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THE DISCOUNT SYST®M IN BUROPE. & m’bw

An 1lluminating discussion of one of the features of bank-
ing policy which is closely linked in Iurope with the central banlk
system is presented in a monograph written by lir. Paul u. Warburg,
of the banking firm of Kuhn, Loeb & Company, of New York, and just
made public by the National lionetary Commission. The monograph is
entitled "The Discount System in Zurope," and begins by stating as a
general principle of sound banking policy that "with the present
system of immense deposits payable on demand, and by right payadble
in gold, at the option of the payee, only that structure is safe ana
efficient which provides for effective concentration of cash reserves
and their freest use in case of need, and enables the banks, when
necessary, to turn into cash a maximum of their ageets with a minirum
of disturbance to general conditions.” In this respect, 1. Warburg
declares, recent events have mado it clear that our system is an wn-
qualified failure, and that it is now generally acknowledged that the
end of 1907 witnessed one of the most impressive victories of the
central bank systom, It is declared, however, that it was a victory
of the discount system of handling commercial paper, because the
central bank is only a component part, although a most vital one, of
the discount system. A careful description of what this system is,
in contrast with the American gystem of advances on securities ana

single-name paper, forms the subject matter of Mr, Warburg's mono-

graph.
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"Discounts," it is declared, represent, -~ or, like our
promissory notes, ought always fto represent, -- temporary indebted-
negs which is to be paid off by the liquidation of the business
transaction for the carrying out of which the loan was incurred.

A bill may be drawn for cotton while it is being harvested, or while
it is in transit for Europe, or while it is being manufact.red into
yarn, or while the merchant that purchased the finished article con-
tinues to owe the menufacturer therefor, or possibly even while the
finished article is being shipped back to the same country from which
the raw produet originally came. To bridge each of these periods 2
long bill may be drawn by the various parties who, each in turnm,
handle the goods on their way from their original state to their
place of final distribution. The length of the bill will depend on
the underlying transaction; in Ingland, France, and Germany it va-
ries, as a rule, between two and four months, the vast majority of
such paper being issued for three months.

7ith us the promissory note is, generally, one-name paper,
while in Zurope gingle-name paper is looked upon with distrust and
is scarcely purchased at all by thoe banks. The European banker be=-
lievng in having several signatures on the bill that he buys, thus
securing mere than one guaranty. Furthermore, additional signa~
tures are evidence of the legitimate character of the paper and show
that the money was taken for a temporary transaction, not for per-

menent investment.
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Through the acceptance or endorsement of the merchant's
note by the bvank or banker the promissory note, from being a dead
ingtrument and a nonliquid asset, -~ becomes a liquid asset, part
and parcel of the system of tokens of exchange vwhich serve as a sub-
stitute for money or as auxiliary currency.

The 0ld promissory note is nothing but the evidence of a
commercial coredit, the granting of which entalls a material business
risk and must remain an individual transaction only to be concluded
by the few who happon tc he well acquainted with the issuer of the
note and are willing to take the hazard of granting that particular
credit. Through the addition of the benker's signature the question
of the maker's crodit is eliminated and the note, instead of being a
mere evidence of an sdvance, is transformed into = standard invest-
ment, the purchase and eale of which will be governed only by the
question of interest. This investment commends the broadest possi-

ble market.

Acceptances are given by Europesn banks and bankers mainly
for three kinds of drafts: the documentary hHill, the commercial
credit b1ll, and the finance bill.

The documentary bill is probably the most important of
hese threo. If an Anerilcan marchant. buys coffee in San Paolo, he
will generally pey for it byopening for the shipper a documentary
credit in Europe; that is to say, the Amorican purchaser mekes an ar-
rangement with the Buropean banker, by which the latter apgress to ac-
cept, let us say, & threc-morths' bill drawn on him with shipping
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documents attached, covering a cortain shipment of coffee, the amount
to be drawn being the oquivalent of the amount due by the Americen
purchager to the South American shipper. The ahépper wlll have no
difficulty in selling to a bank in San Paolo his bill drawn on 2
first-class Luropean banking house, and thus will promptly secure the
money due him for the goods sold. The local bank in San Paolo will
buy the bill without hesitation, becauvse it knows that it need only
send (his foreign L1ll to Mngland, Germeny, or France, 2s the sase
any be, whers, owlag (o the extengive discowmt market in these coun-
trics, it cen immediately rediscount the bIl1ll, thus securing roepay-
mont in cash for the amounl invested. Indeed, if the Brazilian dank
prefors to do so, it can at the moment of zhipment, by eabling %o
Zurope, fix the discount raite at which the hills will be discounted
upon their arrival in Europe.

When the bill rsaches Zurope, the drawee pults his accepti~
ance on it, and having thus obligated himself to pay the bill when
due, the documents are in most cases releaced and sent to the American
purchaser of the goods, who opened tho credit with the Iuropean bank.
0f course, the American purchagser pays & commiseion to the IHuropoan
baunker for the service rendered. The compensation depends on the
standing of the purchaser and in part on the question of whether or
not the documents are to be relecased upon acceptance (the American
purchaser obligating himself to put the bank in funds before the 11l
falle due), or whother or not tho doocuments are only %o be given up

by “ha accepting bank against cash payment by the purchaser. It mey
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be said that the average compensation for such acceptance is between
& quarter of one per cent. up to three-querters of one per cent. for
three months, according to the conditicns of the case.

The majority of all shipments of merchandise, particularly
those of raow meterial, are everywhere "financed" in this way‘by doc~
ugentary bille on RBuxope. It is interesting to note that no matter
how good may be the credit of the Ameriean ymrehaser or of any
Auorican bank, whose acceptance the purchaser may offer to the ship-
por in China, South Amariea, or Iurope, 2o shipper in such countries
will, as a general rule, take the acceptance of .imerioan bank or
banier, bocauss the American Hill has no ready nlm.r'ke‘t, while the

Luropean bill is of very ocasy sals. It is imvossible to estimate

how large a sum America pays cvery year to Eurove by way of commis~

sions for accepting such docwmentary billes, P TRHE“UTNSR-bdbboanbth
whtolr wer e Rewetesl, but the Cijures rvn into many millions.

Text in importance %o the documentary bill is the two or
three monthse' bill 2raw: on & hank or henker as a commercial credit
granted by the acceptor Hec the customer. This trensaction is a com-
paratively simple one. It means that the European banker permits
his customer, whether residing in the banker's own country or abroad,
to a¥uWH draw on him at two or three monthe' sight, with the under-
standing that the cuvetomer will put the scecepting banker in funds be-
fore the b111q Palls due, so that the drawee will not be called upon
Te sldvanco any cesh, Fe merely givea his signature to an accept-

eévce, whieh the ocuctomer sells under discount, employing in his
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business the cash thus realized. The privilege of renewing the

bill at maturity is often agreed upon at the outset, and the use to
which the customer may safely and legitimately put the money realized
from such a credit will in part depend on this feature of the ar-
rangement between banker and customer.

Large business firms will, as a rule, have such accommoda+
tion at their disposal in several countries and they will draw against
their ocredits on such countries as have the lowest discount rate for
the time being. They may use all foreign credits at the same time
when the interest rate at home is higher than the rates ruling abroad,
and, conversely, they may at times cover all their foreign credits
and use only the finaneial accormodation offered at home, if, for the
time being, the home rate is lower than the rates abroad.

The vast majority of these commercial credit Dbills are
drawn without collateral, but there are many instances where the draw-
er of the bill gives security to the acceptor by the pledge of his |
ovm bills receivable or of claims against his customers or of mer-
chandise or similar collatersl.

The total volume of bills representing commercial credits
given by one country to any other is relatively unimportant as com-
pared to the smount of documentary bills issued, but large numbers of
such bille are drawn by the home customer on the home banker, espec-
ially in France and CGermany.

Since the rate for a three-months' cash advance is very

much higher than the discount rate for three-months' bills, it is
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nearly always more advantageous for the customer to draw on the
banker and to pay the comnmigsion for acceptance and, in sddition,
the European stamp tex, rather than to pay the rate of interest
charged for & three-months' cash advance.

This heavy difference between the discount rate and the
rete for cosh advances most eloquontly illustrates the different
valuation applied by the Turopeen banker fo on investment oI eusy
sale, == the discount, -- 28 compered to one that loels up cash Lor
even ths comparstively short Hime of three monthe in a nonliquid
agset,

There are threc kinde of purchasers of discounts in all
important financisl cenlers: one is the centrsl bank of each coun=-
trv: the second is the banring community at lerge, which neans banks,
bankers, and brokers, who form the regulax investors; the third is
the irresular investor within end without the country.

The relationshiy between the central bank and the discount
market is a most important one. While in mormal times only & small
propoertion of the business is dome by the central bonk, the existence
of this banlk is sll-important 4o tre whole finsncicl siructure, te-
cauce aven if o bank ma¥es it o rule not to rediscount with the
cent»al bank and in its penersl tusiness keepe independent of this
ingt-tution, the fact remains thal in case of need it cen novertheless
redigcount with the central honk every legitimete bill, both bvankers!
or mercentile acceptance, so that every legitimate b1l1l represents a

guick asset, on the realization of vhich every benk or banker can
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always rely. Consequently no investor bank, banker, private capital-
ist, or financiel institution will aever reasitate to buy good bills.
Furthermore, there will not be in critical times any rush to sell
good bills, as everybody in these countries knows that there is no
botter and safer investment, because for no other investment is there
an equally reliable market. It is this confident reliance that
creates the enormous discount market in modern financial economies

and which renders it possible for untold millions of discounts to
change hands dailv, sometimes without any change vhatever of rate or

else with fluetvations of only one-sixteenth or one-eighth of one per

cent, por annum,
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HOW CENTRAL BANKS INFLUSNCE THE MONEY MARXET,

The mammer in vwhich the central banks of EBurope, by con-
trol of their note circulation, maintain the reserves of the comwn-
try and check violent fluotuations in the money merket, is one of
the interesting phases of the wonograrh of Mr. Paul 1, Werburg,
which has just been made pubhlic by the Wational Monetary Jommission.
Mr. Warburg begins this pert of the discussion by declaring that it
is one of the main duties and privileges of the governmeant banks to
buy 1ogit1mtekpaper, which has been accepted or endorsed by bank-
ers. As the govermment banke from time to time buy this paper, the
volume of their eirculating notes, which they iesue in payment, in~
creases, while, on the other hand, when they colleet this paper at
its maturity and thus reduce their holdings of discounts their out-
standing circulation decreases. This means that they expand or
contract according to the requirements of trade, because discounts
represent progressive stages in the process of commerce and indus-
try. However, this is not a merely automntic process, for when
those entrusted with the management of the ceniral bank see the
necessity of exercising a restraining influence on the dbusiness
commmity, they raise the rate at which the bank will discount, and
in thie they are generally followed by the other banks of the country.

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



Digitized for FRASER

The government banks consider themselves more or less as
custodiens of the national reserve, ready to take an aective paxrt in
the nation's business only in times of emergency. The distinction
ghould, however, be carefully observed between the abmormal crisis
and what we mynoal the normal emergency, arising periodically in
conseguence of certain economic changes, 1ike erop movements or the
particular requirements for special industries at fixed periods,
which, as oxperience shows, subside as regularly as they occur.
When these normal emergencies arise, the central benks dc nov ordi-
narily raise their rate, but, for 2 time, meet all the requirements
at the usual, or at & very slightly increased, rate and allow their
oirculation to increase with the result that the reserves go down.
¥hen the government banke anticipate, howaver, that more than a nor-
mal emergency will have to be dealt with, they successively raise
the raite in order to protect the reserve and to foree ligquidationm,
and 4in order to deter all branches of industry from entering upon
far~-reaching obligations.

Each government bank has a very decided interest in keep~
ing its gold holdings as large as possible end in preventing the
gold from lesving thre comntry. If an augmented demand for money
and creiit sccormodation inoresses the amount of notes outstanding,
the government bank, by raising its rato, purposes not only to en-
courage 2 goereral contrsotion of bhusiness and to force the general
panks of “he eountry to contract, dut also to attract foreign money

into the country by the inducement of the higher interest return.
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lost of the central banks in normal times acoumulate large
amounts of foreign bank paper. This is done for a two-fold pur-
pose: First, in order Vo withdraw funds from the home market at o
time of ease, thus creating a reserve; secondly, for the purpose of
warding off withdramals of gold by use of the foreign bills when
foreign exchange rates approach the gold exporting peint.

In the United States it is not only a central bank vhich
is locking, but a discount system which creates acceptances canable
of ready sale in the money mexrket. The fluctuations in the demand
for money cause disturbance on the stock exchange, because that is
the only market for call money. Qur own system being absolutely
inelastic, we have become accustomed to use as a substitute the
power of our banking commmity to borrow in Zurope. Ve thus use
Europe as en auxiliary financial machine; but we forget that our
weight has become so great as to threaten the safoty of the lurovnean
machinery when we are compelled to use it to its utmoat capasity in
order to provide for our nesds. XLurope, in shear self-defonse, re-
fuses under those circumstances to let us borrow, and by the simple
means of refusing our finance bills renders useless our resaerve of
elastiocity. Thus, instead of securing additional means of egsint-
ance at the most oritical moment, we find ourselves snddenly forced
to dispense with & most important part of our machinery, upon which
we were wont to rely in normal times. This is what happened during

the panic of 1907,




In Burope the daily plus and minus of money requirements
are adjusted by the use of the discount market, -~ that is to say,
in a final analysis, by purchase or sale of hills. In & last
analysis this means that in Durope attempts to liquidate are prima=-
rily appeals %o the whole nation to liquidate its temporary commer-
cial investments, the brunt of such liquidation being borme by the
entire community, and the pressure being constantly subdivided,
overy member of the cormumity thus contributing his share.

As a majority of discounts represent goods in process of
production or on the way to consumption, liquidation with them pri-
marily expresses itself by & falling off in new production, while
the consumer, on the other hand, cannot stop consuming and must
therefore continuve to pay. The brunt is thus borme by the whole
nation and adjustment follows without violent convulsions.

0f course, general liquidation in Europe includes a
liquidation of securities, just as liquidation in the United States
also includes ligquidation of commercial paper as it matures. But
the difference is that in Europe bills will be the main factor and
gecurities will play & rmwch more subordinate part, while with us
juat the reverse is true.

To maintain the right propertion between the demand cash
obligations of a nation and its holdings of actual cash is a task
requiring the minutest study and the most constant care. In Europe
this is the function of the central bank, which concentrates its at-
tention and enersies almost exclusively on this duty, and which
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should therefore be kept Tree from too intimate and direct contact
with the general business of the country.

The general banks, on the other hand, organized to be
money-making concerns and devoting their energles, as they do, to
taking care of the regquirements of the general public, cannot be ex-
pected individually to watch this problem of the cash reserves of
the nation. Moreover, such a duty cannot possibly be performed by
21,000 competing institutions, which can only protect thomsslves by
attacking one another. There must be one central reserve tc which
211 unemployed cash will inevitably return, and to which everybody
can apply, or an acute demand for cash will unavoidably bring forth
hesitation to pay in cash, as happened with uvs during the last crisis.
Hesitetion in peying cash only increases the drain, which each bank
can meet only by drawinz on the reserves of the other banis, and if
to these mboarable conditions there is added a foolish law (wn-
avoidable under o decentralized system' which, by malzing it ohlige~
tory to keep 28 per cent. of the deposiis in cash, renders the cash
reserves ahsolubtely useless, there can be only one consecuensc,
viZ., Tune by the public, runs by the banks, hoarding by the hanks
and by the publiec alike, and finally a peneral suspension.

17 after a prolonged drought a thimderstorm threalens,
what would be the consequence if the wise mayor of a town should at-
tempt to meet the danger of fire by distributing the avallable water,
giving each house owner one pailful? When the lighining strikes,
the unforitunate householder will in vain fight the iire with his one
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pailful of water, while the other citizens will all frantically hold
on to their own 1ittle supply, their only defense in the face of
danger, The Pire will spread and resistance will be impossible.
If, however, instead of uselessly dividing the water, it had re-~
mained concentrated in omne reservoir with an effective system of
pipes to direct it where it was wanted for short, energetic, and ef-
ficient use, the town would have been safe.

We have parsllel conditions in our currency system, but,
ridiculovs as these may appear, our true condition is even more pro-
rosterous. For not oxnly is the water uselessly distributed into
21,00C peils, hut we are permittéd to use the woter only in small
vortions at a time, in proportion as the house burns down.

Notes issued against discovnts mean elasticity based on
the changing denznds of commerce and trade of the nation, while
notes lLased un government bonds mean constant expansion without con~
traction, inflation based on the requirements of the govermment with-
out connection of any kind with the temporary needs of the toiling
nation. Requirements of the govermment should he met by direct or
indirect tuxntion or by the sale of govermment bonds to the people.
But to use government bonds or other permanent investments as a dasis
for note i1ssue is unscientific and dangerous.

If the Panama Canal costs §500,000,000 we shall have
$500,000,000 additional currency, whether the nation needs it or not.
But what sane person can be found to make the currency of the nation

dependent on whether or not we build a canalv And why should we
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have more currency if we decide to build a sea~level canal rather
than a lock canal? If we were not so well protected by our irmense
exporting power, we should suffer even worse and more ITrequent catas-
trophes through our system of issuing notes without maintaining &
safe proportion between gold-secured and uncovered notes and through
our device of a circulation not based on temporary investments and
thercfore incapable of contraction. Thers cennot be any doubt that
a continuance of such a system pmust prove disastrous. The cconomiec
law that bad money always drives oul zood monoey cannot be salfely dis-
regarded, end it ie only & guesticn of time when its effectd will show
itself.

If we compare the net results of tho dlscount gystem with
thome of the bond-secured system, we find that in Furops rates of in~
torest fluchuste within comparatively emall limits, vhile {the out-
gstanding circulation constantly contracts and expands within wide
ranges. with us it is the reverse: The outstanding eirculation,
onee it is isoued, remains fairly statlomary, while the rates of in-
terest fluctuate violently from 1 to 200 per cenl.

T™e discount system enables the comtry Yo concentrate its
reserves ond to use them freely vhen needed; 1% brings sboul o clear
distinstion betweon the working weserves of tho goneral banls und the
actunl cash reserves needed to protect the cireulstion of the cown-
try. With uvs such a line 0?2 demarcation cannot be drawn &nd our re-
gserves become hopelessly decentralized and prove ebsolutely unavail-

able in times of stress.
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The discount system recognizes the fact that ilssuing money
and making monsy are two ontirely distinet functions, which are at
timﬁgug?ﬁagonistio to each other, It ig the duty of the money-is~
sulng (o resirain the money-making bank when the latter wanis to go
too far or too fast. Therefore note issuing and general banking
are geparated in Furope, the power to issue notes being more or less
centralized. With us, on the contrary, general-banking power and

note~izsuing power are lodged in the same banks, and the note-issu-

ing power is not centralized.
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Mr. Aldrich. I desire Lo state to the Commission the sub-
jects which I think it necessary to investigate and the class
of people that I want to take hold of things with us and for
us, with a view to getting the best possible result. There are
a larce number of men who have been studying the various phas-
es of the currency question alo g different lines.

In the first place, Professor Davis R. Dewey, of the In-
stitute of Technology, Zoston, has been placed in charge by
the Carnegie Institute of the subject of the banking history
or the United States. He is willing to put the material that
he has gathered at our disposal if we are willing to give him
some clerical assistance - say that of some young men (students
and college graduates) who can assist him in looking up au-
thorities, etc. It seems to me that this would be a very val-
uable thing to do. The work he has in charge is a history of
banking in America before the Civil War.

There ha:zf::en a number of young men who are at work on

various subjects whom we can employ to do different parts of

our work in tais country. I should like 0 have some one make



a special investigation of the safety fund and free banking
system of New York.

Mr. Bailey. I question the authority of the cormission
to investigate general banking conditions.

¥r. Aldrich. I will call the Senator's attention to Sec-

tion 18 of the Act of May 30, 1908, which is as follows:
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Mr. Jailey. I protest against obtaining information about
savings banks and the ordinary banks of discount and deposit,
and think we should limit our investgation to the banks over
which the Govermment has control.

Mr. Aldrich. The questions concerning which I am now sug-
gesting that the Commission inquire into led up to the forma-
tion of the national banking system.

Mr. Bailey. And that was purely as a means of selling

bonds.

urs Aldrich. It may not be profitable for us at this
moment to enter upon the discussion of what were the reasons
for the formation of the national banking system. I do not
agree with the Senator from Texas, but that is not important
to decide now.

Hr. Money. I think it is very important to know now what
our work is to be. I understocd that the prime object was to
inquire into the monetary system of the United States, and that

would embrace the banking system as an important part of our

inquiry.
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Yr., Bailey. I do rnot question the propriety or the power
of the Cormmission to conduct any .nvestigations of the exist-
ing national banking system. What I protested against was
the statement of the Chairman that he wanted information about

the safety fund and free banking system of New York.

_344,(Af§er aoge further dlacus carﬂp«oa ‘ZHQ

' mq'{:'zm aMug
Mr. Aldr1Ch2&F am in hopes tliat some timﬂ in July, or per-

- haps before, we will be able to present the complete report
of the information collected in England, France and Germany.

0 Bay mmiss Mr.

-
’ S,

i

. Fis

t - . I <doanal
¥ wan:_anyzhing artisan in the information which we obtain,and
the preliminary reports will contain simply facts and not theor-
ies or conclusions.
Mr. Hale. If you can get the information you speak of

into shape by the end of the extra session of Congress - the
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complete statements of the systems of the three countries re-

ferred to - that will be an immense step in the direction you

have in mind.

Mr. YMoney. 1Is it necessary for the entire Commission to

be engaged in this preliminary work of obtaining information?

Mr. Aldrich. I will be glad to go ahead withoet tae—Com-

/dw&&)t?ﬂ&#u\//(cwﬂ—mw

Digitized for FRASER

adeeten if the members of the commission understand and approve

of what I am going to do. I will be glad to consult with the
o e

Vice~-Chairan and witha;:zry member of the Commission from

time to time.

Mr. Vreeland. I agree with the Chairman that this infor-
mation will be worth ten times what it will cost.

Mr. Weeks. (Addressing the Chairman). If any consider-
able expense is to be incurred, I think, for your own protect-
ion, some formal action should be taken by the Commission,
granting you the proper authority.

Mr. Aldrich. I entirely agree with that. I should be

glad to have a subcommittee created which would have authority

http://fraser.stlouisfed.org/
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to pass on questions of expense.
N
Mr. Hale. I would surgest the Chairman and Vice-Chairman.
Mr. Aldrich. That would be most satisfactory to me, but
I would be very glad if Senator Teller could be asscciated

with us.

Mr. Teller. I am willing to trust you in the matter.

]
Mr. Hale. I move that the employment of agents, or a;sist-

A
coand el arces
ants in investigation, and the expenses of the same, te com-
A

mitted tc a subcommittee consisting of the chairmaq}aad Vice-
Chairman, and Senator Teller, this subcommittee to make such re-
ports to the full Commission frum time to time as they may deem
essential.

This motion was agreed to.

Mr. Hale. My understanding now is that it is left en-
tirely to this subcommittee to exercise authoritiy regarding ﬂjiﬂ'
expenses and to scrutinize the same, and, whenever they deem
essential, ¢to report tc¢ the full Commission.

(After some further discussion).

Mr. Aldrich. In connection w@ith the visit of the sub-
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committee abroad, I desire to say that our Ambassador to France,
Mr. White, rendered most valuable assistance to us in the pro-
secution of our work,

Mr. Weeks brought up the question cf foreign and domeslic
exchange, suggesting that he regarded that as oné of the most
important questions that the Commission would have to deal
with.

Mr. Aldrich stated that when the members came to read
the report of the investigations of the subcommittee abroad
and their interviews in foreign countries, they would see that
the subcommittee made that one of the principal branches of
their inquiry.

Mr. Weeks. I wondered if you had it in mind to employ
some one to investipate this question.

Mr. Aldrich. I am very glad you spoke about that. I cer-
tainly think we ought to do it. You will find that we exam-

fﬁj—‘ﬁﬁ?
ined Lord Swaythling on this subject.

Thereupon, at 1 o'clock p.m., the rcmmission adjourned.
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The National Monetary Commission took up this morning the
questibn of suggesied amendments to the administrative features of
the banking laws. Secretary Cortelyou, who was present, asked to
have the hearing on this subject postponed for the reason that the
formal recommendations of the Department had not yet been completed,
and the Commission decided to take the matter up for further con-
sideration on Wednesday morning, December 2,

The Commission have communicated with the President of the
American Bankers' Assoclation and sugegested the presence here at
that time of the legislative committee of that Association, con-
sisting of five members. In order that the various sections of the
country should be more fully covered by representative officers of
national banks, the Commission decided to invite the attendance of
the following gentlemen: Wm. H., Porter, President Chemical National
Bank, New York; Thos. P, Beal, President Second National Bank, Bos~
ton; Ernest A. Hamill, President Corn Exchange National Bank,
Chicago; E., ¥. Swinney, President First National Bank, Kansas City,
Mo.; C. E. Currier, President Atlanta National Bank, Atlanta, Ba.;
Je J. Gannon, President New Hibernia National Bank, New Orleans,
La,; C. K. McIntosh, Vice-President San Francisco National Bank,
San Francisco.

They have also asked the President of the American Bankers'
Assoclation, Mr, George M, Reynolds, President of the Continental
Bank of Chicago, to be present at that time.
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PROCEEDINGS OF THE NATIONAL MONETARY CO'MMISSION.
Hotel Imperial,
Narragansett Pler, R.I.,
July 20, 1908,

Pursuant to the call of the Chairman, the Commission met
at 11 e'eclock a.m,

Present: Messrs. Aldrich (Chairman) Hale, Teller, Money,
Weeks, Benynge, Smith, Padgett, Burgess, and Puje.

At 11:30 a.m., after the Cormission had beem in sessien
&bout half an hour, Mr. Overstreet appeared.

In calling the meetin: to order, the Chariman stated
that ene or two of the members, including the Vice-Chairman of
the Comaission, Mr. Vreeland, had net yet arrived, and he
sugzested that formal sessions of the Cemmissiem should net
comnence until they were present.

He stated, in a general way,what the Cemmission had
dome up to the present time. (This will be found im the min-
utes of a preceding meeting of the Commission and s subcem-
mittee thereof),

He further stated that, im his epinion, it would be
impessible for the Cemmission to make a full report at the
next session of Congress, and that probably the enly subjects
that could be successfully takem up would be such amendments
to the administrative features of the national banking laws
and of the Act of May 30, 1908, as could be agreed upon with
practical unanimity.

Federal Reserve Bank of St. Louis P
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He also stated that the Secretary ef the Treasury had
been requested to recommend necessary or desirable changes
in the aduinistrative features of the natienal banking law,
and that the Secretary had been invited to appear before the
Cormission during the week, at which time he would probably
submit such recommendations as he had decided upen,

One feature of the Act of May 30, 1908, which, in the
epinien of the Chairman, demanded early attention was the re-
gulatiens governing the formatien of national curremey asso-
ciations, the particular objectien which had arisen since the
passage of the Act being the inability of a bank to withdraw
from the association, once having formally beceme a member,

The Chairman also called the attention of the Cemmigsion
to the immediate importance of giving some attention to the
subject of postal savings banks, on account, first, ef legis-
lation on that subject being on the calendar of the Senate,
and, second, of its having heen recommended im both the Repub-
liean and Democratic national platforms.

This statement was followed by an informal discussion
by the members of the Commission of the general subject ef
postal savings banks, and, at 12:30 p.m., the Commission ad-
Journed to meet again at the call of the Chairman.

Federal Reserve Bank of St. Louis e
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PROCEEDINGS OF T3 NATIONAY, MONETARY COMMISSION.
Totel Imperial,
Harragansett Pler, R.I,,

July 21, 1908&.

Pursuant to the eall of the Chalrman, the commission met
at 10 8'clock a.m.

There weroe present, in addition to the members who at-
tended yestorday's session, !lessrs. Burrows, Daniel, and
Vreaeland.

In discunsing the scope of the investigation to he under-
taken by the Comalssicn, the Chairman said that 1ts inquiries
conld he divided into the following zeneral suhjects:

1. The money question, speakin; in the broadest possihle
sense, inecluding note issues in our own and foreign countries,
by whom and under what conditions, and a zreat many kindred
questions.

2. Banks, national, savings, state, and trust companies;
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postal savings bhanks, asricultural hanks,; ete,

53, Domestic and international exchangas,

4, The relation of the Joverment %o tha volume of money
by reason of the ecllsetlion, handling, and disbhursement of

the revenues,

The irmediate question hefore the Comnmission was, What
15 the hest way ¢ nake a careful study of the availale ma-
terial with reference %o thase questions.

In answer %o an inquiry hy Mr, Danilel, the Chairman stat-
ed that it was the consonsus of opinion that, so far as the
general Comulssion was concerned, following this meeting thero
would be no othor meeting until after the élections in Novem-
ber; but that, during the swuser, the work of preparation
should go on by subco:a:nittep}b:r the individual members and
by the executive foreo of the Commission.

This statement of the Chalrman was coneurred in hy the
Comaission.

This preparation, in the opinion of the Chairman, should
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consist of getting togethor literature and statisties on the
suhlacts above referred to and investigating the experience§
of the prineipal ecomereial countries of the world, so that
when tho Cormmission should assemble in the Pall, they would
have a library in Washingten for their own use, which will
cover the essential quosticns which must eome hefore the Com-
misslion for consideration.

The chairman announced that the subeorraittee which met
in New York in June took thc responsibility of employing
Professor A, P. Andrew, who was at that time Assistant Pro-
fessor of Teonomles at !larvard, and was very strongly recom-
manded to the Comission hy Presidsnt FEliot, of Harvard, and
others.

3115;55 sted

The Chalrnman furthor xtaxmg that the hest way for the
Cormission to obtain information in regard to foreign eoun-
tries night he tolonploy an expert in each country - say
Great 7ritaln, Secetland, Irsland, Canada, :ermany, and France -

to write a history of the varlous phases of the development
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Minutes July 21. 4,

of the present banking and money systems in these countries,
and also a synopsis of those systens as they are at present.

The Chalrnman also stated that he would like the Commis-
sion to aunthorize a suell subcormittee to take up this work
of preparation, with & view to earrying it forward Rxxing as
possible, the Commission to fix tho seope of the inquiry as
to eountries and subjects, and to leave to the suhcommittee
the carrying out of tha details.

At this point (12 o'elock meridian) the Comalssion took

a recess %o 3 o'elonk p.n.

When the Cormission roconvened at 35 oﬁclock, the dis-
cussion of tle question of obtaining information in foreign
countrioes was reswunmed.

1t was finally decided tlhat the inquiry should embrace
the fTollowin_ eountries: The United States, Canada, England,
Seotland, Ireland, France, %ermany, Sweden, and Switzerland.

The chairman sugjested that perhaps Professor Sumner, of
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Yale, wonld he the host man %o writs for the cormission, in
a condensed form, & history of banking and curreney in the
Unitad States.

The Chairran stated that he vould undertake, before the
next ses ion of the Corriission, to formulate some jeneral
line of investisation %o cover the scope of the inquiries ro-
lating to the ceuntries referred to,

The Chairman sug-oested to the memhers of the Comnalssion
whether, in their opinion, it was feasible, in ecarrying on
the work of investigation, to selest certain questions for
exanination, and to erploy some trained econonmist, familiar
with the literature ¢f curronsy, to take up these quastions
and give %o the Comnlassion the arzwients on hoth sides, to-
gather with full references and cltations to the anthorities.

Aeting upon this su;gestion, !Ir. Weeks noved -

That the Chairman he authorired %o appoint a com-
mittee of six, of which ho shall he one, to aiploy a person,
or parsons, whose duty it shall bhe to prepare a compllation
of argunents and roferoncos for and agalnst the estahlishment

of a central bhank, and those who have given eareful consider-
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ation to this subject be invited to submit their views upon

the same %0 tho commlssien in writing.

This motion, after hein; seconded hy lr. Burgess; was
unanimously adopted.

In the dissussion which followed as to the men who would
be familiar with this subleect, the following names were sug-
zestead: !Massras. Ridgely, Roberts, Mairehild, Joseph Trench
Johnson (of the New York University), Vanderlip, Warberg,
and Dawes.

The Chalrman stated that Professor Andrew had &' ready
begun the preparation of u bibliography on ecurreney.

The Chairman furtheor stated that it had heen his inten-
tioen to roquest !r. Griffin, the Nidliographer of the Library
of Congross, to appear bofore tho Commission at this meeting,
Inxakiax upon inquiry it was found that lir., Griffin was abroad
at this time., The Chair:nan had hoped to seecure the advice of
Mr. Griffin, in consultation with Professor Andrew, as to
what books not now in the Library of Congress 1t would he de-

sirahle %o secure for tho library of the lMonetary Commission.
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Aftor soime discussion of this question, Mr. Burgess mov-
ed that the commission give to the Chalrman anthority, with
the assistance of Professor Andrew, to seecure for the Commis-
sion a g od working library of the hest authorities on bhank-
ing and ourrency in this and other countrias.

lir. Hale seconded thic nofion, and it was unanimously
adoptad,

The Chairian stated that at the meeting of the suhcom-
nittee in New éork eortein rooms had heen selected for thae
use of the Comaission in the Senate 0ffice Bullding, and that
the Secretary was directod to commnic.te with lir. Woods, the
Superintendent of the Capitol, with a view of having these
rooms assizned to the Comalssion,

The Bullding comalssion, in echarge of the Senate OfTiece
Bullding, advisod !ir. "oods that it had no anuthority, under
the law, to assign any rooms In this hmilding, their duties
bein, limited to the construction of the tmilding.

The chairman suggested thut the Committee on Pinance, as
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one of the leadin; committeos of t'e Senate, would be entit-
led to rooms in tho Senate 0fflece Puilding for hearings and
for a lihrary, and that these rooms, whan secured, could be
usoed temporarily also hy the Honetary Commission until suit-
able rooms could he assignhned hy Con_ress Tor the use of the
Comalssion.

Mr. Overst-e4 then noved thet the whole question of se-
curdng sultable rooms in Washington for the usae of the lone-
tary Comission, either in the Senate 0ffice Bullding or else~
where, be delegated to tha Chairman, with authority to act on
behalf of the Comralssion.

This motion was secondod and adopted.

The Commission then, at 5 o'eclock p.m., adjourned until

Wednasday, July 22, 1208, at 10 o'slock a.i.
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PROCEYDINGS 07 TR ‘TATTONAL IMONETARY COICIISSION.

totel Imperial,
Yarragansett Pler, R.I.,

July 22, 1908,

The pomalssionr was callad to order at 10 a.n,

The ghalraan stated tihu.t he, together with Mr. Vreeland
and Mr., Ovarstrest,; worc roady v present a janeral outline
of the plan for obtaining iufornation in regard to the hank-

ing and currency sysions of the leading cormereial nations,

o thereupon prosontad the fellowing:

The jensral purpose of the Comrission
heing to make an exhaustive and comprohensive inwuiry into
the varbus banking and ocurrency svstens which are in opera-
tion in the leading comercial nations of the w.rld, econpet=-
eut prersons should de amployed in aach of sueh esuntries to
vrapare for the Infornation of the Commission conecise, accu-
rate hlstorles of the developnment of existing systems in such
countries, w ileu ghould 1r‘ludo a 1 lmportant historical and
statistical information roelative to tho swae; such inforna-
tion in rezard % those various ecountries to follow, as far
as possihble,; similar goneral 1lines, in order that the results

may bhe cowparable.
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Mr. Hale moved that this plan he adopted, whiech motion
was 8econdad and uneuimousdiy agraed Lo,

Hr. Ovorstreet thon wovad thel &4 subgomalited ba appoint-
ed by the Chairmsanu, ¢f which subcoimnittee the Chalr.an of the
Comvulsnion shall be the Chairaan, by a thorized to vi-1t such
Burcpean capitals as muwy Lo dsoncd neecossary and practicable
10 ke propar arrangé onte for thoe saploguweant of the curpet-
ant parsons Just authorized, ww inssitute sueh investiations
in sueh cowmtries as may a, poar of adventage for il proper
work of the coruiission.

This motion was soconded am wgroud $.o.

The Chairman st.ated that in addition to the guestions
whiech he had mentioncd abt o previous seassion as belug vropur
subjects of 1lnvostisution by the Conm ission, there were the
following:

l. The guestion of the ,-_;uuramﬁgnoﬁ bank deposits,

In cormection with '“his quoction s .ould be considered the

safaty-fund systen in Yew York, the free-banking systenm of
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New York and the Suffolk systenm of !Massachusetts,

Br. Burgess stated that in tho July numher of Serib-

ner's !agazine there was an article by lMr. Laughlin opposing

the guarantge of bank deposits.

It 7«8 also stated that Mr. Por_an, of Chiecago, was per-

haps a zood man to write in the neative on this cuestion,

2. State hankin: laws and statistics,

In this as0:ci9etion tha chalrman stated that he had

alre.dy caused letters to be sent to the bank exaniners of

the various states requesting coples of the vresent State

lawvs on the subjeet of dbanking.

—— /Ir

~

The question of holding hearings in different parts of
the United States at come future time was discussad by the
menbors of the Cortalnsion., Iv was suggested by one member
that perhaps thils work ecould be done through subecomnmittecs,
each subcommaltteo belng assigned a certain seetion of the

country in which to hold hearin_s. The chairman was of the

opinion, hovever, that it would have a better effeat on the
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diCferent localities visited 1f the 2117 comalssion should
hold %l2 hearings, and the discussion whieh Tollowed develop-
ed this to be the genaral opinion of the Cornission.

Iu sugoesting asendents to the adninistrative features
of the Wational Banking Aet, the Chiirman sald there was one
ahange whieh eoriainly ought %, he mads at the Tirst oppor-
tunity, nawiely, that national bank sxaminers ought tv be com=
vensated by proper salarics pald by the National Government
instead of by fees puid by the banks which they exanmined;
that they should Y¢ _siven more powsr than they now possess;
and that an endeavor should he made to get a betiar class of
men. It was suggestad that bhank examiners should have ”M
authority to examine hanks in the national eurrenecy assccla-
tions authorized “y the Act of lay 30, 1908,

It was also suggested that it might be wise to appoint a
subeomal tt 9 which would take up this question hetween now and
the next nmaeting ofthe full Cormission, and perhaps econsider

other shanges in the administrative features of the *tiunnl

o«
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Banking Taw,

At this point (11:45 a.m.) the commission took a recess

until 3 o'slock p.in.

When the comalsslon reconvened at 3 o'eloeck, the chairman
sugsestad that as Lthey wero cosldearing the several changes
in the adalnistrative features of the National Banking Aet,
the gomalssion night adjourn until 10 o'eloek foiorrow morn-

ing,vhen tha Sacraeatary c¢f the Treasury woild appear hafors

then on this subjeet.

The susgention was adopted, and theraupon the pomission
o0 c

adJournad to Thursday, July 23, 1908, at 10 a.nm,
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PROCEEDINGS 07 TI'E NATIONAY, MONETARY COIHMISSION.
!Qtel Imp arial,
Narragansett Pler, R, I.,
July 23, 1904,

The pormission was ealled to order at 10 a,n,

The Secretary of the Troasury, accompanied by Assistant
Seereatary Coolldge, appearod hWwfore the Co:wilssien,

The Searetary of the Treasury addressed the Cormission
in rejard to the progross whilch had bhesn made by his Depart-
ment in earrying out the Aet of lay 30, 1908, wrending the
national auking maws, and diseunsed certain degirable amend-
ments,

At 12 o'eclock neridian, the Cormission took a4 reces: un-

til 2:30 p.n.

Wihen the Cowmwalssion eonvaned at 2:30 p.m,, the Secretary
of the Troasury rosuned.
He lald hefore the couilssion various recorviendations

for aumandrients t¢ tho Nationa Banking Taws.
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Cop es of the statements and reso:mendations of the
B8aretary will bhe attached %0 these minutes as a part of the
rroessdings,

“hen the Secretary eousluded, M. Vreoland, the Vice
Chair wn of the gomalasion, took the shair during the tempor=-
ary absomee of the chaiman,

Mr, Yeoks zrqved that a subecomalttee be appo lnuted by the
Chair to consider changes in the “ational Banking La '8; and
éspeclally those sugsestad by the Seacretary of the Treasury,
and Lo report itz conelusions to the Cormission at 41t: next
meating .,

Before the dlscussion of this motien was coneluded, the

Comilzslon took a reecess until 8:39 p.n.

it 8150 p.m. the Cormalssion roconvened. with Senator Al-
drich 1n the shair,
Aftar some further diseussion, the motion of 1r. Veeks

was agreed %o, and tho Chair app inted the following subcom-
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mittes: Senators Allison, Burrows, Teller, !onav, and nalley
and Reprsontatives Weeks, Yonynge, Snlth, Purgess, and Pujo,

Upon not lon of Senator !onay, at 2:30 p.m., the Comnmis-
sioh took a final adjournment, giving to the Chair an the au-

thority to deternine the time and place of next maeeting.



Hotel Imperial,

Narragansetit, Pler, R.I.,

July 25, 1908,

At an inform.al sonferonce of s'ich memhors of the Ccomals-

slon as wer: still praesent at Narragansett Pler, the following

statement for the press was subuitted by the chalrman and

agresd to:
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The Commission, duwring their sessions have heen enga od
in the dissussion of the various phases of the important work
assigned to them by the Aet of May 30, 190G. A large portion
of the time has heen taken up in considering plans for seeur-
ing information upon which thelr ultimate report to Congress
will he based.

It was deemed of the utnost lmportance that steps be tak-
en to secure a thorough and, as near as possible, exhaustive
examination of the monstary and barnking systems of the leading
sommersial nations. Preparation for this work was entrusted
to & subecommalttes consisting of Senators Aldrich, 'lele, ¥nox,
and NDaniel and Representatives Vreeland, Overstreet, Burton,
and Padgett.

This comsittee will seek to secure from competent and
authoritative soursces all available historical and statisti-
cal data with reference to the currency and hanking experiaenece
of sreat hritaln, Gormany, and Prance, They will also nuke
speclial examination of the Seoteh, Canadlan, and Swedish sys-
tems and the changes which have recently been adopted in
Switzerland,

It s the intention of the £dl Commission to visit Can-
ada at an early day for the purpose of naking & special exanm-
ination into the Canadian systen.

In the prosecution of their work, the subeomaittas will
g0 abroad in the near future, salling on the ¥ronprinzessin
Ceallie on tha Ath of August,
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Another subeormmitice, consisting of Senators Allison.
Burrows, Teller, Money, ana hailey and Reprasentatives Weaeks,
Bonyuge, Salth, Surgess, amnd Pujo, will toake up for ilnmedlate
eonpidaration the question of necessary wailendients Lo the ag-
ministrative features of ouwr national hanking lawa, Searetary
of the Troasury Coritelyou was in conferéence with the Comnis-
sion with refarance to the shoractar of these amendrents, and
ths suboorpilttae 1aat nent.oned expect e be able %o report
thelr recorpaendations L¢ & rwoting of the 001 Cormission %0
ha held in Washingten on Yevenber 10,

The astion of the Comilssion wiith reference %o &ll ques-

tions has hoan hamsonlous and unanimous,
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The quesatio of the next .mweting of the full Comuission

was diseussed, aud 't was the apinion of all those presgent

that the Chalrmiamn s'ould eall the next maeeting of the Com-

mission at Washingten, on Tuesday, Neovembar 10, 1908,
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‘ HIRUTRS OF THE PROCATHINGS OF T'E SUBCOMMITTER ON ANNDIENTS
TO THRE AMMINISTRATIVE PHATURES OF TIH NATIONAL BANK ACT.

otel Inpearial,
Narragansett Pior: R.1.,

The twubers of the sudcomalttae are Senators Allison,
Purrowys, Teller, Moncy, and Tailer and Reprasentatives Weeks,

donynge, Saith, Durgess, and Pulo.

Prosent at the meoting: Hesasrs. Burrows, Teller. Weeks,
Bonynge,; Suith, Burgess, and Pulo.

The ecaamittos organized by electing sSenator Allison
Chailnaan and Representative Weeks Viee Chalrnan,

The ooryilttee $o0k wp the consilderation of thae su pest-
ions rmade by the Searetary of the Treaswry relative to the
chanzes in Yhe national bhank laws, and deternined to request
the Secratary to eomplete the suggestions whieh he had nade -
a8 he had reaqusstod opportunity %o do - and %0 sulait the
revised atatanents te the oomalttes as soon as possihble; but,
if pvossible, as sarly as August 13,

Tho oomaltiee detorminad to ;ropound 4 list of questions
to natlional hankars, amiing for thelr viaws on eartaln deosirad
ehangzes in the national hank laws; and a comittee, consisting
of the Viee Chalman, Senator Toller, Representatives Bonynge,
and Burgess wore appointed to attend the meeting of the Ameri-
oan Jankers' Association, to b held at Colorade Springs the
woak of Deptendber 27,
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Hinutes of July 285, 2,

After repliesz are raocelvaed and compiled from the nation-
al bankers to the quastions sulmitted, it is proposed tlat the
compalitee give pudblie hearings in sone of the larger elties,
to add to its informaution on thesa sublaeta,

At this point the subsommities adjouwrned, sudleet 10 the
eall of the Chalman.



Digitized for FRASER

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

; 6j Mey 29, 1910,

THE FIRST AND SECOND BAWKS OF THE UNITED STATES.

The difference between the character and status of the
first and second banks of the United States, incorporated early in
the country's history, and the conception of a central bank as de-~
veloped under modern conditions in Europe, is dbrought out in a forc-
ible manner in a volume just made public by the Rational Honetary
Commission. The volume consists of two parts, -~ a study of the
firat Bank of the United States, by Dr. John Thom Holdsworth, of the
University of Pittsburg, and one of the second Bank of the United
States, by Dr. Davis R. Dewey, the author of "A Financial History of
the United States."

The essay of Dr. Holdsworth recounts the plan of Hamilton
to found a bank for the purpose of aiding the government, which be-
came law in 1791, It is declared by Hamilton that a national bank
was not "a mere matter of private property, but a political machine
of the greatest importance to the state." Thus conceived as a po~
litical machine, it is declared by the author that the bank "never
threw off entirely its political trappings, anﬁ it finally died as
the result of political enmities and jJealousies.™ The capital of
the bank, wax which was fixed at $10,000,000, was allowed to be sub~-
soribed to the proportion of three-~quarters in United States stock
bearing six per cent. interest, and the President of the United
States was asuthorized to subseribe on behalf of the government

$2,000,000. An equal amount was to be loaned by the bank to the
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government, which was to be repaid in ten equal annual installments.

It is obvious, from these details, that the capital was
raised more largely by bookkeeping transfers than by the actual pay-
ment of specie, at a time when specie was extremely scarce. The de-
vice by which Hamilton carried through the government subscription is
defined as "an ingenious example of financial juggling." Shorm of
technicalities, tﬁe government paid for its stock by bills of ex-
change on Amsterdam, then it borrowed these bills and gave its note
for §$2,000,000, payable in ten mmmmaX equal annual installments, with
interest at six per cent. The practice thus instituted by the gov-
ernment itself of paying subscriptions with stock notes was Pollowed
widely, and in numerous instances with disastrous effects in the next
Pifty years. The central office of the bank was in Philadelphia, on
the present site of the Girard Wational Bank, and of the first board
of twenty-five directors eleven were from Pennsylvania and six from
New York.

Hamilton was not in favor of branches, but they were soon
established at the leading commercial centres of the country and en~
tered into clearing and other relations with the local banks. The
government soon availed itself of Hamilton's original project to bor-
row freely from the bank, and these loans proved to be larger and for
a longer time than was at first expeoted, causing embarrassment to
the Treasury and uneasiness to the bank before they were finally set-
tled. This indebtedness amounted within four years to $6,200,000,
or nearly two-thirds of the capital of the bank. The loan of so
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large a proportion of its funds crippled its services to commerce and
manufacturéié and made 1t difficult even to continue the temporary
loans required to facilitate the financial operations of the govern-
ment. Ultimately the loan was repaid, partly from the proceeds of
the sale of the govermment holdings of bank stock, As these shares
were 80ld at a premium, in some cases as high as 45 per cent., the
government made a profit of $671,860, exclusive of dividends received
to the amount of $1,101,720.

The first Bank of the United States did not{ have the ex~

‘olusive privilege of note issue, but customs duties were made payable

in the notes of the bank, which gave them a wide circulation. The
bank, moreover, exercised a salutary restraint upon the other banks
by presenting their notes promptly for redemption when received over
its counters. The passing of the political control of the country
from the hands of the Federalists to those of the Democrats at the
beginning of the nineteenth century, it is declared by Dr. Holdsworth,
had no immediate effect upon the interests or fortunes of the bank.
Though always regarded as a Federalist institution, and managed large-
ly by men of Federalist leanings, its affairs were administered in the
main with an eye single to business and profit, and it never became
embroiled in political controversies as dild its successor, the second
Bank of the United States. Only once did the Treasury, under Demo-
cratic administration, apply to the bamnk for aid, and then it was as
cheerfully and generously given as under earlier Federalist adminis-

trations.
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Jefferson never gave up his antagonism to banks in genersal,
and to the Bank of the United States in particular. He permitted
Gallatin, his Secretary of the Treasury, however, to support the re-
charter of the bank, and the failure of Congress to authorize it was
a disagreeable surprise for the business commmunity. The renewal of
the charter was indefinitely postponed in the House on January 24,
1811 by a vote of 65 to 64, while in the Senate the bill failed by
the casting vote of Vice-President Clinton. The bank liquidated 1its
affairs as promptly as possible and its buildings and a large part of
its assets were taken over by the private bank established by Stephen
Girard.

In recounting the history of the second Bank of the United
States, which was chartered in 1816, with a capital of $35,000,000,
Professor Dewey pursues the plan of analysis by subjects rather than
a narrative of events in the order of time. He points out that many
of the difficulties of the bank and of the country were caused by the
deficiency of specie and the excessive issues of notes by the local
banks. During the period of expansion after 1811, and the speculat-
ive profits which attended specie suspension and unwise local legisla~
tion, state banking had assumed proportions which were beyond control.
If the Bank of the United States had been organized when commercial
operations wore normal and banking methods were sound, the bank would
undoubtedly have had a different history. Established, however, after
the local banks had enjoyed a free license for their operations, it was

v well nigh impossible for it to do its work without alaahing with local
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and selfish interests. The pressure of the bank and the national
Treasury threatened to force resumption of specie payments by the lo-
cal banks, but their resistance delayed resumption until the summer

of 1817, after a conference in February with representatives of the
banke of Wew York, Philesdelphia, Baltimore and Richmond. The Bank of
the United States itself made mistakes in speculative loans, difficult
to avoid in an undeveloped country, and allowed the branches, especial-
ly in the south and west, to extend discounts beyond the margin of
safety.

The political conflict between President Jackson and the bank
is not discussed at great detail by Professor Dewey, because of the
fullness with which these aspects of its career have been discussed in
political histories. He declares, in surming up the lessons to be
drawn from the history of the bank, that "the circumstances which gave
rise to the establishment of the second bank were altogether different
from those which have brought about a discussion of the question of a
central bank at the present juncture; that the bank in its final opera~
tions was nothing more or less than a large commercial bank with
practically the same functions as other banks established under state
charters, and differed from them in little save size and enjoyment of
a few special privileges; that the bank began its operations during a
period of commercial demoralization and developed its practice during
8 period of crude banking methods, as measured by current standards;
and finally, that the bank in its closing years, was subject to a
political attack, violent, indiscriminating, and even unscrupulous in
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its character. It is difficult, therefore, to find in the experience
of this institution, any lessons of importance which may be of special
gservice in the preparation of a plan for a large national central bank
at a later period, when business methods have been transformed by the
railroad, the telegraph, and by the development of corporate enter-
prise, to say nothing of the change in banking law through the general

substitution of national supervision for state control.”
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May 20, 1910.

MONETARY STATISTICS OF THE UNITED STATES.,

The most complete collection of statistics regarding the
finencial and economic progress of the country during the'pagt géene=-
ration has been embodied in a large volume compiled by Dr. A, Piatt
Andrew, now Director of the Mint, for the National Monetary Commis-
sion. The statistics are divided into four parts, -~ those dealing
with the general growth of population, wealth, business, produetion
of minerals, leading food products, cotton, wool, and similar mat-
ters; those dealing with the banks; those dealing with the amount and
movements of money and exchange; and those dealing with the Treasury
and the public credit.

The banking statistics cover the entire history of the
national banking system from 1867 to 1909, and the available facts
regarding commercial banks, trust companies and savings banks., Among
the data presented are the weekly ctatements of the clearing-house
banks of New York City; loan and discount rates; balances due between
banks; dividends paid by national banks; and statistics in regard to
the movement of circulatioh.

The data in regard to money shows the export and import
movement of gold, rates of exchange, both foreigm and domestic, and
the interior movement of money, both from New York and Chicago. The
figures in regard to Treasury operations give the facts in regard to

bond issues as well as receipte and disbursements, and the prices and
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net return of government bonds in England, France and Germany, as well
as in America. Many of the figures presented go beyond the usual
routine of such statistics and are intended to answer questions as to
the effect of the crop movement on the money supply and rates of in=-
terest, and other similar problems which have been repeatedly raised
during the discussions before the National Monetary Commission.
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April 27, 1910.

EVOLUTION OF CREDIT AND BANKS IN FRANCE.

A striking review of the manner in which the Bank of
France has attained the dominating position which it occupies in
Prench finance and its relation to the Joint-stock banks, has Just
been made public by the National Monetary Commisegion. The mono=-
graph on the subject ie entitled "Evolution of Credit and Bon®s in
France," and is written by André Iiesse, Professor at the National
Conservatory of Arts and Trades and ot the Schocl of Political
Seiences. Profesgor Liesse takes up the evolution of banking in
France in three periods, from 1800 to 1848, when the business of
the Bank of France wac restricted largely to Paris; the period from
1848 to 1875, when the bank became truly a national institution by
the absorption of the departmental banks of issue, by its aid In the
extension of the railway network, and by its masterly conduct of the
negotiati®ns for the payment of the great war indermmity to Germeny;
and from 1875 to the present time,

The narrative is very far from being a mere historieal
summary of the development of the Baonk of Frence itself, but iraces
the manner in wkich the big credit companies grew up with the growth
of French capital and its distribution at home and ebroad, and the
manner in which they have leaned in emergeucies upon the central
bank. The Bank of France appoars as the friendly guardian of the
market in tiding over the period of stress caused by the failure of
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the Union Générale in 1882, the collapse of the copper corner and

the ligquidation of the Comptoir D'Escompte in 1889; the reaction of

the Baring failure in Ingland in 1890; and the crisis of 1907. In
the crisis of 1890 the Bank of England borrowed of the Bank of

France 75,000,000 franes ($15,000,000) in gold, with which to relieve
the stress in the English market. The Bank of France, it is de=~
clared by M. Liesse, "was not affected at all by this exportation of
¢oin." The average reserve in fact in the year 1890 wa? about
$500,000,000, composed almost equally of gold and silver, If the
Bank of England had been able to issue notes for 75,000,000 francs,

in order to meet the difficulties of the erisis, there would not have
been, M. Liesse declares, the slightest need of an appeal to the
oredit of the Bank of France, and since the latter was willing to gived
credit to the Bamk of England, the citizens of England would have done

8o equally by accepting its notes.
The pressure in the money market in the fall of 1906 was

met by the Bank of France by the liboral discounting of English paper.
This poliey, it is declared, was much more economiec, in the high sense
of the word, than the rather archaic one practiced formerly of making
discreet loans of zold to the Bank of Ingland. In the following
year, 1907, the orisis grew worse. Discount at the Bank of France

went up again to 34 per cent. and then to 4 per cent.gmas-mmyphe—seon—

by—the-pracading.table. The Bank of Frauce intervened a second time,
discounting English paper. The report of the operations of the bank
for 1907 states that in this way a ready capital of more than

80,000,000 francs in American gzold was fuwrnished to the London market.
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In another direction, the Bank of France opposed no obstacle to the
shipments of ¥French gold to New York, which were furthered by the
bank's making its normal commercisl discounts. Finally, the discount
rate remained 3 per cent. lower in France than in England or Germany.
In this way, the action of the Lenk made itself felt; not
only on the French market but also on the invernsviorasl, ant rerticu~
larly the English market. laking discounts on foreign peper nms=?% be
considered, to~day, & very normal means Of sstablishing useful relae-
tions betwecn the different maxkets, and of applying the law of sup-
ply and demand of capital in an intelligent and profitable menner for
the country which Pfurnishes its cepitel., TFot making foreign discounts
is & deficiency which the Dexk of Epgland adde to ite lack of elastio-
ity of issue., The Reichsbank has & foreign "nortPfolio” which has in-
creased in impc -tonce from year to year. The Ban¥ of France has the
right to discount foreign paper, &nd has used it very ably) thanks to
the enlightoned direction of its governor, M. Georges Pallain.
Cormenting upon this series of events, M. Liesse declares
that the allience of &ll the banke of issve of Europe, which wag sugw-
gested after the penic >f 1907 by an eminent Italian minister, does
pot require to be consummated by eny official action, There is no
neod of official intervention, of contracts with binding clauses, to
oroate a solidarity between these estabiishments. This solidarity is
established when necesgary, either directly, if the banks of issue have
the privilege of discounting foreign commercial paper, or indirectly,
by the credit compsnies or the intermediary banks. The intervention
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of one or another of the banks ¢f issue in favor of a foreign market
is therefore free, and so rmch the more useful on that account, be-
cause this action is performed in rosponse (o a solidarity diebated
by the positive interect that the bank has in interveningz, since it
derives profit from so doing.

Summing up what has been accomplished by the big credit
companies inr developing the industries and financial resources of

France, supported zs they have been by the central bank, M. Tiesse

says:

“"They graduslly extend their setivity in France by means of

numerous branch offices or agencies. The Benk of France follows
the same movement, either of i%s own accord or by reason of conditions
imposed by the governmont. The present organisetion of credit begins
to takze ghape; the role of the crsdit companies grows in immortance;
they adapt themselves to the temper of the comntry and of their depos-
itors; they ongage preferadly irn discomnting, in short-date operations;
they make avery effort to render available by means of suitable invest-
ments the capital entrusted to thgm, which they receive at sight in
mueh grester amounts than on timo. Finally, ‘hey take roof on for-
eign soil and help to invest Fronch capital {(which would be idle in
France) in foreign securities. France, always economicel, invests
abroad in this way savings to the amount of come thirty-odd billions,
This situation mekee France e ereditor of many nations and egives it
elmoegt congstantly & favorable exchangze rate, It makes it possible
for the Bank of FPrance, thanke to the pruvdent monetary policy insugu-
rated by L8on Say, to asommilate a formidebpg 014 ruaorvo: .Th.
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Bank of France thus becomes a center of supply, not enly Por the
credit o? Framce, but for ar important neighboring market, that of

Tondon,"
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GERMAN TMPERIAL BANKING LAWS.

Special interest is given to the translation of the
" Imperial German Banking Laws," which has 'boen prepared under the
authority of the Nationgl Monetary Commission, by the fact that an
introduction % by Dr. R. Koch, who only recently
resigned as governor of the Imperial Bank and has long been con~-
sidered the foremost monetary authority in Germany. The laws them~
selves include the original bank act of March 14, 1875, which
brought unity out of the heberogeneous mass of notes and systems of
different types in Germany and the subsequent laws by which the chaxr-
ter of the Imperial Bank has been amended at intervals of ten years.
Among the latter are included the law of June lst; 1909, which re~
sulted from the special inquiry instituted by the German Imperial
Government during the year 1908, Dr. EKoch, in his introductory re-
view of these laws, declares that the conditions which prevailed in
Germany, not much more than a generation ago, with regard to the
eirculation, =~ coin, paper money and bank-notes, -- "afforded a
striking picture of our political confusion." Efforts to secure a
uniform coinage system, by co-operation among the German atatea; in-
cluding Austria, had brought no satisfactory results. Paper wuoney
had been issued by the governments of several of the states, which
became known as "wild bills," which could be passed beyond the _
limits of the states which issued them only with diffioulty and loss.
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Paper which was more acceptable, although not considerable
in amount, was issued also upon special concessions by railroad come
panies, municipalities, and other corporations. Practically in
Prussia only were conditions tolerable, where the Bank of ?rusaia;
which was vested with the unlimited right of note issue in 1856, had
been able to render great servicos to German commerce in the crises
of 1857, 1866, and 1870 and had developed into a central nofe bank
for the greater part of Germany. There were still, however, nine
private note banks in the old provinces of Prussia, and other German
govereigns made very liberal use of their authority of granting the
privilege of note issue, and often on a scale quite exceeding the
amount required by the extent of their states. The effort of Prussia
to protect herself by forbidding the circulation of those foreign
notes was unsuccessful, especially in middle Germany, because of the
varied and changing business relations of the territories. The cir-
culation which was uncovered by bullion, excluding Bavaria, increasad*
according to the monthly records, from about 15,000,000 marks
($5,675,000) at the beginning of the fifties, to an average of
202,296,000 marks in 1867 and to 400,284,000 marks (#95;000,000) in
1873.

The far-reaching genius of the men who had brought avout
the political union of Germany soon realized that such conditions
could not be longer endure& T BUt-IENL I PUTTeSoMs. Already,
the constitution of the North German Confederation of July 26, 1867,
had provided for subjecting such matters to the supervision of the
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Confoederation. Further issues of notes by the atgtes were sus=
pended, except with the aulhority of a federal law. The coinage re-
form was first taken up as a preliminary to the unification of the
banking laws. By the oedmese law of July 9, 1873, the gold standard
was adopted and a coinage provided for all of Germany uniform in
character and denominations, although permitted in some of the states
to bear the distinctive stamp of the local sovereign.

The coinage having been unified, the govermment set about
the reform of the banking system on lines which suggest in some re-
spects the history of the United States. Provision was made for re-~
dueing the circulation of government paper and & cormittee was ap~
pointed to investipgate the subject of uniform and more careful re=-
strictions upon the banks. The issue of notes below 50 marks (§iR)
was prshibited affer July 1, 1875, and the banks were required to
publish monthly reports. A bill embodying further reforms, includ-
ing a duty of four per cent. on uncovered notes above a certain
amount, was submitted to the Reichstag on November 5; 1874. The dis=-
cussions on the subject, however, compelled recognition of the general
desire for an imperial bank to be established in the public interest.
So strong was this sentiment that the discussion was adjourmed until a
?ill could be prepared, establishing the Reichsbank and providing for
its gradual absorption of the note~issuing funetion throughout Germany.
This bill became law on March 14, 1875, and with some modifications in
1889, 1897’lnd 1909, is still the fundamental banking law of the em-
pire.
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This act rested, according to the analysis of Dr. Koch,
on & compromise of the central bank system with the system of a
plurality of banks, which latter had its root in the existing con-
ditions. TFirst of all, it created for a number of years a transi-
tional stage, freed from the most pressing evils, in order that ulti-
mately experience would lead fto the adoption of an adequate uniform
system. New note privileges could be granted only by imperial
legislation. The Reichsbank thus appeers, though in a moderate
gense, as the central note bank of CGermany. The economic and po=
litical position on which its special rights and duties rest, is
shown not orly in the classification of its public duties but also
in the clese comnection indicated by its name with the instituiions
of the empire. Its management must not be governed aolely; or even
chiefly, by considerations of gain. Thus, owing to its capital and
the network of branches acquired from the Bank of Prussia in virtue
of the authority given to it by the bank act, which secured the ime
mediate support of the whole émpire, the Reichsbank forms, especially
in bad times, the stronghold for the credit of the country. It aids
the whole system of exchange, not only by the puxpmmm purchase of
short time bills and other paper; but also by its collection, deposit
and disbursement business, and chiefly by its enormously developed
giro or transfer operations. )

Thus, according to the narrative of Dr. Koch, Germany
passed through somewhat tho same transitional stages as are now being
discussed in the United States, =~ a currency issued by a great
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variety of institutions, which were not co~ordinated with each other
in such & manner as to meet the pressure of crisis,and whose condi~-
tion led o the demand for more drastic regulation by the Imperial
Government and finally to the grant of general powers of direction
over the money market to & single great institution.
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THE REICHSBANK AUD THE GERMAN JOINT STOCK BANKS.

An analysis of the manner in which the big Germen joint-
stock banks have developed the cormerce of Germany, while supported
by the Reichsbank, the central bank of issue, is made in a special
treatise on "Development of the German Banking System," which was
prepared by Robert Franz, editor of "Der Deutsche Oekonomist," for
the National lionetary Commission, and just submitted by them %o
Congress. It 1s declared by Herr Franz that the Reichshank forms
one of the principal supports of the German credit system and of
German economic life at large. "In this capacity," he continues,
"it has proved its value repeatedly, especially in the period of
great depression at the begimning of the century. The collapse of
a number of larger banks which until then had enjoyed a good reputa-
tion caused a profound shaking of confidence and threatened to pre-
cipitate a severe credit orisis. Such & crisis would have involved
disastrous consequences for the entire business 1ife of the country
nad not the Reichsbank at that time supported the tottering confi-
dence by & liberal though at the same time prudent extension of
oredit.,"

Turning to the development of the Jjoint-stock banks, Herr
Franz declares that the business of industrial financing and stock
issues was part of the program of the oldest joint-stock banks,
founded as early as the middle of the last centuxy.

&
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The development of the railroad system beginning about the
middle of last century, which caused a considerable demand for and
eirculation of capital, and the greater extension of state credit,
induced the banks to turn to the flotation and issue business.

The period following the founding of the German Empire
witnessed a vigorous development of German industry, especially of
the mining and (beginning with the nineties) of the electrical in-
dustries, which required & continuous inflow of new capital. At
the sa;;:E;ruan foreign commerce, particularly with oversea coun-
tries, kept on steadily increasing. The banks furthered this de~
velopment by forming stock companies, granting long-term credit, as-
suming shares and bonds, placing the new industrials on the stock
market and selling them to the public. There is no doubt, Herr
Franz declares, that but for their policy of furthering the indus-
tries, the economic development of Germany would have taken consider-
ably longer than has been the case.

It is true that the larger part of the increase in capital
is the result of industrial production. But normally the fresh in-
crements of capiial can be turned into industrial channels as rein-
vestments only through the medium of the banks.

The placing of capital in industrial investments in Germany
proceeds as & rule as follows: The bank extends a certain amount of
oredit to the industrial corporation, which is used by the latter
successively in proportion as its enterprise develops. Such "in-

vegstment" credit, owing to ite® very nature and purpose, cannot be
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refunded within a short time. It is granted from the start with a
view to being converted into capital of the industrial corporation
(through the inerease of capital stock) or into long-term amortiza-
tion credit (through bond issues). In order to repay its debt to
the bank the industrial corporation issues new stock or bonds. The
bankz must for the time being take over the additional new securities
by changing the "book-credit" into "issue-credit." This, however,
enables it to shift the risk, assumed by the granting of the original
eredit, to the wider spheres of the investing public, and to recover,
above all, the invested capital. Only in this manner can the bank
retain its power of action, and it must be admitted, Herr Franz de-
clares, that as a general rule the German banks have operated in this
regard with great skill and circumspection, so that they were able
both to meet their own obligations and to satisfy the demands for
short~term working credit.

In order to obtain the means for granting industrial credit
and to dispose of the enormous amounts of newly created industrial
THAXXY securities, 1t was and is necessary to attract in as large a
measure as possible the surplus funds of the community available for
capital investments.

For this purpose the joint-stock banks spread & network of
deposit branches, destined to serve as reservoirs for the inflow of
available funds, and at the same time as distributors for the indus-
trial securities oreated. With the same end in view the large
Berlin banks, either through the acquisition or exchange of stock
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(for permanent investment), entered into friendly alliances with the
provinvial banks.

This latter development, representing a centralization of
capital, though not of operation, is to be regarded as part of the
general process of centralization applying to industry as a whole.

It was particularly strong during the last decade, but seems to have
abated somewhat during the last years.

The concentration in the German banking system, the growth
of the large Joint-stock banks, and the extension of their sphere of
interest by means of branches and deposit branches, and by their al-
liances with medium-sized small banks in the provinces, was furthered
by certain extraneous circumstances.

One of these was the stock exchange act of June 22, 1896,
which, by restricting trading in options, secured considerable advan~-
tages to the strong, large banks at the expense of the weaker banks
or private banking firms. It is probable that this development re-
ceived its first powerful impetus as early as 1891. At that time
several private banking houses failed and these failures revealed,
in a number of cases, the wrongful conversion of deposits. This
caused deep commotion among wide circles. Public interest became
aroused on the subject of bank deposits, and the amendment of the ex-
isting A¥II civil, oriminal, and economic legislation was undertaken.
The result was the bank deposit act of July 5, 1896. This did not,
however, completely allay the suspicion once aroused, and the disas-

trous experience with small private bankers helped to no small extent
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to turn the confidence more and more to the large joint-stock banks,
which offer a much greater security for the money and securities en-
trusted to them.

The most important factor, however, was the fact of the
simultaneous capitalistic evolution of industry proper, which neces-
sitated a parallel development in the banking field. It goes with-
out saying that this evolution, considered in its entirety, cannot
be ascribved to chance or the arbitrary action of individuals, but is
largely the result of economic forces.

Herr Franz declares that it is the undisputed merit of the
rersons at the head of the banks that they appreciated those endeavors
and supported them by advancing the requisite capital, oftentimes in-
curring great risks for the banks. The progressive industrialization
of Germany and the large increase of its population caused on the one
hand increasing imports of industrial and auxiliary materials as well
as of foodstuffs, and on the other steadily growing exports of indus-
trial products. As a result AX Germeny's share in the world's com-
merce shows & rapid growth.

Until the seventies of the last century the financial regu-
lation of German foreign oversea trade had been almost exclusively in
the hands of London banks. The establishment in 1870 of the Deutsche
Bank at Berlin meant & turning point in this regard. The bank in its
charter adopted the following program: "It 1s the purpose of the
corporation to do a general banking business, particularly to further
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and facilitate commercial relations between Germany, the other
European countries, and oversea rarkets." The founders of the
Deutsche Bank had recognized that there existed in the organization
of the Germen banking and credit system a gap which had to be filled
in order to render German foreign trade independent of the English
intermediary, and to secure for German commerce & firm position in
the international market. It was rather difficult to carry out this
program during the early years, the more so, because Germeny at that
time had no gold standard and bills of exchange made out in various
kinds of currency were neither lkmown nor liked in the intermational
market . The introduction of the gold standard in Cermany in 1873
did away with these difficulties, and by establishing branches at the
central points of German oversea trade (Bremen and Hamburg) and by
opening an agenocy in London, the Deutsche Bank succeeded in vigorous-
ly furthering its program. Zemspemmedk liater the other Berlin joint-
stock banks, especially the Disconto Gesellschaft and the Dresdner Bank,
followed the example of the Deutsche Bank, and during the last years
particularly, the Berlin joint-stock banks have shown great energy in
extending the sphere of their interests abroad.
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March 31, 1910.

RENEWAL OF REICHSBANK CHARTER.

The latest developments and discussions in regard to
banking in Gormany are embodied in a monograph jJust made public by
the National Monetary Cormission under the %itle, "Renewal of
Reichsbank Charter." Senator Aldrich and the other members of the
Commission had the good Portune to be in Germany at the moment when
a specisl commission was sitting to consider the revision of the
charter of the Imperial Bank, which is made at regular periods of
ten years. They have had translated for the use of Congress not
only the text of the discussions in this commission, made up of the
ablest bankers and economists, but also much of the discussion
which took place in the financial press before the enactment of the
law of June 1, 1909, and the reasons given by the legislative come
mittee for the provisions of this law. The subject was much die-
cussed whother the strain imposed upon German banking fagilities in
the crisis of 1907 would have been mitigated if the Imperial Bank
had possessed a larger capitale This view was dismissed by the
committee which reported the new law with the demonstration that the
capital and surplus of the bank were larger tham those of the Bank
of France, the Bank of Austria-Hungary, or the Bank of Russia, and
woere second only to the capital resources of the Bank of England.
In deciding the question as to whether a further increase of the re-
gources of the Imperial Bank was desirable, it was declared by the
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committee that it should be bornme in mind that in the case of a
central bank of issue, its own funds are of less importance than
they are in the case of other banking institutions; they serve prin-
cipally as a guaranty fund for the creditors of the bank while the
working capital is created through the notes issued and the funds
deposited in the bank. The experience of all the banks of issue
prove this. As a guaranty fund for the creditors of the Reichs-
bank its present capital is fully sufficient. The bank does not
require an inerease of ifs resources for the task directly laid upon
it as a bank of issue and for the sake of the bulk of its business
resulting from this capacity.

The other point to which the greatest attention was given
by the legislative committee was whether the system of limiting the
volume of notes in eirculation, by imposing a tax of five per cent.
on the amount of notes above a fixed 1imit, when the notes were not
fully covered by gold, was upon the whole a wise one. The commit-
tee found that the system had been shown to have worked perfectly
well by the experience of the many years that have elapsed since
the establishment of the Reichsbank. Although a certain indirect
connection between the limit of untaxed note ciroulation and the
action of the Reichsbank in regard to the discount rate muet be ad-
mitted in so far as the exceeding of the contingent and the raising
of the discount rate presuppose increased demands upon the Reichs-
bank, a direct influence on the discount rate through the fixing of
the note contingent cannot be expected. In fact, the management
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of the Reichsbank has never allowed the tax imposed on the excess
circulation to have any decisive influence on ite discount policies.
As therefore the discount policies of the Reichsbank would not be
favorably affected by the elimination of the contingent, no reason
was found for abandoning this system, On the other hand, it was
declared by the committee, it seems altogether desirable to maintain
the contingent system, as the exceeding of the contingent has more
and more developed into a danger signal heeded by business men.

The former amount of the tax-free note contingent was not,
however, regarded as sufficient. The figures for 1906 proved the
inadequacy of the contingent, showing that it was exceeded seventeen
times, with a maximum excess of 572,644,757 marks ($136,000,000), and
this conclusion was strengthened by the events of the year 1907.

That year showed no less than twenty-five instances, of which the ex=-
cess reported on December 31lst reached the amount of 625,974,363
marks, a maximum never reached before. At the same time it happened
for the first time in 1907, by reason of the large demands of busi-
ness, that the Reichsbank had a note eirculation which even in its
yearly average exce@ded the contingent, by more than 58,000,000
marks. Although these two years could not be accepted as a general
demonstration, because they were periods of exceptional financial
gtrain, 1t had become evident that the o0ld contingent of the Reichs-
bank was insufficient for the increased demande of business due to

the increase of population and the accelerated economic development

in Germany.
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In establishing an increase the fact has to be reckoned with
that the demands on the Reichsbank are regularly made to an especially
large extent at the quarter days. The condition, resulting from cus~-
tom, that at the beginning of a gquarter large liabllities have to be
met, ==~ for instance, in regard to mortgages, rent, interest, and
salaries, -~- causes at those times an extraordinarily heavy demand
for instruments of payment, which it 1s the Reichsbank's unavoidable
obligation to meet. In accordance with this view the new law in-
creased the 1limit of authorized issues, covered by a reserve of one=-
third, to 550,000,000 marks, and in addition provided that this issue
might be permitted to rise to 750,000,000 marks ($178,200,000) at the
close of March, June, September, and December in each year.

Another important point in which the new law departs from
the old charter of the bank is in making the notes of the bank legal
tender. There wag a strong disinelination fto this poliey when the
bank was established, which is explained by the earnest desire then
prevailing to do away with the existing paper régime and to place the
metallic currency on a firm foundation. This aim has been realized
to such an extent that at the present time Germany's metallic circu-
lation, and particularly that of gold coin, is abundant for all de=~
mands of trade. On the other hand, bank-notes also are regularly
taken in payment, and for payments of large amounts they are used al-
most exclusively. In view of the fact that the legal status of this
mode of payment was somewhat uncertain, however, such institutions as
had to make numerous payments, banks especially, generally felt
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obliged for precautionary reasons to provide themselves with a con-
giderable stock of gold in order to be prepared for any demand for
gold that they might have to meet.

In proposing this measure the new law followed the examples
of England and France. In England the notes of the Bank of England
have been legal tender since January 1, 1834. In France the notes
of the Bank of France were invested with thie quality by the acts of
August 12, 1870, and August 3, 1875.

The conferring of the legal-tender quality upon the Reichs-
bank notes does not in any way affect the maintenance of the gold
gtandard, as is proved by the example of the Bank of England. In
order to emphasize this more strongly, the words "legally current
German money" in the paragraph relating to redemption of notes, have
been replaced by "German gold coin." This expresses beyond a doubt
that even a single note of the denomination of 20 marks must be re~
deemed in gold, although the amount of 20 marks comes still within
the limit up to which imperial silver coin is decreed a legal tender
by the currency act of July 9, 1873.

Thus, the new law, while expanding the legal limit of the
untaxed eirculation, provides for direct reédemption of notes in gold
at the bank and gives uniformity, as far as possible, to the paper
oirculation. Another important provision of the law authorizes the
bank snd also the private banks of issue to purchase checks. Since
the act of March 11, 1909, in relation to checks, mads it possible for

http://fraser.stlouisfed.org/ &

Federal Reserve Bank of St. Louis



Digitized for FRASER

“5- i

a holder of & check to obtain legal protection for his claim, Just
the samo ag the holder of a bill, the committee declared that the
Pfundamental objections to the purchase of checks were removed.

By permitting their purchase by the Reichsbank the holder
of a check payable in another city could get cash for it at any
moment by having it discounted, whereas under the old method the
amount was paid only after the check had been collected, -~ that is,
after 2 lapse of several days, and no liability was accepted by the
bank for the presentation of the check for payment within the legal
time 1imit, The discounted chocl, in accordance with its intrinsiec
purpose, would be presented Pfor collection by the bank as quickly as
possible and its equivalent pubt at the disposal of the party present-
ing it by means of the giro (his account current being credited with
the amount), the necessity of a cash remittance being thus avoided.
It is expected that the purchase of checks by the Reichsbank will
stimulate the use of checks and in general promote monetary inter-
course without the employment of cash.
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March 26, 1910.

THE SWEDISH BANKING SYSTEM.

The method by which the issue of bank-notes in Sweden wae
transferred from independent local banks to a central institution
is the subject of a monograph made public to-day by the National
Monetary Commission. The document was prepared by Prof., A. W.
Flux, who has given much attention to the economic development of
the Scandinavian countries, and includes brief sketches of the banke
ing systems of Norway and Demmark, as well as Sweden. Special in-
torest attaches to the banking experience of Sweden, because she ad-
hered to the system of isolated local banks of issue longer Than any
other European country except Switzerland. It is only since January
1, 1904, that the right to issue bank~notes in Sweden has been brought
under the control of the Riksbank or Royal Bank, and it was in October,
1905, that Switzerland, after twenty years of discussion, authorized
the creation of the National Swise Bank, whose history is told in a
monograph already made public by the Monetary Commission. Interest
is also given to the history of banking in Sweden by the fact that
the first use of the bank-note is atiributed to John Palmstruch, under
a charter granted to the Royal Bank on November 30, 1656, The ex~
change department of the bank conducted a deposit business, and under
certain conditions depositors could transfer to others sums standing
to their oredit or could withdraw them, the document used for the
purpose being designated a bank-note. The Royal Bank thus ocecupiled
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from two and a half centuries ago & dominating position in Swedish
banking, but notes were issuved by another type of institution, Xmown
as the enskilda banks. Thegse institutions were corporations whose
capital was divided into shares, but the liability of the principal
shareholders was not limited, although there might be associated
with them silent shareholders with limited 1iability. The first of
these banks was founded in 1831, and as late as 1857 only 12 were in
existence, with total assets of about $15,000,000. Several efforts
were made to bring them under uniform rules in regard to the issue of
notes and the character of the assets held. By the mint law of 1873
the notes of these banks, which had formerly been redeemable in the
notes of the Royal Bank, were made redeemable in gold, in accordance
with the policy of establishing the gold standard firmly in Sweden.
Notes for 5 crowns ($1.30) were suppressed at the close of 1879, in
order to leave room for the circulation of gold coin. Both the
Royal Bank and the enskilda banks grew rapldly with the expansion of
business during the latter part of the nineteenth and the beginning
of the present century. A movement for centralizing the note issue
gained ground under these conditions and was embodied in a law in
1897. The aim of this law was to give greater security and uniform-
ity to the note issue, without impairing the resources of the enskilda
bauks for granting local credit. The notes of the Royal Bank are
legnl tender and are redeemable in gold on demand at the head office.
The capital of the bank is 50,000,000 crowns ($13,400,000), and the
metallic reserve is required to be in gold. The minimum reserve is

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




Digitized for FRASER

n3-

Pixed at 40,000,000 crowns ($10,720,000), or 40 per cent.y of the au-
thorized circulation of 100,000,000 crowns, but any additional amount
may be issued when fully covered by gold or foreign balances.

In order to protect the country against any reduction of
oredit facilities by taking away the function of note issuwe from the
local banks, several duties were laid upon these banks and several
privileges were granied to them. The number of branches of the
Royal Bank was required to be so increased that there should be one
in each of the 24 districts into which Sweden is divided for local
government purposes, excepting the one immediately adjacent %o
Stockholm, which is served by the head office. The law of 1897 was
subsequently modified, in respect to the privileges granted the
enskilda banks, by & law of May 3¢, 1901. This law provided that
the time for abandoning its note issues having been settled by are-
rangement between an emnskilda bank and the Riksbank, and on condition
that none of the offices open on January 1, 1896, should be closed
during the texrm covered by the arrangement, unless with the permis-
gion of the Crown on the recommendstion of the mamnagers of the Riks~
bank, the enskilda bank might be granted, against approved collatersl,
loans not exceeding 656 per cent. of ils notes ocutstanding on January
1, 1901, and an open credit not exceeding 10 per cent. of the same
amount. The interest charge on these loans and advanceafE:::Ea:er
cent. below the three months' discount rate of the Riksbank, though
not in any case lower than 2.per cent., and the usual commission on
the open oredit was remitted. Further, rediscounts up to 25 per
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cente 0f The notes outstanding on Jaxmary 1, 1901, might be granted
at a rate not exceeding two~thirds of that otherwise charged by the
Ricksbank, |

At the end of each year, begimming with 1903, the amount
of the maximum limit of each of these special privileges is de-
ereased by one~eighth of its original amount, so that they lapse en-
tirely at the end of 1910.

These concessions to the emnskilda banks were so liberal
that they led to the surrender of their rights earlier than the date
fixed in the law for their definite termination. Several of the
enskilda banks avalled themselves of the privilege of conversion in-
to Joint-stock banks with limited liability, but those of both types
continued to inorease their offices and the volume of business done
throughout Sweden.

At the end of 1900 the Riksbank had 19 offices, note~
issuing banks, 183, limited-1iability banks, 96, and people's banks,
32, a total of 330 offices. At the end of 1908 the Riksbank had 25
offices, the unlimited banks (including one people's bank), 199 of=
Pices, limited-liability banks with capitals of at least 1,000,000
crowns, 304 offices, and lesser banks, 51 offices, or a total of 579
offices. There was thus an increase in the eight years of 249 of=-
fices, to which must be added thoee of a number of institutions rep-
resenting former people's banke, and a couple of exchange officee of
larger banks nrot included in the above totals., No less than 59 new
offices were opened in 1907, and 43 in 1908, so that the development
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seems by nc means at an end. There was at the end of 1908 a bank
office for every 9,300 inhabitants on the average, whereas at the end
of 1200 there were over 15,000 inhsbitents for each bank oflice.

The different hanks quote rates, both for loans and for de-
posits, that are very nearly the same. The existence of branches of
more than ome bank in many distriete ineures this advantage of compe-
tition, The Rikebank's discount rate gives, in consequence, a meas-
ure of the rates ourrent everywhere, though there remains some varia-
tion in the rates returned by the several banks In the monthly ac-
covmts. These flnetuations may perhaps rerregent, in part 1P not
entirely, difforences between the classec of businese secured by the
different institutions.

During the panic of 1907, heavy demoxds were made upon the
Royal Bamk, which reduced ite foreign balences because the bank
failed to impose with sufficient encrgy and promptness the cheek of
en Increased discount rate on the specuvlative epirit manifested in
business circles. The rate was raised or November 9; 1907 to 6% per
oent., when the Tondon rate was ¥¥ 7 per cent., and the Berlin rate
74 per cemt. The bank wae benefitted, however, by the fact that a
new Swedish Government losn had been orranged in France for about
$13,000,000, ageinst which the bank was enabled to sell drafts pend-
ing the need for the use of the money at home. In 1207, over 92 per
cent. of the rediscounts of the other banks were made with the Royal
Bank and in 1908, over 94 per cent. and about three-~fourths of the
inland bills held by the Royal Bank were obtained by rediscounting.
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May 3, 1910.

THE BANK OF FRANCE IN ITS RELATIOR T0

NATIONAL AND INTERNATIONAL CREDIT.

A striking study of the part which the Bank of France
plays in the intermational money market has just been made publiec
by the National Monetary Commission, in the form of a translation
of the work of Maurice Patronm on "The Bank of France in its Relation
to Natioal and International Credit.” It is pointed out that the
banks acts essentially as & public institution, pursuing the essen-
tial objects of building up and protecting the national gold reserve
rather than seeking profits for its shareholders. By increasing
its gold reserve the bank, it is declared by M. Patrom, 1fs working
against the interests of its shareholders and consequently against
its own interests. There are two reasons for this: First the ex-
pense of min{?hing an additional reserve and the cost of issuing
notes against represents a clear loss to the shareholders. If the
holdings of ga:l.d were smaller, the amounts of assets and liabilities
would decrease without interfering with the profit and loss account.
In the second place, smaller holdings of metal would lead to frequent
rises in the rate of discount, which are the main source of profit
for a bank of issue.
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In spite of these obvious advantages to the bank in
getting rid of a part of its great stock of the yellow metal, the
gold reserve has been allowed to increase until it amounts to about
$700,000,000 and is the largest stock held in any bank in the world.
Even the advance in the rate of discount which is occasionally made,
it i1s pointed out, is not for the purpose of safeguarding the re-
serve, but to avoid the decrease of the money in cireulation which
would have resulted from the tempting and persistent offers from
abroad where discount rates ruled much higher. With these great
resources at its command, the Bank of France has, in the opinion of
M. Patron, become practically the reserve reservoir of gold for the
financial world. As far back as 1839, the bank lent to the Bank of
Bngland £2,000,000 in gold and again in 1890, at the time of the
Baring failure, £3,000,000. The Bank of France had just endured
without flinching the downfall of the Comptoir D'Escompte, one of the
oldest of the joint-stook banks of Paris, but the Bank of England,

confronted by like conditions, found it necessary not only to raise
its discount rate to six per cemt., but to ask for foreign help.

The Bank of France was severely criticized in the Chamber of Deputies
for making this loan, but this oriticism did not deter it from ex-
tending similar aid in the autumm of 1906 and in the orisis of 1907
to the amount of 80,000,000 francs, which were forwarded to Iondon in
American gold eagles, in answer to a mere telegram. The bearing of
this course upon the crisis in the United States gives special inter-
est to the narrative of M. Patron of these events, which he sums up
thus:
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Tt was at the time of this developing crisis that the Bank of
France was unreasonably reproached with its indifference to the mone-
tary situation in the United States, and with its refusal to give
aid. The oritics forgot that the bank was prevented by its statutes
from the direct shipment of sums for which the Federal Government re-~
fused to become responsible, and that, nevertheless, it forwarded
80,000,000 francs in American coin, which merely passed through
Iondon. Certain negotiations took place at that time between the
American Govermment and the Bank of France with a view to dealing
directly without the intervention of the London market. It is only
because that Government would not or could not offer such guarantees
as the Bank of France considered adequate that it made use of the
Iondon market, which has a much greater interest than ours in the
prosperity of the United States.

"The occasions which we have just mentioned are not the only
ones in which the Bank of France has had to intervene. In the first
days of May, 1906, it loaned 40,000,000 francs to the Bank of England
in order that the latter might avoid raising the discount rate. In
September, 1906, it s0ld several millions in American eagles, with
the kmowledge that they would at once make their way to New York.
More recently, in the very midst of the orisis, the bank released
many millions of eagles and sovereigne under similar conditioms. It
would therefore appear that this policy of relief has been definitely
adopted by the Bank of France."
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In view of the many occasions on which the Bank of France
has thus proved the refuge of the great banks of other countries in
averting disaster, interest is given to the suggestions of Signmor
Luzzatti, formerly Italian Minister of Finance, in regard to an in-
ternational agreement between banks of issue and govermment treas-
uries for mmtual support. As thus outlined, M. Patron contends that
the Bank of France would be forced to adopt, as an obligatory rule of
conduct, a measure which after all is employed only as an exception,
and at such times as it deems opportune. It is easy to foresee, he
declares, what would happen under such a system. France, financial-
ly the strongest country, would have very little to expect from
abroad, while it would find its aid urgently solicited at the least
alarm among its neighbors: its position as moderator, from being
voluntarily assumed as it is now, would become obligatory and subor-
dinate, and this would be evidently unacceptable. In summing up
the present position of the Bank of France, with its reserve towering
above that of any other great bank, M. Patron concludes that this re-
serve, admirably managed as it is, affords not only an insurance
against orises, but also the surest guarantee against the recurrence
of great wars. Upon this point he concludes thus:

"We have shown that the fighting power of a nation has now no
1imit other than the financial effort of which it is capable. It is
not going too far to state that the formidable cost which a war would
involve has more than once caused our possible enemies to recoil, amnd

that in the settlement of political or diplomatic questions the nation
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which is richest in gold is always the one which commands the most
respect.”
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May 11, 1910.

THE ENGLISH BANKING SYSTEL.

A description of the mechanism of the London money market,
in its relation to the Bank of England, the joint-stock banks, and
the discount houses has just been made public by the National Mone-
tary Commission in a monograph on "The English Banking System,™ by
Hartley Withers, financial editor of the "London Times."  Hr.
Withers begins with am enumeration of the distinctive functions of
the Bank of England, which he declares to be as follows:

1. Benker to the British Government.

2. Banker to the joint-stock and private banks.

3. (a) Sole possessor of the right to issue notes which are
legal tender in England; (b) sole possessor, among joint-stock
banks with an office in London, of the right to iseue notes at all.

4. Provider of emergency currency.

5. Keeper of the gold reserve for British banking.

6. EKeeper of the gold reserve which is most readily available
for the purposes of international banking.

These various functions fit into and supplement one an-
other, and though their diversity is sometimes pointed to as throwing
too much responsibdility onto one institution, it in fact enables the
bank to carry out its duties with extraordinary ease, and with the
least possible disturbance to the financial community. By the fact
that it keeps the balances of the other banks, the Bamk of England is
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enabled to conduect the payment of the interest on the British debt
largely by transfers in its books. By the fact that it keeps the
balances of the govermment and has the monopoly of the legal-tender
note issue, the bank has a great prestige in the eyes of the general
public, which it commmmicates to the other banks which bank with it.

A credit in the books of the Bank of England has come to be
regarded as just as good &s so much gold; and the other banks, with
one exception, habitually state their "cash in hand and at the Bank
of England” as one item in their balance-~sheets, as if there were mno
difference between an actual holding of gold or legal tender and a
balance at the Bank of England. It thus follows at times when an
increase of currency is desirable, it can be expanded by an increase
in the balances of the other banks at the Bank of England, since they
thus become possessed of more cash to be used as the basis of credit.
For currency in England chiefly consiste of checks, and customers who
apply to the banks for accommodation, by way of discount or advance,
use it by drawing a check which is passed on and so creates a depos-
it; and expansion of currency thus consists chiefly in expansion of
banking deposits. This expansion is only limited dy the proportion
between deposits and cash which the banks think fit to keep, and as
long as they can increase their cash by increasing their credit in
the Bank of England's books the creation of currency can proceed
without let or hindrance.
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The bank is enabled to abQompliah this by the fact that ;

banker to the other banks a}{\zat every credit whic
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hey have in.
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This cash at the Bank oggﬁngland in ﬁhp hadds of the rest of the
bankera can be multip ed as rapidly the Bank of England is prdi
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There is no le restrigéion of any sort or kind, and the olose na-
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or Becuritiea tp be borrowed on.

Taking up the subject of the position of the Bank of
England in the international market, it is declared that London is the
only European center which is always prepared to honor its drafts in
gold immediately and to any extent. The Bank of France has the right
to make payments in silver, and uses it by often charging a premium on
gold, sufficient to check any demand for it; and in other centers
measures are taken which make apparently free convertibility of credit
instruments optional at the choice of the central bank. Consequently
the Bank of England has to be prepared to meet demands on it at any
time from abroad, based on credits given to foreigners by the English
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banking community, and it has thus to observe the signs of financial
weather in all parts of the world and to regulate the price of money
in London so that the exchanges may not be allowed to hecome or re-
main adverse to a dangerous point. The difficulties of this task
are inoreased by the extent to which the English banking community
works independently of it, by accepting and discounting finance paper,
and giving foreigners credits at rates which encourage their further
creation. For the low and wholly unregulated proportion of cash to
liabilities on which English banking works, enables the other banks

to multiply credits ultimately based on the Bank of England's re-
serve, leaving the responsibility for maintaining the reserve to the
bank. This it does by raising its rate when necessary, and so, if
it has control of the market and its rate is "effective,"” soemephewwe—
viliibsh-wbldebsromplotaot Retiry==s raising the general level of money
rates in ILondon.

When its rate is not effective, the Bank of England finds
itself obliged to intervene in the outer money market, -~ consisting
of the other banks and their customers, -~ and control the rates cur-
rent in it. This 1t does by borrowing some of the floating funds in
this market, so lessening their supply and forecing up the price of
money. By means of this borrowing it diminishes the balances kept
with it by the other banks, either directly or indirectly, -- direct-
ly if it borrows from them, indirectly 1f it borrows from their cus-
tomers who hand the advance to it in the shape of a check on them.

.org/
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The result is that so much of the "cash at the Bank of England,"
which the English banking community uses as part of its basis of
eredit, is wiped out, money, ~~ which in London generally means the
price at which the bankers are prepared to lend for a day or for a
short period to the discount houses, -~ becomes dearer, the market
rate of discount consequently tends to advance, the foreign ex-
changes move in favor of London, and the tide of gold sete in the
direction of the Bank of England's vaults, and it is enabled to re-
plenish its reserve or check the drain on it.

In summing up the relation of the bank to the English
money market and to the international money market, it is declared by
Mr. Withers that the prestige which makes a credit in its books as
good as gold enables the banking community to expand credits and make
check currency as long as it is prepared to lend credit. At the end
of the half year it is sometimes applied to for fresh credits to the
extent of over twenty millions sterling, chiefly in the form of ad-
vances for a few days. On one side of its account its holding of
securities is expanded by this amount and on the other its liability
on deposits is similarly swollen. At the end of 1902, the last oc~
casion when the bank's weekly return was made up on December 3lst,
and so showed the full extent of the extra credit provided by it at
the end of the year, the other securities rose from £27,647,000 on
December 17th, to £47,736,000 on December 31st. The other deposits
at the same time rose from £36,653,000 to £55,259,000, and this in-
orease in the basis of credit was perhaps used by the other banks for
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the provision of five to ten times as much accommodation for their
customers. A week later the other securities had declined to
£89,625,000 and the other deposits to £41,073,000, though reinforced
in the meantime by the payment of govermment dividends; the emergency
credit had been wiped out, when no longer required, by the simple
process of repayment to the Bank of England of the sums borrowed from
it; and the bank's proportion of cash to liabilities, which had fallen
to 28 per cent. on December 31lst, had risen to 38-3/8 per cent.
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THT REICHSBANK AND THE GERMAN JOINT STOCK BANKS,

An analysis of the manner in which the big German joint-
stock banks have developed the cormerce of Cermany, while supported
by the Reichsbank, the central bank of issue, is made in a specisl
treatise on "Development of the CGerman Banking System," which was
prepared by Robert Franz, editor of "Der Deutsche Oekonomist," for
the National Monetary Commission, and just submitted by them to
Congress., It 18 declared by Herr Franz that the Reichsbank forms
one of the principal supports of the German credit system and of
German economic life at large. "In this capacity,” he continues,
"it has proved its value repeatedly, especially in the period of
great depression at the beginning of the century. The collapse of
& number of larger banks which until then had enjoyed a good reputa-
tion caused a profound shaking of confidence and thrsatened to pre-
cipitate a severe credit crisis. Such & crisis would have involved
disastrous consequences for the entire business 1ife of the countxy
had not the Reichsbank at that time supported the tottering confi-
dence by a liberal though at the same time prudent extension of

oredit.,"

Turning to the development of the joint-atock banks, Ilerr
Franz declares that the business of industrial financing and stock
issues was part of the program of the oldest Joint-stock banks,
founded as early as the middle of the last century.
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The development of the railroad system beginning about the
middle of lest century, which caused a considerable demand for and
¢irculation of capital, and the greater extension of state eredit,
induced the banks to turnm to the flotation and issue business.

The period following the founding of the German Empire
witnessed a vigorous development of German industry, especially of
the mining and (beginning with the nineties) of the electrical in-
dustries, which required a continuous inflow of new capital, At
the saggizzzuan foreign commerce, particularly with oversea cowm-
tries, kept on steadily increasing., The banks furthered this de-~
velopment by forming stock companies, granting long-term credit, as-
suming shares and bonds, placing the new industrials on the stook
market and selling them to the public. There is no doubt, Herr
Franz declares, that but for their policy of furthering the indus-
tries, the economic development of Gormeny would have taken consider-
ably longer than heg been the case.

It is truve that the larger pert of the incroase in capital
1s the result of industrial production. Bui ncrmelly the fresh in-
crements of capital can be turmed into industrial chamnels as rein-
vestments only through the mediwm of the banks.

The plaecing of capital in industrial investments in Germany
proceeds as a rule as follows: The bank extends 2 certain amownt of
oredit to the industrial corporation, which is used by the latter
successively in proportion as its enterprise develops. Such "in-

vestment" credit, owing to it® very nature and purpose, cannot be
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refunded within a short time. It is granted from the start with a
view to being converted into capital of the industrisl cornoration
(through the increase of capital stoek) or into long-term amortiza-
tion oredit (through bond issues). In order to repay its debt to
the bank the industrial corporation issues new stock or bonds. The
bank must for the time being take over the additional new securities
by changing the "book-credit" into "issue-credit.” This, however,
enables it to shift the risk, assumed by the grenting of the original
credit, to the wider spheres of the investing public, and to recover,
above all, the invested capital. Only in this manner can the bank
retain its power of 2ction, and it must be admitted, Herr Franz de-
clares, that ag a general rule the Cerman banks have operated in this
regard with great skill and circumspection, s¢ that they were able
both to meet their own obligations and to satisfy the demands for
short~-term working credit.

In order to obtain the means for granting industrial oredit
and to dispose ¢f the enormous amownts of newly created industrial
UXKE securities, it wae and is necessary to attract in ag large a
measure as possible the surplus funds of the commmity available for
capital investments.

For this purpose the joint-stock bonks spread a network of
deposit branches, destine2 to serve as reservoirs for the inflow of
available funds, and at the same time ag distridbuvtors for the indus-
trial securitios oreated. Vith the same end in view the large
Berlin banks, oither through the acquisition or exchange of stock
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(for permanent investment), entered into friendly alliances with the
provinvial banks.

This latter development, ropresenting a centralization of
capital, though not of operstion, is to be regarded as part of the
general process of centralization spplying to industry es a vhole.

It wag particulorly strong during the lasi dccude, but seems Lo have
abated somevhat during the last yoars,

Tha eoncentration in tho German banl:ing system, {the growth
of the large Joint-stocl: banks, and the extenaslon of their sphere of
interest by means of branches and depoail branches, and by thelr al-
liances with medium~sized small banks in the proviuces, was furthered
by certain extraneous clrcumstances.

(ne of these was The stock exchange aclt of June 28, 1896,
which, by restrieting trading in options, secured considerable advan-
tages to the strong, large banks at the expense of the weaker banks
or private banking firms. It is probvable thal this development re-
ceived ite first powerful impetus as early as 1891. Al that time
gseveral private banking houses failed and these fuilures revealed,
in a number of cases, the wrongful conversion of deposits. This
caused deep commotion among wide cirecles., Public interest became
aroused on the subject of bank deposits, and the amendment of the ex-
isting a¥il civil, oriminal, and economio legislation was undertaken.
The result wae tho bank deposit act of July 5, 1696. This 41d not,
however, completely allay the suspleion oxnce aroused, and the disas-

trous experience with small privete bankers helped to no small extent
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to turn the confidence more and more to the large Joint-stock banks,
which offer a much greater security for the money and securities en-
trusted to them.

The most important factor, however, was the fact of the
simultaneous capitalistic evolution of industry proper, which neces-
sitated a parallel development in the banking field. It goes with-
out saying that this evolution, considered in its entirety, cennot
be ascribed to changce or the arbitrery action of individuals, bul is
largely the result of economic forces.

Herr Franz declares that it is the umdispubted merit ol the
persons at the head of the banks that they appreciated those endeavors
and supported them by advancing the requisite capital, oftentimes in-
curring great risks for the banks. The progressive industrialization
of Germeny and the large increase of its population caused on the one
hand inereasing imports of industrial and suxiliary materials as well
as of foodstuffs, and on the other steadily growing exports of indus-
trial products. As a result EX Cermany's share in the world's com=
merce shows & rapid growth.

Unt1l the seventies of the last century the financial regu-
lation of German foreign oversea trade had been almost exclusively in
the hands of Iondon banks. The establishment in 1870 of the Deutsche
Bank at Berlin meant & turning point in this regard: The bank in its
charter adopted the following program: "It is the purpose of the
corporation to do a general banking business, particularly Yo fuxrther
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and facilitate commercial relatlons between Germany, The other
Buropean countries, and oversez merkets." The founders of the
Deutsche Bank had recognized that there existed in the organization
of the Cerman baonking and credit aystem a gap which had to be filled
in order to render German foreign trade independent of the English
intermediary, and to secure for German commerce & Iirm position in
the international market. It wes rather difficult to earry oui Uhis
program during the early years, the more so, hecause Gexrmeny at that
time had no gold standard and bills of exchange made oult in various
kinds of currency wore neither kunown nor liked in the international
uerket. The introduction of the gold standard in CGermany in 1873
did away with these dAifficulties, and by establishing branches at the
central pointe of Germen oversea trade (Bremen and Hamburg) and by
opening an agenoy in London, the Deutsche Bank succeeded in vigorous-
1y furthering its program. Vewy—wwen Jater the other Berlin joint-
stook banks, especially the Disconto Gesellschaft and the Dresdner Zank,
followed the example of the Deutsche Bank, and during the last years
particularly, the Derlin joint-stock banks have shown great energy in
extending the sphere of their interests abroad.

Federal Reserve Bank of St. Louis
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INTERVIEWS ON SCOTCH BANKING.

Dependence upon the Bank of England for gold in case of
need was one of the salient features brought out by the llational
Honetary Commission in its inquiries in regard to the Seotch bank-
ing systenm, Interviows with the chief officers of the Royal Danlk
of SJootland, the Bank of Scotland, the Union Bank, and the Cormercial
Bank were held by Semator Aldrich, Mr, Vreclond, and other menbers
of the Cormission in the sunmer of 1909, which have just been
printed by authority of the Commission, The answers given at sach
institution in respeect to the methods of Scoteh banking were sub-
stantially similar, The circulation in Scotland is issued by elght
barking institutions, the survivors of 19 which were in existence in
1845, when the British Pariiament forbade the oreation of any more
banks of issue and fixed the 1limit of the eirculation, The amount
of the authorized cireulation of the Scoteh banks is only %2,676,350,
or about $13,000,000, ‘bove this cmount, however, nctes may be
issued without 1limit, provided they are covered pound fcr pound by
gold and the actval eireulation ranges up to about 7,500,000 The
Seoteh law differs from the Inglish law in allowing notes to be issued
as low as one pound sterling, while the minimm in Ingland is %5,

It was explained to the Commission by ir. Tait, cashier and general-
manager of the Royal Bank, that weokly ﬂuo%(”mtiona are chiefly daue
to the payment of wages, The seasonal ﬂuotmtioﬁa are at harvest
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time, at Christmas, and New Year, and to a much larger extent at
the half-yearly terms of Whitsunday (May) and Martinmas (November),
when rents are paid, interest on mortgages is collected, and half-
yearly wages are paid.

The system of cash eredits, which was a half century or
more ago one of the chief features of the Scoteh system, is still
employed, but not apparently on so large o secale, It wags stated
by Mr, Tait that o customer may apply to be allowed to overdraw such
amount as he mey reguire from time to time up to a specified amount,
and he and two or three surcties jointly and severally become bound
to repay the amount that may at any time be owing with interest, on
demand being made on them, Zach obligant is 1liable to pay the
whole sum, leeving bim to obiein repayment from his co-obligants.

While the “coteh system is organized upon a basis inde-
pendent o thet of England, its policies are governed largely by
those of the big British bank, It was stated by Mr, Tait that
"the Seotoh bonks all allow the same rate, and charge the same rates
for discounts and overdrafts, and these are fixed relatively fto the
Bank of Ingland rate," The Royal Bank, he declared, had an sccount
with the Bank of Englsend which had been in operation since 1728, and
it collescts bills and checks for the Bank cf England all over Scot-
land, This subject was set forth somewhat more fully by Sir George
Anderson, general-manager of the Bank of Scotland, who said:

"In common with most of the other banks ia London, all the
Secottish banks represented there keep accounts at the Bank of England,
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on which operations are made 28 required, a minimum balance being
usually left in the hands of the Bank of Fngland to recoup them for
trouble in keeping the account, An arrangement exists between the
Bank of England and the Bank of Scotlard for drawing drafts on each
other and collecting doocuments, ard the former aet as clearing
agents in London for the Bank of Teotland,

"The Bank of England is the banker of the govermment; is the
largest issuers of notes, issuing its notes when required in exchange
for gold bullion and paying notes in gold coin; and being the bank-
ers' bank, the weekly returns as to its position form the best possi-
ble barometer of the state of trade and credit in the country. The
rate of discount announced by the Bank of Englend from time to time
serves as a gulde to the other banks throughout the country in fixing

their rates for loans and deposits,”

The Scoteh system, with its eight large banks, is essen-
tially a system of congentrated comtrol at the centre, and the dis-
tribution of oredit through branches. The Secoteh banks have 1,175
offices or branches, o1 an average of 1 for every 4,000 inhabitants,
Economy in the circulation of gold is obtained by the use of the -Fl
notes which it was declared by lir, Blyth, general-manager of the
Union Bank, enabled the banks to dispense with keeping large balances
in astual coin ot the branches, The managers of the branches are
known in Scotland as agents and have power to grant advances, but
sub Ject to the approval of the head office. It wag declared by Nr,.
Bogle, general-manager of the Commercial Bank:
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"ihe disoretion allowed is dependent on the size of the branch
and the nature ¢f the bausiness and the class of cvstomer, ond on the
record of the agent, By our system of reports on advances (weekly,
monthliy, and quarterly) we kecp in close touch with the cdvances and
means of borrowers. ['ne lLondon branch is, of course, on different
lines, and our msnager there has greater powers than an agent at a
branch in Scotland,”
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A set of charts, carefully prepared under the direction
of the National lionetary Commission for putting in graphic form the
progress of American and foreign banking during the past thirty to
forty years, was made public by the Commission to-day. The number
of the plates is twenty-four and much care has been taken in the
arrangement of spaces, lines and coloring, to make them tell at a
glance the story of the changes in banking conditions during the
period covered. The subjects are arranged in a logical order of
evolution, begimning with the progress in the number of national
banks, state banks, and trust companies. They then deal with
changes in relative capital of each class of banks and in the cir-
oculation of the national banks; changes in the circulation of
netional banks in their relation to the supply and price of govern-
ment bonds; the relation of the Treasury balance to deposits of
public money in the banks; the movements of the bank circulation in
regerve cities and other cities; the relative fluctuations in the
price and nmet return upon the public debt of the United States and
that of Great Britain, France, and Germany; changes in discount
rates in different markets; and the comparative stocks of gold in
leading banks.

The first chart shows the progress in the number of
national banks from about 1650 in 1867 through the gradual rise to
about 3800 in the summer of 1893. Then comes the depression of the
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line, due to the failures and liquidations following the panic of
that year, until the number in the summer of 1899 falls below 3600.
Then ff;:ﬁ?’a sharp upward turn, which began in the summer of 1899,
apparently as the result of returning business activity, but was
sharply accentuated by the act of lMarch 14, 1900, which first per-
mitted the creation of national banks with a capital between
$25,000 and $50,000. This upward movement continues practically
unbroken until & total of nearly 6700 banks is attained in the sum-
mer of 1908, at'ter which the movement is slightly relaxed as the
result of the panic of 1907.

BEven more interesting in some respects are the variations
of the line indicating the number of state banks. Starting below
300 in 1867, the number is barely above 600 in 1876 and shows a de=-
cline to 475 in 1878. From that date to the summer of 1885, there
is a gradual upward movement until the number of state banks is only
8 little under 1000. Then comes & depression to about 850, which
suddenly turns in the summer of 1886 into & rapid upward movement,
which has never been permanently interrupted. It was in 1893 that
the number of state banks began to overtake the number of national
banks. The lines of increase in banks of both types had been
roughly parallel down to about the summer of 1888, with the state
banks nearly 2000 less in number than national banks. Then began

"a gstern chase" by the state banks to overtake the national banks in
number, influenced apparently by the small profit to the national
banks on circulstion, which arose from the high price of United States
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bonds. By the summer of 1891 the distance between the two classes
of institutions had fallen to less than 1100; by the summer of
1892, to less than 600; and by the summer of 1893, to a little more
than 200. Finally, in the spring of 1895, in the face of national
bank liquidations, the line of the number of state banks crossed
that of nationsl banks and began the upward movement which carries
the line at an acute angle from about 3600 institutions in 1896, to
11,400 in the summer of 1908.

A somewhat different 1light is cast upon these figures by
the second chart, showing the amount of capital and surplus funds
of different classes of institutions. Here the state banks, many
of them with capital much below the minimum permitted to national
banks, lose the predominance which they derive from numbers.

State banking capital and surplus funds in 1867 are shown to have
been $100,000,000, while national banking capital and surplus funds
were about $480,000,000. By 1880 these funds for national banks
amounted to about $575,000,000, while for state banks they had risen
only to sbout $110,000,000. Then came an upward curve in the line
of progress of both classes, which culminated in 1893, with national
panking capital of $930,000,000 and state banking funds of
$325,000,000. The downward dip of the ocurve, after the panic of

1893, carried nationsl banking funds to about $860,000,000 in 1899,
while those of state banks were about $310,000,000. Then began the

rapid upward movement of the past ten years, along almost parallel
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lines, leaving national bank capital and surplus funds in 1909 at
$1,500,000,000 and similar funds for state banks at §720,000,000.

The difference between banking conditions in New York and
other financial centersg is indicated by the chart of discount rates
in Berlin, London, Paris, and New York for the twenty years ending
with 1908. The Paris rates are the lowest, ranging above three per
cent. only for brief periods at the Bank of France and for still
shorter periods in the open market. The London rates, both at the
Bank of England and in the open market show frequent variations, but
their range, except in the autumm of 1907, is never higher than 4%
per cent., and in 1895 as low as two per cent. at the bank and below
one per cent. in the open market. The Berlin rates show & higher
tendency, but only at the close of the year 1899 and the early part
of 1900 did they go above five per cent., until on the eve of the
panic of 1907. The open market rate in Berlin did not at any time
except in 1907 go above 4% per cent., and in 1894 was at a point be-
low two per cent.

The Commission, in dealing with the HNew York market, did
not take the violent fluctuations in call money as a basis, but only
the rate for commercial paper running from two to three months.
Beginning in 1890 at a rate of about 5% per cent., this New York
rate fell a trifle below four per cent. in 1892, to mount far above
8ix in the panic of 1893, when the maximum Berlin rate was just over
four per cent. and that of London just over three. Then came the
fall in the New York rate to three per cent., during the depression
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following the panic, when the Berlin market rate was under two per
cent. and the London market rate was under one per cent. The

New York rate returned to a little more than 3% per cent. in 1897,
and then advanced gradually to about 4.25 per cent. in 1900, and
mounted upward after 1901 to about 5.4 per eent. in 1903, Then
came & fall to 4.25 in 1904 and & rapid rise in 1906 which cul-
minated in a rate of 6.2 per cent., in 1907. The Iew York rate,
whether high or low, was in every case higher than the rates, either
official or private, in London and Paris, and only during the period
from 1897 to 1901, was it lower than the German official rate and
during only a brief portion of this time lower than the German pri-
vate rate. An interesting chart, which shows in detail the number
of days during which high and low rates prevailed at the banks of
France, England, and Germsny, has a maximum line of seven per cent.,
which is never crossed in any case by the line of actual rates ex-
cept at the Imperial Bank of Germeny in the panic of 1907.

The internal movement of currency between New York and
interior points, and the foreign movement of gold to New York from
foreign countries and from New York abroad, is the subject of a dia~
gram which shows that New York is frequently subject to severe pres-
sure in both directions at the same moment. Another diagram, rep-
resenting the movements of cash between New York and the interior in
the form of a wheel, brings into striking relief the loss of curren-
oy by Hew York from August to December, 1907, and the great reflex
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current of incoming money during the winter and spring of 1908.

The me¥imum loss to New York in any one month was in October, 1907,
when the amount was $40,301,000; the maximum gain was in January,
1908, when the amount was $35,7289,000. The largest monthly loss
recorded in any other recent year was in October, 1906, when the
amount was $23,783,000,

The last table of the series, giving the average gold
holdings of the three principal Buropean banks and of the United
States Treasury, brings into relief the great increase in gold
stocks in recent years. The United States Treasury, with over
$1,100,000,000 of gold, stands in the front rank of holders of the
yellow metal, offering a remarkable contrast with the conditions of
1895, when total Treasury holdings were under $140,000,000. The
Bank of France, although showing less remarkable variations, dis-
closes a gold stock which increased from §300,000,000 in 1892, to
$590,000,000 in 1908. The Bank of England and the Imperial Bank
of Germany do not show radical gains in gold, but rather the in-
fluence of the variation of the discount rate and the control of
the exchange market to keep their reserves up to minimum require-
ments of from $150,000,000 to $200,000,000.
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—— INTERVIEW ON BANK OF FRANOE,

How the Bask of Franoe has steered its course clear of
political eomplications and has prevented finanoial orises by serv-
ing as & harbeor of refuge feor the joint-stook bdanks is told in a
graphie mamner in an interview with M, Pallain, the governmor of the
bank, which was made public to-day by the Natiomal Monetary Commis-
sion, The story was tolld in a conference held at the Bank of Franoce
vhen Semator Aldrich, Representative Vreeland amd other members of
the Commission were in Burope, hollding similar conferemeces with the
heads of the great note-issuing and joint-etook damks, The Bank of
Franse was founded in the year 1800 and its charter was renewed in
1697, expiring in 1980, Almost the £iret question asked Governor
Pallain was whether the bank was ever attacked im the ecntroversies
between pelitical partiea, He answered in these words:

"No eharge has ever beem made that the bank favored or aided
any pelitical pardy, There is never any cleim that politics enters
in any Gegree inte Yhe manmagement of the bamk, HEmesept for the re-
aswal of the eharter in 1897, mo legislation affesting the bank has
boen emacted simse 1867, There is no sentimemt fer any ehange in
basking motheds ner for any mew legislatien, It should be added
that meither the Govermer ner Deputy-Governor is permitsed to be a
member of either bdedy of Parliament,”
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The govermwut does not own a share of the capital of
188,500,000 franos ($35,885,000), but exercises desisive influence
threugh the appointmemt of the govermor and deputy-govermors and one
of the boards of the bank, The governor and the two deputy-governors
are appointed by deecree of the President of the repudlie wpon the pro-
posal of the Ninister of Fimanee, = Their terms of serviee are not
fixzed, but usually extend over many years,

Some 1ight is thrown upon the absence of political hostil-
ity to the bank by the number of its branches, the manmer in whiech it
aids smll commeree, and the strength which it affords to the banking
system of the country, There are about 500 banking offices scat-
tered over Framee, the more important, to the number of 187, being
known as branches, and the others as auxiliaries and agensies, The
DARagers are remunsrated by fixed salaries, whish does not, hewever,
prevent the bank frem letting all the staff participate in the re-
sults of partiocularly produstive years by exoeptiomal allowances.
There is alse a pension system for employees, whish guarantees to
oach agent entitled thereto at least one-half the anmual salary after
thirty years' servioce,

The bank is not limited to redisceunts, but has a line of
clients of i%s omn, It was stated by X, Pallain, that about 70 per
oent, of the paper held dears the signature of some dank a8 one of
the endersers, but the mmmber of merchants and mamufasturers asking
for direet dissounts has recently deen inoreasing, The average ma-
turity of paper discounted during the year 1907 was tweaty-six days
and the average value of bills discounted was 752 frames ($141),
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This low average, obtained frem the mingling of dills for very
large amounts with smaller ones, is dus to the extent to which the
bank discomnts or rediscounts bills for very small ameunts, The
ninimum 1imit admitted to discount was lowered in 1898 te § franes
(964 oents) , and the mumber of smmll bills 2iscounted has never
osased to inevease since that time, In 1907 the mmmber of billls be-
low 100 franes ($19.50) was more than 5,500,000 in & Sotal of
7,500,000, Anyome who is kmown to the bank can epen an aseount, the
minisum being omly 500 framos ($96,50), After an aseownt is once
opensd, the depositer may discount paper for as mmall a sum as §
franes, provided it meets other requirementa,

The bank has for many years charged the lowest rates in
Eurepe almost oonsesutively fer discounting bdills, Vheam N, Fallain
was asked 4if it would be more aldvantageous for the bamk, considered
simply as a bank, teo impose different rates under different eiroum~
stanses and at different places, he made this amswer:

"As & banking establistment, if we theught it advissdle to ap-
ply different rates, We eould casily beceme the masters of the market,
But in our position of Bamk of Prance, organised to serve the inter-
osts of pudlie oredit in a democoratis comntry, we 40 not bdelieve our-
selves justified to use this eption,”

Discussing, later om, the method pursued by the damk te

maintain its great geld reserve of mere thaa $600,000,000, M, Pallain
said;
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*I¢ 18 & prinsiple eonsesrated by experience that the supreme
neans of dofense for an isswe bank, %o protest its metallie reserve,
1s o raise the rate of discomnt, and we mever lose sight of this
prineiple, However, the exteat of our reserves allews us to oon-
template without emotien important variations of cur metallic stoek,
and wo oxly emseptionally have resourse to a msasure which is always
painful for commeroe and industry, The stability and the moderation
of the rate of iissomnt are considered as precious alvantages, which

the Freneh market owes to the organisation and traditienmal condunet of
of the Bank of Franee,”

Teking up the relation of the joint-stosk bamks to the
Bank of Framse, the question was asked whether, if the Oredit Iyomnais
needed money snd dreught to the Bank of Framse scoeptable bills, the
bank would discomnt them, The reply was:

"Oertainly, Ve often do; and this possidility, alwmys open,
sooeriing %o cirowmstances, is an invaluable resouree for eredit
scsdetien, The emiment founder of the Oredit Lyommais, X, Germain,
& veory compotent man in these matters, almitted frankly that if the
Bask of Framee 414 net exist he would clese the Credit Lyommais, --
in times of evisia,"*

N, Pallain aldded, in respense Ve further questions, that
in the jeint-stesk danks which the Cemmission would visit, they would
£ind the 1iquid cash very mmall in prepertion to the trenssetiocns,
"In Franee,” he declared, "we consilder that the strength of & banmk
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consists more in the ocompesition of its portfolie, 1,0., in the
value of its commereoial bills, rather than in the importance of its
cash reserves,” The reasen for this was stated to de that for the
Fremsh private banks the prepertion of eash te liadbilities is less
significant on aceount of the facilities offered by the organisation
of the Bank of Framee for the rapid comversion of good assets into
ready momey, The part played by the central bask Sowards the pri-
vate estadblishments permits the latter, as has many a time been
proved, to reduce to & minimum their cash reserves and to devete,
without emseptional risk, a larger part perhaps than elsewhere to
produstive commereial operations, In the further diseussion of
this subjeot, the following collogquy teck place:

*Q: I suppose the relations of the Bank of France with the
other bemks are ocordial; there iz no frietiom?

"A, Ve have as & prineiple to be on good terms with everybody,
and better with certain persons,

"Q Do the bdamks rely implieitly omn the Bank of Franse to
grant them oredit when they require it?

"As They know very well that in times of Aiffieulty we are the
SUPreme resSource.

"Q: Does the amount and the sharaster of oredit granted to
other banks depend on the amount amd the charaster of their aseounts
at the Bank of France?

"As There is no fimed rule, and although the dalanse of the
agoount is not a matter of indifferemce, it is more especially the
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quality of the paper presented which fimed the extent of the oredit,
In periods of orisis, in 1830, in 1048, in 1870, in 1609, the gener-
al couneil of the bank 4id not hesitate to seme to the assistanse of
establishments which were in diffioulties, dut whieh held assets of
unquestioned charsster and value, by extending te them the largest

possible eredita.”

Nembers of the Commission 4id noet spare the most searching
questions in regard to the standing of the Bank of Freamee with the
public and with other institutioma, M. Pallain was asked point-
blank, "Is the Bank of Framee regaried as a bank for banks or as a
bank for the people?;™ To this he mie answer time;

"Fhe Bank of France remained for a long time, indeed, the benk
for banks, but sinse 1t has covered so mmeh territery with its numer-
our branches; since the minimum amount of all its operations has deen
lowered; sinoe it has opened deposit accounts to all; sinee it has
tried te simplify and minimise the fermalities required by its special
charter, the industrial and commereial world has come to use the bamk
direetly to a much larger degree, At the same time ite oredit has
come out stronmger, firmer, more popular from all the pelitieal and
finaneial erises, so mmoh so that to-day one can reply without hesi-
tation that 1t 1s already and that it tends to bDecome mere and more, --
as you ask, -- the bamk of all the Fremeh publie,"

In order to determine if the system of momopoly of note is-
sus whioh belongs to the Bamk of France was acceptadble to the sowntry
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&8 Woll as to the finaneial commmnity, M, Pallain was asked if there
Was in any quarter any agitation for a change in this respect, He
replied in the negative, but added that the pecple were slways in-
olined to ask more from the Bank of Framee, «- %0 open new brenches;
to extend the demefit of its oredit to a larger mumber of places; and
to inorease the facilities of every kind offered to its customers,
mummuwum-‘-wmnmcn-
oloshrm.wnﬂtdhmhmu.ﬂmof
N, Pallain ¢¢ this question was as follows:

"The wnity of issus was achieveld in Framee in 1048, and at no
time since them has there been any question, im respensidle eireles,
of & possible return to plurality of issus The same tendemecy is
leading, 1ittle by 1ittle, to an abeolute momepely in Buglamd,
Germany, and even in Italy, I thisk that it would alse bde interest-
mrumhmum—udmmmm
its note-issue systen founded, as in Amerisa, on the plurality of
banks and which has now substituted for this system ome single priv-
ileged bank, This transfermation has received popular appreval by
referendwa, *
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Mareh 14, 1910,

THE BANK OF ENGLAND AND THE MONEY MARKET,

The changes in fashions and the extension of the week-end
holiday have their effect, as well as important financial transac-
tions, upon the changes of the bank-note circulation in England.
This was brought out in an interesting mamner in the conferences
held by Semator Aldrich and other members of the National Monetary
Commission with the governor and directors of the Bank of England,
which are just being printed for distribution by the Commission.

1% was stated by the officers of the baunk that there has been &
steady redustion of late years in the volume of business conducted
in Tondon on Saturdays, and the amount of the notes withdrawn from
the bank on that day is now as a general rule very much 1ess than
on the other days of the weeke. The balance oubtstanding at the
close of the day gemerally shows, thevefore, 2 material shrinknge.

On Mondays notes are withdrawn in lsrger quantities than
usual in order to replenish tills after the reduction in the amounts
held on the previous Saturday, whilst on Fridays also the withdraw-
als are above the average to meet the demands occasioned by weekly
peyments, such as wages, ete.

The inereassed total at the close of each guarter is oo~
cagioned by withdrawals to meet payments due on the four quarter
days, laldy Pay, Midsunmer, Michaselmas, and Christmes,

The large total ot the beginning of Auguet, -~ of la.te
years generally the maximwm for the year, -- is dve to withdrawals
for holidey ond harvest purposes, whilst the low figures which
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usually occur in the middle of February may be attributed to the
absence of any holiday demand, and to the fact that reaction afier
Christmas, coupled with the comparative absence of visttors to
London, causes the retail trade to be less active than in the second
and fourth quarters.

The conferences brought out the fact that the Bank of
England, contrary to most banking institutions, is organized upon
the principle of "One man, one vote," inatead of giving votes to
shareholders in proportion to their stock holdings, It 18 neces=
sary, however, for a proprietor, as ahar;‘.r:;ldors are called, to have
$£500 of stock in order to have a vote ana/\the stock is quoted at
sbout 267, Bue market value of the amownt Pequired to give a vote is
about $6,500., There is mo limit to the number of shares which may
be held by any one person, but added holdings do not give increased
voting power. There are at present about 10,000 proprietors, and
they are authorized to eleet the govermor and directors and to make
by-laws for the conduot of the bank, provided the by-laws are not
repugnant to the laws of the kingdom, The chief legal restriction
upon the character of the directorate is that they must be "natural-
horn subjects of England or naturalised,”" but in cotual practice the
seleotion is confined to those who are or have been members of mer-
cantile or financial houses, excluding bankers, brokers, bill dis-
counters, or directors of other banks operating in the United King-
dom, There is no incpection or actual supervision by the govern-

position,
ment, but the bank is required to furnish weekly statements of its A
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Although the bank exercises great power over the London money mar-
ket, its branches are limited to 11, -~ 2 in Tiondon and 9 in the
provinces,

The Bank of Ingland does not make such a specialty of dis~
counting bills for small amounts as is the case at the Bank of France
and the Imperial Bank of Germany, The average period of maturity of
bills discounted is from 40 to 50 days, but upon the average their
size was estimated by the officers at about #1,000, wo British
names are required upon a bill discounted, one of which must be the
acceptor, and four months is fixed as the maximum maturily except in
e few ocases, where g£ix months are ailowed, The vurious classes of
narketable securities quoted on the London stock exchange, with the
exception of mining shares, are accepied, and also with discretion,
good securities which are not so quobed when their value can be as-
certained,

A1l the large London banks, most of the Scoteh, and some
of the Irish banks have accounte with the Bank of Englond,  TProvin-
eisl English banks end branches of London banks in towns where the
Bank of Ingland has branches have local accounts with the bank,

The relation of the joint-siock banks to the Bamk of IEngland was
discussed very ocandidly with members of the Commission by Sir Felix
Seluster, Bart,, Govermor of the Union of London & “miths Bank. I%
was pointed out that the joint-stock banks d1d not lean quite so
masch upon the sentral bank as was the caze on the Continent, but
that they lrept their eash balances at the Bonk of Englond and would
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look to it in case of emergency. Discussing the actual position of
the Bank of England at the centre of the system, Sir Felix mnde

these observations:

"The Bank of England is the central reservoir of the whole bank-
ing system of the United Kingdom, Theough their holding the balan-
ces of the joint-stock banks, of the olearing house banks, and the
government balancea, of course they have obtained very great power,
and they can comtrol 4he market by witlhholding advances, by fixing 2K
their rates, by borrowing from the market wheun they feel inclined to
do so, Proctically they hove the whole control of the money market
in their honds, and they are slso in touch with gemeral movements
that are taking place; they can julge boetter than anybody else from
the state of the belances of the Joint=-stock banks how trade is in
the country, wheilier there is a large demond for money, whether
those bolances sghow o temdency to shrink, or whether they show a
tendency to soscwumlate., * * * It iz genmerally assumed that in
times of trouble it is the duty of the Dank of England to grant ac-
commodation to solvert parties who have good seocurity to offer,

The Bank of England does not openly acknowledge such a duty, which
has never been officislly imposed upon it, but 1t has always acted
up $0 1t, snd were it not so itz strongth and raison dfetre as hold-
er of the vlitimate rezerve and dhankers' bark would be gone and

other arrangements would becomz imperative.”

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



Digitized for FRASER
http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis

This obligation of the Bank of England to support the
market in emergencies was referred to by Sir Felix as one of the
"implied" duties of the bank. In response to the question, "WWhat
steps taken are most effective in acttracting X gold or in preventing
its outflow?," Sir Felix replied thus:

"The raising of the discount rate, and not only of the nominal
Bank of Epglond rate, btut of the market rate as weil, You often
have a condition which yon deseribe as the open-market rate, that is
one %o two per cent, lower than that of the bank rate, and in those
conditions *he bank has no influence whatever., What the bank have
to lo unler those conditions if they wish to attrast gold and pre-~
vent ite leavine is to pay more in the murket for money than other
pecple would; they must artificislly raise the value of money outside;
they fimelintely become borrowers and sweop up 2ll the floating supe
plies at o higher rate than o discount broker would pay us, They do
not dc it themselves, In one instance they have done it direct, but
in most cuses they employ & broker. They give security for those
loans and in 2 short time they sweep up the surplus funds, and that
hocomes effective in raising the discount rate, That again has an
influence on the foreign axchonges. It is the foreign exchanges that
regulate tho outflow or influx of gold, and foreign exchanges can
only be regulated by the value of money.”






