all the money they could
possibly reach and to hold on to it by refusing payment wherever
it is possible and satisfying their customers with the smallest possible
amount of cash. It has been remarkable how patiently and with what
forbearance the people in the business community generally have
borne with the situation and helped the banks to deal with the emer-
gency. With the exception of the first excitement in New York and
some smaller runs in other places, there has really been surprisingly
little excitement or uneasiness among the people.

The greatest hardship to business generally has been the derange-
ment of the machinery for making collections and remittances. As
can readily be seen, this has interfered with every kind and class of
business and led to great curtailment of business operations of every
kind. Factories have suspended, workmen have been thrown out of
employment, orders have been canceled, the moving of crops has been
greatly retarded and interfered with and exports have fallen off at a
time of the year when they should be at their highest. Another
result has been a reduction of the volume of the foreign credits avail-
able just at the time they are most needed to offset the large imports
of gold which have been made.

CENTRAL BANK OF ISSUE AND RESERVE

The conditions which led to the panic of October and November,
1907, were not due to the failure of a few individual banks. They
jvere not due to the lack of confidence of the people in the banks,
but more to a lack of confidence of the banks in themselves and their
reserves. Banks have been fearful that the reserve system would
break down, and in consequence it has broken down, and the reserve
deposits have been only partially available. They were also fearful
that not sufficient currency could be supplied to meet the demand,
and as they all made the demand at once, there has not been sufficient
currency. The result has been a currency famine.

The remedy for this state of affairs is to improve the reserve system
so that the reserve deposits of the banks can be kept in a bank where
they are surely and certainly available. We must impart to our cur-
rency system some element of elasticity, so that when there comes a
sudden demand for currency it can be supplied in bank notes, with-
out depleting the supply of reserve money.

These two most desirable changes can be best accomplished—in fact,
they can only be satisfactorily accomplished—through the establish-
ment by the Government of a central bank of issue and reserve. This
js the system which has been adopted and found to work most satis-
factorily in the great commercial countries of Europe and is the one
that gives the surest promise of satisfactory operation in this country.

Such a bank would not only solve the two great problems of our
banking system, but it would also provide the machinery for conduct-
lng the Treasury operations in their relations to the banks with the
kast disturbance.

The chief weakness of our present national banking system is the
provision in regard to reserve deposits, which piles reserve on reserve,
lI} reserve cities and central reserve cities, without requiring a suffi-
Clent amount of actual cash reserve on hand. As we have seen in the
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present crisis, when a real emergency arises these reserves are not
reserves at all, because they may in a day become unavailable.

It will be an improvement to add to the proportion of reserve to
be held in cash by the country banks and the reserve city banks, but
the proper solution of the difficulty is to increase the amount to be
held in cash by all the banks and require all the reserve deposits to
be kept with a central bank organized for that purpose. The increase
in cash reserves from 6 or 10 or even 15 per cent in the country banks
would not help a bank very much when it had any large demand for
its deposits. What such a bank needs is a safe reserve in cash and
a further reserve with a bank where it is surely available, at any
time, in currency. This would be the case with reserve deposits in
a central bank. Further than this, the depositing bank could be sure
that at any time, as long as it was solvent, it could go to the central
bank and get any amount of cash needed on the notes of its custom-
ers, or other good security. With such a bank to depend on, no sol-
vent bank need ever have any fear of its ability to meet all demands.

The present banking law prescribes a minimum reserve on deposits
in central reserve cities—New York, Chicago, and St. Louis—of 25
per cent, all of which must be in the vaults of the bank, in lawful
money. The reserve cities are required to keep 25 per cent reserve, one-
half of which may be on deposit in the central reserve cities. Banks
in all other cities are required to keep 15 per cent of reserve, of which
three-fifths may be on deposit with reserve or central reserve cities,
all three classes of banks being given credit for their 5 per cent re-
demption fund as reserve. Whenever there is a disturbance among
the banks and any impairment of confidence, this system is always a
source of weakness instead of strength. This is what may make a
panic among the banks before there is even any decided uneasiness
among their depositors. The banks realize upon what a small margin
they depend, and each one, in self-defense, is compelled not only to
collect its loans, but withdraw its deposit reserves.

Under this reserve system, deposits of $10,000,000 in country, or
nonreserve city banks, would call for a cash reserve to be kept in their
vaults of but $600,000. They could carry and count as reserve $900,-
000, on deposit with reserve city banks. These reserve city banks
would be required to have in their vaults cash to the amount of only
$112,500, and might deposit $112,500 in central reserve cities, who, in
turn, would have to have on hand 25 per cent, or but $28,125 in cash.

To recapitulate this in the form of a table:

CASH RESERVE ON DEPOSITS OF $10,000,000.

Country banks
Reserve city banks (amount above deposited by

country banks) _
Central reserve city banks (amount as above de-

posited by reserve city banks) __

Total.

Percent of total deposits.
Percent of original deposit.

Amount of
deposits.

$10,000,000

900,000

112,500

11,012,500

Cash re-
serve in
vaults.

Deposited
with re-

serve
agents.

$900,000

112,500

Amount of cash outside original country banks, $140,625, or 1.4 percent.
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It will thus be seen that the country bank keeps but 6 per cent on
hand in cash, and of the country bank's reserve deposits the city banks
keep but 1.4 per cent on hand in cash. There is therefore but 7.4 per
cent of cash, or $740,625, kept unloaned anywhere against this deposit
of $10,000,000 in the country banks. Of this but $140,625 is outside
the country bank's own vaults. If, therefore, there is a reduction
ni the deposits of the country banks of $150,000 out of $10,000,000,
or only iy2 per cent, it calls for more cash or reserve money than
has been kept on hand for the whole $10,000,000 in the reserve banks.

Is it any wonder, then, that the demand in the fall for about
£200,000,000 in currency for crop moving always makes a disturbance
and that when this demand was accompanied by withdrawal of
deposits and a curtailment of credits, caused by uneasiness and dis-
trust, that the banks were forced in self-defense to partially suspend
payments, adopt clearing house certificates, and various other expe-
dients to furnish currency to meet such an emergency? The surpris-
ing thing is not that there has been such a disturbance of credit and
business, but that the situation has been met as well as it has. It
speaks volumes for the credit of the banks that they have done as
well as they have, and shows the confidence of the people in their ulti-
mate solvency and strength. It is the greatest possible evidence of
the wisdom, patience, forbearance, and sound, conservative sense of
our business men.

It does not, however, speak well for our political wisdom that this
condition has been allowed to stand unchanged without any attempt
to improve our laws. This situation is nothing new, but has been
known to all students of our banking and currency system and written
and talked about for many years. It has produced disturbance and
stringency every autumn for forty years, and panic after panic.

It is directly and immediately due to this that the crisis of
October, 1907, assumed the phase of a bank panic and spread all over
the country, instead of being confined to the comparatively few people
and concerns who were first involved, and it undoubtedly added to
and spread the business reaction in all directions.

The people of all the world have been overtrading for years, espe-
cially in the United States, and the reaction was inevitable and doubt-
less desirable, but it might and should have been more gradual and
should not have had its greatest effect on our banks. Many firms
jnight have failed and probably some banks which were badly ex-
tended or loaded up with speculative loans and securities. We should
nave had a gradual, though considerable, reduction in the volume of
all kinds of business and a wholesome period of economy and more
normal living and trading. This would have been, in the end, bene-
ncial̂  and with the wonderful recuperative resources and wealth of
the United States any business properly managed and based on right
c°nditions would sooii have improved and have been as prosperous as
ever There is no reason at all that our banks, as a whole, should

become involved as they have and not only their business, but
of all their customers, have been so disturbed as it is to-day. All
i d d h d hi i t f dit b k

j of all their customers, have been so disturbed as it is today
that is needed to have prevented this is a proper system of credit bank-
nj>te currency and bank reserves, both of which could have been sup-
Pned by the central bank of issue and reserve.

If the banks had known that there were facilities for exchanging
aity reasonable amount of deposit credits to note credits without de-
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pleting cash reserves, and, further, that the reserves that they had
were on deposit where they would be immediately and surely avail-
able in currency, there need have been no alarm among them. There
would have been no scarcity of currency; no derangement of the do-
mestic exchange; and there would have been no panic among the
banks nor among the people.

The only way in which bank deposit credits can be properly pro-
tected from sudden and unexpected calls, when all may be involved
at the same time, is by a system of note credits winch can be at any
time immediately exchanged for the deposit credits. They are es-
sentially the same thing, and should be, daily and hourly if necessary,
convertible from one to the other, at the option of the creditor who
is the depositor or note holder. The bank of issue should be required,
and must in self-defense, keep the same reserves against notes as
against deposits. If this is done, there is no expansion or inflation
when a note is paid out to a depositor, and no contraction when a
note is returned to the bank for deposit. With a givei^ amount of
reserve money, a given total of deposits and notes can be maintained,
and it makes no difference to the bank or anyone else but the customer,
who uses either, at his own option, whether the deposit remains in
the bank as a credit to be checked against or is taken away in the shape
of a circulating note. The only thing is to make the note, from the
circumstances and conditions of its issue, perfectly secure to the holder,
which can be done with absolute safety in a credit note.

Our bond-secured bank notes offer no help to a bank in any sudden
call for deposits. From their very nature they are fixed currency,
issued on the secured-currency principle, as distinguished from the
credit or banking principle. When issued they stay out indefinitely,
without redemption, merely being renewed on the average once in
two years because they are worn out. They can not be issued or re-
tired quickly, and the purchase of bonds for their security requires as
much money as they furnish when issued. I t is only when the bonds
for security can be borrowed or there is some government deposit ob-
tained that they are of any value in meeting an emergency calling for
deposits. Nor will it help the situation any to increase the volume
oi bonds obtainable as security for notes or to accept as security for
them other than United States Government bonds. That would only
add to the volume of the rigid, inelastic notes, such as we now have,
and they would be no more responsive to the demands of business.
There would be some power of expansion until they were all issued;
then tney would stay out with no more tendency to contract when not
needed than we have at present. They would tend to inflation, but
having no tendency to contract there would be no expansion possible
to otter relief in any emergency calling for current cash or the pay-
ment of deposits. What is needed in such a case is note circulation
winch can change quickly and automatically in response to the de-
mand, and contractibility is quite as necessary as expansibility.

liie issue of the so-called emergency credit notes, with a high tax
to retire them when not needed, would be somewhat better than more
bond-secured notes, but the high tax would prevent their use except
when the situation had become acute and the emergency very grave.
Their issue would at once be a confession of weakness and a dangex
signal that no bank would dare make until in desperate condition-
They undoubtedly would be useful in emergencies, and would be a
great aid m restoring confidence and quieting a panic after it migM w
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well under way, but they would not be an efficient means of preventing
panics, except so far as there might be some moral effect from the
knowledge that they would be available in case conditions became bad
enough to justify their use.

The present bank-note circulation can be best improved and made
elastic by permitting the banks to issue a fixed percentage of their
note-secured circulation or capital in notes uncovered by bond de-
posits. If, against these notes, banks are required to carry the same
reserve as against deposits, it will preserve the similarity which is
necessary between note credits and deposit credits. These notes can
be made perfectly safe by a guaranty fund of not over 5 per cent,
which would be many times the amount of money required to redeem
the notes of failed banks, based on the experiences of forty-four years.
There should be a graduated rate of taxation on these notes, beginning
with not over 2y2 per cent, and reaching finally to 6 or 7. The addi-
tion of such notes to our system would do much to improve it, but
still it is not believed that it would be as efficient or as satisfactory in
any way as to have all the credit notes issued by a central bank of issue.

The use of clearing-house certificates by the banks has been found
a very efficient means for their defense, and has, on many occasions,
probably prevented a great number of bank failures during panics,
and there is some merit in the suggestion that the clearing house
should be recognized by law and authorized, under certain conditions,
to issue clearing-house certificates for use as emergency circulation.
The adoption of this idea might make a great improvement in our
banking system, but this is only a half-way measure. The full de-
velopment of the national clearing-house idea in the adoption of this
principle should carry us further and to the inevitable and logical
conclusion and lesson to be drawn from it, which is that we should
have a national central bank of issue and reserve.

Instead of stopping at the issue of clearing-house certificates, which
are really credit notes on a large scale, it would be far better to have
these notes issued by a central bank under Government authority and
under proper laws and regulations. This could be done far more
systematically and efficiently; it would have none of the disadvantages
of the other system, and would have all its advantages, and more
besides.

It is useless to try to evade this question or dodge the issue. The
need is far more for something that will prevent emergencies and
panics than for devices to be used in stopping one after it has occurred.
The only way to make our system what it should be is through the
agency of a national governmental bank. The experience of all other
countries has demonstrated this. Every important commercial coun-
try in Europe has adopted this general plan. If we had had such a
bank in operation in 1907, no such bank panic as we have had would
have been possible. Unless we do something of this kind we shall
always be in danger of a recurrence of the same thing, and we shall
W e panic after panic until we learn the plain lesson from expe-
rience and adopt the only efficient, scientific, and proper means to
protect our people in business from such disasters. This is a matter
that is of even greater interest and importance to business men, and
the people generally, than it is to the banks themselves.

When a panic occurs the banks are able, as they have been in the
last few weeks, to stand together, and through their clearing-house
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associations and other means, cooperate for their own protection.
They issue clearing-house certificates and other temporary currency,
and by partial or more or less complete suspension of payments tide
things over and avoid failure. They call for and very properly
receive all the aid that can be given them by the Treasury Depart-
ment, and the National Government, and the net result is that while
a few banks that are badly expanded or improperly managed fail, the-
great majority of them are able to take care of themselves.

While such a condition prevails among the banks, the other busi-
ness of the country is almost in a state of chaos. All the machinery
of domestic exchange suddenly stops. Collections are almost im-
possible to make, and it is almost equally difficult to make remit-
tances. When a business man has obligations coming due, not only
his bank account is unavailable, but the people who are indebted to
him, and who may want to pay, are entirely unable to send him
remittances, in any shape, which he can make available. Manu-
facturers are forced to suspend; workmen are thrown out of em-
ployment; business men are forced to fail, through no fault of their
own, but simply for the reason that suddenly, and without warn-
ing to them, all the banking machinery and facilities of the country
break down and cease to perform their proper functions. There is
no citizen of the United States who is free from the dangers, losses,
and embarrassments produced by such a situation, and probably the
worst feature about it all is that after such -a panic there is always a
long period of depression, bringing suffering and privation to those
who are the least to blame.

There can be no higher duty of government than the passing
of the necessary laws and the adoption of a system to prevent occur-
rences which produce such widespread financial injury and dis-
aster. The thing absolutely essential for banking is a system of
thoroughly safe bank notes, which will be responsive to the demands
ot business and as readily contract as expand; and, in addition to
this a system of bank reserves, which will be real reserves when
needed and always immediately available.

There have been many plans suggested by which some elasticity
may be introduced into our national bank-note currency. All of
them have more or less merit, and all of them have some serious
objection. The best way, and in fact the only thoroughly efficient
and good way, to issue these notes is through a central Government
bank. That is the way it is done in France, where they have had, for
more than a century, a central bank which is the admiration of the
world. It is the method adopted after several experiments in Ger-
many, and it has worked with great satisfaction and benefit to all the
German people. Business is very much the same all over the world,
and our problem is so similar to theirs that we should take profit from
their experience and learn from them how to perfect our system.

1 he installation of a proper central bank would not only be a
great benefit to all the business of the country and a great protection
to our people, but it would solve the problem of the relations of our
1 reasury Department to the business of the country. I t would give
us not only a reliable and efficient system in handling our Government
finances, but add stability and safety to our banking system. W
would shield and protect the citizen in all the relations which are so
vital to him for the conduct of his business or the support of hlS
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family. From the very necessity of the case our Treasury Depart-
ment must have vast transactions in the collection and disbursements
of its revenues, which vitally affect the business of the country every
day of the year. In its relations with the banks and financial institu-
tions, not only through the funded debt and deposits made with them,
but in the collection of revenues and disbursements, the operations of
the Treasury are so vast and their ramifications so infinite that it is
of vital importance that they be conducted by the most systematic
and efficient means which can be devised.

For several years past the revenues of the Government have been
largely in excess of expenditures, and there has been a constant prob-
lem presented to each successive Secretary of the Treasury as to the
best means of replacing in circulation the money which the Govern-
ment is forced to collect. The method of replacing it by deposit with
the banks is probably the only one available and, although it has been
handled with unusual skill and ability, is most unsatisfactory, unsys-
tematic, and inefficient. It always is a matter which provokes
criticism and complaint. It could be handled with far better results
if the Government had under its control a central bank to which all
revenues could be paid and through which all disbursements could be
made. It would be better for the Government and would result in
far better service to the people.

Many plans have been suggested for the organization and control
of a central Government bank. An essential feature of it should be
that it must be under Government control, so that it could be never be
monopolized or used by any man or set of men. It should be kept
out of politics. The men chosen for its managers and directors should
be men of the highest character and ability, whose duties and interest
would be for the undivided advantage and interest of the bank. It
would not be difficult to accomplish this end by having the control
divided between certain directors elected by the shareholders and a
certain number chosen by the Government.

The bank should not be allowed to do a general or commercial busi-
ness, but should be confined to the transactions of the Government
business, the issue of credit notes, receiving reserve deposits from
other banks, the discount of their paper on approved security, or
^discounting notes of their customers for other banks. It should
also have the right to deal in United States Government bonds, and
probably the bonds of States and municipalities, but not in stocks.
It should have such authority for dealing in foreign exchange as will
enable it to accumulate gold credits abroad and import gold and bul-
lion when needed for its reserves. The main office of the central bank
should be in the city of Washington, and such branches established
in the reserve cities and sub-treasury cities as are found necessary.
£Js note issues should be credit notes, the same as in Germany and
prance, and they should have the same protection in the way of a very
large gold reserve, the balance to be covered by bonds of the Govern-
ment or other approved issues or by the notes discounted by it for
other banks. The central bank, if given the exclusive right to issue
credit bank notes, as it should have, could regulate the issue of notes
m accordance with the demand, which could be determined automati-

7 and with precision, through its relations with the other banks
e country. This should not make any change in the present bond-

secured notes of the national banks, and would therefore not disturb
tiie present volume of the currency or make any change in the demand
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for United States Government bonds as a basis for circulation. Such
a bank as is described, if established, would be a very great aid in
the establishment of the postal savings bank system and make that a
real practical question. One of the hardest problems in connection
witli the postal savings bank is to determine how the deposits should be
handled and invested, or how deposited with the banks, in order to
prevent the postal savings bank only adding to the amount of money
the Government now takes out of circulation. The postal savings bank
funds could be deposited with the central bank of issue and reserve, and
thus be made available for t lie business of the banks, which would lead
to their distribution wherever needed.

Undoubtedly the most practicable plan which has been suggested
would be to have the stock of the central bank subscribed by the other
banks in a fixed proportion to their capital. In addition to this, there
might also be some shares sold by public subscription, with a limit as
to the amount or number of shares which could be held by any indi-
vidual. If it should be deemed advisable, there could be no objection
to the Government owning a certain proportion of the shares, which
might be paid in in cash or in Government bonds, but as there would
be no trouble in getting all the capital needed this would seem to be
unnecessary. The better plan would be to have the stock subscribed
by the banks of the country in a fixed percentage of their capital; have
the stock nontransferable, and require its surrender at its par value
when any bank failed or went out of business. The national banks
should be compelled to subscribe for this stock in proportion to their
capital on entering the system. The capital would thus expand as the
number of banks increased and there would be more business for it to
do. The directors of the bank should be chosen, two-thirds by the
shareholders and one-third by the United States Government. Some
of the Government directors, if necessary, could be given the right to
veto certain transactions, and the interests of the Government, and of
the people generally, could be protected in this way. The profits of
the bank should be limited, and the bank be conducted for the general
welfare, not with a view of making profits. After providing for the
accumulation of a moderate surplus there should be a return to the
shareholders of, say, 8 or 4 per cent, and the remainder of the profits
should be divided as in Germany—a small proportion to the share-
holders and the balance to the United States Government.

A national central bank organized in this way, with its profits
limited and its ownership widely distributed, mainly among the banks
who were to be its customers, which would not be permitted to do a
commercial business, but be limited to transaction of business with
tho Government and with other banks, would not be open to the
objection urged against the former United States banks, that they
were really private institutions engaged in a general banking business.

buch a bank would be little more than a department of the Gov-
ernment. It would greatly improve the efficiency and value of the
1 reasury Department, and make it a means of assistance and beneM
to business, instead of a menace and a dancer, and would make our
currency and banking system a source of impregnable strength in
V m e ^ o f finanl t B h

ing system a source of impregnable strength
financial stress. By the wise use of its great powers and
it would be able to absolutely prevent the recurrence in the

United States of a widespread bank panic. It would add to the
stability of our business in every line and give us a banking and a
financial system equal to any in the world
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The central bank of issue and reserve is urged mainly in the in-
terest of people engaged in general business outside of the banks as
a protection to them. The banks would have no interest in it except
as it aided the general welfare. In fact it would rather tend to
reduce the profits of the banks, and would interfere with the business
of some banks holding large reserve deposits. The advantage to the
banks would be in the protection afforded them in the reliability
and mobility of their reserves and the steadiness and safety it would
insure to business transactions of all kinds. If a satisfactory plan
for the mutual guarantee of deposits by the banks can be worked
out, it could be done through the means of the central bank better
than through the Treasury Department. Some of the objections to
the guarantee of deposits by the General Government would not hold
in the case of its being done by a central bank which might be given
power to do that in its charter.

If the experience of the country in the bank panics from 1857 to
1893 needed any further confirmation, the panic of 1907 has demon-
strated beyond the possibility of denial that perfectly solvent banks—
if independent, isolated units with no power of cooperation except
through such voluntary association as their clearing houses—can not
protect themselves in a panic and save themselves from failure with-
out such a suspension of payments as to produce disorder and demoral-
ization in all the business of their customers.

W®U managed, sound, and solvent banks have been dishonored by
having to refuse payment, and all our commercial, industrial, and
financial affairs have been thrown into confusion because the Govern-
ment fails to provide the necessary financial machinery to protect
them in times of excitement and peril. No single bank or group of
banks can do this for themselves. They must depend on the Govern-
ment of the United States. For this reason this question is submitted
for your consideration.

The solution of such a vast problem as this presents is not to be
hoped for in any short time. Opinions are still too diverse to bring
about quickly any such agreement as is necessary to accomplish a
definite and final result.

In the meantime, we have a real emergency to face. Confidence is
only in a measure restored and, while there is real progress being
made, it is from necessity very slow. The banks are resuming as fast
as they dare, and this is increasing daily, but it could be done more
Quickly and with much greater benefit to business if some aid could
De given by legislation.
. If a bill should be passed by Congress providing for some emergency
issue of currency, through the clearing-house associations or other
machinery now organized and existing, so that the action might prom-
ise to be very prompt and effective, it would doubtless be very helpful.

If the action taken should meet with such approval and indorsement
as to convince bankers and business men that it would meet the emer-
gency, it might operate as the suspension of the bank act has done in
England on several occasions and give the relief needed before the
Provisions of the act ever were really in operation.

Any measure of this kind, however, to be of any assistance in this
emergency must be adopted very promptly.
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Annual Report, Secretary of Treasury (George B. Cortelyou)

[Sixtieth Congress, 1st Session, December 2, 1907, Pages 54-55]
* * * * * * *

CURRENCY LEGISLATION NEEDED.

The Secretary of the Treasury is given wide discretion in many
matters wherein he is rarely called upon to exercise it, and little, if
any, in others where it is needed, daily, particularly as to certain of
those having to do with the vitally important subject of our currency.
In times of emergency his hands are virtually tied. If in such
periods of stress, in an effort to avert calamity and serve the interests
of all the people, he is obliged to resort to unusual measures, criticism
is unfortunately in many instances directed not to the inadequacy of
the system, but solely to the effort to give relief, even though it be suc-
cessful in accomplishing that purpose. It should not be forgotten
that he has to deal with the practical rather than the theoretical side
of the currency question. The failure of the adherents of the various
suggested plans of currency reform to cooperate or to agree upon a
practical measure would hardly appear to be a sufficient reason for
holding him responsible for their indecision and inaction. The laws
under which he administers his office should be made to meet the daily
needs of the people, and his duties, sufficiently onerous as they are,
should not be made more burdensome by restrictions which leave him
with the responsibility, but with no adequate means at his disposal
to meet it.

What has happened not only this year, but many times before,
should serve as an admonition to enact wise laws for the prevention in
the future of disasters due in part at least to the imperfect organiza-
tion of our monetary system. Admittedly it has been of great serv-
ice to our people, but with changing conditions there has become
more apparent each year the need for improvement of a substantial
and permanent character. If no action is thought advisable at this
time fully to meet this need, I deem it important that something be
done as speedily as may be consistent with thorough consideration to
provide under Government guaranty a greater elasticity to the cur-
rency— something which shall be automatic in its operation and which
shall tend to equalize rates of interest not only in different sections of
l lie country, but at different periods of the year. Provision should be
made either for such elasticity without the necessity of intervention on
the part of the Secretary of the Treasury or he should be granted the
authority to supply it by properly safeguarded measures. I believe
that simplicity of plan and promptness of action are what the people
need and will demand. What particular form this proposed legisla-
tion should take must be left to the action of the Congress. I have
no pride of opinion as to the method, but I have the deepest concern
that the result shall be adequately beneficial.

The only specific recommendation I would make at present is that
it be given prompt attention, and that it be not laid aside until some
definite means of relief shall have been enacted into law.
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Act of May 30, 1908 (the Aldrich-Vreeland Act)

[35 Statutes at Large 546, Public Law 169, Sixtieth Congress,
Chapter 229, 1st Session, Approved May 30, 1908, by Theodore
Roosevelt]

AN ACT TO A3IEND THE NATIONAL BANKING LAWS.

Be it enacted by the Senate and Home of Representa-
tives of the United States of America in Congress assem-
bled, That national 'banking associations, each having an
unimpaired capital and a surplus of not less than twenty
per centum, not less than ten in number, having an ag-
gregate capital and surplus of at least five millions of
dollars, may form voluntary associations to be designated
as national currency associations. The banks uniting to
form such association shall, by their presidents or vice-
presidents, acting under authority from the board of di-
rectors, make and file with the Secretary of the Treasury
a certificate setting forth the names of the banks com-
posing the association, the principal place of business of
the association, and the name of the association, which
name shall be subject to the approval of the Secretary of
the Treasury. Upon the filing of such certificate the asso-
ciated banks therein named shall become a body corpor-
ate, and by the name so designated and approved may sue
and be sued and exercise the powers of a body corporate
for the purposes hereinafter mentioned: Provided, That
not more than one such national currency association shall
be formed in any city: Provided further, That the sev-
eral members of such national currency association shall
be taken, as nearly as conveniently may be, from a terri-
tory composed of a State or part of a State, or contiguous
parts of one or more States: And provided further, That
any national bank in such city or territory, having the
qualifications herein pi-escribed for membership in such
national currency association, shall, upon its application
to and upon the approval of the Secretary of the Treas-
UI7, be admitted to membership in a national currency
association for that city or territory, and upon such ad-
mission shall be deemed and held a part of the body
corporate, and as such entitled to all the rights and privi-
leges and subject to all the liabilities of an original mem-
ber: And provided further, That each national currency
association shall be composed exclusively of banks not
members of any other national currency association.
. The dissolution, voluntary or otherwise, of any bank
m such association shall not affect the corporate existence
°f the association unless there shall then remain less than
Jne minimum number of ten banks: Provided, however,
That the reduction of the number of said banks below the

ii shall not affect the existence of the corpo-

465

National bank
circulation.
National
currency asso-
ciations.
Formation by
natlonal banka.

Applications.

Corporate
powers.

Provisos.
Limit.
Members to be
of contiguous
territory.

Subsequent
admissions.

Banks re-
stricted to one
association.

Existence not
affected by
dissolution of
a member.

Proviso.
Reduction be-
low minimum.

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



466 FEDERAL BANKING LAWS AND REPORTS

Management.

Officers.

Executive
committee.

Powers.

Additional
bank circula-
tion.
Securities for,
to be deposited
with associa-
tion.

Application to
Comptroller of
the Currency.

Secretary of
the Treasury
may direct
issue.

Provisos.
Amount on
State, etc.,
bonds.

Limit as to
commercial
paper.

ration with respect to the assertion of all rights in favor
of or against such association. The affairs of the asso-
ciation shall be managed by a board consisting of one
representative from each bank. By-laws for the govern-
ment of the association shall be made by the board, sub-
ject to the approval of the Secretary of the Treasury. A
president, vice-president, secretary, treasurer, and an
executive committee of not less than five memberss shall
be elected by the board. The powers of such board, ex-
cept in the election of officers and making of by-laws, may
be exercised through its executive committee.

The national currency association herein provided for
shall have and exercise any and all powers- necessary to
carry out the purposes of this section, namely, to render
available, under the direction and control of the Secre-
tary of the Treasury, as a basis for additional circulation
any securities, including commercial paper, held by a
national banking association. For the purpose of ob-
taining such additional circulation, any bank belonging
to any national currency association, having circulating
notes outstanding secured by the deposit of bonds of the
United States to an amount not less than forty per
centum of its capital stock, and which has its capital
unimpaired and a surplus of not less than twenty per
centum, may deposit with and transfer to the association,
in trust for the United States, for the purpose hereinafter
provided, such of the securities above mentioned as may
be satisfactory to the board of the association. The offi-
cers of the association may thereupon, in behalf of such
bank, make application to the Comptroller of the Cur-
rency for an issue of additional circulating notes to an
amount not exceeding seventy-five per centum of the
casli value of the securities or commercial paper so
deposited. The Comptroller of the Currency shall im-
mediately transmit such application to the Secretary of
the Treasury with such recommendation as he thinks
proper, and if, in the judgment of the Secretary of the
Treasury, business conditions in the locality demand ad-
ditional circulation, and if he be satisfied with the charac-
ter and value of the securities proposed and that a lien
in favor of the United States on the securities so depos-
ited and on the assets of the banks composing the associa-
tion will be amply sufficient for the protection of the
United States, he may direct an issue of additional circu-
lating notes to the association, on behalf of such bank, to
an amount in his discretion, not, however, exceeding
seventy-five per centum of the cash value of the securities

' - - of

dilating notes may be issued to the extent of n o t ^ ^ n
ing ninety per centum of the market value of such ,
so deposited: And provided further, That no wf1™
banking association shall be authorized in any
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issue circulating notes based on commercial paper in
excess of thirty per centum of its unimpaired capital and
surplus. The term "commercial paper" shall be held to
include only notes representing actual commercial trans-
actions, which when accepted by the association shall
bear the names of at least two responsible parties and
have not exceeding four months to run.

The banks and the assets of all banks belonging to the
association shall be jointly and severally liable to the
United States for the redemption of such additional cir-
culation; and to secure such liability the lien created
by section fifty-two hundred and thirty of the Revised
Statutes shall extend to and cover the assets of all banks
belonging to the association, and to the securities depos-
ited by the banks with the association pursuant to the
provisions of this Act; but as between the several banks
composing such association each bank shall be liable
only in the proportion that its capital and surplus bears
to the aggregate capital and surplus of all such banks.
The association may, at any time, require of any of its
constituent banks a deposit of additional securities or
commercial paper, or an exchange of the securities al-
ready on deposit, to secure such additional circulation;
and in case of the failure of such bank to make such
deposit or exchange the association may, after ten days'
notice to the bank, sell the securities and paper already
in its hands at public sale, and deposit the proceeds
with the Treasurer of the United States as a fund for the
redemption of such additional circulation. If such fund
be insufficient for that purpose the association may re-
cover from the bank the amount of the deficiency by suit
m the circuit court of the United States, and shall have
the benefit of the lien hereinbefore provided for in favor
of the United States upon the assets of such bank. The
association or the Secretary of the Treasury may permit
or require the withdrawal of any such securities or com-
mercial paper and the substitution of other securities or
commercial paper of equal value therefor.
. SEC. 2. That whenever any bank belonging to a na-

tional currency association shall fail to preserve or make
f^od its redemption fund in the Treasury of the United

tates, required by section three of the Act of June twen-
tieth, eighteen hundred and seventy-four, chapter three
hundred and forty-three, and the provisions of this Act,
the Treasurer of the United States shall notify such na-
tional currency association to make good such redemp-
tion fund, and upon the failure of such national currency
association to make g;ood such fund, the Treasurer of the
United States may, in his discretion, apply so much of
the redemption fund belonging to the other banks com-
posing such national currency association as may be
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necessary for that purpose; and such national currency
association may, after five days' notice to such bank,
proceed to sell'at public sale the securities deposited by
such bank with the association pursuant to the provisions
of section one of this Act, and deposit the proceeds with
the Treasurer of t he United States as a fund for the re-
demption of the additional circulation taken out by such
bank under this Act.

SEC. O. That any national banking association which
has circulating notes outstanding, secured by the deposit
of United States bonds to an amount of not less than
forty per centum of its capital stock, and which has a
surplus of not less than twenty per centum, may make
application to the Comptroller of the Currency for au-
thority to issue additional circulating notes to be secured
by the deposit of bonds other than bonds of the United
States. The Comptroller of the Currency shall transmit
immediately the application, with his recommendation,
to the Secretary of the Treasury, who shall, if in his
judgment business conditions in the locality demand
additional circulation, approve the same, and shall deter-
mine the time of issue and fix the amount, within the limi-
tations herein imposed, of the additional circulating notes
to be issued. Whenever after receiving notice of such
approval any such association shall deposit with the
Treasurer or any assistant treasurer of the United States
such of the bonds described in this section as shall be
approved in character and amount by the Treasurer ot
the United States and the Secretary of the Treasury, it
shall be entitled to receive, upon the order of the Comp-
troller of the Currency, circulating notes in blank, regis-
tered and countersigned as provided by law, not exceed-
ing in amount ninety per centum of the market value, but
not in excess of the par value of any bonds so deposited,
such market value to be ascertained and determined
under the direction of the Secretary of the Treasury.

The Treasurer of the United States, with the approval
of the Secretary of the Treasury, shall accept as security
for the additional circulating notes provided for in tins
section, bonds or other interest-bearing obligations of any

States, or any legally authorizedState of the United

Discretion of
Treasurer.

bonds issued by any city, town, county, or other legally
constituted municipality or district in the United States
which has been in existence for a period of ten years, ana
which for a period of ten years previous to such deposit
has not defaulted in the payment of any part of eithei
principal or interest of any funded debt authorized to be
contracted by it, and whose net funded indebtedness do&>
not exceed ten per centum of the valuation of its taxable
property, to be ascertained by the last preceding valu-
ation of property for the assessment of taxes. 1 *t
Treasurer of the United States, with the approval ot tn»
Secretary of the Treasury, shall accept, for the purposes
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of this section, securities herein enumerated in such pro-
portions as he may from time to time determine, and he
may with such approval at any time require the deposit of
additional securities, or require any association to change
the character of the securities already on deposit.

SEC. 4. That the legal title of all bonds, whether coupon
or registered, deposited to secure circulating notes issued
in accordance with the terms of section three of this Act
shall be transferred to the Treasurer of the United States
in trust for the association depositing them, under regu-
lations to be prescribed by the Secretary of the Treasury.
A receipt shall be given to the association by the Treas-
urer or any assistant treasurer of the United States, stat-
ing that such bond is held in trust for the association on
whose behalf the transfer is made, and as security for the
redemption and payment of any circulating notes that
have been or may be delivered to such association. No
assignment or transfer of any such bond by the Treasurer
shall be deemed valid unless countersigned, by the Comp-
troller of the Currency. The provisions of sections fifty-
one hundred and sixty-three, fifty-one hundred and sixty-
four, fifty-one hundred and sixty-five, fifty-one hundred
and sixty-six, and fifty-one hundred and sixty-seven and
sections fifty-two hundred and twenty-four to fifty-two
hundred and thirty-four, inclusive, of the Kevised
Statutes respecting United States bonds deposited to se-
cure circulating notes shall, except as herein modified, be
applicable to all bonds deposited under the terms of sec-
tion three of this Act.

SEC. 5. That the additional circulating notes issued
under this Act shall be used, held, and treated in the same
way as circulating notes of national banking associations
heretofore issued and secured by a deposit of United
States bonds, and shall be subject to all the provisions of
law affecting such notes except as herein expressly
modified: Provided, That the total amount of circulating
notes outstanding of any national banking association, in-
cluding notes secured by United States bonds as now pro-
vided by law, and notes secured otherwise than by deposit
°f such bonds, shall not at any time exceed the amount of
l t s unimpaired capital and surplus: And provided fur-
ther^ That there shall not be outstanding at any time
circulating notes issued under the provisions of this Act
to an amount of more than five hundred millions of
dollars.

SEC. 6. That whenever and so long as any national
banking association has outstanding any of the addi-
tional circulating notes authorized to be issued by the pro-
visions of this Act it shall keep on deposit in the Treas-
ury of the United States, in addition to the redemption
xund required by section three of the Act of June twen-
tieth, eighteen hundred and seventy-four, an additional
Sl*m equal to five per centum of such additional circula-
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tion at any time outstanding, such additional five per
centum to be treated, held, and used in all respects in the
same manner as the original redemption fund provided
for by said section three of the Act'of June twentieth,
eighteen hundred and seventy-four.

SEC. 7. In order that the distribution of notes to be
issued under the provisions of this act shall be made as
equitable as practicable between the various sections of
the country, the Secretary of the Treasury shall not ap-
prove applications from associations in any State in ex-
cess of the amount to which such State would be entitled
if the additional notes herein authorized on the basis of
the proportion which the unimpaired capital and surplus
of the national banking associations in such State bears
to the total amount of unimpaired capital and surplus of
the national banking associations of the United States:
Provided, however, That in case the applications from
associations in any State shall not be equal to the amount
which the associations of such State would be entitled to
under tins method of distribution, the Secretary of the
Treasury may, in his discretion, to meet an emergency,
assign the amount not thus applied for to any applying
association or associations in States in the same section of
the country.

SEC. 8. That it shall be the duty of the Secretary of
the Treasury to obtain information with reference to the
value and character of the securities authorized to be ac-
cepted under the provisions of this act, and he shall from
time to time furnish information to national banking as-
sociations as to such securities as would be acceptable
under the provisions of this act.

SEC. 9. That section fifty-two hundred and fourteen
of the Revised Statutes, as amended, be further amended
to read as f ollows:

"SEC. 5214. National banking associations having on
deposit bonds of the United States, bearing interest at the
rate of two per centum per annum, including the bonds
issued for the construction of the Panama Canal, under
the provisions of section eight of 4An Act to provide tor
the construction of a canal connecting the waters of the
Atlantic and Pacific oceans,' approved June twenty-
eighth, nineteen hundred and two, to secure its circu-
lating notes, shall pay to the Treasurer of the United
States, in the months of January and July, a tax of one-
fourth of one per centum each half year upon the aver-
age amount of such of its notes in circulation as are based
upon the deposit of such bonds; and such associations
having on deposit bonds of the United States bearing
interest at a rate higher than two per centum per annum
shall pay a tax of one-half of one per centum each haw
year upon the average amount of such of its notes in en-
dilation as are based upon the deposit of such bonds*.
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National banking associations having circulating notes
secured otherwise than by bonds of the United States
shall pay for the first month a tax at the rate of five per
centum per annum upon the average amount of such of
their notes in circulation as are based upon the deposit
of such securities, and afterwards an additional tax of
one per centum per annum for each month until a tax of
ten per centum per annum is reached, and thereafter such
tax of ten per centum per annum, upon the average
amount of such notes. Every national banking associa-
tion having outstanding circulating notes secured by a
deposit of other securities than United States bonds shall
make monthly returns, under oath of its president or
cashier, to the Treasurer of the United States, in such
form as the Treasurer may prescribe, of the average
monthly amount of its notes so secured in circulation;
and it shall be the duty of the Comptroller of the Cur-
rency to cause such reports of notes in circulation to be
verified by examination of the banks' records. The taxes
received on circulating notes secured otherwise than by
bonds of the United States shall be paid into the Division
of Redemption of the Treasury and credited and added
to the reserve fund held for the redemption of United
States and other notes."

SEC. 10. That section nine of the Act approved July
twelfth, eighteen hundred and eighty-two, as amended by
the Act approved March fourth, nineteen hundred and
seven, be further amended to read as follows:

"SEC. 9. That any national banking association desir-
ing to withdraw its circulating notes, secured by deposit
of United States bonds in the manner provided in section
four of the Act approved June twentieth, eighteen hun-
dred and seventy-four, is hereby authorized for that pur-
pose to deposit lawful money with the Treasurer of the
United States and, with the consent of the Comptroller
of the Currency and the approval of the Secretary of the
Treasury, to withdraw a proportionate amount of bonds
held as security for its circulating notes in the order of
such deposits: Provided, That not more than nine mil-
lions of dollars of lawful money shall be so deposited
during any calendar month for this purpose.

"Any national banking association desiring to with-
draw any of its circulating notes, secured by the deposit
of securities other than bonds of the United States, may
make such withdrawal at any time in like manner and
effect by the deposit of lawful money or national bank
notes with the Treasurer of the United States, and upon
such deposit a proportionate share of the securities so
deposited may be withdrawn: Provided, That the de-
posits under this section to retire notes secured by the
deposit of securities other than bonds of the United States
shall not be covered into the Treasury, as required by sec-
tion six of an Act entitled 'An Act directing the purchase
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of silver bullion and the issue of Treasury notes thereon,
and for other purposes,' approved July fourteenth, eight-
een hundred and ninety, but shall be retained in the
Treasury for the purpose of redeeming the notes of the
bank making such deposit."

SEC. 11. That section fifty-one hundred and seventy-
two of the Revised Statutes be, and the same is hereby,
amended to read as follows:

"SEC. 5172. In order to furnish suitable notes for circu-
lation, the Comptroller of the Currency shall, under the
direction of the Secretary of the Treasury, cause plates
and dies to be engraved, in the best manner to guard
against counterfeiting and fraudulent alterations, and
shall have printed therefrom, and numbered, such quan-
tity of circulating notes, in blank, of the denominations
of five dollars, ten dollars, twenty dollars, fifty dollars,
one hundred dollars, five hundred dollars, one thousand
dollars, and ten thousand dollars, as may be required to
supply the associations entitled to receive the same.
Such notes shall state upon their face that they are
secured by United States bonds or other securities, certi-
fied by the written or engraved signatures of the Treas-
urer and Register and by the imprint of the seal of the
Treasury. They shall also express upon their face the
promise of the association receiving the same to pay on
demand, attested by the signature of the president or
vice-president and cashier. The Comptroller of the Cur-
rency, acting under the direction of the Secretary of the
Treasury, shall as soon as practicable cause to be pre-
pared circulating notes in blank, registered and counter-
signed, as provided by law, to an amount equal to fifty
per centum of the capital stock of each national banking
association; such notes to be deposited in the Treasury or
in the siibtreasury of the United States nearest the place
of business of each association, and to be held for such
association, subject to the order of the Comptroller of the
Currency, for their delivery as provided by law: Pro-
vided, That the Comptroller of the Currency may issue
national bank notes of the present form until plates can
be prepared and circulating notes issued as above pro-
vided: Provided, however, That is no event shall bank
notes of the present form be issued to any bank as addi-
tional circulation provided for by this Act."

SEC. 12. That circulating notes of national banking
associat ions, when presented to the Treasury for redemp-
tion, as provided in section three of the Act approved
June twentieth, eighteen hundred and seventy-four, shall
be redeemed in lawful money of the United States.

SEC. 13. That all acts and orders of the Comptroller ot
the Currency and the Treasurer of the United States au-
thorized by this Act shall have the approval of the Secre-
tary of the Treasury who shall have power, also, to make
any such rules and regulations and exercise such control
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over the organization and management of national cur-
rency associations as may be necessary to carry out the
purposes of this Act.

SEC. 14. That the provisions of section fifty-one hun-
dred and ninety-one of the Revised Statutes, with refer-
ence to the reserves of national banking associations, shall
not apply to deposits of public moneys by the United
States in designated depositaries.

SEC. 15. That all national banking associations desig-
nated as regular depositaries of public money shall pay
upon all special and additional deposits made, by the
Secretary of the Treasiay in such depositaries, and all
such associations designated as temporary depositaries of
public money shall pay upon all sums of public money
deposited in such associations interest at such rate as the
Secretary of the Treasury may prescribe, not less, how-
ever, than one per centum per annum upon the average
monthly amount of such deposits: Provided, however,
That nothing contained in this Act shall be construed to
change or modify the obligation of any association or any
of its officers for the safe-keeping of public money: Pro-
vided further, That the rate of interest charged upon such
deposits shall be equal and uniform throughout the
United States.

SEC. 16. That a sum sufficient to carry out the purposes
of the preceding sections of this Act is hereby appro-
priated out of any money in the Treasury not otherwise
appropriated.

SEC. 17. That a Commission is hereby created, to be
called the "National Monetary Commission," to be com-
posed of nine members of the Senate, to be appointed by
the Presiding Officer thereof, and nine members of the
House of Representatives, to be appointed by the Speaker
thereof; and any vacancy on the Commission shall be
filled in the same manner as the original appointment.

SEC. 18. That it shall be the duty of this Commission
to inquire into and report to Congress 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, and for this purpose
they are authorized to sit during the sessions or recess of
Congress, at such times and places as they may deem de-
sirable, to send for persons and papers, to administer
oaths, to summons and compel the attendance of wit-
nesses, and to employ a disbursing officer and such secre-
taries, experts, stenographers, messengers, and other as-
sistants as shall be necessary to carry out the purposes for
~^" * said Commission was created. The Commission
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Termination
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of sections seventeen and eighteen of this Act, and to pay
the necessary expenses of the Commission and its mem-
bers, is hereby appropriated, out of any money in the
Treasury not otherwise appropriated. Said appropria-
tion shall be immediately available and shall be paid out
on the audit and order of the chairman or acting chair-
man of said Commission, which audit and order shall be
conclusive and binding upon all Departments as to the
correctness of the accounts of such Commission.

SEC. 20. That this Act shall expire by limitation on the
thirtieth day of June, nineteen hundred and fourteen.

Approved, May 30,1908.
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compel the attendance of witnessea, and to employ a disbursing officer and such
(secretaries, experts, stenographers, messengers, and other assistants a* shall be
necessary to carry out the purposes for which said Commission wan created. The
Commission shall have the power, through subcommittee or otherwise, d»
examine witnesses and to make such investigations and examination*, in this
or other countries of the subjects committed to their charge as they shall deem
necessary.

SEC. 19. That a sum sufficient to carry out the purposes of sections seventeen
and eighteen of this Act, and to pay the necessary expenses of the Commission
and its members, is hereby appropriated, ou( of any money in the Treasury not
otherwise appropriated. Said appropriation shall b»* immediately available and
shall be paid out on the audit and order of the chairman or acting' chairman of
said Commission, which audit and order shall he conclusive and binding ujton
all Departments as to the correctness of the. accounts of such Com mission.

SEC. 20. That this Aet shall expire by limitation on the thirtieth day of
June, nineteen hundred and fourteen.

Speaker of the House of Representative*.

Vice-President of the United State and
Present of UuBena*.
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Annual Report, Secretary of Treasury (Franklin MacVeagh)

[Sixty-First Congress, 2d Session, December 6, 1909, Page 141

BANKING AND CURRENCY REFORM

It is not necessary and not appropriate for the Secretary of the
Treasury at this time to discuss the plan of banking and currency
reform. The necessity for such reform is universally recognized,
and when the time is ripe it will be the duty of the Treasury De-
partment to express its judgment. Meanwhile the initiative in this
important legislation was committed by the Congress to its Monetary
Commission, and until that commission has reported it will be the
policy of the department to preserve an open mind. The question
has been and still is growing. The reform of our currency system has
enlarged itself into the reform of our banking and currency systems,
which brings into contemplation not merely the national banks, but
the state banks in their three divisions—commercial banks, trust
companies, and savings institutions. It is to be hoped that the ex-
tent and gravity of these broad readjustments will induce a public
demand for calm and disinterested treatment of the issues and a pub-
lic recognition of the profound importance of a rational, harmonious
agreement. Neither political partisanship nor special interest nor
pride of opinion should be allowed to obstruct a purely economic re-
form of such great significance to the nation in both its national and
international relations. The change, when it comes, and whatever it
may be, must be at any rate fundamentally right. It is better by far
that there shall be no change whatever than that it shall be another
makeshift. We must have at least the beginning of a permanent
system. At present we have neither an adjustable currency nor
trustworthy surplus reserves, two absolutely essential features of any
banking system upon which the finances and the commerce of this
great nation can securely rest. To secure these essentials—to speak
of no others—the looked-for reform must deal with fundamentals.
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Annual Report, Secretary of Treasury (Franklin MacVeagh)

[Sixty-First Congress, 3d Session, December 5,1910, Pages 4-5]

BANKING AXD CURRENCY

The reform of the banking and currency system is still in the
future. Is is very regrettable that circumstances have made earlier
consideration of this great and pressing subject impracticable; and
short as the present session of Congress is to be, it would be a great
step forward if this subject could at least arrive at some form of
definiteness and concentration before Congress adjourns. It is not
like a new matter. It has received very great and very widespread
consideration for years; and especially during the last two or three
years the economic authorities under the lead of the National Mone-
tary Commission have been greatly occupied with its problems and
factors. No public question has in the last three years received so
much competent study as this has; and it would be quite wrong to feel
there is need of further hesitation in taking action.

The whole financial history of our country is a long series of
troubles and agitations. And now that we have in sight the establish-
ment of a real and permanent banking and currency system that will
be both safe and sane it makes one impatient to see it accomplished.
m It is of the first consequence that this great economic question—
important to all the people of this country, rich and poor alike^-
shall escape the deadly consequences of a partisan treatment. It is,
therefore, to be hoped that it can come into Congress detached from
political or sectional considerations.

As long as we continue under our present system we are liable to
panics; and the vast devastations of panics reach ^Republicans and
Democrats and all parts of the country alike. Panics are no longer
necessary and no longer respectable. They are avoidable; but not
under our system. Our system can fairly be called a panic-breeding
system; whereas, every other great national banking and currency
system is panic-preventing. It is for the Government to say whether
it will have panics in the future or whether it will not. It is a mere
matter of choice. We can continue to have panics or we can stop
having panics, exactly as we prefer. It will not cost a penny to pre-
vent them; and it has cost us untold millions and untold suifering
every time we have had one.

We have no system of reserves. Our banking system destroys our
reserves. It concentrates in New York what are pretended to be re-
serves and then forces the New York banks to lend and abolish them.
Now, a reserve is necessary to the very idea of banking; but our sys-
tem instead of building up a reserve destroys it as fast as it inclines
to accumulate.

We have no way to increase our currency when it is needed, except
under the Aldrich-Vreeland law, which will soon expire and which
is only intended for emergencies. We have a currency which is forced
Up, whether we need it or not, to a certain measure of our 2 per cent
bonds. But it can not get up any further; and it practically can not
come down.
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Nor, under our system, can ordinary transactions of business go for-
ward uninterrupted in a time of stress and strain. And yet the final
test of a banking and currency system is that the ordinary banking
facilities needed by business shall be provided at all times and under
all circumstances.

Annual Report, Secretary of Treasury (Franklin MacVeagh)
[Sixty-Second Congress, 2d Session, December 4,1911, Pages 1-5]

* * * * * * *

BANKING AND CURRENCY REFORM.

It is a matter for profound congratulation that it will now be
feasible to realize without further postponement the long-awaited
reform of the banking and currency system. The Congress has taken
all the steps preliminary to final consideration and action.

The immediate impulse to the appointment of the Monetary pom-
mission was the tremendous havoc created in all of the activities of
the nation—public and private, large and small—by the gratuitous
panic of 1907. But this action of the Congress was a definitive re-
sponse to a long period of agitation upon the part of our business
world and a long drawn out national expectancy of reform. The
action of the Congress in appointing its commission, therefore, was
a semifinal act in a movement many years old. And it would be a
vast disappointment to the country if now, when all the preliminaries
have been accomplished, anything should be permitted to obstruct or
postpone prompt consideration and action.

The report of this commission will in all probability be so nearly
complete in suggestions, and will furnish such ample facts and gen-
eral material, that whether Congress shall adopt the recommendations
of the commission as a whole or not, there need be no further post-
ponement of legislation. The tentative plan of the commission, in its
main features, has satisfied very much the larger part of the expert
opinion of the nation; and it has generally the support of our business
men. This has been made possible by the early and continuous action
of the Monetary Commission in giving the widest scope to its investi-
gations, and by calling into its work everybody it was able to reach
who had experience or knowledge that could be useful to it. Wh«J
this report is due to the Monetary Commission, it is also a product oi
the judgment of the people, so far, at least, as its fundamental features
are concerned. The fact confronts us, that whereas our country has
not before in many years even approached a consensus of opinion on
monetary matters it has now largely and mainly agreed. And tne
Congress is meeting a situation immensely simplified. The persistent
difficulties of monetary reform have almost entirely disappeared; ana
legislation traditionally complex and laborious presents itself with its
chief problems so clearly solved, with its complexity so smoothed out
and with its provisions so generally approved that the final work oi
the Congress can now go forward without delay.
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The common indorsement of the reform and of its urgency marks
in a peculiar manner the nonpartisan character of the present move-
ment. There is no bit of party color left in the monetary question.
The instinct of the nation has eradicated partisanship from this great
business and social question. Congress set the example by forming
a nonpartisan commission. It found no difficulty in rising out of the
air of party to deal with this subject. And the example which the
Congress set has dominated the whole consideration of this question
by commission and people from that day to this. It was Congress
which determined that this question should not become mixed up,
hampered and possibly defeated by rivalries and strife. The Nation
took Congress at its word; and in all its dealings with this question
has been led by nonpartisan instincts and standards. The commission
and the great* numbers of the people who have participated have all
understood, not only the importance but the fitness of keeping this
economical question on the nonpartisan plane where it belongs, and
where alone it can receive adequate treatment.

So far as the administration is concerned, it has heartily taken its
cue from Congress; and has done, and will continue to do, its part in
keeping this great issue wholly nonpartisan. The administration
wants this legislation to come from the whole of Congress and from
both parties; and to be for the whole of the people.

The principal requirements of a new banking and currency measure
are that it shall provide a practical immunity from serious panics—
such an immunity as is enjoyed by the other leading financial nations;
that it shall abolish the habitually recurrent ordinary stringencies in
the money market, which keep relations between the bankers and the
business men of the country almost continuously at sixes and sevens;
that it shall remove the defects of our domestic exchanges; that it

somely assist in regulating the interest rates and making them uniform
throughout the country; that it shall put an end to the tendency which
forces our bank balances into speculative channels, and save them for
regular trade and commerce. To meet the case it is necessary to have
an elastic currency, available reserves and every necessary provision
and power both to permit and to check the expansion of loans.

The new banking system will also have to provide with distinctness
and completeness ample banking facilities for our foreign commerce—
a commerce that with the proper governmental encouragement will be
jvorld-wide and world-varied. It is idle to expect that we shall ever
have a developed foreign commerce without a developed foreign bank-
ing system. Our present system grew up in a period of isolation.

We must provide, too, and without reservation, for a perfect equality
of privilege and opportunity between national and state banks. State
banks must have every advantage national banks have; and national
banks must have every advantage state banks have. And this equality
can not be attained unless national and state banks are on the same
footing as to trust company banking and as to savings bank functions.

And it is indispensable that the new law shall deny with great
Precision to any bank included within its provisions, whether national
°r state, the right to own stock in any other independent bank. The
law should not fail to conclusively forbid such ownership. There is no
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immediate danger to be apprehended from such holdings; but now is
the time to protect for the future the independence and individuality
of the banks; and to forestall in their case the general tendency to the
formation of undue combinations and trusts. The prohibition should
be so explicit that its spirit as well as its letter could be enforced. We

must prevent perpetually the concentration of the banking power in
the hands of the few—a concentration which under our present system
is inevitable by the mere operation of financial evolution.

The disabilities under which our country labors are due not to
the faults or failings of the individual banks, but to the fact that
these banks are not organized into a cooperative and protective sys-
tem; and it follows that the fundamental and essential feature of any
reform is that the banks shall be thus organized. And organization
means the establishment of a central institution representative of the
banks. But this institution need not be and should not be a central
bank. It must be purely and only a central agency of the banks.
It was natural to think, at first, of a central bank; but it was early
discovered that a central bank could have no place in our system—and
that if the approved and fortunate features of our present system
were to be preserved, as everybody determined they should be, some
other central institution than the central bank must be devised. A
central bank could not perform the functions waiting to be per-
formed. It could not fill the need. The thing required as a central
institution must be something new, but also something normally
evolved from our present system. The idea of a national reserve asso-
ciation has therefore grown up; and it has grown up just as the idea of
the clearing house grew up; and it follows the dealing house as a
sequence on a far larger and more important scale.

Until lately it was not as clearly seen as it is now, that the interests
involved in this great question are not confined to the bankers and
the large business community. The interests of every order of society
are involved, especially in the prevention of the barbarous disaster
and havoc of our wholly unnecessary panics; and scarcely less in the
habitual interruption of the even flow of business caused by the in-
constancy of banking facilities. Farmers, working men, people of
the smaller business interests and people at large are enmeshed in
the imperfections of our banking and currency system. It is very
fortunate, therefore, that the question will be presented to Congress
this year in such shape and with such information that its committees
and its whole body can readily act upon the question with perfect
intelligence. The present Congress will be confronted with several
other cardinal matters; but none will be more urgent and pressing
than this, and none will have been waiting longer.

NATIONAL CURRENCY ASSOCIATIONS.

Seven new national currency associations have been organized since
my last report at the following places: Albany, N.Y., Kansas City,
Mo., Baltimore, Md., Cincinnati, Ohio, Dallas, Tex., Montgomery,
Ala., and Denver, Colo.; and thus the needed organizations under the
Aldrich-Vreeland Act are practically complete. The Aldrich-Vree-
land law expires, however, on June 30, 1914; so that these organi-
zations will only be available for times of storm and stress for about
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two and a half years. The value of these organizations, however,
will pass out, as intended, as soon as an adequate reform of the
banking and currency system is enacted by the Congress. Should
the Congress not inaugurate a new banking and currency system
by the date assigned for the expiration of the Aldrich-Vreeland
Act, then it will be well to have that act extended; though, of
course, it affords a very limited protection to the business interests
of the country compared with what would be contemplated in new
legislation.
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Report of National Monetary Commission

[Sen. Doc. 243, Sixty-Second Congress, 2(1 Session, January 9,1912]

To the Congress:
The National Monetary Commission, created by sections 17, 18, and
19 of "An act to amend the national banking laws," approved May
30,1908, submits the following report:

Section 18 of the act gave authority and instructions to the com-
mission as follows:

It shall be the duty of this commission to inquire into and
report to Congress, 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 cur-
rency and for this purpose they are authorized to sit during
the sessions or recess of Congress, at such times and places
as they may deem desirable, to send for persons and papers,
to administer oaths, to summons and compel the attendance
of witnesses. * * * The commission shall have the pow-
er, through subcommittee or otherwise, to examine wit-
nesses and to make such investigations and examinations, in
this or other countries, of the subjects committed to their
charge as they shall deem necessary.

In accordance with these instructions we have undertaken in as
thorough and scientific a manner as possible to investigate banking
and currency conditions in this and other countries. These investi-
gations have been pursued through hearings and examinations in
this country and abroad by members and representatives of the com-
mission, and through the preparation of papers and monographs by
expert authorities. The commission has through the Comptroller of
the Currency collected statistical and other information from Ra-
tional and State banks and trust companies, national-bank examin-
ers, and State bank supervisors.

In the summer of 1908 members of the commission visited England,
France, and Germany, the three countries of Europe in which con-
ditions most closely resemble our own, examining their banking
arrangements, methods, and practices by personal interviews with
the officers of the leading institutions. Representatives of the com-
mission have also visited the banks of Canada, Scotland, Switzerland,
Italy, and Sweden, conferring with their officers and examining
at first hand their methods of organization and their arrangements
for dealing with reserves, note issue, commercial paper, and other
banking factors. The questions and answers of the European ana
Canadian interviews have been published in two volumes, which we
believe contain more accurate and concrete information in reg^rd

to the actual practice of banking in these countries than has ever
been published before. The commission has conducted hearings ana
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made inquiries in different parts of this country for the purpose of
obtaining opinions of people, representing different localities and
occupations, as to desirable changes in our banking laws. Public
hearings, after ample notice thereof, have been held in New York,
Chicago, St. Paul, Minneapolis, San Francisco, Seattle, Portland, Los
Angeles, Salt Lake City, Denver, Kansas City, St. Louis, and Wash-
ington, while meetings such as that of the Western Economic Society
at Chicago and of the American Bankers Association and its affiliated
organizations at New Orleans, which have been devoted exclusively
to the discussion of monetary legislation, have been utilized by the
commission as a means for securing opinions of political economists
and of bankers, respectively.

In examining the printed literature of banking at the beginning
of our investigations we were struck by the paucity, both in Europe
and in America, of material dealing with other phases of the subject
than the history of the circulation privilege. It was practically im-
possible to find, at least in English, any satisfactory account of the
operations of European banks other than note-issuing banks, any
penetrating examination of the great credit institutions or of the
organization of credit in other countries, while the literature of bank-
ing in the United States was confined tor the most part to accounts
of the obsolete State banking systems which existed before the Civil
War and to the history of national banking legislation. Until our
banking authorities had analyzed the processes and functions of mod-
ern banking institutions and cut loose from the traditional methods
of banking of half a century or more ago, it was not to be expected
that the discussion of banking reform would be in other terms than
those current in the earlier period. It is a singular fact that most
bankers, economist's, and legislators who had written upon banking
had discussed banking questions in much the same language and
from much the same point of view as English authorities who de-
bated banking refonn in England during the decades before the act
of 1844. The commission, therefore, at the inception of its labors en-
listed the services of the world's best experts, in a fresh examination
of banking in the leading countries as it is conducted to-day. Lead-
ing financial editors, bankers, Government officials, and university
professors in Europe and America and in the Orient, were employed
to prepare papers upon the actual operations of banks and upon their
separate functions and mutual relations.

The commission has thus collected and published monographs upon
banking in England, France, Germany, Canada, Switzerland, Italy,
Sweden, Belgium, Mexico, Russia, Austria-Hungary, Holland, and
Japan as well as the United States, which because of their scope and
authority, possess, we believe, enduring scientific value.

% means of special statistical inquiries framed upon a uniform
plan and directed to the leading banks of Great Britain, France, and
Germany, we have collected more complete statistical information
Jrith regard to the banks of these countries than has ever been collected
before, while, by a series of special reports from all national and State
banks and trust companies in the United States, the commission has
been able for the first time to present reports from all of the banks in
the country upon a uniform basis.
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The commission recognizes the value of the assistance which it has
received in the prosecution of its various inquiries and in compiling
its data, as well as in the drafting of its proposals. I t would be im-
possible to enumerate all of the bankers, economists, editors, Govern-
ment officials, business men, and banking and commercial organiza-
tions that have generously and patiently cooperated in the work, and
it would seem invidious to attempt any selection for special thanks.
The list of contributors to the publications of the commission speaks
for itself, but we are glad to express our obligations to many others
who have rendered equal service in other ways.

The act of May 30, 1908, providing for the appointment of the
National Monetary Commission was a direct consequence of the panic
of 1907. We shall not attempt to recount the severe losses and mis-
fortunes suffered by the American people of all classes as the result of
this and similar crises. To seek for means to prevent the recurrence
or to mitigate the severity of grave disasters of this character was,
however, one of the primary purposes of its creation.

We have made a thorough study of the defects of our banking
system, which were largely responsible for these disasters and have
sought to provide effective remedies for these and other defects, in the
legislation we Dronose.it^iMuuuu we propose.

The principal defects in our banking system we believe may, be
summarized as follows:

1. We have no provision for the concentration of the cash reserves
of the banks and for their mobilization and use wherever needed in
times of trouble. Experience has shown that the scattered cash re-
serves of our banks are inadequate for purposes of assistance or de-
fense at such times.

2. Antiquated Federal and State laws restrict the use of bank re-
serves and prohibit the lending power of banks at times when, in the
presence of unusual demands, reserves should be freely used and credit
liberally extended to all deserving customers.

3. Our banks also lack adequate means available for use at any time
to replenish their reserves or increase their loaning powers when neces-
sary to meet normal or unusual demands.

4. Of our various forms of currency the bank-note issue is the only
one which we might expect to respond to the changing needs of busi-
ness by automatic expansion and contraction, but this issue is deprived
of all such qualities by the fact that its volume is largely dependent
upon the amount and price of United States bonds.

5. We lack means to issue such effective cooperation on the part of
banks as is necessary to protect their own and the public interests m
times of stress or crisis. There is no cooperation of any kind among
banks outside the clearing-house cities. While clearing-house organi-
zations of banks have been able to render valuable services within a
Jimited sphere for local communities, the lack of means to secure their
cooperation or affiliation in broader fields makes it impossible to use
these or similar local agencies to prevent panics or avert calamitous
disturbances affecting the country at large. These organizations have,
in fact, never been able to prevent the suspension of cash payments by
financial institutions m their own localities in cases of emergency. .

b. We have no effective agency covering the entire country which
affords necessary facilities for making domestic exchanges between
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different localities and sections, or which can prevent disastrous dis-
ruption of all such exchanges in times of serious trouble.

7. We have no instrumentality that can deal effectively with the
broad questions which, from an international standpoint, affect the
credit and status of the United States as one of the great financial
powers of the world. In times of threatened trouble or of actual
panic these questions, which involve the course of foreign exchange
and the international movements of gold, are even more important to
us from a national than from an international standpoint.

8. The lack of commercial paper of an established standard, issued
for agricultural, industrial, and commercial purposes, available for
investments by banks, leads to an unhealthy congestion of loanable
funds in great centers and hinders the development of the productive
forces of the country.

9. The narrow character of our discount market, with its limited
range of safe and profitable investments for banks, results in sending
the surplus money of all sections, in excess of reserves and local de-
mand, to New York, where it is usually loaned out on call on Stock
Exchange securities, tending to promote dangerous speculation and
inevitably leading to injurious disturbances m reserves. This con-
centration of surplus money and available funds in New York im-
poses upon the managers of the banks of that city the vast respon-
sibilities which are inherent in the control of a large proportion of
the banking resources of the country.

10. The absence of a broad discount market in our system, taken
together with the restrictive treatment of reserves, creates at times
when serious financial disturbances are anticipated a condition of de-
pendence on the part of individual banks throughout the country, and
at the same time places the farmers and others engaged in productive
industries at a great disadvantage in securing the credit they require
for the growth, retention, and distribution of their products.

11. There is a marked lack of equality in credit facilities between
different sections of the country, reflected in less favored communities,
in retarded development, and great disparity in rates of discount.

12. Our system lacks an agency whose influence can be made effec-
tive in securing greater uniformity, steadiness, and reasonableness of
rates of discount in all parts of the country.

13. We have no effective agency that can surely provide adequate
banking facilities for different regions promptly and on reasonable
terms to meet the ordinary or unusual demands for credit or curren-
cy necessary for moving crops or for other legitimate purposes.

14. We have no power to enforce the adoption of uniform standards
with regard to capital, reserves, examinations, and the character and
publicity of reports of all banks in the different sections of the country.

15. We have no American banking institutions in foreign countries.
The organization of such banks is necessary for the development of
our foreign trade.

16. The provision that national banks shall not make loans upon
real estate restricts their power to serve farmers and other borrowers
in rural communities.

17. The provision of law under which the Government acts as cus-
todian of its own funds results in irregular withdrawals of money
from circulation and bank reserves in periods of excessive Govern-
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ment revenues, and in the return of these funds into circulation only
in periods of deficient revenues. Recent efforts to modify the Inde-
pendent Treasury system by a partial distribution of the public
moneys among national banks have resulted, it is charged, in dis-
crimination and favoritism in the treatment of different banks.

There is a general agreement among intelligent students of the
subject that to remedy these and other defects it is necessary to
provide a comprehensive reorganization of credit and a thorough
reconstruction of our banking1 systems and methods. We submit
herewith our recommendation providing for such reorganization in
the form of a bill which, if enacted into law, will, we believe, accom-
plish these results.

It is proposed to incorporate the National Reserve Association of
the United States with an authorized capital equal to 20 per cent
of the capital of all subscribing banks, of which one-half shall be
paid in and the remainder shall become a liability, subject to call under
the provisions of section 3 of the bill. It is also provided that before
the reserve association can commence business $100,000,000 of capital
must be paid in cash. All State banks and trust companies conform-
ing to the provisions of the bill with reference to capitalization and
reserves and all National banks are entitled to subscribe for stock
and to become members of the association. Shares in the association
are not transferable and can not be owned otherwise than by a sub-
scribing bank or in any other than the proportion named.

It is proposed to group into local associations all subscribing banks
located in contiguous territory. The local associations are to be
organized into district associations, in each of which shall be located
a branch of the National Reserve Association; and the district associa-
tions, which shall be so arranged as to include all the territory of the
United States, are combined to form the National Reserve Association
of the United States.

These several associations are analogous in their organization to our
political divisions, into counties, States, and the United States. Each
has distinctive functions quite unlike in their character and each has
representative self-government. In the local association the individ-
ual bank is the voting unit. A majority of banks, without reference
to their size or their holdings of stock in the reserve association, elect
three-fifths of the directors, and a majority in stock interest elect two-
fifths. This method of electing directors is, we believe, quite novel m
corporate government. It is more democratic in form, with more lib-
eral representation to minorities than any method in general use.

One of the principal functions of the local associations is to guar-
antee, upon application, the commercial paper of individual banks
which may be offered to the branches for rediscount, as provided in
section 27 of the bill. The local association may, in most cases would,
require from the bank making the application satisfactory security
for the guaranty. Local associations are authorized in serious emer-
gencies to guarantee the direct obligations of subscribing banks witn
adequate security, in accordance with the provisions of section 28 of
the bill. A local association may decline to give the guaranties pro-
vided for under either of these sections. Local associations may also,
by vote of three-fourths of their board of directors and the approval
of the National Reserve Association, assume and exercise the powers
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and functions of clearing houses. They are required also to perform
such services in facilitating domestic exchanges as, in the opinion of
the National Reserve Association, the public interests may require.

The boards of directors, not less than 12 in number, of the dis-
trict branches, are elected in the following manner: First, one-half
by the local associations, each association acting as a unit without
reference to its size or importance; second, one-third by the local
associations, each association in this case casting a number of votes
equal to the number of shares in the National Reserve Association
held by the banks composing such association; third, one-sixth are
chosen by the directors of the first and second class to represent other
than banking interests. Thus a majority of the local associations,
without reference to the amount of stock holdings which they repre-
sent, elect the larger group of the directors of the district branch.

Each branch is to have a manager, who shall be a resident of the
district, appointed by the governor of the National Reserve Associa-
tion, with the approval of the executive committee of the reserve as-
sociation and the board of directors of the branch. The manager
of the branch is to be ex officio a member of its board of directors
and its chairman.

The functions of branch organizations are important. First, they
hold the balances and a portion of the cash reserves of the banks of
the district; second, they exercise the powers of rediscount and dis-
count for banks located in their district; third, they are required to re-
deem upon presentation in gold or lawful money to circulating notes of
the association and to distribute such notes to individual banks on ap-
plication ; fourth, they are required by transfers of balances through
branches or local associations to facilitate domestic exchanges be-
tween different parts of the country.

The board of directors of the National Reserve Association is to be
elected in the following manner:

The bill provides that the entire country shall be divided into
15 districts, Avith a branch in each district. Of the 46 directors of
the National Reserve Association, 2 of the first class, who shall be
residents of the district, are to be elected by the directors of each
branch. One of the directors thus elected by each branch must fair-
ly represent the agricultural, commercial, industrial, and other inter-
ests of the district, and can not be an officer, nor, while serving, a
director of a bank, trust company, insurance company, or other fi-
nancial institution. Second, nine directors in addition to the thir-
ty of the first class are to be elected by the branch directors act-
ing through voting representatives, each representative to cast a
number of votes equal to the number of shares in the National Re-
serve Association held by the banks in the branch he represents.
Not more than one director of this class may be chosen from one
district, and this director must be a resident of the district from which
he is elected. There are to be seven ex officio members of the board of
directors, namely, the governor of the National Reserve Association,
v̂ho is to be chairman of the board, two deputy governors, the Secre-

tary of the Treasury, the Secretary of Agriculture, the Secretary of
Commerce and Labor, and the Comptroller of the Currency.

The executive officers of the National Reserve Association are to
consist of a governor, two deputy governors, a secretary, and such
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subordinate officers as may be authorized. The governor, who is
to serve ten years, is selected by the President of the United States
from an eligible list including not less than three names furnished
by the directors, and the deputy governors are elected by the board
of directors. The governor and the deputy governors are removable
for cause by the board of directors. The board is to choose from
among its number an executive committee, consisting of nine mem-
bers, of which the governor and the two deputy governors and the
Comptroller of the Currency shall be ex officio members. Not more
than one of the elected members of this committee can be chosen
from one district. The board is also to elect from among its number
a board of examination, of which the Secretary of the Treasury shall
be ex officio chairman.

This distribution of power and control furnishes the assurance that
the general interests of the country and of all communities will be
conserved as well as the interests of the shareholders, as the National
Reserve Association, through this form of organization, is brought
into close relations of responsibility to the Government and the people.
The provision that one-half of the directors elected by the branches
shall fairly represent the agricultural, commercial, and other inter-
ests, and shall not be connected with banks or other financial institu-
tions, insures the infusion of representative men into the governing
board, who will have every motive to act in the public interest.

Further restraint upon the administration of the association on
narrow or selfish lines is imposed by the provision that four of the
highest officials of the Government are made ex officio members of the
controlling board and by the requirement that the governor shall be
selected by the President of the United States.

The fear has been expressed that the selection of the governor by
the President and the provisions making the Secretary of the Treas-
ury, the Secretary of Agriculture, the Secretary of Commerce and
Labor, and the Comptroller of the Currency ex officio members of the
board of directors of the reserve association might lead to an attempt
to control the organization for political purposes. We believe that thQ
participation of these officials in the management of the institution to
the limited extent prescribed is necessary to secure a proper recognition
of the vital interest which the public has in the management of the
association. It is a corporation with private stockholders, but it is
proposed to make it the principal fiscal agent of the United States and
the depository of its funds. The more important functions of the
organization and its principal powers are of a public or semi-public
character. It is not only the custodian of the Treasury balances, but
the principal reason for its existence is found in its ability at all times
to sustain the public credit.

As constituted under present proposals, however, neither the Presi-
dent nor any of the officials named could, from the inherent character
of the organization, use any of its functions for personal or political
purposes, but to give to the President the power to appoint all the
directors of the reserve association, as has been suggested, would re-
sult in making the association a political machine, and appointments
would be solicited and bestowed as a reward for political services.

In providing for the creation for specific purposes of this new rep-
resentative organization it has been the aim of the Monetary Commis-
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sion to follow in its distribution of powers and control our govern-
mental structure, and to coordinate independent local and district
organizations through an effective central agency for mutual coopera-
tion. In this respect, as well as in its functions, the National Reserve
Association differs radically from the First and Second Banks of the
United States and from European central banks. Its sources of au-
thority are democratic and not autocratic. Instead of overshadowing
banks, it is their representative; its controlling forces, acting in the
public interests, impose policies upon and grant powers to its man-
agers.

In times of trouble it takes individual banks from a condition of
helpless isolation and dependence and places them in a position where
their integrity and independence is assured, through an unfailing
source of support. It is outside of and supplemental to the existing
system and not a competitor in any sense with existing banks. It pro-
vides for an equality of privileges and advantages to all banks, great
and small, wherever located. Its dominating principle is cooperation
and not centralization. Its organization is of a form and character
that will effectually prevent the control of its operations by political
or other interests, local or national.

The National Reserve Association is made the channel through
which local banking institutions exercise their federated powers. It
is in effect an evolution of the clearing-house idea, extended to include
an effective central organization. It is not a bank but a cooperative
union of all the banks of the country, with very limited and clearly
defined functions. First, it holds a portion of the cash reserves of
the banks of the United States with provision for their use only for
specific purposes; second, it is granted the power to issue circulating
notes, under strict governmental regulations; third, through the main-
tenance of its own reserves and the character and extent of its re-
sources it is required to sustain the credit of the banks and of the
country under all circumstances. All of its operations are confined
to, or incidental to, these purposes, the only exception being the trans-
action of its business as the fiscal agent of the Government of the
United States.

For obvious reasons the National Reserve Association is required
to keep its assets in liquid form and its rediscounts, discounts, and
investments are confined to short-time paper or Government securities.

The National Reserve Association is given ample power to protect
its own reserves, in order that it may be able at all times to exercise
its most important function—that of sustaining the commercial and
public credit of the country. For the purpose of strengthening its
own reserves it may, first, attract gold from other countries by an
advance in its discount rate; second, purchase and borrow gold and
give security for its loans, including the hypothecation of Govern-
ment bonds; third, buy and sell foreign bills of exchange. Short-
time foreign bills have been found elsewhere most effective as a means
of replenishing a gold supply, and of preventing the exportation of
gold at critical times.

That our present system of bank-note issues based upon Govern-
ment bonds is defective and that a change in the manner and character
of issues must take place at an early date is admitted on every hand.
There are now outstanding less than two hundred million dollars of
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United States bonds with the circulation privilege attached not owned
by the banks and held for circulation purposes. These bonds are
largely of a class which it would not usually be profitable for the
banks to buy as a basis for circulation/ Congress has inaugurated
the policy of issuing bonds without the circulation privilege. It is
evident from these facts that if we are to provide for any future de-
mands of the country for currency the adoption of some other basis
for note issues will be necessary. Our bond-secured currency has all
the qualities of ultimate safety, and its prompt redemption is guaran-
teed by the United States, but it is not, as our experience has amply
shown, responsive, either in expansion or contraction, to the ever-
changing conditions and demands of business.

We propose that while the national banks shall have the right to
retain their existing circulation all new issues shall be made by the
National Reserve Association. We propose that the authority now
exercised by seven or eight thousand national banks shall be vested
in this cooperative association of all the banks. We propose to relieve
the United States from the obligation to redeem the outstanding
national-bank notes based on the bonds which are taken over by the
reserve association. The association is required to redeem in gold or
its equivalent, at any of its branches, upon presentation, such notes
and all notes of its own issue.

All circulating notes of the association are required by section 41 of
the bill, to be covered by gold reserves, or by United States bonds, or
by commercial paper which must conform to the standards established
in the bill. The reserve association is required to maintain a reserve
of not less than 50 per cent against all of its demand liabilities, includ-
ing all new issues of notes, as well as those issued in place of outstand-
ing national-bank notes. The notes constitute a first lien upon all the
assets of the reserve association, including its holdings of Government
bonds.

We propose that the important privilege of note issue shall be ac-
corded to the principal financial agent of the Government, to be ex-
ercised under Government control and supervision, with restrictions
and limitations of such character as will, in our judgment, make undue
inflation impossible. All profits which may arise from note issues
will be paid into the Treasury of the United States. While it may be
contended that the issue of money of any kind is a distinctive func-
tion of sovereign power, the exercise of this authority directly by Gov-
ernments has, as shown by the experience of the world, inevitably led
to disastrous results.

As safeguards against undue inflation of note issues it is proposed:
b irst, that no notes shall be issued whenever and so long as the gold
cover falls below 33i/3 per cent, Second, that a graduated tax shall
be paid on the amount of deficiency whenever and so long as the re-
serve against all liabilities falls below 50 per cent For each 2% Per

cent of such deficiency of reserve a tax of li/> per cent is levied. To
illustrate, with the reserves at 40 per cent itwould require the pay-
ment of a tax of 6 per cent on excess of note issues. Third, that when-
!?eo/J?n^nn?f 1 S T d *? e x c e s s o f $900,000,000, and not in excess of
$1,200,000,000, and such excess issue is not fully covered by gold or
other lawful money, a tax of H/2 per cent shall be levied on the excess.
Notes issued in excess of $1,200,000,000, not fully covered by gold or
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lawful money, are taxed 5 per cent. We have assumed in fixing the
terms of the limitation of $900,000,000 that the normal amount of
bank notes to meet business requirements is approximately the amount
now outstanding—$700,000,000—and we have allowed for the natural
expansion of $200,000,000 for seasonal or crop-moving demands. It
will be seen that we propose three effective provisions to prevent undue
inflation of note issues.

We have imposed upon the National Reserve Association the duty
of maintaining at all times a parity in value of its notes with the gold
standard established by the act of March 14, 1900. The imposition of
this duty, accompanied as it is by ample authority to protect its gold
reserves in the manner we have elsewhere explained, will, in our
opinion, effectively remove the possibility of a suspension of gold pay-
ments by the association or by the Treasury.

It has been insisted in some quarters that we should provide that all
notes should be redeemed and all reserves held in gold, and gold alone.
We believe that no good reason exists for the adoption of this sugges-
tion. The gold-standard act of 1900 settled finally the question of the
standard of value in this country. Prior to that time we had made sil-
ver certificates available for the reserves of national banks. By the
act of 1900 we made gold certificates available as reserve money.
Standard silver dollars and United States notes are legal tender and
can properly be used in reserves. Every dollar of currency which the
United States has issued, or for which it is responsible, is to-day of
equal value with the gold dollar. We are certain that the American
people will not consent to any change in this respect. Practically all
the silver certificates are now in circulation in the form of notes of
small denominations and therefore not likely to be held to any con-
siderable extent either in the reserves of banks or of the reserve associa-
tion. Gold certificates are certainly equal to gold.

We have provided, by the system proposed, for the ultimate security
of the notes through a pledge of bonds of the United States, gold, com-
mercial paper, and the other assets of the National Reserve Association,
and have insured immediate convertibility into gold or its equivalent
upon presentation at any branch of the association. In fact, we have
adopted every provision that the experience of the world has shown to
be necessary for the security and convertibility of a paper currency.
We have provided that the reserve association, through its branches,
shall at once, upon application and without charge for transportation,
forward the circulating notes of the association to any subscribing
bank against its credit balance. We assume that there will be but few
banks in the United States—certainly none in central communities—
that will be more than 24 hours away from a positive source of supply
of notes for use for crop moving or other purposes. This provision
^ill remove all danger of a currency famine in any section of the
country.

One of the most difficult problems with which the commission had
to deal was the question of what provision should be made for the
outstanding 2 per cent bonds owned by national banks held by the
Treasury as a basis for their circulating notes. The recent sales of the
3 j>er cent bonds issued for Panama Canal construction and the market
prices of these securities establish the fact that the credit of the United
States, now approximately on a 3 per cent basis, is above that of any
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of the other commercial nations. If the credit of the country is to be
maintained at this point, as it seems likely that it may be, 2 per cent
bonds, without the circulating privilege, would probably have a mar-
ket value approximating 70, and any legislation preventing their fur-
ther use as a basis for bank circulation would entail enormous losses
upon the banks. When we consider that the refunding act providing
for the issue of these 2 per cent bonds practically compelled the banks
to purchase them, it would be manifestly unfair for the United States
to impose upon the banks the severe losses which would follow their
disuse for circulation purposes.

These equitable considerations will undoubtedly have weight with
the Congress, but it is equally bound to guard against any loss of
revenue or credit to the United States that would be involved in
refunding these bonds into threes. We therefore propose that the
National Keserve Association shall purchase, at not less than par and
interest, the 2 per cent bonds held by national banks, and take over
with the purchase the right to issue notes to an amount equal to the
bank notes now outstanding, such new notes to be issued and redeemed
in the manner elsewhere provided. It is proposed that the Secretary
of the Treasury shall, upon application of the reserve association,
exchange the 2 per cent bonds purchased for 3 per cent bonds of the
United States payable after 50 years. The National Reserve Associa-
tion is required to hold such bonds during the period of its corporate
existence, subject, however, to a right to sell at the option of the Gov-
ernment not more than $50,000,000 in any one year after five years.
The reserve association is, however, required to pay an annual fran-
chise tax equal to iy2 per cent of the amount of the bonds so pur-
chased and exchanged.

The effect of these provisions, taken together, is that the United
States will be able to fund seven-ninths of the national debt at a net
interest charge of 1% per cent, and the national banks will be enabled
to avoid the risks of being obliged to sell their bonds at a great sacrifice.
This plan seems to the commission to be equitable alike to the Govern-
ment and to the national banks, and places upon the National Reserve
Association the obligation to save both from the embarrassment and
losses which would arise from any other disposition of this mass of
Government securities.

Section 39 of the bill provides that the deposit balance of any sub-
scribing bank in the National Reserve Association and any notes of
the National Reserve Association which it holds may be counted as a
part of its required reserves. In order to protect or replenish these
reserves and thus increase the loaning power of individual banks the
National Reserve Association is authorized, through its branches, to
rediscount commercial paper for subscribing banks. Commercial
paper which can be used for this purpose is defined in the bill as notes
and bills of exchange issued or drawn for agricultural, industrial, or
commercial purposes, and does not include notes or bills issued or
drawn for the purpose of carrying stocks, bonds, or other investment
securities. Commercial paper of this description having not more
than 28 clays to run may be discounted for individual banks. If hav-
ing more than 28 days and not exceeding 90 days to run, the rediscount
may be made for individual banks, with the guaranty of the local
association. The National Reserve Association may discount the
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direct obligations of individual banks, with the guaranty of the local
association, amply secured by a pledge of collaterals of unquestioned
value, whenever, in the opinion of the governor and executive com-
mittee of the reserve association, concurred in by the Secretary of the
Treasury, a serious emergency exists and the public interests so
require.

The bill provides that the National Keservve Association shall fix
its rates of discount from time to time, Avhich, when so fixed, shall be
published, and shall be uniform throughout the United States. In
view of the great disparity which now exists in discount rates on
commercial loans in different sections of the country, serious doubts
have been expressed as to whether this provision can be made effec-
tive. It can not be expected that an equality of commercial rates
under all conditions and for all classes of business can be secured at
once by such legislation. But with this provision adopted the tend-
ency would be toward a gradual equalization of rates at all points.
It is apparent to the commission that we must provide that all the
advantages and benefits which may accrue from the organization of
the National Reserve Association, including an absolute uniformity
in its discount rates, should be extended alike to every bank in every
section. The greater uniformity and steadiness of rates and better
opportunities of employment of capital which should follow the
adoption of the legislation we propose will prove, we believe, an ad-
vantage to the banks of the United States if we can judge by the
experience of the joint-stock banks of other countries. These banks
in France, England, and Germany, with bank rates much lower than
current commercial rates in this country and an approximate equality
of all other rates, are enabled, largely on account of the steadiness
and uniformity to which we have referred, to pay dividends that are
at least equal to those paid by the banks of the United States. If
our bank managers could be assured of constant employment for
their loanable funds at steady rates they would willingly accept lower
discount rates in many cases than those which are now current. An
approximate equalization of rates would be of great benefit to the
people in sections of the country where productive forces are only
partially developed. This process of equalization has already com-
menced, and we are becoming a homogeneous people in our indus-
tries and financial operations, and we may look forward to the time
when, with the adoption of the provisions we have suggested, the
farmer of the South or the farmer or miner of our intermountain
States will be able, with the same class of credit or securities, to obtain
the money requisite for his purposes at as low a rate as that current
in other sections for similar loans.

Section 40 provides that national banks may loan not more than
30 percent of their time deposits upon improved and unencumbered
real estate, such loans not to exceed 50 percent of the actual value of
the property, which property shall be situated in the vicinity or in
the territory directly tributary to the bank. This privilege is not ex-
tended to National banks which act as reserve agents for other banks
or trust companies.

We have provided as far as possible for a uniformity of require-
ments with regard to capitalization, reserves, examinations, and re-
ports of all banks and trust companies who shall be members of the
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association. With reference to reserves, the bill provides that the
same percentage of reserves shall be required of all subscribing banks
in the same locality on demand deposits. Provision is made for a
reserve on time deposits as defined in section 39, and all National and
State banks and trust companies must keep the percentage of reserve
on time deposits therein required.

Sections 45, 46, and 47 of the proposed bill contain requirements
for examinations and reports which are applicable alike to all sub-
scribing institutions, whether operating under National or State char-
ters. The reports of National bank examiners for national banks
and State bank examiners for State banks and trust companies are
made available and acceptable whenever possible for the use of the
National Reserve Association, provided that the standard of such
examinations shall in all cases meet the requirements prescribed by
the association. The association is also given the right, at any time,
to examine or cause to be examined by its own representatives any
subscribing bank. Through these provisions it will be possible to
avoid numerous and expensive duplications of examination, which are
not only troublesome but unnecessary. All subscribing banks are
required, under regulations to be prescribed, to make reports of their
condition monthly, or oftener, showing the principal items of their
balance sheets. The publicity of conditions secured by the required
examinations and reports will prove, as a basis of public confidence,
a great advantage to all well-managed institutions. We are living
in an age when publicity, with reference to the management and con-
dition of public and ^quasi public institutions, is everywhere de-
manded. Publicity with reference to the condition of financial in-
stitutions has vital interest for the great mass of our people.

While the shares in the National Reserve Association are owned,
and can only be owned, by the banks which furnish all of its capital,
the fact that important privileges of a public character are granted
to the association led the commission to provide that its net earnings,
after the payment of a dividend not exceeding 5 percent to the share-
holders and the accumulation of a surplus not exceeding 20 percent
of the paid-in capital, shall be paid to the United States in the form
of taxes upon its franchise.

The bill provides that the National Reserve Association shall be-
come the principal fiscal agent of the United States, and as such shall
serve through its branches as the custodian of the general funds of
the Treasury, as the depository of its receipts, and the instrumentality
through which its disbursements shall be effected. The system of stor-
ing surplus revenues in independent vaults, and of withdrawing the
money from the channels of business into useless inactivity, has not
been followed in other countries for centuries, and is contrary to the
methods followed by our State and municipal governments, as well
as by private corporations and individuals. I t has proved peculiarly
disturbing in this country on account of the large fluctuations in the
Treasury balance, which within a single decade has fallen below $100
million and risen above $300 million, thus adding to or withdrawing
from the country's circulating medium without any regard to the needs
of trade. Of late the system has been largely modified by the transfer
of a considerable portion of the surplus funds to selected national
banks, but this policy inevitably involves unwarranted and unequal
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distinctions and privileges for the banks so selected. The plan which
we propose will do away with such discriminations, and will bring
our Treasury policy into line with the business methods of modern
times.

The adoption of these proposed changes in Treasury methods will
make possible a considerable reduction m the expenses of the Treas-
ury. Treasury officials estimate that these reductions, growing out
of the elimination of the expenses connected with the Independent
Treasury, will amount approximately to $1,000,000 annually. The
Government will also effect large savings through the transfer of
the business of bank-note issue and redemption. During the pres-
ent year the expenses of the Treasury, for which it is not reim-
bursable by the banks, in connection with the issue of bank notes,
amounts to $653,367, which could be saved in proportion as the na-
tional banks transfer their bonds to the National Reserve Associa-
tion and retire their notes. The economies, therefore, resulting to
the Treasury from the adoption of the proposed plan will probably
amount to more than $1,500,000 annually. It is difficult to estimate
the probable revenues which will accrue to the United States from
the taxes levied upon the reserve association and its franchise. A
competent authority has prepared an estimate that, after the accumu-
lation of the surplus and the contingent fund, and the payment of
the maximum dividend of 5 per cent to the shareholders, the Gov-
ernment will receive $5,500,000 annually. This estimate is based
upon the minimum amount of business which the National Reserve
Association will be likely to transact. The franchise tax on the
amount of Government bonds purchased, say $700,000,000, would
amount to $10,500,000 annually.

Perhaps the most important defect in our monetary system is to be
found in its unscientific treatment of the reserves of individual banks.
We have described the character of this defect, and we have provided
by the terms of the proposed bill what we believe to be an effective
and logical remedy. We propose that all or any portion of the cash
reserves of the banks, including those which are now required by law
to be held in their vaults, may be deposited with the reserve associa-
tion, and when so deposited shall be counted as a part of their legal
reserve. This will transform money which is now deprived of po-
tency and defensive power into a condition of vitality and effective-
ness. It is proposed that the reserves thus concentrated may be
used by the reserve association, through its branches, for the assist-
ance and support of any bank or section when needed. The reserves
of any subscribing bank can be replenished at any time by the dis-
count or rediscount of commercial paper in the manner elsewhere de-
scribed. This involves the use of assets which otherwise would not
be available for this purpose to strengthen, whenever necessary, the
loaning power of the bank.

These provisions taken together will enable the banks to adopt the
policy of simultaneous strengthening of reserves and extension of
credits which has been successful in every instance for half a century
in the prevention of panics or serious financial disturbances in the
commercial nations of Europe. They do not suffer from widespread
bank suspensions or from a general paralysis of credit operations.
An advance in bank rates is used to curb speculation and prevent over-

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



496 FEDERAL BANKING LAWS AND REPORTS

expansion of credit. The plan we submit provides not only for a con-
centration and mobilization of cash reserves, but for a decentralization
of control by means of the powers over distribution granted to local
and district associations.

The commission believe that the various provisions of the bill for
establishing a broader discount market will prove of great advantage
to the people of the entire country. The provisions upon which we
rely to accomplish this purpose establish a standard of commercial
paper issued for agricultural and other purposes, which is made avail-
able for rediscount at the branches of the reserve association. The
establishment of this standard will create a strong tendency to make
the usual instruments of commercial credit conform to its require-
ments; second, it allows national banks to the extent of one-half of
their capital to accept properly secured drafts drawn upon them,
drawn for instance with documents attached against cotton, wheat,
or other products in transit or in warehouse; third, it gives a new and
wider market to domestic bills of exchange drawn on foreign countries
and based on transactions in American products or to pay for our pur-
chases abroad; fourth, it authorizes the National Reserve Association
to buy and sell in foreign countries prime bills of exchange, many of
which would be of American origin.

These various provisions give a national and international currency
to notes, acceptances, and bills of exchange based on the agricultural
and other products of the United States.

The methods by which our domestic and international credit opera-
tions are now conducted are crude, expensive, and unworthy an intel-
ligent people. The annual value of the products of our industries is
estimated at thirty-five thousand million dollars. If to this vast sum
is added the cost of transportation and distribution, we can realize that
the movements of these products through various stages from the pro-
ducer to the consumer requires the use of an enormous amount of
credit and cash. To form an accurate estimate of the magnitude of
our credit structure, we should add to this our accumulations of wealth
and capital and the sums used in connection with our foreign trade.
It is the function of a sound monetary system to take care of these
vast operations without friction and in such a manner as will promote
the prosperity of our people.

The unimportant part which our banks and bankers take in the
financing of our foreign trade is disgraceful to a progressive nation.
\Ve export of domestic products about two thousand million dollars
annually, and our annual imports amount approximately to fifteen
hundred million dollars. Very much the larger portion of this inter-
national trade is financed by and pays tribute to foreign bankers.
Take one illustration: Last year we exported about six hundred and
fifty million dollars in value of cotton; it was largely financed by 60
or 90 day bills drawn on Liverpool, London, Paris, or Berlin. Tins
business was practically all done by foreign banks or bankers. The
banks in the South and perhaps in New York were enabled to collect
a small commission on a part of the business en route, but the lion's
share of the profits accruing from the transactions, millions of dollars
in amount, were paid to European merchants and bankers, and this
large sum was in the last analysis paid by the cotton planter.
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The disabilities from which our producers suffer in our foreign
trade also apply largely to domestic transactions. The man who
raises cotton in Mississippi or cattle in Texas, or the farmer who raises
wheat in the Northwest can not readily find a market in Chicago,
New York, or London, for the obligations arising out of the transac-
tions connected with the growth and movement of his products, be-
cause the bankers of these cities have no knowledge of his character
and responsibility. We propose to remedy this condition in large part
by the use of the standardized commercial paper we have described,
and also by the use of acceptances of local banks of drafts drawn by a
farmer or planter whose responsibility is known to the bank and who
mav have deposited with it security on his products.

Additional currency would be given to our commercial paper in the
markets of the world if official standards could be adopted, first, for
the different grades and qualities of the staple agricultural products
of the country; second, for the methods used in preparing such prod-
ucts for the market; third, for uniformity of bills of lading; fourth,
for the efficient and responsible management of warehouses and ele-
vators used for the storage and delivery of agricultural products.

A wider domestic market for the commercial paper we have de-
scribed will be found in the changes which are likely to take place
under the provisions of the bill submitted, in the investment of the
surplus funds of the banks, and by surplus funds in this connection
we do not refer to moneys deposited with reserve agents, but to funds
for which there may be no legitimate local demand. The surplus
funds referred to are now deposited perhaps through correspondents
in New York at 2 per cent interest. The New York banks are usually
obliged to loan them on call on stock exchange collaterals, inducing
at times dangerous speculative conditions, with the probability that
when the money is withdrawn the necessary calling of loans may
cause disturbances in reserves and in the market and sometimes lead
to panics.

We propose by the provision of the bill submitted to enable the
banks to invest their surplus funds of the character we have de-
scribed in notes or bills of exchange representing the industries or
the products of the United States. It may be that they will not be
able in making these loans to obtain the full rate current for discounts
of commercial paper, as they will have to compete with foreign banks
for a portion of the business, but they will certainly receive more than
2 per cent for their money, and they will have in their portfolio com-
mercial paper created for legitimate purposes which they can take to
the district branch and have transformed into cash or a cash credit
at any hour of any business day of the year.

We believe that these provisions for creating new classes of invest-
ment obligations by establishing a standard of commercial bills to be
used in moving and caring for the agricultural and other products of
the country, constitute very important features in our plan of reor-
ganization. The creation of these new standards for foreign and
domestic bills should have an important influence upon the status of
the United States in the financial world. It should make a domestic
documentary bill, drawn by a producer anywhere in the United States,
drawn in dollars and cents, equal in currency and in value to the
highest form of credit in the markets of the world. We ought to make
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New York and our other financial centers equal in importance with
any in Europe. We ought to place our financial institutions where
they properly belong—in a class with the best and strongest in the
world.

Section 57 of the bill submitted provides for the incorporation of
banks to do business in foreign countries. We assume that it is
not necessary to call attention to the desirability of making every
reasonable effort to promote our foreign trade and to establish closer
commercial and financial relations with foreign countries. The im-
pediments in the way of the development of our international trade
are numerous. Perhaps none of these is more important than the
absence of American banking facilities in other countries and the
lack of knowledge abroad of our financial resources and of the strength
and character of our banking institutions. The status of the United
States as one of the great powers in the political world is now uni-
versally recognized, but we have yet to secure recognition as an im-
portant factor in the financial world. This condition of affairs is
likely to remain unchanged as long as practically all our purchases
and sales abroad are financed by foreign bankers. We anticipate
that the changes in the currents of trade which will follow the open-
ing of the Panama Canal will tend to the enlargement of our inter-
national commerce. We shall, at least, be brought into closer contact
from a transportation standpoint with many of the States of South
America and the countries of the Orient. We shall certainly be
disappointed as to the character and extent of the advantages of
this change unless we take some practical steps of a positive character
to secure for our merchants and bankers advantages in the countries
we have named equal to those enjoyed by their commercial and in-
dustrial rivals. The establishment of American banks is essential
in countries where we have a right to expect an enlargement of our
trade.

In preparing the bill to establish the National Reserve Association
the commission has been impressed with the necessity of inserting
provisions that would prevent beyond question the possibility of its
control by any corporation or combination of corporations, banks or
otherwise, by any individual or combination of individuals for selfish
or sinister purposes. No provision of the bill to reconstruct our mone-
tary system is of more vital importance than this. To-day the finan-
cial interests of the whole country depend, in times of trouble, upon
what is popularly known as "Wall Street" Those who express fears
of the future domination of Wall Street seem to lose sight of the fact
that the domination of New York is an accomplished fact; that we
are now staking the safety of all of our banking resources on the
patriotic character and business ability of bank managers in New
York whose hands are tied in emergencies by the restrictions of a
detective system and unwise legislation. The responsibilities of
contnnung this control are too enormous, the risks of failure are too
great, for this condition to be tolerated long. In our judgment the
only effective remedy will be found in the national organization sug-
gested, with the power to maintain the independence of banks under
all circumstances and with branches which will be relief centers at
various points throughout the country, each with local self-govern-
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ment. The reserve cities, the reserve agents of the country banks,
and individual banks generally depend upon the banks of New York.
This is naturally so, because New York, with her vast accumulations
of capital, is the most important financial center in the country.
When any serious financial disturbance occurs in New York—like the
bank suspensions in 1907—and New York fails to respond to the drafts
from other sections, the country suspends. This dangerous condition
of dependence will continue until we have a thorough reorganization of
our banking system. Every financial institution in the United States
is in peril whenever confidence is destroyed in the strength of the
New York banks or in the wisdom of their management.

In the provisions of the bill for the election of directors of the Na-
tional Reserve Association we provide for 39 directors, 2 to be elected
by each of the 15 districts defined in the bill, and 9 additional directors
to be elected by representatives of stock holdings in the association.
We propose to limit the representation of any one district to 3 out of
the 39 directors elected, and under this plan every district will have 2
and none can have more than 3 directors.

The New York district under these provisions, with 29 per cent of
the banking resources of the country, would have 8 per cent of the rep-
resentation on the board; New England, with 12 per cent of the re-
sources, would have 8 per cent of the representation; the Eastern
States, as defined in the bill, with 41 per cent of resources, would have
15 per cent of representation; the Middle West, with 24 per cent of
resources, would have 31 per cent of representation; the Southern
States, with 11 per cent of resources, would have 23 per cent of repre-
sentation; and the Western and Pacific States, with 12 per cent of
resources, would have 23 per cent of representation. The New Eng-
land, Eastern, and Middle West States, taken together, with 77 per
cent of the resources, could elect only 21 out of the 46 directors in the
Reserve Association, while the Southern, Western, and Pacific States,
with 23 per cent of the resources, might have 46 per cent of the repre-
sentation. These percentages of representation have been based upon
the theory that the New England, Eastern, and Middle Western States,
by reason of their preponderance of capital, would be entitled to elect
the maximum number of 3 directors for each district.

In order to effect a combination to secure a majority of the directors,
the votes of eight districts would be necessary, and with New England
having one, the Eastern States two, and the Middle West four, one
other district would be necessary, showing that no combination of East-
ern and Middle West, with other interests could be made which did
not include more than 80 per cent of the banking power of the country.

We think that this statement must of itself show conclusively that
there can be no local domination—no domination of selfish interests in
this organization, and that fear of possible Wall Street control can
have no substantial foundation.

This equal representation of districts, unequal in size and impor-
tance, in the election of a majority of directors of the National Reserve
Association, follows the democratic principle also deliberately adopted
in the organization of local and district associations. For instance, in
a local association we give to a bank with $25,000,000 capital no greater
voting power in the election of a majority of the directors of the local
association than a $25,000 bank. In our political institutions we have
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a similar idea in the provision of the Federal Constitution, which gives
to every State, irrespective of its size an equal representation in the
Senate. This plan of organization, practically as now reported, was
made public a year ago and lias received every manifestation of gen-
eral approval. It is based upon the theory that each section of the
country ought to be adequately represented on the board and that there
exists such a solidarity in the interests of all sections of the country
that no harm can come to the interests of any district through this
unequal representation.

Suggestions have been made favoring a banking scheme based on
separate State or district organizations, each with independent func-
tions, partaking somewhat of the character of existing clearing houses
or of the branches which we propose to create in the bill. The fatal
objection, in the opinion of the commission, to any plan of this kind
is found in the lack of affiliation or means to insure cooperation be-
tween these different local organizations in the public interest. The
national association which we propose to create can of course only exer-
cise the powers which are clearly delegated to it, but the grant of the
limited powers proposed in the bill is necessary for the success of any
plan which is to benefit the country at large.

We propose to create an institution which can, among other things,
conserve the public credit; issue properly secured circulating notes;
control movements of gold and foreign exchange; receive and disburse
the Treasury balances; insure tlie cooperation of all banks in the public
interest; equalize banking and credit facilities in different sections of
the country and insure adequate assistance on reasonable terms to
partially developed (Tommunities; secure uniform rates of discount;
prevent interruption of domestic exchanges; provide means for re-
plenishing cash reserves and for their concentration for use in any
direction wherever needed, and establish standards of notes and bills
ot exchange issued for agricultural or other purposes. None of these
results can be secured by the organization of separate units in the
manner suggested. There can be no satisfactory reform of our mone-
tary system, no remedy for existing defects, which does not place upon
the banks of the entire country, acting together through some re-
sponsible agency, the serious duty of protecting public and private
interests at times when they are imperiled. This is amply demon-
strated by our experience with clearing-house organizations. The
results we desire can not be secured through a headless aggregation
ot independent organizations, which would be as helpless as the mem-
Ders ot a human organism without a brain to coordinate their func-
tions or heart action to vitalize their forces

Ihe proposal to create a National Reserve Association has been
criticized on the ground that its enactment would lead to an undue
expansion of credit and a dangerous inflation of currency. We have
already stated our reasons for believing that this contention as applied
to note issues has no foundation. It is true that we propose to create
new^instrumentalities and provide new facilities for an expansion of
credit whenever this is necessary for the welfare of our industries, or
to prevent panics or avert dangerous monetary disturbances. We
believe that credit properly organized and managed is one of the most
potent factors in the development of communities and nations. The
broad question we have to consider is whether the facilities which we
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propose to create can be or are likely to be used in such a manner as
to produce dangerous overexpansion.

In this connection the experience of other countries where facilities
exist similar to those which we propose will afford valuable lessons.
In none of the leading countries of Europe are there any statutory
limitations upon credit expansion. In fact there is no limitation what-
ever, either by law or custom. This is true not only of the central
banks but also of the joint-stock banks of these countries. None of
these banks is required by law to hold reserves. Each bank acts for
itself in this respect. Of course, self-interest, custom, and public
opinion lead the banks of the great commercial nations to hold cash and
liquid assets as reserves against their liabilities. Their cash reserves
are kept almost entirely in central institutions and not in their own
vaults.

In this country we have no legal restriction upon credit expansion
except such as is involved in our statutory provisions for fixed reserves.
In ordinary times a bank can, by increasing its balance with its reserve
agent, expand credit to the extent to which this is possible from in-
creased reserves, and to this expansion there is no legal limit.

We believe that the bill we propose effectively guards against the
dangerous abuse of the facilities created. We propose that a bank
may, under certain conditions, replenish its reserves and increase its
loaning powers through rediscounts. The amount of paper that can be
rediscounted for an individual bank is limited, first, by the amount of
28-day paper which it lias available for the purpose; and second, by
the provision that the aggregate amount of such rediscounts shall not
exceed the capital of the bank. Discounts of long-time paper and of
the direct obligations of banks can only be made with the restrictions
involved in the guaranty of the local association, and the guaranties of
the local association to the Reserve Association can not in any case ex-
ceed the capital and surplus of the banks in the local association.

The power given the national banks to accept properly secured
drafts is limited in amount to one-half the capital of the bank.

We give to the Reserve Association effective means to check specula-
tion and to prevent undue expansion through the power to advance its
discount rate. The provision that the Reserve Association shall hold
a reserve of not less than 50 per cent against all of its demand liabili-
ties—-a provision which is unique in monetary legislation—and the
provision that a progressive tax shall be imposed on any deficiency of
reserves will, we believe, effectually discourage undue expansion of
credit.

The use of a portion of the cash reserves of the banks by the National
Reserve Association will undoubtedly result in a legitimate expansion
of credit. This is inevitable. It is necessary, in cases of unusual de-
mands for credit in times of panic or anticipated trouble, that the
banks should increase their reserves by rediscounts, in order that they
inay extend assistance to those entitled to receive it. This, of course,
involves expansion. We can not prevent a condition like that of 1907
without expansion on an extensive scale. The prime purpose of the
legislation suggested is to provide the means for a proper expansion
of credit and the necessary enlargement of note issues in times of
trouble. Any unusual expansion of credit or enlargement of notes
issues should, of course, be followed by healthy and legitimate con-
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traction, and we believe that this has been secured in the provisions
of the bill submitted.

Our main reliance for preventing undue expansion must, however,
be found in the wise management of the local and district associations
and the reserve association. We can not, of course, endow men with
wisdom, intelligence, or conservatism by legislative enactment. The
efficiency of the institution will very largely partake of the character
and capacity of those who will be chosen to manage it. In the manage-
ment of financial institutions the personal equation is of the utmost
importance. In the last analysis the success of every banking institu-
tion in the United States and in every other country depends upon the
wisdom of its management. A century of exceptionally sound and
intelligent management has given to the Bank of France the enviable
position which it now holds. The important place which the Bank of
England holds in the financial world is due to the wisdom of the men
who have controlled its operations and not to any legislative enact-
ments.

We have taken every precaution to secure an honest, intelligent, and
able management for the local and district associations and for the
national association, and it is incredible, with the ample powers con-
ferred by the terms of the act, that they will allow the public interests
to suffer from-undue and destructive expansion. There must be col-
lusion or failure on the part of all to make such a result possible. We
can not suppose that the directors of a local association would be likely
to indorse the paper of an individual bank to promote speculation or
when dangerous expansion would be likely to follow. The officers and
members of the local association would always be fully advised of the
condition of an applicant, and when asked to become responsible for
its obligations we can be sure that the guaranties would be given
cautiously, and would be fully secured, and that they would be refused
in cases of doubt as to the character and purpose of the paper pre-
sented.

The acts of the directors of the branches and of the reserve associa-
tion will be open to public inspection and will be subject to the closest
scrutiny by the shareholders of the association and the public, and it is
impossible to suppose that they would consent to the adoption of a
policy which would be ruinous to the vast material interests which
they directly represent and destructive of public and private credit.
We place in their hands ample powers to prevent this disastrous
result, and there can be no reason to assume that they will not exercise
it properly. We believe that the very best men in every section of the
country will be selected as directors of the proposed institutions.

It can not be denied that there may be possibilities of abuses, as
there must be in every case of grants of power where human agencies
are employed, but this possibility should not lead us to refuse to create
the facilities imperatively demanded for the progress and prosperity
of the American people, facilities which are enjoyed by the producers
of every country competing with them for the world's markets.

If we as a people should adopt the policy of discouraging the use
of every invention or of refusing to avail ourselves of every discovery
m the arts and sciences on account of the possibility that abuses might
grow out of their use or that their acceptance might disarrange the
established order of .things, we should unwisely place an insuperable
obstacle m the pathway of national progress
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The commission appreciates the magnitude of the duties assigned
to it of constructing a monetary system that will provide for the
present and future welfare of the American people. The questions
involved in this problem affect the vital interests of the people of every
class and every section. We were required to devise a system so com-
prehensive that its beneficial effects will be felt equally by wage
earners, farmers, manufacturers, and all others engaged in productive
industries, a plant which will inspire hope and confidence in all those
who are responsible for the uninterrupted progress and prosperity
of a great people.

The far reaching consequences of fundamental changes in a
monetary system were graphically expressed by Sir Robert Peel in
his opening statement with reference to the English bank act of 1844.

He said:
"There is no contract, public or private, no engagement, national

or individual, which is unaffected by it. The enterprises of commerce,
the profits of trade, the arrangements made in all the domestic relations
of society, the wages of labor, pecuniary transactions of the highest
amount and of the lowest * * * the command which the coin of the
smallest denomination has over the necessaries of life, are all affected
by the decision to which we may come on that great question which I
am about to submit to the consideration of committee."

The adoption by the British Parliament of the minister's proposals
established an important landmark in the history of monetary legis-
lation.

In the construction of an adequate monetary system for the United
States, the task of the commission was rendered more difficult from
the fact there were no precedents that we could follow, and no system
in existence that to any considerable extent could be made applicable
to existing or prospective conditions in the United States.

We were therefore obliged to originate a plan which would answer
the exacting requirements of American conditions that would meet the
needs of a progressive nation, with its hundred millions of energetic
and enterprising people, whose development has been impeded by
a defective and inefficient monetary system. The plan we propose is
essentially an American system, scientific in its methods, and demo-
cratic in its control.

A BILL TO INCORPORATE THE NATIONAL RESERVE ASSOCIATION OF THE
UNITED STATES, AND FOR OTHER PURPOSES

Be it enacted by the Senate and House of Representatives of the
United States of Avrierica in Congress assembled, That the National
Reserve Association of the United States be, and it is hereby, created
and established for a term of fifty years from the date of filing with
the Comptroller of the Currency a certificate of paid-in capital stock
as hereinafter provided. I t shall have an authorized capital equal
in amount to twenty per centum of the paid-in and unimpaired capital
of all banks eligible for membership in said National Reserve As-
sociation. Before said association shall be authorized to commence
business two hundred million dollars of the capital stock shall be
subscribed and one hundred million dollars of its capital shall be paid
in cash. The capital stock of said association shall be divided into
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shares of one hundred dollars each. The outstanding capital stock
may be increased from time to time as subscribing tanks increase
their capital or as additional banks become subscribers or may be
decreased as subscribing banks reduce their capital or leave the as-
sociation by liquidation. The head office of the National Reserve
Association shall be located in Washington, in the District of
Columbia.

SEC. 2. Upon duty making and filing with the Comptroller of the
Currency the certificate hereinafter required the National Reserve
Association of the United States shall become a body corporate and
as such and by that name shall have power—

First. To adopt and use a corporate seal.
Second. To have succession for a period of fifty years from me

date of said certificate.
Third. To make all contracts necessary and proper to carry out the

purposes of this act.
Fourth. To sue and be sued, complain and defend, in any court

of law or equity, as fully as natural persons.
Fifth. To elect or appoint directors and officers in the manner here-

inafter provided and define their duties.
Sixth. To adopt by its board of directors by-laws not inconsistent

with this act, regulating the manner in which its property shall be
transferred, its general business conducted, and the privileges granted
to it by law exercised and enjoyed.

Seventh. To purchase, acquire, hold, and convey real estate as here-
inafter provided.

Eighth. To exercise by its board of directors or duly authorized
committees, officers, or agents, subject to law, all the powers and
privileges conferred upon the National Reserve Association by the
act.

SEC. 3. All national banks, and all banks or trust companies
chartered by the laws of any State of the United States or of the
District of Columbia, complying with the requirements for member-
ship in the said National Reserve Association, hereinafter set forth,
may subscribe to its capital to an amount equal to twenty per centum
of the paid-in and unimpaired capital of the subscribing bank, and
"^ T ^ • - *- - . . * "become

per
. . -r- ~ ^ capita! stockrof the National Ke-

serye Association shall be fully paid in; the remainder of the sub-
scriptions or any part thereof shall become a liability of the sub-
scribers, subject to call and payment thereof whenever necessary to
meet the obligations of the National Reserve Association under sucli
terms and in accordance with such regulations as the board oi
directors of the National Reserve Association may prescribe.

lhe subscriptions of a bank or trust company incorporated under
the laws of any State or of the District of Columbia to the capital
stock of the National Reserve Association shall be made subject to the
following conditions:

First: That (a) if a bank, it shall have a paid-in and unimpaired
capital of not less than that required for a national bank in the same
locality; and that (5) if a trust company, it shall have an unimpaired
surplus of not less than twenty per centum of its capital, and if located
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in a place haying a population of six thousand inhabitants or less shall
have a paid-in and unimpaired capital of not less than fifty thousand
dollars; if located in a city having a population of more than six
thousand inhabitants and not more than fifty thousand inhabitants,
shall have a paid-in and unimpaired capital of not less than one hun-
dred thousand dollars; if located in a city having a population of more
than fifty thousand inhabitants and not more than two hundred thou-
sand inhabitants shall have a paid-in and unimpaired capital
of not less than two hundred thousand dollars; if located in a city
having a population of more than two hundred thousand inhabi-
tants and not more than three hundred thousand inhabitants shall have
a paid-in and unimpaired capital of not less than three hundred
thousand dollars; if located in a city having a population of more
than three hundred thousand inhabitants and not more than four
hundred thousand inhabitants shall have a paid-in and unimpaired
capital of not less than four hundred thousand dollars, and if located
in a city having a population of more than four hundred thousand
inhabitants shall have a paid-in and unimpaired capital of not less
than five hundred thousand dollars.

Second. That it shall have and agree to maintain against its demand
deposits a reserve of like character and proportion to that required by
law of a national bank in the same locality: Provided, however, That
deposits which it may have with any subscribing national bank, State
bank, or trust company in a city designated in the national banking
laws as a reserve city or a central reserve city shall count as reserve
in like manner and to the same extent as similar deposits of a national
bank with national banks in such cities.

Third. That it shall have and agree to maintain against other classes
of deposits the percentages of reserve required by this act.

Fourth. That it shall agree to submit to such examinations and to
make such reports as are required by law and to comply with the re-
quirements and conditions imposed by this act and regulations made in
conformity therewith.

The words "subscribing banks" when used hereafter in this act shall
be understood to refer to such national banks, and banks or trust com-
panies chartered by the laws of any State of the United States or of
the District of Columbia, as shall comply with the requirements for
membership herein defined.

SEC. 4. The Secretary of the Treasury, the Secretary of Agriculture,
the Secretary of Commerce and Labor, and the Comptroller of the
Currency are hereby designated a committee to effect the organization
of the National Reserve Association, and the necessary expenses of
said committee shall be payable out of the Treasury upon vouchers
approved by the members of said committee? and the Treasury shall
be reimbursed by the National Reserve Association to the full amount
paid out therefor.

Within sixty days after the passage of this act said committee shall
provide for the opening of books for subscriptions to the capital stock
of said National Reserve Association in such places as the said com-
mittee may designate. Before the subscription of any bank to the
capital stock of the National Reserve Association shall be accepted,
said bank shall file with the organization committee or after organiza-
tion with the National Reserve Association a certified copy of a reso-
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lution adopted by the board of directors of said bank accepting all
the provisions and liabilities imposed by this act and authorizing the
president or cashier of said bank to subscribe for said stock.

SEC. 5. When the subscriptions to the capital stock of the National
Reserve Association shall amount to the sum of two hundred million
dollars the organization committee hereinbefore provided shall forth-
with proceed to select fifteen cities in the United States for the location
of the branches of said National Reserve Association: Provided, That
one branch shall be located in the New England States, including the
States of Maine, New Hampshire, Vermont, Massachusetts, Rhode
Island, and Connecticut; two branches in the Eastern States, including
the States of New York, New Jersey, Pennsylvania, and Delaware;
four branches in the Southern States, including the States of Mary-
land, Virginia, West Virginia, North Carolina, South Carolina,
Georgia, Florida, Alabama, Mississippi, Louisiana, Texas, Arkansas,
Kentucky, Tennessee, and also the District of Columbia; four branches
in the Middle Western States, including the States of Ohio, Indiana,
Illinois, Michigan, Wisconsin, Minnesota, Iowa, and Missouri; four
branches in the Western and Pacific States, including the States of
North Dakota, South Dakota, Nebraska, Kansas, Montana, Wyoming,
Colorado, New Mexico, Oklahoma, Washington, Oregon, California,
Idaho, Utah, Nevada, and Arizona.

When the cities in which the branches are to be located have been
selected the organization committee shall forthwith divide the entire
country into fifteen districts, with one branch of the National Reserve
Association in each district: Provided, That the districts shall be
apportioned with due regard to the convenient and customary course
of business and not necessarily along State lines.

The districts may be readjusted, and new districts and new branches
may from time to time be created by the directors of the National
Reserve Association whenever, in their opinion, the business of the
country requires.

SEC. 6. All subscribing banks within a district shall be grouped by
the organization committee or after organization, by the National
Reserve Association, into local associations of not less than ten banks,
with an aggregate capital and surplus of at least five million dollars,
tor the purposes hereinafter prescribed: Provided, That the territory
included in each association shall be contiguous and that in apportion-
ing the territory due regard shall be had for the customary course of
business and for the convenience of the banks forming the association:
Provided further. That in apportioning the territory to local associa-
tions comprising a district every bank and all of the territory within
said district shall be located within the boundaries of some local asso-
ciation: And provided further, That every subscribing bank shall be-
come a member only of the local association of the territory in which
it is situated.

The banks uniting to form a local association shall, by their presi-
dents or vice presidents, under authority from the board of directors,
execute a certificate in triplicate setting forth the name of the associa-
tion, the names of the banks composing it, its principal place of busi-
ness, its territorial limits, and the purposes for which it is organized.
One copy of this certificate shall be filed with the Comptroller of tne
Currency, one copy shall be filed with the National Reserve Associa-

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



FEDERAL BANKING LAWS AND REPORTS 507

tion, and one copy shall be filed with the branch of the National Re-
serve Association of the district in which the local association is in-
cluded. Upon the filing of such certificates the local association
therein named shall become a body corporate and by the name so
designated may sue and be sued and exercise the powers of a body
corporate for the purposes mentioned in this act, and not otherwise.

The local associations in each district may be readjusted from time
to time and new associations may be authorized by the directors of
the National Reserve Association.

SEC. 7. Each local association shall have a board of directors, the
number to be determined by the by-laws of the local association.
Three-fifths of that number shall be elected by ballot cast by the
representatives of the banks that are members of the local association,
each bank having one representative and each representative one vote
for each of the positions to be filled without reference to the number
of shares which the bank holds in the National Reserve Association.
Two-fifths of the whole number of directors of the local association
shall be elected by the same representatives of the several banks that
are members of the association, but in voting for these additional
directors each representative shall be entitled to as many votes as the
bank which he represents holds shares in the National Reserve Asso-
ciation : Provided., That in case forty per centum of the capital stock
in any subscribing bank is owned directly or indirectly by any other
subscribing bank, or in case forty per centum of the capital stock in
each of two or more subscribing banks, being members of the same
local association, is owned directly or indirectly by the same person,
persons, copartnership, voluntary association, trustee, or corporation,
then and in either of such cases, neither of such banks shall be en-
titled to vote separately, as a unit, or upon its stock, except that such
banks acting together, as one unit, shall be entitled to one vote, for
the election of the board of directors of such local association. In
no case shall voting by proxy be allowed. The authorized representa-
tive of a bank, as herein provided, shall be its president, vice president,
or cashier.

Each director shall take an oath that he will, so far as the a duty
devolves upon him, diligently and honestly administer the affairs of
such association and will not knowingly violate or willingly permit
to be violated any of the provisions of this act.

The directors originally elected shall hold office until the second
Tuesday in February immediately following their election, and there-
after the directors shall be elected annually on that date and shall
hold office for the term of one year.

The board of directors of the local association shall have author-
ity to make by-laws, not inconsistent with law, which shall be sub-
ject to the approval of the National Reserve Association.

SEC. 8. Each of the branches of the National Reserve Association
shall have a board of directors, the number, not less than twelve in
addition to the ex officio member, to be fixed by the by-laws of the
branch. These directors shall be elected in the following manner:

The board of directors of each local association shall elect by bal-
lot a voting representative. One-half of the elected directors of the
branch shall be elected by the vote of such representatives, each
representative having one vote for each of the positions to be filled,
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without reference to the number of shares which the banks composing
the association which he represents holds in the National Reserve
Association. One-third of the elected directors shall be elected by
the same voting representatives, but each voting repr&sentative in
this case shall have a number of votes equal to the number of shares
in the National Reserve Association held by all the banks composing
the local association which he represents. The remaining one-sixth
of the directors shall be chosen by the directors already elected and
shall fairly represent the agricultural, commercial, industrial, and
other interests of the district and shall not be officers nor, while serving,
directors of banks, trust companies, insurance companies, or other
financial institutions. The manager of the branch shall be ex officio
a member of the board of directors of the branch and shall be chair-
man of the board.

Each director shall take an oath that he will, so far as the duty
devolves upon him, diligently and honestly administer the affairs
of such association and will not knowingly violate or willingly per-
mit to be violated any of the provisions of this act.

All the members of the board of directors of the branch except
the ex officio member shall at the first meeting of the board be di-
vided into three classes. One-third of the directors shall hold office
until the first Tuesday in March immediately following the election;
one-third of the directors shall hold office for an additional period
of one year after the first Tuesday in March immediately follow-
ing the election; the remaining one-third of the directors shall hold
office for an additional period of two years after the first Tuesday
in March immediately following the election. All elections shall be
held on the first Tuesday in March of each year, and after the first
election all directors shall be elected for a term of three years: Pro-
vided, That the by-laws of the National Reserve Association shall
provide for the manner of filling any vacancies which may occur
m the board of directors of the branches.

The board of directors of the branch shall have authority to make
by-laws, not inconsistent with law, which shall be subject to the ap-
proval of the National Reserve Association.

SEC. 9. The National Reserve Association shall have a board of
directors, to be chosen in the following manner:

First. Fifteen directors shall be elected, one by the board of di-
rectors of each branch of the National Reserve Association. In case
the number of districts shall be increased hereafter, each additional
district shall be entitled to elect an additional director of this class.

Second. Fifteen additional directors shall be elected, one by the
board of directors of each branch of the National Reserve Association,
who shall fairly represent the agricultural, commercial, industrial, and
other interests of the district, and who shall not be officers nor, while
serving, directors of banks, trust companies, insurance companies,
or other financial institutions. In case the number of districts shall
be increased hereafter, each additional district shall be entitled to
elect an additional director of this class.

Third. Nine additional directors shall be elected by voting repre-
sentatives chosen by the boards of directors of the various branches,
each of whom shall cast a number of votes equal to the number of
shares m the National Reserve Association held by the banks in the
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branch which he represents. Not more than one of the directors of this
class shall be chosen from one district. Directors of each of the three
classes named above shall be residents of the district from which they
are elected.

Fourth. There shall be seven ex officio members of the board of di-
rectors, namely: The governor of the National Eeserve Association,
who shall be chairman of the board, two deputy governors of the Na-
tional Reserve Association, the Secretary of the Treasury, the Secre-
tary of Agriculture, the Secretary of Commerce and Labor, and the
Comptroller of the Currency.

No member of any national or State legislative body shall be a direc-
tor of the National Eeserve Association, nor of any of its branches,
nor of any local association.

All the members of the board, except the ex officio members, shall
at the first meeting of the board be divided into three classes. One-
third of the directors shall hold office until the first Tuesday in April
immediately following the election; one-third of the directors shall
hold office for an additional period of one year after the first Tuesday
in April immediately following the election; the remaining one-thira
of the directors shall hold office for an additional period of two years
after the first Tuesday in April immediately following the election.
All elections shall be held on the first Tuesday in April of each year,
and after the first election all directors shall be elected for a term of
three years: Provided, That all directors provided for in sections seven,
eight, and nine of this Act shall serve until their successors have quali-
fied : And provided further, That the by-laws of the National Reserve
Association shall provide for the manner of filling any vacancies which
may occur in the board of directors of the National Reserve Associa-
tion.

Each director shall take an oath that he will, so far as the duty de-
volves upon him, diligently and honestly administer the affairs of
such association and will not knowingly violate or willingly permit to
be violated any of the provisions of this act.

The board of directors of the National Reserve Association shall
have authority to make by-laws, not inconsistent with law, which
shall prescribe the manner in which the business of said association
shall be conducted and the privileges granted to it by law exercised
and enjoyed.

SEC. 10. The executive officers of the National Reserve Association
shall consist of a governor, two deputy governors, a secretary, and
such subordinate officers as may be provided by the by-laws. The
governor of the National Reserve Association shall be selected by the
President of the United States from a list of not less than three sub-
mitted to him by the board of directors of said association. The per-
son so selected shall thereupon be appointed by the said board as
governor of the National Reserve Association for a term of ten years,
subject to removal for cause by a two-thirds vote of the board. There
shall be two deputy governors, to be elected by the board, for a term
of seven years, subject to removal for cause by a majority vote of the
board. The two deputy governors first elected shall serve for terms
of four years and seven years, respectively. In case of any vacancy
in the office of deputy governor his successor shall be elected to fill the
unexpired term. In the absence of the governor or his inability to
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act the deputy who is senior in point of service shall act as governor.
The board of directors shall have authority to appoint such other
officers as may be provided for by the by-laws.

SEC. 11. When the National Reserve Association is duly organized
its board of directors shall call upon the subscribing banks for a pay-
ment of fifty per centum on the amount of their subscriptions to the
capital stock of said association. When one hundred million dollars
of capital have been paid in the board of directors shall at once proceed
to execute and file with the Secretary of State a certificate showing the
payment of one hundred million dollars on capital stock, and they shall
further file with the Comptroller of the Currency a certificate showing
the title and location of each bank which has subscribed to the capital
stock of the National Reserve Association, the number of shares sub-
scribed by each, and the amount paid thereon.

SEC. 12. Shares of the capital stock of the National Reserve Associa-
tion shall not be transferable, and under no circumstances shall they
be hypothecated nor shall they be owned otherwise than by subscrib-
ing banks, nor shall they be owned by any such bank other than in the
proportion herein provided. In case a subscribing bank increases its
capital it shall thereupon subscribe for an additional amount of the
capital of the National Reserve Association equal to twenty per centum
of the bank's increase of capital, paying therefor its then book value
as shown by the last published statement of said association. A bank
applying for membership in the National Reserve Association at any
time after its formation must subscribe for an amount of the capital
of said association equal to twenty per centum of the capital of said
subscribing bank, paying therefor its then book value as shown by
the last published statement of said association. When the capital of
the National Reserve Association has been increased either on account
of the increase of capital of the banks in said association or on account
of the increase in the membership of said association, the board of
directors shall make and execute a certificate showing said increase in
capital, the amount paid in and by whom paid. This certificate shall
be filed in the office of the Comptroller of the Currency. In case a
subscribing bank reduces its capital it shall surrender a proportion-
ate amount of its holdings in the capital of said association, and if a
bank goes into voluntary liquidation it shall surrender all of its hold-
ings of the capital of said association. In either case the shares sur-
rendered shall be canceled and the bank shall receive in payment there-
for a sum equal to their then book value as shown by the last pub-
lished statement of said association.

If any member of the National Reserve Association shall become
insolvent and a receiver be appointed, the stock held by it in said asso-
ciation shall be canceled and the balance, after paying all debts due by
such insolvent bank to said association (such debts being hereby de-
clared to be a first lien upon the paid-in capital stock), shall be paid
to the receiver of the insolvent bank.

Whenever the capital stock of the National Reserve Association is
reduced, either on account of the reduction in capital of members of
said association or the liquidation or insolvency of any member, the
board of directors shall make and execute a certificate showing such
reduction of capital stock and the amount repaid to each bank. This
certificate shall be filed in the office of the Comptroller of the Currency.
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SEC. 13, The National Reserve Association and its branches and the
local associations shall be exempt from local and State taxation except
in respect to taxes upon real estate.

SEC. 14. The directors of the National Reserve Association shall
annually elect from their number an executive committee and such
other committees as the by-laws of the National Reserve Association
may provide. The executive committee shall consist of nine members,
of which the governor of the National Reserve Association shall be ex
officio chairman and the two deputy governors and the Comptroller of
the Currency ex officio members, but not more than one of the elected
members shall be chosen from any one district.

The executive committee shall have all the authority which is vested
in the board of directors, except the power of nomination, appointment,
and removal of the governor and deputy governors and except such as
may be specifically delegated by the board to other committees or to
the executive officers, or such as may be specifically reserved or re-
tained by the board.

SEC. 15. There shall be a board of examination elected annually by
the board of directors from among their number, excluding the mem-
bers of the executive committee, of which the Secretary of the Treasury
shall be ex officio chairman. I t shall be the duty of this board to care-
fully examine the condition and the business of the National Reserve
Association and of its branches and to make a public statement of the
result of such examination at least once a year.

SEC. 16. Each branch shall have a manager and a deputy manager
appointed from the district by the governor of the National Reserve
Association with the approval of the executive committee of said asso-
ciation and the board of directors of the branch, and subject to re-
moval at any time by the governor with the approval of the executive
committee of the National Reserve Association. The powers and
duties of the manager and deputy manager and of the various com-
mittees of the branches shall be prescribed by the by-laws of the Na-
tional Reserve Association.

SEC. 17. The directors of each local association shall annually elect
from their number a president, a vice president, and an executive com-
mittee, whose powers and duties shall be determined by the by-laws
of the local association, subject, however, to the approval of the Na-
tional Reserve Association.

SEC. 18. The National Reserve Association shall cause to be kept
at all times, at the head office of the association, a full and correct list
of the names of the banks owning stock in the association and the
number of shares held by each. Such list shall be subject to the inspec-
tion of all the shareholders of the association, and a copy thereof
on the first Monday of July of each year shall be transmitted to the
Comptroller of the Currency.

SEC. 19. The earnings of the National Reserve Association shall
be disposed of in the following manner:

After the payment of all expenses and the franchise and other taxes
not provided for in this section the shareholders shall be entitled to
receive an annual dividend of four per centum on the paid-in capital,
which dividend shall be cumulative. Further annual net earnings
shall be disposed of as follows: First, a contingent fund shall be
created, which shall be maintained at an amount equal to one per
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centum on the paid-in capital, and shall not exceed in any event two
million dollars and shall be used to meet any possible losses. Such
fund shall, upon the final dissolution of the National Reserve Associa-
tion, be paid to the United States and shall not under any circum-
stances be included in the book value of the stock or be paid to the
shareholders. Second, one-half of additional net earnings shall be
paid into the surplus fund of the National Reserve Association until
said fund shall amount to twenty per centum of the paid-in capital,
one-fourth shall be paid to the United States as a franchise tax, and
one-fourth shall be paid to the shareholders, until the shareholders'
dividend shall amount to five per centum per annum on the paid-in
capital: Provided, That no such dividends, exclusive of the cumula-
tive dividends above provided for, shall at any time be paid in ex-
cess of five per centum in any one year. Whenever and so long as the
contingent fund has been provided for and the five per centum divi-
dend has been paid to shareholders one-half of the additional earn-
ings shall be added to the surplus fund, and one-half shall be paid
to the United States as a franchise tax. Whenever and so long as the
surplus fund of the National Reserve Association amounts to twenty
per centum of the paid-in capital and the shareholders shall have re-
ceived dividends not exceeding five per centum, all excess earnings
shall be paid to the United States as a franchise tax.

SEC. 20. Any member of a local association may apply to such as-
sociation for a guaranty of the commercial paper which it desires to
rediscount at the branch of the National Reserve Association in its
district. Any such bank receiving a guaranty from a local associa-
tion shall pay a commission to the local association, to be fixed in
each case by its. board of directors. Expenses and losses in excess
of commissions shall be met by an assessment of the members of the
local association in proportion to the ratio which their capital and sur-
plus bears to the aggregate capital and surplus of the members of
the local association, which assessment shall be made by its board
of directors, and the commission received for such guaranty, after
the payment of expenses and possible losses, shall be distributed
among the several banks of the local association in the same propor-
tion. A local association shall have authority to require security from
any bank offering paper for guaranty, or it may decline to grant the
application. The total amount of guaranties by a local association to
the National Reserve Association shall not at any time exceed the
aggregate capital and surplus of the banks forming the guaranteeing
association.

SEC. 21. Any local association may be a vote of three-fourths of its
members and with the approval of the National Reserve Association,
assume and exercise such of the powers and functions of a clearing
house as are not inconsistent with the purposes of this act. The Na-
tional Reserve Association ma,y require any local association to per-
form such services in facilitating the domestic exchanges of the Na-
tional Reserve Association as the public interests may require.

SEC. 22. All of the privileges and advantages of the National
Reserve Association shall be equitably extended to every bank of any
of the classes herein defined which shall subscribe to its proportion of
the capital stock of the National Reserve Association and shall other-
wise conform to the requirements of this act: Provided, That the
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National Reserve Association may suspend a bank from the privileges
of membership for refusal to comply with such requirements or for
a failure for thirty days to maintain its reserves, or to make the re-
ports required by this act, or for misrepresentation in any report or
examination as to its condition or as to the character or extent of its
assets or liabilities.

SEC. 23. The National Reserve Association shall be the principal
fiscal agent of the United States. The Government of the United
States shall upon the organization of the National Reserve Associa-
tion deposit its general funds with said association and its branches,
and thereafter all receipts of the Government, exclusive of trust
funds, shall be deposited with said Association and its branches, and
all disbursements by the Government shall be made through said
association and its branches.

SEC. 24. The Government of the United States and banks owning
stock in the National Reserve Association shall be the only depositors
in said association. All domestic transactions of the National Re-
serve Association shall be confined to the Government and the sub-
scribing banks, with the exception of the purchase or sale of Govern-
ment or State securities or securities of foreign governments or of gold
coin or bullion.

SEC. 25. The National Reserve Association shall pay no interest
on deposits.

SEC. 26. The National Reserve Association may through a branch
rediscount for and with the indorsement of any bank having a deposit
with it, notes and bills of exchange arising out of commercial trans-
actions ; that is, notes and bills of exchange issued or drawn for agri-
cultural industrial, or commercial purposes, and not including notes
or bills issued or drawn for the purpose of carrying stocks, bonds, or
other investment securities.

Such notes and bills must have a maturity of not more than twenty-
eight days, and must have been made at least thirty days prior to the
date of rediscount. The amount so rediscounted shall at no time ex-
ceed the capital of the bank for which the rediscounts are made. The
aggregate of such notes and bills 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.

SEC. 27. The National Reserve Association may through a branch
also rediscount, for and with the indorsement of any bank having
a deposit with it, notes and bills of exchange arising out of commercial
transactions as hereinbefore defined, having more than twenty-eight
days, but not exceeding four months, to run, but in such cases the
paj)er must be guaranteed by the local association of which the bank
asking for the rediscount is a member.

SEC. 28. Whenever, in the opinion of the governor of the National
Reserve Association, the public interests so require, such opinion to be
concurred in by the executive committee of the National Reserve
Association and to have the definite approval of the Secretary of the
Treasury, the National Reserve Association may through a branch
discount the direct obligation of a depositing bank, indorsed by its
local association, provided that the indorsement of the local associa-
ation shall be fully secured by the pledge and deposit with it of satis-
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factory securities, which shall be held by the local association for
account of the National Reserve Association; but in no such case shall
the amount loaned by the National Reserve Association exceed three-
fourths of the actual value of the securities so pledged.

SEC. 29. The power of rediscount and discount granted to the Na-
tional Reserve Association by sections twenty-six, twenty-seven, and
twenty-eight of this act shall in each case be exercised through the
branch in the district in whicli the bank making the application is
located.

SEC. 30. The National Reserve Association shall have authority to
fix its rates of discount from time to time, whicli when so fixed shall be
published, and shall be uniform throughout the United States.

SEC. 31. National banks are hereby authorized to accept drafts or
bills of exchange drawn upon them, having not more than four months
to run, properly secured, and arising out of commercial transactions
as hereinbefore defined. The amount of such acceptances outstand-
ing shall not exceed one-half the capital and surplus of the accepting
bank, and shall be subject to the restrictions of section fifty-two hun-
dred of the Revised Statutes.

SEC. 32. The National Reserve Association may, whenever its own
condition and the general financial conditions warrant such invest-
ment, purchase from a subscribing bank acceptances of banks or
acceptors of unquestioned financial responsibility arising out of com-
mercial transactions a§ hereinbefore defined. Such acceptances must
have not exceeding ninety days to run, and must be of a character
generally known m the market as prime bills. Such acceptances
shall bear the indorsement of the subscribing bank selling the same,
which indorsement must be other than that of the acceptor.

SEC. 33. The National Reserve Association may invest in United
States bonds; also in obligations, having not more than one year to
run, of the United States or its dependencies, or of any State, or of
foreign governments.

SEC. 34. The National Reserve Association shall have power, both
at home and abroad, to deal in gold coin or bullion, to make loans
thereon, and to contract for loans of gold coin or bullion, giving there-
for, when necessary, acceptable security, including the hypothecation
of any of its holdings of United States bonds.

SEC. 35. The National Reserve Association shall have power to pur-
chase from its subscribing banks and to sell, with or without its in-
dorsement, checks or bills of exchange, arising out of commercial
transactions as hereinbefore defined, payable in such foreign countries
as the board of directors of the National Reserve Association may
determine. These bills of exchange must have not exceeding ninety
days to run, and must bear the signatures of two or more responsible
parties, of which the last one shall be that of a subscribing bank.

SEC. 36. The National Reserve Association shall have power to
open and maintain banking accounts in foreign countries and to estab-
lish agencies in foreign countries for the purpose of purchasing, sell-
ing, and collecting foreign bills of exchange, and it shall have au-
thority to buy and sell, with or without its indorsement, through
such correspondents or agencies, checks or prime foreign bills of
exchange arising out of commercial transactions, which have not ex-
ceeding ninety days to run, and which bear the signatures of two or
more responsible parties.
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SEC. 37. It shall be the duty of the National Reserve Association
or any of its branches, upon request, to transfer any part of the de-
posit balance of any bank having an account with it to the credit of
any other bank haying an account with the National Reserve Associa-
tion. If a deposit balance is transferred from the books of one
branch to the books of another branch, it may be done, under regula-
tions to be prescribed by the National Reserve Association, by mail,
telegraph, or otherwise, at rates to be fixed at the time by the manager
of the branch at which the transaction originates.

SEC. 38. The National Reserve Association may purchase, acquire,
hold, and convey real estate for the following purposes and for no
other:

First. Such as shall be necessary for the immediate accommodation
in the transaction of the business either of the head office or of the
branches.

Second. Such as shall be mortgaged to it in good faith by way of
security for debts previously contracted.

Third. Such as shall be conveyed to it in satisfaction of debts pre-
viously contracted in the course of its dealings.

Fourth. Such as it shall purchase at sales under judgments, decrees,
or mortgages held by said association, or shall purchase to secure debts
due to it.

But the National Reserve Association shall not hold the possession
of any real estate under mortgage or the title and possession of any
real estate purchased to secure any debts due to it for a longer period
than five years.

SEC. 39. All subscribing banks must conform to the following re-
quirements as to reserves to be held against deposits of various classes,
but the deposit balance of any subscribing bank in the National Re-
serve Association and any notes of the National Reserve Association
which it holds may be counted as the whole or any part of its required
reserve:

First. On demand deposits: National banks in different localities
shall maintain the same percentages of reserve against demand de-
posits as is now required by law, and the same percentages of reserve
against demand deposits shall be required of all other subscribing
banks in the same localities.

Second. On time deposits: All time deposits and moneys held in
trust payable or maturing within thirty days shall be subject to the
same reserve requirements as demand deposits in the same locality*
All time deposits and moneys held in trust payable or maturing more
than thirty days from date shall be subject to the same reserve require-
ments as demand deposits for tho thirty days preceding their maturity,
but no reserves shall be required therefor except for this period. Such
time deposits and moneys held in trust, payable only at a stated time
not less than thirty days from date of deposit, must be represented
by certificates or instruments in writing and must not be allowed to be
withdrawn before the time specified without thirty days' notice.

SEC. 40. National banks may loan not more than thirty per centum
of their time deposits, as herein defined, upon improved and unencum-
bered real estate, such loans not to exceed fifty per centum of the
actual value of the property, which property shall be situated in the
vicinity or in the territory directly tributary to the bank: Provided^
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That this privilege shall not be extended to banks acting as reserve
agents for banks or trust companies.

SEC. 41. All demand liabilities, including deposits and circulating
notes, of the National Reserve Association shall be covered to the
extent of fifty per centum by a reserve of gold (including foreign gold
coin and gold bullion) or other money of the United States which the
national banks are now authorized to hold as a part of their legal
reserve: Provided, That whenever and so long as such reserve shall fall
and remain below fifty per centum the National Reserve Association
shall pay a special tax upon the deficiency of reserve at a rate increas-
ing in proportion to such deficiency as follows: For each two and
one-half per centum or fraction thereof that the reserve falls below
fifty per centum a tax shall be levied at the rate of one and one-half
per centum per annum: Provided further, That no additional circulat-
ing notes shall be issued whenever and so long as the amount of such
reserve falls below thirty-three and one-third per centum of its out-
standing notes.

SEC. 42. In computing the demand liabilities of the National Reserve
Association a sum equal to one-half of the amount of the United States
bonds held by the association which have been purchased from national
banks, and which had previously been deposited by such banks to
secure their circulating notes, shall be deducted from the amount of
such liabilities.

SEC. 43. The National Reserve Association shall make a report,
showing the principal items of its balance sheet, to the Comptroller of
the Currency once a week. These reports shall be made public. In
addition, full reports shall be made to the Comptroller of the Cur-
rency by said association coincident with the five reports called for
each year from the national banks.

SEC. 44. All subscribing banks shall, under regulations to be pre-
scribed by the National Reserve Association make a report monthly,
or oftener if required, to said association showing the principal items
of their balance sheets.

SEC. 45. All reports of national-bank examiners in regard to the
condition of banks shall hereafter be made in duplicate, and one copy
shall be filed with the National Reserve Association for the con-
fidential use of its executive officers and branch managers.

SEO. 46. The National Reserve Association may accept copies of the
reports of the national-bank examiners for subscribing national banks
and also copies of the reports of State bank examiners for subscrib-
ing State banks and trust companies, in States where the furnishing of
such information is not contrary to law: Provided, however, That the
standard of such examinations, both National and State, meets the
requirements prescribed by the National Reserve Association. The
National Reserve Association shall have the right at any time to
examine or cause to be examined by its own representatives any sub-
scribing bank. The National Reserve Association may make such
payments to national and State examiners for such services required
of them as the directors may consider just and equitable.

SEC. 47. All provisions of law requiring national banks to hold or
to transfer and deliver to the Treasurer of the United States bonds of
the United States other than those required to secure outstanding
circulating notes and Government deposits are hereby repealed.
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SEC. 48. There shall be no further issue of circulating notes by any
national bank beyond the amount now outstanding. National banks
may maintain their present note issue, but whenever a bank retires
the whole or any part of its existing issue its right to reissue the notes
so retired shall thereupon cease.

SEC. 49. The National Reserve Association shall, for a period of one
year from the date of its organization, offer to purchase at a price not
less than par and accrued interest the two per centum bonds held by
subscribing national banks and deposited to secure their circulating
notes. The National Reserve Association shall take over the bonds
so purchased and assume responsibility for the redemption upon
presentation of outstanding notes secured thereby. The National
Reserve Association shall issue, on the terms herein provided, its own
notes as the outstanding notes secured by such bonds so held shall be
presented for redemption and may issue further notes from time to time
to meet business requirements, it being the policy of the United States
to retire as rapidly as possible, consistent with the public interests,
bond-secured circulation and to substitute therefor notes of the Na-
tional Reserve Association of a character and secured and redeemed in
the manner provided for in this act.

SEC. 50. All note issues of the National Reserve Association shall
at all times be covered by legal reserves to the extent required by
section forty-one of this act and by notes or bills of exchange arising
out of commercial transactions as hereinbefore defined or obligations
of the United States.

SEC. 51. Any notes of the National Reserve Association in circulation
at any time in excess of nine hundred million dollars which are not
covered by an equal amount of lawful money, gold bullion, or foreign
gold coin held by said association shall pay a special tax at the rate
of one and one-half per centum per annum, and any notes in excess
of one billion two hundred million dollars not so covered shall pay a
special tax at the rate of five per centum per annum: Provided, That in
computing said amounts of nine hundred million dollars and one
billion two hundred million dollars the aggregate amount of any
national-bank notes then outstanding shall be included.

SEC. 52. The circulating notes of the National Reserve Association
shall constitute a first lien upon all its assets and shall be redeemable
in lawful money on presentation at the head office of said association
or any of its branches. It shall be the duty of the National Reserve
Association to maintain at all times a parity of value of its circulating
notes with the standard established by the first section of the act of
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."

SEC. 53. The circulating notes of the National Reserve Association
shall be received at par in payment of all taxes, excises, and other dues
to the United States, and for all salaries and other debts and demands
owing by the United States to individuals, firms, corporations, or
associations, except obligations of the Government which are by their
terms specifically payable in gold, and for all debts due from or by
one bank or trust company to another, and for all obligations due to
any bank or trust company.
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SEC. 54. The National Reserve Association and its branches shall at
once, upon application and without charge for transportation, forward
its circulating notes to any depositing bank against its credit balance.

SEC. 55. Upon application of the National Reserve Association the
Secretary of the Treasury shall exchange the two per centum bonds
of the United States bearing the circulation privilege purchased from
subscribing banks for three per centum bonds of the United States
without the circulation privilege, payable after 50 years from the
date of issue. The National Reserve Association shall hold the three
per centum bonds so issued during the period of its corporate exist-
ence : Provided, That after 5 years from the date of its organiza-
tion the Secretary of the Treasury may at his option permit the Na-
tional Reserve Association to sell not more than fifty million dollars of
such bonds annually: And provided further, That the United States re-
serves the right at any time to pay any of such bonds before maturity,
or to purchase any of them at par for the trustees of the postal sav-
ings, or otherwise.

SEC. 56. The National Reserve Association shall pay to the Govern-
ment a special franchise tax of one and one-half per centum annually
during the period of its charter upon an amount equal to the par
value of such United States bonds transferred to it by the subscribing
banks.

SEC. 57. That banking corporations for carrying on the business
of banking in foreign countries and in aid of the commerce of the
United States with foreign countries and to act when required as
fiscal agents of the United States in such countries may be formed by
any number of persons, not less in any case than live, who shall enter
into articles of association which shall specify in general terms the
object for which the banking corporation is formed and may contain
any other provisions not inconsistent with the provisions of this sec-
tion which the banking corporation may see fit to adopt for the
regulation and conduct of its business and affairs, which said regula-
tions shall be signed, in duplicate, by the persons uniting to form the
banking corporation and one copy thereof shall be forwarded to the
Comptroller of the Currency and the other to the Secretary of State,
to be filed and preserved in their offices.

That the persons uniting to form such banking corporation shall
under their hands make an organization certificate which shall spec-
ify, first, the name assumed by such banking corporation, which name
shall be subject to approval by the comptroller; second, the foreign
country or countries or the dependencies or colonies of foreign coun-
tries or the dependencies of the United States where its banking oper-
ations are to be carried on; third, the place in the United States where
its home office shall be located; fourth, the amount of its capital stock
and the number of shares into which the same shall be divided; fifth,
the names and places of residence of the shareholders and the number
of shares held by each of them; and, sixth, a declaration that said
certificate is made to enable such persons to avail themselves of the
advantages of this section.

That no banking corporation shall be organized under the pro*
visions of this section with a less capital than two million dollars,
which shall be fully paid in before the banking corporation shall be
authorized to commence business, and the fact of said payment shall
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be certified by the Comptroller of the Currency and a copy of his
certificate to this effect shall be filed with the Secretary of State:
Provided, That the capital stock of any such bank ma ' be increased
at any time by a vote of two-thirds of its shareholders with the ap-
proval of the Comptroller of the Currency and that the capital stock
of any such bank which exceeds two million dollars may be reduced
at any time to the sum of two million dollars by the vote of share-
holders owning two-thirds of the capital.

That every banking corporation formed pursuant to the provisions
of this section shall for a period of twenty years from the date of the
execution of its organization certificate be a body corporate, but shall
not be authorized to receive deposits in the United States nor transact
any domestic business not necessarily related to the business being
done in foreign countries or in the dependencies of the United States.
Such banking corporations shall have authority to make acceptances,
buy and sell bills of exchange, or other commercial paper relating to
foreign business, and to purchase and sell securities, including securi-
ties of the United States or of any State in the Union. Each bank-
ing corporation organized under the provisions of this section shall
have power to establish and maintain for the transaction of its busi-
ness a branch or branches in foreign countries, their dependencies, or
the dependencies of the United States at such places and under such
regulations as its board of directors may deem expedient.

A majority of the shares of the capital stock of such banking cor-
poration shall be held and owned by citizens of the United States
or corporations chartered under the laws of the United States or of
any State of the Union, and a majority of the members of the board
of directors of such banking corporations shall be citizens of the
United States. Each director shall own in his own right at least one
hundred shares of the capital stock of the banking corporation of
which he is a director.

Whenever the Comptroller shall become satisfied of the insolvency
of any such banking corporation he may appoint a receiver who shall
proceed to close up such corporation in the same manner in which he
would close a national bank, the disposition of the assets of the
branches to be subject to any special provisions of the laws of the
country under whose jurisdiction such assets are located.

The annual meeting of every such banking corporation shall be
held at its home office in the United States, and every such banking
corporation shall keep at its home office books containing the names
of all stockholders of such banking corporation and members of its
board of directors, together with copies of the reports furnished by
it to the Comptroller of the Currency exhibiting m detail and under
appropriate heads the resources and liabilities of the banking cor-
poration. Every such banking corporation shall make reports to
the Comptroller of the Currency at such times as he mav reauire, and
shall be subject to examinations when deemed necessary by the Comp-
troller of the Currency through examiners appointed by him; the
compensation of such examiners to be fixed by the Comptroller of the
Currency.
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Any such banking corporation may go into liquidation and be
closed by the vote of its shareholders owning two-thirds of its stock.

Any bank doing business in the United States and being the owner
of stock in the National Reserve Association may subscribe to the
stock of any banking corporation organized under the provisions of
this section, but the aggregate of such stock held by any one bank shall
not exceed ten per centum of the capital stock of the subscribing bank.

SEC. 58. Congress reserves the right to alter or amend the provisions
of this act to take effect at the end of any decennial period from and
after the organization of the National Reserve Association.

SEC. 59. All acts or parts of acts inconsistent with the provisions of
this act are hereby repealed.

NELSON W. ALDRICH,
Chairman.

EDWARD B. VREELAND,
Vice Chairman.

JULIUS C. BURROWS.
EUGENE HALE.
H. M. TELLER.
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THEODORE E. BURTON.
JAS. P. TAUAFERRO.
BOIES PENROSE.
JOHN W. WEEKS.
ROBT. W. BONYNGE.
L. P. PADGETT.
GEO. F. BURGESS.
A. P. PUJO.
GEO. W. PRINCE.
JAMES MCLACHLAN.

A. PIATT ANDREW,
Assistant to Commission.

ARTHUR B. SHELTON,
Secretary.

WASHINGTON, January 8,191%.

Annual Report, Secretary of Treasury (Franklin MacVeagh)

[Sixty-Second Congress, 3d Session, December 2,1912, Pages 1-4]
* * * * * * *

BANKING AND CURRENCY REFORM.

One of the most important facts in connection with Banking and
Currency legislation is its urgency. As long as our banking and cur-
rency system remains as it is the immeasurable disaster of a panic
will remain a possibility. The system under which we are living not
only will not prevent a panic, but after a certain point in the genera-
tion of panic conditions is reached, will make it inevitable. So that,
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as long as the financial system created by our Federal laws remains
unchanged and unreformed, the government will be exclusively re-
sponsible for the commercial, industrial and social disasters which
flow from panics. This responsibility is a fixed one. It is unavoid-
able; and ought to be frankly-recognized and acknowledged. The
people are helpless. The character of this responsibility is better
understood when it is realized that the effects of financial panics
are not at all confined to the banks and the larger business world.
A panic such as that of 1907, or a lesser panic, reaches directly or in-
directly every town and hamlet of the country, and every family and
individual. It nationalizes itself long before it has gone far; and its
interruption of the business movements large and small, its fracture of
the organization under which commercial and industrial life go on
and the resulting social suffering are prolonged into years. These
facts intensify the significance of the delays and postponements of the
government. A panic is as unnecessary and as avoidable as an epi-
demic of smallpox. You can have an epidemic of smallpox if you
disregard all that science has provided as a preventive. You can not
possibly have an epidemic of smallpox if you will apply the simple
means that science has provided. So we will continue to have panics
only so long as wTe refuse to apply the simple preventives which he who
runs may read.

Not only does the system established by the present Federal laws
promote and develop panics, but at all times the country is carrying
the needless and heavy burden of an unfit and wholly insufficient bank-
ing and currency system. This system never permits entirely free
commercial, financial or industrial action at any time; because its
liability to sudden constraint and restriction is always a part of the
nation's financial consciousness. There never is a time when there is
any long look ahead; except when we are in the midst of a panic when
there is a long look of disaster ahead. There is never a long look of
ease and convenience and prosperity ahead.

This is true even in the quietest periods of the year. And then there
always comes, in the crop moving season, a special stress and con-
straint; which not only affects the imaginations but the actual re-
sources of the banks. The autumnal constrictions are not felt, of
course, so severely as those of a panic; but severely enough to make long
periods of wholly unnecessary discomfort and apprehension; not to
speak of the actual lack of financial facilities legitimately needed by
the people and denied by the government.

We have had before us this autumn another object lesson of the
urgency of the need of banking and currency relief. This relief which
is so urgently needed by the legitimate business and enterprise of our
people is not relief from a financial situation built up by the financial
world itself, but is from a system and conditions superimposed by the
government; and forced upon the business community and upon Amer-
ican society. The banking and currency system is the product of
Federal law. And there can be no relief from it until Congress acts.
And this is why Congressional action is urgent.
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Fortunately, the banks have been able unaided to carry on, this
autumn, the financial operations necessary to the movement of our
vast crops; and at the same time finance the operations of a general
business expansion—even in the face of a European disturbance. This,
however, has called out nearly all the resources that were available
under our constricting system. And it was at no time certain that
the Treasury Department might not be fairly called upon to use its
facilities to assist these ordinary business transactions. I should have
been sorry to feel it necessary for the Treasury Department to inter-
vene at such a normal period as this. But, of course, it would have
assisted if it had become necessary; for the use of the surplus in the
Treasury belongs of right to the business operations of the country
whenever a real need for it arises. In view, however, of the impotent
condition of our bank reserves whenever reserves are seriously needed,
it has seemed that the present moderate accumulations in the Treasury
might well be held intact for a greater need. The Treasury reserve is
the only trustworthy one we have; and until Congress furnishes the
nation with another and better reserve it is well to make that of the
Treasury as useful and responsible as possible. I think it fortunate
that the financial world has been able to finance the enlarged business
of the country this autumn without resort to the reserve which the
Treasury Department has accumulated. I also think it fortunate that
the Treasury has accumulated a reserve to aid in bridging over until
the new and urgent legislation is passed, and believe it is of high public
importance that such a reserve shall be maintained until a more legiti-
mate one has been provided for by legislation.

This anomalous relation between the Treasury Department and
the general financial world is, at the same time, a part of the thing
to be reformed. Taking large sums of actual money out of the ordi-
nary financial use and locking it up as a dead mass in the vaults of
the Treasury is a proceeding as unscientific and unreasoned as any
other part of our unreasoned and unscientific banking and currency
system. But until that system is changed so as to provide a trusty
system of bank reserves, it seems to me the Treasury Department per-
forms, as incidental to its very bad share in the banking and currency
system, some functions as a reserve center which are of very great
value. Since, however, the Treasury surplus is not a genuine self-act-
ing reserve, it is desirable that as long as it is not excessive, it shall not
be too easily drawn upon and absorbed—not used as long as the ordi-
nary facilities of the money market can be made sufficient to meet the
general demand. It was upon these general views that the Treasury
Department acted this fall with respect to the money market.

It is not my intention to speak of the details of this urgent relief
measure—this Banking and Currency legislation. But the general
features of a new system—if that system shall be at all adequate to
the emergency—must include, among its necessary features, provisions
for never-failing reserves and never-failing currency, and for the
perfect elasticity and flexibility of both; for the permanent organiza-
tion and organized cooperation of the banks, which are now suffering
and causing the nation to suffer by reason of their unorganized
state; for a central agency, to represent and act for the organized and
cooperative banks—this agency to be securely free from political or
trust control, but with the government having adequate and intimate

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



FEDERAL BAJtfKING LAWS AND REPOHTS 5 2 3

supervision of it; for independent banking units—so independent that
no one bank can be owned, controlled or shared in in any degree,
directly or indirectly, by any other bank; for the equality of all banks,
national or state, both as to standards and as to functions—so that
every requirement made of a national bank must be complied with
equally by a state bank, and every function or privilege enjoyed by
a state bank shall be enjoyed by a national bank; for the utilization
and the fluidity of bank assets; for the scientific development of ex-
changes—domestic and foreign; for foreign banking as an adjunct of
our foreign commerce; and for taking the Treasury Department out
of the banking business.

ALDRICH VREELAND LAW.

In order that the Treasury Department might do what it could—
pending legislation—to reduce the inconveniences and dangers of the
present Banking and Currency system, it promoted and secured the
formation of all necessary National Currency Associations through-
out the country to make available the provisions of the Aldrich-
Vreeland law in case of need—and as a preventive of need, and these
Associations are now practically complete. The important facilities
afforded by that law are now available; and the assured knowledge
that these facilities are ready to act at once is of itself a strong pre-
ventive of trouble.

That law, by the way, will expire by limitation June 30,1914; and
I recommend very strongly a reasonable extension of it that it may
not lapse before it becomes unnecessary.
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