
ANNUAL REPORT ON THE FINANCES. 

TREASURY DEPARTMENT, 

Washington^ December Î ,̂  1911. 
S I R : I have the honor to make the following report: 

ESTIMATES. 

The total estimates of expenditures for ordinary and extraordinary 
purposes in 1913, exclusive of the estimates for the Panama Canal and 
those for the postal service payable from postal revenues, are $637,-
920,803.35. The estimates of receipts available for the general fund 
are $667,000,000. The estimated excess of receipts for 1913 is, there
fore, $29,079,196.65. The estimates for the Panama Canal are 
$47,263,760.20, making the grand total of estimated expenditures pay
able from the general fund $685,184,563.55; and accordingly the esti
mated excess of expenditures for 1913, including the Panama Canal, 
is $18,184,563.55. 

B A N K I N G AND CURRENCY REFORM, 

I t 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 Com
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, anjrthing should be permitted to obstruct 
or postpone prompt consideration, and action. 
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2 REPORT ON THE FINANCES. 

The report of this commission will in all probability be so nearly 
complete in suggestions, and will furnish such ample facts and 
general material, that whether Congress shall adopt the recom
mendations of the commission as a whole or not, there need be 
no further postponement 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 gen
erally 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 investigations, and by calling into its 
work everybody it was able to reach who had experience or knowledge 
that could be useful to it. While this report is due to the Monetary 
Commission, it is. also a product of 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 the Congress is meeting a 
situation immensely simplified. The persistent difficulties of mone
tary reform have almost entirely disappeared; and legislation tradi
tionally 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 of the Congress 
can now go forward without delay. 

The common indorsement of the reform and of its urgency marks 
in a peculiar manner the nonpartisan character of the present 
movement. There is no bit of party color left in the monetary ques
tion. The instinct of the nation has eradicated partisanship from 
this great business and social question. Congress set the example 
by forming a nonpartisan commission. I t 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 considera
tion of this question by commission and people from that day to 
this. I t was CongTess 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 
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SECRETARY GF THE TREASURY. O 

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 
shall enlarge and develop the facilities of our foreign exchange 
system; that it shall properly develop the discpunt market; that it 
shall wholesomely 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 distinct
ness and completeness ample banking facilities for our foreign com
merce—a commerce that with the proper governmental encourage
ment will be world-wide and world-varied. I t is idle to expect that 
we shall ever have a developed foreign commerce without a developed 
foreign banking 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, w^hether 
national or state, the right to own stock in any other independent 
bank. The law should not fail to conclusively forbid such owner
ship. There is no immediate danger to be apprehended from such 
holdings; but now is the time to protect for the future the independ
ence 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 con-
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4 REPORT ON T H E FINANCES. 

centration which under our present system is inevitable by the mere 
operation of financial evolution. 
p- 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 
ref qrm 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 i 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 
association has therefore grown up; and it has grown up just as the 
idea of the clearing house grew up; and it follows the clearing 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 interes'ts of every order of society 
are involved, especially in the prevention of the barbarous disaster 
aild 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. I t 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., Mont
gomery, Ala, and Denver, Colo.; and thus the needed organizations 
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ANNUAL REPORT ON THE FINANCES. 

TREASURY DEPARTMENT, 
Washington, December 2, 1912. . 

S IR : I have the honor to make the following report: 

BANKING AND CURRENCY REFORM. ' 

One of the most important facts in conaection with Banking, ahd. 
Currency legislation is its urgency. As long as our banking arid 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, 
as long as the financial system created by our Federal laws remains 
unchanged and unreformed, the government will be exclusively 
responsible for the commercial, industrial and social disasters which 
flow from panics. This responsibility is a fixed one. I t 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 eflfects 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 indirectly every town and hamlet of the country, and every 
family and individual. I t 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 mtensify the significance of the delays and postponements 
of the government. A panic is as unnecessary and as avoidable ^s 
an epidemic 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 we 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 
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2 REPORT ON THE FINANCES. 

banking and currency system. " This system never permits entirely 
free commercial, financial or mdustrial 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 
constraint; which not only affects the imaginations but the actual 
resources 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 busmess and enter
prise of our people is not relief from a financial situation built up by 
the financial world itself, but is from a system and conditions super
imposed by the government; and forced upon the business com
munity and upon American 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. . ' 

Fortunately, the banks have been able unaided to carry on, this 
autumn, the financial pperations necessafy" to the movement of out-
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 avail
able urider our constricting system. And it was at no time certain 
that the Treasury Department might not be fairly called upon to use 
its facihties to assist these ordinary business transactions. I should 
have been sorry to feel it necessary for the Treasury Department to 
intervene 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 seri
ously needed, it has seemed that the present moderate accumulations 
in the Treasury might wel lbe 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 possi
ble. I think it fortunate that the financial world has been able to 
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SECRETARY OF THE TREASURY. 6 

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 pubhc importance that such a reserve shall 
be maintained until a more legitimate 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 ordinary 
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 performs, 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-acting 
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. I t was upon these general views that the Treasury 
Department acted this fall wdth respect to the money market. 

I t 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, provi
sions 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 coop
erative banks—this agency to be securely free from political or trust 
control, but with the government having adequate and intim^ate super
vision 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, na
tional or state, both as to standards and as to functions—so that every 
requirement made of a national bank must be complied with equaUy 
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, 
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