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I have gpecalled r attention , in outline,

the methods employed, the practices adopted, in the monetary

legislation and usages of the great countries whose conditiens

C?@‘Lmy cenld
and business methods are analogous to ours, because I believe
/\

that the experience of théee countries, covering centuries of

Nasr i i\ow\}- ttf-i ,“ ~E_ g, Cx\..w-‘.': rorlicod ey /
discussion and experiment , shewld—be—made—useful tmwe in the l“L/
-nw SO PN o & {:r’t- Lot '-f@

construction of any plan for monetary reform. While the essen-

& tial governing principles of all the Furopean systemidfre the
same, there are differences in the details of their applicatioq':

growing out of different conditions in the various countries.

;\.—...'m-

}ﬂﬂtf" £
These differene‘a are found_in the business habits and customs

of their people and their general financial requirements. Dif-

ferences in the relative use of other credit instruments affect:

\uwumﬁJJJT charneliy o

n}he relative importance of note issues. Differences in the form L
A

of government and extent of territory have necessitated differ-
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enceﬂ in the character of o tion. These differences have

been recognized fully and provided for in the monetary legisla=-

s &7t

tion as well as in the banking methods in—use in the different
i oo foon twps s’ L
countries. , witheut impairjag the

vital force of the sound economic doctrine upon which these

various systems asre based or disturbisf the provisions for a

wise and effective administration which are the distinctive :

characteristics of eseeh.

LA
There Lhas-besn a general agreement among students of
e
monetary problems that it would not be possible y adopt any of

e ot

the Furopean banking systems without modifications or revision

to meet our conditions. In addition tof/the differenges in econs

omic conditions to which 1 have referyed as exisfing in European

dices. The questions we are discus 1ntv€re of the highest im-
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Very much the larger part of tho/(depoait and discgpunt

/

business pf all these countries is gone by the joint stotk com= / };:
mercial/banks. The relations between ‘he centrs. bank and thegt

commercial banks in the various cou tries is riendly, and while (<%

/lv}}

some of the central banks are ou' orized tc receive individual
deposits and to discount fér 1 ivate part‘~n,Jthe tendency of
modern legislation has been .owards rest: cting the central banks
to powers and functions belonging stric.ly to banks of issue.

Bven jn countries where central banks are authorized to do comm-

w i

ercial business this fact has not interfered,.the rapid growth of
Jhe deposit banks. TFor instance, in France, the deposits in the

commercial banks increased from 790 millions of francs in 1885

%o 4,940 millions in 1911, ,while the deposits of the Bank of

France have remained practically atationlry for many years at
Aﬁ’“‘* 4 "0y

millions. There has been a very marked
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T Tt i K ey I, P 7 .
. AL wl F_LZ,.\ v i Cryee %
g'\b‘{ﬁf}.mw { 1A Euur _.,2/‘.;

tendenicy- in recent years/;owardn the consolidationof banking
. anl

e ka5 77

capital and resources into a few very large commercial banks
N
14“‘,4_¢Jvul~

luce
with numerous branches established in every community of Y .
their respective countries. We have thought it wiser in this
country and more in consonance with the spirit of our institu-
tions to preserve the independence of the thousands of our com-

Vil

mercial banks,believing that a local bang‘would be more in touch
with local interests and would have & more accurate knowledge of
the wants of the people and would be better able to serve them
satisfactorily than an agent sent from New York or Washington

to control a local branchutt &~ Co7a7 7
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TheACen ral Bank is aho-ﬁ-ﬂ important em element in

Adpell o (1 ﬁﬁ/%‘
the international organization of credit as in-thematisnal. In
o i m O et
ano—orKere - P
our times w4th-an international commerce grown to enormous propore

’

tions, with means of instant communication(established to every

Dol e rae
part of the world, and with the-adeptionmof—mew facilities for
A

/
rapid transportation, (when the products and securities of every

tinh it bewonatirart, ¢¢:>.
country seekg a market in every other, Jthere haa -hll-eﬂ
ﬂWa g
a newgl and stronger mutuality of interests, a closer inter- "‘4{’
- A

Lebserc A

relation and interdependence among—all-countries #n banking

ZI"M— 5 ;’d&Cmfpﬂ—,:

and financial sf-#a-i-nx All the great commercial nations ,
among which the United States should have the first place ,

are vitally interested in maintaining financial peace and in

fadting B\ atlmomesFia
securing the stability of institutionn 'Phoer-cun"‘b'a"'b'ést

7 PP ﬁ Dkf
secured bPy—banke—and—bankers co=
e dc aund MM

operative action and support in times of trouble. It is the
N
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‘/m“v_ : —:.‘ ’.’
duty of the Central Banki?ﬂ”fiep in close touch with the finan-

;zaasli
cial needs and conditions of every country and to be ready to act

promptly to afford assistance in emergencies. The active cooper-

13
I}

B A
ation of the three great European banks saved many a danger=-
”’.
ous situation and the lack of a great central organization in the
. 7 p-.
(T;;;:‘y£’¢4r~c¢¥{/cmmu
United States 'in 1907, having the confidence of the great Euro-

pean banks, with the credit and the power to borrow gold, cost

our people a great many millions of dollars.
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} : 1; A \ok .,—" 2 (AR .( “ ": - o "ﬂ- g
} L" l ; Z .) { Lot ¢ G =x{s -4 ; U ﬂ u

POTiLBeewd O the A'nerican peopl su,d.‘ﬁ‘ny have a right to in-

sist that all those who seek to influence t!re-i'r determinatio

l"“; I% 3 ':/? e B ?{" ’” R i‘f L N

should be free from bias or prejudice of any kind.

Every student of Burepemm mohetary systems must be

-é#iiﬁiﬂhﬁ*‘
impressed with the fact that Bost—ef—the—defects—fromwirtch
[J\r\ ;'. ';
é -— /
we guffer~a .

§ £
, ;-: A Md—n- o (@t LM—VM/(—I/’//H_—.
‘:

fﬁwm

pean—experience. § Thau—c-oun-tma, after many and costly experi-

ments, have foun& @retical f.nd practi/é{aolu@f the
! ek
?

};lnw[""‘f m H/P

problems which vex us ﬁmich dqdpproved alike by economists and

Ve ¢ ;.’-'(-:wr)"/ (ﬁn(*‘rwc /A,L .IfﬂgA:‘f;(M hih g,

i
bankers/ Ihe lessons drawn /rom t,'his expeﬁience ah-eu—]:t!—!mve the
.X l} {

/

;
greatest practical value 741‘ us 1§1 deter'nj,‘ning the émracter of a
{
i

T i vy

{
I

f f
/ f

nonebery system to be adopted by &he Unjfted State«ﬁ

1
While it is evident that we cannot adOpt any ropean
system , we certainly cannot ignore the vsluable ledsons to be
Digitized for FRASER
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If four reserve banks should be located in these States they

L ol

would have a capital of about 15 million dollars each. The

7\
3¢

eight located in the remaining States would have a capital of

t / p. s ’ /
7 2 r /{:‘“'"’ (f LAY YSO e oLy B dadi
e - v [ g . ¢ e W
(428 tf\ A, < - -

—

about 5 millions each. The reserve bank in New York would have

£ f
pre

éM A he- Lhre
a gm:k: capital and much greater resources than a&i—-&hﬂs -
L{ - l' g { ' -‘: L
located in the 13 Southern States pulebngethEe:

[ J

G LCOARCwr OArD g-tans )™
It is true that BWMMM will be

withdrawn, by the operations of the bill, from the banks in the
reserve and central reserve cities, bdut-it—ts-safe-ty EEy “thut , Wi~
et least two-thirds of this amount will be deposited in the re=

serve benks in the 13 Eastern and Niddle Western States. If

we assume that these reserve banks are simply adjuncts of the

L‘q{( l-m+-..~ A ' bra : N ) L S D f( :
A & . LA /
othexr-banrks, this process will W taking money’ out of one

pocket and putting it into another. The "amount. - 1o He-Wlmnarawn -
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from the hanks in the-15SPates FeTerred 1o aMrueposttia—tfibest

m111“3§ﬁﬂo&!ﬁfﬁ‘ Tadte Ahe case of the banks in the central re=-

i ._.-.-~

:1..4 21 (Bt e a_1..f|..-....f
serve cities. They now hold cash reserves amounting to 407

million dollars

]
46@1’ the biil

M‘”\“% . A 7’ ’ Al
muliong, wiﬁ-&wt dep-ﬁ.d in the reserve

e s
- - 2 .
O ):"" Vhaw s . A ma | | 7 e  Lalatd

{ Rl a ( ' Vgt AaA "' [+ "‘ A f

banks of . Lhei:.neapoo¢¢xa-diazzicta. Under<exTEtINZ ooMaTttons

188 dnd

!‘.: [ S X 7
¥ 43 > § o -
can_be gﬁgﬂ.inx. W..otkier purpose Unde::ﬁh:m,ccuﬁttnulwu!hihe
M f hA ;f’ b : -, Bt AR 7 g
L 3 cF AL ; % "_’ (s 2__

; - /.- - 4 '
a7 & ftv..;‘._g_ of-, -‘ £ s s, _b-', - { 7)

The House bill reduces the required eaerves of central re-

serve banks from 25% tc 18%. This releapes 112 million dollars
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But would it be safe to vest even this more limited power
in.the agents of the government? On the contrary, may we not

confidently pronounce that it would be abused? # # #

Would not--ought not--then, the jealousy to which we have
adverted refuse to repose so great and dangerous a trust in /
those who would have the strongest inducements to violate it, J/
who could violate it with the most facility and the least danger
of detection, and whose violation would be the most serious andf
perilous to the nation in its dearest interests? i

If a private corporation were thus to abuse its power, there
would soon be means of detection by the sharp-sighted stockholders
though the officers succeeded in deceiving the public, and
hoodwinking the legislature; and, in that case, either the pube
lic of the corporation would lose money to the extent of the
fraud; but no injury could be done to the other rights and
interests of the people. But should the abuse be committed by
the officers of the government, it might be for the purposes of
corruption, and the first use made of the money might be to buy
up those who would be most likely to detect them, and most in-
terested in bringing them to punishment. # # #

The use of money to an individual may be the same as the
gift of money. It always is the same to most men engagedin
business; and some who would never think of defrauding the
public treasury, might have no scruple about lending its maney
or its credit. In more than one of the states, both before

the revolution and since, those who have had the custody
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It must be evident from the de2laratfion of Mr. Bryan of

the transcendant importance of Gogernmenf note issue, and from

the proposals of the two leading membe of the Banking and Cur-

rency Committee of the Senate to issu¢ United States notes in

Place of gold certificates and Unitgdd States bonde, that this

-

democratic Senatore may be pers ed to ﬁbatpone their compre=/

hensive demands, but if the co ntry once adopts the policy of

the unlimited ixmmm use of Unfited States notes, the ends desired
[

by theé”Senators I

will follow as a logical

-~
result.
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panic of 1907. The extent of the losses whien—feilowed tiiat dis-

aster can never be measured, The principal sufferers were the busi-

n
ness men of the country, great and small, and the mass of wage

AN e 4

earneraa}d lo28 of employment and reduced wages, These people were

84 innocent of any responsibility for the cawses—of—tire panic,

/R ol o aeeerd-

‘paf distressl/ £ the sufferirg and destruction caused by this catas-

KL&A“&,[Heﬁ'CJmuujﬁ:ib

trophe, whose blighting effects were £ed¥ around tue world, is

heightened by the conviction, in which all thoughtf .ul observers

Teon”
must share, tlat its fatal results were unnecessary and that with a
better monetary svstem its consequences cculd have been avoided.

A

I am, of course aware, that witry the sanguine nature of the
o
American people, wies® nervous energy is not always confined within

the limits of prudence, we shall nave recurr ing periods of ow r-

speculation and of abnormal inflation of values, and that such

Digitized for FRASER
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cle allt caaer

overspeculation and inflation will ifl i md result inEi‘ailure.
N AT
ha

But I am sure that it is quite possible for us to confine tne effects

of such failures to the transgressors and their immediate supporters,

W‘[‘*’“"&_‘L

and w the great business and industrial interests of the country

Qo LJ-M“?YM du' / AT

; f bhank spre
shiould not—swifer fsem o mesnsesd suspension of banks and a widespread

.&L@:‘mﬂ.’“’é
‘ﬂ.a__ ﬁ@d‘.ﬂ . )
destruction of credit;\ Tawe—tie——canse of the great commercial natioms

of Furope, where human nature has maaj of the seme clhiaracteristics
. . *
v"’ﬁ-l—d wrd he

of—dk Our countrv/ ﬁre nas not been J’.‘or}l::alf a century a wide-

spread financial crisis involving a general suspension of credit
|
afcw ')’hzd‘cia‘,«/{/‘ d.u?
institutions. There hLias bheen at timesoverspeculation dr—ecertain .
-~ [_____ -~ ) - -
o afa IRE 2 /7y AN "SI S ' s o proul el
c > e d's eXprrience — e PENtin gq.
’ A,_,o ﬁo
e _

1890 at the time of the B::rin;:f failure, eor_ i ; 1881

e i W&»

/
the Comptoir &bmptqﬂ b = e - s ed
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i
cooperation of the great fiﬁ;gciallaon—

i 3 O Ao,

of France, and-ix-1860
A

cerns—of—Fnriesd,
The power of the grﬁt banks in Europe to prevent panics and to

ameliorate the conditions of distrust and uncertainty, is in the

a“"f&zf,ummd

strenh.n and in the unquestion confidence of all
A

. Leud Bie

classes in their ability to successfully take care of any situation,

on
however complicated or dangerous it ni;;the
Digitized for FRASER
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desiravilit

The .;ecessit,y forlimproved banking methods, and

~of a cnange in legislative provisions with reference to note issue

‘_....-—--""""—-__..---"-'A Nee R
N\ o

] atten £ the ntyy and Congress in an em=-
was brought to t.e attention of the cou y &

pnatic marner by the disastrous results which followed the financial
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In this country we have had troubles and contentions over the
character and volume of our circulating medium extending substan-
tially over our entire national existence. The adoption of the
gold standard act in 1900 fortunately settled many of the vexed

questions upon which public opinion had Lg#n divided. This act

marké a new era in our financial higebess  hut itﬂlei’t unsettled the
N

question of fwbure note issues. T 0202
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the subject of most of the monetary discussions of &n&t time.

I 4kink I can say without fear of contradiction tuat im—eteer

@l AL foreeid

cowrtries all thoushtful men, economists, hankers, students of the

axecoli.

subject from every standpoint, look upon the proper manner and char=-
acter of note issue as no longer an open question or one of paramount

importance. The conclusion has been rcached with unanimity that

fawt nelc i

the .issues should always be made under governmental control, at

/L
ok & Lliiet-

least A governmental restrictions and limitations, and that this
can only be successfully done through one central and exclusive bank

of issue,
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GMMWWW
The work of study and examination of the exgerience of

other countries is simplified by the fact that there is

% 3b ‘K g 4
tg._“

uniformity of method and principle throughout the civilized

auwd

world, both with reference to note iaaueAcredit organization.

This does not juean, of course, that any existing system could he

ado Lo d 4»‘ e Z-JF‘/WM, (PN § aa«:u-«ﬁz _re
‘ WL*-MV/‘C L R #“1( Mg t}l'/\P _; -'z‘.*W-—'u‘

"dLYNIS'S'N
‘IONVYNId NO F3LLINWOD
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When I say that we are not yet able to adopt a definite plan,
it must not be understood as a commt%- of the Commuission to a
policy of hesitancy or delay. As soon as the preliminary studies
and conf erences to which I have alluded can be had, the Comnission
will at once enter upon the work of preparing a plan and report,
Tt is evident that tke-rerort eewseit Leo-presented at Trle coming
session, but I have every reason to helieve that we may be able to

i ate o frt

repaet at the beginning of the last session of the rresent Congress,

I trust—TI—ea—ot—toe—sagguine in fiwwwu

T et b S . . -
e ate aihrdlih Irallo
Criticism in th-u_ca.se is much easier and simpler than

Yhen our constructive work commences in 'earnest we

construction.

shall encounter objections of all kinds, real and imag *w.rj( At //7
-——
SUSONTEETE (.5)

the present moment the authors of hypothetical objections to imagi-

public attention.W Erea

nary plans are seeking to attract
T realize the necessity of action at the earliest moment con-
sistent with thorough preparation, Ve might he able to o on in
a halting way for another decade with conditions remaining as they
Digitized for FRASER
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are, but a grave responsibility would rest upon both the Co 88 ion

enateadto fy COETIERL £y e

and Congress ii/’r\ delay “‘*m..o.*_a-}d-%_-e/\/;vm'mit‘.,od. i ﬁcr:m ﬂ:r'r?r!ﬁfz"‘&./;
and development of—our—eecundry .L-»-i‘r% é-emeq—*—i»c inlnotv‘ies and its L%
3 A - L4
international trade ;B’ retarded hy L—e—wsemet obhsolete bhanking C’Zq_,_,o
/\ L]
4;5::.1\
methods. It is difficult for us to realize the rapidity of the £ i~

.

progress which has been made in everyr direction by the United States /‘(\Q{

Zﬁl A ol g o
within the last ten years, Talke L’.ir-'."ll’.i:'.{, s an illustration. In
1900 we had 11,000 bhanks, in 1909, 25,000; in 1900 the depesite

wwqfﬁ ‘Mmfwﬂfﬁv ] e

ig—a3T—t¥ke bmaks werc ) , amd in 1909, 22,491 banks
/ 0~ €, o0 .

reporting to the Cormmission out of 25,000 shew d

ogu a ﬁf:d’ (7 it d M’f
In Teceedederyr —br - ey a the United States will have re-

sources greater than all the rest of thie world combined. Im—a—Ffevw

%Ayﬂw Sr—2¢ @
- ; anks . Unless ks

have at—3east~ 50,00

¥
samusiy by some act of folly we do sometlhiing to halt this onward

movement, something to impagr tle development of our wonderful ne=-

Lueed resources ﬂm,ﬂ/r!/,zz /¢ A_are. e Pcal Vi

oo folin. coflEr pomadkn—a—

%4@ i R Sy e 2
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The depositors in ewr—arieuns banking institutions number more
tnan one-third of tke entire population of—<tme—eountry, and is

greater than the total numberof people, men, women and children,

E‘ ;hz%sco—.‘%

engaged in gainful occupations, Our entire weople are vitally in-

terested in the soundness and adequacy of our curremcy and in the

unquestioned solvency and continued credit of cur 1;5,“}(3_
A % : K /3
arree “r1af guestions—e

W A; my’mf e e 74#«,

wr disposed of lightl - A 4 L3 and
4

consideration of the effect which possible cnanges would have upon

IS

Jle—peepre—f—arITITBBEY g of every section.
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Our investigation, contemplating as it does an ultimate ,—raé¥-
R o
,nal.and‘§:;entific treatment of the whole subject, is naturally di-
visible into two important branches, first, with reference to note
issues, second, with reference to the organization of credit or the
requirements of our banking system. At thae beginning of our inquiry
I had the opinion, which I think is quite common, that the ques tion

of note issue was the more important of the two, but further exami-

nation has led me to change my mind in this respect, and I now feeld

QE::EEZ:z:ﬁ; an efficient organization of the credit and banking

AP

svstem of the country &8 much more important. It is true that in

- -
o b Ko Comnhiies
the paat)\say—SQr the hast nalf of the 18th centure anl the first
A

half of the 19th, the question of note issues, that is to say, who
should have the right to issue bank notes, upon what conditions they

should bhe issued and the kind of security to be required, furnished
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~& student of history who considers the composition of this
Board, consisting of three members of the President's family, who,
with one other of his appointees, constitute a majority of the
Board, with power to issue obligations of the United States . wibire
Oibbmadedrind A, ang to loan them to banks whose officers and directors

would be }uaceitible to the Board's influence, and with every part

C o

banking
of the vast machinery of the country within their reach, wewld-be
?.{-L-’v“."‘ | &,t,r

amazed that a proposition of this kind should have originated with

the representatives of a party which has been, from its earliest
days, opposed to a centralized government, and whose declarations

< »n/\uk,ant. {‘.,.L
of principles have abounded in denunciation of monopoly and pri-

vilege &
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banking business of the country, which today is contéolléh by
28,000 independent State and national banks, with banking re-
sources in excess of 25 thousand millions of dollars. The
mere statement of the magnitude of the interests involved will

/
furnish some indications of the perils which may arise from this

extraordinary concentration of power in a central political

board.
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thetical conditions. For purposep of comparison I propose to

teke & bank in the country sand one {in a central reserve city.

A bank in the country with $15Q,00C capital and 2 millions

net deposits is now required to keeﬂ $120,000 in cash in its own

vaults. The remaining 9%, or $1804000, would be kept in a re-

gerve or central reserve city, on which the bank would receive

2%, or $3,600 a year. A balance 1pproximuting $180,000 would

neceassarily be kept by the countryjbank for exchange purposes,

and the character of reserve agen is such that the balances
are always available except in tiges of commercial crises. The

country banker can borrow money f+r his neede at any time from

his corresponding bank. /
In contrast to these conditions, under the bill this bank

would have to purchase stock in the reserve bank to the extent of
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10% of its capital, ofW/§15,000. It would have to deposit in
\

the reserve bank 7% of its liabilities, or?$140,000, or a total
f

deposit and investment of $155,000, or $5,900 more than the capi-
tal of the bank. The only income which tﬁe bank would receive
from this $155,000 would be the 5% on its $15,000 investment in

the stock of the reserve bank. No incomé would be received from
the $140,000, and the amount of this balénce cannot be reduced

4
|

except in violation of law. The reaerv# bank can, it is true,
}

Wy SV, S 1."""

use two=thirds of #&!;II;::##@ to redis?ount the paper of the de-

positing bank. This rediscounting pr;cosa. if carried to its

fullest extent, would reduce, in the se I have suggested, the

!'-'ﬁ"“"""-

4
1
actual reserve of the bank from $180,d00 to $60,000, or 6% of

its liabilities instead of 9%. Ann*Jaewi—hevewahawﬁrJ@h1a 6%

cannot be drawn out, and the reserve VYank having exhausted its
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x-m;—’?ﬂ'e United States has assumed cestedn oblie
gations with reference to the redemption of exéeééng national
bank notes, and friends of the pending bill have asserted that
the position of ;he United States in regard to its own notes to

be issued by the Federal Reserve Board are analagous to existing

-

4 e

conditions with reference to national bank notes. But the dif-

ferences are fundamental. In one case we hav,r direet obligations

-
1"“
f"’.

of the G nment ewA in the oth ase obligations of national
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discount capacity would find itself ih a position where it could

not possibly afford any assistance té its shareholding banks in

an emergency.

The banks which now act as resedve agents have large re-

sources outside of the deposits by c:rresponding banks, while
the reserve bank, by its capital an deposits, is restricted in
its usefulness and capacity to assigt within very narrow limits.
If, from the necessities of banks communities, or from the
purpose to avoid contractions, the /discount lines of reserve banks
'hey would prove entirely

should be full in ordinary times,

useless for the relief purposes faor which they were created.

Digitiz&_for FRASER
http://fraser.stlouisfed.org/ e
Federal Reserve Bank of St. Louis



WA o& (D@ o vl CT/‘LEJ/ZZ\
1

. 1 0 p IRA par~scs- %
\ \/‘ o C k"(/ /L 25
(\ i : o
(/ \ L'\."‘"K._.u Pl = o 87 _aad /" s o
L] l; .
y i G
a5 f’_} : /é Pty

4 (o
344/(& z. /“_,» |

| 61}/’ SAL e, ‘L. 2 7) ():) 1e Al 3

g 4 J WY - - ;
0 ‘.r" J A Y 3 é ?J A (1 » . -‘} .

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



7 et forcrnuy
thorized national banks to issue a limited amount of notes based
: e

upon securities other than Government bonds, and upon a certain

propostion of commercial paper; but the notes to be issued in Ik

this case are purely emergency notes, issued under conditions
_+Which would make their uese under ordinary circumstances unprofite-

able. They are subject to a payment of a progressive tax,

which would enforce their retirement whenever the occasion for

the emergency should pass.

There are no indications or suggestions that the notes ig-

sued under the proposed plan are emergency notes, and there is
no provision in the bill itself for their enforced retirement.
There is nothing to indicate that they are not intended for gen-
eral and continuous circulation. It is true that paragraph D

of section 12 authorized the Board to supervise and regulate the
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