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/.. methods employed, the practices adopted, in the moxetary
legislation and usa.ges/bf the gredt countries whose busingss con-

ditions at_ﬁnre analogous to ours;-sesuse-¥bulieve
that the experience 6f these countries, covering centuries of dis-
cussion and experiment, must h

e the greatest pracfical value
for us in the construction of anyj plan for moneta.r_wzrefonn for

the United State;f. The more ingportant elements for the nec-
essary solution of the problem ar¢ the same in every commercial
country. It be safely said that the leading European
countries, after’ many and cosfly experiments, have found
satisfactory solutions for the
front us—solutions theofetical
hearty approval alike of economi
il . . 3 o
While the essential governing principles of all the European
systems, great and small, are thefsame, there are differences in
the details of their application, gowing out of di%erent condi-
tions in the various countries. These different .conditions are
found in the business habits and customs of their people and
their general financial requiremgnts. Differences in the rela-
tive use of other credit instrurmpents affects measurably the
relative character and importande of note issues. Differences
in the form of government and ¢xtent of territory have neces-
sitated difference in the charapter of organization. These
differences have been recognizedjfully and provided for in the
monetary legislation as well as infthe banking methods adopted
in the different countries. Thisjadjustment has not, however,
impaired the vital force of the gound economic doctrine upon
which these various systems ar¢ based, or disturbed the pro-
visions for a wise and effectivejadministration which are the
distinctive characteristics of all}
There is a general agreemenj among students of monetary
problems that it would not be jpossible for us to adopt any of
the great European banking gystems without adjustment or
revision to meet our conditiong, but we cannot afford to ignore
European experience. We haye to contend with ancient preju-
dices in the fact that we havg to contend with ancient preju-
* dices in the United States, g8 I believe the American people
have a right to insist that alf those who seek to influence the
determination of this great guestion should be free from bias
or prejudice of any kind. § am aware that there are to be
found in every eommunity pople who object to anything that
is foreign, but this prejudice #, I believe, fast disappearing, and,
in the long run, public opigion in the United States will be
Digitized for FRASER influenced by knowledge anfl intelligence.
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CRITICISM OF THE BILL.

In considering the character of the remedies proposed by the
bill which recently passed the House of Representatives I am
pot unmindful of the fact that it is much easier to criticise than
to construct, and I certainly do not intend by any criticism
I may make to increase the difficulties of legislators charged
with serious responsibilities, but rather to call attention to
changes which, it seems to me, must bé' made in the plan in
the interest of wise and permanent legislation. The authors
of the bill having in a majority of cases accepted remedies a.nd
adopted ideas based on experience of other countries, and ‘on

sound economic principles, it is all the more to be regretted that
in some of the most important provisions of the bill the lessons
of universal experience have been ignored.

My suggestions with reference to certain provisions of the bill
are made with the hope that they may prove of service to those
who have the bill in charge, in their difficult task of perfecting

the measure. Wﬁo&ﬂpﬂgxxbb sources
thet"we are to have legislation in the near future it is certainly

desirable that the American people, whose highest interests are
to be affected favorably or unfavorably by Congressional
action, should have as clear an understanding as possible of
the nature of the proposals. Serious mistakes-cannot be cor-
rected after legislative action.

The two features of the bill M-HMMW
p:nu'phimd which are open to the most serious objection are,
first, the provisions which authorize the unlimited issue, by
ewrer—sle-ngents, of government notes to be circulated as
money and loaned on collateral security to the federal reserve
banks created by the bill; second, the provisions which create a
government central bank of the most objectionable type, and
which, by compulsory methods, seek to place the entire bank-
ing capital and resources of the country under the control of an
inéxperienced and unregulated organization, acting without '
capital or financial resources.
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drawn from European experience. The National Monetgry Commis-

sion, in the plan which they reported to Congress, sought to

present a workable scheme based on sound economic principles, 7%ﬂ1@
e law s Fer—
seeking to adapt to existing conditions in the United States
/

the methods and practices which have been found wisest in,

experience.

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



States notes for the purpose of loaning them to Federal Reserve

banks, under the conditions which I have already described.

This outline of some of the salient features of the two plans

discloses their radical difference in character and methods.
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I have been frequently reminded that there is a marked simie-
larity between the plan proposed by the National Monetary Come
mission and that of the bill reported from the House Committee
on Banking and Currency. It is true that the plan reported
seems to recognize the defecte in existing conditions which the
Commission sought by its plan to remedy, and while the plan of
the Committee follows in many respects that of the Commission,
in many important reapecta.the remedies proposed are essentially
unlike.

The plan of the bill follows that of the Commission in ree-
cognition of the necessity of an organizaticn with power to re-
discount the notes and bills of emfhange of existing banking
institutions for the purpose of maintaining requisite reservees,

and the further fact of the necessity of concentrating and mo-
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bilizing reserves for the benefit of contributing members. The

methods by which these two objects are to be accomplished are

fundamentally d&ifferent.

The Commiseion plan provides, first, for a voluntary associa-

tion of State and national banks into local and district organie

zations, and, second, for a central organization with a large

capital, in the management of which the Government has a poten-

tial voice. The local and district essociations, which are under

local management, rediscount the paper of contributing banks.

The central organization controls the concentrated reserves, with

power to use these and other resources &t its command for the pro=-

tection of the public interests and those of the banks in differ-

ent sections. Under the bill, national btanks are forced to cone

tribute to the capital stock of Federal Reserve banks within a
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year, upon penalty of dissolution. They are obliged to maintain

deposits with the Federal Reserve banks of not less thah 5% of xk

their outstanding liabilities. All the functions of the Federal

Reserve banks, including discount, are controlled practically by

the Federal Reserve Board, an organization without capital and

without financial responsibility, and in the management of which

the banks have no voice. Under the Commission plan, the local,

district, and national organizetions are forbidden to do any bus=

iness except with contributing members and the Government of the

United States. Under the plan of the bill, in addition to their

busiress in connection with their member banks and the Governe

ment, the Federal Reserve banks are authorized, under the pro-

visions of open market purchases, to practically carry on a gen=

eral banking business in competition with other banks. They

4%
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are authorized to purchase in the open market commercial paper
from corporations, firms, or individuals. The provisions of
the bill confining the discount powers of the banks to members
is rendered nugatory by these provisicns.

A large part of the investment business of banks today is
done through the purchase of paper from brokers. These are not
technically discount transacticns, but they have the same prac-
tical effect, and open wide the door for the possibility of pur-
chase on account of favoritism or to secure political influence.
It was transactions of this nature which largely furnished the
basis of the attacks made by General Jackson and hie followers
upon the Second Bank of the United States, and which, to a very
great extent, was responsible for the creation of a very strong

b SC

public sentiment against the bi¥i,
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The Commission were unwilling to give to Reserve Associatioms
the power to compete for ordinary business of the banke of the
country. The Commisesion sought to interfere a&s little as pos=-
sible with the business of banks and bankers, while the bill
proposes that the Government, through the Federal Reserve Board,
by provisions which I have elsewhere described, with reference to
reserves and currency, shall take controcl not only of Federal Re-
serve banks but of the entire banking business of the country.

The Commission sought to create an organization which, aes the in-
strument of the allied banks and under their control, could ren-
der efficient assistance and service to the public and the banks
at all times, while the bill creates a political board with au-
tho?ity to control the business and dominate the policy of all the

' banks which can be forced into submission to its control.
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and individuals proaperog;“hr”%he unlimited use of'iﬁsinwoln.
obligations circulating as money. The depreciation and disasters

which have, on every occasion, followed the adoption of this allur-
mer_ #

ing policy have, unfortunately, not deterre%ﬂ?he:ﬁlsta in succeed-

ing generations from reopening the discussion and seeking to in=

harolen. CAt e st net, fin
cite a popular belief that the government can create value anc ;;EBuH“
A

ingure perpetual prosperity by an unlimited use of government pro-

mises to pay.
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It can hardly be necessary for me to recount in this pres=-
ence the disastrous results which have inevitably followed the
issue of paper money by governments or states. I need only re-
mind you of our own colenial end continental experiences. That

/‘im a/m é_
of France at the time of the-Regency and French Revolution is
equally significant. In exceptional caae;? where continuous de=-
preciation has not ended in absolute worthlessness of issues,
like our own experience w%th United States notes, the losses N
arising from the use of a depreciated currency have greatly exe
ceeded any possible financiasl bmefits to-the _country which have
resulted from theviolation of economic laws.

Competent authorities estimate the greater cost of our civil

war, owing to the use of depreciated currency, at

\ Quote Mitchell and Horace White.
.
Digitized for FRASER ‘ P
S

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis T



v KCA’--(

In all cases of government issues the resulting expansion

Lore b gl
and inflation, bringing about instability of conditions and
values, those dependent upon wages and salaries and engaged in
agriculture and other production have been the principal suffere
ers, while the capitalists and speculators who could take advante
age of constantly changing conditions have been the only classes
who have been benefited. This condition has never been better

Daniel
characterised than by 2mx, Webster, who said:

. LDJK &AM -\"V\ -T“.f'_:ﬁ-'.“-._,\ -

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



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



e S -
! : R 5

|Il-'I‘he emitting of paper money by the authority of Government

is wisely prohibited to the individual States by the national
constitution, and the spirit of that prohibition ought not to be ¢
disregarded by the Government of the United States. Though
paper emissions, under a general authority, might have some ad-
vantages not applicable, and be free from some disadvantages ]
which are applicable to the like emissions by the States, sep- j
arately, yet they are of a nature so liable to abuse---&nd, it 5
mey even be affirmed, so certain of being abused---that the wia-g
dom of the Government will be shown, in never trusting itself ?
with the use of so seducing and dangerous an expedient.u f

I’ T~ riems ~f Ko Jaatt m L -

It _is-true-that-in-the-pe from-1814 to 1861 Congress £Lalo
“-had suthorized the issue-ef-Tremsury notes-in-ltimited& amounter
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Peletiah Webster, writing in 1781, after the total volume z
of Continental paper money had become worthless, said:

We have suffered more from this than from sny other cause j
of calamity; it has killed more men, pervaded and corrupted th
choiceet interests of our country more, and done more injustice

than even the arms and artifices of our enemies.

The experience—of the world, the—unamimous vpinton—of

i A

{
- S ¥}

-<<E:éing economists andj,{'financiers and statesmen of every § it , i
178 A e «
41— e /? 4o 7{

shade of political belief, condemn “the use of the obligations
\

mggfor notes of states as a circulating medium. )}1~* 1 £, ]

_’Jw

a7 ‘;”ﬁr‘z‘“‘ .224921:¢—7zm4¢/Q7 -
Thna.pinﬁnnLot H. D. Macleod, p.=¢ﬁ§$12§2”?fia1ng authority

n banking and currency questions, eupnaasoa view tivet is _gen- JﬁtaHv,_

: “K PN, o W
erally acquiesced ;p.”‘ He says:

Governments and states should never issues paper money
themselves. When states and governments once begin to issue
paper money, they never can resist the temptation to issue it
in boundless quantities, so that it soon begins to depreciate.

Tgey have no power to redeem it and the depreciation is unavoide
able.
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;" ltie—trwe~that President Jackson hed; on several occarxa o
*‘”:«!\ W S L S €A ot LY {‘: u’ \-_’ o 'ﬁ' {' o ,4 :

/’N“ sions, suggested tha_nxgazinn,nt a Government Bank, but thtaﬂa.wﬂ
suggestion wee always more or less vague and he never committed
A

himself in detail to any definite plan. His opponents, however,

cleimed that Ceneral Jackson intended , by these indefinite suge
Ot on ({:

gestions to cenetitute a Government Central Bank under political

control,end that the effect would be to place the whole banking

power of the country st the mercy of the president. I think it

S——
may be said/that this claim did not fairly riﬁifgent General
S UWewd y s YT _
l"-" ! fm.a\._»._ v ' /‘,\ » W -‘ PRt \‘[ ( L ; S ;‘ (‘ g ‘ e Y 'f LA
‘.r‘_:\. U’ L X & o, , e f . : _. / e

Jackson'e yiewa. The quotation which T have already ‘made from Y,

7\

”W* ({ (""'5"";'- P d
his letters to Lewis are confirmed in this respect by a state- [l o,

- i
ment mede in his farewell address which was as follows; ==
Digitized for FRASER
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course of this report, the following statement was made.-=

A\ But the patronage fesulting from the appointment, the—an- A

d to that

nual appoeintment, of tqése agents, great ag it would ¢doubtless
be, would be insignifiéant and harmless, when compar

which would result fr‘m the dispenaation of bank acqhmmodationa

—— e,

to the standing amoudt of at least riftj millions oﬁ' dollars!
The mind almost in jinctively shrinks from the confemplation of jf
an idea so ominoug to the purity of ﬁﬂg Government,, and the ﬁ
liberties of the/people. No goverqﬁent of which/ the committeelf

have any knowlekdge, except, perhap?f the despoti

of Rusaia,r

was ever invegted with a patronage at once so predigious in ﬁts

influence, id so dangerous in ifs character. In the mosgfdes-
perate fin |

cial extremities, other European governmentfhaa

patron

of the jAmerican Executive, At may be well doupted whetﬂ%r the

this/ vast pecuniary machine, which would place in tha hands of
’Z; administration fifty millions of dollars, as a fund for I

rlwardiug political pdrtizans., ' O AAN- ikn A ) _? <
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\ Nothing that has not happened can be more certain, than
!!’ iﬂw / If

iyﬁhat every favorable vicissitude in trade, every period of come oA

\
(| \

.{t&;msrcial distress and embarrassment, would give rise to importu-?
'\ij nate and clamorous calls for indulgence, and for an injudicious

extension of discounta. which no administration would have the l
firmness to resist.

fﬁe Government'would have scarcely any faculty of ree
sistance, when appeals for indulgence should come from all quar=

ters of the Union, sustained by the strong plea of public distress

and embarraaament.”
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circulated as money and 1oanedhon"c€ilateral security to the
federal reserve banks created by the bill. Second,-the provisicns

which create a Government Central Bank of the most objectionable

C{A/'-D hZ:‘?\C‘mu /l wlo rz\f Pt fﬂ v ff’r WEZ/ )
type, seekimg to place the control of the entire banking resources
' A N

of the country in ahe hands Of,ﬁn fnexperienced and unregulated
organization, acting without capital or financial resources.
These proposals are 80 radical and revolutionary in their charac-
ter, so at variance with all the accepted canons of economic lawg,
that it seems incredible that their adoption should be seriously
proposed. The theories of government upon which they are based
and the doctrines which they embody have been repeatedly and eme
phatically condemned by the American people. I am aware that,

in spite of the verdict of history and the teachings of all
accepted authorities, there has been periodical assertion of

the theory that the goveranment could make communities ...
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Speeches of William J. Bryan. Vol. I. Page 222.

If it is said that we must institute banks of issue in order
to.defaoney into circulaticn, I answer that there is a better
way . The issue of money by the Government directly to the peopke
gives us a safer money and saves to the people as & whole the
profit arising from its issue. When a bank issues money you must
pay the market rate of interest in order to get it, but when the
Government issues money the people save the interest, if the
money is afterward called in, and they save the principal also if
the money is kept in circulation. Numerous plans have been suge-
gested for putting this money into circulaticn. Some have an
idea that a Government issue can only be put forth by locaning it
to the people, either directly or through the agency of banks.

There are, in my Jjudgment, other and better ways. If a

limited amount is issued, and of course the amount must be

strictly limited, and it is loaned to the people, partiality

will be shown in its distributicn, for only a few, relatively
speaking, can be accommodated.

But aside from the danger of placing so great a power in
the hands of a dominant party, there are plans more just and
equitable than that of loaning. The money can be used to pay
the expenses of the Government, as the greenbacks now in circue-
lation were used to pay the expenses of war. If Congress de-
cides to increase the currency e certain amount annually, say
for illustration fifty millions a year, it can reduce the tax
levy to that extent and the people will receive the benefit of

the issue just in proportion as they pay taxes, for they will
save to that extent the taxes which they would otherwise pay.

4
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In a recent letter to a member of the Banking and Currency

Committee of the House of Representatives, Nr. Bryan makes the

following statement:

The provision in regard to the Government issue of notes to
be issued by the banks is the first triumph of the people in con-n
nection with currency legislation in a generation. It is hard
to overestimate the value of this feature of the bill.

In the second place the hill provides for Government contral
of the issue of this money---that is, control through a board

composed of Government officials selected by the President with

B o . ISR

the approval of the Senate. This is another distinct triumph /,
for the people, one without which the Government issue of the “{f
money would be largely a barren victory.
The third provision of the bill, which I regard as of the |
first importance, is the one permitting State banka to share
With national banks the advantages of the currency system pro- |
posed. : : i
These three provisions are, to my éing, 6} such transcendent I

importance that I am relatively very little concerned as to the

details of the bill.

This frank and courageous declaration of Mr. Bryan's is sig-

nificant.

4%
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President Cleveland, in his Message to Congress, August 8, 1893,

The people of the United States are entitled to a sound end
stable currency and to money recognized as such on every exchange
and in every market of the world. Their Government has no
right to injury them by financial experiments opposed to the
policy and practice of other civilized states, nor is it justi-
fied in permitting an exaggerated and unreasonable reliance on
our national strength and ability to Jeopardize the soundness of

the people's money.
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“._ the commerciasl world to one general monetary policy.
\ A

The central ce o ¥ O e

7 8. The-eheracter—=of

Rlel L-J:' et "% L

Qg; duties and recognized functions'aé’theae central banks, whethe
{\

er prescribed by statute or exacted by public opinien, hawf been

ne e e, jiﬂrnA

establisheda—threough a process of evolution covering generations
of practical experience. It has not been found possible to se=-

cure an effective credit organizaticn in any country without this

Mu\ﬁ{'*a:“z _ :-’f. W A Lanadd
con%éo%%ﬁng factor. For my present purpos€é o ,mere outline of

!

?

the charecteristics and methods of these institutions is suffi-
/

cient.
l. Each of these institutions is essentially & bank of

banks, and is looked upon by all the financial institutions of the

http://fraser.stlouisfed.org/
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country as.eff unfailing redourse for assistance and support in

time of trouble.

2. They are given by law the sole right of note issue.
The expiring remnants of ancient grants furnish the only excep=

tion to this rule, and these are insignificant in eharacter.

&

3. They hold a very large part of the ¢ reserves of

t i ol
{ ) > ﬂ /A A L€
their respective countries, and kewe ampl power, through-their
M a—% Wﬂ
g
command—over—gold supplies, to increase their holdings indefinite-
_‘:wf%k, eolite bomdinp ""’/ s
ly. These reserves form a central reservoir which is Yvaileble

~
&J7<;4L&v14, L

~at all times|fer-protection or assistancejﬁﬁ'required. This fund

o
is looked upon by the public as a substantial guaranty by—the—btank

A .
P //\"' .c‘—'f‘; : V. oe W
of the convertibility of ite note issues and of its ability to
- . — ﬂ

meet at all times its obligations.

The -central banks are the fiscal agents of their respective
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within our reach. While we have suffered greatly in almost
every decade of our history from the evil effects of financiasl

crises, the people of the great commercial countries of Europe

e

havgf{fo nearly half a centuryA been entirely free/from disas-

trous losses arising from this cause. This exemption may be

said to be due solely to the character and efficacy of their

credit and banking organization. The experience of England and

France, and later of Germany, in this respect, has led all the

important commercial nations of the world except the United

Stateﬁl in the essential features of their credit crganization
and banking systems, in the footstepe of these great

countries. The adoption within a few years by Sweden, Switzer-

land, and Japan of z oaates] banking organization along the lines

of the countries I have referred to, completes the adherence of

F
b}
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point of view of sound banking, to the highest credit.

@; We have now no|means of preventing, thr
o \ | } /
.5 , ;
Y effective raise in the discount rate or ot
R { - \ /
/ Nt

over-expansion of crediJXJ/

Yo Aulal acnkeilyy

! ougeqa gdneral and

ﬂhzﬁ;té. a agﬁér

Aside from these recognized defects in our banking system

there is no one of the elements of our varied ‘forms of currency

that is responsive, either in expansion or contraction, to nore

mal or unusual demands.

While there is very general agreement among students and

bankers as to the nature of thifdefects of our monetary system

there is unfortunately no such asccord as to the character of the

remedies that should be applied. This is to ove regretted, as

it seems certain from the experience of other nations that simple

and effective remedies for the defects I have named are easily
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'*exchange issued or drawn g%:& agricultural, commercial, or ine
dustrial purposes, have only a narrow, local market for discount

K gamat ypuinie i Rtol spostfacia b 2l

(Tz- e »
purposes, and we have no provisions of law creating standards 6;***wq>
' (tﬂ-ﬂtmﬂ-‘-ﬂz"/lﬂ/u&- oy d'&’z('} ,ﬁ‘?ﬂzar‘?—’
W wide—aceeptense, and no organization of credit

Ay
which would secure to these obligations a wider market through
rediscount. The result has been that our farmers andﬂ;;;ers en=
gaged in productive industries have been obliged to pay higher
rates for their loans and have been placed &t a great disadvan-
tage in securing the credit which they have required and to which
they are fairly entitled, for the growth, retention, and distri-
bution of their products, and our bankers at the same time have
been deprived of an opportunity to invest their funds in a class

zxif}n{J&471xﬁ /ﬁ aeg a—Qf%,a

of securities which4«in every other country, is—coneidered—tire

Sr———
very—highewst—rankvof—investment] and which is entitled, from the
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Bureau of Engraving and Printing.

See "TREASURY."
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s The/\Federal Reserve Board ie—set—enly—gizen
pomer._te-—issue government notes wi&hku%—&*m*tn The authority

is granted without any of the safeguards to prevent fraudulent

u*
%
|
or unauthorizeéd issues or any proviéion for records or reports

of their proceedings te—be availablg fo the public or to the

¢
!
s
i

bankes which form their conatituency. There is no previston

o of By forrrrtirn for M frmsahmi-

fpr appeal/\or review any flagraht abuse of the enormous
bkl Sy afffeei= ?W"AL»‘,&.A

power placed in their hands. Th ‘Powver extends over the form

and denomination of the notes, a péwer over denominationSwill

A . .

enable them to control the creatien of government notes at their

pleasure, and-pnamx—o-eﬂ-t&ntq-or other issues of currency

.
i
1.3

now in use. Heretofore, governmept obligations have been issued
by the government direct through fits officials . We have a
Bureau of Isuue in the Treuury” ep't through which all certifi-

cates and notes of the United St __tu and National banks are

.
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“issued, the terms, conditions, and character of the obligations
have been carefully set forth.in the acts autheyizing the issue.

To illustrate my meaning, Congress, by law, pr4v1des fer—their

" isewe in small denominations g&uon-te—;acuant—oert+f*eeﬂunr1r
/') m"’ '-‘J

| plase—whieh insures their status as a ﬁermanent part of our

ﬁL@LAV'ffz;*““ < ;"a
circulating medium without—the liability of their being pre-

X
!
y
i

sented for redemption in large quantigiea. The friends of the

House bill apparently are not able to admit that the authority
given to the Federal Reserve Board i§ unlimited power. They

cite the provision that notes can only be issued upon the appli-

cation of Federal Reserve banks » the Board reserving the right

to decline any application. The dﬁmand for actual cure

rency under ordinary circumstances,i as shown » by universsal

i

experience , is insatiable and rar{ly resisted, but in times

of trouble the necessity for increased issues becomes imperative.
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Professor Woodrow Wilson, imiris—Histoery—of tireUmtited
A ~ : lészf- Z

W STalerrae
‘JE:JE J}lﬁ%‘f(ﬁjdﬁ;l,46/Z£Z;5‘ 'bﬁtdaﬁbufiiahuﬁhx»

It (the constitution) absolutely forbade the States to :’7

issue bills of credit, did not give the federal government power
to do so, and was meant practically to prohibit the use of any
currency which was not at least based directly upon gold and

. - ' P :" > 3 i ) |
‘3 VAT T g e,

silver. p.46.
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Our own experience prior to the adoption of the constitu-

tion led the framers of that instrument to(f;rbi& expressly -the

states from emitting bills of credit, and the doctrine that the

| A
Do oo
issue of peper-money-by the Government of the United States was
} ‘,...L e A P ,: _ 3 /
N . e, VCALL AL S f" 67 :
o -’-fi /Vf' vy

not authorizod by the constitution found universal acceptance.

Gsmrrrbde AM«L‘.&LJA Mvﬁfaww
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It umwwmin the pericd from 1814 to 1861 Congress
‘E R'.:,.-.‘:I "7{ .;.':l

5\ ',r.“‘:
e®-guthorized the issue of twry notes in limited amounts,

i g
\ )
4 &

which were in every casc} evidences of indebtedness on account of
money borrowed to meet deficiencies in revenue or expenses

growing out of wars. These treasury notes were receivable for
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public dues and were, with few exceptions, payeble at a fixed
LEw
time with interest, and were usually’pf denominations that pre-
cluded their use as currency.
The power given Congress by the constitution to borrow
money clearly involves the right of issue of securities of such

character and in such form as Congress might determine, and the

right of the Government to issue obligations of this nature ya¥Zis

The firét issues of

!
4§

gﬁt seriously questioned in any quarter.,

'-/‘, ot - rA

i

United States notes with full legel teﬁder qualities wﬁ; méde

/\
during the civil war and grew out of the urgent necessities of the
Government at that time. The plea of necessity was the only
Justification urged for this radical departure from the policies

and doctrines of the founders of the Republic. Excessive is-

eues of these notes and the repeal of the right to exchange the

‘%
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notes for interest bearing obligations of the United States,

produced the usual result of depreciation and discredit. The

For

effortes of the friends of sound money to secure the resumption
of specie payments eand their insistence that the public credit

could only be sustained by the payment of all Government obligas
tions according to their tenor in standard coin, led to the for-

i}) gl lecinX

mation of 2 party who were opposed to resumption and demanded the

AL/,
payment of Government bonds in a depreciated currency and-the
v S X e
.- I"- . _{‘_ E - f o T y "
é“‘iMl Ly A AN AL AL W WV f*
ubgtitutiten of United States notes fer national bank notes.

Simulteneously With this greeanék movement the agitation for
/ ! .‘; J'-"

.f’; / | 3
the greater ﬂae of silver andfita free coinage was inaugurated.

Free silvgr advocat

d the issue of sil eé certificates
~ 1 1 e A
/ A)&’.U" (tl g

based upon a limited coinage of silver dollars. The greenback

act of 1888, which requi
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The reasons for this general condemnation are not difficult
to understand. No government has yet teen found strong enough
to resist the pressure for enlarged issues in times of real or

imaginaery stress, or to meet some real or fancied exigency in its

,4_“

own affairs, or a popular demand for more money. In ovafy casge

g

firte issues were limited in amount, surrounded by safeguards as

to exchangeability and convertibility, with ample proviaioﬁs for
r ‘K.
éafék444&uxbs-¢{;11 LR s Lot

ultimate safety, but’)ﬁ every case these safeguards have been
one after another ignored or removed, ARz txz Exkiiarxtizx wRizkx

restrictions as to amounts of issue have been modified or re=

L

mﬁxad, and the exhilaration which has followed the initial ise-

sues has been-succeeded by-continuous inflationzkhd & necessary

a
"\
¢ )

destruction of values, progressive depreciation, and general
\\h’

bankruptcy.

‘%
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3 - .

thatt ip—this case;as inall-others prior ta the one—we Mave now
under—consideration, a—timit was—placed-upon the amount of issues.
\ ~

cfu———?v-mee:_‘waf-.....
France had jwet confiscated the real property of the French church
C&hf._p"z lew

Meesa consisted of valuable estates from town and country, forming

G (D BLAALA

Aarrn vt 4
about 1/3 of the real property and egual ﬁfvalue t}g’xabout four

thousand millions of francs and yielded a yearly income’ of about

two hundred millions. The first issue made in 1790 awd was )"‘4,._’

aui® M& ¥ aef- wJ;-ﬁ:—,,TM ﬂ"~7

bédsed upon a/pledge of this property. f ox—whrich—#4—was—oxohange -
b

(ot e %%gkim’{; M‘L&.é
DT s S
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No paper currency ever -had what seemed to be a more
.‘L‘..- ’-f.' n..!
practical guarantee for its security and value. It was based
upon what weuld-be—ealled the highest form of security , a T

mortgage on productive real estate of unquestioned value. Thege
/( Py d‘d S [ -
g~ ol LA

notes bore interest at a rate of 3 per cent which, it was claimed,

4 - . 71vnes Zz> .
Q"Lf .L_,/ ﬁuc@ LS ~aq M‘J_A (T)' Sy Ll bl

b o srrcca b—
Wl RoAneet,D

tanld_insuza-%heif‘wtthdruwal7%0 prevent excessive issues. It was

claimed by the advocates of the assignats and mandats which follow-

Aa A+
ed that they were p e as good as gold by the

L2 el

ﬂimém J‘%? cwe
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“ .)ry All Government notes issued under the provisions of the

M
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bill sre redeemable on demand at the Treasury of the Uniiéd
States or at any of the Federal Reserve banks in gold or lawful
money . The notes are issued by the Federal Reserve Board and
loaned to the Federal Reserve banks. The banks are required to
deposit with the égent of the Federal Reaerv; Board with their
application for notes, commercial paper and bille of exchange
equeal in amount to the notes applied for. Whenever any of the
notes received by the Federal Reserve bank shall be paid out,

the bank is required to segregate from its legeil reserves held
against outstanding obligations an amount in gold or lawful money

g

whnich shall be equal to 33 1/3%of the.notes-paid-out, which .

< M 3

amownd. is held for the redemption of the notes. The notes

which are issued to any Federal Reserve bank are made a first

Federal Reserve Bank of St. Louis e,
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lien upon all the assets of such bank.

These elaborate provisions fev—sedemptitoramearety—of—the

D7 e 5 ;
ffective in ordianry times when
A

there was no call for redemption of the notes, but—in—times—of

st Les

Take a condition of affairs like that which was.exiatend in

1907, when gkf'the banks of the country suspended payment, .

,Lwﬁf\ Culled (‘/K‘ﬂ‘ /«ff
€ Unite IId be obliged to redeem

the—motes.  But the Treasury would have no'gold or other law=

-~ -

. o

- _
ful money in its possession, ae—whader—tire—terme—of—tie—biiimmids
avel adldrffeeceml—f A, - T A einnoninD,

the—momeys oW in fthe general fund of the Treasury, which in-
cludes its gold coin and bullion, would be deposited in the sus-
pended banks, and there would be no alternative but Government

discredit and repudiation of ite obligations.

A\

/
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ne Federal Reserve banks,

ible only
twithstanding an attempt is made to make it respons
no

il st and it might be

for notes jspued to 1t, would be practically,

as,

the total issue,
actually, responsible for the nottrement of

are entitled 1o redemption at any

‘%ﬁﬁét_ ;)Lghﬁxlobifﬁ{

as to whom they are issued,

by lrell Ao

one of the Regerve banks.

The Béveral Reserve banks-are-required-by-the-bill. to keep a

B for ﬂ&aaﬁé?é/t;fuazé;afchﬁ

reserve of "33 °1/3% in gold or lawfil money-

meBORAA
we, and the ovligation to redesn Bovernment-motes is

au_obligation. .which-appiies,UNaEr tHE TITI o " tHetotai--Li38LULs .

For instance, if a thousand millions were issued, any one of the
banks would be required to redeem the whole or any part of this

on demand, and this would apply to a Federal Reserve bank to whom

Lol

nct notes mightwiveve been issued by the Board. This-ocbiteasion
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to redggmwthcufuil“amount-iaﬁid-be“the“same“as“thatmofﬂamhank

which had applied for the largest -amount. It must be, I think,

apparent that with any cc’n‘d&merev.l::}fc gﬂnt gf qaiggdgytstanding,

( WL% 1eqaearrer ,4-.&.4-/6'—--?:) it (“‘1'#”‘“"40
n—tfmca—of—stre3E”EII’GT=fhE'FauerﬁyLREHarve vanks and the
M"f ? ﬂ:k AL Ve AR C; Ao

Treasury of the United States might—eeslly find themselves in a

position where they would be unable to meet their obligations.

The speeie redemption of the United States notes which were

nn Lheelo
issued during the war, was only possible after the accummulation

A

of one hundred millions of gold coin secured by the ;aiu;Lbf _

Government bonds, and the continuous redemption is nacuiod‘sy ?Egi

one hundred and fifty millions of gold now held in the Treasury as

(4 {A ’/4—4 C ~zUu AAAA

a trust fund. We now have a proposition to issue aequnlimited

amount of United States notes withou!. any Government reserves of

any kind.

Federal Reserve Bank of St. Louis 3 Fe



It uhould_ﬁe borne in mind that there

Cndad
i
"

is no limit to the issue of thes& notes. It be said that

the amount of possible iss@e is limited by

in the hands of the Regerve banks availa

cweiby¥w— This is tfue, but the entipe amount of fiotes add bills

of exchange held/ by the banks of Ahe United gtates is in the

1

neighborhood pf 15 thousand llions of dollars, and the amount

of all securities which might be available for this purpcse is
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has passed the/ House of RepreSentatives/for a Government Central
fo ol el ftales

Bank. In%ng—um—arfmmmﬁ—%he--'tegmat tonpro-

/
/

MW I am not unmindful of the fact tnat V;

it is nmuch easier to cri icise than to construct and/ any criti-

cism that I may make is—mﬁmeﬁfmm

&

or increase the difficulties of tiae legislators charged with

serious responsibilities, but rather mmwg
b5 Cute blotim 1o bommpsicasens

l,\.\. v 'LI

changes which, it seems to me, fxgm.the mmce must

¥ ol /

=l NAN

be made in the in‘tereatf of wise and permanent 1egialation .

g, /\ - L.amm
""---/ : " é? e

b ) ﬂ;’ The two features of the bill which are open to the most
& el (“

serious objection are;- First, the provisions which authorize the

unlimited issue, by irresponsible agente, of goverment notes to be
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‘1,£:Zj ChJALli} ks

In the eseetitomr—ef a Federal Reserve Roard, the

CZ—&P4L¢&;V*’ sztf;’ 4ﬁmm~tf
committee—whiel prepared the louse bill evidently followed

A

—— ”

iggéao—nu!n—ﬁgltures # plan subpitted by President Tyler to

Congress in 1841 for the creation of an Exchequer Board. Presi-

F{, o @ St
dent Tyler, having vetoed twe-bill to establish a-fiscel eagency

! 78 ({;J CRan "'—/7(4; ,«; s ?"[ ( e ‘2,

whieh wes another name-for a-—Rank—ef—thre—HrriterTTITes, sStaved

Wt e e | B Pors e : %
that'hE"wnuId piopeaé?a plan fe# a Board of Control to— e the g
» : s o ¢4{h2kz:m£
/. whieh Le o - é?/é;(}uL Y AL
Rlage cng which he

i otz dodpanliials e - ‘ - g Gt '.gu

e~d o 1K4qAJ-'Tk44L4;AAA= z ’1““:552::ng£;
; o role oo AT

Ip—eempidence—with-this nuggestlon lvta Secretary of th suTy, ‘4?. -

C;rf4257ku19

Forward, submitted to Céngress, Dec.2]1, 1841, a plan for the

creation of an Exchequer Board, t Beard—heaving—been

. v - r o oA

J(y OLLQA{ InaA g -‘“\.'[hd_.‘__/ Atiq A ﬂr e
-
|

changed from a Board of Control. The bi}l provided that this -
Exchequer Board was to be composed of the secretary of the treas-

ury for the time being, the treasurer of the United States for the
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time being, and three commissioners to te appointed by the presi-

dent with the advice and consent of the senate; one of the seid

commissioners first esppointed, to be appointed for two years, one

for four years, and cne for six years, and vacencies subsequently

cccurring, to be so filled ae—that one vacancy shall regularI§

oceur et the end of evly period of two years. Thie—Posrd—wes

authnnizadu;n_as#ab&tuh-azunv*ea—én—d*#fereut parts of the coun-

try—for—the—transaction of their DusINEEE oMM to direct to be

fedd tdina?
preparedixtreasury notes of a denominaticn of not less than

five dollars or more than one thousand dollars which were to

-f-—‘_l'_':""'-::— ——

circulate as money. These notes were redeemable in gold or--““‘;\\\

silver on demand:at_ths_agenetus‘WHE?E'iasued"ﬁﬁﬁ‘it—waa—further

providgd thst notes 8o issued should not exceed fifteen millions

7

of dollars unless otherwise provided by law. They were made re-

ceivable for all dues to the United States and it was provided
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3.

that the Central Board and all of its several agencies should

LA

keep on hand at all times an-amount of gold and silver which

should equal 1/3 of the amount of outstanding notes. The Bpard
mrﬁm

éAAMLmA414;££jD-4g' S ;Aa» ﬁﬂﬁaﬂbtau ??/;MZL

wes 2lso euthorized to purchase and sell domestic bills of exe C’

; L,}‘,\aM)—tZu st e Sz(r'/

change whith-were payable ewt—of—tire statelin which they were

ihoipein Cleriii?

drawn. The purpose of this provisionfﬁgﬁ to facilitate domes=

pé,c{ 14.(/1.’2 ‘-’) I\

exchanges which for some time had been in a most vreeatisfactory

condition, these being dependent upon State banks in different

parts of the country, most of whom had suspended specie payments

hole, ,1?
and whose were at a w discount ft?a >
-~ L /‘K‘- 1 Ot Mﬂ&

Yo o ol b ek, I e el S
It will be sedd-+that thig plan of President Tyler ig=idertiesr
P gnccia ¢Z¢AAAPtéf Fpwnndl. Lo gl P d%qAA~¢‘¢‘aﬂﬁ"¢4-

(8

‘r 4,4..-1-—-7-4'..—"-4-_‘-47
Witk $hé—gae—we—heve—under—coneideratien except that the amount of

il M ninin, Al
%"&/ e e,
the notes to be issued was limited to fifteen millions of dollars

L R e o ar ﬁ"("‘”‘“ 'Zf' A ws f“,_,(,c ad eliney AAn

&8 to-the-character of reserves, and theig;:rmoua powers granted )
5h£3ﬂm- }7u”1&71 o C%hnltjqz A /CLuﬁéﬁvl
the Federal Reserve Board scre founj}ip the Tyler plan. E

A
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This plan was presented to Congress &t the beginning of the

December session in 1841. 1t was discussed &t the seme length
A
in both houses and finally referred t?(ﬂ’committeeJEn each house,

2 T 7 4
B G il Nigiiod Kibme S
2t | weo OCLLQ4L1 e 7@ - {-—:(i—;")g_

C~ el Yed i — ao7H froime: AP SN
7. /MVM alld AKaoe /f' dw “""4' “M_"

matter wes referred are very illuminating. The Danoorets whoI

27 w L 2ty K< MW z-f‘/_;’. y o
(Lz_‘,..._‘»é_?-;‘_z:u., Lot it o m o ¥

joined- in the dlacuesion in the senate imnedwded James Buchanan,
/m- (L‘, L(.(f."_‘—i‘ //LM£

Thomas H. Benton, John C. Calhoun, Levi Woodbury and Robert J.

Walker, poddtéeel men whose right to speak for their psrty s

(‘ﬂu&.‘-—

was not then doubted and ecould not now be called in question.
even by the friends of the modified Tyler plan which we are now
considering. It was apparent upon presentation of President
Tyler's plan that it had no friends or even apologists in either
house, in the form in which it was presented. The principal

discuseion occurred before the neference of the bill to committees

./.
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In the ecnate,,sannen and Eenton took-the leading pamt—im oppo-

QM /LLQf ;D gie 74-..;/-&-{ A W
A/l‘"gl:(-{__("//‘
gition to the measure. Senator Buchanan in his speech of Dec.29,

J

1841 ee2id thet he had viewed the plan suggested by the committee
;\
A

in every aspect and he could see nothing in it but a2 great Govern-
ment tank. He went on to sey, "Whaet was the next function of this

Ecard-? They were to put in circulation & Government paper currem
¢y nct exceeding $15,000,000 in notes of a denomination not lower
than ftve nor higher than one thosand dollars &nd they were ex=-
pressly authorized , according to the rules of banking, to issue
three paper dollars for every gold and silver dollar in their
possession. Then it was & bank of issue. Was it slso a bank of

buy a
discount? Could any man doubt it? ### Whether the Board ahould/hy

" bill of exchange or diacount a promiaaory note, it came to the

same thing;, it was neither more nor 1eaa than an accommodaticn

loan. And it was a loean subject to sll-those risks to which\\

banks, brokers, ahd speculators could expose it. No prudent ‘\

man would ever be willing to put his own money into suth hands.
Vr. B. therefore took it for granted that it could not and woulg
not be denied that this Exchequer Board was a bank. # # (ﬁﬁ\
How could it possibly be supposed that any honorable Senatq?l
belonging to the party with which it was Mr. B.'s happiness to f ;
act could ever adopt a plan of this description. # # _é
What would the President become, according to this plan?
He was already the great fountain of political patronage; and

he was to become the head of an immense moneyed institution.
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