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CLEARING-HOUSE CERTIFICATES AND THE NEED FOR
A CENTRAL BANK

By Wilttiam A. Nash,
. President Corn Exchange National Bank, New York.

It is universally conceded that the present time is highly favor-
able for financial reforms. The great danger is that the remedies
will be so numerous, and the diagnoses so differing that the patient
will linger and suffer. Not only here to-night, but in Washington
to-morrow and for months after, the doctors will assemble and dis-
cuss. | hope, to use an old story, we shall not have to wait for
the autopsy to find out what is the matter.

The brief contribution that 1 shall make on this occasion
towards the solution of the riddle of American finance is based on
my life as a banker in the City of New York, and what | have
learned in my relations with the New York Clearing House.

When | read the numberless projects for our financial well
being that fill the newspapers, our book shelves, and soon, the
Congressional Record, | ask myself on what do these men base
their plans, on observation or actual contact and familiarity with
the subject they talk about, and | must conclude that much of it
is spun out of their inner consciences.

The best known of our Revolutionary orators said, *T have
but one lamp by which my feet are guided, and that lamp is expe-
rience,” and | propose to use experience in the few minutes at my
disposal.

When | was a youth | saw the panic of 1857. The failure
of the Ohio Life and Trust Company created a distrust of banks
generally all over the country. It began as always in New York.
Good and bad banks alike were attacked by uneasy depositors
and they were fought to a standstill and compelled to surrender.
The situation, however, soon righted itself because the depositor
had no safe place to keep his gold and soon returned it to the bank
he had been distrusting. We had not at that time that ingenious
device known as the safe deposit vault by which banks and trust
companies now connive at their own decimation.

The Civil War was marked by no less than four banking and
currency crises, in 1860 and 1861 when the war broke out, and in
I")3 and 1864 when the unwonted demand by the government
and the creation of a new currency, threw the machine out of
gear. To remedy these derangements the most useful and effec-
tive device ever known in our finances was created. | mean the
loan certificate of the New York Clearing House. It was in-
voked four times during the war. In i860 we issued $7,357,000;
in 1861, $22,585,000; in 1863, $11,471,000 and in 1864, $17,725,000
in all about $58,000,000, which was an immense sum for those days,
They played an important part in the war for the Union. While
the banks and the people were subscribing for bonds with an
uncalculating patriotism, the clearing house stepped in with the
loan certificate and steadied the business situation by enlarging
credit and preventing the panics that always follow excesses of
any kind in the commercial world. The effect of the loan certifi-
cate is instantaneous. Credit is expanded upon the soundest basis
known to experienced financiers and the sufficiency of that basis
and the volume of the supply is regulated by bankers and men
of business whose character and antecedents are the strongest
guarantees of the honest and wise administration of the trust.

You are all familiar with the basis of the loan certificate,
yet a short re-statement may nut be amiss. Every bank in the
clearing house has the privilege of coming to the loan committee
with its bonds, loans and commercial paper and obtaining seventy-
five per cent of their value in loan certificates of all denominations
with which they can pay their debts to each other. They naturally
bring their very best assets, so that in our experience in New York
not a single dollar of loss has ever followed our many issues.
Again, quite naturally, the banks are desirous of getting back their
gilt-edged assets, and the process of redemption and retirement
begins almost as soon as that of issue. The practical part of
this expansion is very interesting. The loan committee can issue

many millions in a single morning. There is no necessity of
waiting for a slow Dress to nrint — XT.
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clearing house has the privilege of coming to the loan committee
with its bonds, loans and commercial paper and obtaining seventy-
five per cent of their value in loan certificates of all denominations
with which they can pay their debts to each other. They naturally
bring their very best assets, so that in our experience in New York
not a single dollar of loss has ever followed our many issues.
Again, quite naturally, the banks are desirous of getting back their
gilt-edged assets, and the process of redemption and retirement
begins almost as soon as that of issue. The practical part of
this expansion is very interesting. The loan committee can issue
many millions in a single morning. There is no necessity of
waiting for a slow press to print the circulation. We, in New
York, make them in denominations of $5,000, $10,000, $20,000,
$50,000 and $100,000. We have not yet come to $5 and $10, but
the present crisis has shown the need and desirability of such
small notes.

After the war there ensued a season of speculation and de-
velopment, stimulated and fostered by the currency created for
the needs of the government and the people during the rebellion.
This lasted till 1873, when the inevitable reaction came, resulting
in that famous panic. Here the clearing house hesitated a day
or two before issuing certificates, and a hesitation even of that
time is a very serious matter. When a house is on fire you do
not want to walk your horses before the engine. In 1873 we issued
$22,400,000, and the time between their first issue and their final
retirement was about four months. Then for eleven years there
was no occasion for their use, until the Marine and Metropolitan
Bank panic in 1884, when about $25,000,000 were put out and
again four months was the limit of their existence.

In 1890 we felt the effects of the Baring panic and issued
sixteen millions, and in three months they were all retired. You
remember that in England in the Baring panic the joint-stock
banks, under the guidance of the Bank of England, substantially
adopted our loan-certificate system for their own relief. In 1893
the certificate performed its most useful and brilliant service. We
had a crisis of great and varying elements. The silver question
and the end of a long period of commercial extravagances con-
spired to produce an emergency that none of us will ever forget.
The New York Clearing House acted with superb energy and
promptness. We issued more ,than ever before, $41,500,000 certi-
ficates were signed. Their issue began June 21, 1893, and the
last one was cancelled November 1, 1893—again a period of about
four months. In 1895, when the Venezuelan message was issued,
the clearing house forstalled and prevented a panic by authorizing
the usual issue, but the very promptness of their action prevented
the use of any of them by the banks.
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mi p<omru >X13 mi n<> hi\liisi IX nil. PRESENT
FIN AN« IAl. CRISTS

By A. L. Miiis.
Pro lim | r-t National Ha ik, ¢ ttl-nul. Ore

Hie stor >fthe pani gf 1907 \arics fromth: of foirul
panic-. | . howcv r wt profit by its less >> ainl >volve from its
troubles prupi) 1I' .metal Icgis'..tion that in future will protect our
banks and onnmm :oal it*-+.ns g.ainsi danger and less, the panic
of IMI- will not have been without compensation. \s was the
case in 18%" tlii- countr in 1007 was seemin'. ly most prosperous.
lhere Wa> uch railroad construct! n. involving tlu* sinking of a
great amount capital far Ixv nd vital was im. 1.li.i'ely prodm-
live. . speculatu-n V\as rife. accompanied by much t-veravagance in
both public and j rl\ate iit\ . gl ..ft in m-huti si 'o.-n" - nethod .
were exposed; mono wa* in increasing <" md at si add’, rising
ra.es ; there v><re m: ny strikes and .
mands; rcai estate was active and there was a rcc'less expansion
)f all credit.

These conditions are the familiar forerunners ei cv ¢ _ panic,
hut our people paid no he =l to tin warnings mm.ial !s; -undents

I 1, tnee, s]oke jestingly f “a prosperi ncl on
tilure of tckei
Company in New Y. a plunged tin cot.miy' intc a u--,.-- ..me.

As. m 1857. the failure of the (lino I ite and 'I'm 1 Companv ot
Cincinnati: as. in 1873. the failure of lay <\.ok< & Co :a .in 180,v
the failure ot the Fimu.lelpiu. tand Ib -ding »dr. , t. pam and
the National Cordage Company, so, in i</~. the failure >f the
Knickerbocker Trust Compare 1 , \e ! the .ml f->r some years to
follow of our <+ UtCrv's reckless fina u' opii.U'lis

The bankers of the Pacific X « ? 'e-t were not altogether un-
prepared for financial 'L ol iH Pi E < - la n.id th hand
writing on tin wall and were want... 1 appi -ahi.. » danger. \nd
yet. when the stoic broke, they were n> prepm I. Pr they found
themselves stripped 0! tlieir .siei n haearn s and forced ! >depend
upon the actual coin within their vault . Confidence begat Iw the
knowledge that the X rthwest was out<@l lin.mcia' bondage t-¢
the East, that th. who!,. vorld va calling, h»r us lumber. 1b.t
an immense wheat crop had just been -u., - fully ha-c -ted, .vhich
England was eager to buy at highly ,-enamelalive prices, was de-
stroyed in a second, and fur a momcn th: peoplt of the X rth
west could see' nothing bef -re them but disaster.

Prior to <fetober .8tli the Facil e X ulhuest had \v. tche | with
interest, but with no concern, "lie rn«h man's pari, in Wall
Street,” had noted the struggi. of th. Copper \iug>, the failure
of the Knickerbocker Trust Company and the gre. t run on the
Trust Company of America. The troublesin New York were
interesting, but did nut closely con erathe X rrhwest. Hut on
October 28th all was changed. Telegrams p.-ured into Portland
from bank c 3re-p, .ndents all over the country, < mum hip mi
coin or currency against yoin balance Make your drafts payable
mil' through the clearing house- Myvise you organize f.-r your
own protection." The financial machinery > the | nitcel States
had broken down and in a Hash business was paralyzed.

Tlu Portland hanker.- then carried in their vaults but the usual
amount of ¢ in timr-- p for the ordinary transaction of business.
W hen tins -bo, can;'-, 1> . I, they had bare!v begun i . shift
th'-ir balance \\. stwapl, uhvay-s nt >- iv at erop-m< ving time
I*ace to ijce wi'h die prob'c - 0L in mg thirtv millions of bushels
<f wheat, threatened |\ frighten,.! and by-ten aal depositors, with
no funds other than those then in their vaults, tlu\ s ulJit .-id from

b niffjge J I'If 1'i- "II'rim u on as; ' th

1 tc vH

tiiuud. with tip e" upti. n 1 -hree oa ft ,1 ( I r »yli nulil
December P-'b  1)n th< la mi date Portland returned t..,normal
conditions, the first of all the larger cities to mi nt' all restrictions
on payments. The return was >o0e >iuphshed without tr<uhh *>r
excitement: tlu people had had tint to < 3% down ml the good
sense and loyalty of onr citizens did tin rest, lint though there
was a legal Iv liday from (). tuber joth n December pith, the batiks
of the -tit* kept ..pen ihe hohda uav- j.r* t<*ti* i» to tile hank-

f
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situniion and cu ' Vfober 2<ath rt«**nn i ;i U-gai hoibl.i that con
tinned. with tb* exception <i three «n;> fr-m <k:toB<r until
December ibdi. <)n tin Inner date Portland relumed to norma!
conditions, the first < all the lav. -r eiti< » t@ remove all restrictions
on pavmcnts. The return was ace-.mplishtd xvi’hout trouble-"or
excitement; du people had had tint to cool down and the >
sense and 1 :11lx of onr citizens did th< rest. Hut though there
vas a legal h lidax from ()< toher 2<ith December i<th, the hanks
o»f the state kept ‘pen. The holiday ::invprotection to the hanks
against hy-c.-ricl dcni-itors, [rmrrnt* ! attachments being levied
on the state hanl.s and made possible the restriction d payments

Ilie morn nt a holiday v.'s eeured the Portland hanks, on
October Joih, authorized the issuance o' clearing' house eerlifi
cates tor use between tli< banks in --ettiing balances. <>ne million
dollars in certificates were i-mrd, but In Pee*mher iMh dx Inm
dred and thirty thousand dollars had be n retired. The most
difficult problem to face was to finance and move tin wheat crop.
I here was not enough eoin in die banks and some sort of a eirculat
ing medium to serve as an emergency <ern-nex had to be devise ;
and one that the people would take.

Printing-presses ware sol to work maruifa'luring what was
known popularly a- "Wdieat Money.” The banks agreed to take
it on deposit or for payment* of debts. This w. * mcos arx to give
tlu- scrip negotiability. This emergency currency was in denot.u
nations of 3' no, $2.00, 35.00, S;0.<«, and 3.1000, and in all nvri
a million dollars were placed in circulation. Il llie main it was
secured by wheat in warehr<u- os, covered b\ insurance, and for
every dollar of money so issued there was in the warehouses $1.50
of wheat Some small amount was issued also against approved
bonds in the same ratio The currency was readily taken in ill
the stores and by the railroads, and yet ii was lik'd by no one.
Letter secured even than national hank notes. sin<! Is bind national
bank notes ultimately is »mI\ the las raising power -1 the I’ uili 4
States, nevertheless Portland's .heal mono , kicking the powet
of legal lender drifted quickly ba<k into the bank . Such in brief
is the story of the panic from the view point of the Pacific North
west.  What of its lessons?

To him who was in the control and management of a national
bank in Oregon in the fall of 100" tw< dangerous faulty in om
exivling financial laxvs were strikingly apparent, to wit. the .utter
weaknes of tin lielitious system of hank reserves, and the total

inadequacy of our present linatie .il system to with land the on
slaugln of unreasoning panic.

Fictitious hcsci >cs

In 111 address delivered before the Washington Slate i’alllerv
Association held at W hatcom, July _rp i<jo.p the writer, in -pea! ing
of bank reserve-, said as follow-,

‘Thuler the pre-enl National i'ank Ail, in oilier than n erxa-
i itre- a hank is permitted to loan all hitt 1~ per cent of it liabilities;
of this 15 pci cent three fifth - may he deposited in a rcscrvi city ;
and the bank, of a reserve city are permitted to depool one half
of their 25 per ecut n erve in Neyv \hark <'liicago or St. Louis,
wluie the national banks are required to keep but pei cent in
o>iii. Mas ii ever occurred to you bow nail an amount of eoin
i thus behind the deposits of tin country flow dependent all
the batiks of the country are Upon IIn resource- of the great hank:,
of New York, (liicago and St lamis’ The restrictions of the
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lishment of a central bank several points must be covered—

1. The government must have a voice, and perhaps a con-
trolling one, in its management.

2. No one section of the country should be permitted to domi-
nate in the directorate, all parts of the country should be repre-
sented.

3* The bank should be a bank of issue and not of deposit. Its
profits should be derived from leading its circulation and its debtors
should be the banks of the country.

4. To it alone should be given the power to issue an emergency
currency, and care should be exercised in the amount of gold
reserve.

The national bank currency and greenbacks should be retired.

If the central bank cannot be established and we have to work
with the tools we have on hand, which is more than likely since
changes come slowly, then to the national banks should be given
additional powers. They should be permitted to take out an
emergency currency to the extent of 50 per cent of their capital
on comparatively easy terms. This currency should be a legal
tender and in all forms like the present notes. It could be pro-
tected by a small tax on all the national banks as well as bv deposit
of securities. Above all and before all it must be taxed on a
rising rate that will make sure its retirement when the emergency
passes. Panics come quickly and do not last long, so that the
emergency currency should be promptly issued and as promptly
retired.

The panic of 1907 has passed into history; whether its lessons
will have taught us aught of good or will bring about reform in our
financial system remains to be seen.
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It has always seemed to me a great mistake for the Uhited States Govern-
ment to exclude from national hanks all business offered by such persons, as the
making of a loan of that kind often means the establishment of a good account
and obtaining the influence of the borrower 'toward securing other good accounts
for the bank, Fresent conditions are a great detriment to the banks of the
national association, because the banks organized under the State law not only
have the privilege of loaning money on real estate, but also have practically
all the privilege”™ that national banks have except the issuing of circulation,
which gives them a tremendous advantage in an agricultural district, or in a sec-
tion where a great deal of the best securities are in the shape of real property.

This, of course, as you know is the condition in a large portion of the United
States.

In Mr opinion, national banks should have the privilege of organizing sav-
ings departments to be maintained in the same banking room, if the bank so de-
sires. The funds and accounts of the savings department to bo kept entirely
separate from those of the commercial department, but | do not think that it would
be necessary to officially apportion part of the capital, surplus and undivided
profits to the savings department, as usually these funds belong to the stock-
holders, except in case of financial trouble and, in such case, would be avail-
able proportionately for the benefit of the depositors under the lav;.

Federal Reserve Bank of St. Louis
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Savings departments of national banks should be required to incorporate into
their by-laws rules and regulations such as obtain in most of the savings banks
in regard to time notices of withdrawal of funds, but the savings departments, of

such banks, should have the option of paying on demand.

national bank savings departments should not be restricted to loans of only
rEi£t3r-(50Kper centy of the cash value, or market value, of the property, as in
many states the limit is ciYty-"SO”Kper cent, and there is no reason why the State
banks”should have that advantage and s4-3ety”60/”per cent/' leaves an ample margin
if the bank officials are honest and, if they are not, no restriction would avail.

national banks should not be permitted to lean on real estate except from funds
of a regularly organized savings department nor be permitted to loan more than siy -
per cent/ of their savings deposits on real estate. Every national bank

P .-0.e Lead 16717 15

savings department should be required to have not less than fifteen ftIT/] per cent/
of its deposits invested in United States, State, pmmty or Jt“micipal bonds, which
would serve as a secondary reserve. The cash resei/ve of national bank savings
departments should be six /fc cent/, at least tha*e™~{S'fper cent to be kert

in its own vault, the balance to be kert with the commercial department of the bank,

drawing interest at not less than per cent.
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Answering your circular to national banks hr.vinp eavincs departmantu d
I hfvc enswerod sane "yes" and 'no" as required, but I would liko to rivo’

yoU our experience in regard to the savings department in our bank, which >
you may use or reject as circumst;nces impel,

In the first place, national banks in commercial cities do not ncou the
savings department’, but those in agricultural communities end savings bank
towns, absolutely need such departments to meet the competition o. other ba :
ana to hold their customers and prestige.

| ,Ti4S»bartk 4s iifia dav tiorflofy
puylc’ "t
i fer- N
After rte Yyfc gathered iu the con
J“ /f ~ej yeaj™, whipfSjis.* \vpulp ythfev
u J ftorefc:  ft pv6r, rjfit _ _
conretitio:/, to fytrj interest] fposits, to retain sane.

As* it Aas anl; rAsonable t& exact some ¢
bat/*pV & d~7osi*Dr”, --—---- Nk A

1& ili/ oisjA elty 'ion h f T

tfcce fir wi™hdr.wals <x 1 in mrMe of stress.

\ Jt hayel always m~ledAthe funds _tog/\ether
A0 tgfd 9cinje w~th: n x'/je int one ccruing

T4y

yvnrof;ghlfig t#c

on our
yite hao never fo~d any/Ui ____our/funds _ ~  Ay/Qn-A )
N\ i N\ ]
pi cy™d jv;i,<aouV npoditfg real efc* f_nyf! bayte Ik pat~of /the
Unjjced tataW call do they€am~” prefr*nt opportunities or invest-
melt, r / o' \Y;

7he unusual facilities offered banks everywhere to buy commercial paper
have grown to such an extent that any small bank could keep all of its funcs

in that lino, if they considered it good judgment, furthermore, correspondents
of country hanks will generally supply them with such loans, during their flus
season if they ask for them; also, the investment in bonds, a th muiucip,-.
railroad,

industrial, and otherwise, keep pretty close pace with the amount of
denosits

in the whole country; then, there is always a certain amount of local
commercial demand ir. ever:: town irrespective of size.

With these opportunities of investing, w thout placing the. dopesitors’

_ real estate mortgage loans* (which ore
mNilc*i must be pepaAA on demand, on T .

mone : ’ _

uEuai/I’Ictt for longer periods, and absomte/\\’:b;lr?lz\s/ ;r(;loclaliﬁncfg;?lr;s!cgt;hfnlgrtcgIéec

ticn), there is no necessity for national 9 gag

loans to their list of investments.

T

-Tirrr in nv Knowledge t’at no nercentage of national bank deposits
should be permitted to be loaned in th”t taking whatever
™ TrETrl Sr. * offer, cod ******* hij,

loclodo. . r,,,| ......
security.
. i ' on the principle ygawtl?6
14liave ho dprbt ti&nt anjl  'onal banks oper te ©° - .
[k tl Iir\1/ sisteﬁ/\ce to as ) c cldenVito make ~  *Ofit “ tha®Susk™OBM
nett to JordQ Ahem. - j- I/ comnalEpjpjrery  SHOM If?e(ila\st {ﬂe'?f;@ggr'
tXLni cines./consequently, yjf &1 N r-1 rrCw”or. onn. h I
9ix~ fcf tawvhg if3”urit™ N i jrr* JuHtl fro . their i -»- - Spo ipnn, hos. usuatly
ToSc.fd thftttr tf whorTbho, busies> |rS 0 b Aurssftto provowt 1 ss, ma- ='s
e o FrASER | vnstnto *red 1pfens_g&l*€ the \ih r-time holdinrr- o€ n H
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Real estate Wans g9*1 be divided iy™o many”classe
of c/ujjteej/v/iould bp on business flocks' that ha,
t/heyr Vntorbst promptly: /the next ml~ht he
oils™Z/nd/these $ro subject to .the own #
njjor~st; Another class is loans on ros~fe~ces™/fwhi~r”~re;b/th gdod/and
ging Vo the finaneipt-abi ty”~a””io/ov;j$&#\Snother jpdass ii ytn sn
property, wiVch are/Very bkd drfy ban’:;; and another clas is on Indus-
lal plants, which are also bad for a bank.

oor
~7ho do

0 ffCM7 1 7
I was in the mortgage loaning business for twenty five years before | cane
this bank, and | know thath the times of prosperity in the real estate busi-
are followed by times of/ex“reme dullness.and during such periods of ox-

dullness, ireal ostato/~raluep usuallyJMfR follow the ajaartlft"WPjiwd on mort-
iIs on the properties. This would

ding such
s. to./nave / department of rdare.
bai/k to/tfe ably to meet demands 10 f cajtfTtj"t ua.ljf' grertor 'in times \
of/ deprossion,/ Furthermore, | /mam\Clut™ ” crtimes of def£rqgssi/on, the
foney on the Anortgage loans fhiot 'be the borrower}dnorfcan the
Uani themselves be sold nor as g< collateral in the event the /tank need-

ed the moneyy /These are not g-nents.  ThesG statements ere fafcts””at
( >n proved by regular recur ce in the real estate business since”/xhe
t~on of the United States, afid the~r are just as -potent for
rs the'™* have been for the j™ast.

havy

the ftcx+srrwxra future

The savings department of a national bank is started for the purpose of
drawing trade into the bank itself, and therefore, should be conducted in the
same counting room as the balance of the bank. If it should be re uired to be
separate the advantages of it would be lost to the bank.

The separation of the wunds and separate investment would only have an advan
tago in event that laws were made preventing the withdrawal of the deposits in tX

times of stress, and permitting the bank to carry a smaller legn rasorvu m

that depart...ent. It appears to me that the factor of safety would reouire the
increasing of legal reserve rather than the diminishing of it. ITaturnlly, on

a rising market, a smaller reserve might be carried than on a falling market.

But no bank cm change its investments sufficiently rapid to meet such changes of

requirement.
nﬂm went thr
07 ainly

term matur-

It would be regrettable if the national government made any changes regard-
ing savings departments in national banks more than a clause specifying that
”mono'- could bo received on contract as to notice of vithcr”vale

frwrnrffHMS/ -SSSECD 3t
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I would aak that this roport ho made a port of the minutes,
and | will go over it, if you desire.

Mr. Weeks. Perhaps | ought not to ask this question,
if it 1s not proper to answer it. | would like to know

iIf the Commission was substantially Tmanimous in its re-

port.
Mr. Cox. | understand it was.
Mr. Hamilton. They were unanimous.
Mr. Cox. | was not present. | was sick at the time;

but the position that the Commission took v/as exactly what
| thought it should take; and | had letter™ from Hr. Hep-
burn, who was the chairman, asking ne to go to Chicago to
appear for him in the matter. | have also heard from
Mr. Talbert, Mr. Forgan and r. Wardrop-—all members of
the Commission.

Hr. McKinney. You have a number of these reportsO

Mr. Cox. | have a few of these copies.

Mr. McKinney, ‘'Stai have enough of them so that you

could give a copy to each member of the committeeO

Hr. Cox. | will see that all the gentlemen get copies
of these. | only had a few, and | brought all | hadf—
a half dozen. | think | gave you a copy.

Mr. McKinney. You gave nme a copy; yes sir.

The Chairman. The stenographer will include”this
report of the Currency Commission of the American Hankerse
Association, made at the meeting held at Chicago Saturday
January 18, 1908,/in the report of the proceedings, in con-
nection with Mr. Cox’s remarks, if there is no objection

on the part of any member of the Committee.
3
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The report above referred to is as follows:

, \iyU Ck- Y/N/AOW* 5C "re

S Xtyj*M 4 -
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Mr. Cox. Mr. Chairman, | would ask that you hear
Mr. Hamilton, who has been one of the pioneers In credit
currency, and who has been before you on other occasions;
and who was formerly the president of The American Hankers'

Association.

STATEMENT OF JOHN 1. HAMILTON, ESQ.,
of Hoopeston, Illinois.

The Acting Chairman. Please state '/here your home
Is, Mr. Hamilton.

Mr. Hamilton. Hoopeston, lllinois.

The Acting Chairman. Ihat position did you hold in
connection with the American Bankers' Association?

Mr. Hamilton. You mean at the present time?

The Acting Chairman. No; what position did you hold?

Mr. Hamilton. | was fin'mexly- president of the Asso-
ciation/ two years ago.

The Acting Chairman. For what years?

Mr. Hamilton. For the years 1905-1906.

The Acting Chairman. Are you now a member of that
Association?

Mr. Hamilton. Yes sir; | an a member of the Associa-
tion, and a member of the Currency Commission, and Executive
Committee.

The Acting Chairman. And as a member of the Currency
Commission that reported favorably upon a bill at a meet-
ing held at Chicago, Illinois, January 18, 1908, you are
now appearing before us?

Mr. Hamilton. Yes sir.
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The Acting Chairman. Proceed in your own way, to.
Hamilton.
Mr. Hamilton. The Commission met in Chicago pursu-

ant to the call of the chairman and took up the two prin-
cipal measures that were before Congress, as we understood
at that time. There were several others, of course, that-
ag”before Congress™/but the two that wexe attracting the
greatest attention were the Aldrich "bill and the hill pro-
posed hy your Chairman, Congressman Fowler. After a dis-
cussion of these measures for the greater part of the

day a committee was appointed which prepared the resolutions

that you have before you.

The Acting Chairman, One question, please. Were
\
there many hankers present at that meeting?
Mr. Hamilton. Ton-of-the committee w»r. - prosent—
at the meeting*11j en of the fifteen members of this commit-

tee were present!

The Acting Chairman. Can you, from memory, » laarm
pan amp da'ta name those men™ or have you any data from
which you can name them, and tell from what sedtions of the
country they came?

to. Hamilton. Yes sir; | think | can name every
one of them. Mr. James B. Forgan, President of the ~irst
National Bank of Chicago, was chairman of the meeting, in
the absence of to. Hepburn, who had gone to Europe; but
Mr. Hepburn gave out a letter outlining his objections to
these measures, #r-i??( was practically the same as the re-

fArfnr C —
port; Joseph T. Albert®,”President of The Commercial Nation-

al Bank of Chicago; Mr. Charles H. Huddick, President of
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?he Third National Bank at St. Louis;AMr, Myron T. Herrick*
Chairman of the Board of Directors of the Society for
gavf‘ngs of Eleveland, and J$x-Governor there; Mr. Wardrop,

t 'Max (pjur*Ah H~turv~rd )
wCF Pittsburg” «E-have foi“oMum wHbr iid— M. Arthur

N ~VvVwO00 [Vpwo K IV "0
ReynoIdJs(5 of Des Mfoines, OCone; Mr. (haring & Waxier9 -of
T n , "I)V\OC-T{) ) o ) a N\
—-0f the Whitney National Bank of Hew Orleans”-

Mr. Hayes. And Mr. Perrin?

Mr. Hamilton. Mr. “errin was not present. He was

A"TehtMrlian to™ncime tho”ev™who

The Acting Chairman.
o n 1y Wanted to show on the record the character
of the nen who were present, and the sections of the country
represented.
Mr. Hamilton. | will say in this connection that
Mr. Perrin and Mr. Wade, who were both members of the
Committee v/ere not present, yet they have since endorsed
the action of the Committee; as have also Mr. Cox, Mr.
McCord, and Mr. Swinney. They are the five who were
not present. There were six who were not present, count-
ing the chairman, Mr. Hepburn. We had in addition, at
tnab meeting, Mr. Lacey, president of “he Bankers National
Bank of Chicago; George M Rejnxolds, president of the
Continental National Bank, and Mr. Roberts, president of
The Commercial National Bank. They were present and took
part in the discussion oﬁ? this measure, and while they are
not recorded in connection with this, yet they were of the
same opinion as the committee.

Mr. Gillespie. How long were you in session?

Mr* Hamilton. We v/ere 1n session all day Saturday,
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from about nine ofclock in the morning until about six
or seven o’'clock at night.

Now, the committee feU that this is the best measure
that has been so far before the American people. This
measure has been pressnted, as you perhaps know, to a great
many state organizations and a great many different organ-
izations, as well as to the membership of the American
hankers* Association. It has the approval of the\hankers*
Association of Illinois, ~f-its Executive Council, and has
the approval of The American hankers *.Association, “hat is
this bill Hotada was brought before the convention held at
Atlantic Cityf----

Hr. Gillespie. Last summer?

Mr. Hamilton. Last sinnraer™~"iM /he secretary sent
out notices to all the members of the association that one
day would be set apart for the disdussion of this measure,
giving all those who had any objections to present”™ an
opportunity to be there and present their objections. The
notice was not only sent to members of the Association, but
to bankers who were not members, so that anyone might have
an opioortunity to be there. It is true that the measure
was gotten up between the meetings of the Association, and
we deemed it advisable as a commission to present it to
that organization and secure ttiTtr approval. There were
but two men who appeared upon the fl&or of the convention
In opposition of the measure. They were given full liber-
ty to talk as long as they chose and as much as they chose
on the subject. After listening to those gentlemen and

the arguments in favor of the measure which were mainly pre

sented by the Chairman, Mr. bowler, but one other member of
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the Commission, Mr. Perrin, taking part in it, they were
adopted. You may have noticed a criticism in the newspapers,
claiming that there were a limited number present at the
meeting. There were about one hundred and fifty bankers
present in the room when the vote was taken, and twelve

of those voted against the adoption of this measure. How
ever, the ncs?tice had been sent out and all bankers had

been given an opportunity to be there and to vote against

it if they were interested in it#

Mr. Gillespie# What is the ,membership of the Asso-
ciation that attended the meeting at Atlantic City? What
was the largest attendance on agf one day?

Mr# Hamilton# The attendance that morning was per-
haps the largest we have had. | should judge there must
have been in the neighborhood of two thousand present at
the morning meeting, and this was taken lip at that meeting#

Mr. Gillespie. And one hundred and fifty were pre-
sent when this matter was acted on?

Mr. Hamilton. Yes; they had drifted out.

Mr# McCreary. But they were on notice that this was
to be taken up?

Mr. Hamilton# That day was set apart for it. It
was the special order, and nothing else was set for that
day. There were some other matters considered---amend-
ments to the constitution, etc.,--but this was the only
thing on the program published by the Association for that
day, for their consideration.

Mr. Gillespie. You have seen the arti the pam

phlet that has been sent around by Mr. FraAme? '
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Mr. Hamilton. Yes sir.

Mr. Gillespie. With his speech, giving a recital
o? the proceedings of the convention’
| Mr. Hamilton. 4—76\-speech published by Mr. Frame and
sent broadcast throughout the country was not delivered
in the convention.

Mr. McCreary. It was canned goods’ It was a speech
that he did not deliver, but had leave to print?

Mr. Hamilton. Yes. He did not deliver that speech.

Mr. James. Do you think if he had delivered it
that it would have affected the proceedings any?

Mr. Hamilton. lI.EI/(\)AﬁeAWhat-yyer. | do not think so.

Mr. Gillespie. Did lie speak?

Mr. Hamilton. He spoke in a general way, and apolo-
gized for taking up the time of the convention, although he
had unlimited time at his disposal. Mr. Frame made
chal3.enges against members of the Commission in his printed
speech, that he did not make in the meeting. The challen-
ges would have been answered had he done so; but for some
unknown reason or other, the speech was i)ermitted to be
printed as though he had delivered it. The fact is that
that speech has never been delivered in full, at any meet-
ing.

Mr. Weeks. Is it printed at the expense of the Asso-
ciation, or at his owmn expense?

Mr. Hamilton. | think it is Largely at his owmn ex-
pense, although it is a part of the proceedings of The Amer-
ican Bankersl Association, in their published report.

Mr. Gillespie. Is he a member of the Association?

Mr. Hamilton. Oh, yes”™ he i1s a member. His bank
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is a member of the Association.

Mr. McCreary. Is he a member of the Commission?

Mr. Hamilton. He is not a member of the Commission.
Now, ¢.ing back to the bill, we hare been very much dis-
appointed as atcomraittee, that the bill -h”~d-not-h intro-
duced earlier in Congress, supposing, of course, that it
would be. This bill has back of it the support of three-
fourths of the national banks outside of the reserve cities,
and it has the endorsement, | think, of the majority of the
banks in the reserve cities,J’\particuIarIy, as to the banks
outside of the reserve cities,ihliiBdatdga for the reason that
I took this matter up individually with those institutions.
The more we consider”™ the measure the better we think it
iIs for the interest of the country. We believe it will
give to the country a safe currency, one that will be auto-
matic, one that will meet with the demands of the times,
and be the means of preventing, to a large extent, a
panics. We realize that no measure will absolutely do
this, no matter how it is framed, no matter who gets it
up.

This bill provides---do you want ne to go into the
general provisions of the bill, all the way through?

The Acting Chairman. Yes.

Mr. Pujo. That is the Mc}gzhney hill?

Mr. Hamilton. Yes.

Mr. Pujo. Yes, | would like to have you do so.

Mr. James. You need not, of course, refer to the
technical details.

Ik# Acting Chairman. State it in your own way.
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Mr. Hamilton. This bill, under section 1, provides
that a national bank, before it can issue such notes
must have been in business a year and wist have a surplus
equal to twenty percent of its capital. It also provides
that At must have out a circulation equivalent to sixty-
two and one-half percent of theTK capital, and after so do-
iIng may issue credit notes equal to forty percent of the
bondjj”secured circulation outstanding. -They* may then issue-+t

Mr. McKinney. Explain why you took that sixty-two
and one-half percent as the basis.

Mr. Hamilton. The sixty-two and one-half percent
basis, as was explained last year in connectioh with this
measure, was arrived at being the available bonds held
by national banks that might be used for bond-secured circu-
lation,” and it w s done not only to protect, the national
banks who are adders of these securities”™ but to protect
the individual holders of the securities. The Govern-
ment having established the precedent, in the original
enactment of tnis bill of furnishing a market for its se-
curities, and the people having faith in this class of se-
curities as to the note issue, we did not think it was
advisable to depart entirely from that precedent. It
also assures a future market for the Government securities.

(At this point an informal disuttision took place as
to where in the bill the provision as to sixty-two and
one percent was to be found.)

Mr. McKinney. | will say that | introduced the
identical text that was sent to me. If that provision is

not clear enough to express the «iiijubmm meaning of the
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Commission, that can very easily be changed. As | under-

o i
stand, the desire of the Commission wsp to preserve the
present character of/f;;cnd"secured notes, and to keep it
up bo that amount, and not to change from a bond secured
circulation entirely,

Mr, Halditon. Yes.

The Acting Chairman. Proceed, Mr, Hamilton,

Mr, Hamilton. The bill provides further that after
these notes may be issued, they may issue an additional
twelve and one-half percent in credit notes bearing a tax
of five percent.

Mr, James. This first issue bears a tax of two and
one-half percent?

Mr. Hamilton. The first issue bears a tax of two
and one-half percent. Section : of the bill provides for
the two <ind one-half percent tax. Your Committee amended
that last year and made it three per cant. We went back
to the original idea and made it two-and one-half, believing
in the theory hew that a low tax was better than a high
tax.

Mr. James. As | understand it, under this bill,
you require thorn bo deposit five percent reserve to redeem
these notes issued originally, in gold.

Mr. Kanilton. Yes sir; in the guaranty fund.

Mr. James. You make the first tax two and one-half
percent, and you ihafe keep that tax in the fund until it
becomes five percent, and then you let the banks withdraw
the five par cent in gold’

Mr. Hamilton. Yes.
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Mr. Jam®Os. But what becomes of the tax which has
accumulated ~ the five percent, which has enabled the
banks to withdraw the original tax, when a bank desires
to liquidate or to quit business?

Mr. Hamilton. That, | presume, would remain in
the hands of the United States Treasury.

Mr* James. But it is in the hands of the Treasury now
as a trust fund. Is there any provision in the bill that
it shall be covered into the treasury?

Mr. Hamilton. No; there is no provision of that kind.

Mr. James. Do you think it ought to go into the

treasury?

Mr. Hamilton. | really think there should be a limit
to the amount of the guaranty fund established in some
manner; but in the measure there is no limit. It is left
an open question. You have your annual tax from year to
year, and that accumulates—-

Mr. James. It accumulates up—to, five percent---

Mr. McKinney. The tax keeps on.

Mr. James. When it gets over the five percent, what
becomes of it?

Mr. Hamilton. There is no provision for that.

Mr# McKinney. It keeps piling up. It does not go
back to the banks, and it is not limited to the five per-
cent.

Mr. Hamilton. We have not undertaken to dispose of
that surplus.

#

Mr. Weeks. As long as you are speaking of the tax
on this currency, | would like to ask two or three questions
Digitized for FRASER
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about it, in a general way.

Mr. Hamilton. Yes sir.

Mr. Weeks. bo you not think we have currency enough
in ordinary times, say forty-five weeks out of the year,
under present conditions?

Mr. Hamilton. Yes, | do.

Mr. Weeks. Well, do yem think under this method of
taxing the currency that it would all of it ever be re-
tired? ould not some of it be in circulation all the
time?

Mr. Hamilton. | think there is bound to be some
of it Circulation, and | think it good policy that it
should ha in circulation.

Mr. Weeks. Then it is adding to the volume of our
present circulation all the time, to a certain extent.

Mr. Hamilton. | do not think that tho amount would
be material.

Mr. Weeks. Why would it not be material®

Mr. Hamilton. It depends on your redemption facil-
ities.

Kr. Weeks. Why would it not be material, if the
banks can make a profit out of it?

Mr. Hamilton. The ability of the banks to make a
profit depends upon the length of time the notes will re-
main in circulation, of course.

Mr. Weeks. Of course.

Mr. Hamilton. And we do not believe that these notes
can remain in circulation for a longer period than thirty

days, under tho most favorable circumstances. Consequently
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the profits' would "be 30 meagre that the notes would natur-
ally "oe retired.

Mr. Weeks. The same notes will not remain longer
than thirty days, hut some other notes/will go right out
to take their place, will not’

Mr. Hamilton. and H' may not; because when
the tide of i,trj.eni» of currency is toward the commercial
centers, it is practically impossible to keep out any con-
siderable quantity of these notes. There are certain
seasons of the year when the money accumulates in the
commercial centers, — the actual bills.

Mr. Weeks. Let us take an instance. You issue
notes and they come into Mr. Cox's bank, “here is a profit
in issuing the notes and Mr. Cox sends yours in for re-
demption, and issues his own, doss he not’

Mr. Hamilton. Certainly.

MrX Weeks. Is not that going to be perpetual, that
method of keeping the' notes out as long an there is any
profit in doing it* . that although a note may be, and
will be on an average, retired in thirty days, does it not
mean that the same volume of notes is going to be out all
the time, provided there is a profit in issuing them?

Mr. Hamilton. Mo, it does not mean that® for the
reason that it would be impossible for Mr. Cox, residing
In a commercial center, to keep out any considerable quan-
tity of those notes. They would he immediately sent back
to thorn for redemption™ and if he should put out fifty thou-
sand dollars in notes, tomorrow, or to-day, in the city of

Washington, he is practically sure to find those in the
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Clearing House tomorrow morning for redemption, the same
as he finds the drafts issued on the institution4 there
for redemption”, or ¢ shier's checks

Mr. James. ~uppOge it was in a country like | repre-
sent, where we have no clearing house; where we have a
national hank in, say, one town, and two in another, and
money is worth six or eight percent. Would it not he
profitable for the hanks to issue this, at two and one-half
percent, if they can lend it, at six percent, and keep it
out? When people in nmy country get money, they do not
rush to put it in hank. They keep it in their pockets,
to a certain extent. fcho&e-banks,where t
would lend the money at six and even at eight pereent-/VV)
in Kentucky, in my district, would not that money stay
out?

Mr. Hamilton. | do not think that money will stay
O ut to any considerable extent in any locality. The whole
principle, | think, that the banking system of the United
States is based on, is the ehefikipig system rather than on
the note issuing system.

Mr. James. That i1s true in the great cities.

Mr. Hamilton. We are encouraging the people from
the country----you and | are both from tho country-—

Hr. James. But that is not true in the country.

Mr. Hamilton. But we are encouraging the people

to build up the deposits. That is what they are aiming

for.
Mr. James. All the time; yes.
Mr. Hamilton. Your bulks, no matter what kind they

may be, national, state, private, or whatnot, are encourag-
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ing the people to deposit their money in the banks and to
use their individual checks in preference to currency.

Mr. James. But, right thereA this panic has done
more to discourage that than anything on earth, and you
will find that it will take years to gegbjﬁ)eople back to
the standard of confidence that they had before the panic,
In depositing their money.

Mr. Hamilton. There is no question cibout that.

You are absolutely right in that proposition, that this
panic has been one of the most disastrous to the banking
interest that ever occurred, and it has shaken the confi-
den ce of the public in those institutions.

Now, if this measure had been enacted a year ago, it
would have prevented the occurrence of this panic to a great
extent. The condition in your section of the country was
the same as the condition with me. | am the only member
of our Commission who does not reside in a clearing hotise
center. The result of this panic; and the trouble it
brought wupon us was that we could not get actual currency
from the commercial centers. In iome localities the de-
mand for currency was hbused by the country bankers.

Mr. Weeks. Do you not think it was generally abused?

Mr. Hamilton. | do not think it was generally abused.

Mr. Weeks. Does not the statement .s the national

-baakwsp prove that?

Mr. Hayes. | think it does.

Mr. James. Was it not abused, not so much by the
country bankers as by the fellow who had the country bankers’
money on deposit?

ManaamH— ithihifaniiiin
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Mr. Hamilton. Thero ara two side. to that question.
We who live In the country are inclined to condemn our city
brother. Of course, the city banker had his difficulties
to contend with, and | think when you sift both sides of the

question down, they/\Both indiscreet in their actions in

alarmed widia the fear that they could not get money from
the institutions,” and in every community where the hanks
had to pay a limited -amount of cash to their customers
those communities have been seriously crippled hy the
B-wfr conditions that have prevailed, and confidence has
been disturbed in those communities. How, going hack
to the idea of the country hank note remaining out longer
than the note of the commercial center. It might perhaps
remain out a little longer, hut if these notes are sent in;c
[as 1s contemplated hy the Commission hut not emboc
the report™ through the Post Office Department/bjp» any
tution,/ for credit without expense to the hank re-
mitting, it will immediately send those notes home for re-
tirement! and * thought myself, pAT*rrmail”®, that it might
he a wise provision to have that expense borne hy the hank
of issue. That would he an extra inducement to the hanks
who are Uot in the national si“stera, sanding in these notes
for redemption.

Mr. James. The reason | asked that question was this.
Take my home founw»  There the hank suspended specie pay-
ment, and only paid ten percent on a ma”s deposit,for
over sixty days. It is a tobacco community. They coramenciecA

buying tobacco, and when they paid their money out to the
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farmers, th<3 farmers would not put that money in hank. They
ware alarmed, and they took the money home with them. Now,
iIf they were satisfied with this currency, would they not
do that same thing?

Mr. Hamilton. If they did take this kind of curren-
cy home it would not hurt, for it would only stay a limited
time beforo it would get back in the natural channels of
business, the 3ame as has occurred under the present co n-
ditions.

Mr. Hayes. In other words, they would spend it.

Mr. Hamilton. Yes.

Mr. James. But you must not presume on the theory
that the farmers have to spend all they get.

Mr.Hamilton. It is not an inflation as long as -@elé*/\
keop»s . hidden.

My. Gillespie. The point is that there is a profit to
the hank as long asq_ ' keepfc it in his pocket.

Mr. Weeks* What | wanted to ask yO u further was
whether in your judgment it is desirable for hanks to make
any considerable profit on the issuing of circulation.

Mr. Hamilton. | do not think it is desirable that
they should make any considerable profit; no sir. -ut |
think there should be some profit in it.

Mr. Weeks. I do not think that any man with any
reason would contend that there should not be a profit in
axV business enterprise; but circulation is foo intimately
associated with everything in our business life that it is

necessary. The bank is supposed to make its profit out

of its commercial business, or the business of loaning
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money, which is its business. Bo you not think that the

profit in issuing circulation should be reduced to the

minimum?
Mr. James. Especially an emergency circulation.
Mr. Weeks. | will confine it to that.

Mr. Hamilton. Yes, | think it should be, and |
think it is reduced to the minimum in this measure.

Mr. Weeks. | think the present circulation is re-
duced to the minimum. | agree with you; but do you think
it is in this bill?

Mr. Hamilton. I think so*, yes sir. Now, take this
bill, the original bill that was presented by your committee
With_Athree percent tax, with money loaning at seven percent.
| have had it figured by the actuary of the Comptroller's
office, and by other men, and it shows a net profit to the
bank, providing that such notes remain out on an average
of thirty days, the same as itehnpsh they do in Canada, of
1#95 percent.

Mr. Weeks# Do you not think that is too much?

Mr# Hamilton# | do not think it is too mugji> be-
cause | do not think that they will be able to maintain
the full amount in circulation for thirty days#

Mt Weeks#  tiimhnmBnttintiDMimem Suppose it remained out
sixty days, instead of thirty days. What would be the
pfofit? Do you know?

Mr# Hamilton# | do not know# Of course, it would
be greater#

Mr# Weeks#  What | wanted (to esjjeciallj”™ get your
dpinion on was whether you think it desirable to have more
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currency than we have now for normal times, and whether
you think it is desirable that banks should make any
considerable profit out of circulation. You know, of
course, that there is a very wide spread prejudice againnt
anybody making any money in this country just now.

Mr. Hamilton. Certainly.

Mr. Weeks. Especially the banks.

Mr. Hamilton. Yes.

Mr. Weeks. And it seems to ne that there is a point

my prejudices are not, against the hanks, as you

KNOW--—-1s m r1a a4 aa dae ric Where we can properly draw
the line in legislation. The business of the bank” is
to loan money, and to make its profits out of loaning
money, and when you make money out of a privilege which
comeslfrom tho Government, and which affects all the peo-
ple whether they are borrowers of money or not, it seems to
me that should be reduced to a minimum; that that is rood
policy and good business from the standpoint of the Govern-
ment? that reason | think, myself, that the tax on

the circulation is too small, and | wanted your definite

iIdeas on that subject, because you have had large exper-

ience*
Mr. Gillespie. The bank stands to furnish accomoda-
tion to its customers. These credit notes do not repre-

sent the capital of the bank. They only put the bank in
the same position to use these notes as otherwise they
could use their deposit privileges. To tax Itodas™note
stands upon no other plane than to tax the right of the

deposit privileges. '‘Hiesa notes can be used and put into
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circulation, but as long as they are in the teller's

drawer, in the hank's possession, they represent nothing
hut a signed piece of paper. They become nothing until
they no out in circulation. The hank stands to furnish

this accomodation to commerce eitw—to -say that-when-dr®

ftivea Itrr—eastoner some abljgafio-ny— fipt,uar e*WhOther_,
$ 111 Ah e ~j~nt to draw a check .w.- no- take one-of these.
notoe-,—i"" i “mm -thlmr in both—engeg«*—add to re-

quire a hank to pay a tax when it putsjlouf one of mh these
credit notes is on no different plane whatever from re-
quiring the hank to pay a fax whenever if opens up a deposit
account v/ith a customer.

Mr. Weeks. | should he perfectly willing to argue that
point with fly friend from Texas at the proper time.

Mr. Gillespie. And every cent of tax that you put
on ta}l\ﬂl%_r hank’tpi‘s going to recover, in self-defence. It is
going to put if on commerce”, no other country that
iIssues this kind of credit ever put a tax upon it, except

in Canada where they put a 3mall tax on to create a guar-

anty fund.
Mr. Weeks. | am getting at it from another viewpoint
entirely. In ray judgment we have ample currency for

ordinary needs, and any further issue of currency means a
tendency to inflation. | do not use that term technically,
either. I want to he sure that we are not going to have
any further issue of currency as a permanent issue. |

want it to ho temporary, and for that reason | want the

tax large enough to immediately and suddenly drive that

currency in. That has nothing to do with the technical
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question which Mr. Gillespie has raised, and in which |
think he is probably right; and if we did not have half

a dozen other kinds of circulation | would agree with him
absolutely. "But having the other circulation we must
figure from that standpoint, and not from the standpoint
that we would figure from if we were starting to entirely
revolutionize our currency system. That is what | am
trying to get at.

Mr. Crawford. You want an ordinary increase, do
you not? Wk started about ten years ago with twenty-two
dollars, and now we have thirty-two dollars.

Mr. Weeks. | understand, but we have circulation
enough, in ny judgaent.

Mr, Crawford. ~ut what about the increase in busi-
ness and population?

Hr. Weeks. The circulation has nothing whatever
to do with the business, in ordinary times.

Mr. Crawford. bo you not think the increase of cir-
culation since 1896 has had something to do with the busi-
ness prosperity of the country?

Mr. Hayes. You gentlemen arc taking up Mr. Hamilton*8
time. | want to hear him, if you will excuse me.

Mr. Powers. | want to ask a few questions in refer-
ence to this. | was one of the republican members who re-
fused to report your bill last year, for the reason that I
believed it w$s very largely an inflation measure, based
substantially upon the views that we;e advanced by the
gentleman from Massachussets, Mr. Weeks. | see no suffi-

cient reason to believe that this would be a flexible
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currency, that it would coins back after it had been put out.
Knowing that the conditions are not the same here as they
are in Candda, that we have more money in the United Htntjea
state hanks than we have in these, | want to ask yoh, if
these hills are equally good with any of them, land they
must he or there is no use in putting them out) what reason
would any state hank, trust company, or savings hank, have
for selecting them out and sending them for redemption in-
stead of continuing to pay them over their counter? if they
have no hills of their owm to get out?

Mr. Hamilton. They would have no particular interest
iIn returning those bills unless there some grearbibenl nr.
provision made for their return, either through the plan
o utlined hy the Comptroller’'s office, or else embodied in
the measure.

Mr. Powers. Would they not continue, as long as they
were good, to use them and pay them out, and would they
attempt to return one of these any quicker than they would
a national hank note, secured hy bond?

Mr. Hamilton. It wa® contemplated, nuw you know,
that that part of the detail shall he covered hy the Comp|-
troller of the Currency in the rules that he makes govern-
ing these redemption centers.

Mr. Powers. | understand-—

Mr, Hamilton. And there is a provision hero that
provides that such expenses may he paid out of this fund,
you know.

Mr. Powers. "But what inducement SA there for a trust
company Vhaying an amount of money consisting partly of

bond secured currency and partly of this currency, to select
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these hills and send them to a reserve center to be re-
deemed, as lon”™ as one is equally as good as the other,
and one goes as current as the other?

Mr. Hamilton. It depends, of course, upon the loca-
tion of the Institution, largely.

Mr. Powerw. But one is just as good as the other.

Mr. Hamilton. If it is in the country, the country
institutionswould send those bills to their correspondnnti
for credit, because they can send them without the expense.

Mr. Powers. Why should a trust company do it, or
why should any bank do it, unless it wants to g t its own
bills out.?

Mr. Hamilton. The reason they should do it is that
it is natural ﬁJr-ngggé in any line of business to avail
themselves of any profit they can make. It Is also to
their interest to keep down the circulation as much as
possible.

Mr. Powers. Perhaps you may not recall it, but I
asked substantially this same question of Secretary Shaw,
as to what he believed with reference to the bills returning
within a reasonable time, and he said he did not think over
ten percent would; and | concurred with him— until it got
worn out. How, let ne ask you one more question. Can
you not in some way recall those bills so that instead of
this being an inflation measure that would increase the Vol-
ure of currency-—I agree with Mr. Weeks that we do not
want it increased in ordinary times---%SiA/t&* i1t can be
Issued as emergency currency, and then returned to the banks?

| like your bill in raatoy respects.
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Mr. Hamilton OF course a measure of that kind
might be amended, fixing the date to which the note
should remain out*, hut | do not think it advisable to

do so.

Mr. Powers. How do you ,0ov0se to have the hank

s At\er f
redeem the noteQ) By depositing notes?
to, Hamilton. In lawful money, or circulation
notes.
Mr. Powers. | suppose you would permit them to he re-

deemed hy depositing lawful money.

Mr. Hamilton. Yes*

Mr. Powers. I care not how large the tax is, it will
not affect the circulation unless you impound the lawful

money and keep it hy itself, not to he paid out until the

hills come in. A tax will not reduce the circulation
under the existing laws, will it?
Mr. Hamilton. What you mean is, if the money is de-

posited with the Treasury Department, and he, again deposits
it with some ot ar institution?

Mr. Powers. Ho matter if the bank has been relieved
of the interest, the excessive currency or inflation is
still out,

Mr. Hamilton. That is a feature that we have not
atte/sted to regulate, because it applies to tha management
of the Treasury Department. We did not think it advisable
to embody any feature of that kind in this measure.

Mr. Powers. How, ycm said that if this had heen

adopted last year it would have prevented the present panic.

| rather think it would, hut having once issued several
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hundred millions more this year, how would it have heen
next year? Would we not have had it worse than this year,
if it should prove to he an inflation rather than an elas-

tic currency?

Mr. Hamilton. I do not think it can he an inflation.

Mr. Powers. I cannot see how it is possibly anything
else.

Mr. Hamilton. Because the hanking experience of

the Commission sno:n that the money accumulates there
durigg certain p -riods of the year. The national hank
notes to-day accumulate there and they do not know what to
do with them.

Mr. Powers. | understand that.

Mr. Hamilton. These notes are hound to go in just the
same as tlio oth«-ga” the national hank notes™ go in.

Mr. Powers. | admit that a certain percentage will
get in, hut £h*”will not send these in x- . preference to
getting the interest*most institutionswlU not*/vr and
the amount of currency that is sent in will not he very
large as compared with the great volume of currency of the
country. | cannot see any reason why you caf assume that
these notes, if they are equally valid, and if the people
receive them equally readiliy as any other put in circu-
lation under our pecilliar hanking system in this country,
shall come hack, except very slowly. How long does it
take for national hank notes to come hack---two or thre e
years, on an average! does it not?

Mr. Hamilton. Seven hundred and thirty days, | "be-

lieve is claimed to "be the period.
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f—
Mr. Powers. | cannot see how they can come hack

rapidly, or hut very little more rapidly than the present
currency. If that is so, then this becomes, thereby,
not an elastic currency, but an inflation currencyf which
we do not want; «.« that has been nmy objection to your
bill.

The Acting Chairman. Would it not be well for us to
hear Hr. Hamilton through, because our tijjie is running.

I do not think Mr. Weeksl questions have been answered,

have they?

Mr. Weeks. I think he has answered all he cares to.

The Acting Chairman. Co on with the other sections
of the bill, then, Mr. Hamilton.

Mr. amilton. Section three of this measure provides
for the five percent tax which]_ ' ould not be

N I

iIssued until after the other two and one-half perc.nt, notes
had baen in circulation, as is natiiral. The total amount
of the hank note issue, as provided in this measure |,
shall not exceed the capital of t?%e institution. There
has been a great deal of criticism of this particular sec-
tion of the bill, in different sections of the country.
having out

National hanks lantaammiBmiiani their full quota, have object-
ed to thatprovision, claiming that this measure would not
give them any relief, because they cannot issue any addi-
tional circulation. However, | think that that is a very
Important provision in this measure, that th re should be
a limit to the amount of notes that may be isnued. And we

have provided in the last section of the measure so that
national banks having outtaa the full quota of issue may
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reduce it dovm to s -2 1+ Of their capital ithout
refer-nice to th law that row exists| limiting the amount of
redemptions to nine million dollars a month.

Section 5 of tho measure provides for the legal reserve to
he carried as against these notes, requiring tlie seme reserve
that 1, now carried against deposits in the different Kinds
of hanking institutions, as designated under cur national
hanking avit. In other words, providing the same requirements
as to the reserve in the central reserve cities, that tventy-
five per cent, he carries in their vaults} and the same provisinn
as to reserve cities, requiring tliat they rm~st maintain a
reserve dv twenty-five per cent,,, one-half of which nay
he carried ith a central reserve oityj and the s no provision
as to the country banks, which requireAfifteen per cant.
re. 0:?V9, three-fifths of which may he carried with reservo
citi : or central reserve cities.

Hr, "reeks: uo you not think it advisable to increase
tho amount of the reserve which country hanks should carry
in their owmn vaults?

Mr, Haailton: | do not, I think tha rould he a
serious mist ho. | believe tliat tho average country hank
carrie;. aigreatar reserve most of Lhe time than tho law con-
templates they should carry, and if you would increase the
reserve that, they should carry to two-thirds instead ofd’E\VX/cl\)/l-.'*
- i f fistsjytouwfculd be tying up one hundred nd ten millions
of additional money in the hands of the country institutions
that would he absolutely useless in the ordinary times,

Mr, James: jn times of panic h;.vc they not got that

tied up anyhow, in reserve and central reserve cities?
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Me, llaviiiton: They hav' that up In central reserve
ciLie, to certain extent, yes; but after a few days of the
experiénce that ve have jur.t had, trtle greatest difficulty
e all ha’ to contend with was that ,.0 did ?aot have enough
credits In th. reserve cities rather than e.on“hk”aah#

Mr. l'ujo: | would like to ask 7Ir. It'.nilton a question,
fiie author lzeci circulation th x could he taken out by national
banks in tldLs eour.try approximates nine hundred nillion
dollcii' i, ’'oos it not?

Mr. llardllon: Ybo, sir.

Mr. *?ujo: And the actual circulation of bank notes
PproxiruvUu* six hundred million dollars, does it not?

M . Hamilton: Yes.

Mr. Hayes: Moarly seven hundred mi 11l ion.

Mr. ITnilton: The last report r 3 six hundred and one
Million. '

Mx. T'ujo: During the financial aanic of 1907, ith a
duty of ona-half of cue per cent, every six months on circula-
tion, would not three hundred million dollars of additional
circulation to the volune of currency during tho last panic
h ve prevented this financial panic?

Mr# Hamilton. | think so.

Mr. Dyjo: Did not tho clearing house certificates issued
chrring tho last panic amount to only $150,000,000" approxin .to*
iy ?

Mr. Kamilton: | have never seen tho figures on that.
| think Her York

Mr. Pujo: | an referring to the report of tho Comptroller

of the Currency, at page sixty, showing that clearing
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house sertii icatds wore issued, amounting to $1:’4,000,000%*

L o Hamilton: | have nemr seen that report.

7/tc. Pujo: Did thesissuonco of then) olo ring house
cerv.if Lcaios have ? tendency to prevent rune on hanks, nd
to prelect th' financial Interests of the country, generally?

K*' Ilsiiltcn: | think tlvl tsmiiny of 'die clearing house
certifioat 's vas in ocicollont movement to stop the panic,
but X do not helleve the isrinsing of the clearing house
Qert!ficatec9 or *he thought that clearing house certificates
a:% lively to bo issusl, would he the means of preventing a
panic.

Mr. ~ujo: Could not the national hanks in this country,
by taking out the circulation authorizeél by law, have prevented
the occurrence of this panic in 19077

Lv. Kmillton: Certainly, sir; there was plenty of
margin in it, | think.

rv, Pujo: Could they not, after th appearance of the
panic, have prevented it by an application for the issuance
o+ the ourr oncy to which the banks vrro entitled under the
lavr?

Hr. ".arilton: The greatest difficulty was that they could

not get the bonds to put up, to secure the bond secured

circulation.
t

71'. Tujo: ju it not further a faet that, there 3ns, not
outf:ioi.nt profit in the circulation for then, according to
their viewpoint, v/hioli has prevented then in the pa,.it from
taking out the circulation to \<vhich they were entitled under
the law?

Mr. Hamilton: Under your present national bark

&0
system of depositing Gove rment bonds fo«x security for
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circulation, there lo n o INAducement for a nation:

to issue these; notes for the sak*. cf profit; the reason
being that the higher the rats of interest that prevails in
tha oojinmtty, the loss profit there is in national bank
note circulation. In other words, at an eight per cent,
basis they toplt be losing money.
7*Tijc:’ In obtaining the Issuance of a clonrin— houoje
ortlfioaVe to bo used by a baric, is not security rac[Cfined?
"alilton: Yes, sir*
K, puio: "Dhes tlio secretary Treasury require

additional or differ shi security from v/hat the clearing house

of ITri trovl requires V,:uing el"eulation?
If.-1 Haniltcfi; , I mink - why, certainly he does,
«=-\ AN X
* 1 jnsh . T nor X n - ilnrrX -

ITv# ?ujo: 7hon your v.lewf upon a study of this
Au:>'Stlonf w  that tho hanks could not have prevented this
p oilo D**cause they oid not have the bonds to obtain the
additiomS. civenialion to which they ar 1l entitled under the
la -

d«? Hm.ilton: They do not carry them, and do not have
th:ja; yes.

(After = -V discussion, the Comltteo, at IP. o’clock

r.i,, tool, . rccoss until : o’'clock p.ia.)
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After recess.

STAT ~rhrr v .. i*a xi,toy, ¥0P - Continued?
Mr* IPr.ill on: Mr. Chali..- » i think !
when wo took th' rcoosa, rolaivo to tho logal re
carried against the credit notes to he Issued.
Tho Ghoivian: i thirk veu had finishe ' that
F-. Hr Idtone it is conterrolat'» in conn.ct

this thot the same roueeve nay ho v..- in the 1sy

note in cane of onorgency that i now used to il &
deposit, an against the deposits. in oth 7r words9 when
there were heavy rith&rrrraln of you would have a

larger legal reservrnon hand that night ho used to socure

thAoo roles. orl credit notes would ho put out in lieu of tho
wi tlidr '™in 5§ donorj113. /

Section 5 of this hill provides .. the creation of a
guaranty fund frcrdrtex to ho held hy the Treasury.

Mr. Gillespie: you still provide, | see, in the other
section, that they continue to hoop their reserve on deposit
with other hants in reserve and central reserve cities.

Mr. Hw Alton: TD make no change in the resent law
> '

relative to dep03|ts(3(yvhr.tove:

Mr. Gillespie: | helicvo it is your o inion that

no change should he .vic.de?

#

11*. Hmi.lton: T do nfct think i1t advisable to si:Jco a

/

change in th™ .t cam.

Mr, w»-»fcs: if you increase tho recount of tho reserve
vhioh tho comtry harlca should 3w p, do you think you would
ho .lustifiod in reducing th amount of tho res ?rTo which
tho control hordes should he oaipellod to Je p, in the same

proporti on, or in slnilar proportion?
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v. . a-illcapic: 3ay e flat twenty v-T v'nt. all around.
Kr.1Cffltfltcu: Veil, frankly, I T/iU say th>t | hare nevor
driven that subject any thought, an™. I do not know how it *>uld

As to the locking up of the reR<vve money of the
country, that in couethlr.G that woulo h-v- to he demonstrated
h;/ out. I ooull net tell, in an off hand answer.

Tr. 'h An: ™"™hat do you think the effect would he if you
jo pell”4 the country teuttn to keep ton per cent, in their
vaults, if the increase of four per cant., which it would ho,
amounted to one hundred 'millions, anl you stated this morning?

Mr§. Kaailton: One hundred and ten millions*

id . locks: all, something of that sort; and reducing
the amount to he kept hy the central reserve hanks five per

Si* fr* * ArrrrvrnortX

cent. to the same amount of money.
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What do you think the effect v/ould ho on the country, and
on the banking interests? Have you though of that?

Hr. Hamilton: | have not given that r,ubjcct any thought
whatever, because the question has never arisen in my ihind
before; but I think that it is not desirable to change the
reserve of the country bank. | do not think the recent
conditions show that it is necessary that there should be
an increased reserve exaoted of them, held by the insti-
tutions.

Hr. McKinney: Down in my locality the reserves were
away dorm at that critical time.

Mr* G illespie: You mean-in the country banks?

Mr. McKinney: Of the country banks. There was no
way, apparently, in which they could be strengthened. They
could not get currency.

Mr. MoMorran: |Is not that the best reason in the v/orld
why the country banks should require a larger reserve instead
of a smaller reserve?

Mr. McKinney: | always thought that if a country bank
did not have a proper reserve it was through carelessness of
their own. A panic never jumps on you without a minute's
notice.

Mr. Gillespio: Of course they had plenty of signs of
this coming on.

Mr. MoMorran: Our banks never allow themselves to get
below twenty per cent. They give as a reason for that that
they are not as well situated as the city banks, with the
class of paper they are dealing in. They cannot realize on
it and depend on its payment as well as the city banks oan,

and therefore they feel, as a matter of aafety, that they
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should keep an extra fire per cent.

Mr. Hamilton: hVery hank oarriee the reserve in the
oountryl a Rood deal in relation to the convenience to

' centers,

commercial fcdnfaftmnfi, in order to get currency. They are
n< it K-1in um -mu governed more hy that than hy almost anything
else; hut | think there are very fev; hanks with actually
more than the ten per cent of the legal reserve on hand; hut
I do not think it is good policy to amend your law and make
it /m andatory.

MT* G illespie: Do you think that six per cent reserve,

a country bank or any other kind, is sufficient to inspire

confidence to the patrons of the bank? They begin to figure.
This panic was a panic of men who could figure, you know.
The Comptroller of the Currenoy in his statement eallnd
attention to the reserves bein' too small. They begin ?o
figure what this bank had zo meet its demands absolutely,
and there they find a little .'g\ver SiX per cent. It engenders
uneasiness. They begin to want to get their money out,
especially if they see signs of danger. Things begin to get
tight, with interest rates running up, and talk of bad
assets, andall that,(ancT dishonest management”) and they
begin to figure on the condition of the bank, and here
this bank has only six per cent as a reserve. Is not that
too small to inspire confidence?

Mr. Hamilton: That does not enter into the ratal general
mind of the publio.

Mr* G illespie: It enters into the mind of the man who

can oaloulate, and who knows something about banking; and

this was his panio.



nr. Hamilton: This was a banker’s panic.

-m» G illespie: This was a panic of men who could
figure on the situation.

Mr. Hamilton: Rut it did not affect the small
country places until after the commercial centers went on a
clearing-house basis.

Mr. Gillespie: They suspended their payments; or if it
had gone on they would have.

Mr. Hamilton: “hich?

Mr. Gillespie: The small country banks. In all
probability a great many of them would have had a run like
the others”™and there they are caught with a little old
SiX per cent.

Mr. Hamilton: I beg your pardons, A majority of the
country banks in the national system, even at the present
time, did not suspend payment.

Mr. MoHenry: That was true up in my district.

Mr. McKinney: That was true in lay region.

Mr. Hamilton: They did not suspend at all. There is
only here and there a place throughout the States. Take it
in Illinois. A majority of the banks in Illinois, outside
of Chicago, Peoria, Bloomington and Quincy, | think, did
not suspend cash payment

Mr. Gillespei: | know that little townyin my district,
of two or three thousand people, suspended.

The Acting Chairman: Ve did not.

Mr. MoHenry: In the large cities in Pennsylvania
at Pittsburg, and Philadelphia for a short time, and Harris-

burg, we had suspensions} but at Scranton and W ilkesbarre
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none of our "banks were affected, at all.

Mr. MoCreary: They did not. but they wore on the
verge. If it had kept up a week or ten days longer they
would have suspended. | can speak of one large tovn there,

particularly, where the pay of the Reading kept everything
going, but the moment they ran into paying cash, the
banks would have felt it.

Mr, McKinney: MT. G illespie, do you mean the reserve
that the banks have in their own offices?

?fr. Gillespie: Yes; in their own vaults.

Mr. McKinney: | was connected with a bank for a good
many years. As a rule | think we kept in our office only

about six or eight per cent, but we had in the honds of cur

v
correspondent, and immediately available we 'T/aost never
ran below fifty per oent of cash loans. We did not keep

more in our office for the reason that we 44-d not consitter--
it hardly safe. Of course, in small country towns there is
not the police protection that you have in large to- ns. Ve
carried insurance against b7ri’|r;ngarﬂaries apd all that, but
this six or eight per cent we found adequate to meet all the
needs we had

Mr. G illespie: Yes, in normal times, of course; but
the money that you deposit® of itself becomes a reserve
and it supports deposits. The law only requires fifteen
per oent. | believe if we had no law on the subject all
banks would carry a great deal more reserves than now.

MT. Hamilton: There 1b a oertain portion of deposits

deposited in oommeroial centers, called a reserve, that in

reality does not belong to the reserve fund at all. It is



their excess deposits. It is not really put up for the

reason of complying with the law relative to maintaining
the fifteen per cent reserve. It is kept there for the

purpose of getting what interest they can, and all that,

and the convenience of having it; and in the majority of
small places, exchange is more desirable generally than

actual notes of hand.

Now, the next seotion is section 6, relative to the
guaranty fund, which provides thc?.t the tax received from
these credit notes shall be deposited in such a fund, fection
7 provides that before these credit notes can be issued
the bank contemplating their issue must deposit with the
Treasury Department a sum equal to five per cent of the con-
templated issue, creating the guaranty fund at once. And
after the receipts equal the amount of this five per cent,

hank
then the original deposit may he refunded to the ftorii of
issue.

Section 8 provides for the redemption cities.

Mr. MoKinney: But when you r efund the original deposit,

after you have reached 5 per cent through this tax fund,

your find will keep on increasing and accumulating?
TTr. Hamilton: we have made no provision for a limit
Mr. McKinney: But it naturally will keep on increasing

and accumulating.

Mr. Hamilton: The tax continues just the same as the
tax now continues on national hank note issues.

Mr. Gillespie: Is it your purpose that that shall ho

a fund to be covered finally into tho general treasury, or to

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



be held as a special fund to go eventually, if not used,
back to the banks? What is your idea about what ought to
be done with that?

Mr. Hamilton: The thought of the Committee was that
that fund probably would belong to the Federal Government;
but we did not attempt to provide what course should be
pursued with that, for the reason that none of us were
familiar with the needs of the Government, and where you
might wish to apply It} having in mp mind the creation
of a fund sufficiently large to meet all the expenses of
the management of this department, and giving security to
the notes issued.

Mr. McKinney: Nothing has ever been done, has it,
towards -any”-di-ctyi-bu ti oirxm toward any distribution of the
fund that has been created through the loss of national
bank notes, in all the years since the national bank act?

Mr. Gillespie: None that | am aware of.

Mr. MoKinney: This would not go in the same category.
You know there has been a profit always to the government
on aocount of the loss and destruction/and SO on/of national
bank notes.

Mr. Gillespie: Yes.

Mr. McKinney: The assumption being that any of the notes
that were ever issued might come up for redem[?]tlipn at some
time.

Mr. Gillespie: Yes.

Mr. Hamilton: Seotlon 8 of this measure is relative to
the redemption cities. We think that, as it states there,
they should be not more than 24 hours distant from the bank.

In other words, it might necessitate the creation of
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additional redemption cities from the forty-two cities
we now have as reserve cities — reserve city points -—
and we believe that the more convenient these redemption
cities are the quicker the notes will be returned and re-
tired; and the success of the plan rests largely on the con-
venience of these points. The great trouble even under the
present system 1is the length of time, etc., that it takes
to retire the notes. That is, the length of time that the
notes remain outstanding, depending upon getting to Washington
and being cancelled, and the limited amount that may be re-
tired. Of course under this measure the credit notes could
be retired immediately when they came in, and it is expected
that they would be charged to the account of the individual
bank issuing them by their correspondence and would be re-
tired at once.

The Acting Chairman: I would like to ask a question
ri ht there. How are these to be redeemed.

Mr. Hamilton: How are they to be redeemed?

The Aoting Chairman: Yes.

Mr. Hamilton: By the correspondent”™ of the institution
in the commercial center, wherever it may be.

The Acting Chairman: In what kind of money or currenoy?

MT. Hamilton: Oh, in lawful money, or like notes, you

know. They may be redeemed in either.

The Aoting Chairman: Does your bill so state?
Mr. Hamilton: It says in lawful money.
Mr. Gillespie: That does not mean this kind of note.

The Aoting Chairman: That would not be lawful money.
Our
Mr» G illespie: ttfea statute defines what lawful money
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Ho3
b —- legal tender.

Mr. Hamilton: This bill, 1 think, covers that.

Mr* G illespie: This says, "Lawful money"™, just like
the present bank note.

The Acting Chairman: What section is that?

Mr* G illespie: Somewhere here it says that it shall be

redeemed in lawful money.

The Acting Chairman: We have so many different bills,

that | am afraid we mix them tip.
Mr. Hamilton: Of course section 13 speaks of the --—-
Mr. Cox: It is in section 6.

Mr. Hanilton: Read it.

TIT Cox: "That the taxes upon national bank guaranteed
credit notes, provided for in sections dmn two and three
of this act, shall be paid in lawful money to the Treasurer
of the United States.”

The Acting Chairman: But that is as to the payment of
the taxes. Now, you have a redemption city created by the
Comptroller of the Currency, and | come to that redemption
city with some of your notes, issued by your bank in
Illinois, and | ask to have tkose notes redeemed. What will
they pay me in exohnnge for those notes; and does your bill
state what it shall consist of?

Mr. McKinney: Section 8 provides for the redemption.

The Acting Chairman: But it leaves it entirely with
the Coraptrolle

Mr. Hamilton: | guess it is left with the department,
because | see no provision as to that.

Mr. McCreary: ADbsolutely, because it says that he

shall require such bank to make arrangements satisfactory to



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

him.

The Acting Chairman: Do you not think that leaves it
open? Suppose he insisted that you redeem it in gold coin?

Mr. Hamilton: Section 12 — | do not kno-' whether that
could he construed to apply or not: "That any national
hanking association desiring to retire its national bank
guaranteed credit notes or to go into liquidation shall pay
into the guaranty fund an amount of lawful money equal to
the amount of its national hank guaranteed credit naa notes
then outstanding."

That is, when it is going out of business.

itr

The Acting Chairman: But if -hg does not want to

retire{, awl you say the linterest of any other hank would

he strong enough to send your notes in and have them re-

deemed so as to leave a place for its notes to he put in

circulation. How then, | am that other hank. | have your
step
notes. I to the redemption agency, and ask to have
notes

your notes redeemed, to get rid of them so that my iihUal can
take their place. What do I receive in return or exchange
ait for your notes, or your hills?

Mr. Hamilton: I guess that is not properly covered in
the measure. | think that is a vital criticism .

The Acting ChAtrman: | think that ought to he covered
in some way. How, in connection with that, we have heard
a good deal in this Committee -— the older members — of
the danger of throwing too much upon the gold reserve, or
upon gold as a basis of redemption or exchange. It is
claimed that by reason of our keeping our money on a parity,

BBtattanMn the silver can he exchanged for gold, that the
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Treasury notes can be exchanged for ftOldf that the greenbacks

can be exchanged for that national bank notes ar now
issued and in circulation A ~ can be exchanged for
fold. If there has been a danger up to this tine, and you
throw an extra burden of two or three hundred millions

upon that same fund, are you not making that gold basis a
little dangerous for the purpose of keeping all kinds of
money at a parity} and as a matter of fact t* not. your Kkind
of currency as well as the Aldrich currency, -to—tlie—extant
hat you issue thi3 currenoy, do you not to that extent
burden our present gold as an agent for the redemption of
other money?

Mr. Hamilton: | should think it would.

The Aoting Chairman: Is there not a danger growing out
of the whole scheme and plan of this kind of currency,
and if it is not s danger tell why it is not.

Mr. McKinney: Mr. Chairman, it seems to me that the
whole tenor of this bill is against that. It states in what
way the notes issued can be m redeemed. In a former bill

It was stated that they must be redeemed by the deposit of

gold.
Aoting
The~Chairman: That is the new Howler bill, so-called.
Mr. McKinney: Yes. In this bill it mm&ua can be re-

deemed by depositing lawful money.

The Acting Chairman: Ho, it leaves it in the discretion
of the Beoretary of the Treasury.

Mr, McKinney: It does afterward, back here.

The Aoting Chairman: That is when you retire it} but

this—qg the current, redemption of the notes.
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Hr. J~cKinney: It scorns to no there should be a
different statement h”re, though, that it should be in lawful
money, to make it harmonious with the other provisions of the
bill.

Nit-neee: | think it would be better to amend it to
that extent.

The Acting Chairman: -hat have you to say to that-
objection fthate-I mgeke? We will have to meet that in the
House, no matter what the proposition is, | am fraiik to say.

Mr. Hamilton: | think it would throw an additional
burden on the gold reserve of the country. However, you
must take into consideration the fact that these notes will
generally be issued vhen there is a withdrawal of the deposits

and the same legal reserve would apply, one for the other.

with the reserve city then it is up to that reserve agent

to redeem those notes in whatever kind of money may be de-
manded. The idea that prevails that this note issue would
enable banks to loan money, | think is an erroneous one,

to a certain extent. For illustration, if a man came into a
bank and wanted to borrow £1/000 and demanded the currency for
it, before the bank could make that loan it is necessary for

A

to hare equivalent to really twenty-five per cent of the
amou(r:t, even in a country bank, in legal reserve money. In
other words, the money that is required for redemption, for
the guaranty fund and the fifteen per cent reserve, is equiva*
lent to twenty-five per cent of the capital, and it would
necessitate then? to have 0200 in legal reserve money before

oould make a loan of $1,000 in credit notes. So that |

do not believe this measure vdIll tend to encourage banks to
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loan their money for the sake of getting out the circulation”

I think the hanks will issue it when there is a heavy
wilthdrawal, and actual hills are required, and they can use
the same reserve against the note that they now use against
their deposits, and protect the reserve of the country in that
manner. Of course section 8 leaves good deal
the plan of completing the organization, and how it shall he
controlled, to the Comptroller of the Currency*, you will
notice, -ShftV "he shall require such hank to make arrange-
ments satisfactory to him for the current daily redemption
of such notes in every redemption city so designated,"

The Acting Chairman: V/ell, in a government of parties,
where one stays a while and then another comes in, and the
currency question is involved in our politics so closely,
would it not he better to leave it under the control of
Congress to state just what shoiild he the kind of money to
redeem it in, rather than to leave it to one man, who may
have one opinion now, and feissvsuccessor may have another
opinion — which *»*m we find is often the case?

Mr. Hamilton: Of course the more clearly you define
anything of that kind the hotter the hill is.

The Acting Chairman: | just suggest that.

Mp. McKinney: Suppose you add at the close of section
8, where it goes on to state that the Comptroller shall re-
guire such hank to make arrangements satisfactory to him
for the current daily redemption of such notes in every re-
demption city so designated, "in lawful money of the United
States™?

The Acting Chairman: Well, that would put it where you

would know what it was.
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Mr. MoCreary: How would that affect those emergency

notes, Mr. Hamilton? They could he paid in kind, could
they not?

Mr. Hamilton: | think they should he paid in kind,.

Mr. McCreary: Are they not to he v/hat we

consider lawful money?

Mr. Hamilton: Yes.

Mr. McKinned: These notes are lawful money when you
want to pay off some other hank.

Mr. Hamilton: You see that the hank note in section
9 of the hill is given the sane powers identically as the
present national hank note.

Mr* G illespie: The hank note is not lawful money.

Hr. McCreary: There is where you get the confusion.
We should put in there "or notes in kind."

Itr  Hamilton: It might he better to add that.

Mr. MoCreary: And then you have it "lawful money or
notes in kind"9 and if they have an exchange inASfavor of th~WU"
they would send hack the notes in payment,

Mr. McKinney: Lawful money of the United States, or
notes in Kkind?

Mr. McCreary: Lawful money, or notes in kind. It does
not mooli the words of the United States.

Mr. Gillespie: Here is a definition of what lawful
money is. The term "lawful money™ is understood to apply to
every form of money endowed hy law with legal tender
gualities. This is not lawful money. It could not he re-
deemed in itself.

Mr. MoCreary: But if you get "notes in kind™ in there,



would that not ho true?

Hr. Hamilton: You do not want this kind of a condition*
that if | receive notes of your bank you could pay me in
notes of some other roan’s bank.

Mr. McCreary: Ho; but if you send these emergency
notes for payment, | can pay you in our notes ok*get rid of
them in that way.

Mr. Hamilton: 1 do not think that would be safe.

Mr. McKinney: In case you are going to redeem your
notes, and liguidate or go out of business, this requires
a deposit of lawful money of the United States. Why would
not another provision that these be redeemed in lawful money
be in line with that final provision?

Mr* Weems: -1t, wAuld not be retired at all, if you
redeemed them in national bank notes

Mr. McKinney: |If they were redeemed in lawful money
it would be all right.

I'r* Gillespie: It seems to me it would strengthen your
bill to put it "redeemable in gold."

i/ Hamilton: The Committee, you understand, are not

* i
entirely hide-bound to this measure. Any amendment that will
strengthen it we would be glad to have.

Mr. Gillespie: The people do not call for the gold,
but if they know it is there it strengthens the bill in the
popular estimation.

Mr. McKinney: But what is the practical difference?
With lawful money, if you define it as being only Treasury
notes —

Mr. Gillespie: Then the Government will have to furnish

the gold to retire the lawful money; but in this case the bank
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Will have to furnish the gold.

jar. McKinney: The lawful money is good for gold, if
you want to get it.

JEr. Gillespie: But the Government has to furnish it.
This would require the banks themselves to furnish the gold
with which to redeem this currency.

The Acting Chairman: Lot no read you what r. Bowler
says in his new bill, in connection with this. Ke describee
the note in these words: "National bank guaranteed credit
note. W iill be redeemed upon demand over its own counter
by the ----—----- national Bank in gold coin or its equivalent.
The payment of this note is guaranteed by the fund deposited
with the treasurer of the United States." It is the only
one”™ as | now recall®Jof the bills under discussion) which
really rodeeraps the notes. In the others, there i3 a burden
back upon the Government tc furnish the gold to redeem the
notes, and if the Government has not the gold it then has to
exercise its power under the law to cell bonds to get the
gold with which to redeem these notes. The question is,
Is that a wise measure, with that in the bill, “ould it
not be better to throw the burden of redeeming this currency
upon the bank itself, because it issues it only v'h<jn there
Is a neoessity for it, and if the necessity arises for the
issuing of it the bank should provide itself with means to
redeem the money in the. case of stress or emergency, rather
than to throw the extra burden upon the Government in time
of stress or emergency to-Sme**4j. extra gold v/ith which to
meet these.

Mr* Hamilton: The bill of last year, you know, did
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require the redemption of the notes under section 12, in
gold.

The Acting Chairman: | was just looking that up.

Mr. Hamilton: I have it here: "That any national
banking association desiring to retire its national bank
guaranteed credit notes or go into liquidation shall pay
into the guaranty fund an amount of gold coin equal to the
amount of its national bank guaranteed credit notes then out-
standing. "

How, sections ten and eleven apply to any case of a

In the
failed bank. 22fcra McKinney b ill, the one you have before
you, we make these notes a first lien on the assets of
"that
the banking institution. Last year the bill provided,fttafe
the holder of any national bank guaranteed credit note shall
be a general creditor of the national Banking Association
issuing it." That is section ten. This year it reads,
"That the holder of any national bank guaranteed credit note
shall have a prior lien on the assets of the national
Banking Association Issuing it and on the statutory liability
of shareholders.”

The Aoting Chairman: Vrhy did you make that change?

11*, Hamilton: Y/e made the change on account of the
criticism th't arose in the minds of the people as to the
security of these notes. I am frank to confess that the
criticism was about equal between the national bankers them-
selves and those not in the national banking system. They
seemed to think your section was not broad enough. I myself
was one of those 'Urnf. ivaa orpr)]posed to tiat* making <st€ such
notes a first lien upon the assets of the national bank,
believing that it would discredit the institution issuing it.
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However, there seem3 to be a demand on the part of the publio
<

for greater security, if possible, the note issued. I
believe that this provision is better for the banka of the
country, and involves the same principle, practically, as it
would, to designate certain securities, and deposit those
securities for an emergency circulation. It makes no differ-
ence whether you put up any class of bends or security and
require twenty-five per cent in exedss of the amount of such
Becuritie s "3tt$MaNiczzEdztzBNMwhen it oomen to the adjustment of
the affairb of a failed national bank. If a bank should
fail and be put into the hands of a receiver, the first step
that will naturally be taken is to take from the assets of
the institution and redeom its pledged securities. | can
see no necessity for pledging the special securities for
that purpose, and | believe that this section places the
note holder in just as strong a position, if not a stronger
one, than if would to h've certain securities deposited with
the Treasury Department. J’\r(eogon"the measures | have seen
I do not recall any of them that has a provision that such
securities shall bo the only security for the note issued,
andlike the present bond-secured notes T take it they would
be a first lien on the assets of the institution, if the
government failed to realise enough money from the sa}.e of
those securities to redeem the outstanding notes. Conse-
guently, | think this provision is fully as safe, if not
s k i than anything that has been proposed.

Hr. MoKinney: That is, you are making u comparison- ao.
to the safety of this issue, comparing it with the notes

r

under the Aldrich bill.
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(Lf
71*. Hamilton: | 4471, not make any particular reference to
any measure. I am simply speaking of the segregating of

special securities as security for hank notes.
Mr. McKinney: Tha was contemplated under the Aldrich
hill, as we understand it.

Jftr. Hamilton: Yes, that is what he contemplated
there. I believe that this provision makes it within the
power, without any embarrassment to the institutions, to
issue these notes without being compelled to go in the
market and buy certain desigiated securities, or perhaps
lease them out on a rental basie”™ yau'rgpom And besides,
even in times of &x emergency, you are not depriving your
customers of the help that rightfully belongs to them in order
to go into the market and buy securities to be deposited.

Mnitosnii— itot— Now, section 12 is as to rctinmuvt- the

manner in which these notes may be retired. It says that
it shall be done by the deposit of lawful money.

Seotion 13 is the provision that in case a national
bank has out the full limit of circulation under the present
law, maykretire it down to 02 1/2 per cent of their
oapital, or the amount contemplated in this aot as the

minimum amount of bond-secured circulation, without reference

to the present law of 09*000,000 per month.

Now, in connection with this measure, | wish to give
you some figures as to how this bill would have worked had
it been in operation during the past crisis. It would have

the

given to”oentral reserve cities of New York, Chioago and St.
Louis, based upon the capital shown by the September report

of the Comptroller of the Currency, sixty millions of oredit
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netr issue. It would have given forty millionB of the low
taxed notes, and twenty millions of the five per cent notes.
It would have given to the other reserve cities, not central
reserve cities, .,52,729,000 of low taxed notes, and
026,364,000 of five per cent notes. It would have given to
the 6178 country banks, or the banks required to carry a
fifteen per cent reserve, $131,000,000 low taxed notes, and
$65,000,000 of five per cent notes. It would have given to
all the national barks of the country $224,000,000 of the

low taxed notes, and $112,000,000 of five per cent notes.
It would have given +o0 the country banks 196,576,000 of
both kindsgm of credit notes, to have met the conditions
that arose; or it would have given to all the national
banks $336,169,000.

| also have the figures here showing what it would give
to each State.. Of course you do not care to have that read,
— and to each reserve city.

Mr. Hayes: | would like to have the figures, myself.

Hr. Hamilton: Do you mean in any particular state?

hr. Hayes: California.

Mr. Hamilton: California, it would give $11,173,843;

Hr* Hayes: And Hew York City?

Mr. Hamilton: New York City, it would have given attttp
$42,967,000. It would have given Chicago $10,368,000. Now,
a6 to the cloaring house certificates, there 1b a good
ilflustration of the credit ourrenoy proposition, in a way.
Chioago authorised, | think jfct=teap an issue of fourteen
m illions. They put out something over eleven million.

This bill would have provided for $10,368,000 that they

might have issued., so it was pretty close to what they did
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do.

Mir. McCreary: Y/hat would Philadelphia have givon,
in Pennsylvania?

Hr. Hamilton: Philadelphia?

r. McCreary: Yea.

Hr. Hamilton: 08,359,000. Pittsburg would have given
$10,912,000.

Hr. ?tcKinney: They issued largely more than that of
clearing house certificates?

Mr. Hamilton: Yes.

Hr. McCrearw: vh'it would the hill have given them?

Hr. Hamilton: This is what hill would have given
them.

Mr. McCreary. Oh, | thought that V7as zhe clearing
house certificates that you referred to.

Mr, MoHenry: 1)o you know how much the clearing house
certificates of Pittsburg and Philadelphia amounted to?

Mr. Hamilton: I have net those figures. j>

Ctate of Pennsylvania could have

Issued $42,162,000 in credit not os. I have the figures here
for all the states, giving the nufcber of hanks, and the amount
that should he issued, and also the reserve cities.

Mr. Hayes: Have you copies of that?

Mr. Hamilton: I oan furnish copies of all these figures.

Mr. Gillespie: That can he printed with your remarks.

Hr. Hamilton: Yes.

Hr. Hayes: Yes; we want those.

(The statement above referred to will he found at the

end of Mr. Hamilton*s remarks.)
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Mr. Hamilton: Nov/, applying those -figures to banks

of different characters. The ofiticism has been frequently
raised as to the advisability of permitting the small insti-
tutions/to issue these notes, in comparison with the city
institutions, the safety of it, etc. Another IPF Ml .11
criticism has been made that people might go into this
system -rAr-*h-r p*irpn™-j o« the note-issuing
privileges. Those criticisms really amount to nothing.

The figures will not bear them out. for instance, take

a bank with a capital of $25,000, which is the minimum

amount. They could issue $9,375. That is the total amount
that an
et L IPIL <Un institution of that, kind can issue under

this measure. A bank with a oaoital of $50,000 can issue

a total of $18,750. A bank With a capital of $100,000 can
issue $37,500. Now, T make tJhI;LsA claim for this bill, that
there is abundant security back of it tc satisfy anyone if
whey win carefully”onpii.er it'. Under our present bank lav/
a national bank with a capital of $100,000 can take out

Jt
$100,000 in note issue, and all that is required of th™m, is

to depositc-five per cent redemption fund with the Treasury
Department, or $100,000 in bonds, and $5,000 in cash.

Mr. Grillespie: And that is a part of their reserve.

Hr. Hamilton: And that is a part of their reserve.
Under the plan we have proposed, before credit notes can be
issued a bank must have a fully paid-up capital, must have
boon in business a year, and must have acquired a surplus
equal to twenty per cent of -the capital. In other words,
we are virtually increasing the oapital cf the institution

tv/enty per cent before can have this note-issuing privi-

lege.
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ve * McKinney: In celeeting that twenty per cent, is
the
that based on n provision that now prevails that no national
bank can pay dividends on its stock until it has accumulated
a reserve of twenty per cent?

Hr. Hamilton: Well, we provided that without reference
to the present law.

Nr. McCreary: That is the requirement, you know.

Nr. Hamilton: r'e made that provision without reference
to that. That was done to prevent anyone from going into
the business for the purpose of note issuing.

Tr» Gillespie: Would that twenty per cent provision
cut out many banks in the south and west?

Hr. Hamilton: | think not. I think it would cut out
very few. I have no means of knowing whatafrohat would be,
without a good deal of work. They must have been in taon
business a year \inder this measure.

The Acting Chairman; | would like to ask one question.
Do you knew how much gold was imported into this country? |
am trying to find it here, but it is all mixed up.

Hr. Hayes: $110,000,000. You mean during the panic?

The Aoting Chairman: Yes.

Mr. Hayes: One hundred and ten million.

the

The Aoting Chairman: Nov;, do you know how much bank
note circulation/ based upon bonds was increased during that
time?

Hr. Hamilton: I have not any means of knowing exactly,
but the bank note issue of September was $551,949,000.

Hr, Crawford: The export of gold was considerable.

Mr. Hamilton: And the note Issue cf=®eeeubu.i 83, as
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shown "by the report of December 23, was $601,805,985,
Hr. Hayes: About six hundred million before -—
Hamilton: It was $551,949,000 in September, and
$601,805,000 in T>eoember.
Hr* ?rcKinnoy: An increase of ~50,000,000.
Mr.Hayes: Ho, over $100,000,000.
Isr, McKinney: No; fifty million.
Hr. Hamilton: The report for September gives it as
$551,949,461. You can take that last report, and figure
it very readily.
Hr. Fayes: ’Fiat was the figure given in the report of
Deoember 23?
Mr. Hamilton: $601J000,000.
Sir. Hayes: Oh, yes, it is $50,000,000.
Hr. Hamilton: It was about $50,000,000 at that time.
| presume it is greater now.
Ththcting Chairman: T.hat | was getting at was to see
e

how much volume had been added to by gold importation, and

by the increase of circulation based upon bends.

Hr. Hayes: There was some gold exportation, though, |
suppose.

Mr. McKinney: Yes; | suppose so.

Mr. Hamilton: These arc the only figures | have on the
subjoct.

The Acting Chairman: Mr. Hill has just suggested to me

that, based upon the bond-secured circulation, and gold inqgqoortf

during the financial trouble, the amount will be a trifle
short of $200,000,000.
Mr. Hill: And the national bank circulation outstanding
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on the first day of January was 8§8690,000,000

Mr. Hamilton: That makes it §140,000,000.

The Acting Chairman: And taking it on the first of
February you will find it more than that, | think.

?2ir. H ill: I think not.

Hr. Hamilton: That is an increase of approximately
8§8140,000,000 in the national bank circulation.

The Acting Chairman: Ho you mean on top of your
one hundred and ten millions of gold?

Hr, Hamilton: Yes*

The Acting Chairman: Ho; if there were 8110,000,000 of

i, ~<

sented there shows it to be about §120,0007000, more He
said 8690,000,000.

The Aoting Chairman: That is based upon the bank
circulation. That is the bank circulation. That is not the
gold importation at all.

Mr. Hill: It had nothing to do with it at all.

Mr. Hamilton: But that is an increase of 8140,000,000.

Mr, Hayes: That is 8140,000,000. That is extraordinary

The Aoting Chairman: Of course you mean, if there had
been §336,000,000 issued in that time?

Mr. Hamilton: Yes; it would have prevented this con-

dition.
The Acting Chairman: And not wait until a time.
Mr. Hamiltont: Y es. The secxirity back of the notes
issued, if our plan was a law, would be as follows. Taking

a bank with a capital of 8100,000 as the basis to figure upon

they would have 862,500 in bond-secured notes, or in govern-
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ment bonds, They would have a five per cent redemption fund
with the Treasury Department, amounting to 135; a five
per cent redemption fund| credit notes, and a five per cent
guarantee fund credit note, each amounting to vl, 375;

N legal reserve fund required to be carried would be 85,625;
you have 37 1/2 per cent of capital of the institution

that is not invented in government bonds, but ita is a
general asset of the banking institution, which strengthens
the asset of your bank to that extent; you have also the
twenty per cent of surplus required, which would increase
the assets 820,000 in that connection, | take it that we
have evorv right to consider this portion of the capital

and thi's surplus as that much additional security in comparing
the present banking law v/ith the one we contemplate. In
other words, that would give us (>132,500 iIn securities

to met $105,000 in obligations.

TTow, as to the security back of the smaller banking
institutions, the country banking institutions, | have made
special inquiry as to the country banks, and | find that the
average responsibility of the stockholders of fejfu banks with
capital of $25,000, is upwards of 8§8550,000, and that they
own, generally speaking, in real estate, on an average of
3300 acres to each institution.

?lr» Weeks: How did you get at that information?

Mr. Hamilton: I sent a special letterlto the banks
individually, and had them fill it out.

Mr. Weeks: In Illinois, do you mean?

Mr. Hamilton: I sent it all over the Unitod States.

Mr. Cox: These tables Hr. Hamilton prepared, himself,
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certainly three months ago.

I5r. Pujo: How did they get that real estate?

Ir. Hamilton: I simply sent a circular letter to these
hanks asking them to furnish me with that information in
a general way.

It. Pujc: The average hank you say owned how much?

hr* Hamilton: 3300 acres.

jar, Pujo: ji™Mehs of the country banks?

Hr. Hamilton: Each of the limirm | country banks

:;,25,000 capital. That is, on an average. Pome would
go ahead of it, but very few under it.

"'r. Pujo: They show, then, evidently had loans, because
they are only permitted to acquire real estate in connection
with a had loan.

I'r. Hamilton: Do not misunderstand me. This is/simply
the real estate owned by the individual stockholders, in
order to get at the responsibility of the institution and the
security to the note-holder, in continued liability.

hr. Pujo: Did they furnish you with the legal exemptions

of each stockholder in those banks, under the homestead laws

of his State, as to whether or not this real estate was part

of his homestead?

hr. Hamilton: Oh, no. It ‘'was simply general informa-

tion that they furnished me in that connection.

hr. Weeks: Did you ask whether that real estate was
encumbered or not?

ITr. Hamilton: | asked them what the individual responsi-

bility of their stockholders was above liability, and that is

ho/ we get the figure of upwards Of 0350,000 tO the insti-

tution.
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Hr. Pujo: Your bill contemplates a guaranteeing of
clopoaits?
Mr. Hamilton: No, it. does not.

Mr. Pujo: Do you believe in guaranteed deposits?

Mr. Hamilton: | do not.

Mr. Hayes: v/ill you toll us why, briefly?

Mr. Hamilton: My cbjeotion to the guaranteeing of
deposits is that | believe the banking system of this
country should encourage the building up of capital and
surplus of your institutions. The guaranteeing of deposits
would incline the management of the institutions to keep
their capital at the minimum required in the different
cities.

Hr. Hayes: .And pay out all their surplus in dividends?

Hr. Hamilton: And pay out their surplus in dividends.

Mr. Pujo: That would be an advantage to the people,
to get their money back to spend.

Mr. Hamilton: Well, they get it in the way of loans.

Mr. Gillespie: Y esterday | heard a gentleman of a
great, deal of prominence make another answer to that argument.
He said that ho did not think that the capitalization of
banks should be reduced, because the hefrg”™ banks had heay/
customers, and under the ten per cant limitation of loans

to one customer, they would have to have a heavy capitaliza-

tion.
Mr* Hamilton: That throws an additional burden on those
vwyvy A * J"I’
larger institutions of responsibility the weaker

%
or irresponsible parties, and it encourages every man in that

particular class of banking to go out and advertise for



accounts, etc.,*- and he—e*w, even though the public may
knov- the institution is -ifJiady, and the management of the
institution is shady, vyet he can t tat-,i on
£**M ay: "Here, our institution 1is just as good as the
hi~gest institution in a commercial center, because the
government in back of all our deposits*"
Hr* Pujo: I would like to go just a step farther for

my ov.n information, and possibly for that of some members
of the Committee, on this question of the Government guaran-
tee* It is being advocated by both republicans and democrats
no’y, and if any such natter night ever come to bo a partisan
matter---

Weeks: You mean by cone republicans and cone demo-
cratB.

e 2ujo: Veil, some of both, but not all. if the
Government were to guarantee the deposits by any scheme that
might be devised and enacted into law, would it not have
a tendency to have all depositors of savings banks *TiHr trust
companies, -in;State banks, transfer their deposits to

the national banks, unless similar protection were afforded

Jfc :
the various State institutions that | have mentioned?
. Hamilton: | do not look upon that with the alarm
that most people do, in that connection. How, T am not a
and
national banker, myself. I am a State banker, a private

banker, and | think thatfri well established State institutions
well-established banks/of any kind hflld Q Jfheru w ill)
It :erhaps some withdrawals”™/bur. -nrcy”~wlll hold the bulk of
their business, and it would lead to this, in my mind: That
the State Institutions, perhaps, might have to offer a little
Digitized for FRASER
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extra inducement, or something of that kind, equivalent to
what would he required of the national institutions, to
establish this guaranty fund; and they would do it, saying
to their customers, "You have known us for years, etc., and
we prefer to give you the benefit of this rather than the
Federal Government.”

Mr. Pulo: Assuming now that such a -plan should he
encted into law, and that the State legislatures would enact
legislation similar to that enacted by the national government
affording every protection as to guaranty, inspection and
other methods of supervision of the affairs of the bank; Do
you not, believe that -uhe average man would prefer to have
the guarantee of the United States Government behind his
deposit/Athan that of a State?

Mr. Hamilton: Well, that would it simply be a guess on

the part of the party answering.

Mi* Pjijo: Xs it not socialism to have the Government
proteot anybody's deposit, either State or national, in
banks?

Mr. Hamilton: I do not think it is good policy.

Mr. Pujo: Is it not socialism, or centralization?

Hr. Pujo: Yes, socialism or paternalism

Mr. McKinney: If you ask that protection for the
depositor, why can you not equally well permit the banks

to go to the Government to guarantee the leans they make?
Mr. Hayes: Or the merchant, to guarantee his accounts,
his bills.

Mr. McKinney: Yes.
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WVeeks: T would like t.o ask one question in connect?
tion with that. Bo you think that the record of bank failures
up to this time would be any guide to further bank failures
in the future, if ouch a policy were .adopted?

Fr. Hamilton: Bo you mean the ‘'guaranteeing of deposits?

Fr Veeks: Y es.

Mr. Hamilton: | do not think you could base it upon that
at all, because | have an idea that this would lead a great
many into offering inducements, etc., end the competition

would lead then into unsafe banking.
I'r. Weeks: You think it would increase the number of
bank failures, do you?
hr. Hamilton: xmn think it would have a t
do that. That would be my opinion.
Jr, .McKinney: h, Inif-|litinrH™ - t mw.nt under
a system where all bank deposits wore guaranteed by the
Government, or guaranteed by the united banks HW

cither system,would it not lead to some method of compe-
tition between the individual banks through which the bank
that offered the greatest inducement would naturally get
greater
the IuiiMrtMBla amount of business?
Fr. Hanilton: I think it would, and | think that is
wherein the danger lies.—*- c/j- ba.nkere
']
would adopt a policy that conservative institution** would
not adopt*
Mr. McKinneys And that would bo the bank tlv*t would
secure the business, because all the banks Alth_ehind it

Mr* Hamilton: All the banks would be behind it, and

they would use that leverage to “et business*
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jar. Hayes: And they would get it, too.

Mr. Monenry: Are you in f vor of postal savings banks?

Mr. Hamilton: I am not in favor of postal savings
banks, no fax as any bill that has been brought to my atten~
tion is concerned.

Kr. Gillespie: With the government paying two per
cent on deposits?

Hr. Hamilton: It is not the question of paying two
per cent on deposits that | object to, but it is the principle

Alu>

Involved in those measures, where it -*nyl| =X that all such
deposits mnja made with postal savings banks are not
subject to any legal process, and are not subject to
taxation. That is a very dangerous feature for the country,
and it would, in the smaller institutions where there is
a tendency in localities to escape taxation, take a large
per cent of business away from those institutions. That is
the principal objection to the measures that have come to
my notioe. Of course the investment of the funds in
Mu. ‘fyrv-tlo of municipalities of 20,000 and upwards,
end things of that kind, are objectionable to the smaller
places; but the areata* danger”™ in the postal savings bank
measures that*id have -guer”™ is along the lines | have stated --
that is, far as the bills that have come to my notice
are concerned.

Mr# Ma Hayes: You are familiar with the general
character of what is called the Aldrich bill, | suppose. TTha
do you think about the bond-secured circulation provided for

by Gliatv r~o ftnvi alnouogcd it— but net- here. -

Mr. Hamilton: The difficulty in answering your question
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.n that connection 1b that | do not know which edition you
refer to. You ;joe they are getting oul a new amendment
every day, almoste The original hill mm | wac ver/ much
opposed to, and | guess you all received a circular letter
from me, if you Woks occasion to look it wu p that —
objection was that it limidsxl to -a comparatively few cities
in proportion to the number in the United States, that-had
bonds that wem acceptable for that purpose; and | believe
that 232, or sonothing of that kind — T know it, was twelve
in the State of Illinois —

MwmTJttptmnffl: The Acting Chairman: Tenator Aldrich has
reported, on January fta 30th, 1908, the bill with nn amend-
ment. Perhaps you have not seen it.

Mr. Hamilton: I have not. seen that bill. X do not want
to criticize that bill, for | do not know anything about it.

Mr. Hayes: Let me ask you this question, in a little

different way, because | would like to get your opinion on it.
Suppose fill those requirements were wiped away; what then
would you eay in regard to it? I mean to say, suppose all
municipalities without reference to their siae, school

districts, and everything, could be accepted for circulation,
provided they had not pafc defaulted in the interest.

Mr* Hamilton: | think there should be some additional
requirement in excess of that. 7or instance, there should
be a limit to the bonded indebtedness in proportion to the
valuation of the ca.irriunitien, etc. There should be something
of that kind.

Mr. dryeo: “~ven with that, "hat would you say about

that sort of currency?
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\ Mr. Hamilton: You moan as to whether It would be
effective or not?

Mr. Hayes: Yes.

Mr. Ksniilton: I do not br ieve that the Aldrich bill*
or a bill along the line that It contemiJlates, would be the
means of preventing panics* I believe it would give us a

good,safeysecure currency that could circulate, but | think
that under any provision that.. I have seen of it yet, it
would be too lengthy and cumbersome to do much good, before
t he put.ient would be in a helpless condition.

jar.Hayes: In ether words, you think the house v/ould
be burned before you could get the fire engine out?

Mr. Hamilton: Yes.

Mr. Glass: Right on that point,do you think the
Aldrich bill, even in a time of emergency,wouldafford
any great amount of relief to the banks of the south and
the west? In other words,aare not most of the banks in the
south and west, and interior banks, up to their limit cn
circulation now? Are not all the small banks tip to their
limit on circulation?

Ilr. Hamilton: I think not, all of then; but of course
the reports of the Comptroller show that up to the beginning
of thin trouble they had about sixty per cent.

Mr. Glass: AIll the banks?

Mr. Hamilton: Yes, outstanding.

Mr» Glass: But | mean the banks of the south and the
west*

Mr. Hamilton: as to the smaller institutions |

could not tell you what thu figure is, because | do not know
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But v/ie have provided in thin measure we are presenting
hore that they can reduce the circulation down to 62 1/2
per cent of their capital, and avail themselves of this
emergency insup, if they wish to do so.

Mr* Weemai Here is something that | would like to
know about the Aldrich bill. Suppose you could operate
under it in five minutes, and you had a currency famine in ~

and you could not borrow securities, and had to
buy them. How would it relieve the currency famine, as
far as that bank is concerned?

I'r. Hamilton: VeIll, that hank o0J'course would be as
helpless under those conditions as th”~r are under the

'AA/hsH\
present condition”™ in to secure government bonds to
relieve themselves.

Mr# Hayes: It would take good money to do it.

Mr. Hamilton: Yes. | do nor believe you can expect

institutions to carry the class of securities to bo put up.

Mr# Hayes: You could not expect them in the west to do

Yr. Weeks: IK) you think they ought to do it, snywav?
Bo you think that is >art of the business of a national bank,

to buy, own and carry securities?

rdu "
7*T* Hamilton: | think they be limited in what
they do in that respeot.
The Acting Chairraan: In order to avail theripelves,
under the provisions of the *Idrich bill, to the full J*bl'u

extent, would they not have to purehase bondp of the Kkind
mentioned in hie bill, to the extent of *500,000,000, before

a panic had come upon th.. people?
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Hr. Hamilton: To the extent of #500,000,000; vyes.

The Acting Chairman! Than to 'cpat extant,
0500,000,000 of the money of the hank5//if? tied up, is it not?

l.Ire Hamilton! Yes*

Ohe Acting Chairman: Then when the trouble cajrie, if

they wonted to issue currency upon that #500,000,000, they
cold only issue currency on part of it, to the extent of

B 75 cents on the hundred; and ono-fourth of that money would
be tied up,Mtefawm when it ought to ho let loose?

Mr. Hamilton; Y es.

The Acting Chairman: And the balance of the money that
v.ue not tied up in that kind of security could only be
Issued to the extent of ninety per cent; so that in a time
of Btreac they are worse off than they are in a time of
prosperity,

y X —X

Mr. Hamilton: Yes. The outline of th%A T saw

this morning, the Aldrich bilhy orovioed that they ea»C«v”
iIssue SO pur cent /i\n;t-;a;_(;“c:f 75.

The Acting Chairman! 75 per cent on railway bends.

Mr. Hamilton: The great trouble with the Aldrich
measure, as | see it, 1is that for about 6,000 bonks in the
United Statue it would be practically useless.

Mr. H”™-es! Or it would compel those banks to go to

Fall Street ana buy these securities,

Hr. Hamilton: .Auy and carry those securities. They
will not do that tc protect themselves now in an emergency.
-unu /WI government bonds. | f they had

been av liable, and the:/ had had the #300,000,000 to a issue
the additional circulation that they had margin to do, you

would not need any emergency circulation.
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Mr. McKinney: In ordar for a bank t.t bo goto to be
able to avaL 1 itself of the provisions of the ALdrloh
bilj.» would not that bank have to begin and, as It nxifdit
be able to do| 80, acquire this class of securities
----------------- —  —Hu4NMuiQ<ra’- all these little local bonds —-
and carry them as assets”™to have them when suddenly the
emergency would come up?

Mr. Hayes: Mr. Hamilton says they would not.

M. McKinney: ™ould it be wise for anyAbarik to load

itself down with Uiat sort of slow assets; 1n a oomm”roiNlk-

Mr. Hamilton: | think not, for a country bank.
Hr. Glass: Do you knew of a trunk line of railway in

the south whose bonds would be made available fo\y use under

the Aldrich bill, VUch rfeqg.nlref: thatpo#hl_’tty shall hftTt~fir
a period of ten .ears /paid interest/on all of capital
BtOofWw m;rM mil "Qafi M nil r-f—~r r H 4?!

Mr. Hamilton: I do not know of any railroad security,

cf course, in any section that could meet that requirement;

but 'x presume there are suoh railroads. T have no means of
knowing. That is information that | have not been ahLe to
fret.

?frit Pujo: That is to bo corrected by amendment.

Senator Daniels submitted an amendment on that, so as to
protect the railroads in the south.

]'re Hayes: If the Aldrich bill should become a law
aid a certain class of securities should be taken to the
extent of .500,000,000 for circulation, in your opinion

would not that have the offcot. of giving a fictitious value



in the market to those securities?

Mr, Hamilton: It naturally strengthen the market
I‘'or them.

Hr. Hayes: Would, it not raise them in value ?

Hr. Hamilton: ™ell, I am rather of the opinion that
it would, but the quantity of them may make some difference.

Hr. Hayes: It would certainly make a market in case of
emergency, 'for that many bonds.

Hr. McCfceary! A Government two per cent bond,
without its value as carrying circulation, would not sell,

I *Iti wn-i—ft—  —eji<r cent—b ondfor more than eighty, would it?

Hr. Hamilton: I think not.

Hr. 1ScCreary: 75. How, if it raises a government
bond, with the government back of it, from 75 to 104, or
108 1/z or 109, as it did recently, on a two per cent basis,
who would it not do under the same conditions with municipal

cprl
bonus and railway bonds and such things as thatj - - a four
por cent basis’\tv;c_)'\\ilJLd give them a fictitious value, simply
beoausa they-had-the right of taking and hnvling_cirov'lation>
ae -m reason for having rhiem.-——

Hr. Hamilton: I do not think it would inflate them in
the same proportion, though, that it would inflate the govern-
inent bond, for the reason that there would not, be the con-

Y
templated use of tn* numbar of thorn*

Pr« McCreary: Would wrm not the effect be, if there

were more tc be inflated, that the aevernnont at large

7/c-uld ouffer more than under the government bon&m v/hich is

an assured thing; aking a railroad bond which
has a very changeable sort of value?
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Mr. Kariilton: One of tho difficulties in putting that
measure into optration that those securities are to be
taker at a certain per cent of their market value. Now, what
that market value miflit he in ordinary times, and what it

might he in times of a panic, would make a whole lot of

difference. 'Whether they have covered that in their hill or
not | do not know.
Mr. McCreary: it not a fact that in this late

panic bonds of &&& good intrinsic value had not zfaa any
r*/?2\
market value, comparatively speaking, and t one reason
for desiring to heip things out-was to increase ohe collateral
value of those bonds because if they went beyond a certain
/
point “he collateral value cf the bonds would be swept out,

and the people of the country at large and fa the basics would

get into trouble?

Mr, Hanilton: Y es.

Mr. Hayes: Hov long have you been engaged in ba»iking,
Mr. Hamilton? o o

ir. Hamilton: He long have | been engaged in banking?

Mr* Kayes: To put it a little more directly, does
your knowledge and memory run back to the days in Illlinois
and Indiana when they had the red and yellow dog currency?

Mr. Hamilton: TJo, sir; T was born in IRf>2,

Mr. Hayes: But you may know in other ways in regard to
it. | have seen various statements. That was a bond-secured

circulation, was it not?

Mr*, Hamilton: In some states, yes,
Mr. Kayes: Indiana and Illinois | speak of.
MT. Hamilton: I think it. was.
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Hr# Hayes: 3u«* the weakness of it was that the banks
did not have the gold to redeem it, as | remember it.

Mr. Hamilton: Yes#

Mr. Hayes: I ha/a not looked at this bill as amended,
but do you noi, think that the Aldrich bill has something
oXx that weakness?

Mr. Hamilton: I cannot lell” | have not had a chance
to 7ead it carefully#

Mr. Hayest |t does not provide for five per cent or
any other gold to redeem it. *

Mr. Hamilton: | have not had a chance to read it care-
fully.

Mr# Hayes: Veil, suppose tt did not provide any
fund to be put up by the government to redeem those notes
in gold. Mould not that bu such a weakness an that in times
of stress it would be likely not to circulate?

Hr. Hamilton: It might possibly discredit the note«5.
Of course if you have a five per cent guarantee up, it will
strengthen the notes.

M1 Jfaycp-t foutr/urntiil nrfrixl .It rode jmr.ah»-by thw-gn

mint -ir

bur question cuggeste another/sto my
mind, and that is this: There has been a demand that
rtate institutions be permitted to issue circulating notes
undur some provision. I am a State banker, and vice president
of such an institution, yet | do not believe that such a
measure is a safe measure for this country to adept” .and that -
conditions

it would tend to lead us back to those rifcgm that formerly

existed, lack of uniformity cf the differ-
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cut otata laws,—not on tho ground that they are not

safe, solvent and sound rotate inst itutions# Thay are just
as safe and strong as the national institutions, hut the
diversity of laws would make it dangerous for* such a
measure to bo enacted*

Hr* Pujo: Could not all this trouble wt be obviated
by repoal of ILh~ limitation which pernios Wm retirements

up to yO*000*000 a month;/Nthat the notional banks of this
country could take out $300,000,000 additional if they desired
the
to prevent panics in the future, and pay hb impost
or duty due the government thereon in actual circulation?

Ir« McKinney: The difficulty would be that they could
not secure the bonds, would :it not?

Mr. Pujo: I want him to answer this question, first*
Could net all thi3 trouble be obviated fcp if the authorized
circulation bo taken cut, if the banks were willing to pay
half of ono per cent duty?

I*r. Kayos: And repeal the limitation?

Hr. FnjJo: Repeal the limitation of :'9t000,000 a month,
entirely.

Mr. Hamilton; It would tend to make the currency of
the country more elastic, but there is a little danger
about the retirement tco rapidly of the bond secured cirou-
lation, which night work IMimsm disastrously.

hr. 0: Are you aware that it. has been argued
by the National bunko of the country that the entire circu-
lation was not taken out, primarily, because it was not suf-
ficiently profitable, and secondly because they could not
retire it when they had no more use for it?

Mr. Hamilton: Y es
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Would
ir. Pujc: taotai $300,000,000 additional,to be

a permanent addition to the circulating medium of this

country, be sufficient to prevent the ordinarily recurring

panics such as we have had?

Mr. Hamilton: | think that v/ruld be sufficient. The
best illustration of that in from the report, of the .Secretary
of the Treasury, just published. It says — | have it here-

that the total issue wan 0296,125,469.

The Acting Chairman: That ip the total issue at what
time?

vr. Hamilton: During this recent disturbance

The Acting Chairman: How much?

I'r, Hamilton: $296,125,469.

Mr* Hayes; That is the circulation.

%o’ Acting Chainoun: | want the additional circulation,
by national bank notes.

hr. Hayes: It is $140,000,000, in rouna numbers*

The report says:

Jir. Hamilton: . The amount of currency w.iich disappeared
from sight during this period, substantially, ns can bo
ascertained from national bank reports anci other sources of
information, was about $296,125,469, as follows: And then
he gives the dates.

The Acting Chairman: That is the disappearance.

hr* Hamilton: Yes.

The Aoting Chairman: But how much was added?

vr, Class: There were but $97,000,000, Hr. Hayes, as

I understand it.

"r. Hayes: TIg $140,000,000
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Mr. Glass: Of increase in National "bank circulation.’

The Aoting Chairraan: /nd there were me hundred and
ten millions of gold.

ififtra Mmr» Hayee: The last statement, if sued on the
first cf,January, shows ~140,000, 000.

LTr. Pujo: YTould it or would it not he practicable to
require national banking asr.ociatinns to take out and put
into circulation an amount equal to their capital stock,
as well as percentage of it, as wo now require under the law?

Hamilton: You mean to force them to Issue
nine hundred -—

IiTe PuJdo: To force then to issue an amount equal to
th~ir capital stock.

J[r. Hamilton: I do not believe that would be a good
policy to be adopted, for the reason that you have
iImmediately caused an inflation of that much money or
notes into our currency system, and an inflation to any extent
ie as dangerous as the other.

Mr# Hujo; Why would that be an inflation, if they were
secured by a government bonct*end wi-th-hs their capitalization,

when the issue of a credit secured note by a bond is not an

ryvoA
inflation , when we two hundred and fifty million
or thred hundred million more dollars to meot the business
of the country?
Mr, Kr-dui.lton: If you compel the insu:: of it you compel
an inflation, if you issue on the credit. 'Tote issuing,

A
for instance, ;»s we have jiroposed It, is optional with the

institutions as to whether or not there ie that inflati on,

and suoh an inflation would only he in proportion to the
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demands of the actual business necessities of the country.
Ma*. lioCru&ri;  Right on that line, X would like to
read this;
"On December 3rd, 1907, a prominent lank in >ew York City
had deposits of government money to the amount of .4,225,000%*
1 +h<i earns Bank at the same date had an out-
standing circulation of $ 159,000.
1The ability of said lank to take out circu-
lation amounted to £5,000,000.
| On December 3rd, 1907, a prominent bank in
Philadelphia had Government deposits of 200,000.
IAt the same date it had National Bank notes
outstanding 1,000,000
"Its ability to take out circulation amounted to 1,000,000.
1 From a study of these figures it v/ill be seen that
the distribution of Government moneys as between these two
banks was not only grossly unjust, but that it had no
relation whatever to the circulation taken out, which
mi /it be supposed to be a prime consideration moving the
Government in the deposit of its funds. Certainly the official
utterances from Washington during the past tvo months have
been fraught rith advice and exhortation to the banks to take
out circulation. To much for rhetoric - but the practical
application of this advice would seem tc have boon quite iIn
an opposite direction.
*"”hen it 'ms ruoontly proposed to irsue additional
circulation imd”~r extremely farorablu conditions of profit tc
the banks, enjy those banks which had not done choir full

dut;- in taking out circulation up tc the lagal limit wore
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able to avail themselves of the opportunity. Here again
there has been the clearest inducement created that in the
future National institutions shall keep their quota unfilled
until ocnd.itions force the Government to off ,r a premium
for the performance of a plain duty tc the community.”

I:>e Glass: That it, absolutely true, too. It came
under rgf personal observation*

Vr, Hayes: JTr. Kamiltor., T wont to ask you thipf’\and
perhaps you vill regard it as a remarkable question *m—
v/hat you would think of a proposition of this kind:
permit national banks to take our circulation in times of
stress, under a high tax, without putting up bonds or any
additional security other than t.e make the note the first
lien on the assets of the bank, something after the manner
they do in Germany?

r, Hamilton: I would want tc see your bill drafted

before answering tfc t.

Hr. Hayes* You see what my thought is?

Vr. Hamilton: Yes. | doubt whether it would be ad-
visable or not. It woulc depend on the draft of the bill.
Hr. j'layea: Do you thijik i!g!r\t ruch a bill could bo pre-

pared that it would be safe and. proper and all right?

Jr. Hamilton* Of course | would hardly know hew to
answer that question. There should bo some resorve, |
think, carried against the note.

Mr. Hayes Suppose that reserve wore Just as you have
suggested, th et any bank that has twenty per cent reserve
f ind mirfit issue up to twenty per cent of its capital stock,
by paying a six per cent tax. on It, in timer of rtress,
without putting up anything.
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Hr, Hamilton: And no additional legal reserve re-
quired to meet iv?

£r. Hayes: Kep a legal renerve, of course,
but not put up anything else with the Government,

Hr, Hamilton: That. ir, a good deal along the same line
that is the basis of our measure, with the exception that
you rc "beyond the capital, and wo try to confine it to
the capital of the institutions.

Hr. Hayes: | mean a currency that could be taken out
without putting up a fund or doing anything except to pay
the tax to the government while it is out*

r. Hamilton: V-ho would determine the necessity of
issuing it? :
N l.irr. Hayes: Let the bank determine it, if Hbcs; wanted
fcc viti'r the tax#

tiT. Hamilton. Well, if a bank issued that circulation
in excess of its capital, ana had its full quota of oircu-
lation outstanding, tnat bank vrould immediately become die-
credited for so doing,

yr. Hayes: 'Thy would it, any more than it would under
the Aldrioh bill?

Mr# Hamilton: The Aldrich hill will dieoredit the bank
iIssuing it. on account of the high tax.

Hr. Hayes» Then why would it any more than your b ill,
If the currency was different in form from the present bank
currency.

Mr# Hamilton: Because we are limiting oure to the
amount of the capital# We expect a limited amount of the

currency to he constantly in circulation* and the public will
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"become familiar with it, as it is now familiar with the
bond-secured ban)c. notes.
bi M** Huyob5 Yoe} but if tlioro wus a twenty nor cent
reserve behind these ninuMPi twenty per oent notes, and
tlio renervo”™ lilu wuvor othoi* obligation of wlio botniC| and.
th3 notes were issued just like our present national bank
circulation, the public would not know whether it was in
excess of the capital or not.

Tr. Hamilton: It is bound to shew in art' statement
made by the bshkinv institution.

??r. Hayes* Oh, yes; it would show in the statement}
that is true.

It . Hamilton: And the public would become aware of

it.



- » ' Ltydc i« xoseivo cicy | cimt ./O\Id nilo,7 in the n/eodrly
Lituto nit, and the institution -./oriel Instanti,/ te come is-
crorlit od?

r. lluyeB. Wellf the other would show, too. Y *ur

c>rc lation v/ould chow.

Jr. JLu.ii.lton. Our circulation J/onld oho.;, but id j low
lax prevents fin disci editing of the institvion. A high tax
discredits the bank of issue. You aro requiring an addition-

N*® -t o p'r £t tlior;, to t «w ai.omit of *lujug, and it is the
ad liti.onal twenty per emit of security in so:n \mn form or
ot mr f at increases your rata of tax one-fifth.

re L= . C uld it bo avoided in this v/ay? Leave it

v ”{?frH"’\'liér cf fio Currency in theTr ,'asur;;, f say
Slgtit or t .0 bonks Lo noriri.ittod to i ,ue tUeiu or not, ua a
condition for not ~lakin ; tho tax so hi h. Would that
ola.np.3 too itin.tion any?

i o titon. V/hon you come to that feacurc, | think
you aro pitting tremendous responsibility on that hepart-
i.ent| in tno constant dosands from all ove the country
/nol e r<l,cs ot intonet are hiylt, and so fortii, for the ;givi*

of this oyery

idr. aycs.

.F* bapndlton# In other words, you are putting them

P
f e bmiking '
Ir . hayes.
. . llaiaXi.lt on

the bonlin™ business.
,r. Hayes. It isilthoro non, so far v,s that is con-
ccr iid.

,r. Lciionry. muld it not bo just as rofitubla for a
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national bank to take, out this currency
at 2-1/2 per cent, us it i1s for i1t to r cfcivwo deposits at
3 per cent?

;-r# Ha: 11ton=  Jt would bo profitable if you could
keep thecurrency out, of course, bjcause you are currying
the some reserve; but our content4on is that 1t iIs not pos-
sible to keep the currone, in circulation at a1 tinec ad.
all seasons of the car.

It # -c:lonry# Tk y: v think -hero are ta. es nhen wo nave
more currency than we can profitably use?

r , Hamilton, Tee; that i1s i1inguestl enable . It Miles

AV o ffS(K-s- 5
) In those reserve cities b r the silionol

r# liClenry, aWtrarrirm bill was/ in force non, do
ch -t t Iink taa a greater ortion of tills issue would bo
taken oML iz odiaiely?

X+ ha liton, J should think -it. m'i-pvn; yCS,

-r, licHonry# Do you not believe, still further, that
six months from now ./en business gets to going on, and there:
iIs a now boom, Tii“t t -or. will be even greater need for it
than there 1i1s today?

hr, Hamilton# I tlink you will find i1nside of six
months that you hove too much currency now, and tnat you have
an inflation injthis country#

t # .C enry, You will iijfcha business degression keeps
up; Yyes#

- # ha: 1ltone 1Ic are 1n course of 11lgLidation riyh
nev/l you know, and | think you ./ill find that the interest
rates, and so forth, VA1l swing the other way*, tnat there
will bo an overalrandance of money in ushort time 1iikthis

I \
country, on account <f the financial depression that has
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been ‘brou, .it to b iur in tiiia country\ and that comes u'uvt,
of course, on account of the disturbance of our buoi loss
conditions. Ever. i-unufaeturing insfcttutioifcuid !v;r;. line
of business has curtailed its business now, and there is on
of tee reatost troubles ,/ith our bulking s. star; torL.y.
It is that it tends, at certain periods of years, to cause
istrunt in the rinds of the public, has a tendency to cause
them to hoard their money, and thr ugh the inelosticit. of
our systu the people are p,.i, iny-thie -burden t wmcessivors
wul.li™ L™ai. ihu.—are compelled to pay for roar that t ay use
in different seasons of the year. If you had an e. er oucy
circulation the rates of interest in t is country would be
more uni form the ./oar round, as is tie exp irisnee in foreign
couni.r:Los :hrere they iiave such circu3.ation,

r. Gillespie. You mean a credit cr nunc, circulation,
end not n \.cryenc-y circulation?

r#Hainiton. Yes,

ir, lioi orran« V/ill not 1lluit, centinme as lony «3 t ie
Cov.ro ant coatinnas in t. e bank! ny business?

Cr, amilton, Hov/ do or mean, in the bankin ; business?

r, : c.orrail, r at is, t is demand for currone, at
certain pori ds of the . oar is nore apt to occur under the

\pvrrrv'~"M\

Aresent system of our banking system thc.ni it wi 1-1- ioa™ nider
so o other. In other v/ords, the 0 Vermont today locks up
lar o amounts of the people's money* and at a period of the
year pien t e couulr is demandin./currency, it is locked Up
in the treasury vault instead of being deposited in .ational

banks. If it *vs out ofthat business jntircly, and ,e ad

so o for:. of ¢ rrcnc. cl site in itself, would it net fit
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the needs of the Coven* ent \ r, riuch >otter Vi *i tie ”~res-
ent s;/stein?

hr, Hamilton. The plan vie advocate would give us this
el .stie condition, and would root the conditions t, at are
occasioned oy the Governmant locking up its surplus , onoy
from tijio to time, .—* It ; uld :elp to relieve
that si tuation*

IX , <c;.crraii. Oae :1rr.t offs3l t e ot:or*

-r * Hamilton. hell, when the Cov.rnrxnt r,ii out tnds
money the emergency circulation would nutvru ly bo retired,
and oe would have a s rt of governor hot.eon the
t jOe

Lx, x'jlenrye T>0 you not "believe it would he hotter

to have a graduated tax upon this money? her instance, ud-
vanc le irate
months, in order to force it back and compel | melasticity

or tare—pi*i;i'' n10OITV S,

ir « Kami 31on, ell, wcm y<u adopt .. raduated t .x,
you ensure the jitire nature olxo r hill and t row the re-
sponsihi 1*ty -ai™“the ecetwri ty, t..a Li: a and the oont of

Issue upon so: o individual,

.r, ayes. You .iyht rake it a /rudua ed tax for tiie
a ounti het is cut, That ripht vake it a little More certain
to he olwitic, Suppose ;on beyin [/.ith 2-1/2 xmr cent, and

latan* issue ten per cent of ir at, an*’ for the next ten per
c "it raiso it.

r la; 1llton, lent st depend upon tire 1 myth of time
it S;.a31 sta out, ~ d so on. It akos wlditi onul conpliCc*-

.ion.
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r. crinne;, . Yon boHove, do ven not, that there is
and lias boen”~at the croo mving ti *o of the oar in this
oou itry an Anade iiuit.e a. ount of o're . . 1m idl 3if ~

tv:dor :-r<i;n jr no idi ".io s) air oroj moving—bijcV

r. A I S T, u Mb *an 2n< i r™ id f 11; .
M Ao &)< Cedn
hroa o 1 hundred and i ft; million to throe Hundred I1lion
Is —Fr—rr—tetH— —a*™* required,

r. ;cXinncye In this j st trouble tlut v/o passed

through, h er . -as at no ti 3 any criticism f the Lioniy t at
|

.4 in circulation# He one «rao afrai 1 0 nN¥ ijn
at J1ton. Ho| t,.a; ./ore gHd to get it.
ir. hcKAnney. And there v/as no criticism. 't 11 %do

you nou sol.tove tt t» aj...osL as bg*oi tano, Ti not 1 11¢

iImportant, in trying to r ndy th esit aticn, and to supply
TN

lioi'o Toney, that .;0 should supply o qualify of money that in

no v/a; raise a suspicion as to its value?

r. Hamilton. Yes, sir; that in ver important#

4.r. mcKinnoy e Do you. believe under the ,revisions of
t is bill that .our Oomission adopted that there could bo
ary suspicion of the currency? Can you figure out in any reas-
onable .ay ho,7 any noteholder could lose?

. r. haullton. o; | ca not possibly dc so. Another
ur uncut in f ~vor of our measure 4®—ttrtrr™as cor-pared riih a
bond soc* rod currency moasuro”™land it has been full; den en-
s r~ted in ny ,ind fror;”?‘igures t hat v/ero “resentid a little
ahi.: a is that in Bapt*muor //e aud vbbl,0 Op- <
oh bend-secured circulation, and. up to December “aud they
yore oil. abac oo increase tuat circulation 8§850,0 0,010;

/oh
a d on .Tealvary .TtErt™® J believe the stal euent tnut t e yuitle-
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I n present ;d here she /nd t;*at t <© had un incr *ase of
4190,0 0,000. 5 .at uuo after the trouble was mostly over,

r. la es. *N140 ,0wC |, 9)Of' .

jx . Hamilton. Wm1l, the sum total would he vI *®,000,000
It would have been 0140,000,000, $id from ‘Hecohber 20r6 to
"Oneember fist, so it showed the.-! tuit method of .landling it,
deton Inin mval oi and |:ig sec nrities, is ft Tory slow i
process.

jr. ha, os. $691,0 -0,000 on the 1st of January, and

0451,000,000 on t o 1lst of Septembere here not these to

figures? . .
.r. Hamilton. 551,000,000 in Septe.her.
Mre i es« at w Id make 140,000,000 Lnoreas*# *

ar. haa-ilton. N"140,000, ;On.
. wig, And allb :t about 1if 'sn million f it in the
last week of the year.

Mri ], n. T do not rant to take up all our ti

r. 0 .fl an

r. Class. Let ae asi: one gvos ion r* ;it there. Can
you toll me b i the Aldrich Bill, ritl its e irgentfj ourrenoy
taxed ot six per cent, cm Id orfor 1 an; r 210of in to crop
moving period?

T do Yr_1','kt bol’eva t iut a litrti ta M il ,/ould over
oa of ,n,/ jitaturiul adventa *e to f'iva us a currency at that
t.i: 0--—-- a b nd-aocorad currency.

lt. -vos, | think your suggest.icn is correct that
the : an* be t.lo hank takes cut that high taxed circulation
Inure will ha a run on it. + at i1s aheut the situation.

It will hj uflug cf distress, .right off*

r* a tilt vil. If it .zero announced uG:,orrc ¥ Liat Kevr
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Y rk v/ius joine; Ns ;uc that kind of notes, all us follow
in Illinois would car/. once to transfer our b-~a,nces.

jr, Kayes. Y u would be foolls :i:f you did not*

V. Criiur * low, let no t*"kc the practical workincs
of trio different hills. Under the present s stem of nuluion-

al banks, when tnis orifikd crisis came on, t u were unable
t.o avail tlranselves in 2any instances of the privilege of
taki ng out notes on account of the fact that the. ./oriel have
.o take out riore Money fox* the govtmi ont bonds to secure the
oirev lotion tir.ni they would, secure notes after they h.,d bought
them e It would pl<<ee txox; in a worso cowdit eon, fur as
aval .Labie case was concerned, tnan they /ore in before; and I

jlow oc buc j L,0 o.iut Sywa cri »icimu would apply ®oasurabj»y
to the Aldrich 13111.

*'e ilton, If will, if th ft if] t. u tiuo of

panic to procure then.

er. Ycyinney. ‘fell, under your bill--—-- T should say
iy b ill-——-

r. hunilbou. Vos, it is your bill.

T . .cJCinuey. Under :y bill you could secure circulu-
ui on, and under tii S 3iiat 0( laxatiOn m* -r- nj -ud yly;

puttiny; up TUve per cent and all that to a -router auount than
you ouy out, you would be bettor off :
tra Pus “mi ?0 ei re'O at ion nmid Cr— <Y than
yv  Ara<Uiz=~  wfore |

fr. ila ilfon. You co Id /wot the :r.or ;cncy.

r# LcKinney# You would yet more money on nand t.rtii(;h
t at mtiiod, although you \/ould have to p<y tc yet the ud-
tvita C of illat.

r. c.orrun. ow do . ou fi ;ure t «at out? Suppose
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you v.v/ut one undred municipal bonds--—-----

The Acting Chain .an* -0 is ta3lln, about his bill, wild
not the Aldrich Bill.

hr. hclCinncy, Under the present plan, as you can sea,
I would liav*? to buy overnnient bonds to yet hie circulation,
and | world have to pa; X)iA;/romiujTi that./ uid revail, and then
I would be allowed tlio ai ount of tlio face valuo of the bonds.

T lave paid out J”™r pory contu.ge mere in Are.;ium i uni I

would get; so T would be worse off than before | availed
ly self of it. Under this bill T uld not aavo to buy
an, bonds.

.jr. Hamilton. Before you close your ,eting, (iantle-

..aiil, | want to r.ujce this suggestion to you. It is simply a

suggestion us to the strength of this measure in the nine! of

the public. J am satisfied ttuh. if this Con itteo sill re-
port this bill to the House with any slight nodifi cat ion-iafc
i-ay djem E])tdvisable, you -*411 find— W 11 be sur *ri sed
at the sujjport * « w 31 avo from ov r section of
this country. ibis ..sure is like ever thing else of the
sane nature. In times of prosperity, the people .. id no

attention to its udvccatos, erkhoso udvocatia- rreh i jasurese
hhe, had plenty, and. did ivt thinkthe <could in an; pise

be affected by a panic]::-> condition. Avon s 'nee the mooting
of orr convention at Ail.eitic City the conditions ave
Clanged, ,s you me: her3 of Congress .31 know. lieere arn
more students of finance iIn tne United stakes tnail gen ever
clrocu.fr; of. hov/ the people ..avo beco: o alive to tue situa-
tion, and J c<old furnish ; u letters b t a) t LonsuncUen-

dorsing this measure, (fif . on ad the ti et consider tuuu”®
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cad liucldn : up the position taken b; ;our (Gil it,too 1 .st
year, aiid by this conmittco at too present time. . j aao”le
of tho oountry are alive to t o situation, and the; are do-
andiug that cooc kind of legislation no Ilv-id.
r. Kayos* T at .is true.

-r, Ja::iltone Aiidam th or tMng in oonnact*on ;ith it*
Ono of tie str gos. foaturos in conncotion .nth ttrhs *ro-
iji-ood legislation 1is tnat io|can bo put in operation without
disturbing a single condition t-~tt exists, and it is optional

j"til aii banking institution ./nether or not W'r avail

thu].sefvos of tho privileges in this measure

*re ..a 03. In other nolids, it is there if toy nood
it?
X . Yamilton. It is t ;ere if Liiey need it.
r. * | do not believe j u ./ill ever got any
bill tl rough this House until mtw .**<lwrs from tho different

districts hear from their constituonts e How, when tho bijl
viao introduced at the lost session of Congress, | did not get
a single letter .Tom my district relative to tho bill; and
I inquired of tho different mo bors of my dole, ation, and not
a single letter had t ey received.
Tho Acting Chairman. And tnio s.u;o bill was intro-

duced, practically, and argued on tho floor.

r. icirran, .lea. lo.v, until tnore is so: c _rassure

br ug t to bar fr in every section of the country, on every

member of Congrass, | do not believe you ./ill succeed in get-
ting a bill t .rough tho bouse.
The Acting Chain.an* T think only two of us s”oku on
e bill, xr. Fowlor and ]. self, “bcut a . jar ago. Lew, lot
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me ask you o 10 further qiaction. Suppose we smould see fit,
uii a oo:: ittoo, to ralco your notes redeemable over ;o0 r ran
counters, or in soo redo:iption a one;/, in /old--—----

r. tuyes. Or with the ContffHLIr of the Currency, the
Proaslhx ;1 la p<trtriaat *

the Acting Chubn ane holl, w orover it should be, rc-
deemubio in yold.

_.r* Hamilton. To w uld not have an; objection to tliat,
whatever 9

lee Acting C air..an. 11.at is 1llnrowning the burden upon
the bants to redoor, their own money in gold, if t my issue
it »

i.r* licnnilton. Yes, ifit is demanded#

the Acting Cairman, And if they do not issue it under
the provisions of the low, then there is nothing to relieve--
instead of adding to the burden now plac :d v on the Covern-
out to raintain all its money upon a gold basis.

i.r. Kuiilton. Our commission would not object t~ that.

eYeport of—t;hu Oummcj Cuj imiTibTbn uiS-tow—N\ urioan
Nurfemrjial Aa.;oolat-ion”™ referred to in r. Komiitem1ls remarks,

is as frHows

Cyufc-

AClLaa— /wvvNh”,

$-0~W \
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1
a to]jtio al S. * = hJT op V. oOX,

-rid |:..L Seoo id ttional Bank* fits « *on, 6#

r. Cox. ir, Chairman, Mention ./as made tiis% ruing
about tho .onitlon taron by the i o-bcrs of the Cot, innion,
gspecially ir. horyane X iind a looter .mlix jr. .'cr™an

in "The ’conomist™, publishod in Chicago, January 10, 1CO0G,

on the Aldrich hill; and in vie; of the discussion tiuit has

taken place | think it jould bo very useful to t ie labors
of the Corn’ittee if that ./ere added to your h tarings today*
r. ayes. J vzould like to have it.

The Cxiairr un. T at iay bo inserted in tie record.

(The letter above referred to ;rllbo fc uud at the end

of r. Coxls remarks¥*)

. re Cox. I .ait no say that it must bo dintinctly
Xa

understood that thxt-Jrrrs t .e original Aldrich hill. "lire

that In rat ir exo ;pt‘onal

aflti v .tth iy u .t this city

d.il elot ;C he the clearing

house o ~rtlfie t during this %z ;riod of di reunion and panic.

o mot all or obl»gations in evocj jay. Thoro ..ore no fw-il-
res, a.id ilo v/. id act liscount much ;aper, »*-«<@ok' mofc-
Spaa! .iuy tf my cun bu.ak, jo t- ok care of onr people. >0t .-S

soon as it ./as learned o\ taido t*.at jo jure on a currency

basis, instead of a el iariuj> no ne certificate basis, every

device known to nan was nacio to get our laoney, arid wo had to
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scon t .a vor; carefully* e T id .1. da V~AorrrT-tra
oii'iiw o dit.ion here ./as due to the f,,ct that tnorc is a fjreat
deal of public money paid out here, fre are very near the
Treasury department, *ad ia fiat <mty, .vith those larye
bv1ld; ;ys yoiny lan” >e ./lera aal ) to net the: obliy vtiens that
came u”on us e

I havCxhCT# .. a ./« ... ®m=*y .uo V,ri e« :nu «lisho4]

m ray ipocket\ 3 rad Lt sade up* It YfaTriocrC'the condition

h 'ox
of tlone local 1&nks ’ rini . SUA— »*¥& ¢ yz lvo it . n..ut>
of ecus idcruol.e interest, in thio vra*y t-r.i it slio.,ss

wlict t:tj Increases and +.a,b t a deer a os ..ar.i drrinj a ydvon
period. Inuvor, institution in the c:t. , exceptlagthree , there
decrease in deposits”-**tf €hera a yenera! decrease
of *1,620,000 in national >anks; *170,000 in Sv//in,;s banks,
and V1»>03,0;0 in trust companies. ..he percentages are ul30

I ./ill leave t sat vith the Oonwittse, if it 1is

dosired.

(I ie letter of hvoc 0. der”un, referred to by jr, Cox,

iIs as follov/Bt)
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ahe Acting Cairman. T could like to say that the
Co ii.ittoe lias boon very m cli pleased srith the manner in
MlOch each queoti on has been promptly and squarely answered,
vor have not dodged anything, whether ic cam hard or easy.
jr. Hamilton. | viat to express iy thunksto the Com-
mittee for the courtesy and pat.tones y v xare rheum; and T
o-'oh tc add this thought that Has Just occurred to me, in fur-
ther support of our i o,,sure. 1 at h, t the issuing
of the clearing house certificates by the different corn.or-
c.ial centers las shown tie value of the assets of those in-
s itrlions; and <h1le tTie~r liuvc lae™ *scucd MAM c-.vestioiZajlo
uiltr ucity, ;*t it is slioi/n 11.at such cor. orcial asscts are
ood sccurit ' for a credit note issued.
. r. Hayes. It sno./a t at t.«e peopla icere so reyard
G, Oiii »
ir. Hamilton. Yes, and the people so reyard them in

time of amoryency.

(fhe ficiirnittoe thereupon adjourned subject to the call

of the Oia:ran-)





